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CPA DIAZ-MARTINEZ, CSP

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS 202 Gautier Benitez Ave.
Consolidated Mall Condominium, Suite C-31

Caguas Puerto Rico

PO Box 8369

Caguas, PR 00726-836

Phones: (787) 746-0510/ 1185 / 1370

Fax: (787) 746-0525

Email: cpadiazmartinez.com

“ENHANCING THE QUALITY OF ACCOUNTING, AUDITING AND ATTESTATION SERVICES”

INDEPENDENT AUDITOR’S REPORT

Honorable Eliezer Ramos

Acting Secretary

Puerto Rico Department of Education
of the Commonwealth of Puerto Rico

San Juan, Puerto Rico

Report on the Financial Statement

We have audited the accompanying cash-basis financial statement of the Puerto Rico Department of Education of
the Commonwealth of Puerto Rico (PRDE) (an executive agency), which comprise Statement of Cash Receipts,
Disbursements, and Net Changes — Governmental Funds for the fiscal year ended June 30, 2020, 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 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
statement that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions 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 of 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 PRDE’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 PRDE's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of the accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statement.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, the financial statement referred to above present fairly, in all material respects, the cash receipts and
disbursements of the PRDE governmental funds, and the respective cash-basis net changes thereof for the fiscal year
ended June 30, 2020, in conformity with the basis of accounting described in Note 2.

Basis of Accounting

We draw attention to Note 2 of the financial statement that describes the basis of accounting. The 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 opinions are not modified with respect to this matter.

Emphasis of Matters
Uncertainty about Ability to Continue as a Going Concern — Primary Government

The PRDE is part of the Commonwealth of Puerto Rico (Commonwealth). The accompanying financial statement of
the PRDE have been prepared assuming that the Commonwealth will continue as a going concern. As discussed in
Note 3 to the financial statement, the Commonwealth’s recurring deficits, negative financial position, further
deterioration of its economic condition, and inability to access the credit markets raises substantial doubt about the
Commonwealth’s ability to continue as a going concern. Additionally, the Commonwealth is currently restructuring its
obligations in an orderly fashion under Title Il of the U.S. Congress Puerto Rico Oversight, Management and Economic
Stability Act (‘PROMESA”). Management’s plans regarding these matters are also described in Note 3. The financial
statement does not include any adjustments that might result from the outcome of this uncertainty. Our opinions are
not modified with respect to this matter.

Other

As discussed in Note 1, the financial statement of PRDE is intended to present the cash receipts, disbursements, and
net changes of the governmental funds of only that portion of the financial reporting entity of the Commonwealth of
Puerto Rico that is attributable to the transactions of PRDE. They do not purport to, and do not, present fairly the
financial position of the Commonwealth of Puerto Rico as of June 30, 2020, the changes in its financial position, or,
where applicable, its cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

Other Matters
Supplementary Information
Our audit was conducted for the purpose of forming opinions on the financial statement as a whole that collectively

comprise the PRDE'’s basic financial statement. The accompanying management’s discussion and analysis are
presented for purposes of additional analysis and are not a required part of the basic financial statement.
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Management's discussion and analysis information presented on pages 5-15 have not been subjected to the auditing
procedures applied in the audit of the basic financial statement, and accordingly, we do not express an opinion or
provide any assurance on such information.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statement 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, Costs Principles, and Audit Requirements for Federal Awards (Uniform Guidance), on
pages 46-52, is presented for purposes of additional analysis and is not a required part of the financial statement. The
Schedule of Expenditures of Federal Awards 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 or to the financial statement themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the Schedule of Expenditures of Federal Awards is fairly stated in all material respects, in relation to the financial
statement as a whole.

Other Reporting Required by Governmental Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 29, 2021 on our
consideration of PRDE'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 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 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 PRDE's internal control over
financial reporting and compliance.

AP 2S5 €
/?,_;—;::; —
CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

License Number 12, expires on December 1, 2022

Caguas, Puerto Rico
September 29, 2021

Stamp No. E459381 of the Puerto Rico Society of Certified
Public Accountants was affixed to the original report.
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COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION MANAGEMENT DISCUSSION AND ANALYSIS
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Introduction

This section of the financial statement is classified by the Governmental Accounting Standard Board (GASB) as Required
Supplementary Information (“RSI”). Because the cash-basis financial statement presented by PRDE are based in “Other
Comprehensive Basis of Accounting” (OCBOA), which is an accounting and financial reporting standards have not been
established by GASB (that is, the designated GAAP standard setter for state and local governments in the United States), any
such RSl required by GASB in GAAP-basis financial statements is not considered RSI that must accompany OCBOA financial
statement. Therefore, in OCBOA financial statement for state and local governments, there are no RSI requirements because
there is no designated standard setter for such OCBOA frameworks.

However, the PRDE determine to “include” this GAAP-RSI in their OCBOA financial statement. Accordingly, the information
is considered an other information (Ol for OCBOA cash-basis financial statement). It is intended to provide an objective and
easily readable analysis of the government’s financial activities. Along with the Statement of Cash Receipts, Disbursements,
and Net Changes — Governmental Funds, the management's discussion and analysis should provide the users with the most
relevant information regarding the financial-condition result of operation of the Puerto Rico Department of Education (‘PRDE”)
as-of during the fiscal year ended June 30, 2020, 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, 2020. 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, Disbursements, and Net
Changes — Governmental Funds, the Schedule of Expenditures of Federal Award 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,
Disbursements, and Net Changes — Governmental Funds, the Schedule of Expenditures of Federal Award. The discussion
will focus on major components of the Statement of Cash Receipts, Disbursements, and Net Changes — Governmental Funds
along with any facts, conditions or decisions that are expected to have a significant impact on the activities of PRDE.

Liguidity 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 $1.50 billion, which represents a 68%,
approximately, of PRDE'’s total cash receipts. The budget appropriations for the Commonwealth’s Department of Education
have 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 enroliment, 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.
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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 Ill 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’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 enrollment. According to Puerto Rico’s Department of Education,
two-years post-Hurricane Maria, only 292,518 students enrolled in public schools. On the onset of the Island’s economic crisis,
student enrollment 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.



COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION MANAGEMENT DISCUSSION AND ANALYSIS
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

In 2019, Puerto Rico’s public schools started off with approximately 54,000 fewer students, when compared to 2017 (pre-
Hurricanes’ Irma and Maria). This significant drop in student’s enrollment is largely attributed to students relocating to stateside
schools.

All'in all, two-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 public
schools throughout the Island, during 2018. For the 2019-2020 academic year, only 856 schools remain open.

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 Retirement 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 15th 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 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. 106-2017 created the legal
framework so that the Commonwealth can guarantee payments to pensioners through the PayGo system.

General Budget approved for Fiscal Year 2019-2020

The Legislature approved on June 30, 2019 by Joint Resolution No. 505 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, 2020,
among other appropriations. This allocation resulted in a decrease of $80.9 million when compared to the general budget
approved in FY 2018-2019.

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”).

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 of Puerto Rico 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.
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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 on 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. 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.

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 illiquidity is similarly
affected.

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.

Pandemic COVID-19

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.
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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 occurred during Fiscal Year 2020-2021.

That same day, Law No. 37 was signed, with the intended purpose of amending Section 6 of Act No. 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 Departmentof 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.

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 the 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.
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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 was to strengthen 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 recognized 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.

Specific Conditions 2020

On June 30, 2020, the USDE imposed a series of special conditions applicable to all federal funds administered by the PRDE.
These special conditions include a Third-Party Fiduciary Agent (TPFA), internal controls over payroll, personal and
professional services contracts, grants management system, internal audit office and oversight committee, comprehensive
corrective action plan (CCAP), and prompt response to request for records.

After this event, the PRDE has requested the reconsideration of some of these conditions in several times, however, USDE
reiterates the specific conditions previously imposed and extends TPFA condition to all Puerto Rico education grants, including
for the Office of the Governor.

Financial Analysis of the Statement of Cash Receipts, Cash Disbursements and Net Changes — Governmental Funds
Total Governmental Activities

The Statement of Cash Receipts, Cash Disbursements and Net Changes — Governmental Funds presents within its cash
receipts the funds appropriated bythe 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
2020 2019 In dollars Percentage
Cash Receipts:
Commonwealth Appropriations $ 1,500,786,158 $ 1,621,350,964 $ (120,564,806) (7.4)%
Intergovernmental — Federal Government 701,767,414 953,615,821 (251,848.,407) (26.4)%
Total Cash Receipts 2,202,553,572 2,574,966,785 (372,413,213)
Cash Disbursements:

Current:
General Government 77,026,139 103,946,892 (26,920,753) (25.9)%
Vocational and Technical Education 57,135,064 71,882,956 (14,747,892) (20.5)%
Community Schools 1,292,634,531 1,335,997,872 (43,363,341) (3.2)%
Integrated Educative Services for the Disabled 336,746,736 421,587,417 (84,840,681) (20.1)%
Food Services for Students 167,117,048 246,519,452 (79,402,404) (32.2)%
Schools' Quality of Life and Drug Free 11,358,215 13,124,293 (1,766,078) (13.5)%
Adult Education 12,805,693 6,438,709 6,366,984 98.9%
Technological Institutes 15,559,168 15,186,106 373,062 2.5%
Auxiliary Services and Technical Assistance 35,911,350 37,770,486 (1,859,136) (4.9)%
Institute for Administrative Training and Counseling to Schools 7,495 1,837 5,658 308.0%
COVID-19 Internal Economic Incentive 724,000 - 724,000 100.0%
Public Schools Maintenance 48,464,219 43,660,033 4,804,186 11.0%
Printing Services 472,316 568,955 (96,639) (17.0)%
Indirect Costs 39,159,524 79,077,685 (39,918,161) (50.5)%
Joint Resolutions 5,621,046 12,727,195 (7,106,149) (55.8)%
Special Accounts 120,576,572 88,221,453 32,355,119 36.7%
Total Cash Disbursements 2,221,319,116 2,476,711,341 (255,392,225) (10.3)%
Excess for the Year $ (18,765,544) $ 98,255,444 $ (117,020,988) (119.1)%
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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:

Cash Receipts

Other
Governmental
Funds

21%

Title |
11%
General Fund
68%

I Cash Disbursement
Governmental

Funds

21%
Title |

12%

General Fund
67%

For the year ended June 30, 2020, PRDE’s Statement of Cash Receipts, Cash Disbursements and Net Changes -
Governmental Funds reflects a deficiency of receipts over disbursements of $18.8 million. The main reason for the overall
deficiency 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 statement using the cash-basis of accounting
and as a result, 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
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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, the reduction observed in the cash disbursements is due
to certain disbursements not made during the 2020 fiscal year after schools were closed due to the January 2020 earthquakes
and the declaration of COVID-19 pandemic, later in March 2020. The cash disbursements variations (under or over 10%) for
the year ended June 30, 2020, when compared to the same period in 2019 are described below:

General Government decreased by approximately $26.9 million or 25.9% when compared to fiscal year 2019 mainly due to
a decrease in disbursement of $40 million for schools’ renovation project made in 2019. Other decrease was related to the
disbursement of $29.2 million made in 2019 to pay prior year debts. However, the decrease was offset by various increases.
A $22.6 million related to a matching contribution necessary to meet with FEMA’s requirement. A $10 million increase related
to the disbursement of special education services. A $8.1 million increase in disbursement to hire professional and consulting
personnel related to IT services. And another increase of $1.6 million to hire additional trust appointees to assist management.

Vocational and Technical Education decreased by approximately $14.7 million or 20.5% when compared to fiscal year 2019
mainly due to a reduction of approximately $6.5 million of materials, instructional materials and equipment not distributed
during fiscal year 2020, due to risk of COVID-19. Also, a decrease of approximately $6.2 million related to the fringe benefits
that were not disbursed for employees that took early retirement in the previous fiscal year. Also, a reduction of approximately
$608 thousand, due to a reduction in the FY2020 Program’s budget assignment. Another reduction of approximately $252
thousand were related to repairs that were made to the PRAMI PR Aviation Maintenance Institute on the prior fiscal year.

Integrated Educative Services for the Disabled decreased by approximately $84.8 million or 20.1% when compared to
fiscal year 2019, mainly due to $33.6 million of therapy services that were no provided due to the fund restrictions that were
imposed by the USDE through the Specific Conditions of FY2020. Another decrease of approximately $24.5 million related to
the transportation services that were not provided during the period when schools were closed due to the January 2020
earthquakes and the declaration of COVID-19 pandemic, later in March 2020. Another reduction of approximately $13 million,
was due to a reduction in the FY2020 Program’s budget assignment, therefore the Program was not able to hire irregular and
temporary/transitional positions. Also, a decrease of approximately $10.6 million related to the fringe benefits that were not
disbursed for employees that took early retirement in the previous fiscal year. Another reduction of approximately $3.6 million
was related to the transportation financial aid that was not disbursed during the period schools were closed due to the
earthquake events and the declaration of COVID-19 pandemic. And a reduction of approximately $447 thousand related to
assistive technology services that were not provided during the period schools were closed due to the earthquake events and
the declaration of COVID-19 pandemic.

Food Services for Students decreased by approximately $79.4 million or 32.2% when compared to fiscal year 2019 mainly
due to approximately $72 million of disbursements not made during the period when schools were closed and food servings
where not made due to the January 2020 earthquakes and the declaration of COVID-19 pandemic, later in March 2020. Also,
a decrease of approximately $8.4 million related to the fringe benefits that were not disbursed for employees that took early
retirement in the previous fiscal year.

Schools’ Quality of Life and Drug Free decreased by approximately $1.8 million or 13.5% when compared to fiscal year
2019 mainly due to a reduction of approximately $1.1 million, related to a reduction in the FY2020 Program’s budget
assignment. Therefore, the Program was not able to contract security services through this fund, but instead these were
contracted through the Community Schools fund. Another reduction of approximately $942 thousand, were related to services
not rendered by Proyecto CASAS, during the period schools were closed due to the earthquake events and the declaration of
COVID-19 pandemic. In addition, Proyecto CASAS experienced a reduction in its FY2020 budget assignment. Also, a
decrease of approximately $342 thousand related to fringe benefits that were not disbursed due to those employees that took
early retirement in the previous fiscal year. This reduction was offset with an increase of approximately $736 thousand, related
to socioemotional workshops given to the school community through the Project School Emergency Response to Violence
grant.
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Adult Education increased by approximately $6.4 million or 98.9% when compared to fiscal year 2019 is mainly due to an
increase by approximately $1.8 million in effect to an implementation of a special project carried out by the library program for
the purchase of computers and printers for the enjoyment of school libraries. Additionally, the adult education program had an
increase of approximately $1.6 million for the fiscal year 2020. Such increase is due to in prior year, projects were carried out
only for the second semester as a result of project implementation delays. Finally, an increase of approximately $3.1 million
was also noted during FY 2020 for purchases made during 2020 as a result of 2019 project implementation delays.

Institute for Administrative Training and Counseling to Schools increased by approximately $5 thousand or 308% when
compared to fiscal year 2019 mainly due to payments of prior year debts. The Training Institute program was later closed in
the FY 2020.

COVID-19 Internal Economic Incentive increased by approximately $700 thousand or 100% when compared to fiscal year
2019 was due to the approval of the Program in order to incentivize nurses and continue assisting during the Covid-19
pandemic.

Public Schools Maintenance increased by approximately $4.8 million or 11% when compared to fiscal year 2019 mainly due
to a net increase of various factors. Some of the increases noted during 2020 was an increase of approximately $1.5 million
as a result of services provided regarding school’s solid waste. Also, an increase of approximately $16.8 million was noted for
FY 2020 in school improvements and maintenance. Moreover, a budget increase for approximately $1.5 million and $2 million
was obtained for the purchase of equipment and miscellaneous services, respectively, which were expensed entirely. On the
other hand, for FY 2019 the Department offered socio-emotional workshops regarding the impact of Hurricane Maria. Most of
these workshops were offered during fiscal year 2019 representing a decrease of approximately $17 million.

Printing Services decreased by approximately $96 thousand or 17% when compared to fiscal year 2019 mainly due to the
decrease of approximately $112 thousand related to the fringe benefits that were not disbursed for employees that took early
retirement in the previous fiscal year.

Indirect Cost decreased by approximately $39.9 million or 50.5% when compared to fiscal year 2019 mainly due to the
disbursement of approximately $34.8 million made to AFI and OMEP for school repairs and improvements made during prior
fiscal year. And a decrease of approximately $5.7 million related to premium deposits that were paid through this fund in the
previous fiscal year.

Joint Resolutions decreased by approximately $7.1 million or 55.8% when compared with fiscal year 2019 was mainlydue to
net variances composed of a decrease of approximately $2.6 million due to College Board tests were not offered as a result
of COVID-19 lockdown. Another decrease of approximately $9.4 million was noted for FY 2020, since matching of funds were
provided for FY 2019 in fund 201. On the other hand, an increase of $4.9 million was noted in order to lease of spaces due to
school demolition, purchase of tents, chairs and no capitalizable equipment as a result of earthquakes in the south region.
Finally, purchases of hygienic materials for school cafeteria staff were required by executive order.

Special Accounts increased by approximately $32.4 million or 36.7% when compared to fiscal year 2019 was mainly due to
an increase of approximately $39.8 million in services provided for special education program. For FY 2020, an initial budget
of $9 million was assigned for this purpose. However, during 2020 the Agency identified approximately $29 million of Restart
funds for the same purposes which were authorized by Office of Management and Budget and the Financial Oversight and
Management Board. On the other hand, a decrease of approximately $7.5 million occurred in school food services regarding
closed schools during lockdown.

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:
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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
2020 2019 In Dollars Percentage
Cash Receipts $1,500,786,158  $1,621,350,964  $ (120,564,806) -7.44%
Cash Disbursements 1,483,244,084 1,555,241,197 (71,997,113) -4.63%
Excess (Deficiency) $§ 17542074 § 66,109,767 $ (48,567,693 -13.47%

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:

Special Accounts, 8% General

Indirect Costs, 3%
Public Schools Government, 5% Vocational and

Maintenance, 3% Technical Education,

3%
Auxiliary Services
and Technical
Assistance, 2%
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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 Disbursements - Title I:

Title I Change
2020 2019 In dollars Percentage
Cash Receipts:
Intergovernmental — Federal Government $ 246,301,128 § 429,662,507 §  (183,361,379) (42.7)%
Cash Disbursements:
Total Cash Disbursements 266,060,758 409,293,646 (143,232,888) (35.0)%
Excess (Deficiency) $ (19,759,630) $ 20,368,861 $ (40,128,491) (197.0)%

The cash receipts reflect three award years with different funding periods. In FY 2020 and FY 2019, the PRDE received
awards by approximately $391.3 million and $405.8 million, respectively, from Title | Grants to Local Educational Agencies.
The deficiency in cash receipts over cash disbursements is mainly attributable to timing differences. Funds requested during
the end of FY 2019 were received during the beginning of FY 2020. The decrease in cash disbursements of the Title | Fund
responds directly to a decrease in funds granted or approved by the Federal agency during the FY 2020 compared with FY
2019. Therefore, a decrease 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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(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO)

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,

AND NET CHANGES — GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

CASH RECEIPTS:

Appropriations from the Commonwealth of Puerto Rico
Intergovernmental - Federal Grants

Total Cash Receipts

CASH DISBURSEMENTS:
Current;

General Government
Vocational and Technical Education
Community Schools
Integrated Educative Services for the Disabled
Food Services for Students
Schools' Quality of Life and Drug Free
Adult Education
Technological Institutes
Auxiliary Services and Technical Assistance
Institute for Administrative Training and Counseling to Schools
COVID-19 Internal Economic Incentive
Public Schools' Maintenance
Printing Services

Indirect Costs

Joint Resolutions

Special Accounts

Total Cash Disbursements
NET CHANGES

Title | Other Federal Total
General Federal Governmental Governmental
Fund Fund Funds Funds

$ 1,500,786,158 - $ - $ 1,500,786,158
- 246,301,128 455,466,286 701,767,414
1,600,786,158 246,301,128 455,466,286 2,202,553,572
77,026,139 - 77,026,139
43,898,870 - 13,236,194 57,135,064
784,145,726 266,060,758 242,428,047 1,292,634,531
259,243,707 - 77,503,029 336,746,736
57,648,996 109,468,052 167,117,048
10,622,104 736,111 11,358,215
1,665,406 11,140,287 12,805,693
5,593,811 9,965,357 15,559,168
35,812,391 98,959 35,911,350
7,495 - 7,495
724,000 - 724,000
41,025,981 7,438,238 48,464,219
472,316 - 472,316
39,159,524 39,159,524
5,621,046 5,621,046
120,576,572 120,576,572
1,483,244,084 266,060,758 472,014,274 2,221,319,116
§ 17542074 (19759630) § (16,547.988) § (18,765544)

The accompanying Notes to the Financial Statement are an integral part of this Statement.

16



This page intentionally left blank.



COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION NOTES TO THE FINANCIAL STATEMENT
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

1. REPORTING ENTITY

A. Organization

The Department of Education of the Commonwealth of Puerto Rico (‘PRDE”") 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
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 Act Number 149, “Organic Law of
the Puerto Rico Department of Public Education”, as amended by Act Number 85-2018, “Puerto Rico Education
Reform Law’ of March 29, 2018 (Act No. 85-2018). This Act 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.

B. Financial Reporting Entity

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, part of the
Commonwealth of Puerto Rico (Primary Government). Because PRDE is for financial reporting purposes, part of the
Commonwealth, its financial data is included as part of the Commonwealth of Puerto Rico financial statements. PRDE
accompanying financial statement is issued solely to comply with the Single Audit Act Amendments of 1996 (P.L.
104-156) and for the information and used of PRDE’'s management, and Federal awarding agencies and pass-
through entities.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Financial Statement — Measurement Focus and Basis of Accounting

PRDE’s accompanying Statement of Cash Receipts, Disbursements, and Net Changes — Governmental Funds is
prepared using the cash-basis of accounting, which is a special purpose framework other than generally accepted
accounting principles in the United States of America (GAAP) as established by the Governmental Accounting
Standards Board. 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 (cash
disbursement) are recognized when paid rather than when incurred or subject to accrual. The amounts reported as
cash receipts are those received during the fiscal year 2019-2020. No accrual is recognized.

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.

continue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

Capital assets resulting from cash transactions are reported as cash disbursements in the acquiring governmental
fund upon cash acquisition. No capital assets are recorded in PRDE's financial statement. No long-term debt is
reported in PRDE'’s financial statement. No accrued compensated absences are reported in PRDE’s financial
statement. Compensated absences resulting from cash transactions are reported as cash disbursements in the
governmental funds column upon cash payment.

The accounts of PRDE are organized on the basis of fund types, which are responsible for the coordination, receipt,
and management of funds. These are composed of two major funds which are described below. The accounts of
PRDE are accounted for with a set of accounts which is only include cash receipts and cash disbursements. No
balance sheet accounts are maintained or reported.

The PRDE reports the following major governmental funds:

= General Fund - This is the main operating fund of PRDE and is used to account for all financial resources
except those required to be accounted for separately.

= 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.

The nonmajor funds are presented as Other Federal Governmental Funds column which is used to account for
transactions related to other Federal programs.

The cash disbursements are presented in the following individual programs/functions to account for the governmental
resources allocated to them for the purpose of carrying on specified activities in accordance with laws, regulations,
and other restrictions:

= General Government - This function is used to account for resources and expenditures related to the educational
and administrative management of the System, through rules, regulations, public policy guidelines and
evaluation of academic and administrative processes at all levels. All the educational and administrative
procedures that are carried out are framed in the mission of the educational system, which is to guarantee a free
and non-sectarian education, which develops the capacities and talents of all students so that they are
productive, independent citizens, lifelong learners, respectful of the law, the environment and capable of
contributing to the common welfare. The primary objective of this function is to achieve the effective and agile
articulation of the administrative and fiscal systems in relation to the academic goals through systemic processes
of institutional strengthening.

= Vocational and Technical Education — This function is used to account for resources and expenditures
associated with the preparation of human resources to strengthen the economic development of Puerto Rico. Its
philosophy focuses on the preparation of individuals, who possess the occupational, technical, basic academic,
ethical, civic and employability skills that allow them to acquire a job, keep it and progress in it so that they can
contribute effectively to society. The function has over 90 occupational and technical courses in seven study
programs that impact 137 occupational schools, both at the secondary and post-secondary levels.

= Community Schools — This function is used to account for resources and expenditures associated with all
educational and academic services offered in public schools from "kindergarten” to twelfth grade, except the
services of the Special Education Program and the Vocational and Technical Education Program. The services
are aimed at achieving the optimal integral development of each student in all phases of their training and at all

levels of the educational system.
continue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

Its main function is to design, produce, implement and evaluate the curriculum of all academic programs to meet
the needs of all students in the educational system, promote continuous training of teachers and implement and
develop innovative, special and particular projects of each subject academic. Spanish, English, math, science,
and social studies curricula will be impacted by consistent integration with fine arts, physical education, and
school health; as well as technology, at all levels of the educational system.

= Integrated Educative Services for the Disabled — This function is used to account for resources and expenditures
related to Special Education which primary purpose of providing educational opportunities adapted to children
and youth with disabilities. Act No. 51-1996, as amended, known as the "Comprehensive Educational Services
for Persons with Disabilities Act", as well as Federal law, Public Law 105-17 "Individuals with Disabilities
Education Act" (IDEA) require that efforts be made to locate children and youth with special education service
needs. Likewise, it establishes the right of every child or young person with a disability between the ages of 3 to
21 years of age, inclusive, to receive a free and appropriate public education.

The Department of Education, as well as other leading agencies under Act No. 51-1996, supra, have the
responsibility of establishing location and registration strategies to meet the needs of these children and youth.
Likewise, they establish mechanisms and procedures to disclose the eligibility criteria, availability of services,
and ways of accessing them.

Act No. 51-1996 gives the Associated Secretary for Special Education the necessary autonomy to establish
administrative structures and processes that allow it to expedite the provision of the services required for people
with disabilities up to 21 years of age, inclusive. In order to comply with this responsibility, the strategies are
updated and outlined annually to fully comply with the duties and responsibilities granted, through state and
federal legislation.

= Food Services for Students — This function is used to account for resources and expenditures to provides food
services to students to promote the development of all participants in nutrition programs. It is also account for
managing the following seven services: school breakfast, school lunch, summer food, food for child and adult
care, distribution of donated federal food, special milk for children, and nutrition education and training.

= School’s Quality of Life and Drug Free — This function is used to account for resources and expenditures to
provides activities aimed at promoting the reduction in incidences of violence and the use of drugs, alcohol,
tobacco and weapons in our schools.

= Adult Education — This function is used to account for resources and expenditures related to provide all 16-year-
olds or adults, who have not started or completed their studies, educational services to respond to their needs
and interests, diversifying the offerings with flexible hours and alternatives that allow them to develop their
academic training. This function is made up of: Basic and Secondary Education, Conversational English, Exams,
Diplomas and Certifications Unit, Literacy Project, Youth Institutions and Integrated Services Program for
Communities. It is also account, through competitive proposals, qualified as eligible providers offer services in
day, evening, and Saturday adult education schools. These can be located in community schools of the
Department of Education, Public and Private Institutions of proven educational efficiency. In addition, in
community-based organizations of proven educational efficiency, correctional and rehabilitation institutions and
duly accredited institutions of higher education. Also, they can be located in the facilities of public and municipal
agencies, consortia of organizations of proven efficiency with experience in andragogy and in any other
accredited entity that provides educational services for literacy up to the fourth year of high school.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

= Technological Institutes — This function is used to post resources and expenditures related to the operation as
higher-level university institutions as approved by the Puerto Rico Board of Education. The purpose of this
function is to account for the Technological Institutes, that originally, was to offer post-secondary level courses
in technical fields. Later, courses in the areas of business education and health-related occupations were added.
Its purpose is to prepare individuals at the postsecondary level who possess the occupational, technical, basic
academic, ethical, citizenship and employability skills that allow them to acquire a job, keep it and develop in it.
The function has four Technological Institutes and a Specialized School of Stamping and Tooling. These
programs offer their students the opportunity to participate in internships in the industry, in such a way that they
integrate theoretical and practical knowledge to achieve optimal development in their graduates.

= Auxiliary Services and Technical Assistance — This function is used to account for resources and expenditures
related to fiscal, organizational, planning and educational and administrative evaluation matters. It also offers
advice to all programs on the use of their financial and human resources.

= [nstitute for Administrative Training and Counseling to Schools — This function is used to account for resources
and expenditures related to trainings and the administrative and teaching processes that promote and strengthen
the proper functioning of the schools and districts of Puerto Rico. Efforts are directed at training, advising, and
supporting Regional Directors, Superintendents, Assistant Superintendents, and School Directors.

= COVID-19 Internal Economic Incentive — This function is used to account for resources and expenditures related
to COVID-19 received during fiscal year.

= Public Schools Maintenance — This function is used to account for resources and expenditures related to the
Office for the Improvement of Public Schools of Puerto Rico (OMEP). Through Joint Resolution No. 3 of August
28, 1990, as amended, the OMEP was created, attached to the Department of Education, to develop an
accelerated program of repair and beautification of school facilities and the purchase of books, desks, materials
and teaching equipment for the teaching-learning process.

OMEP has a total of seven (7) regional offices throughout the island. Said offices represent the operational arms
of the Central Office and work in coordination with it to guarantee the appropriate channeling and coordination
of the improvements assigned to the schools. of the municipalities they serve. The regional offices serve as
liaison with the municipal governments, the state government, public and private entities in the implementation
of the public policy of the Department of Education. They also provide monitoring of construction and
maintenance activities and guarantee a rapid and local response in emergency situations

= Printing Services — This function is used to account for resources and expenditures related to the production and
dissemination of educational material, integrated and coordinated the operation of the existing facilities at that
time for the production of material didactic, informative and cultural of the Department of Education, empowering
them, in turn, to offer services to other agencies and the general public. The Program has income from the sale
of printed material.

= Indirect Costs — This function is used to account for resources and expenditures related to indirect costs
proposals.

= Joint Resolutions — This function is used to account for resources and expenditures related to special joint
resolutions assigned to the PRDE that are not specifically identified with one of the above functions.

= Special Accounts — This function is used to account for resources and expenditures related to special assignment
other than Commonwealth general budget.
continue

20



COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION NOTES TO THE FINANCIAL STATEMENT
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

Notes to Financial Statement

The notes to financial statement provide information that is essential to a user’s full understanding of the data provided
in the financial statement.

