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Ladies and Gentlemen:

We conducted an audit of the financial management practices of the Prince George’s County
Public Schools (PGCPS) in accordance with the requirements of the State Government Article,
Section 2-1220(f) of the Annotated Code of Maryland. PGCPS is the second largest public
school system in Maryland, both in the number of students enrolled and in full-time
equivalent staff. The educational services are delivered in approximately 200 schools and
other facilities, with an annual budget of $1.3 billion. The objectives of this audit were to
evaluate whether PGCPS procedures and controls were effective in accounting for and
safeguarding its assets and whether its policies provided for the efficient use of financial
resources.

Our report contains 24 recommendations covering virtually every financial management area
reviewed. Examples of areas where more significant problems were identified include
procurement, federal grants, payroll and human resources, and information technology.
PGCPS management must develop a plan and related strategies for addressing these issues,
including mechanisms to monitor the progress of implementing corrective actions. Also
included in this report are instances of processes and best practices to help ensure the
efficient use of financial resources that we found to be in place in PGCPS.

The Executive Summary of our findings can be found on page i, immediately following this
cover letter; our audit scope, objectives, and methodology are explained on page 83. We wish
to acknowledge the cooperation extended to us during our audit by PGCPS.

Respectfully submitted,

Bruce A. Myers, CPA
Legislative Auditor






Executive Summary

The Office of Legislative Audits has conducted an audit to
evaluate the effectiveness and efficiency of the financial
management practices of the Prince George’s County Public
Schools (PGCPS) in accordance with the State Government
Article, Section 2-1220(f) of the Annotated Code of Maryland.
State law requires the Office to conduct such an audit of each
of the 24 public school systems in Maryland, provided that the
related audit process is approved by the Joint Audit Committee.
The Committee approved the audit process in September 2004.
The approved process included 11 functional areas. The
following are summaries of the findings in these areas at
PGCPS.

Revenue and Billing Cycle (see pages 9 through 13)

The procedures in place for the vast majority of revenue, which
was received via wire transfer from other government entities,
provided sufficient controls to ensure proper accounting and
safeguarding of those funds. However, for miscellaneous
revenuel collected in the form of checks and cash (such as
Before and After Care Program collections which totaled $7.3
million in fiscal year 2004), the following procedural
improvements are needed: endorsing and depositing daily
collections more timely, retaining deposit documentation, and

1 This excludes Food Services Operations revenue; the related collection procedures
are addressed in that chapter.
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pursuing differences between anticipated revenue for Before
and After School programs and actual collections. In addition,
reconciliations of the PGCPS main bank account need to be
completed and differences investigated. For accounts
receivable, we found that PGCPS should establish a more
aggressive approach to the collection of employee wage
overpayments and document the rationale for adjustments to
the receivables.

Grants (see pages 15 through 19)

PGCPS is subject to an annual audit of its federally-funded
programs. Due to parallels between that work and our scope,
we placed significant reliance on the results of the independent
audit of the fiscal year 2004 grant activity, for which reported
expenditures totaled $98.6 million in fiscal year 2004. In June
2005, the PGCPS independent auditor issued a report citing 18
specific deficiencies in the design or operation of the internal
controls affecting grant accounting and compliance, as well as
questioning the propriety of $1.1 million in costs charged by
PGCPS to one federal grant program.

Procurement and Disbursement Cycle (see pages
21 through 27)