B. Stewardship, Compliance, and Accountability
Budgetary Information

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 for 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 Puerto Rico Treasury Department’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.

On January 2, 2017, the Governor of Puerto Rico signed the Executive Order No. 2017-005, which required that all
departments, agencies, and instrumentalities of the Government of Puerto Rico and those expressly required by the
Governor, are ordered 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.
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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.

C. 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.

D. 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.

Later, Act No. 167 of the year 2019, was created to amend subsection (c) of Article 3 of Act No. 44-1996, as amended,
known as the “Ley de Cesion de Licencias por Vacaciones y Enfermedad”, and Article 2.04 of Act No. 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.
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E.

G.

Operating 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, 2020, these payments for lease agreements amounted to approximately $71.3
million. Additional rent paid by the PRDE for the leasing of its central offices and other warehouses was approximately
$13.7 million. Information of the future minimum rental payments required under operating leases was not available.

Risk Financing

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 theTreasury 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.

PRDE carries insurance coverage for death and bodily injuries caused by the motor vehicles accidents. The
insurance is obtained through the Automobile Accidents Compensation Administration (AACA), a component unit of
the Commonwealth of Puerto Rico. This insurance is compulsory for all licensed vehicles used on public roads and
highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid directly to AACA.

PRDE obtains workers compensation insurance though the State Insurance Fund Corporation (SIFC), a component
unit of the Commonwealth of Puerto Rico. This insurance covers workers against injuries, disability or death because
of work or employment-related accidents, or because of illness suffered as a consequence of their employment. Cost
of insurance allocated to PRDE and deducted from the state appropriation for the year ended June 30, 2020
amounted to $6,163,000.

PRDE obtains unemployment compensation, non-occupational disability, and drivers’ insurance coverage for its
employees through various insurance programs administered by the Department of Labor and Human Resources of
the Commonwealth of Puerto Rico (DOLHR). These insurance programs cover workers against unemployment and
provide supplementary insurance coverage for temporary disability, or death because work or employment-related
accidents or non-occupational disability and drivers’ insurance premiums are paid to DOLHR on a cost
reimbursement basis. Total paid during fiscal year ended June 30, 2020 amounted to $3,868,413.

Accounting for Retirement Plans Costs

In June 2012, the Governmental Accounting Standards Board (GASB) issued two new pronouncements related to
the accounting and financial reporting requirements for pension related expenses and liabilities. GASB Statement
No. 67, Financial Reporting for Pension Plans an amendment of GASB Statement No. 25, replaces the requirements
of GASB Statement Nos. 25 and 50 for plans administered by pension systems through trusts or equivalent
arrangements, and was implemented by the Commonwealth of Puerto Rico as of June 30, 2014.
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In addition, the GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions, effective for the
PRDE's fiscal year beginning July 1, 2014. This Statement revises existing standards for measuring and reporting
pension liabilities for pension plans provided by the PRDE to its employees. This Statement requires recognition of
a liability equal to the Net Pension Liability, which is measured as the Total Pension Liability, less the amount of the
pension plan’s Fiduciary Net Position. The Total Pension Liability is determined based upon discounting projected
benefit payments based on the benefit terms and legal agreements existing at the pension plan’s fiscal year-end.
Projected benefit payments are required to be discounted using a single rate that reflects the expected rate of return
on investments, to the extent that plan assets are available to pay benefits, and a tax-exempt, high-quality municipal
bond rate when plan assets are not available. This Statement requires that most charges in the Net Pension Liability
be included in pension expense in the period of the change. To the extent practical, the financial statements presented
for the periods affected should be restated. Also, GASB Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date, an amendment to GASB No. 68 is required to be implemented simultaneously
with the provisions of GASB No. 68.

On May 21, 2017, the Oversight Board, on behalf of the Government of Puerto Rico, filed a petition for the ERS to
avail itself of Title lll protections of PROMESA. With the submission of the petition under Title Il of PROMESA, a
process of restructuring of the obligations of said system under the supervision of the United States District Court for
the District of Puerto Rico was initiated. Faced with this situation, the Puerto Rico Legislature Assembly approved
the Act No. 106 on August 23, 2017, to ensure that retirees continue to receive their pensions, protect the individual
contributions of public employees and protect the future of them. In addition, as a corrective measure, the
contributions of public employees must be segregated and protected, and a New Defined Contribution Plan was
established to ensure the future of public employees. Accordingly, a Defined Contribution Account, a trust account,
separated from the general assets and accounts of the Government, was created as of July 1, 2017 in the name of
each Participant, as established in Chapter 3 of this Act. Accordingly, the GASB Statement No. 73, Accounting and
Financial Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68, should be applied in substitution of GASB No.
68 at the Commonwealth’s basic financial statements.

The PRDE employees participates in two different pension plans: the Teachers Retirement System (“TRS”) and the
Employees’ Retirement System (‘ERS”) (see Note 9).

H. Other Postemployment Benefits

In accordance with GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other
Than Pensions, that replaces GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions, changes similar to those implemented on GASB No. 67, Financial
Reporting for Pension Plans, and No. 68, Accounting and Financial Reporting for Pensions should be made.

In addition to the pension benefits described in Note 7, the Commonwealth provides other retirement benefits, such
as Christmas Bonus, and postemployment healthcare benefits (OPEB) for its retired employees in accordance with
local law. Substantially, all of the employees may become eligible for these benefits if they reach normal retirement
age while working for the Commonwealth. There are no member or employer contributions on behalf of the MIPC.
This benefit is financed on a pay-as-you-go basis from the General Fund of the Commonwealth of Puerto Rico (see
Note 10).
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The discussion in the following paragraphs regarding Commonwealth, including PRDE, financial and liquidity risks provide
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 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.

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 this day, Puerto Rico still faces the longstanding effect of these
atmospheric events and the reconstruction efforts hasn't finished.

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 during the academic year 2018-2019.

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 Puerto Rico’s Department of Education, two-years post-Hurricane Maria, only 292,518 students enrolled in
public schools, when compared to 307,282 enrolled during school year 2018.
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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 Il 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, as amended) 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. 2-2017 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; (i) an administrative presence on every board or committee where the GDB president is currently
amember; (iii) authority to conduct audits and investigations; and (iv) authority to freeze budgetary items, appoint trustees,
redistribute human resources, and change procedures.

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 No. 4-2017 (i) established lower accrual rates for both vacation days and sick leave, (i)
approximately doubled work hours required for accrual of Christmas bonuses, (i) 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. 5-2017
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. 5-2017 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. 5-2017
was set to expire on May 1, 2017, to coincide with the expiration of the Title [V 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. 5-2017 emergency period to August 1, 2017. On July 19, 2017, the Legislature enacted Act
No. 46-2017, which further extended the Act No. 5-2017 emergency period through December 31, 2017.

Act No. 46-2017 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. 8-2017, 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 agencies which prior to the enactment of Act No. 8-2017, these agencies operated as separate
employers, with different administrative divisions and wages for the same occupations.
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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. 26-2017, 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.

For the fiscal years 2019-2020 and 2018-2019, the PRDE had a recommended budget of $2,398,500,000 and
$2,582,931,000 from the General Fund, respectively, which represents a decrease of approximately $184,431,000. These
appropriations include approximately $1,053,436,000 and $1,011,883,950, respectively, to pay for existing pensions
under the PayGo system.

Given the fact that budget appropriation for the PRDE has historically represented a significant portion of the total
Commonwealth General Fund budget, as a 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 enroliment 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.

4. INDIRECT COST RATE PROPOSAL

Generally, each year, the PRDE submits an indirect cost rate proposal for approval by the United States Department of
Education (“the USDE”), the Audit Cognizant Agency. On December 4, 2020, the USDE entered into an Indirect Cost
Rate Agreement No. 2020-173 with the PRDE which replaced the previous agreement No. 2020-605. This agreement
includes final rates which became effective on July 1, 2017, until June 30, 2018 and also includes provisional rates,
covering the period under audit, beginning on July 1, 2018 until June 30, 2021. The rates within the Agreement for FY2020
were 3.1% for school lunch programs and 3% 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.

5. CASH WITH FISCAL AGENTS (DEPARTMENT OF THE TREASURY OF THE COMMONWEALTH OF PUERTO RICO)

The funds of the PRDE are under the custody and control of the Secretary of the Treasury Department of Puerto Rico
pursuant to Act No. 230 of July 23, 1974, as amended, known as “Commonwealth of Puerto Rico Accounting Law”. The
Treasury Department follows the practice of pooling cash equivalents under the custody and control of the Secretary of
the Treasury. The funds of the PRDE in such pooled cash accounts are available to meet its current operating
requirements.

6. FUND ADVANCES

PRDE receives fund advances from the Treasury Department of Puerto Rico for the interim financing of Federal programs,
as authorized by Act No. 21-1979. This Act establishes that all fund advances made will be reimbursed to the General
Fund of the Commonwealth’s Treasury as the corresponding Federal funds are received. During the fiscal year ended
June 30, 2020, funds were advanced to PRDE for this purpose.
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7. LEASE COMMITMENTS

PRDE is obligated under certain leases accounted for as operating leases. Operational leases not granted property rights
or tenant obligations; therefore, neither the assets nor liabilities of leasing arrangements are reflected in the accounting
records. Most of the property is leased to the Public Buildings Authority of Puerto Rico, a component unit of the
Commonwealth of Puerto Rico. Rent paid during the year that ended on June 30, 2020 under these lease agreements
amounted approximately to $71.3 million. The rental agreements and payments are controlled by the Puerto Rico Office
of Management and Budget. Accordingly, information about payments for rent under operating leases future minimum
was not available. This amount should be approximately the same expenditures in the following five fiscal years.

8. RELATED PARTY TRANSACTIONS
The PRDE as part of its regular operations has transactions with other governmental institutions for different type of

services such as electric power, water and sewer, and school’s building leases. Most significant related party transactions
for the year ended June 30, 2020, are described below:

Entity Name Type of Service Amount
Puerto Rico Aqueduct and Sewer Authority ~ Water and Sewer Service $ 29,291,793
Puerto Rico electric Power Authority Electric Power Service 27,749,498
Public Building Authority School's Building Leases 71,298,000
Total $ 128,339,291

9. RETIREMENT PLANS
Description of the Plans

Teachers Retirement System (“TRS”)

Prior to August 23, 2017, the TRS was single-employer defined-benefit pension plan administered by the Puerto Rico
Teachers Retirement System. It was a trust created by Act No. 218-1951, as superseded by Act No. 91-2004, 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 No. 160-2013”)
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:

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

o  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.
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9. RETIREMENT PLANS - continuation

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 No. 160-2013, 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 @ 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. 160-2013 and Circular Letter No. 1300-14-18 issued by the
Treasury Department.

Employees’ Retirement System (“ERS”)

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
No. 447-1951"), 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. 447-1951, 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 No. 3-2013"), which amended the provisions of the benefit structures under ERS.
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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 No. 1-1990”).

In 1999, Act No. 447-1951 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 participate solely in System 2000. Act No. 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 No. 447-1951 and Act No. 1-1990 and the defined contribution structure of System 2000, as amended by Act No.
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 No. 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.

On December 8, 2015, Act No. 211 (“Act No. 211-2015") 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. 447-1951, as amended.
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The incentives provided by the program include a compensation equal to sixty percent (60%) of the employee’s 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 30t, 2013, by combining frozen contributions as of June 30, 2013 and the annuity of the Defined Contribution Hybrid
Program. As of June 30, 2020, the PRDE made payments of $61.3 million as a result of this Program.

Pay-As-You-Go Funding

On June 27, 2017, the Treasury Department issued Circular Letter No. 1300-46-17 in order to convey to the central
government agencies, public corporations and municipalities the new implementation procedures to adopt, effective July
1, 2017, a new “Pay-As-You-Go” (PayGo) mechanism for the ERS.

Pursuant to Act No. 106-2017, the ERS was required to liquidate its assets and transfer the net proceeds to the Treasury
Department of the Commonwealth to pay pension benefits. Also, the employers’ contributions and the Additional Uniform
Contribution were eliminated.

Subsequently, on August 23, 2017, the Governor signed into law the “Act to Guarantee the Payment to Our Pensioners
and Establish a New Plan for Defined Contributions for Public Servants” (Act No. 106-2017), which reformed the
Commonwealth Retirement Systems. Act No. 106-2017 terminated the previously existing pension programs for the
ERS'’s participants as of June 30, 2017. The members of the prior programs and new system members hired on and after
July 1, 2017 are now enrolled in a new defined contributions program. Act No. 106-2017 also established by law the
PayGo mechanism for the payment of accumulated pension benefits and eliminated employers’ contributions and other
analogous contributions. Approximately $2 billion was allocated for the payment of PayGo benefits in each of the budgets
for fiscal years 2018 through 2021.

Furthermore, Act No. 106-2017 modified the ERS’s governance. Under Act No. 106-2017, the ERS’ Board of Trustees
was substituted with a new Retirement Board, which is currently responsible for governing all of the Commonwealth’s
Retirement Systems.

Act No. 106-2017 also ordered a suspension of the ERS’s loan programs and ordered a merger of the administrative
structures of the retirement systems. At the Retirement Board’s discretion, the servicing of the ERS’s existing loan portfolio
may be externalized. Pursuant to Act No. 106-2017, the employees of the ERS that are not retained under the new
administrative structure will be transferred to other public agencies in conformity with Act No. 8-2017.

At a basic level, ERS will need to hold some level of operating cash to account for any ongoing timing issues between
receipt and disbursement of funds. The “PayGo” funding needed in a given year is the difference between actual
contributions and actual disbursements:

o Contributions to ERS are primarily based on statutory percentage of payroll.

o Disbursements are comprised of benefit payments, administrative expenses, and Pension Obligation Bond debt

service.
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10.

Contributions and disbursements will experience natural variation due to emerging demographic experience.
Contributions and disbursements can also be greatly impacted by specific management decisions, such as an early
retirement incentive program or other workforce reduction. A major issue that needs to be addressed by the Plans and
the Commonwealth is determining what the process of Plans budgeting for “PayGo” funding will be. While the Plans can
set an expected “PayGo” amount at the time of budgeting for an upcoming fiscal year, both actual contributions and
disbursements can vary from expectations during the fiscal year.

o [f the budget is set based on expected contributions and disbursements, in the event of adverse experience
during the fiscal year, should provide for additional funds from the sponsoring employers.

o [f the Plans be permitted to develop a budget request of a “PayGo” amount for the fiscal year that includes a
margin to provide a buffer against adverse outcomes.

¢ And how would the impacts of specific management decisions be handled.

There are certainly many more operational details to be considered. “PayGo” operation is a complex issue that requires
careful though and planning, constant monitoring, and the ability to respond to emerging events quickly.

Pension Plan Fiduciary Net Position

As per June 30, 2017 Actuarial Valuation Report issued on March 24, 2020, the Actuaries state: “PRTRS liquid assets as
of June 30, 2017 are less than half a year of benefit payments.”

Also, as per June 30, 2018 Actuarial Valuation Report issued on August 6, 2021, the Actuaries state: “Potential Pay-as-
you-go (‘paygo’) financing risks — Operating a retirement system on a paygo basis may be conceptually simple, but can
be very difficult in practice when reserves are limited or non-existent. While the valuation of liabilities for financial reporting
purposes is conducted on an annual basis in arrears, benefit payments vary continuously and respond instantaneously
to emerging events. There are also administrative expenses incurred continuously. Disbursements will experience natural
variation due to emerging demographic experience and can also be greatly impacted by specific management decisions,
such as an early retirement incentive program or other workforce reduction.”

The Puerto Rico Teachers Retirement System provides additional information of the Defined Benefit Program. They issue
a publicly available financial report that includes financial statements and required supplementary information for TRS, as
a component unit of the Commonwealth. That report may be obtained by writing to the Administration at Capital Center
Building, 235 Arterial Hostos Ave., North Tower, 8 Floor, Hato Rey, PR 00919-1879.

The Employee’s Retirement System of the Government of the Commonwealth of Puerto Rico provides additional
information of the Defined Benefit Program and Hybrid Program. They issue a publicly available financial report that
includes financial statements and required supplementary information for ERS, as a component unit of the
Commonwealth. That report may be obtained by writing to the Administration at PO Box 42003, Minillas Station, San
Juan, PR 00940-2003.

OTHER POSTEMPLOYMENT BENEFITS (OPEB)

In addition to the pension benefits described in Note 9, the Commonwealth provides other retirement benefits, such as
Christmas Bonus, and healthcare benefits for its retired employees in accordance with local laws. Substantially, all of the
employees may become eligible for these benefits if they reach normal retirement age while working for the

Commonwealth.
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Healthcare Benefits

The Commonwealth accounts for OPEB under the provisions of GASB Statement No. 75, Accounting and Financial
Reporting for Postemployment Benefits Other Than Pensions, that replaces GASB Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, changes similar to those
implemented on GASB No. 67, Financial Reporting for Pension Plans, and No. 68, Accounting and Financial Reporting
for Pensions should be made.

This statement requires a systematic, accrual basis measurement and recognition of OPEB cost (expense) over a period
that approximates employees’ years of service and provides information about actuarial accrued liabilities associated with
OPEB and whether and to what extent progress is being made in funding that plan. Annual postemployment benefits cost
should equal the annual required contribution to the plans, calculated in accordance with certain parameters. These
benefits are recorded as expenditures when paid in the General Fund of the Commonwealth of Puerto Rico.

The contribution requirement of Medical Insurance Plan Contribution (MIPC) is established by Act No. 95 approved on
June 29, 1963 (Act No. 95-1963). MIPC is an unfunded cost sharing, multiple employer defined benefit other post-
employment (OPEB) plan sponsored by the Commonwealth. Healthcare benefits are provided through insurance
companies whose premiums are paid by the retiree with the Commonwealth providing a matching share. MIPC covers
substantially all full-time employees of (1) the Primary Government and (2) certain municipalities of Puerto Rico and
certain component units of the Commonwealth not having their own post-employment benefit plans. Plan members were
eligible for benefits upon reaching the applicable pension benefits retirement age. Act No. 3-2013 eliminated this
healthcare benefit to ERS MIPC members retired after June 30, 2013.

Funding Policy — the contribution requirement of MIP, are established by Act No. 95-1963. lts benefit consists of a
maximum of $100 per month per retiree or disabled member. There are no member or employer contributions on behalf
of the MIPC. This benefit is financed on a Pay-As-You-Go basis from the General Fund of the Commonwealth of Puerto
Rico.

Christmas Bonus Benefits

The Christmas Bonus was $200 per retiree pursuant to Act No. 3-2013. This benefit is recorded as expenditures when
paid in the General Fund of the Commonwealth of Puerto Rico.

11. COMMITMENTS AND CONTINGENCIES
A. Federal Awards

The PRDE 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 PRDE is required to comply with
the audit requirements established by the Uniform Guidance.

The Report on Compliance with Requirements Applicable to Each Major Federal Award Program and on Internal
Control over Compliance in Accordance with OMB Uniform Guidance for the year ended June 30, 2020, disclosed
several instances of noncompliance with applicable laws and regulations that were considered to be material
weaknesses. Of the Federal expenditures authorized for the fiscal year 2019-2020, the auditors determined that cost
amounting $96,948 are disallowed.
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B. Special Conditions

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.

At the end of the FY2020, the USDE issued a letter on June 30, 2021, imposing specific conditions on all grants
awarded by the Department to Puerto Rico and to PRDE, on or after the date of these specific conditions, including
grants pursuant to the Coronavirus Aid, Relief, and Economic Security Act (CARES Act), including the Governor’s
Emergency Education Relief Fund (GEER Fund). These conditions are also imposed on all grants previously
awarded by the Department to PRDE that are still available for obligation or liquidation by PRDE on the date of these
specific conditions, including any funds awarded by the Department to PRDE under the CARES Act Elementary and
Secondary School Emergency Relief Fund (ESSER Fund). These specific conditions do not apply to funds awarded
by the Department to Puerto Rico institutions of higher education (IHEs) under the CARES Act Higher Education
Emergency Relief Fund.

USDE stated in this communication that PRDE had not been able to demonstrate that it had the capacity to ensure
fiscal management of Department grant funds to ensure compliance with Federal grant requirements and fiscal
accountability without the use of a third-party fiduciary agent (TPFA). Further, because the deficiencies in fiscal
management of Department grant funds extend beyond PRDE, in light of the central management of funds through
the Puerto Rico Department of Treasury (Hacienda) and the recent history of financial instability in Puerto Rico, the
TPFA was also necessary to ensure compliance with Federal grant requirements and fiscal accountability for
Department funds awarded to Puerto Rico offices and agencies in addition to PRDE.

C. Every Student Succeeds Act

On December 10, 2015, President Obama signed 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.

continue

34



COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION NOTES TO THE FINANCIAL STATEMENT
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

11. COMMITMENTS AND CONTINGENCIES - continuation

D. 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.

E. Litigation

PRDE is defendant in lawsuits arising in the normal course of governmental operations, principally from claims for
alleged violation of civil rights and discrimination in employment practices. According to the laws of the
Commonwealth of Puerto Rico, the PRDE is fully represented by the Puerto Rico Department of Justice in defense
of all legal cases against the PRDE. Any claims with negative financial impact will be paid from the General Fund of
the Commonwealth of Puerto Rico, with no effect on the budget or resources of the PRDE.

F. Third-Party Fiduciary Agent

On March 24, 2021, PRDE entered into a contract of approximately $79.6 million with Alvarez and Marsal (A&M)
Public Sector Services, LLC to serve as the Third-Party Fiduciary Agent (TPFA). Pursuant to this contract, A&M will
perform financial management duties currently performed by Puerto Rico and PRDE and required under EDGAR at
34 CFR Parts 75 and 76, and the Uniform Guidance at 2 CFR Part 200.

Because of the deficiencies identified in fiscal management of Department grant funds extend beyond PRDE, given,
for instance, the central management of funds through the Puerto Rico Department of Treasury (Hacienda) and the
recent history of financial instability in Puerto Rico, the TPFA is also necessary to ensure compliance with Federal
grant requirements and fiscal accountability for Department funds awarded to Puerto Rico offices and agencies in
addition to PRDE.

G. Those Charged with Governance

On July 10, 2019, a federal authority filed criminal charges against the former Secretary of the PRDE, Julia B.
Kelleher. 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.

Subsequently, on January 15, 2020, the U.S. Attorney for the District of Puerto Rico, W. Stephen Muldrow,
announced that Julia B. Kelleher, 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.
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The Puerto Rico Oversight, Management, and Economic Stability Act, Pub. Law 114-187 ("PROMESA" or the "Act"), was
enacted into law on June 30, 2016. The Senate had passed PROMESA on June 29, 2016, and President Obama signed
the Act into law on June 30, 2016, one day before the Commonwealth of Puerto Rico was expected to, and did, default
on substantial payment obligations.

PROMESA Overview
Background

Prior to the enactment of PROMESA, Puerto Rico had been mired in an economic and demographic downward
spiral for a decade. As of 2018, the economy was $18 billion smaller in real terms and the population was more than
half a million smaller (largely due to outmigration) than it was in 2005 - trends that, even before recent natural disasters,
were projected to continue. Over 40% of the population (including ~58% of Puerto Rican children) lives below the poverty
line, and ~47% are dependent on Medicaid for healthcare.

Meanwhile, before PROMESA, the consolidated Commonwealth’s outstanding debt and pension liabilities had grown to
over $120 billion — with more than $70 billion in financial debt and more than $50 billion in pension liabilities — an amount
almost twice the size of Puerto Rico’s economy.

Also, before PROMESA was enacted, Puerto Rico had passed the Puerto Rico Corporation Debt Enforcement and
Recovery Act (the "PR Recovery Act") in 2014. The PR Recovery Act would have enabled certain of Puerto Rico's
instrumentalities to adopt a recovery or restructuring plan for their debt. However, in Puerto Rico v. Franklin Cal. Tax-Free
Trust, etal., 136 S. Ct. 1938 (2016), the United States Supreme Court held that the PR Recovery Act was invalid because
it was preempted by the United States Bankruptcy Code, 11 U.S.C. §§ 101 et seq., as amended (the "Bankruptcy Code").
In sum, the Supreme Court found that the Bankruptcy Code applies to Puerto Rico by including the territory within the
definition of a "State" (except in the case of Puerto Rico for purposes of determining whether a State's municipalities may
be debtors thereunder). The Court then concluded that the PR Recovery Act was preempted by a provision of the
Bankruptcy Code prohibiting States from enacting their own bankruptcy legislation.

PROMESA

Unlike the PR Recovery Act, PROMESA is a federal legislative enactment. The Act is very extensive and the first of its
kind in many respects. PROMESA includes a variety of provisions applicable to Puerto Rico, its instrumentalities and their
liabilities and operations. The following is @ summary of PROMESA, which is intended as a broad overview of primary
provisions of PROMESA.

Oversight Board: The Act establishes a seven-member Oversight Board, the members of which will be designated by
Congress and the President. The Oversight Board is provided with broad authority over Puerto Rico and instrumentalities
of Puerto Rico which the Oversight Board designates as "covered" instrumentalities.

The Oversight Board is generally an autonomous body that has broad authority and discretion over Puerto Rico, including
the ability to place Puerto Rico itself and a "covered" instrumentality into a debt restructuring proceeding established
under the Act, require and approve a fiscal plan, require and approve a budget, oversee operations and implement
changes that are necessary to comply with an approved fiscal plan or budget, approve the issuance of debt, hold hearings
and issue subpoenas in furtherance of its functions, enter into its own contracts, analyze a territory's pensions and pension
liability, approve voluntary settlements with creditors, and become a direct party in litigation against Puerto Rico or an
instrumentality. The Oversight Board is, in effect, considered a division of the territory and can hire officers, professionals
and legal counsel.
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The definition of "territorial instrumentality" in PROMESA provides that such definition includes an “instrumentality of a
territory". In addition, by analogy, the definition of "municipality" in the Bankruptcy Code is similarly defined as an
instrumentality "of a State". However, courts have held, and commentators have noted, that a municipality under the
Bankruptcy Code includes not only an instrumentality of a State, but also an instrumentality of an instrumentality of a
State.

Conditions for Termination of the Oversight Board

The Oversight Board was designed to have a finite life, defined objectives, and defined tools and authorities to achieve
those objectives. Every action taken by the Oversight Board over the past five years has been dedicated specifically and
exclusively to completing its mission as stated in the law as soon as possible. The Oversight Board seeks to complete its
work under PROMESA promptly, so that fiscal controls, fiscal sustainability, and economic prosperity and growth can
return to Puerto Rico.

PROMESA is specific in terms of how and when the Oversight Board can be terminated. The two provisions, found in
Section 209 of PROMESA, that define when the Oversight Board can be dissolved, were incorporated into the federal
law to ensure the board disappeared, for good, once Puerto Rico’s financial outlook stabilized and better financial
management processes have been put in place.

An Oversight Board shall terminate upon certification by the Oversight Board that:

1) the applicable territorial government has adequate access to short-term and long-term credit markets
at reasonable interest rates to meet the borrowing needs of the territorial government; and

2) for at least 4 consecutive fiscal years—

A. the territorial government has developed its Budgets in accordance with modified accrual
accounting standards; and

B. the expenditures made by the territorial government during each fiscal year did not exceed the
revenues of the territorial government during that year, as determined in accordance with modified
accrual accounting

Progress on Requirement Number 1: Adequate Access to Credit Markets at Reasonable Interest Rates
Sustainable Debt Restructuring

The Oversight Board has and is following a “once and done” approach to the restructurings, to ensure Puerto Rico will
not be insolvent again. Together with the Government of Puerto Rico, the Oversight Board has made substantial progress
in adjusting Puerto Rico’s debt, the largest debt restructuring in the history of the municipal bond market. The restructuring
of more than a third of the outstanding debt has already been completed, totaling $27 billion, Plan Support Agreements
have been announced for $35 billion in claims and over $50 billion in pension liabilities.
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In May 2017, the Puerto Rico Government and the Government Development Bank (GDB) signed a Restructuring Support
Agreement (RSA) with a significant portion of GDB creditors to restructure GDB’s debt under PROMESA'’s Title IV. The
RSA, as amended in April 2018, reduced about $5 billion of debt to about $3 billion, reducing the face value of claims by
45%. The debt payments are secured by GDB cash flow from certain legacy assets without recourse to the Puerto Rico
Government. This restructuring cushioned municipalities by offsetting the loans they owed to the GDB by the full amount
of their deposits at GDB.

In February 2019, the U.S. District Court approved the Plan of Adjustment for the Puerto Rico Sales Tax Financing
Corporation (COFINA), the first debt restructuring completed under PROMESA'’s Title 11. It reduced COFINA debt by $6
billion, from $18 billion to $12 billion. Furthermore, it reduced debt service payments by 32%, saving the people of Puerto
Rico approximately $17.5 billion that will now be available to support the financial needs of the Commonwealth.

In August 2019, the Puerto Rico Aqueduct and Sewer Authority (PRASA) and the Government of Puerto Rico reached
an agreement with the U.S. Environmental Protection Agency (EPA) and U.S. Department of Agriculture (USDA) to a
consensual modification of about $1 billion of outstanding loans under PROMESA'’s Section 207. This agreement lowers
PRASA's debt service payments on the U.S. Government program loans by about $380 million over the next 10 years
and eliminates approximately $1 billion in guaranty claims against the Puerto Rico Government. Additionally, it provides
PRASA with access to $400 million in new federal funding through various clean water programs over the next five years
to support PRASA’s ongoing effort to improve water quality and safety for the people of Puerto Rico.

On March 8, 2021, the Oversight Board filed an amended Plan of Adjustment (POA) to restructure approximately $35
billion of debt and other claims against the Commonwealth of Puerto Rico, the Public Buildings Authority (PBA), and the
Employee Retirement System (ERS); and more than $50 billion of pension liabilities. The amended plan, filed with the
U.S. District Court for the District of Puerto Rico, provides a path to exit bankruptcy as early as the end of calendar year
2021 and creates a foundation for Puerto Rico’s recovery and economic growth.

An agreement in principle has been reached with certain monoline bond insurers with clawback claims. Efforts to transform
the agreement in principle into a binding agreement are ongoing. An agreement has been reached with holders of
Employee Retirement System bonds as well. Mediation continues with holders of general unsecured claims, certain other
monoline bond insurers with clawback claims, and creditors holding other claims against the Government of Puerto Rico.

Key to the sustainability of any debt restructuring is the growth of the Puerto Rico economy. The Oversight Board has
stressed for the past five years that returning to economic growth requires structural reforms to enhance the reliability of
power; improve educational outcomes, labor market participation and labor productivity; enhance the ease of doing
business on the Island; and generate more effective returns on capital investments and infrastructure. All of these aim to
strengthen Puerto Rico’s competitiveness in the global marketplace, attract new private capital, the creation of jobs, and
ultimately a better life for the residents of the Island.

Timely Financial Reporting
The requirement related to timely financial reporting includes expectations that the Government publish past due audited

financials begin issuing audited financial statements on a best practice basis (e.g., issue audited financial statements
within six months after the fiscal year ends).
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The Government of Puerto Rico has yet to produce long past due Annual Comprehensive Financial Report (ACFRs) for
FY2019 and FY2020. The Oversight Board has continuously encouraged the Government to finalize and publish its past
due audited financial statements, including spending time at two recent public board meetings on the topic and providing
increased funding for required personnel at Hacienda. The Commonwealth published fiscal year 2017 audited financial
statements on August 31, 2020, taking more than 1,158 days (~38 months) to issuance. According to a study by the
Governmental Accounting Standards Board (GASB), state governments issued their annual audited financial reports
(ACFRs) on average 189 days after fiscal year-end during 2012-2014 and 199 days during 2015-2017. Best practice calls
for annual comprehensive financial reports (ACFRs) to be made public approximately 180 days or 6 months after the
close of the fiscal year. Some states, like Michigan, have taken less than 100 days to release their ACFRs.

To achieve timely financial reporting the Government must, among other things, provide a detailed timeline and
implementation plan, positioning Hacienda to successfully oversee the publication of the ACFRs, and signing a multi-year
master audit contract. Perhaps most importantly, the Government must transition to implementing monthly closing
procedures over its books and records and implement strict monitoring over the process with consequences for agencies
that fall behind. Without implementing these changes, ACFR issuance will continue to be delayed and unpredictable.

As seen in Exhibit 8, the Government is behind on meeting many of these requirements, but with steadfast political will
and leadership, the Oversight Board is convinced that these objectives can be reached, past due ACFRs can be issued
within the next two years, and a system can be put in place that assures continued timely issuance as expected by the
credit markets.

Progress on Requirement Number 2: Four Years of Budgets Developed with Modified Accrual Accounting
Principles and Expenditures which have not Exceeded Revenues

Four Years of Developing Budgets in Line with Modified Accrual Accounting Standards

The Government is expected to develop and implement a budget in accordance with modified accrual accounting
standards for four consecutive years, according to accounting practices recommended by the GASB for municipal
financial statements, including by publishing ACFRs. There are numerous benefits of transitioning from cash accounting
to modified accrual accounting. A modified accrual accounting method is more conservative since it requires recognition
of revenues when measurable and promised payments when liabilities are incurred. Consequently, the books and records
will present a more realistic picture of spending and help Puerto Rico avoid overspending and present an accurate
financial picture to Government managers, taxpayers and other stakeholders. Furthermore, it would eliminate many one-
time maneuvers and lead to genuinely balanced budgets once all the debt restructurings are consummated. The transition
to modified accrual budgeting was one element that led to New York City’s financial recovery in the 1970’s, helping to
establish stricter budgetary discipline on the City.

Four Years of Balanced Budgets According to Accrual Based Accounting Method

Before PROMESA, Puerto Rico had a history of overstating revenues and understating, misstating, or not stating all of its
expenditures in a given year. This lack of budgetary control enabled budgets which appeared to be balanced consistent
with the Puerto Rico Constitution’s requirements, to cause deficits and force borrowing, and resulted in the situation the
Government faces today.

The key principles that will need to be met for the Government to achieve this requirement are the formulation of an
accrual based budget, better monitoring of revenue and expenses, integration of the payroll systems, maintenance of an
accounts payable ledger, and registration of purchase orders and budgeting for all other funds, not just the General Fund.
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To fully implement accrual budgeting, the Government would need to adopt policies and train employees to record
expenses, make sure adjusting entries are communicated and coordinated across agencies, and shift to having accruals
and interagency reconciliations automated. Furthermore, revenues and expenditures must be periodically reviewed
against the forecast to respond to changes and there must be detailed resolution certifications and expense system
registration. Additionally, payroll must be adequately tracked, controlled, and integrated. Accounts payable must be
automated and follow clear procedures. Purchase orders and other encumbrances must be booked for the entire year, at
the beginning of the year, and as many special revenue funds as possible must be eliminated.

The Government has unfortunately not yet demonstrated meaningful progress in many of the key requirements for the
termination of the Oversight Board. As shown in Exhibit 8, rapid progress will be needed across a number of dimensions
to meet the key requirements under PROMESA.

EXHIBIT 8: PROGRESS TOWARDS ACHIEVING KEY REQUIREMENTS FOR THE
TERMINATION OF THE OVERSIGHT BOARD
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Fiscal Plans, Budgets, and Other Oversight Board Tools:

Under PROMESA, covered territorial instrumentalities/entities can be required by the Oversight Board to prepare and
submit annual fiscal plans, who then reviews and either rejects or certifies them. The Oversight Board certifies fiscal plans
and budgets to achieve PROMESA’s goals to provide a method to achieve fiscal responsibility and access to the capital
markets. The Oversight Board then tracks Government implementation of the fiscal plans to ensure compliance.

The certification and timely implementation of fiscal plans and balanced budgets are invaluable tools to achieve fiscal
responsibility and restore Puerto Rico's access to the capital markets. Among other things, the certified fiscal plans and
budget provide for estimates of revenues and expenditures in conformance with agreed accounting standards; funds
essential public services; provides adequate funding for public pension systems; provides for the elimination of structural
deficits; improves fiscal governance, accountability, and internal controls; and provides for capital expenditures and
investments necessary to promote economic growth. Fiscal plans provide a route to direct the economy and finances of
the Government of Puerto Rico towards economic growth and fiscal accountability. This is crucial for Puerto Rico to avoid
repeating the mistakes of the past.

To ensure that covered entities deliver against fiscal plan measures, the Oversight Board has a variety of potential tools
available, including: Setting Budgets; Budget and Fiscal Plan Compliance; Approval and Review of Contracts, Legislation,
Executive Orders, Administrative Orders, Rules, and Regulations; Recommendations; Public Hearings; Implementation
Tracking with Monthly and Quarterly Reporting; Working Group Meetings; Stakeholder Engagement; Policy Research
and Data Analysis; and Publication of Documents.

Fiscal Plan - 2021

On April 23, 2021, the Oversight Board certified the New Fiscal Plan of the Commonwealth. The 2021 Fiscal Plan has
also allocated strategic investments to enhance economic growth, enable government response to emergencies,
and enhance frontline service delivery. Fiscal Plans have included funds for an Earned Income Tax Credit to encourage
more formal labor market participation on the Island and needs-based scholarships for UPR to ensure every student on
the Island can access higher education. To support frontline service delivery, Fiscal Plans have included raises for
teachers, principals, firefighters, and police officers to ensure salaries for these critical frontline roles are more competitive.
Strategic capital investments have been made in hospitals, correctional institutions, public safety equipment, and other
infrastructure. After each natural disaster and crisis, the Oversight Board has worked with Government to make funds
available to help individuals, businesses, and agencies navigate the crisis and recover, including pausing most fiscal
measures for FY2021 to enable agencies to combat the COVID-19 crisis and allowing more time to implement operational
changes. Finally, Fiscal Plans have established emergency reserves to enable the Government of Puerto Rico to act
immediately to support the people of the Island during crises.

Moreover, to help the Commonwealth rebuild its infrastructure, strengthen its economy and improve the lives of local
residents, the 2021 Fiscal Plan includes investments aimed at strengthening the ability of the Island to benefit from the
growing importance of technology in every facet of life and business, as well as ensure a qualified, trained work force able
to respond to the needs of this ever growing segment of the economy. The 2021 Fiscal Plan allocates $400 million to
incentivize private sector investments in broadband build-out and to improve access to faster speed offerings in
underserved areas. These investments should help overcome barriers to broadband expansion and ensure that all
residents and enterprises in Puerto Rico benefit from this capacity. It also allocates $50 million for a 21st century Technical
and Business Education Fund to invest in local residents acquiring technical and business skills so that the people of
Puerto Rico are able to compete in a global economy. Finally, the sustainability and quality of public services requires a
comprehensive civil service reform to resolve the underlying problems and challenges of human resources management
in the Government. The 2021 Fiscal Plan outlines a comprehensive plan to improve the civil service, starting with a pilot
for financial management personnel.
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The 2021 Fiscal Plan includes almost $800 million in investment (FY22- 51) in order to improve strategic human capital
planning, recruitment, performance management and evaluations, and succession planning, as well as hiring of additional
staff and salary increases for key personnel (where deemed necessary). Civil service reform is critical to address the root
causes behind the lack of execution on important initiatives by the Government of Puerto Rico in the past. Without its
positive sustainable change is not possible.

In addition to these investments, the Fiscal Plan focuses on improving the responsiveness, efficiency, and affordability of
the Government. Fiscal Plans have included a set of fiscal measures that aim to create robust fiscal controls and
accountability through the establishment of the Office of the CFO, consolidation and streamlining of agency operations,
reduction the ever-escalating costs of Medicaid and pensions, increasing revenue collections through improved
compliance, and enhancing the fiscal self-sufficiency of the University of Puerto Rico and municipalities. The Oversight
Board has worked hand-in-hand with Government agencies to craft clear pathways for each reform and reduce barriers
to change.

These measures include:

= Creation of Office of the CFO: Instituting fiscal controls, centralizing fiscal authority, and improving governance,
accountability, and transparency over budgets, reform implementation, procurement, and personnel to ensure
the Government is an efficient and effective steward of its resources

= Agency Efficiencies: Consolidating agencies to leverage valuable human and financial resources; centralizing
procurement to achieve greater purchasing power and transparency; and transforming processes and deploying
new management practices to deliver better governmental services for substantially lower cost

= Medicaid Reform: Taking the necessary steps to curb fraud, waste, and abuse in the healthcare system,
ensuring that resources are directed to those in need of health services, and improving health outcomes on the
Island

= Enhanced Tax Compliance and Optimized Taxes and Fees: Employing new technology and data to broaden
the tax base, reducing non-compliance, and improving fairness to boost overall tax revenues while adjusting
existing taxes and fees to capture revenues from underleveraged sources

= Reduction of Appropriations: Encouraging sound fiscal self-management and revenue generation among
municipalities and the University of Puerto Rico by reducing central government appropriations, while meeting
the needs of students facing financial challenges with the creation of an independently-managed, means-tested
scholarship fund

= Comprehensive Pension Reform: Improving the financial stability of public employees through reforms that
maintain enough funds to comply with the payment of pension benefits and provide the administration necessary
to create a defined contribution plan for employees
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Employees Retirement System

On September 26, 2019, a 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.

Act 147 of November 8, 2020, better known as “Ley para un Retiro Digno”, was created with the purpose of establishing
and standardizing an energetic and vigorous public policy of zero cuts to the pensions of the participants of the retirement
systems and the retired persons of the public service of Puerto Rico; create the legal framework necessary for the eventual
establishment of a Trust for the Joint Administration of Retirement Systems that ensures the payment of pensions for
public servants; provide the public policy that will guide the conversations and representations of the Government of the
Commonwealth of Puerto Rico, its municipalities, instrumentalities and agents in any process of restructuring, adjustment,
mediation or negotiation of claims against retirement systems, their participants and pensioners; propose a model for the
constitution and treatment of different classes of creditors in a Debt Adjustment Plan that conforms to this public policy.

Specific Conditions — Federal Fiscal Year 2021

As a result of official letter that PRDE received on June 29, 2021, USDE imposed specific conditions based on information
provided to the Department over time by the PRDE Internal Audit Office, audits and investigations conducted by the
Department’s Office of Inspector General, and evidence collected by the Department's Risk Management Services
Division during its provision of technical assistance. According to such information, PRDE had not maintained
improvements accomplished under the 2004 Compliance Agreement among Puerto Rico, PRDE, and the Department;
the 2007 Memorandum of Agreement among Puerto Rico, PRDE, and the Department; and the 2007 Compliance
Agreement among Puerto Rico, PRDE, and the Department.

The specific Conditions were imposed on all grants awarded by the Department to Puerto Rico and to PRDE, including
grants pursuant to the: Coronavirus Aid, Relief, and Economic Security Act (CARES Act); Governor's Emergency
Education Relief Fund (GEER Fund); Coronavirus Response and Relief Supplemental Appropriations Act, 2021 (CRRSA
Act); and the American Rescue Plan (ARP). These conditions were also imposed on all grants previously awarded by the
Department to Puerto Rico and PRDE that are still available for obligation or liquidation by Puerto Rico or PRDE, including
any funds awarded by the Department to Puerto Rico or PRDE under the CARES Act, GEER Funds, CRRSA Act and
ARP.

The specific conditions do not apply to funds awarded by the Department to Puerto Rico institutions of higher education
(IHEs) under the CARES Act Higher Education Emergency Relief Fund or to other funds awarded by the Office of
Postsecondary Education to Puerto Rico.
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Extension of Single Audit Submission

As a result of COVID-19, the United States Office of Management and Budget issued a memorandum granting various
disaster relief flexibilities to reduce burden for financial assistance. One of these flexibilities was the extension for Single
Audit submission. Awarding agencies, in their capacity as cognizant or oversight agencies for audit, should allow
recipients and subrecipients that have not yet filed their single audits with the Federal Audit Clearinghouse as of the date
of the issuance of this memorandum that have fiscal year-ends through June 30, 2021, to delay the completion and
submission of the Single Audit reporting package, as required under Subpart F of 2 CFR § 200.501 to six months beyond
the normal due date. No further action by awarding agencies is required to enact this extension. This extension does not
require individual recipients and subrecipients to seek approval for the extension by the cognizant or oversight agency for
audit; however, recipients and subrecipients should maintain documentation of the reason for the delayed filing. Recipients
and subrecipients taking advantage of this extension would still qualify as a "low-risk auditee" under the criteria of 2 CFR
§ 200.520(a). (2 CFR § 200.501). For the PRDE, such flexibility extends the period for completion and submission from
its original due date of March 31, 2021, to September 30, 2021.

The PRDE has evaluated subsequent events through September 29, 2021, the date which the financial statement was
available to be issued. No additional subsequent events were identified that should be disclosed or adjusted in the financial
statement or its notes.

END OF NOTES
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Federal Pass-Through
Federal Grantor/Pass-Through Grantor/Program or Cluster CFDA Pass-Through Entity To Total Federal
Title Number Identification Number Subrecipients Expenditures
U.S. DEPARTMENT OF AGRICULTURE:
Direct Programs:
Child Nufrition Cluster:
National School Lunch Program - Food Donation -
Commodities (Non-Cash Assitance) 10.555 $ $ 9,974,150
National School Lunch Program 10.555 79,801,799 79,801,799
Summer Food Service Program for Children 10.559 7,143,807 7,376,595
COVID-19 Summer Food Service Program for Children 10.559 3,496,488 3,496,488
Total Child Nutriion Cluster 90,442,094 100,649,032
Child and Adult Care Food Program 10.558 15,576,210 15,758,578
COVID-19 Child and Adult Care Food Program 10.558 28,469 28,469
State Administrative Expenses for Child Nutrition 10.560 2,650,154
Child Nufrition Discretionary Grants Limited Availability 10.579 190,092 190,092
Fresh Fruitand Vegetable Program 10.582 165,877 165,877
Total U.S. Department of Agriculture 106,402,742 119,442,202
NATIONAL ENDOWMENT OF THE HUMANITIES:
Direct Program:
Grants fo States 45.310 217,565 3,104,172
Total U.S. National Endowment of the Humanities 217,565 3,104,172
continue
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Federal Pass-Through
Federal Grantor/Pass-Through Grantor/Program or Cluster CFDA Pass-Through Entity To Total Federal
Title Number Identification Number Subrecipients Expenditures
U.S. DEPARTMENT OF EDUCATION:
Direct Programs:
Adult Education - Basic Grants to States 84.002 1,771,110 8,036,115
Student Financial Assistance Programs Cluster:
Federal Supplemental Educational Opportunity Grants 84.007 - 161,876
Federal Work-Study Program 84.033 - 157,604
Federal Pell Grant Program 84.063 - 7,783,301
Total Student Financial Assistance Programs Cluster - 8,102,781
Title | Grants to Local Educational Agencies 84.010 - 266,060,758
Title | State Agency Program for Neglected and Delinquent
Children and Youth 84.013 - 446,507
Special Education Cluster:
Special Education Grants to States 84.027 - 75,601,101
Special Education Preschool Grants 84.173 - 1,901,928
Total Special Education Cluster - 77,503,029
Impact Aid 84.041 - 1,527,291
Career and Technical Education - Basic Grants to States 84.048 - 13,236,194
Education for Homeless Children and Youth 84.196 - 1,214,238
Twenty-First Century Community Learning Centers 84.287 13,041,239 13,298,897
English Language Acquisiion State Grants 84.365 - 2,495,303
Mathematics and Sciences Partnerships 84.366 - 45,838
Supporting Effective Instruction State Grants 84.367 - 65,231,441
Grants for State Assessments and Related Activities 84.369 - 5,722,536
Student Support and Academic Enrichment Program 84.424 - 4,707,160
COVID- 19 Education Stabilization Fund: Higher Education
Emergency Relief Fund (HEERF) - Student Aid Portion 84.425E - 1,648,800
Hurricane Education Recovery - Elementary and Secondary
Education Hurricane Relief - Inmediate Aid to Restart School
Operations 84.938A - 145,142,571
Hurricane Education Recovery for Homeless Students and Youth 84,9388 ) 95,506
Hurricane Education Recovery - Homeless Student's Hurricane
Aid 84.938C - 19,120
Hurricane Education Recovery - Elementary and Secondary
Education Hurricane Relief - Project School Emergency
Response to Violence (SERV) 84.938G - 736,111
Hurricane Education Recovery - Emergency Assistance to
Institutions of Higher Education Program 84.938T - 1,862,576
Total Hurricane Education Recovery - 147,855,884
Total U.S. Department of Education 14,812,349 617,132,772
continue
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Federal Pass-Through
Federal Grantor/Pass-Through Grantor/Program or Cluster CFDA Pass-Through Entity To Total Federal
Title Number Identification Number Subrecipients Expenditures
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES:
Direct Program:

Cooperative Agreements to Promote Adolecent Health through
School-Based HIV/STD Prevention and School-Based

Surveilance 93.079 - 23,848
Substance Abuse and Mental Health Services Projects of
Regional and National Significance 93.243 - 808,991
Total U.S. Department of Health and Human Services 832,839
U.S DEPARTMENT OF HOMELAND SECURITY:
Passed-trough Central Office for Recovery Reconstruction and
Resiliency (COR3):
Disaster Grants - Public Assistance (Presidentially Declared
Disasters) 97.036 000-ULGE2-00 - 7,438,238
Total U.S. Department of Homeland Security - 7,438,238
Total Expenditures of Federal Awards $ 121,432,656 $ 747,950,223

The accompanying Notes to Schedule of Expenditures of Federal Awards are an integral part of this Schedule.
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1. BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards (“the Schedule”) includes the Federal grant activities of
the Puerto Rico Department of Education (PRDE) for the year ended June 30, 2020. 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).

Therefore, some amounts presented in this Schedule may differ from amounts presented in, or used in the preparation
of, the financial statement. PRDE reporting entity is defined in Note (1) (A) to the financial statement. All Federal financial
awards received directly from Federal agency as well as Federal financial awards passed-through other government
agencies, if any, are included on the Schedule.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Expenditures reported on the Schedule are reported on the cash basis of accounting. Such expenditures are
recognized following the cost principles contained in the Uniform Guidance, wherein certain types of expenditures
are not allowable or are limited as to reimbursement. 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 and Net Changes
- Governmental Funds (the “Statement”).

B. Negative amounts, if any, shown on the Schedule represent adjustments or credits made in the normal course of
business to amounts reported as expenditures in prior years.

C. Pass-through entity identifying numbers are presented where available and applicable.
3. SCHEDULE NOT IN AGREEMENT WITH OTHER FEDERAL AWARD REPORTING

The information included in the Schedule may not fully agree with other Federal award reports submitted directly to
Federal granting agencies.

4. FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contract
information and the Office of Management and Budget's Catalogue of Federal Domestic Assistance.

5. 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

Cluster Title Federal Program Number
Child Nufrition: National School Lunch Program 10.555
Summer Food Service Program for Children 10.559
Student Financial Assistance Programs: Federal Supplemental Educational Opportunitiy Grants 84.007
Federal Work-Study Program 84.033
Federal Pell Grant Program 84.063
Special Education: Special Education Grants to States 84.027
Special Education Preschool Grants 84.173

continue
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6. RELATIONSHIP TO STATEMENT OF CASH RECEIPTS, DISBURSEMENTS, AND NET CHANGES -

10.

GOVERNMENTAL FUNDS

Expenditures of Federal awards are reported in PRDE’s Statement of Cash Receipts, Disbursements, and Net Changes
— Governmental Funds in the Federal Title | Fund and Other Federal Governmental Funds columns.

. 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 U.S. 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.

Schoolwide program 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. The following
program amounts were expended by the PRDE in its schoolwide program:

Expenditures in

Federal CFDA the Schoolwide
Number Name of Federal Program Fund
84.010 Title | Grants to Local Educational Agencies $ 203,806,650
84.365 English Language Acquisition State Grants 54,987
84.367 Supporting Effective Instruction State Grants 53,130,000
N/A Community School Program - State Funds 576,004,580

5892996217

CONSOLIDATED PROGRAM FUNDS

The Elementary and Secondary Educational Act (ESEA), as amended by 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

programs amounts were expended by the PRDE in its consolidated fund:
continue
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10. CONSOLIDATED PROGRAM FUNDS - continuation

1.

12.

Expenditures in

Federal CFDA the Consolidated
Number Name of Federal Program Fund
84.010 Title | Grants to Local Educational Agencies $ 20,801,740
Title | State Agency Program for Neglected and

84.013 Delinquent Children and Youth 1,689
84.287 Twenty-First Century Community Learning Centers 204,758
84.365 English Language Acquisition State Grants 84,192
84.367 Supporting Effective Instruction State Grants 1,593,241
84.424 Student Support and Academic Enrichment Program 59,476

$ 22,745,096

INDIRECT COST RATE

The PRDE has elected not to use the 10% de minimis indirect cost rate.

The amount expended includes $17.8 million claimed as an indirect cost recovery using an approved indirect cost rate of 3.1% for
school lunch programs and 3% for all other programs based on salaries and wages, including fringe benefits.

SUBMISSION OF SINGLE AUDIT REPORTING PACKAGE

The Single Audit reporting package, as defined and required in 2 CFR 200 for fiscal year ended June 30, 2020, could not
be submitted in a timely manner because of the effects of the Novel Coronavirus COVID-19. As further discussed in the
PRDE'’s Notes to the Financial Statement included in its audited financial statement for the same year, the PRDE’s
activities were affected by the Executive Orders issued by the Governor of Puerto Rico.

The Compliance Supplement Addendum released in December of 2020 on page 117 states: “Due to the large size of the
COVID-19 programs and the Federal government dependency on single audit reports to assist with proper oversight over
these funds, we strongly encourage the auditees and auditors to complete and submit their relevant portions of single
audit reporting packages for fiscal year ends, subject to the provisions of the extension described herein, as early as
possible prior to the normal due dates of the earlier of thirty days after the receipt of the auditor’s reports or nine months
after the fiscal year end date. In light of the late issuance of audit guidance for the COVID-19 programs contained in this
addendum, awarding agencies, in their capacity as cognizant or oversight agencies for audit, must allow recipients and
subrecipients that received COVID-19 funding with original due dates from October 1, 2020, through June 30, 2021, an
extension for up to three (3) months beyond the normal due date in the completion and submission of the Single Audit
reporting package. No further action by awarding agencies is required to enact this extension.

Further, on March 19, 2021, the OMB issued the M-21-20, stated that: “Awarding agencies, in their capacity as cognizant
or oversight agencies for audit, should allow recipients and subrecipients that have not yet filed their single audits with
the Federal Audit Clearinghouse as of the date of the issuance of this memorandum that have fiscal year-ends through
June 30, 2021, to delay the completion and submission of the Single Audit reporting package, as required under Subpart
F of 2 CFR §200.501 to six months beyond the normal due date. No further action by awarding agencies is required to
enact this extension. This extension does not require individual recipients and subrecipients to seek approval for the
extension by the cognizant or oversight agency for audit; however, recipients and subrecipients should maintain
documentation of the reason for the delayed filing. Recipients and subrecipients taking advantage of this extension would
still qualify as a "low-risk auditee" under the criteria of 2 CFR § 200.520(a) and (2 CFR § 200.501)".

continue
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13. GENERALLY ACCEPTED GOVERNMENTAL AUDIT STANDARD (GAGAS 2018 REVISION)

The Yellow Book is used by auditors of government entities, entities that receive government awards, and other audit
organizations performing Yellow Book audits. It outlines the requirements for audit reports, professional qualifications for
auditors, and audit organization quality control. Auditors of federal, state, and local government programs use these
standards to perform their audits and produce their reports.

The 2018 revision of the Yellow Book is effective for financial audits, attestation engagements, and reviews of financial
statements for periods ending on or after June 30, 2020, and for performance audits beginning on or after July 1, 2019.
Early implementation is not permitted.

END OF NOTES
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS 202 Gautier Benitez Ave.
Consolidated Mall Condominium, Suite C-31

Caguas Puerto Rico
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Caguas, PR 00726-836

Phones: (787) 746-0510/ 1185 / 1370

Fax: (787) 746-0525

Email: cpadiazmartinez.com

“ENHANCING THE QUALITY OF ACCOUNTING, AUDITING AND ATTESTATION SERVICES”

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Eliezer Ramos

Acting Secretary

Puerto Rico Department of Education
of the Commonwealth of Puerto Rico

San Juan, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States, the financial statement of the Puerto Rico Department of Education of the
Commonwealth of Puerto Rico (PRDE), for the fiscal year ended June 30, 2020, and the related notes to financial
statement, which collectively comprise PRDE'’s financial statement, and have issued our report thereon dated
September 29, 2021. Our report includes a paragraph indicating that the financial statement only purports to present
the cash receipts and cash disbursements attributable to the PRDE.

Going Concern

PRDE is an Executive Agency of the Commonwealth of Puerto Rico (Commonwealth). Our report on the financial
statement includes an emphasis-of-matter paragraph describing conditions, discussed in Note 3 to the financial
statement, that raised substantial doubt about the Commonwealth’s ability to continue as a going concern.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statement, we considered PRDE’s internal control over financial
reporting (internal control) as a basis for designing audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinions on the financial statement, but not for the purpose of expressing an opinion on the
effectiveness of PRDE’s internal control. Accordingly, we do not express an opinion on the effectiveness of the 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 combination of deficiencies, in internal control,
such that there is a reasonable possibility that a material misstatement of PRDE'’s financial statement 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 enough to merit attention by
those charged with governance.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
Honorable Eliezer Ramos, Acting Secretary
Puerto Rico Department of Education

of the Commonwealth of Puerto Rico
Page 2

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 weakness or significant deficiencies.
Given these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be
material weakness. We did identify certain deficiency in internal control, described in the accompanying Schedule of
Findings and Questioned Costs as item 2020-001 that we consider to be significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether PRDE’s financial statement are free of 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 financial statement. 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 finding 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 reformed in accordance with Government Auditing Standards in considering
the entity’s internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

OGNS €

==

CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2022

Caguas, Puerto Rico
September 29, 2021

Stamp No. E459382 of the Puerto Rico Society of Certified
Public Accountants was affixed to the original report.
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“ENHANCING THE QUALITY OF ACCOUNTING, AUDITING AND ATTESTATION SERVICES”

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

Honorable Eliezer Ramos

Acting Secretary

Puerto Rico Department of Education
of the Commonwealth of Puerto Rico

San Juan, Puerto Rico

Report on Compliance for Each Major Federal Program

We have audited Puerto Rico Department of Education of the Commonwealth of Puerto Rico (PRDE)’s
compliance with the types of compliance requirements described in the OMB Compliance Supplement that could have
a direct and material effect on each of PRDE’s major federal programs for the fiscal year ended June 30, 2020. PRDE’s
major federal programs are identified in the Summary of Auditors’ Result Section of the accompanying Schedule of
Findings and Questioned Costs.

Going Concern

PRDE is an Executive Agency of the Commonwealth of Puerto Rico (Commonwealth). Our report on the financial
statement includes an emphasis-of-matter paragraph describing conditions, discussed in Note 3 to the financial
statement, that raised substantial doubt about the Commonwealth’s ability to continue as a going concern.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants 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.
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INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE
Honorable Eliezer Ramos, Acting Secretary
Puerto Rico Department of Education
of the Commonwealth of Puerto Rico
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We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal program.
However, our audit does not provide a legal determination of PRDE’s compliance.

Basis for Qualified Opinion (See the following Table)

As described in the accompanying Schedule of Findings and Questioned Costs, PRDE did not comply with requirement
regarding the following:

Finding CFDA

Number | Number
84.010 | Title | Grants to Local Educational Agencies
84.027 | Special Education Grants to States

Program (or Cluster) Name Compliance Requirement

2020-005 84.048 Career and Technical Education - Basic Grants to | Allowable Costs/Costs Principles
' States
84.367 | Supporting Effective Instruction State Grants
10.555; . " .
2020-006 10.559 Child Nutrition Cluster Eligibility
2020-010 8812272 Special Education Cluster Procurement and Suspension and Debarment
2020-011 11%555559 Child Nutrition Cluster Procurement and Suspension and Debarment
84.007;
2020-014 | 84.033; | Student Financial Assistance Cluster Special Test and Provisions
84.063
2020-017 | 10.558 | Child and Adult Care Food Program Subrecipient Monitoring
2020-018 | 45.310 | Grants to States Subrecipient Monitoring

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

Qualified Opinion (See the above Table)

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 the major federal programs described in the above table for the fiscal year ended June 30, 2020.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, 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 other major federal programs identified in the Summary of
Auditors’ Results section of the accompanying Schedule of Findings and Questioned Costs for the fiscal year ended
June 30, 2020.
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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 in the accompanying Schedule of Findings and
Questioned Costs as items 2020-008, 2020-009, 2020-015 and 2020-016. 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 are 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 types 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 were not
identified. However, as discussed below, we identified certain deficiencies in internal control over compliance that we
consider to be material weaknesses.

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 items 2020-003 through 2020-006, 2020-010 through 2020-012, 2020-014, 2020-017 and 2020-018 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 items 2020-002, 2020-007 through 2020-009, 2020-013, 2020-015 and 2020-
016 to be significant deficiencies.
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PRDE'’s response to the internal control over compliance findings identified in our audit are 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.

YLV

CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2022

Caguas, Puerto Rico
September 29, 2021

Stamp No. E459383 of the Puerto Rico Society of Certified
Public Accountants was affixed to the original report.
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COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION
(AN EXEcUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO)

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2020

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements
Type of auditor’s report issued on whether the Financial

Statement audited were prepared in accordance with
special reporting framework:

Internal control over financial reporting:

e  Material weakness (es) identified?

¢  Significant deficiency (ies) identified?
Noncompliance material to financial statement noted?
Federal Awards

Internal control over Major Federal Programs:

o  Material weakness (es) identified?

¢ Significant deficiency (ies) identified?

Type of auditors’ report issued on compliance for
Major Federal Programs:

Any audit findings disclosed that are required to be reported

in accordance with 2 CFR 200.516(a)?

60

O

Unmodified Opinion
Modified: [J Qualified Opinion
[ Adverse Opinion
[ Disclaimer Opinion
Yes No
Yes 1 None Reported
Yes No
Yes J No
Yes 1 None Reported
Unmodified Opinion
o Adult Education — Basic Grants to States
o Twenty-First Century Community Learning Centers
¢ Grants for State Assessments and Related Activities
o Student Support and Academic Enrichment Program
¢ Hurricane Education Recovery
o Disaster Grants — Public Assistance (Presidentially
Declared Disasters)
Qualified Opinion

o Child Nutrition Cluster

o Child and Adult Care Food Program

o Grants to States

o Student Financial Assistance Programs Cluster

o Special Education Cluster

o Title | Grants to Local Educational Agencies

e Career and Technical Education — Basic Grants to
States

o Supporting Effective Instruction State Grants

Adverse Opinion I Disclaimer Opinion

Yes O No
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PUERTO RicO DEPARTMENT OF EDUCATION
(AN EXEcUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO)

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Identification of Major Federal Programs:

CFDA NUMBER

NAME OF FEDERAL PROGRAM OR CLUSTER

10.555; 10.559
10.558
45.310
84.002

84.007; 84.033; 84.063

84.027; 84173
84.010
84.048
84.287
84.367
84.369
84.424
84.938
97.036

Child Nutrition Cluster

Child and Adult Care Food Program

Grants to States

Adult Education - Basic Grants to States

Student Financial Assistance Programs Cluster

Special Education Program Cluster

Title | Grants to Local Educational Agencies

Career and Technical Education — Basic Grants to States
Twenty-First Century Community Learning Centers
Supporting Effective Instruction State Grants

Grants for State Assessments and Related Activities
Student Support and Academic Enrichment Program
Hurricane Education Recovery

Disaster Grants — Public Assistance (Presidentially Declared Disasters)

Dollar threshold used to distinguish between

Type A and Type B Programs:

$3,000,000

Auditee qualified as low-risk auditee? J Yes
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PUERTO RicO DEPARTMENT OF EDUCATION SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

SECTION Il - FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER 2020-001
TYPE OF FINDING SIGNIFICANT DEFICIENCY

CRITERIA 2 CFR § 200.514 Scope of audit. (a) General. The audit must be conducted in accordance with
GAGAS. The audit must cover the entire operations of the auditee, or, at the option of the auditee,
such audit must include a series of audits that cover departments, agencies, and other
organizational units that expended or otherwise administered Federal awards during such audit
period, provided that each such audit must encompass the financial statements and schedule of
expenditures of Federal awards for each such department, agency, and other organizational unit,
which must be considered to be a non-Federal entity. The financial statements and schedule of
expenditures of Federal awards must be for the same audit period. (b) Financial statements. The
auditor must determine whether the financial statements of the auditee are presented fairly in all
material respects in accordance with generally accepted accounting principles.

CONDITION Annually, the PRDE receives funds from the Commonwealth for the operation of the Office for the
Improvements of Public Schools (OMEP) as part of the General Fund appropriation. This office is
a department or fund within the PRDE structure. During our audit procedures of the financial
statement of the PRDE, we noted that the PRDE only accounts for the payroll and fringe benefit
expenditures appropriated for the fiscal year. The other funds appropriated on the budget approved
are transfers to the OMEP separate bank accounts from which payments for other budgeted
expenditures related to the OMEP operations are drafted. OMEP maintains separate accounting
for these funds and are not subject to the PRDE's supervision or fiscal oversight. The PRDE does
maintain and account for a final liquidation of funds not expended by the OMEP at year end.
However, for the fiscal year under audit the final liquidation of funds not expended by OMEP
(amounting to $2,505,727) was received after the year end closeout period and was register on
the next fiscal year as a reduction of expenditures of the following year.

CONTEXT This is a systematic deficiency, the PRDE keeps part of the accounting and transactions of this
fund in a separate accounting system. This fund previously performed an audit of its transactions,
but the last report issued was for the fiscal year 2017-2018. In previous years, the transactions of
this fund were not reconciled for the purposes of presenting this information as part of the Single
Audit of the PRDE.

EFFECT The PRDE may fail to include the correct balances of the result of operations from OMEP approved
budget due to the separate accounting and funds transfers made during the fiscal year. Also,
unobligated balances at state agencies (including the PRDE) are subject to Puerto Rico Treasury
Department recapture procedures at year end and incorrect reporting may cause delays and
incorrect reporting at the state level financial reporting.

CAUSE The PRDE does not maintains adequate supervision and accountability of all funds appropriated
from the Puerto Rico general fund budget as part of the year end closeout process. The operations
of OMEP have been establish providing certain operational independence from the PRDE's
standard procedures while in legal terms the OMEP is not a legal separate entity from the PRDE.

IDENTIFICATION AS A
REPEAT FINDING Not previously reported.
RECOMMENDATION We recommend the PRDE to maintain adequate records related to the actual expenditures

incurred by OMEP and perform monthly monitoring of the financial transactions of the OMEP by
the PRDE accounting office staff or financial consultants. Also, formal closeout procedures should
be established with due dates sufficient to provide the PRDE with adequate and timely financial
information in order to comply with the Treasury Department year end closeout requirements and

for financial statements preparation purposes.
continue
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PUERTO RicO DEPARTMENT OF EDUCATION SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

SECTION Il - FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER 2020-001 - continuation

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Funds transferred to OMEP are entirely related to State funds. PRDE has accounted for this State
funds as established between different agencies including the Puerto Rico Office of Management
and Budget according to its understanding based on the available regulation and governmental
structure.

PRDE over the years has monitored these funds. Transfers made to OMEP are adjudged based
in a budget. Disbursements made by OMEP are strictly performed over these specific accounts
included in such budget. Any fund not expended during year-end operations are transferred-in to
PRDE. Additionally, such funds expended by OMEP has been subjected to audits by an
independent auditor.

However, during the last months management has been discussing the possibility of account for
the entire OMEP operations within the PRDE accounting system and in this way ensuring that all
details are included in the same financial system. The final output about this change should take
place during the following months. Nevertheless, as this change is made, PRDE will monitor the
expenses incurred by OMEP and will ensure that any fund not expended has been received before
the fiscal year end.

IMPLEMENTATION DATE September 21, 2021

RESPONSIBLE PERSON Evelyn Rodriguez Cardé, Finance Director

continue
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PUERTO RicO DEPARTMENT OF EDUCATION SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020
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FEDERAL PROGRAM (CFDA NO. 84.027) SPECIAL EDUCATION - GRANTS TO STATES (IDEA, PART B) CLUSTER
(CFDA 84.173) SPECIAL EDUCATION - PRESCHOOL GRANTS (IDEA PRESCHOOL)
U.S. DEPARTMENT OF EDUCATION

AWARD NUMBER H027A170003 (07/01/2017 - 09/30/2018); H027A180003 (07/01/2018 - 09/30/2019);
H027A190003 (07/01/2019 - 09/30/2020); H173A170003 (07/01/2017 - 09/30/2018);
H173A180003 (07/01/2018 - 09/30/2019); H173A190003 (07/01/2019 - 09/30/2020).

COMPLIANCE REQUIREMENT ACTIVITIES ALLOWED OR UNALLOWED

TYPE OF FINDING SIGNIFICANT DEFICIENCY
CRITERIA OR SPECIFIC
REQUIREMENT 2 CFR Section 200.302 (a) establishes that each state must expend and account for the Federal

award in accordance with state laws and procedures for expending and accounting for the state’s
own funds. In addition, the state’s and the other non-Federal entity’s financial management
systems, including records documenting compliance with Federal statutes, regulations, and the
terms and conditions of the Federal award, must be sufficient to permit the preparation of reports
required by general and program-specific terms and conditions; and the tracing of funds to a level
of expenditures adequate to establish that such funds have been used according to the Federal
statutes, regulations, and the terms and conditions of the Federal award. In addition, 2 CFR Section
200.403 (b) establishes that except where otherwise authorized by statute, costs must be
adequately documented in order to be allowable under Federal awards.

CONDITION As part of our procedures over internal controls and compliance for the allowable activities’
requirement, we selected a sample of seventy six (76) disbursement to suppliers made during
fiscal year under audit. We noted the following deficiencies:

1. Inone (1) instance, we found that the detail of the invoice sent by the service provider did not
include in some document’s information about the student, to whom the service was provided,
which would identify him as participating in the special education program (PEI number ). In
addition, the invoice was not signed by the service provider.

2. Intwenty nine (29) vouchers evaluated, it was found that the invoiced expenses corresponded
to both cluster programs (CFDA Nos. 84.027 and 84.173), and the invoices established this.
However, the expenses in the system were recognized in grant no. 84.027, not according to
the participants attended and invoiced, according to their age.

QUESTIONED COSTS None.

CONTEXT This deficiency is a systemic problem that is related to lack of proper training and controls that
requires standard evaluation, approval, and reporting of expenditures incurred.

EFFECT The PRDE is reporting expenses within the cluster that do not necessarily reflect the actual
expenses incurred by each program in the cluster, this deficiency requires that when the period of
availability of funds is ending, some adjustments be made to reclassify expenses, up to the amount
of the award.

CAUSE According to interviews carried out and documentation evaluated, some goods and services are
received in the different Regional Offices (ORE), and each one carries out similar, but not standard,
processes when certifying as received or pre-intervening invoices.
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Regarding the distribution of expenses, according to interviews and evaluated documentation, it
was found that at the time of binding a contract, an analysis of the assigned participants is not
made, in order to be able to make a distribution between the two programs of the cluster according
to the age of the participant. In addition, according to interviews, although the contract budget is
validated, they only limit themselves to verifying the amount available in general and there is no
distribution of the expense according to the service provider's invoice.

IDENTIFICATION AS A

REPEAT FINDING Not previously reported.

RECOMMENDATION We recommend that the PRDE establish standardized written guidelines and train the staff of the
Regions to carry out and document the reviews and approvals of services. In addition, the
personnel must be instructed to account for the budget and expense of therapy and related
services, according to the enrollment of students who will attend, in accordance with the program
that applies within the cluster.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Related to conditions number one (1), PRDE established in its financial system an internal control

to document and review each invoice received by the service providers. As part of these
procedures, PRDE also requires that the service providers submit an Agreed Upon Procedure
(AUP) by a Certified Public Accountant (CPA). On this AUP, the CPA certifies that the invoice was
accurate, and validate that the students included in the invoice are allowable and in compliance
with the contract between the service provider and PRDE. Additionally, the PRDE reviewed the
information provided and ensures that the invoice has all the requirements to follow the payment
process in the system.

As a corrective action plan, PRDE will require that all invoices submitted to the PRDE include
details of services provided and students list. In this way, will be consistent with the requirements
established on similar invoices.

For the condition number two (2), IDEA Part B, Section 611 funds can be used for students ages
3 to 21. According to the description that OSEP provides for the §611: Special Education — Grants
to States program, indicates that “The Grants to States program provides formula grants to assist
the 50 states, the District of Columbia, Puerto Rico, the Department of the Interior, Outlying Areas,
and the Freely Associated States in meeting the excess costs of providing special education and
related services to children with disabilities. In order to be eligible for funding, states must serve all
children with disabilities between the ages of 3 through 21, except that they are not required to
serve children aged 3 through 5 or 18 through 21 years if services are inconsistent with State law
or practice or the order of any court. A state that does not provide a free appropriate public
education (FAPE) to children with disabilities aged 3 through 5 cannot receive base payment funds
attributable to this age group or any funds under the Preschool Grants program.”

Under 34 CFR § 300.202 (a), the LEA must use funds from IDEA, Part B "in accordance with the
applicable provisions of this part ... to pay the excess costs of providing special education and
related services to children with disabilities."

As a corrective action plan, PRDE will be implementing an update to MIPE financial system in
which will requires system control at the time of applying the fund with which the expense will be
covered.
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IMPLEMENTATION DATE Current Fiscal Year

RESPONSIBLE PERSON Enid Diaz, Director of Administration
Jessica Diaz, Acting Associate Secretary
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FEDERAL PROGRAM (CFDA NO. 84.007) FEDERAL SUPPLEMENTAL EDUCATIONAL OPPORTUNITY GRANTS
(FSEOG) (STUDENT FINANCIAL ASSISTANCE CLUSTER
(CFDA NO. 84.033) FEDERAL WORK-STUDY PROGRAM (FWS)
(CFDA NO. 84.063) FEDERAL PELL GRANT PROGRAM (PELL)
U.S. DEPARTMENT OF EDUCATION

AWARD NUMBER PPA OPE ID: 02241900 (03/19/2019 - 12/31/2021)

COMPLIANCE REQUIREMENT ACTIVITIES ALLOWED OR UNALLOWED // ELIGIBILITY

TYPE OF FINDING MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT To participate of Title IV, HEA programs the institution must enter into a written program

participation agreement with the Secretary in accordance with 34 CFR 668.14 (a). Per 34 CFR
668.14 (b) by entering into a program participation agreement, an institution agrees that: (4) It will
establish and maintain such administrative and fiscal procedures and records as may be necessary
to ensure proper and efficient administration of funds received from the Secretary or from students
under the Title IV, HEA programs, together with assurances that the institution will provide, upon
request and in a timely manner, information relating to the administrative capability and financial
responsibility of the institution; (6) It will comply with the provisions of § 668.16 relating to standards
of administrative capability.

Per 34 CFR 668.16 the Secretary considers an institution to have that administrative capability if
the institution: (a) administers the Title [V, HEA programs in accordance with all statutory provisions
of or applicable to Title IV of the HEA, all applicable regulatory provisions prescribed under that
statutory authority, and all applicable special arrangements, agreements, and limitations entered
into under the authority of statutes applicable to Title IV of the HEA; (c)(1) administers Title 1V,
HEA programs with adequate checks and balances in its system of internal controls; (d)(1)
establishes and maintains records required under this part and the individual Title IV, HEA program
regulations.

Per Title 20 Chapter 28 Subchapter IV Part F section 1087kk the financial need is defined as: the
cost of attendance of such student, minus; the expected family contribution for such student, minus;
estimated financial assistance not received under this subchapter. Also section 10871l defined cost
of attendance as: (1) tuition and fees normally assessed a student carrying the same academic
workload as determined by the institution, and including costs for rental or purchase of any
equipment, materials, or supplies required of all students in the same course of study; (2) an
allowance for books, supplies, transportation, and miscellaneous personal expenses, including a
reasonable allowance for the documented rental or purchase of a personal computer, for a student
attending the institution on at least a half-time basis, as determined by the institution; (3) an
allowance (as determined by the institution) for room and board costs incurred by the student
based on: is a student without dependents and residing at home with parents, or residing at and
institutionally owned or operated housing, for students who live in housing located on a military
base, and for all other students shall be an allowance based on the expenses reasonably incurred
by such students for room and board; (8) for a student with one or more dependents, an allowance
based on the estimated actual expenses incurred for such dependent care, based on the number
and age of such dependents; (9) for a student with a disability, an allowance (as determined by the
institution) for those expenses related to the student's disability, including special services,
personal assistance, transportation, equipment, and supplies that are reasonably incurred and not
provided for by other assisting agencies; among other considerations.
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CONDITION The following deficiencies were found:

1. The calculation of COA amount was incorrectly determined based in the student status as
Dependent or Independent. We found three (3) students Independent with a COA amount
assigned for dependent students. In these cases this error does not affect the assistance
amount awarded to the students.

2. The calculation of COA amount was not documented for the 2nd Semester, based in the
student enroliment. We found five (5) participants without COA documentation (Calculation).

3. The Student file does not include the SEOG documentation related to the calculation of the
award and disbursement amount for nineteen (19) students.

4. The Financial Assistance Control Card ("Tarjeta Control de Asistencia Econdémica”)
established as the control for showing and establishing all the Financial Assistance awarded
to the students was not signed by the Financial Aid Officer for fourteen (14) students.

5. The Official Enrollment was not signed by the Registrar for nine (9) students.

6. The Student file does not have the Pell Award documentation for the 1st Semester or the 2nd
Semester for eight (8) students.

7. The Financial Assistance Control Card ("Tarjeta Control de Asistencia Economica")
established as the control for showing and establishing all the Financial Assistance awarded
to the students was not included in the student file for two (2) students.

8. The PRDE incorrectly documented the Cost of Attendance (COA) amounting to $4,190 for
three (3) students in the student's files. The correct COA used to determine the student award
amount was greater than the COA documented, and this misled the auditor recalculation of
the Pell Award.

QUESTIONED COSTS None.
CONTEXT This represents a systematic problem per our evaluation.
EFFECT Provisional Certification:

The PRDE could remain in the restricted provisional basis (Provisional Certification) stated in
Program Participation Agreement (PPA). This provisional certification is granted for a limited period
to permit the Institution to participate in the Title IV, HEA programs referenced in this agreement.
During the period of provisional certification, the participation of the Institution will be subject to
revocation for cause.

Reasons and Special Conditions of Provisional Certification — Deficiencies in Administrative
Capability

Recent audits and/or a recent program review of the institution's performance of its responsibilities
as a participant in the Title IV, HEA programs have disclosed serious, repeated or systemic
deficiencies that directly relate to the regulatory elements identified in 34 CFR 668.16. These
regulatory elements are essential to an acceptable level of administrative capability. Accordingly,
the institution's participation in the Title IV, HEA programs will be restricted to a provisional basis.
Upon the expiration of the PPA, return to a non-provisional basis will occur only when the institution
is able to demonstrate that its level of administrative capability is commensurate with the standards
established in the referenced regulation.

(Refer to PPA. OPE ID: 02241900, Provisional Certification)
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CAUSE The PRDE failed to appropriate monitoring, supervise and document the compliance of the internal
controls in place that provides reasonable assurance to PRDE in order to managing the Federal
awards in compliance with Federal statutes, regulations, and the terms and conditions of the
Federal awards.

IDENTIFICATION AS A

REPEAT FINDING This is a repeat finding (Finding Reference Number 2019-013).

RECOMMENDATION We recommend PRDE's management to review, document and strengthen its internal control
procedures in order to provide adequate evidence to ascertain that the procedures are performed
as required. Also we recommend that adequate training is provided to the employees that perform
those procedures and monitor the compliance with such internal control procedures.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Management Response for Finding 2020-003-1

Management concurs with the auditors finding, however the three cases in this finding were all
corrected. This was an isolated incident that occurred at PRDE Guayama campus, where the
officer placed the COA from a Dependent student to a student with Independent status. It should
be pointed out that PRDE main office establishes average costs for different categories of students
and sets up these cost categories in ED Express. ED Express then uses this information to
determine awards and package aid. This method ensures that the student's need is evaluated
correctly, so that student’s accounts do not reflect an over award on the account. Please note, that
an over award is created when a student’s aid package exceeds his or her need or overall cost of
attendance (COA).

Management Response for Finding 2020-003-2

Management is not in agreement with this finding. In regard to the COA form, the information for
the second semester was documented on the back of the reviewed printed sheet that covered the
first semester, therefore the COA calculation for the second semester was in the file. We want to
emphasize that the students in question received the correct awards based on the COA
calculations. It must also be pointed out that PRDE has acquired a new system (Orbound), that
will fully automate PRDE. This system is an automated one, so all the documentation will be
automated and not done manually, therefore completely facilitating all the required documents for
subsequent audits. PRDE have also contracted with an external auditing company to do internal
audits frequently so that there will be no repeat findings.

Auditor Comment on Management Response for Finding Reference No. 2020-003 - 2

As stated in CONDITION 2., “The calculation of COA amount was not documented for the 2nd
Semester, based in the student enrollment.” This information was presented to the person in
charge, Kelvin Pagan La Luz and he informed by email on September 24, 2024: “In regard to the
COA form, the information for the second semester was documented on the back of the reviewed
printed sheet that covered the first semester, therefore the COA calculation for the second
semester was in the file.” That information never was presented to our Auditors and constitute a
scope limitation in our procedures. The Finding was prevailed and correspond to the US
Department of Education the final determination.
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Management Response for Finding 2020-003-3

Management is not in agreement with this finding. The student's control cards contains all of the
information regarding calculation of the COA, amount of aid awarded, disbursed and the student’s
need just to name a few, therefore, the SEOG information is also included on the student’s control
cards. As to the issue of the repeat finding 2019-013, the auditor’s alternate review showed that
this issue was corrected and in none instances the total Title IV Funds awarded exceeded their
financial need. PRDE would not have this issue, because we have entered into a purchase
agreement with a renowned software development company (Orbound) that specializes in student
information systems. We presented the documentation showing the financial aid granted to these
students, in none of the instances the Total Title IV Funds awarded exceeded their financial need.
PRDE have also contracted with an external auditing company to do internal audits frequently so
that there will be no repeat findings.

Auditor Comment on Management Response for Finding Reference No. 2020-003 - 3

As stated in CONDITION 3., “The Student file does not include the SEOG documentation related
to the calculation of the award and disbursement amount for nineteen (19) students.” This
information was presented to the person in charge, Kelvin Pagan La Luz and he informed by email
on September 24, 2024: “The student's control cards contains all of the information regarding
calculation of the COA, amount of aid awarded, disbursed and the student’s need just to name a
few, therefore, the SEOG information is also included on the student’s control cards.” That
information never was presented to our Auditors and constitute a scope limitation in our
procedures. The Finding was prevailed and correspond to the US Department of Education the
final determination.

Management Response for Finding 2020-003-4

Management concurs with the auditor that the financial assistance control card was not signed
however , we believe this finding is just an internal control matter created by PRDE because all of
the financial assistance awarded to the students was reflected on the students control card, and
also all the awards were made according to the Title IV regulations.

Management Response for Finding 2020-003-5

Managements concurs with the auditor that the enrollment was not signed by the registrar, however
the enroliment documentation contain the registrar's seal. In order for the Institution to make a
disbursement, it must have an initial enrollment agreement to the program chosen by the student.
PRDE has the agreement signed by the student and the PRDE official.

Management Response for Finding 2020-003-6

Management does not agree with the auditors finding. The students control card does reflect all of
the financial aid awarded. It must also be pointed out that PRDE has acquired a new system
(Orbound), that will fully automate PRDE. This system is an automated one, so all the
documentation will be automated and not done manually, therefore completely facilitating all the
required documents for subsequent audits. PRDE have also contracted with an external auditing
company to do internal audits frequently so that there will be no repeat findings.
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2020-003 - continuation

Auditor Comment on Management Response for Finding Reference No. 2020-003 - 6

As stated in CONDITION 6., “The Student file does not have the Pell Award documentation for the
1st Semester or the 2nd Semester for eight (8) students.” This information was presented to the
person in charge, Kelvin Pagan La Luz and he informed by email on September 24, 2024: “The
students control card does reflect all of the financial aid awarded.” That information never was
presented to our Auditors and constitute a scope limitation in our procedures. The Finding was
prevailed and correspond to the US Department of Education the final determination.

Management Response for Finding 2020-003-7

Management concurs with the auditors finding however this has been corrected and procedures
have been initiated so that this will not be an issue going forward. Please note that all the awards
were made according to the Title IV regulations.

Management Response for Finding 2020-003-8

Managements concur with the auditors finding and the three student’s files have all been corrected.
This was an isolated case that occurred at Troqueleria campus where the officer manually,
incorrectly, calculated the student's COA. As previously mentioned PRDE main office establishes
average costs for different categories of students and sets these cost categories in ED Express,
who then uses this information to determine awards and package aid. This method ensures that
the student's need is evaluated correctly so that student’s accounts do not reflect an over award.
Again, an over award exists when a student's aid package exceeds his or her need or overall cost
of attendance (COA). The COA’s were corrected and the disbursement to the student was not
affected because the amount disbursed did not exceed the student’s need.

Already Implemented

Kelvin Pagan La Luz, Director of Technical Education Division
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FINDING REFERENCE NUMBER 2020-004

FEDERAL PROGRAM (CFDA NO. 84.010) TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES CLUSTER
(CFDA 84.013) TITLE | STATE AGENCY PROGRAM FOR NEGLECTED AND DELINQUENT
CHILDREN AND YOUTH
(CFDA 84.027 / 84.173) SPECIAL EDUCATION CLUSTER (IDEA)
(CFDA 84.048) CAREER AND TECHNICAL EDUCATION - BASIC GRANTS TO STATES
(CFDA 84.287) TWENTY-FIRST CENTURY COMMUNITY LEARNING CENTERS
(CFDA 84.365) ENGLISH LANGUAGE ACQUISITION STATE GRANTS
(CFDA 84.367) SUPPORTING EFFECTIVE INSTRUCTION STATE GRANTS
(CFDA 84.424) STUDENT SUPPORT AND ACADEMIC ENRICHMENT PROGRAM
U.S. DEPARTMENT OF EDUCATION

AWARD NUMBER S010A170052 (07/01/2017 09/30/2018); S010A180052 (07/01/2018 09/30/2019);
S010A190052 (07/01/2019 09/30/2020); S013A180052 (07/01/2018 09/30/2019);
S013A190052 (07/01/2019 09/30/2020); H027A170003 (07/01/2017 09/30/2018);
H027A180003 (07/01/2018 09/30/2019); H027A190003 (07/01/2019 09/30/2020);
H173A170003 (07/01/2017 09/30/2018); H173A180003 (07/01/2018 09/30/2019);
H173A190003 (07/01/2019 09/30/2020) S287C180039 (07/01/2018 06/30/2019);
V048A170052 (07/01/2017 09/30/2018); VO048A180052 (07/01/2018 09/30/2019);
$287C190039 (07/01/2019 09/30/2020); S365A180052 (07/01/2018 09/30/2019);
S365A190052 (07/01/2019 09/30/2020); S367A180052 (07/01/2018 09/30/2020);
S367A190052 (07/01/2019 - 09/30/2020); S424A180040 (07/01/2018 09/30/2019);
S$424A190040 (07/01/2019 - 09/30/2020).

COMPLIANCE REQUIREMENT ALLOWABLE COSTS/COSTS PRINCIPLES

TYPE OF FINDING MATERIAL WEAKNESS

CRITERIA OR SPECIFIC

REQUIREMENT 2 CFR Section 200.403 (b) establishes that except where otherwise authorized by statute, costs
must be adequately documented in order to be allowable under Federal awards. In addition, 2 CFR
Section 200.430 (a)(3), indicates that costs of compensation are allowable to the extent that they
satisfy the specific requirements of this Part, and that the total compensation for individual
employees is determined and supported as provided in paragraph (i) of this section, Standards for
Documentation of Personnel Expenses, when applicable. 2 CFR Section 200.430 (i) defines
allowable activities as charges to Federal awards may include reasonable amounts for activities
contributing and directly related to work under an agreement, such as delivering special lectures
about specific aspects of the ongoing activity, writing reports and articles, developing and
maintaining protocols (human, animals, etc.), managing substances/chemicals, managing and
securing project-specific data, coordinating research subjects, participating in appropriate
seminars, consulting with colleagues and graduate students, and attending meetings and
conferences.

CONDITION As part of our audit processes on the personnel and payroll processes, both for financial purposes

and for Federal programs, as applicable, we selected a sample of two hundred forty (240)
employees. The following deficiencies were found:

1. The PRDE was unable to provide evidence of employee leave accrual, adjustments, and
utilization for the month of September 2019.

2. For the Special Education-Grants to States Program, from the selected sample of sixty (60)
employees paid in the second half of September 2019, we found that in one instance, the
employee had an unpaid leave effective from August 1, 2019, and received full payment of
$1,142 for the fortnight ended on September 27, 2019.
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3. In the sample of internal controls over financial reporting, from the selected sample of sixty
(60) employees paid in the second half of September 2019, we found that an employee had
an effective leave without pay since May 1, 2019, and received full payment of $623.53 for
the fortnight ended on September 27, 2019.

4. In relation to the program Career and Technical Education -- Basic Grants to States, we
selected a journal entry related to payroll expenditures. In the database provided, we noted
payroll expenditures amounting to $67,364.32 that did not belong to the program allowable
cost. We confirmed that these administrative expenditures should have been accounted for
through the Special Education-Grants to States Program (IDEA, Part B) CFDA 84.027. These
transactions were prospectively adjusted by transferring those costs to this program.

QUESTIONED COSTS Undetermined.

CONTEXT This deficiency is a systemic problem that is related to lack of proper training and controls that
requires standard evaluation, approval, and reporting of expenditures incurred.

EFFECT The PRDE incurred in payments to employees for hours not worked, and for which specific grants
were received, this is not an allowable activity.

CAUSE The PRDE does not have a report to help them monitor and adjust employee leave accrual and
utilization on a regular basis.

This deficiency is a systemic problem related to the manual system that was used during the fiscal
year under audit, for which all documentation was on paper, and not verified and maintained in a
time and attendance system.

IDENTIFICATION AS A

REPEAT FINDING Not previously reported.

RECOMMENDATION We recommend the PRDE to design and implement adequate internal controls and payroll
processes that will identify in real — time or sooner, any incorrect payroll payment made.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Regarding condition number 1, PRDE submitted the evidence of the accumulated, adjusted or

used balances of the employees for the month of September 2019 as understood during the first
information request. Subsequently, during a meeting, the PRDE was asked to review the
information with additional details. Unfortunately, and due to error, it was not submitted by the date
indicated. However, we emphasize that the updated information was provided after such date.
Also, it should be noted that the agency is willing to answer any questions or concerns about the
information provided in relation to this condition.

Regarding conditions number 2 and 3, during fiscal year 2020-2021 the PRDE has established a
biweekly salary adjustment process as part of the controls on employees who do not have a
vacation and illness balances. Additionally, for these cases the PRDE made the corresponding
adjustments, either through the stop of payment and invoice to the collection and/or payment plan.
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As established in condition number 4, the PRDE accounted for a payroll in an incorrect federal
program. However, as mentioned in the condition, such payroll was adjusted as part of the
accounting closing. This demonstrate that the PRDE has the proper internal controls to identify a
situation of this nature. It is important to emphasize that this adjustment was carried out before the
audit process.

Although the PRDE have in place controls to identify these improper payments subsequently, the
agency will be evaluating the payroll processes together with the Third-Party Fiduciary so that
these improper disbursements do not occur since the inception. These new procedures are
expected to go into effect during the subsequent fiscal years.

IMPLEMENTATION DATE Conditions 2 and 3 — Already implemented
Condition 4 — In process

RESPONSIBLE PERSON Frances M. Pelet Roman, Auxiliary Secretary of Human Resources
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FINDING REFERENCE NUMBER 2020-005

FEDERAL PROGRAM (CFDA NO. 84.010) TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES
(CFDA 84.027) SPECIAL EDUCATION - GRANTS TO STATES (IDEA, PART B)
(CFDA 84.048) CAREER AND TECHNICAL EDUCATION - BASIC GRANTS TO STATES
(CFDA 84.367) SUPPORTING EFFECTIVE INSTRUCTION STATE GRANTS
U.S. DEPARTMENT OF EDUCATION

AWARD NUMBER S010A180052 (07/01/2018 - 09/30/2019); HO027A16003 (07/01/2016 - 09/30/2017);
V048A160052 (07/01/2016 - 09/30/2018); V048A180052 (07/01/2018 - 09/30/2020);
S367A180052 (07/01/2018 - 09/30/2020).

COMPLIANCE REQUIREMENT ALLOWABLE COSTS/COSTS PRINCIPLES

TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT 2 CFR Section 200.403 (b) establishes that except where otherwise authorized by statute, costs

must be adequately documented in order to be allowable under Federal awards. In addition 2 CFR
Section 200.53, defines improper payments as 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. 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.

CONDITION As part of our audit procedures and interviews over financial reporting, we obtained a detail of
accounts receivable related to duplicate payments to suppliers in the amount of $108,775; and
duplicate or incorrect payments made for payroll transactions in the amount of $7,965,978.
Invoices issued during the fiscal year ended June 30, 2020 balance, were distributed as Federal
and state, as follows:

Transaction

CFDA Number Program Description Balance
10.560 State Administrative Expenses for Child Nutrition $ 3,725
84.010 Title | Grants to Local Educational Agencies 3,343

Title | State Agency Program for Neglected and Delinquent
84013 Children andeoutilw ’ ’ 1,734
84.027 Special Education - Grants to States (IDEA, Part B) 63,542
84.041 Impact Aid 8,424
84.048 Career and Technical Education - Basic Grants to States 3,637
84.367 Supporting Effective Instruction State Grants 12,543

Not Determined Schoolwide Program (State and Federal Funds) 1,930,444

Not Determined School Food Authority (State and Federal Funds) 200,495

Not Determined Consolidated Funds (State and Federal Funds) 9,095

Not Determined Funds from prior years (State and Federal Funds) 4,864,136

Not Applicable State Funds 973,635

Total Invoices Issued Balance on June 30,2020 $ 8,074,753
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FINDING REFERENCE NUMBER 2020-005 - continuation

QUESTIONED COSTS Identified questioned costs are $96,948, for which were identified as employees that did not work
for the Federal program. Other amount may be unallowed, if the PRDE can identify the portion of
Federal funding incurred in Schoolwide, Consolidated and from prior years.

CONTEXT The amount of $4,864,136, corresponds to incorrect payroll payments made from prior years, for
which during fiscal year 2019-2020, the PRDE determined that an invoice for excess payroll
payments proceeds. The PRDE was unable to indicate, which amount of Schoolwide or
Consolidated funds corresponds to Federal funding, because these funds close at year end.

EFFECT The PRDE incurred in payments to employees for hours not worked, and for which specific grants
were received. In addition, payments made to suppliers constitute payment for services not
rendered to the PRDE.

CAUSE The PRDE sends the Treasury Department of Puerto Rico a balance of the payroll, before the end

of the fortnight, to speed up the payment process. By sending this information without balancing
the hours worked, it causes errors in the payroll computations. In addition, according to interviews,
the schools and regions send reports of changes and leave without pay, with several days and
even weeks late, this causes payrolls of employees who are undergoing leave without pay to be
sent for pay.

Regarding supplier payments, these transactions were the result of a massive payment made to
pay debts from previous years, as approved by the Puerto Rico Department of the Treasury. This
transaction was carried out with a detail in excel and did not run through the accounting system of
the PRDE.

IDENTIFICATION AS A
REPEAT FINDING This is a repeat finding (Finding Reference Number 2019-001).

RECOMMENDATION We recommend the PRDE to design and implement adequate internal controls and payroll
processes that will identify in real — time or sooner, any incorrect payroll payment made. In relation
to the deficiency related to the suppliers, a validation of all payments to be processed should be
made in order to assure that no duplicate payments are made.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION 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's Human Resource Office
developed and implemented a new policy of Time, Attendance and Tardiness, in December 2020.
The automatization of these process prevents improper salary payments, overpayments and/or
payments to employees without accumulated vacations or sick leave balances, among others.

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.

IMPLEMENTATION DATE Already implemented

RESPONSIBLE PERSON Judith Parilla, Accounts Receivable Supervisor

Evelyn Rodriguez Cardé, Finance Director
continue
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FINDING REFERENCE NUMBER 2020-006

FEDERAL PROGRAM (CFDA NO. 10.555) NATIONAL SCHOOL LUNCH PROGRAM (NSLP) - CHILD NUTRITION
CLUSTER
(CFDA NO. 10.559) SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SUMMER FOOD
SERVICE PROGRAM) (SFSP)
U.S. DEPARTMENT OF AGRICULTURE

AWARD NUMBER 202020N109941 (07/20/2019 — 06/30/2020)

COMPLIANCE REQUIREMENT ELIGIBILITY

TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT Program regulations establishes the subrecipient eligibility at Title 7: Agriculture Part 210 —

National School Lunch Program Subpart C—Requirements for School Food Authority Participation
Subpart C—Requirements for School Food Authority Participation — §210.9 Agreement with State
agency — (b) Agreement. Each school food authority approved to participate in the program shall
enter into a written agreement with the State agency that may be amended as necessary. The
agreement shall contain a statement to the effect that the “School Food Authority and participating
schools under its jurisdiction, shall comply with all provisions of 7 CFR parts 210 and 245.”

CONDITION As part of our audit procedures, we selected a sample of ten (10) subrecipients files to test internal
controls and compliance with the Subrecipient Eligibility requirement. As a result of our tests, we
noted the following exceptions:

1. For one (1) subrecipient file tested, the Contract (Program Agreement) was not prepared
during the fiscal year (See Finding Reference Number 2020-011). The first contract signed
on September 23, 2020.

2. During the fiscal year under audit from July 1, 2019 to June 30, 2020 a total of $112,953
program funds were disbursed to this subrecipient without a contract/agreement being signed
between the State Agency (PRDE) and the subrecipient.

QUESTIONED COSTS None.

CONTEXT A sample of ten (10) entities was selected for test purposes out of a total subrecipient list of sixty
nine (69) entities that received program funds as subrecipients during the fiscal year.

EFFECT The PRDE does not holds the subrecipient accountable as required by the program regulations
because it lack a formal active agreement/contract during the fiscal year. The subrecipient was not
legally obligated to comply with program requirements as no agreement was in place.

CAUSE The program staff presented various emails and letters regarding the proposal review and
evaluation process and we were able to locate these documents on the subrecipient file. However,
final step to sign the required contract was not completed prior to the disbursements of the fiscal

year under audit.
IDENTIFICATION AS A
REPEAT FINDING Not previously reported.
RECOMMENDATION We recommend that the PRDE follows is own contract / agreement procedures and assured that

program funds are only disbursed to subrecipients with a valid signed contract / agreement.
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FINDING REFERENCE NUMBER 2020-006 - continuation

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION After analyzing and reviewing the previous reports, AESAN agrees with the findings. Since August
8, 2021, we have taken administrative measures and assigned the personnel to accomplish the
compliance requirements, and do not let a similar situation ever happen again. To provide context
on this process, it goes as follows.

1. Sponsor File and Participation Request is analyzed by NSLP / SFSP personnel.

2. The AESAN Legal Advisor will review Sponsor Participation File and submit a formal opinion,
regarding sponsor participation and recommendation for either AESAN Director signatures or
submit findings with the proper corrective actions.

3. If the application file has all requirements, the Agreement will go for the AESAN Director
signature.

4.  Once property signed, the documents will be saved on a ONE-DRIVE file.

As of September 21, 2021, an official memorandum from AESAN Director was submitted to the
AESAN Management personnel, that are directly responsible for the reimbursement of funds to
Sponsor. The memorandum stated a brief of the finding, the internal process to follow and was
follow by a meeting with the personnel.

IMPLEMENTATION DATE October 1, 2021

RESPONSIBLE PERSON Carmen Vega, (SFSP Coordinator)
Mildred Carrasquillo, (NSLP Coordinator)
Lcdo. Jezer Mulero (Legal Advisor)
Lourdes Garcia Santiago (AESAN Director)
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FINDING REFERENCE NUMBER 2020-007

FEDERAL PROGRAM (CFDA 84.027) SPECIAL EDUCATION CLUSTER (IDEA, PART B) CLUSTER
(CFDA 84.173) SPECIAL EDUCATION - PRESCHOOL GRANTS (IDEA PRESCHOOL)
U.S. DEPARTMENT OF EDUCATION

AWARD NUMBER H027A170003 (07/01/2017 - 09/30/2018); HO027A180003 (07/01/2018 - 09/30/2019);
H027A190003 (07/01/2019 - 09/30/2020); H173A170003 (07/01/2017 - 09/30/2018);
H173A180003 (07/01/2018 - 09/30/2019); H173A190003 (07/01/2019 - 09/30/2020)

COMPLIANCE REQUIREMENT EQUIPMENT AND REAL PROPERTY MANAGEMENT

TYPE OF FINDING SIGNIFICANT DEFICIENCY
CRITERIA OR SPECIFIC
REQUIREMENT 2 CFR section 200.313, establishes that procedures for managing equipment (including

replacement equipment), whether acquired in whole or in part under a Federal award, until
disposition takes place will, as a minimum, meet the following requirements: (1) Property records
must be maintained that include a description of the property, a serial number or other identification
number, the source of funding for the property (including the FAIN), who holds title, the acquisition
date, and cost of the property, percentage of Federal participation in the project costs for the
Federal award under which the property was acquired, the location, use and condition of the
property, and any ultimate disposition data including the date of disposal and sale price of the
property. (2) A physical inventory of the property must be taken and the results reconciled with the
property records at least once every two years.

CONDITION As part of our procedures on equipment requirements, we request an inventory of equipment from
the PRDE as of June 30, 2020. The inventory detail submitted does not present any disposition of
assets, nor are there any assets identified that have been affected by the earthquakes that have
occurred between December 2019 and January 2020, which damaged school structures. In
addition, the evidence submitted as the inventory taking is an Excel sheet that presents total
columns of equipment in the system, equipment not located, equipment added, change in
custodian, and equipment added manually. This Excel sheet does not indicate the inventory taking
date or the person who validates the inventory taking.

QUESTIONED COSTS Undetermined.

CONTEXT The document provided as evidence of the inventory taking reflects a total of 1,605,708 equipment
in the system, of which 1,000,536 were not located. However, a test of equipment identified in the
inventory detail sheet as acquired with IDEA funds was performed, and of the sample of seventeen
(17) items, sixteen (16) were observed, and one (1) could not be evaluated due to being in one of
the schools closed due to earthquake damage. This item, which could not be evaluated, was
identified as active in the PRDE equipment detail.

EFFECT It was not possible to validate that the PRDE complies with the requirements established by the
Federal regulation related to the maintenance of records of equipment acquired with Federal funds.
In addition, the evidence provided on taking inventory shows inconsistencies between the PRDE
records and the physical inventory.

CAUSE Due to various natural events that have occurred, the PRDE has not been able to work with the
inventory and update it.

IDENTIFICATION AS A
REPEAT FINDING Not previously reported.
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FINDING REFERENCE NUMBER 2020-007 - continuation

RECOMMENDATION We recommend that the PRDE carry out an inventory and reconcile it with the records maintained
by the PRDE. In addition, all the items that are in the schools that were affected by the earthquakes
should be identified in the equipment detail, so that they do not appear as being in use or active.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION The report supplied is a summary of the inventories by location. However, in the PRDE financial
system there is a certification by each school director which indicates the name and date on which
each inventory was approved.

As a result of COVID-19 pandemic, PRDE faced delays in the auction process to be able to carry
out its corresponding inventory. However, PRDE carried out a Formal Auction SF (OC) 2020-007
for the purchase of materials, equipment, and services for PRDE's physical inventory. What is
intended is to replace the labels with more resistant ones and validate the assets in each location.
The equipment and materials have not yet arrived at the PRDE due to the challenge of the auction
and the COVID-19 pandemic. Once we receive the materials and equipment and we are trained,
we will proceed to produce the new labels and begin the task of substitution and validation of
assets in all the PRDE locations. We expect to receive materials, equipment and the corresponding
training during the following months in order to execute the physical inventory.

IMPLEMENTATION DATE Subject to the receipt of material and equipment.

RESPONSIBLE PERSON Nilda Z. Morales Vazquez, Property Director
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FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA OR SPECIFIC
REQUIREMENT

CONDITION

QUESTIONED COSTS
CONTEXT

EFFECT

CAUSE

IDENTIFICATION AS A
REPEAT FINDING

RECOMMENDATION

VIEWS OF RESPONSIBLE
OFFICIALS AND PLANNED
CORRECTIVE ACTION

2020-008

(CFDA 84.002) ADULT EDUCATION - BASIC GRANTS TO STATES
U.S. DEPARTMENT OF EDUCATION

V002A190053 (07/01/2019 - 09/30/2021)

MATCHING, LEVEL OF EFFORT, EARMARKING

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY

A state eligible agency may receive funds for any fiscal year if the US Department of Education
finds that the fiscal effort per student or the aggregate expenditures of such eligible agency for
adult education and literacy activities, in the second preceding fiscal year, was not less than 90
percent of the fiscal effort per student or the aggregate expenditures of the state eligible agency
for adult education and literacy activities, in the third preceding fiscal year (29 USC 3331(b)).

During our audits test of the Maintenance of effort reports, we noted that the aggregate
expenditures for FY 2017 were 82% of the total aggregate expenditures of FY 2016. Therefore,
the percent is below the 90% compliance requirement for the Maintenance of Effort for FY 2019.

None.
This is a new finding and represents a systematic problem per our evaluation.

The PRDE could receive a decrease of funds if the percent is not met. This decrease of funds can
be issued because the PRDE is not presenting the same needs funds from previous fiscal years
to the current fiscal year.

The PRDE failed to comply with the percent requirement to receive funds for FY 2019 (July 2019-
Sept 2020). A better assessment must be made before the renovation and/or petition of funds for
every new fiscal year.

Not previously reported.

We recommend that a formal finance and fiscal staff be assigned to the Adult Education State
Grant program specifically. The PRDE have fiscal officers assigned to multiple federal programs
and sensitive financial information can be missed for certain requirements.

PRDE understands the importance of complying with the MOE requirement. At the same time,
PRDE has been facing many challenges due to the country’s fiscal crisis and establishment of a
Fiscal Oversight and Management Board, state funds allocation reductions, enroliment decline and
other unforeseen events, completely outside the Agency’s control. As such, PRDE is currently
working with the USDE in the re-calculation of the 2018-2019 and 2019-2020 MOE reports
submitted to the USDE applying different methodologies and ensuring that PRDE is utilizing all the
state fiscal sources that are allowable to be applied for the said calculation. PRDE is committed
with the technical assistance sessions and communications with the USDE, seeking to clarify
information and ultimately, resolve this matter.
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IMPLEMENTATION DATE In process

RESPONSIBLE PERSON Elsa Paz, Federal Coordinator
Yarilis Santiago Ramos, Director of Alternative Education
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FINDING REFERENCE NUMBER 2020-009

FEDERAL PROGRAM (CFDA 45.310) GRANTS TO STATES
NATIONAL ENDOWMENT OF THE HUMANITIES

AWARD NUMBER LS-00-17-0054-17 (10/01/2016 — 09/30/2019); LS-00-18-0054-18 (10/01/2017 - 09/30/2019);
LS-00-19-0054-19 (10/01/2018 — 09/30/2020)

COMPLIANCE REQUIREMENT MATCHING, LEVEL OF EFFORT, EARMARKING

TYPE OF FINDING NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY
CRITERIA OR SPECIFIC
REQUIREMENT Program regulations at 20 U.S.C. § 9133(c)(1)(A)(i) establish a Maintenance of Effort requirement

for the Grant to State program. Under a maintenance of effort provision, a State is required, as a
condition of eligibility for Federal funding, to maintain its financial contribution to the program at not
less than the amount of its contribution for some prior time period. IMLS'’s legislation provides as
follows: The amount otherwise payable to a State for a fiscal year pursuant to an allotment under
this part shall be reduced if the level of State expenditures for the previous fiscal year is less than
the average of the total of such expenditures for the 3 fiscal years preceding that previous fiscal
year.

CONDITION During our audits test of the Maintenance of Effort reports, we noted that the aggregate
expenditures for FY 2020 were $19,309,196; the required expenditure to comply with the
Maintenance of Effort for FY 2020 per the PRDE determination based on program requirements
was $19,649,680. Therefore, the PRDE did not reach the required expenditure level to comply with
the requirement.

QUESTIONED COSTS None.
CONTEXT This is a new finding and represents a systematic problem per our evaluation.
EFFECT The PRDE could receive a decrease of funds if the requirement is not met. This decrease of funds

can be issued because the PRDE is not presenting the same needs of the funds from previous
fiscal years to the current fiscal year.

CAUSE Total expenditures of programs and funds related to library activities and program has experience
decreases on recent fiscal years due to school closing and significant decrease in overall
enroliment levels throughout the public school system on Puerto Rico. Also, recent budget
restrictions due to the Fiscal Oversight Management Board under PROMESA Act has impacted
the funds available for all public services funded by the government general fund, which includes

the PRDE.
IDENTIFICATION AS A
REPEAT FINDING Not previously reported.
RECOMMENDATION We recommend that a formal finance and fiscal staff be assigned to the Grants to States program

specifically. The PRDE have fiscal officers assigned to multiple Federal programs and sensitive
financial information can be missed for certain requirements.
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VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION PRDE understands the importance of complying with the MOE requirement. At the same time,
PRDE has been facing many challenges due to the country’s fiscal crisis and establishment of a
Fiscal Oversight and Management Board, state funds allocation reductions, enroliment decline and
other unforeseen events, completely outside the Agency’s control. PRDE as the State Library
Administrative Agency (SLAA) requested a waiver for the fiscal year grant given that the SLAA
failed to meet the Maintenance of Effort (MOE) requirement for FY 2019. The basis of the request
was that Commonwealth of Puerto Rico has gone through a natural disaster aftermath as well as
a precipitous and unforeseen decline in PRDE financial resources.

On September 12, 2019, the Institute of Museum and Library Services (IMLS) in response to the
waiver, stated that they were not in a position to grant the SLAA a waiver of its statutory MOE
requirements. As a result, the program will be in coordination with IMLS to establish a responsible
action plan in order to attend to this matter in a timely manner.

IMPLEMENTATION DATE In process

RESPONSIBLE PERSON Héctor M. Reillo Cotto, Program Manager
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FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER

COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA OR SPECIFIC
REQUIREMENT

CONDITION

QUESTIONED COSTS
CONTEXT

EFFECT

CAUSE

IDENTIFICATION AS A
REPEAT FINDING

2020-010

(CFDA NO. 84.027) SPECIAL EDUCATION - GRANTS TO STATES (IDEA, PART B) CLUSTER
(CFDA 84.173) SPECIAL EDUCATION - PRESCHOOL GRANTS (IDEA PRESCHOOL)
U.S. DEPARTMENT OF EDUCATION

H027A170003 (07/01/2017 - 09/30/2018); H027A180003 (07/01/2018 - 09/30/2019);
H027A190003 (07/01/2019 - 09/30/2020); H173A170003 (07/01/2017 - 09/30/2018);
H173A180003 (07/01/2018 - 09/30/2019); H173A190003 (07/01/2019 - 09/30/2020).

PROCUREMENT AND SUSPENSION AND DEBARMENT

MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

2 CFR section 200.317, establishes that when procuring property and services under a Federal
award, a state must follow the same policies and procedures it uses for procurements from its non-
Federal funds.

As part of our audit procedures on internal controls and compliance related to procurement of the
IDEA Cluster program, we found the following deficiencies:

1. In the selected sample of disbursements of seventy-six (76) vouchers, the PRDE did not
provide evidence on the procurement process for thirty-seven (37) disbursements. In two (2)
quotation processes submitted, no evidence was found in the file on the "no bid" of the other
bidders who were asked for quote.

2. In the interviews conducted for the procurement process for therapy services and other
related services, we found that, although an adequate procurement process is performed and
scores are awarded in the evaluations, providers that did not meet the required minimum
score are allowed to hold a meeting and be able to resubmit the proposal. This process is
determined by the Director of Monitoring of Evaluations and Related Services, however, the
"Guide for the selection of professional services that are paid for with federal funds"
establishes that the determination to request a "best and final" offer must be requested by the
Evaluation Committee.

3. The PRDE maintains different procurement processes, according to the services or goods to
be acquired. Specifically, for the proposals for therapy services and related services, they
worked under the MIPE program, and this process is not contemplated in the procedure
manuals or guidelines that the PRDE has.

None.

This is a systemic deficiency.

PRDE's procurement processes do not provide transparency and fairness when conducting and
awarding procurement. These deficiencies do not meet the federal requirements to provide control
mechanisms to avoid waste, fraud and abuse in the administration of federal funds.

The PRDE maintains several areas to carry out the procurement processes, and they are not

necessarily governed by the current regulations of the PRDE.

This is a repeat finding (Finding Reference Number 2019-009).
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FINDING REFERENCE NUMBER 2020-010 - continuation

RECOMMENDATION We recommend that the PRDE establish updated regulations that address the different realities of
the department. In addition, we recommend that recurring purchases can be projected to maximize
procurement processes, and avoid splitting purchases, which are more expensive for the PRDE.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Regarding to condition number one (1), PRDE properly performed the procurement process for
the (37) disbursement selected. However, the documentation was kept in an off-site facility where
they are currently in the search of the files and it is expected to have them available to be delivered.
The program will continue to enforce the policies and procedures in order to provide the information
in a more efficient and faster way.

On the other hand, concerning conditions number two (2) and three (3), this process does not
represent a competitive process, it represents a service provider selection what seeks to obtain
the largest number of providers in order to meet the high demand of services, which currently
exceeds supply. These providers are selected as long they comply with the federal and state
requirements for these purposes. In effect, at this moment the procedures established does not
take into consideration any exceptions when a supplier does not meet the minimum requirements,
as long as they are rectifiable matters. We will be reviewing current procedures in order to stipulate
rectifiable exceptions during the process and which are not. Also, the review will take into
consideration processes performed in systems such as MIPE program.

It is important to accentuate that PRDE's emphasis is to have the required resources to provide
the services to these students. These opportunities have given scope to obtain a greater number
of resources, which later, when contracted, have executed the services with the same or greater
performance.

IMPLEMENTATION DATE Current fiscal year.

RESPONSIBLE PERSON Enid Diaz, Director of Administration
Jessica Diaz, Acting Associate Secretary
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FINDING REFERENCE NUMBER 2020-011

FEDERAL PROGRAM (CFDA NO. 10.555) NATIONAL SCHOOL LUNCH PROGRAM (NSLP) - CHILD NUTRITION
CLUSTER
(CFDA NO. 10.559) SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SUMMER FOOD
SERVICE PROGRAM) (SFSP)

U.S. DEPARTMENT OF AGRICULTURE
AWARD NUMBER 202020N109941 (07/20/2019 — 06/30/2021); 201919N109941 (07/20/2018 - 06/30/2020)

COMPLIANCE REQUIREMENT PROCUREMENT AND SUSPENSION AND DEBARMENT

TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT In accordance with 2 CFR § 200.214 — Suspension and debarment: Non-federal entities are

prohibited from contracting with or making subawards under covered transactions to parties that
are suspended or debarred. “Covered transactions” include contracts for goods and services
awarded under a non-procurement transaction (e.g., grant or cooperative agreement) that are
expected to equal or exceed $25,000 or meet certain other criteria as specified in 2 CFR section
180.220. All non-procurement transactions entered into by a pass-through entity (i.e., subawards
to subrecipients), irrespective of award amount, are considered covered transactions. When
entering into a covered transaction with another entity at the next lower tier, the grantee must verify
that the person with whom you intend to do business is not excluded or disqualified. This can be
accomplished by: (a) Checking SAM Exclusions; or (b) Collecting a certification from that person;
or (c) Adding a clause or condition to the covered transaction with that person.

CONDITION As part of our audit procedures, we selected a sample of ten (10) subrecipients files to test internal
controls and compliance with the Suspension and Debarment requirement. We review the
proposals, contracts and related awards documents kept by the PRDE for each subrecipient on its
file. As a result of our tests, we noted the following exceptions:

1. For one (1) subrecipient file tested, the Contract (Program Agreement) was not prepared
during the fiscal year (See Finding Reference Number 2020-006). The first contract signed
on September 23, 2020.

2. For the other nine (9) subrecipient files tests and the one (1) detailed above, there was no
information included on the file related to the SAM verification regarding the suspension and
debarment of the subrecipient. Also, there was not on file any certification from the
subrecipient regarding the requirement and the contracts (Program Agreements) did not
include any contract clause regarding the requirement of the subrecipients and its
management to not be suspended or debarred as required by the Federal regulations.

QUESTIONED COSTS None.

CONTEXT A sample of ten (10) entities was selected for test purposes out of a total subrecipient list of sixty
nine (69) entities that received program funds as subrecipients during the fiscal year.

EFFECT The PRDE does not maintain an internal control process that provides reasonable assurance of
complying with the requirement and subawards can be made to suspended or debarred individuals
that results in questioned costs or loss of Federal funds.

CAUSE The program management was not aware of the compliance requirement as it apply to the
programs of the cluster.
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FINDING REFERENCE NUMBER
IDENTIFICATION AS A
REPEAT FINDING

RECOMMENDATION

VIEWS OF RESPONSIBLE
OFFICIALS AND PLANNED
CORRECTIVE ACTION

2020-011 - continuation

Not previously reported.

We recommend that the PRDE established a formal procedures to verify each subrecipient status
on SAM prior to evaluation their proposals for participation on the program. Also, to include the
required contract clause regarding the suspension and debarment requirement on the
contracts/program agreement. The action has been taking place for the new contracts (FY 2021-
2022) as a result of a technical assistance visits received from the Federal grantor representatives
subsequent to the fiscal year under audit.

After analyzing and reviewing the previous reports, AESAN agrees with the findings. Since August
8, 2021, we have taken administrative measures and assigned the personnel to accomplish the
compliance requirements. For both the NATIONAL SCHOOL LUNCH PROGRAM (NSLP)
SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SUMMER FOOD SERVICE PROGAM(
(SFSP) and the request regarding Debarment and Suspension. As a result of a separate finding
made by the Federal Government in July 2021, the USDA-FNS gave us three different options to
ensure that awarded contractors certify that they are not debarred, suspended, or otherwise
disqualified from receiving Federal grant funds. These options included:

- Include a provision in the request of participation and contract, in wish the Sponsor or
contractor would certifies with their signature, they are not debarred, suspended or otherwise
excluded from contracting with Federal grantees.

- Include a certification with the language of debarment and suspension for the Sponsors or
contractors to sign.

- Verify the sponsor or contractor in the SMA side at GSA.

In compliance with the above, the AESAN amend and included in its Compliance Agreement
between AESAN and Sponsors for the NSLP and the SFSP, a Clause with the following language:

“DESCALIFICACION Y SUSPENSION: Al firmar el contrato, el auspiciador certifica que
no estan inhabilitados, suspendidos o descalificados de alguna manera para recibir fondos
federales. Todos los contratistas estaradn sujetos a las regulaciones aplicables a
descalificacion y suspension de acuerdo con las restricciones contenidas en la seccion 2
CFR parte 180 del Codigo de Regulacién Federal, las cuales seran atenuadas a las leyes
aplicables a Puerto Rico de la siguiente manera:

Certificacién de No Conviccién por Delitos: De conformidad con las disposiciones de la
Ley 2-2018 y la Carta Circular Numero 2009-01 del 9 de marzo de 2009 del Departamento
de Justicia, el Auspiciador certifica y garantiza que al momento de suscribirse este
Contrato ni él/ella, ni, en caso de corporaciones u otras entidades juridicas, los oficiales,
principales empleados, accionistas, miembros, o integrantes de la Junta de Directores de
la corporacién o entidad, ni sus afiliadas o subsidiarias o entidad matriz han sido convicto,
se ha encontrado causa para arresto, o se ha declarado culpable de cualquier delito contra
el erario, la fe o la funcién publica, contra el ejercicio gubernamental o que involucre fondos
o propiedad publica en el &mbito federal o estatal u otra jurisdiccion extranjera.
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FINDING REFERENCE NUMBER 2020-011 - continuation

El Auspiciador reconoce su deber de informar de manera continua, durante la vigencia del
Contrato, cualquier hecho que se relacione con la conduccién de cualquier investigacion
por la comision de un delito contra el erario, la fe o la funcion publica; contra el ejercicio
gubernamental, que involucre fondos o propiedad publica en el ambito federal o estatal.
Esta obligacion debera ser de naturaleza continua durante todas las etapas de la
contratacion y ejecucion del Contrato. Este Contrato sera resuelto por el Departamento en
caso de que contra el Auspiciador se determine causa probable para el arresto por la
comision de algun delito contra el erario, la fe o la funcion publica; contra el ejercicio
gubernamental; o que involucre fondos o propiedad publica, en el ambito federal o estatal.”

The NSLP and the SFSP had begun the process of notifying their sponsors of the new
Agreement clause, and the process of signature of this agreement. As of September 23, 2021:
the SFSP already notified and received the signed new agreements of 11 out of 14 of their
sponsors. For the NSLP 6 our 35 had signed the new agreement. To provide context on this
process, it goes as follows:

1. New Agreement is sent to sponsor for signature. All sponsors should submit the document
with proper signatures.

2. Failure of first stem, AESAN personnel will follow up with sponsor.

3. AESAN accountant will verify with SAM, any sponsor suspension or debarment of federal
programs.

4. If the sponsor has a finding in SAM, AESAN Legal Advisor will review the case and submit
a formal opinion, regarding sponsor participation.

5. If the application has all requirements, the Agreement will go for the AESAN Director
signature.

6.  Once properly signed, the documents will be saved on a ONE-DRIVE File.

IMPLEMENTATION DATE October 1, 2021
RESPONSIBLE PERSON Carmen Vega, (SFSP Coordinator)

Mildred Carrasquillo, (NSLP Coordinator)
Lourdes Garcia Santiago (AESAN Director)
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FINDING REFERENCE NUMBER 2020-012

FEDERAL PROGRAM (CFDA 97.036) DISASTER GRANTS - PUBLIC ASSISTANCE (PRESIDENTIALLY DECLARED
DISASTERS)
U.S. DEPARTMENT OF HOMELAND SECURITY

AWARD NUMBER PA-02-PR-4339-PW-00526 (09/20/2017 - 03/20/2019); PA-02-PR-4339-PW-00174 (09/20/2017
- 03/20/2019)

COMPLIANCE REQUIREMENT REPORTING

TYPE OF FINDING MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT Uniform Guidance requirements at §200.302 Financial Management requires that the state’s and

the other non-Federal entity’s financial management systems, including records documenting
compliance with Federal statutes, regulations, and the terms and conditions of the Federal award,
must be sufficient to permit the preparation of reports required by general and program-specific
terms and conditions; and the tracing of funds to a level of expenditures adequate to establish that
such funds have been used according to the Federal statutes, regulations, and the terms and
conditions of the Federal award.

As subrecipient for the program funds, PRDE was required to submit quarterly performance and
financial reports (Quarterly Performance Report) for all Projects approved by FEMA and the pass-
through entity. The PRDE establish the accounting system (SIFDE) as it's official accounting
system for both state and Federal funds.

CONDITION As part of our audit procedures, we selected a sample of program reports submitted for the quarters
of March 2020 and June 2020. To test compliance and internal controls for the reporting process,
we requested the source documentation and financial records used for the preparation of the
required reports. As a result of our tests, we noted the following:

1. The PRDE rely on Microsoft's Excel spreadsheets to account for program expenditures and
receipts for the report preparation. No formal procedures were in place to reconcile the
information on the program reports and Excel files with the official financial records (SIFDE).

2. The PRDE did not recognize under the program accounting codes on SIFDE all transactions
reported and approved by the pass-through entity. During the audit, additional procedures
and reports were needed to provide sufficient audit evidence related to the correct
expenditures charge to the program and reported on the financial reports.

3. The Excel spreadsheets used by the PRDE were developed and maintain by third-parties
(consultants) and the information was not kept by program or financial staff of the PRDE.

QUESTIONED COSTS None.
CONTEXT A sample of six (6) reports were including on our tests.
EFFECT The PRDE has not kept proper accounting of the program activities on its accounting system as

required by Federal regulations during the fiscal year under audit.

CAUSE The PRDE did not centralize the management and operation of the program at a appropriated level
of management. As a result program activities were managed by different operational units within
the PRDE and program staff was not trained on the program reporting requirements and adequate
accounting of program funds/activities.
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IDENTIFICATION AS A

REPEAT FINDING Not previously reported.

RECOMMENDATION We recommend that the PRDE establishes a division within its Federal Program Office to manage
the program awards. Also, adequate training on Federal program compliance requirements and
reporting should be provided to the program staff. Also, a formal process must be established for
reconciling the official accounting record (SIFDE) with the Federal program reports.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Since 2020, PRDE requested to Office of Management and Budget, additional headcount for the
Infrastructure and Reconstruction Office (IRO) to ensure that all FEMA PA activities are performed
according to requirements. We are in the approval process for such positions. Prior the audit, a
reconciliation was performed between Disaster Recovery System (DRS) and SIFDE and
reconciling items were identified. Related documentation was provided to the auditors and no
unallowable activities were identified.

New processes will be established to periodic reconcile both systems and corresponding
reconciling items will be followed up to ensure that accurate records exist.

IMPLEMENTATION DATE September 27, 2021

RESPONSIBLE PERSON Enrique Questell Pereira — Infrastructure and Reconstruction Director
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SE

CTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA OR SPECIFIC
REQUIREMENT

CONDITION

PROGRAMS

2020-013

ALL FEDERAL PROGRAMS ON THE SCHEDULE OF EXPENDITURES OF FEDERAL
AWARDS

ALL AWARDS
REPORTING

SIGNIFICANT DEFICIENCY

2 CFR §200.510 Financial Statements, (b) states that the auditee must prepare a schedule of
expenditures of federal awards for the period covered by the auditee's financial statements which
must include the total Federal awards expended. At a minimum, the schedule must: (1) list
individual Federal Programs by Federal agency, (2) for Federal awards received as a subrecipient,
the name of the pass-through entity and identifying number assigned by the pass-through entity
must be included, (3) provide total Federal awards expended for each individual Federal program
and the CFDA number or other identifying number when the CFDA information is not available, (4)
Include the total amount provided to subrecipients from each Federal program, (5) for loan or loan
guarantee programs identify in the notes to the schedule the balances outstanding at the end of
the audit period. Also the Compliance Supplement identifies that: "Transfers of Federal awards to
another component of the same auditee under 2 CFR part 200, subpart F, do not constitute a
subrecipient or contractor relationship".

During our audit procedures of the Schedule of Expenditures of Federal Awards (SEFA) prepared
by the PRDE we identified material misstatements related to the programs reported in the schedule
that cause changes to the initial determination of type A programs and the mayor program
determination. Adjustments made to misclassified expenditures resulted on an additional program
being determined as a major program after the necessary adjustments were posted by the PRDE.

Also, we noted that the PRDE does not correctly accounts for funds pass-through subrecipients
on the SEFA. Certain transfers from one operating unit of the PRDE to other operating units/office
within the PRDE are included on the SEFA as funds pass-through to subrecipients. Also, funds
used by certain operating units of the PRDE (schools) are included on the totals of the pass-
through transfer column of the SEFA. Differences noted are as follows:

Initial Amount Correct Final Reported
CFDA Reported on Amount for Amount on
Number the SEFA the SEFA the SEFA Differences

Incorrect Amount Pass-Through Subrecipients:

Grants to States

45.310 S 668,256 S 217,565 S 217,565 S

Twenty-First Century Community Learnibng

Centers 84.287 12,142,232 13,041,239 13,041,239

Adult Education - State Grant Program 84.002 2,013,996 1,771,110 1,771,110 -
National School Lunch Program 10.555 79,801,799 4,243,603 79,801,799 (75,558,196)
Child and Adult Care Food Program 10.558 15,604,679 15,604,679 15,604,679 -
Summer Food Service Program for Children 10.559 10,640,295 4,416,166 10,640,295 (6,224,129)
Fresh and Fruit Vegetables Program 10.582 165,877 16,532 165,877 (149,345)
Schools Meals Equipment 10.579 190,092 190,092 190,092 -
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Initial Amount Correct Final Reported

CFDA Reported on Amount for Amount on
PROGRAMS Number the SEFA the SEFA the SEFA Differences

Incorrect Amount:
Child Nutrition Cluster - Commodities 10.555 9,864,251 9,974,150 9,974,150
Misclassified Program:
Grants for State Assessments and Related
Activities 84.369 1,718,462 5,722,536 5,722,536
Improving Teacher Quality State Grants 84.367 69,235,515 65,231,441 65,231,441

QUESTIONED COSTS
CONTEXT

EFFECT

CAUSE

IDENTIFICATION AS A
REPEAT FINDING

RECOMMENDATION

None.
This deficiency is a systemic problem not previously reported on the prior years’ Single Audits.

The PRDE may fail to include all Federal programs and total expenditures in the SEFA causing
misstatements in the schedule, errors in the determination if a Single Audit is required to the PRDE
and could cause an incorrect Major Program Determination performed by the auditor, resulting
most likely in the exclusion of a Major Program for audit purpose.

The PRDE failed to identify the correct Federal grants expenditures transactions incurred during
the fiscal year and to keep records of the transactions related to the Federal programs in order to
properly identify the Federal programs and transactions when the SEFA is prepared causing the
preparation of an incomplete and misstated SEFA. Specifically an adjustment within Federal
programs was incorrectly posted on the PRDE's accounting records that cause a material
misstatement for a major program. Regarding the pass-through to subrecipient amounts, there is
alack of consistency on the expenditure account use for the recording of payments to subrecipients
entities within the different programs administer by the PRDE. This lack of consistency causes the
need for several adjustments to the SEFA amounts related to subrecipients. Also, the PRDE
includes on the SEFA amounts of funds Federal awards transfers from one operating office of the
PRDE to another office within the PRDE.

Not previously reported.

We recommend the PRDE to maintain adequate records related to the Federal programs in order
to properly identify the Federal programs/transactions when the SEFA is prepared. The PRDE
must perform a regular fiscal monitoring over the Federal programs transactions in order to provide
reasonable assurance that all Federal programs/transactions are properly recorded and included
in the SEFA. In addition, the PRDE must establish a formal instruction to uniform the expenditure
account use to record the transfers to subrecipient entities on its' general ledger and for SEFA
preparation purposes.
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VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION The Department of Education (PRDE) has always been committed to disclose and present the
financial information accurately and in compliance with local and federal regulations. However,
during the current fiscal year there was a case where a disbursement was classified in a federal
program that did not correspond to it. This human error, occurred because during the preparation
of the financial database, the PRDE utilized a query to prepare such database that did not
automatically bring the CFDA number directly from the financial system. However, the PRDE
immediately created a query that in an automatic way directly reads that information from the grants
module, avoiding the manual processes carried out during this fiscal year to ascertain the financial
information to be reported. With this corrective action, this situation will not occur subsequently.

Regarding the matter of subrecipient amounts, PRDE understands the responsibility related to
perform adequately as a pass-through entity because the Agency receives different grants that
operate in this manner. In such programs, sub-awards are authorized to entities and, accordingly,
payments are made to subrecipients.

Pertain to this topic, PRDE report subrecipient disbursements based on federal program
understanding. Each federal program has its peculiarities in terms of type of entities that participate
as subrecipients, payments, reports and account numbers, among other factors. Therefore, we
understand that standardizing this type of transaction in a single process is not feasible.

However, PRDE will ensure to obtain a certification from each federal program containing the
specific financial criteria that is used in the financial system to identify such transactions during the
preparation of the Schedule of Expenditures of Federal Awards every year, to ensure PRDE
presents them as the subrecipients amounts.

IMPLEMENTATION DATE September 22, 2021

RESPONSIBLE PERSON Evelyn Rodriguez Cardé, Finance Director
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FINDING REFERENCE NUMBER 2020-014

FEDERAL PROGRAM (CFDA NO. 84.007) FEDERAL SUPPLEMENTAL EDUCATIONAL OPPORTUNITY GRANTS
(FSEOG) (STUDENT FINANCIAL ASSISTANCE CLUSTER
(CFDA NO. 84.033) FEDERAL WORK-STUDY PROGRAM (FWS)
(CFDA NO. 84.063) FEDERAL PELL GRANT PROGRAM (PELL)
U.S. DEPARTMENT OF EDUCATION

AWARD NUMBER PPA OPE ID: 02241900 (03/19/2019 - 12/31/2021)

COMPLIANCE REQUIREMENT SPECIAL TEST AND PROVISIONS — DISBURSEMENT TO OR ON BEHALF OF STUDENTS

TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT Per 34 CFR 668.164 (a), a disbursement of title IV, HEA program funds occurs on the date that

the institution credits the student's ledger account or pays the student or parent directly with (i)
Funds received from the Secretary; or (ii) Institutional funds used in advance of receiving title IV,
HEA program fund.

Per 34 CFR 668.16 the Secretary considers an institution to have that administrative capability if
the institution: (a) administers the Title IV, HEA programs in accordance with all statutory provisions
of or applicable to Title IV of the HEA, all applicable regulatory provisions prescribed under that
statutory authority, and all applicable special arrangements, agreements, and limitations entered
into under the authority of statutes applicable to Title IV of the HEA; (c)(1) administers Title 1V,
HEA programs with adequate checks and balances in its system of internal controls; (d)(1)
establishes and maintains records required under this part and the individual Title IV, HEA program
regulations.

Per 34 CFR 668.24 (c)(1) the records that an institution must maintain in order to comply with the
provisions of this section include but are not limited to: (iv) Documentation relating to each student's
or parent borrower's receipt of title 1V, HEA program funds, including but not limited to
documentation of — (A) The amount of the grant, loan, or FWS award; its payment period; its loan
period, if appropriate; and the calculations used to determine the amount of the grant, loan, or FWS
award; (B) The date and amount of each disbursement or delivery of grant or loan funds, and the
date and amount of each payment of FWS wages; (C) The amount, date, and basis of the
institution's calculation of any refunds or overpayments due to or on behalf of the student, or the
treatment of title IV, HEA program funds when a student withdraws; and (D) The payment of any
overpayment or the return of any title IV, HEA program funds to the title IV, HEA program fund, a
lender, or the Secretary, as appropriate.

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 (1) fourteen (14) days after the balance
occurred | 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.

According to the 34 CFR 675.16 the student's wages are earned when the work is performed. The
institution shall ensure that the student is paid at least once per month. The federal share must be
paid by check or similar instrument the student can cash on his or her endorsement, or as
authorized by the student, by crediting FWS funds to a student's account or by EFT to a bank
account designated by the student. The institution may only credit the account for tuition, fees,
institutional room and board, and other institution-provided goods and services.

continue

95



COMMONWEALTH OF PUERTO RicO

PUERTO RicO DEPARTMENT OF EDUCATION SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(AN EXECUTIVE AGENCY OF THE COMMONWEALTH OF PUERTO RICO) FOR THE FISCAL YEAR ENDED JUNE 30, 2020

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER 2020-014 - continuation

CONDITION The following deficiencies were found:

1. The PRDE incorrectly documented the Cost of Attendance (COA) amounting to $4,190 for
three (3) students in the student's files. The correct COA used to determine the student award
amount was greater than the COA documented, and this misled the auditor recalculation of
the Pell Award.

2. During the performance the special test and provision disbursement to or on behalf of student,
we selected a sample of sixty-five (65) students and examined evidence of payments
disbursed to student. While reviewing the disbursements evidence we noted the following:

a. Forone (1) student, we noted that it was included in the SEOG Awards Student List for
the 2nd Semester 2019-2020, when there was a determination by the PRDE to does not
issue a SEOG payment in favor of such student.

b.  For twenty-three (23) students, we noted that PRDE issue PELL payments for a total
amount of $50,156 after 14 days of the occurrence of the credit balance on the student
account.

c. Foreleven (11) students, we noted that PRDE issue SEOG payments for a total amount
of $1,411 after 14 days of the occurrence of the credit balance on the student account.

d. We found ten (10) payments issued after more than a month for nine (9) student's wages
earned when the work was performed.

QUESTIONED COSTS None.

CONTEXT This represents a systematic problem per our evaluation. The PRDE should assure that all
students that were included in the SEOG Awards Student List 2020, are eligible participants for
this award and received the SEOG Awards payments during the fiscal year 2020.

EFFECT The PRDE prepares an unreliable SEOG Awards Student List that was deliver to the auditor,
representing such Population with a doubtful completeness.

Provisional Certification:

The PRDE could remain in the restricted provisional basis (Provisional Certification) stated in
Program Participation Agreement (PPA). This provisional certification is granted for a limited period
to permit the Institution to participate in the Title IV, HEA programs referenced in this agreement.
During the period of provisional certification, the participation of the Institution will be subject to
revocation for cause.

Reasons and Special Conditions of Provisional Certification — Deficiencies in Administrative
Capability

Recent audits and/or a recent program review of the institution's performance of its responsibilities
as a participant in the Title IV, HEA programs have disclosed serious, repeated or systemic
deficiencies that directly relate to the regulatory elements identified in 34 CFR 668.16. These
regulatory elements are essential to an acceptable level of administrative capability. Accordingly,
the institution's participation in the Title IV, HEA programs will be restricted to a provisional basis.
Upon the expiration of the PPA, return to a non-provisional basis will occur only when the institution
is able to demonstrate that its level of administrative capability is commensurate with the standards
established in the referenced regulation.

(Refer to PPA. OPE ID: 02241900, Provisional Certification)
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FINDING REFERENCE NUMBER 2020-014 - continuation

CAUSE The PRDE failed to review the documentation related to the calculation of the COA performed by
the personnel in charge. The PRDE failed to maintain updated the list of the student eligible for
SEOG awards 2020 with the SEOG payments issued to student during the fiscal year 2020. In
addition, the PRDE failed to appropriate monitoring the elapsing time between the student credited
balance by the institution and the deadline for the appropriate time of issuance the student payment
for PELL, SEOG and FWS.

IDENTIFICATION AS A

REPEAT FINDING For Condition one (1) is not previously reported. For Condition two (2), this is a repeat finding
(Finding Reference Numbers 2019-012 and 2019-013).

RECOMMENDATION We recommend to Management establish an aggressive review and formal monitoring of the
internal controls established for the preparation of the accurate SFA reports, procedures related to
the COA determination, and the PELL and SEOG payments issued on time.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION Management Response for Finding 2020-014-1

Management concurs with the auditors finding however this was previously mentioned and
responded to as Finding 2020-003-8.

Management Response for Finding 2020-014-2a

Management does not concur with the auditors finding. It must also be pointed out that PRDE has
acquired a new system (Orbound), that will fully automate PRDE processes. The system is fully
computerized, so all the documentation will be automatically created and, in this way, avoiding
manual processes.

Auditor Comment on Management Response for Finding Reference No. 2020-014 - 2. a.

As stated in CONDITION 1. for one (1) student, we noted that it was included in the SEOG Awards
Student List for the 2nd Semester 2019-2020, when there was a determination by the PRDE to
does not issue a SEOG payment in favor of such student. This information was presented to the
person in charge, Kelvin Pagan La Luz and he informed by email on September 24, 2024: “The
SEOG Awards Student List that was reviewed was a preliminary list and the official list never
included the student in question. Also in the students’ packaging the SEOG award it was not
reflected.” That information never was presented to our Auditors and constitute a scope limitation
in our procedures. The Finding was prevailed and correspond to the US Department of Education
the final determination.

Management Response for Finding 2020-014-2b

Managements concur with the finding. It must be pointed out that at the time of this period audit;
PRDE was transitioning from issuing checks to the students to Direct Deposit. These students,
referenced in the audit, did not complete the required documentation for the direct deposit at that
time. Presently once a student’s enrolls this direct deposit documentation is part of the enrollment
process.
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Management Response for Finding 2020-014-2¢

Managements concur with the finding. It must be pointed out that at the time of this period audit;
PRDE was transitioning from issuing checks to the students to Direct Deposit. These students
referenced in the audit did not complete the required documentation for the direct deposit at that
time. Presently once a student’s enrolls this direct deposit documentation is part of the enroliment
process.

Management Response for Finding 2020-014-2d

Managements concur with the finding. This issue was caused because of the irregular work
schedule of the PRDE staff due to the COVID-19 protocols instituted by the government of Puerto
Rico. It must also be pointed out that these students also do not participate in the direct deposit.

IMPLEMENTATION DATE Already Implemented

RESPONSIBLE PERSON Kelvin Pagan La Luz, Director of Technical Education Division
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FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT

TYPE OF FINDING

CRITERIA OR SPECIFIC
REQUIREMENT

CONDITION

QUESTIONED COSTS
CONTEXT

EFFECT

2020-015

(CFDA 84.287) TWENTY-FIRST CENTURY COMMUNITY LEARNING CENTERS
U.S. DEPARTMENT OF EDUCATION

$287C170039 (07/01/2017 - 09/30/2021), S287C180039 (07/01/2018 — 09/30/2021)
SUBRECIPIENT MONITORING

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY

Section 200.331, Requirements for Pass-through Entities of the Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards and the OMB
Compliance Supplement requires pass-through entities to issue a management decision for audit
findings pertaining to the Federal award provided to the subrecipients from the pass-through entity
as required by 200.521, Management decision. In order to comply with this requirement the PRDE
established an internal procedure for the Single Audits reviews within the Program's Manual. The
PRDE procedure requires all entities must submit either a Single Audit Report, a Program Specific
Audit, or if those reports are not applicable, then the audited financial statements were required
with a special agreed-upon procedure report to determined compliance with the contract clauses
must be submitted by the subrecipients. Also, the program manual states the principles to
determine which entities will be visited for on-site monitoring and which will be cover by other type
of monitoring (desk review, others).

As part of our audit procedures, we obtained the list of subrecipients active during the fiscal year
2019-2020, monitoring visit schedules and disbursements made. We selected a sample of six (6)
subrecipients to test compliance with internal control policies and compliance with the subrecipient
monitoring requirement. We noted the following deficiencies during our tests:

1. Forone (1) subrecipient, we did not find any evidence of the receipt of the Single Audit Report
or the required financial statements and special agreed-upon procedure report. Also, we
review the Federal Audit Clearinghouse, but no information was found for this subrecipient.

2. Forone (1) subrecipient, we could only find on the file copy of the audited financial statements.
In accordance with the PRDE's program manual and award contract, the entity was required
to submit the special agreed-upon procedure report but it was not submitted.

3. For one (1) subrecipient, the PRDE program staff incorrectly identify the report received as
Program Specific Audit when in fact the subrecipient only submitted the audited financial
statements and the special agreed-upon procedures report. Based on the PRDE staff
determination and the information included on the financial statements, the subrecipient
should have submitted a Single Audit Report or if the program was the only source of Federal
expenditures, a program Specific Report. However, the PRDE staff failed to correctly identify
the reports received and no further actions were taken to receive the correct reporting from
the subrecipient.

None.

A sample of six (6) entities was selected for test purposes out of a total subrecipient list of twenty-
three (23) entities that received program funds.

The PRDE does not maintain an internal control process that provides reasonable assurance of
complying with the requirement of receipt, evaluation and issuance of management decisions as
required by Federal regulations and the require corrections of any findings and disposition of
questioned costs within the required timeframes of the Federal regulations from audit or monitoring

process.
continue
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CAUSE The program staff has not received adequate training on the proper identification of the required
reports from subrecipients regarding this compliance requirement.

IDENTIFICATION AS A
REPEAT FINDING Not previously reported.

RECOMMENDATION We recommend that adequate training be provided to the program staff in charge of the monitoring
functions of the program in order to comply with the on-site monitoring visits and the correct
evaluation of the audit reports that the subrecipients must submit and be evaluated to comply with
this requirement.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION PRDE recognize that for the first two conditions, the Agreed Upon Procedures (AUP) were not
received as a substitute of the single audit, since federal funds did not exceed the required
threshold for the audit.

As a corrective action plan, the program will require the corresponding reports for these
subrecipients, and will assess any corrective action for them. Also, the program will be monitoring
that all subrecipients financial requirements are received in the corresponding period.

On the other hand, condition number three only makes reference to an incorrect identification of
the report submitted. However, the AUP were received and analyzed by the program.

The program will continue to enforce policies and procedures by training all necessary staff on
timeliness of procedures. As part of the training to the staff, the program will ensure that all financial
information is received and analyzed. These measures will be implemented immediately.

We want to emphasize that for all subrecipients, the program has sufficient evidence that
performed monitoring activities to its sub-grantees throughout the fiscal year. As part of the
monitoring activities that were performed, sub recipients were subject to on-site programmatic and
fiscal monitoring, invoices interventions before disbursement, review and approval of budget
transfers, and evaluation of achievement reports, validating that performance goals were met.

IMPLEMENTATION DATE Current Fiscal Year

RESPONSIBLE PERSON Richard W. Cruz Franqui, Auxiliary Secretary for Federal Affairs
Luis Oppenheimer, 21st Program Coordinator
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FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA OR SPECIFIC
REQUIREMENT

CONDITION

QUESTIONED COSTS

CONTEXT

EFFECT

2020-016

(CFDA 84.002) ADULT EDUCATION - BASIC GRANTS TO STATES
U.S. DEPARTMENT OF EDUCATION

V002A190053 (07/01/2019 - 09/30/2021)
SUBRECIPIENT MONITORING

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY

Section 200.331, Requirements for Pass-through Entities of the Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards and the OMB
Compliance Supplement requires pass-through entities to issue a management decision for audit
findings pertaining to the Federal award provided to the subrecipients from the pass-through entity
as required by 200.521, Management decision. Also, entities that pass-through funds to
subrecipients must: Evaluate each subrecipient’s risk of noncompliance for purposes of
determining the appropriate subrecipient monitoring related to the subaward (2 CFR section
200.331(b)) and Monitor the activities of the subrecipient as necessary to ensure that the subaward
is used for authorized purposes, complies with the terms and conditions of the subaward, and
achieves performance goals (2 CFR sections 200.331(d) through (f)). In addition to procedures
identified as necessary based upon the evaluation of subrecipient risk or specifically required by
the terms and conditions of the award, subaward monitoring must include the following: Reviewing
financial and programmatic (performance and special reports) required by the PTE; and Following-
up and ensuring that the subrecipient takes timely and appropriate action on all deficiencies
pertaining to the Federal award provided to the subrecipient from the PTE detected through audits,
on-site reviews, and other means.

As part of our audit procedures, we obtained the list of active subrecipients and subrecipients that
received funds during the fiscal year 2019-2020, requested the risk assessment documentation,
on site monitoring visits, and documentation regarding the Single Audit report receipt, evaluation
and management decisions process. We selected a sample of eight (8) subrecipients to test
compliance with internal control policies and compliance with the subrecipient monitoring
requirement. We noted the following deficiency during our tests:

1. On one (1) subrecipient we noted that the Schedule of Expenditures of Federal Awards did
not include the expenditures of the program for the years ended 6/30/2018, 6/30/2019 nor
6/30/2020. Therefore, the program was not included within the scope of the subrecipient audit
of Federal programs, and the PRDE staff did not made available their evaluation for this
subrecipient.

None.

A sample of six (6) entities was selected for test purposes out of a total subrecipient list of ten (10)
entities that received program funds.

The PRDE does not maintain an internal control process that provides reasonable assurance of
complying with the requirement of receipt, evaluation and issuance of management decisions as
required by federal regulations and the required corrections of any findings and disposition of
questioned costs within the required timeframes of the Federal regulations from audit or monitoring
process.
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CAUSE The program staff has not received adequate training on the proper identification of the required
reports from subrecipients regarding this compliance requirement. Also, no monitoring activities
were performed during the year to provide reasonable assurance that activities and funds transfers
to subrecipients were used in accordance with program requirements and the subrecipient required
to comply with the Single Audit requirements included the program funds on the Schedule of
Expenditures of Federal Awards and the funds were subject to the auditor's procedures at the
subrecipient level.

IDENTIFICATION AS A

REPEAT FINDING Not previously reported.

RECOMMENDATION We recommend that adequate training be provided to the program staff in charge of the monitoring
functions of the program in order to comply with the on-site monitoring visits and the correct
evaluation of the audit reports that the subrecipients must submit and be evaluated to comply with
this requirement.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION PRDE is committed to comply with all federal and state regulations applicable to programs within
the Agency. Consequently, the Agency has taken steps to strengthen internal controls, develop
guidelines and procedures for completing reports, and other tasks related to meeting requirements.
As we recognize that this is an ongoing process, the program will continue to enforce policies and
procedures by training all necessary staff on timeliness of procedures. As part of the training to the
staff, the program will ensure deeply review the financial information included in the subrecipients’
Schedule of Expenditures of Federal Awards in this way, ensuring that the program fully complies
with the monitoring process.

IMPLEMENTATION DATE Current Fiscal Year

RESPONSIBLE PERSON Yarilis Santiago Ramos, Director of Alternative Education
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FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA OR SPECIFIC
REQUIREMENT

CONDITION

QUESTIONED COSTS

CONTEXT

2020-017

(CFDA 10.558) CHILD AND ADULT CARE FOOD PROGRAM
U.S. DEPARTMENT OF AGRICULTURE

202020N109941 (07/20/2019 - 06/30/2021), 201919N109941 (07/20/2018 - 06/30/2020)
SUBRECIPIENT MONITORING

MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

Section 200.331, Requirements for Pass-through Entities of the Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards and the OMB
Compliance Supplement requires pass-through entities to issue a management decision for audit
findings pertaining to the Federal award provided to the subrecipients from the pass-through entity
as required by 200.521, Management decision. In order to comply with this requirement the PRDE
established an internal procedure for the Single Audits reviews ("Procedimiento para el Informe de
la Auditoria Unica "Single Audit"). The PRDE procedure requires that an Excel worksheet for the
Single Audit follow-up ("Hoja de Trabajo de Seguimiento de la Auditoria Unica") must be
maintained to track the filling of reports on the Federal Audit Clearinghouse (FAC) and the
management decision process. Among other information, the worksheet must include the date the
subrecipient Single Audit report is received at the FAC, the number of findings related to the
program, date of the Corrective Action Plan, and when resolution letters were sent, if any.

As part of our audit procedures, we obtained a copy of the worksheet for the Single Audit follow-
up ("Hoja de Trabajo de Seguimiento de la Auditoria Unica") for the year 2019-2020. We noted the
following deficiencies on the worksheet:

1. For one (1) subrecipient, Single Audit Report received at FAC date was noted as 8/7/2019;
however, the subrecipient applicable fiscal year end was correctly noted at 9/30/2019. We
reviewed the FAC and the correct date of the report receipt at the FAC was 08/07/2020.

2. For three (3) subrecipients, the worksheet did not include the information regarding if there
were findings for the program. There was no information included on the relevant cells of the
worksheet. No information was available on the worksheet to determine if there were audit
findings that needed follow-up, CAPs or management decisions.

3. For three (3) subrecipients, the date of issuance of a management decision ("Decision
Administrativa") was June 10, 2019; however, the audit report receive date at the FAC were
7/24/2020, 3/21/2020 and 3/18/2020, respectively. The accountant that prepares the
worksheet indicated that the information was not updated from the previous year worksheet.

4. Two (2) subrecipients selected for test purposes were not included on the worksheet. We
reviewed the information for the two (2) subrecipients on the FAC and noted that the reports
were received at the FAC on 3/30/2020 and 5/6/2020. However, these entities were not
included on the control worksheet and their SAR were not evaluated prior to our tests.

5. Atthe moment of our tests, we requested copy of the worksheet for our records and to perform
our tests. The accountant that maintains the control worksheet kept the file on a USB bracelet
tied to a personal backpack kept in his work space.

None.

A sample of thirteen (13) entities was selected for test purposes out of a total subrecipient list of
one hundred thirteen (113) entities that received program funds.
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EFFECT The PRDE does not maintain an internal control process that provides reasonable assurance of
complying with the requirement of receipt, evaluation and issuance of management decisions as
required by Federal regulations and the require corrections of any findings and disposition of
questioned costs within the required timeframes of the Federal regulations.

CAUSE The procedure developed by the PRDE lacks a formal process of notification of all subrecipients
that must submit audit reports to the FAC to the accountant that kept the worksheet in order for
him to include all such entities on the control worksheet. Also, there is no requirement to the
subrecipients that requires them to directly inform the PRDE that the entity was subject to the
Single Audit and the report was submitted to the FAC or that requires the subrecipients to send
copy of the single audits reports directly to the program accountants. Also, there was no adequate
review of the worksheet by supervisory personnel to determine if the information on the worksheet
was complete and correct.

IDENTIFICATION AS A

REPEAT FINDING Not previously reported.

RECOMMENDATION We recommend that the current procedure is amended to include the requirement for the
subrecipients to make a formal notification to the PRDE's program staff the Single Audit is
applicable or not at the end of each fiscal year when funds were pass-through by the PRDE. Also,
to formally notify the PRDE staff when the reports are submitted to the FAC. Internally, the
accountant must receive a list of the contracts/grant awarded to subrecipients during each fiscal
year in order to keep the control worksheet complete.

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION After analyzing and reviewing the previous reports, AESAN agrees with he findings. Since August

18, 2021, we have taken administrative measures and assigned the personnel to accomplish the
compliance requirements that will be detailed as follows:

1. Afile has been created in SharePoint that contains a bank of blank templates to be used for
each fiscal year to avoid reusing old ones that can lead to manual input errors.

2. AESAN has created an Excel worksheet to document the institutions to which the single audit
applies. The administrative assistance will use the worksheet to validate all SAR submissions
against the list of institutions. Afterwards, it will be reviewed by the Program Coordinator
before the accountant performs the analysis and logs in the control worksheet.

3. Afile has been created in SharePoint to contain a bank of blank templates to be used for each
fiscal year to avoid reusing old ones that can lead to manual input errors.

4. Afile has been created in SharePoint to contain a bank of blank templates to be used for each
fiscal year to avoid reusing old ones that can lead to manual input errors.

5. A SharePoint file has been created to transfer all existing files from all existing USBs. For the
next FY a Share Point link will be enabled for each sponsor to upload a copy of the SAR
submitted to the FAC. Prospectively, all worksheets and SARs will be stored in SharePoint.

As of September 23, 2021, the actions above describe are accomplish, and corrective measures
had been taken.

*** Lastly it was found as the CAUSE, that our agency lacks a formal process to notification of all
subrecipients for submission of audit reports; No requirement for subrecipients to inform us that
there were subject to the Single Audit, and no adequate review of the information on the worksheet.
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Attending this matter, AESAN has development a notification letter, that will be sent to all
subrecipients at the beginning of the fiscal year (first notification will be sent on October 1, 2021)
stating:

1) SAR compliance
2)  Spending limits
3) Instructions for sending the SAR as soon as it is submitted to the clearing house.

Currently institutions are notified at the time of signing the agreement with the agency, as this is
stipulated in the compliance clauses of the agreement.

IMPLEMENTATION DATE October 1, 2021

RESPONSIBLE PERSON José Narvaez Pares, Accountant |, CAFCP
Evelyn F. Lopez, CACFP Coordinator
Lourdes Santiago Garcia, AESAN Director
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FINDING REFERENCE NUMBER 2020-018

FEDERAL PROGRAM (CFDA 45.310) GRANTS TO STATES
NATIONAL ENDOWMENT OF THE HUMANITIES

AWARD NUMBER LS-00-17-0054-17 (10/01/2016 — 09/30/2019); LS-00-18-0054-18 (10/01/2017 - 09/30/2019);
LS-00-19-0054-19 (10/01/2018 — 09/30/2020)

COMPLIANCE REQUIREMENT SUBRECIPIENT MONITORING

TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS
CRITERIA OR SPECIFIC
REQUIREMENT Section 200.331, Requirements for Pass-through Entities of the Uniform Administrative

Requirements, Cost Principles, and Audit Requirements for Federal Awards and the OMB
Compliance Supplement requires pass-through entities to issue a management decision for audit
findings pertaining to the Federal award provided to the subrecipients from the pass-through entity
as required by 200.521, Management decision. Also, entities that pass-through funds to
subrecipients must: Evaluate each subrecipient’s risk of noncompliance for purposes of
determining the appropriate subrecipient monitoring related to the subaward (2 CFR section
200.331(b)) and Monitor the activities of the subrecipient as necessary to ensure that the subaward
is used for authorized purposes, complies with the terms and conditions of the subaward, and
achieves performance goals (2 CFR sections 200.331(d) through (f)). In addition to procedures
identified as necessary based upon the evaluation of subrecipient risk or specifically required by
the terms and conditions of the award, subaward monitoring must include the following: Reviewing
financial and programmatic (performance and special reports) required by the PTE; and Following-
up and ensuring that the subrecipient takes timely and appropriate action on all deficiencies
pertaining to the Federal award provided to the subrecipient from the PTE detected through audits,
on-site reviews, and other means.

CONDITION As part of our audit procedures, we obtained the list of subrecipients active during the fiscal year
2019-2020, requested the risk assessment documentation, monitoring visit schedules and
documentation regarding the Single Audit report receipt, evaluation and management decisions
process. We selected a sample of five (5) subrecipients to test compliance with internal control
policies and compliance with the subrecipient monitoring requirement. We noted the following
deficiencies during our tests:

1. Through interviews with the program staff that administers the funds at the PRDE and review
of the subrecipient files provided to us, we noted that there was no risk assessment process
made as part of the subrecipient monitoring activities during the fiscal year 2019-2020, Also,
there were no on-site monitoring visits or desk reviews performed during audited period.

2. Werequested our audit sample to test compliance with the audit resolution of the Single Audit
Reports of subrecipients on September 4, 2021, after various follow-up to our request, the
information was made available on September 10, 2020. On our test, we noted that the PRDE
requested the subrecipients included on the sample to provide their audit reports on emails
send to each subrecipient during the period from September 3, 2021 to September 6, 2021.
There were no other requests or receipt of information prior to the dates mentioned before.
This indicates that there were no adequate internal controls in place at the PRDE that provided
reasonable assurance of complying with this requirement.

3. From the requests made by the Department mentioned on the previous item, the Department
complete the evaluation of the reports received on September 9, 2021. Two (2) subrecipients
were not subject to the Single Audit requirements and three (3) were subject to the Single
Audit requirements.
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From the three (3) subrecipients subject to the Single Audit, we noted the following
deficiencies on the information received and the evaluation made by the PRDE staff:

a. One (1) subrecipient only send to the PRDE a copy of the Auditor's Opinion on the
Financial Statements. No other information was received from the subrecipients. There
were no financial statements, no Schedule of Expenditures of Federal Awards, no
Schedule of Findings and Questioned Costs, among other required information. The
PRDE staff evaluation indicated that the report complies with the required information.
We obtained copy of the Single Audit Report for the year ended 6/30/2020 of the
subrecipient from the FAC web page and noted that the Schedule of Expenditures of
Federal Awards from the subrecipient submission did not include the Program's
expenditure. Therefore, the program was not included within the scope of the
subrecipient audit of Federal programs, this was not noted on the report evaluation made
by the PRDE staff and no further actions were required to correct or clarify the lack of
information on the audit report of the subrecipient.

b. A second subrecipient send copy of the Single Audit report and required information. We
noted that the Schedule of Expenditures of Federal Awards did not include the
expenditures of the program for the year ended 6/30/2020. Therefore, the program was
not included within the scope of the subrecipient audit of Federal programs, this was not
noted on the report evaluation made by the PRDE staff. The PRDE staff evaluation
indicated that the subrecipient comply with the requirement and no further actions were
required to correct or clarify the lack of information on the audit report of the subrecipient.

QUESTIONED COSTS None.

CONTEXT A sample of five (5) entities was selected for test purposes out of a total subrecipient list of twelve
(12) entities that received program funds.

EFFECT The PRDE does not maintain an internal control process that provides reasonable assurance of
complying with the requirement of receipt, evaluation and issuance of management decisions as
required by Federal regulations and the require corrections of any findings and disposition of
questioned costs within the required timeframes of the Federal regulations from audit or monitoring
process. Also, the PRDE is not in compliance with the require risk evaluation process and the
subrecipient monitoring (on-site or desk reviews procedures).

CAUSE The program staff has not received adequate training on the proper identification of the required
reports from subrecipients regarding this compliance requirement. Also, no monitoring activities
were performed during the year to provide reasonable assurance that activities and funds transfers
to subrecipients were used in accordance with program requirements and the subrecipient required
to comply with the Single Audit requirements included the program funds on the Schedule of
Expenditures of Federal Awards and the funds were subject to the auditor’s procedures at the
subrecipient level.

IDENTIFICATION AS A
REPEAT FINDING Not previously reported.
RECOMMENDATION We recommend that adequate training be provided to the program staff in charge of the monitoring

functions of the program in order to comply with the on-site monitoring visits and the correct
evaluation of the audit reports that the subrecipients must submit and be evaluated to comply with
this requirement.
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SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER 2020-018- continuation

VIEWS OF RESPONSIBLE

OFFICIALS AND PLANNED

CORRECTIVE ACTION PRDE concurs with the condition. As a corrective action plan, the program will be developing robust
monitoring activities based on risk assessment process for the subrecipients. These procedures
will include both on-site and desk monitoring, depending on the risk assessment results. However,
PRDE wants to emphasize that the program reviews expenses reports received by subrecipients
and analyze and question any incongruity between funds approved and information received.

Related to condition number two and three, PRDE acknowledge that the information was requested
and obtained after audit fiscal year, however the program reviewed the financial information
provided by the subrecipients and any recommendation for future periods was documented during
the review of financial statements.

PRDE is committed to comply with all federal and state regulations applicable to programs within
the Agency. Consequently, the Agency has taken steps to strengthen internal controls, develop
guidelines and procedures for completing reports, and other tasks related to meeting these
requirements. As we recognize that this is an ongoing process, the program will continue to enforce
policies and procedures by training all necessary staff on timeliness of procedures. Also, as part
of the training to the staff, the program will ensure to deeply review the financial information
included by the subrecipients, in this way ensuring that the program fully complies with the
monitoring process.

IMPLEMENTATION DATE In process

RESPONSIBLE PERSON Héctor M. Reillo Cotto, Program Manager

END OF SCHEDULE
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(1) AUDIT FINDINGS THAT HAVE BEEN FULLY CORRECTED:

Findings Related to the Financial Statement:

FISCAL YEAR 2019

Finding Number

Auditee Comments

2019-001 Internal Control / Compliance
Duplicated payments issued during the fiscal year.

As per Final Audit Determination (Audit Control Number 02-19-19412) dated June 11, 2021,
received from the US Department of Education (Department), they accepted the corrective
action taken by PRDE to resolve this finding for CFDA No. 84.002 and 84.048 programs
without recovery of funds.

As per implementation of the specific conditions on all of its grant awards to PRDE to procure
the services of a third-party fiduciary agent (TPFA), accepted to the Department, the TPFA
will perform financial management duties currently performed by Puerto Rico and PRDE to
correct the deficiencies identified by the auditors in this finding, the Department consider this
finding resolved.

However, the Department's Office of Acquisition and Grant Administration will continue to
monitor the PRDE’s compliance with the specific conditions.

Findings Related to the Federal Programs:

FISCAL YEAR 2018

Finding Number

CFDA Numbers

Auditee Comments

Finding Number

CFDA Numbers

Auditee Comments

2018-007 Matching, Level of Effort, Earmarking
Difference in proportion of compensation of students employed in community
services, and supporting documentation to substantiate the assigned and
disbursement amounts to Technology Institutes.

84.007, 84.033, 84.063: Student Financial Assistance Cluster

As per Final Audit Determination (Audit Control Number 02-17-11891) dated June 7, 2021,
received from the US Department of Education, they accepted the corrective action taken by
PRDE to resolve this finding.

2018-008 Matching, Level of Effort, Earmarking
Difference in proportion of compensation of students employed in community
services, and supporting documentation to substantiate the assigned and
disbursement amounts to Technology Institutes.

84.048 Career and Technical Education — Basic Grants to States
As per Final Audit Determination (Audit Control Number 02-19-19412) dated June 11, 2021,

received from the US Department of Education, they determined to approve a waiver request
for the MOE requirement for FFY’s 2016 through 2019.
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(1) AUDIT FINDINGS THAT HAVE BEEN FULLY CORRECTED: - continuation

Finding Number

CFDA Numbers

Auditee Comments

Finding Number

CFDA Numbers

Auditee Comments

Finding Number

CFDA Numbers

Auditee Comments

Finding Number

CFDA Numbers

Auditee Comments

FISCAL YEAR 2019

Finding Number

CFDA Numbers

2018-010 Reporting
Difference in in FISAP Report with disbursement accounting records.

84.007, 84.033, 84.063: Student Financial Assistance Cluster

As per Final Audit Determination (Audit Control Number 02-17-11891) dated June 7, 2021,
received from the US Department of Education, they accepted the corrective action taken by
PRDE to resolve this finding.

2018-015 Procurement and Suspension and Debarment
Procurement policies and procedures not in compliance.

All Major Programs

As per Final Audit Determination (Audit Control Number 02-19-19412) dated June 11, 2021,
received from the US Department of Education, they stated that it does not sustain this
findings.

2018-016 Special Test and Provisions — Disbursement To or On Behalf of Students
PRDE did not provide evidence of reporting the adjustments made through the
COD System.

84.007, 84.033, 84.063: Student Financial Assistance Cluster
As per Final Audit Determination (Audit Control Number 02-17-11891) dated June 7, 2021,

received from the US Department of Education, they accepted the corrective action taken by
PRDE to resolve this finding.

2018-018 Special Test and Provisions — Disbursement To or On Behalf of Students
Delay payments to students.

84.007, 84.033, 84.063: Student Financial Assistance Cluster
As per Final Audit Determination (Audit Control Number 02-17-11891) dated June 7, 2021,

received from the US Department of Education, they accepted the corrective action taken by
PRDE to resolve this finding.

2019-001 Allowable Costs/Costs Principles
Duplicated payments issued during the fiscal year.

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
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(1) AUDIT FINDINGS THAT HAVE BEEN FULLY CORRECTED: - continuation

Questioned Cost $147,874

Auditee Comments As per Final Audit Determination (Audit Control Number 02-19-19412) dated June 11, 2021,
received from the US Department of Education (Department), they accepted the corrective
action taken by PRDE to resolve this finding for CFDA No. 84.002 and 84.048 programs
without recovery of funds.

As per implementation of the specific conditions on all of its grant awards to PRDE to procure
the services of a third-party fiduciary agent (TPFA), accepted to the Department, the TPFA
will perform financial management duties currently performed by Puerto Rico and PRDE to
correct the deficiencies identified by the auditors in this finding, the Department consider this
finding resolved.

However, the Department's Office of Acquisition and Grant Administration will continue to
monitor the PRDE’s compliance with the specific conditions.

Finding Number 2019-006 Level of Effort - Maintenance of Effort
The PRDE do not implement and maintain adequate procedures and process,
and proper documentation in order to assess and monitor compliance with
Lever of Effort — Maintenance of Effort.

CFDA Number 84.048 Career and Technical Education — Basic Grants to States
Questioned Cost Not Determined
Auditee Comments In letter dated December 16, 2020 the Office of Career, Technical, and Adult Education

(OCTAE) determined that, for each FFY’s 2016 through 2019 a waiver was approved to the
MOE requirements.

As per implementation of the specific conditions on all of its grant awards to PRDE to procure
the services of a third-party fiduciary agent (TPFA), accepted to the Department, the TPFA
will perform financial management duties currently performed by Puerto Rico and PRDE to
correct the deficiencies identified by the auditors in this finding, the Department consider this
finding resolved.

However, the Department's Office of Acquisition and Grant Administration will continue to
monitor the PRDE’s compliance with the specific conditions.

Finding Number 2019-007 Reporting
The Fiscal Operations Report and Application to Participate (‘FISAP”) for the
Award Year 2018-2019 was submitted after the deadline date.

84.377 School Improvement Grants
Questioned Cost Not Determined
Auditee Comments As per Final Audit Determination (Audit Control Number 02-2019-11891) dated June 7, 2021,

received from the Federal Awarding Agency, they accepted the corrective action taken by
PRDE to resolve this finding, and accordingly, this finding was closed.

continue
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(1) AUDIT FINDINGS THAT HAVE BEEN FULLY CORRECTED: - continuation

Finding Number

CFDA Numbers

Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers

Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers

Questioned Cost

2019-008 Special Tests and Provisions — Enroliment Reporting
The Enrollment Reporting Roster File updated to the National Student Loan
Data System (“NSLDS”) for the Award Year 2018-2019 was not submitted.

84.007, 84.033, 84.063: Student Financial Assistance Cluster

Not Determined

As per Final Audit Determination (Audit Control Number 02-2019-11891) dated June 7, 2021,
received from the Federal Awarding Agency, they accepted the corrective action taken by

PRDE to resolve this finding, and accordingly, this finding was closed.

As a result of the qualified opinion from the auditor, the US Department of Education will
continue to monitor the PRDE’s capability to the administration of Title IV programs.

2019-009 Procurement (All Major Programs)
The non-federal entity was not able to provide records sufficient to detail the
history of procurement for the amount of $59,260.

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

84.007, 84.033, 84.063: Student Financial Assistance Cluster

84.010 Title | Grants to Local Educational Agencies

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

84.377 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

Not Determined

As per Final Audit Determination (Audit Control Number 02-19-19412) dated June 11, 2021,
received from the US Department of Education (Department), this finding was not sustained.

2019-010 Reporting - COD Reporting
In nine (9) instances, payments made were not reported through the Common
Origination and Disbursement (“COD”) reporting 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.

84.007, 84.033, 84.063: Student Financial Assistance Cluster

None
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Auditee Comments As per Final Audit Determination (Audit Control Number 02-2019-11891) dated June 7, 2021,
received from the Federal Awarding Agency, they accepted the corrective action taken by
PRDE to resolve this finding, and accordingly, this finding was closed.

As a result of the qualified opinion from the auditor, the US Department of Education will
continue to monitor the PRDE’s capability to the administration of Title IV programs.

Finding Number 2019-011 Special Tests and Provisions - Return of Title IV Funds
Some payments made were not reported through the Common Origination and
Disbursement (“COD") reporting within the required timeframe and in others
the PRDE did not provide evidence of reporting the adjustments that should
have been made through the student payment data in the COD System.

CFDA Numbers 84.007, 84.033, 84.063: Student Financial Assistance Cluster
Questioned Cost Not Determined
Auditee Comments As per Preliminary Audit Determination (Audit Control Number 02-2019-11891) dated January

8, 2021, received from the Federal Awarding Agency, the PRDE must return the lesser of the
total amount of unearned Title IV assistance, or an amount equal to the total institutional
charges incurred by the student for the payment period of enrollment multiplied by the
percentage of Title IV grant or loan assistance that has not been earned by the student.

As per Final Audit Determination (Audit Control Number 02-2019-11891) dated June 7, 2021,
received from the Federal Awarding Agency, after the file review by PRDE the total amount
to return was $6,144.94 from Pell Grant that was paid on June 3, 2021; plus $130.80 of cost
of funds and $5.04 for late returns, tor a total of $135.84 that was paid on June 3, 2021.
Accordingly, this finding was closed.

As a result of the qualified opinion from the auditor, the US Department of Education will
continue to monitor the PRDE’s capability to the administration of Title IV programs.

Finding Number 2019-012 Special Tests and Provisions - Disbursements to or on Behalf of
Students
Some payments for Pell and FSEOG programs were paid after 14 days of the
occurrence of the credit balance on the student account, and for FWS program
some payment of compensation exceeded one month.

CFDA Numbers 84.007, 84.033, 84.063: Student Financial Assistance Cluster
Questioned Cost Not Determined
Auditee Comments As per Final Audit Determination (Audit Control Number 02-2019-11891) dated June 7, 2021,

received from the Federal Awarding Agency, they accepted the corrective action taken by
PRDE to resolve this finding, and accordingly, this finding was closed.

As a result of the qualified opinion from the auditor, the US Department of Education will
continue to monitor the PRDE’s capability to the administration of Title IV programs.
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(1) AUDIT FINDINGS THAT HAVE BEEN FULLY CORRECTED: - continuation

Finding Number 2019-013 Eligibility
In some instances, the need analysis worksheet did not account for all the
financial assistance awarded during the period under audit. None instances of
total Title IV Funds awarded exceeded their financial need.

CFDA Numbers 84.007, 84.033, 84.063; Student Financial Assistance Cluster
Questioned Cost Not Determined
Auditee Comments As per Final Audit Determination (Audit Control Number 02-2019-11891) dated June 7, 2021,

received from the Federal Awarding Agency, they accepted the corrective action taken by
PRDE to resolve this finding, and accordingly, this finding was closed.

As a result of the qualified opinion from the auditor, the US Department of Education will
continue to monitor the PRDE’s capability to the administration of Title IV programs.

(2) AUDIT FINDINGS NOT CORRECTED OR PARTIALLY CORRECTED:

Findings Related to the Financial Statement:

FISCAL YEAR 2019
Finding Number 2019-002 Internal Control / Compliance
Form 499R-4 missing on some employees’ files and Medicare withholdings
were not properly made.
CFDA Numbers 84.027 Special Education — Grants to State
84.367 Supporting Effective Instruction State Grants
Questioned Cost None
Auditee Comments No final determination has been received from the Federal Awarding Agency.

Findings Related to the Federal Programs:

FISCAL YEAR 2018

Finding Number 2018-006 Eligibility
Data entered on SIE did not match the physical forms maintained at the
schools' records, which were completed by parents or in-charges.

CFDA Numbers 84.010 Title | Grants to Local Educational Agencies

Questioned Cost Not Determined.

Auditee Comments No final determination has been received from the Federal Awarding Agency.
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(2) AUDIT FINDINGS NOT CORRECTED OR PARTIALLY CORRECTED: - continuation

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

2018-009 Reporting
Delay in submitted the Quarterly Grant Accrual Report.

45.310 Grants to States
None
No final determination has been received from the Federal Awarding Agency.
2018-011 Special Tests and Provisions — Enroliment Reporting
The Enrollment Reporting Roster File updated to the National Student Loan
Data System (“NSLDS”) for the Award Year 2018-2019 was not submitted.
84.007, 84.033, 84.063: Student Financial Assistance Cluster
Not Determined
No final determination has been received from the Federal Awarding Agency.
2018-013 Allowable Costs/Costs Principles
No evidence was available to support that the payment was properly
documented.
10.559 Summer Food Service Program for Children
None
No final determination has been received from the Federal Awarding Agency.
2018-020 Eligibility
Noncompliance with Annual Report Cards and High School Graduation Rate.
84.010 Title | Grants to Local Educational Agencies
Not Determined
No final determination has been received from the Federal Awarding Agency.
2018-021 Eligibility
Noncompliance with Assessment System Security.
84.010 Title | Grants to Local Educational Agencies
Not Determined

No final determination has been received from the Federal Awarding Agency.
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(2) AUDIT FINDINGS NOT CORRECTED OR PARTIALLY CORRECTED: - continuation

FISCAL YEAR 2019

Finding Number

CFDA Numbers

Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers

Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers

Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers

2019-002 Allowable Costs/Costs Principles; Cash Management
Form 499R-4 missing on some employees’ files and Medicare withholdings
were not properly made.

84.027 Special Education — Grants to State
84.367 Supporting Effective Instruction State Grants
None

No final determination has been received from the Federal Awarding Agency.

2019-003 Cash Management
Disbursement after the required time frame of three (3) business days of their

availability.
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
84.007, 84.033, 84.063: Student Financial Assistance Cluster
84.048 Career and Technical Education — Basic Grants to States
84.287 Twenty-First Century Community Learning Centers
84.377 School Improvement Grants

None

No final determination has been received from the Federal Awarding Agency.

2019-004 Eligibility
Data entered on SIE did not match the physical forms maintained at the
schools' records, which were completed by parents or in-charges.

84.010 Title | Grants to Local Educational Agencies

Not Determined

No final determination has been received from the Federal Awarding Agency.

2019-005 Special Tests And Provisions - Verification of Free and Reduced Price
Applications (NSLP)

One instance of five Verification of Free and Reduced Price Applications
document was completed after the required due date of November 15th of

each year.
10.555 National School Lunch Program
10.559 Summer Food Service Program for Children
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(2) AUDIT FINDINGS NOT CORRECTED OR PARTIALLY CORRECTED: - continuation

Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

Finding Number

CFDA Numbers
Questioned Cost

Auditee Comments

None

No final determination has been received from the Federal Awarding Agency.

2019-014 Period of Performance
Liquidation after the 90-day period allowed.

97.036 Disaster Grants — Public Assistance

$29,482

No final determination has been received from the Federal Awarding Agency.

2019-015 Special Tests and Provisions — Prohibition on Using Funds for Section
8003 Impact Aid Students
No supporting documentation were provided to determine compliance with
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.

84.938C Temporary Emergency Impact Aid for Displaced Students

Not Determined

No final determination has been received from the Federal Awarding Agency.

2019-016 Special Tests and Provisions - Documentation of Enroliment Status
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.

84.938C Temporary Emergency Impact Aid for Displaced Students

$5,093,875

No final determination has been received from the Federal Awarding Agency.

2019-017 Special Tests and Provisions — Assessment System Security
Schools with no Security agreements, no documentation of monitoring reviews
conducted before assessment tests were available for reviews, and others
without documentation of monitoring reviews.

84.010 Title | Grants to Local Educational Agencies

Not Determined

No final determination has been received from the Federal Awarding Agency.
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(2) AUDIT FINDINGS NOT CORRECTED OR PARTIALLY CORRECTED: - continuation

Finding Number 2019-018 Reporting

No documentation was provided for our review two (2) forms SF-270 -

Requests for Advance or Reimbursements requested.

CFDA Numbers 97.036 Disaster Grants — Public Assistance
Questioned Cost None
Auditee Comments No final determination has been received from the Federal Awarding Agency.

(3) CORRECTIVE ACTION TAKEN IS SIGNIFICANTLY DIFFERENT FROM CORRECTIVE ACTION PREVIOUSLY REPORTED:

NONE
(4) AUDIT FINDINGS IS NO LONGER VALID:
FISCAL YEAR 2017
Findings Related to the Financial Statement:

Finding Number 2017-003 Internal Control / Compliance
Disbursement related to transportation services for students.

Auditee Comments More than two years has passed without final determination of Cognizant Agency.

Findings Related to the Federal Programs:

Finding Number 2017-007 Matching, Level of Effort, Earmarking

Noncompliance with the 90 percentage of the aggregate expenditures.
CFDA Numbers 84.010 Title | Grants to Local Educational Agencies

84.287 Twenty-First Century Community Learning Centers

Auditee Comments More than two years has passed without final determination of Cognizant Agency.
Finding Number 2017-014 Reporting

Delay in submitted the Final Financial Status Report.
CFDA Numbers 84.369 Grants for State Assessments and Related Activities
Auditee Comments More than two years has passed without final determination of Cognizant Agency.
Finding Number 2017-016 Reporting

Delay in submitted the Quarterly Grant Accrual Report.
CFDA Numbers 45.310 Grants to States
Auditee Comments More than two years has passed without final determination of Cognizant Agency.
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(4) AUDIT FINDINGS IS NO LONGER VALID: - continuation

Finding Number 2017-017 Allowable Costs/Costs Principles
The PRDE did not provide the aggregate payroll cost report on actual time and
effort distribution to employee.

CFDA Numbers 84.010 Title | Grants to Local Educational Agencies
84.013 Title 1 Program for Neglected and Delinquent Children
84.287 Twenty-First Century Community Learning Centers
84.365 English Language Acquisition Grants
84.367 Improving Teacher Quality State Grants
Auditee Comments More than two years has passed without final determination of Cognizant Agency.
Finding Number 2017-018 Eligibility
The student information does not agree with the information in the SIS data
system.
CFDA Numbers 84.010 Title | Grants to Local Educational Agencies
Auditee Comments More than two years has passed without final determination of Cognizant Agency.
Finding Number 2017-019 Subrecipient Monitoring
Delay in submitted the written notification of the review findings.
CFDA Numbers 10.555 National School Lunch Program
10.559 Summer Food Service Program for Children
Auditee Comments More than two years has passed without final determination of Cognizant Agency.
Finding Number 2017-024 Subrecipient Monitoring

PRDE did not required reports under the Federal Funding Accountability and
Transparency Act of 2006.

CFDA Numbers 84.366 Mathematics and Science Partnership

Auditee Comments More than two years has passed without final determination of Cognizant Agency.

END OF SCHEDULE
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CPARTAAINTO OC

EDUCACION

CORRECTIVE ACTION PLAN

Arcussly, e PROE receives funds Fom the Commonweath for the cperation of the OFice for the Impeovermerts of Public Schoo's (OVEP) es part of the General Furd egproprizton This oiceisa
departrent or furd wihin the PRDE stuchre. During our 2udt proceduses of te francial statzment of the PROE, we nolad that the PRDE only 2ccourts for the payroll and fringe bereft
eperdires eppropcizied fur Bhe Fiscal year. The offer funds epproprizted on e budget eppeoved are ransfers to the OVEP separate bark accourts from which paymerts for cther budgeted
expendiures relsted 1o e OVEP cperstons ere dra®ed OVEP marrising separate scourting for these funds end ere not subject to the PROE's supenvision o fiscal oversight The PROE doss marian
a+d account for a fral Iiquidston of funds rot expended by the OVEP et year end

Ve recommend t2 PRDE to martan edequats records reated to
the echual expendtresincured by OVEP and perform monthly
rmantoring of the finzncial transactions of 2 OMEP by the PRDE
2ocouriing oce st2f or francial consutants. A'so, formal closect
procedures shoud be estabished wih due dates suSicert bo provide Be

Furnds tansfermed to OVEP ere entrely re'sted to Stzte funds. PRDE has accourted for this State fnds a5 estabishad betaeen dferent 2gencies inciudng the Puerto Rico OFce of
Manzgementend Budget accardng bo s understanding based cn the avalable reguiation and governmental shuchre.

PRDE over t2 yexrs has menitored Bese funds. Transters made to OVEP are adudged based in abudget Distursements mada by OVEP ave skictly performad over these speciic
ecoourts inchuded in such budget Any fund not expended during year-end operations are transfered-in o PRDE Add%onally, such funds expended by OVEP has been

34 CFRES3.16

6. The Studert e does not have te Pel Award documentation fur the 1st Semester or B2 2nd Semester for eight (8) studenis.

7. The Financial Assstarce Cordrel Card (Tarjeta Corkrol de As'stencia Econdrica’) estzbished as the coniyol for showing end estabishing 21 the Financial Assstance awerded

1o the students was netincluded in the stodent Fle for tao (2) studerts.

3. The PRDE incarmecty documertzd the Cost of Atendave (COA) amourting to §4,19) for Bvee (3) shoderts in the studert's fles. The comect COA used b defermine the stodent awerd amount
was greatsr than the COA documented, and this rmised the audor recalcu’ation of e Pell Anard.

based on the COA calouizfions it must 2'so be pointed out that PRDE has ecqured a new systen (Orbound), Pat wil flly afemate PRDE This system is an aufomated ce,
50 all the docurerizfon Wil be automated 2nd not dore manualy, § eltereqired i for subsequent audis. PROE have 2'so corrected
WEh 21 extemal 2udsing company 1o do intemal audds frequently so that rere wil be mlqﬁlfnﬁx‘g;

Management Response for Findng 2020-003-3

Nanagementis notin ayeerert wih tis frdng The stadenf's conlyol cards contans 2l of e information regarding calou'zton of the COA, amourt of e awarded, dsbursed and
the stadenl's need just o name a few, Berefore, the SEOG information is 2'so included on the shudent’s control cards. As to te issue of the repest finding 2019-013, the audie’s
atzrnate review shoned that ts issue was comectad and in none instances the total Tt IV Funds aaarded exceeded Be francial reed. PROE would rot have Bis issue,
because we have enlered irdo a purchase egreement loprert company (Orbound) 2 in studert information systems. We presented
th2 donumentzton showing the fnancial 21 granied to Bhese studerks, in none of the instances the Total Tite IV Funds swarded exceeded Bheir francizl need. PRDE have also
coriracted wih an exterral eudiing company to do infernal eudits frequently so that there wil be no repeat findings.

Maragerent Response for Finding 2020-003-4 Management concurs wih the sudfor Bat the fnencizl assstance conrol card was not signed howsver, webeleve tis
fndngis just en irtemal corkrol mater crestzd by PROE because 2l of the frnancizl assistance awarded to the shudents was refected on the shuderts control card, and 2lso all the
awards were made eccording o the Tefe IV regu'zfions.

Maragement Respanse for Findng 20200035

Managements concurs wh the euddor thet the erraliment was not signed by the reg'srar, howsver the erroliment docurentsfion cortain Be registar's seal h order for fhe
Instafon to make adsbuserent, it musthave an inal errament ayeement bo the program chosen by te shudert PROE has £ agreemant signed by e studert and the PRDE
ocial.

Vzrzgement Response for Findrg 20200036

Vzrzgemert does not ayree wih the sudicrs fnding The shudents conrol card does refact 21l of the francial 21d awarded It rust a'so be portad out that PROE has
2cquTed a new systen (Orbound), that wil fully eforste PROE. This systemis a1 atomatad ore, so 21 B dooumentztion wil be etomatad and not donz manaly, therefore
completely f2ciatng all e requred documents for subsequent aud?s PRDE have 2'so contractad wih an extamal eudiing company bo do inferral audis Fequently so that there wil
be norepest fndings.

Managemert Respense for Findirg 20200037
Marzgemert concurs wih B2 audiors finding hoaever s hss been comectzd and procedires have been inizted so that tis wil rot be an issue going forward. Piease note thatal
the eaxrds = ding to the Tife IV regulat

Manzgement Respanse for Findng 20200038

Managements conour wih the euddors fnding and e tree shudent’s les have all been comected This was an iso'ated case that ccoured 2t Troqueteria campus where B2
oFicer ravwaly, incorecty, "2 stylerfsCOA A fously merfiored PRDE rman o¥ce estzbishes average cos’s for derent categories of students and sels these
cost categacies in ED Express, who then uses Bis information b defermine awerds end paciage ad. Ths mathod ensures Bt the studert's need is evaluzted comecty sothat
shudent’s eccounts do not refect 21 over awsrd Again, &0 over eward exists when a shudent's a'd paciage exceeds h's of her reed or overal cost of e%2ndance (COA) Tre COA's

0 However, for the fscal year under 2udt the firal Fquidaten of funds not expendsd by OMEP (amourting 10 $2.505,727) was recelved aler e year e cathe  |PRDE wh edequate and Emely fnancial r‘ara‘on inoderbocomply  |subjected to sudls by anindependect audior. Evelyn Rodriguez Cardd s
2020001 2CFR§ 200514 Seplember 21,2021
next fscal year a5 areducton of expendires of the fofowing year. whte Treasury Depariment year i and for Finance Drector
francial stztements preparation puposes. However, during B last months mansgement has been discussng the possbilty of account fr the ertre OMEP operations widin the PRDE accountng systemend inthis way
ensurng Bzt 2l detals ere included in the same francal sysiem The firal ofput ebout this change shoud tate.
place during the following morths. Nevertheless, s Bhis changa is made, PRDE Wil mondir B2 expenses incurted by OVEP and wil ensure that 27y furd not expendsd has been
recesed before the Fscal year end
As pat of our peocedres over infernal corirols end compiance for the aloasble ectvites’requiremert we selectzd a satple of severly sic (76) disbursemect to suppliers made duing We recomimend that the PROE estsbiish standardzed writen guideires |Relztzd b condfons number ore (1), PRDE estzbished in its frnancial system eninfernal cortrol to document end review each imvoice received by the senice peoviders. As
fiscal year under audt We noted be folowing deficiences and train the s'27 of the Regions © cay out end document the part of these procedres, PRDE 2'so requres tat the service providers submit 2 Agreed Upon Procedure (AUP) by a Certfied Pubiic Accountant (CPA) On Bis AUP, the
revieas end eppeovals of senvices. In edddion, Bepersonnel must  |CPA certfies that the invoice was acourele, and vaidate that the studerSsincludedinBe i rr.oce xe aloazble and in complarce wih the condact betasen te senvice provider
1.1 on2 (1) instznce, we found that e detal of the imvoice sent by the senvice provider dd netinchude n some document's information ebout B stadert, to whom Bhe service was provided, whichwould  |be instructed to 2ccount for the budget and espense of Berepy 2nd|and PRDE. AddZonaly, the PROE reviewed Beirformat idedand at has 2l the requrements b folow B2 p2ymert process in the system.
idertfy him as parfcpating in the special educztion program (PEl numhber) In2ddton e i rnfe ms ot sigred by Be service provider. related senvices, eccording to e erroliment of shaderts who wil eznd,
2. In twerty rire (23) vouchers evaluzted, R was found that the invoiced expe: 75 (CFDA Nos. 84027 &4 84.173), end e imveices established s Hoaever, B2 |in 2ccordance wih the progran that epplies within the cluster, For te cond®on mumber tan (2), IDEA Part B, Section 611 funds can be used for shudents 2325 310 21. Accordng to the desarpton that OSEP peovides for 2 §511: Special
expenses in the sysiem were recogrized in grant 84 027, not eccording 1o the parcipant .S stzndad and invoiced, 2ccerding to e 2ge. Education — Grants o States peogram, indicates that "The Grarss b Stztes program provides formula grants o assist the 50 siztzs, the District of Columbia, Puerto Rico, the. ErdDiaz
Deparimert of the Interior, Outying Aress, end the Freely Assocaled Stztes in meeting the excess cos's of providing special education and refated senvives b chidren wih disabiites Director of Adminisyason
2020002 2CFR Secton 200392 (a) In order to be efigble for fundng. stztes must senve all children with dissbi%es betaeen Be 2325 of 3 Frough 21, except Bat they are not requred o senve chidren 2ged 3 Curert Fiscal Year
trough 5 of 18 through 21 years  senvices are inconsistent wh St2t law or practice of the crder of 2y cout A siate Bt does naot provide a free epproprizte puble JessicaDaz
edsczton (FAPE) to chidren weh disabTes aged 3 heough 5 cannct receive base payment finds e¥rbedzble to this ge group e a7y fnds nder the Preschool Grants pogram ™ Acting Associata Secretary
Undar 34 CFR § 320 202 (3), the LEA must use funds fom IDEA, Part B "in 2ccordance wih the eppiceble provisions of Bis part . b pay the excess cos's of providng special)
education end re'zted senvices o chidren weh disabifes”
The foloaing defcences were found. We recommend PRDE's rmansgemert to review, document end Manzge—ent Response foc Finding 20200031
stengthen is irtarmal confrol procedires in order o provide adequste |Management concurs wih Be auddurs finding. however the tiree cases in Eis findirg were all comected. This was e isolzted incident that ocoured et PRDE Guzyama
1. The calouizfon of COA amourt was incomecty determined based in e studert status as Dependent or Indeperdert We fourd Free (3) studerss Indspendernt wh a COA aTourt eddence by sscertan it e procedires are performed as required Also|campus, where Bie oicer placed the COA from a Dependert shudent to a shudert wih Independant sistus. It should be pointad ot that PRDE main oce establshes average cosls
assigrad for dependert studerts In these cases Bis emor does notafiect the ass'stance amourt awarded b fhe stadents. we recommend that adequate taring isprovided b the employeesthat | for dfierent categaries of shudenis end sels up Bhese cost categodes in ED Bpress. ED Bxpress then uses ths inforration to delermine awards and paciage 2id This
2 The calou'ztion of COA amaurt was not docurented for the 2nd Semester, based in the shdent ervol=ent We found five (5) parficiparts wihout COA documentation (Calcutation) perform those procedures end monior the compiance wrh suchinfarmal [mettod ensures et e shudent’s need is evaluzted comectly, so that studert's accourts do rotrefact 21 over award on B2 accourt Please note, that en over snerd is created
3. The Studert fle dees nat include the SEOG documentzton re'zled b the calolaton of the conlrol procedures. when a shdent’s 2d pachage exceeds hs of her reed or overal cost of e¥endance (COA)
anerd and dsbursement amount for ringtzen (19) shudents.
34 CFR €53.14 (3) 4. The Financial Ass'stance Control Card (Tarjeta Control de Asistencia Econdica’) estzbished 85 the confrol for showing and est=bishing el the Financial Assstance anarded Vanagemert Response for Finding 20200032 KelinPaganlalwz Aresdy Implerentsd
2020003 o 1 B2 shudents was not signed by the Financial Ald OFcer for fourtzen (14) studerts. Managemert is notin ageerent wih tis fndrg I regard to the COA furm, the information for the second semester was dooumented on Bhe back of the reviened prirted sheet tat Director of Technical Educaton
5. The O=cial Ervolimert was not sigred by the Registar for rire (9) shudents covered the frst semestar, therefore the COA caloufstion for the second semester was in the e, We wart b emphasize that e shuderss in question recehved the comrect swards Divisien
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Asputof ox 1 processes, bativbor fr; fox Federa) proFams, 85 geica'a we sPac'ad a savgle of Moo birded lody (255) We recommand the FRDE o de3gn od mrpleved alequste Regzdrg ¢
(4 . The fotaadng d2fclands rtemal oonro's erd p2grel peoresses Bratwil iderhly inreal — e e 6:&-@&&&1'
sonae, By Thomed payrod paymert rede
1.The FROE was taalie b ot eddence of emploee les,e soanad, adustments, and wizaton fur tre oaeth of Seplerdar W19, BITAEC BT/ u irfarrate idad
2 For ke Sp=cal B st o, Fom e selectad samps of sidy (69) empoyees 724 n Be second ba¥ of Seplemer 29, we fausd il in ora indtave, B2 eTpiyes
[t eveepadd ke e%ctie A-cn Aq.:sll 2\?19 and rece‘.ed l_/l payrard 9,142 foe th2 k»mq‘-l erded o Sepleber 27, 219, Rejardrg conddnns rndar 2273 3, dein) fseal yeor 2020-2021 b2 PRDE has estzbdshad abiacehly salary adyusiment peotess as pat of B8 cordols o e W,i\‘.s why
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2020004 2CFR Sectinn 203.403 (0) 4 In ralstio bo e pogam Cereer &7 Techninal Edxativa - Basic Grals to Stafies, we seledted a fornal e-a‘yte’aedhparoi 23 fnt: Fded, we nctad ) Areadpisplerented
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EdcatenGrasts 1o S%tes Froyrzm (DEA, Part B)CFDA 24 027 2 HOS A afusted irgg B S [COFE eiisted 2s pal of t g closirg This & "¢ FRDE Fas t.e peoper teeral corto’s bo Mertfy a shs s rahre b mpatertio emphasize battis
st o] crd before B pdt
Athaush Ve PROE Fave in place cordo’s o davdly thee imprigaf [y merts o, g the agnty wi be eatmtng te pagrct prosesses together wih te ThrdParty
vhoay oo tatthese frproper dskusemicts 0o At ocor Stze R Feepten Thase Few protedres we epactd o 9o irdd 6%cl durng the pbsequert fscalyears.
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Fayrol ded situns
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Legal Advisor
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Diextc
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COMPLUKCE SECTION

DESCRETION

As g2t of our aodlproced.ees, we wiacked a sampie el ten { +Y " corpiae wh e Sugension end Debamet requrerat We refew be
cooposa’s, cotatts avdretetad awmds doosmecds hegtby e PROE fur each shrecpriion s

e As 8 resdtolo tests, we rited fra fatontng exceptioes

1.Fer ez (1) sdvecpient fle kxtad, the Conteit (Progras Agrescent)y was rot prepared during B fscal year (S42 Frding Refrenie Numher 2020-005) Tre frstooracd siyred

CORRECTIVE ACTION

eath eulvecipant s9As 01 SAM pricr Bo eiatien Ber ;tcws,‘s

Ater erelyzng evd redes’ Ry worts, AESAN egees wih 2 Fadrgs Snee Auzst8, 2025, we bave tab,

;-%1613‘0‘! oy B2 fproyes Al b r.cude e

SERVICE FROGAV (SF5P) 274t 9 Bebarmert evd Suspension Asaresutolasepazie g f the Fedzral Goemerlin JJ/ 2321, £ USDAENS
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FINOING
NUMBER

COMPLIANCE SECTION

200331, Requirements foe Pass-

AUDITOR'S
DESCRIPTION

As part of our eudt procedires, we cbizred te Ist of subrecpients durirg the fiscal year 2019-2020, montoning vist schedules end dsbursements made. We seleclsd a sample of sic (5)
farve wih inferral confrol paficies end oo e wih B2 subreciplent mondoring requrerent We noted the folowing defciencies during our tests
e of the receplof B2 Shg'z Audt Report or the required Francial statements end special eyesdipon procedure repot Also, weredenthe
inghouse, but no irformation was found for s subrecipient
2 For one (1) subceciplent, we cou'd orly fod on te Fle copy of the audted francial sistererts | accardance wih the PRDE's peogram manual and award corract, e ety wasrequred b sub=tthe
special ayeed-upon procedure report but twas nat submited.

charge of the monfoding functions of the program in ceder to comply
wh B2 onse montaring vists end e cotect evaluzton of the
eodtreports that the subcecients must submtand be evalizted bo
comply wih Bs requrement

Ve recommend that adeguats taning be provided to e progran 2T in

CORRECTIVE ACTION

PRDE recognize that for the first two condfons, the Ageed Upon Procedires (AUP) were rotrecelied as a sibsttfe of Be sngle sudt, srece federel funds did not
erceed e required treshald for te audt

As a comectve acfon plan, B2 program wil requre the comesponding reports for these subrecpients, end wil assess any comectve acton for them Also, te progran wilbe
rontoring that el subcecpients francial requrements ere received in the corespondng peciod

ACCOUNTABLEFOR
ACTION ITEM

COMPLETION DATE

trooghErttes e Unfom |3 For ore (1) subreciient the PROE progran staincomectly identty Be report receved as Progren Specfc Audt when in f2dt e subrecpient oy submiied the eudted francial siatements 0n the ciher hard, condion number tree orly makes reference b en incomect iertfcation of te repart submted. Howeer, the AUP were received and analyzed by the progren Richerd W, Cnz Franqud
Administatve and the specsl eyesdpon procedures report Based o0 the PRDE siaf detarmination end te informstion incluted on B francal siatemerts, Bhe sbrecpiert shoud have sbm®sda Auocliary Secrefacy K Federal Afary
2020015 | Reqiremerts, Cost Privcples, 87 [Srgta Audt Report o e progren was e only source of Federal The progen wil cortroe b erfarce potcies end procedues by kraning el recessary siaf oatmelness ol procedures Aspatol e ranng e siaf e progenwl Curent Fiscal Year
Audt Requrerents for Federal | eyperds res apeogran Speciec Report However, te PRDE st faled o carmectly idersty the reperts received e ro frther afons wece blen o receive the comectrepertng fom the subceciert inforrati ived and avalyzed These measures wilbe implemented immadately. Lus Oppenteimer
Anxds end the OVB 21stProgram Cocedinator
Complance Supplement Vie wat b erphasze that for 2l sibrecpients, the  proge) has sScent evidence thatperfurmed montoring ectviss b & subgranizes troughout te fiscal year. As
part of the montoring that pients were subject b on-s2a programmatic and
fscal mondoring. invoices interverfons téﬂ'e dsbursement, redew and spproval of budgetransfers, and evaluaton cl achieverent reparts, validetrg st performance goals
were met
As part of our 2udt procedures, we cbiznad the st of actie sibrecpients and subrecipierts that received funds during the Fscal year 2019-2020, requestzd the risk assessTernt documentston, on s%e We recom=end that edequats baining be provided to B progran stain [ PROE is commted b comply wih all federal and stzta regufations gppliceble o programs witin e Agercy. Consequertly, the Agency has tken steps to stengten irfernal
20033, Reque-em forPass- | montoring vists, and documentas garding the Srgle Pl evalatonend management decisions process. We selacted a sample of €Mt (8) subrecpients to testeomplance  |charge of the mondoring fnctions of the program i arder b comply [coriyols, develop guidelines and procedures for complefing reperts, 2 cher tasks relsted by meetng requrements. As we recognize that s is a1 ongaing process, the program wil
wih inferral cortrol poices and complance wih the s brecipient monfaring wih B2 onst2 montoring vists and e conectezlzfen ol the corifrie b enforce polces and procedures by baning 2 necessary staf on Emefiness of procedures As part of the training b te staf, the program wil ensure deeply reviewthe
requrement We noted the folioaing deficency dring our tests: eudtreports that e sibcecpients must subm ad be evaliated bo francial information included in the subrecipients’ Schedue of Expendres of Federal Anards in this way, ensuring that the program fully complies wh the mondoring peocess Yeris SarEag0 Ramos
2020018 Requremerts, Cost Princples, and comply with this requiremant . 5 . 3:’ Edueto Currert Fiscal Year
Autt Requremerts foc Federal |1.0n one (1) subrecipiertwe noted that b Sched fe of Expendtunes of Federal Awzrds G not inchuds B expendtures of B progren for the years endzd EAM2018, 332019 rer 6302020 Descioe ol Aematis Edacson
Awnxds and te OV3 Therefere, B2 program wss rat included witin the scope of the subrecpent audt of Federal progras, and the PRDE st did ot made avalable the evaluation for this subcecipiert
Complance Supplement
As part of our 2udt procedires, we cbizined a copy of B2 worksheet for the Srgle Audt folow-p (Hoja de Trebsjo de Seguiient da la Audtoria Unica') for e year 2019-2020. We noted e faowing |We recommend that the curent procedure is a=ended bo inchude  |Afer aalyzing end reviewng tha previous reports, AESAN agrees wih be frdings Sice August 18, 2021, we have taken adminisyaty ‘gned te personrel to
deficiencies on the worksheet the requrement for the sibrecpisnss to male a formal roffcation to [accomplish the complance require=snts Biatwil be detaled as flons
the PRDE's progran siaf the Sngls Audl is
1.Fecore (1) s_t(ecpcnl Sr»ga Audt Repertrecelved at FAC dste was noted as 8772019, however, the subrecipient eppicabie Fscal year end was comectly noted t 9302019, Wereveasd te |eppicable or ot et the end of each fiscal year whenfundswere pass- |1, A fle has been creatsd in SharePoirt that cortains a back of blank tempiates bobe used for each Fscal year b evoid reusing ofd ores that can lead to manual input emmars.
FAC 2nd t ptette FAC Erough by 2 PRDE. Also, o formaly roffy the PRDE s'af when th¢|2 AESAN has arestad 2n Bxcel worksheet to document e insth.fons b which the single eudtepplies The edministetve assistance wil use B2 worksheet to validate 21 SAR
2. For three (3) subcecipl erb the worksheet dd rotinclude B information regarding f there were frdings for the program There was no information included en e refevart ces of Be warksheet No reparts are submied b the FAC. Infernsly, te submissions against the st of insthfons. Afzraards, @ wil be revizwned by the Frogram Coordrater
mformation was avalzble on Bhe werksheet b defermive 1 there were 2udt fndings Bhat reeded folloarp, CAPs of management decisions. sccouniart mustrecelve a Fst of the contrects'gract anarded b before the aocountant performs the analys's and bogs in the control workshest.
3.Fer free (3) subrecpierss, e dale of issuarce of a management decision (Decision Ad=irisyetva’) was June 10, 2019, however, B2 audt report receive date 2t the FAC were 72472020, subrecipients during each Fscal year in order 1o heep the control 3. A fle has been areated in SharePot bo contzn a bark of blark terplates to be used for e2ch Fscal year b avoid reusing ofd ones that can lead to manuzl input eers.
20033, Requiremerts for Pass- 2172020 end INME2020, fvely. The aocour 2 indcaled that the i wa 2ted from the previous year warkshest wockshest complela. 4 Afebasbeen arested in SharePoint o conten a bark of blark terplates bo be used for each fiscal year o 2void reusng old ones that can lead o ranual input enters. Jozé Narveez Pares
4 % . 4. Two (2) subrecipients selected for test purposes were not included on the worksheet Weredensd e n‘crra‘m foe the two (2) subcecplers onthe FAG erd roted Bzt e reports were. 5. A SharePorl fle has been crested o anster 21 existng fles fom all existing USBs Forthe rext FY a Share Pornt [irk wil be enzbled for each sponsar o upload a copy Accountat], CAFCP
Do e o UM lreceived b FAC on Y3Y2020 and SS/2020. Honeves, tese enties weee relincldedcntbe conivol teT SAR were bos cf the SAR submted 1o the FAC. Prospectiely, el worksheets and SARs Wil be stced in SharePoint
2 > so _, |5 Atthe mamert of our tests, we requestzd copy of the warksheet for our recards 2nd to perform our tests. The eccountart Bt mairizns £e conlrol warksheet bept the Fle 0n 2 USB beace'et ted boa EvelynF. Lépez
2001 R:‘?_;’:‘;:i;f_ﬁ"h ies, 2 lperscralbacipaik hestinhis ik e s of Septaber 23, 2021, te ectons ebove desarbe are eccompish, end camectie reasires hadbeen e CACFP Cocrdrster Ockebert 208
Anueds snd e OMB +* Lastl ftwas found 85 the CAUSE, that our egency fecks a formal process o rotfcstion of el s.brecipiants for subission of 2 Notequrement fee subrecpients o Lurdes Satazo Garca, AESAN
Coaplarcs Supplement inform us Bt there were subject o the Srgle Autt, end no adequate review of the information on the werksheel A¥ending tis rater, AESAN has deyeloprent a notFeaton Drestor
'eter, tat wil be sent to all subreciplents at the begirring of the Fscal year (frst notficztion wil be senton Ocleber 1, 2021) stafing
1) 8AR complance
2) Spendmg I=ts
3) Insruckons for sending the SAR as soon as tis submiad bo the Clearing house.
Cutently insthfons ere notfed et fhe tme of signing the syeement wih the 2gency, as this is sfpuated in the coTplarce clauses of the eyeemert.
As part of our 2udt procedures, we obtared the Fst of subrecipients actve during the Fscal year 2019-2020, requestzd Be risk assessment dotumentation, ranioring vist schediles end We recommend tat adeq. ining b 2 program 2 in | PRDE concurs wih the cond®en. As a comectve ection plan, the program wil be developng rabust mentoring acty sk m for the sibrecpients.
documeniztion regarding the Srgle Ault report recet, eveli=tion end managerent decisions process. We selectsd a sample of Fie (5) subrecpierss bo test compfance wih internal contol [charge of the manoring fnctions of Be program in arder b comply | These peocedures wil include both on-s%e and dask monving. dependng on the risk assessent resuts. However, PRDE wants by exphasize fhat e progran reviens expenses
poficies and complarce whh the subrecpient montoring requrement We noted the folowing deficiencies during our lests: W B2 on-ste montoring vists and the comect fon of the aorts received by subcecipients and enalyze and question ay incongruly between funds epproved and information received.
sudt reports that the subceciplents must sibland be ealzled b
1. Throughi w5 Wi B imiristers e funds et e PRDE and revew of the subcecipent fles provided b us, we ncted that tere was norisk e radaaspatof |comply % it t Re'zted to cond % tan and tree, PRDE ach 52 that B informats quested and cblaned afer sudl fiscal year, however B proyran reveasd te
hs-ueq fert monforing acthvifies during the Fiscal year 2019-2020, Also, there were ro on-s?e monring Vis?s or desk reviens performed during sud?ed perind. firancial inforr provi iyt e anua./reeo-—erdamhl*_u;erwsuasdoc\.rrerledo.mqtele. ‘e of francial stslemerts.
We requested our eudt sample to test complance wih the audtresolifon of the Sng'e Audt Reports of subcecients on Seplember 4, 2021, a%r varicus foowp b our request the
‘r‘crra‘on was made avalzble on Seplember 10, 2020. On our lest we noted that the PRDE requestad the subrecpients included on B sample b provide ther s send b each PROE is commited to comply wih al federal end state regulzfions gppicable bo peograms wihin the Agency. Consequently, the Agency has taken steps to stengthen infernal
subrecipient during the period from Seplember 3, 2021 bSq:Pz'rtas 2021, There fher requests of recept of information price bo e dstes menfioned before. This indicetes that thece were ro cenyo's, Cevelop guideines and procedires for complefing reparts, and offer tasks refated b meeting theserequrements As we recogrize that Bis is a1 ongaing process, B2
adequate inerral confrols in place et the PROE that g ce of complying wh Bis requirement. program wil cortire bo enforce poticies and procedures by reining el necessary si=F on Emetness of proced.res. Also, aspart
200331, Requremerts for Pass- |3 From ta requests made by the Departmert mestioned on Be peevious fem, the Departrert complete tre evalistion of e reports received cn Seplember 9, 2021. Two (2) subrecpients were nat of e tzining to Be 52, Be progran wil ensure 1o deeply review the fnancial infomation included by the subcecpierss, in this way ensuring that te peogran fily
Erough AEQ?;e? S;l E-e Unfom  abect b the Sngle Audt requremerts and Bree (3)were subject o e Sngle Avdtrequrererts. corples wih the mocitoring process.
minisyatve N
2018 | Reqitermerts, Cost Principles. 873 |From the Bree (3) sibrecpierts subject b the Sngie Auft, we nofed fre falowing defciencies on the informat: ived and the evaluztion rade by the PRDE st Hmf;&f.:j InProcess
Audt Requrements for Federal m &)
Awzds ed te OVB' 2 Ore (1) subrecipient cnly send b 2 PROE a copy of B2 Audiors Opiion on the Financial Statements. No ctber informa S t pierts There were ro firancial

Complarce Supplement

siatemmerts, no Schedue of Bpendiures of Federal Aasrds, no Schedie of Findngs &d Questoned Costs, among ofher required information. The PRDE s2f evaliuzton indicaled Bat the
report comples wih Fe requred information. We cbiained copy of the Stgle Audt Repart for te year ended E3M2020 of te subcecipient Fom the FAC web page and noted that e
SchedUe of Bpendires of Federal Anxds from the sibcecpient sibrission did not include te Program's expendiure. Therefure, e program was et included wihin the scepe o the
subrecpient eudt of Federal programs, s was not noted on Be report evaluston mada by the PRDE staf and no further ections were required b camect o clarfy Bhe lack of information on the 2udt report
of the sutcecpient.

b.A 2 send copy of e Shgle red infoemation We noled et the Schedue of Bxpendires of Federal Anards &d not includs e ependiresof e
peogram for Bre year ended €31/2020. Trerefore, B2 program was not included witin Be scope of B2 subreciplent 2udt of Federal programs, Eiswas not neted on the repodt evaliation mads by te
PRODE si2 The PRDE s=f ev2'ustion indicated tat the subrecipiant comply wih the requirement end no futher a:tions were required to comect o clarify B2 lack of information on the 2udt reped of
2 subrecipient

it [yt
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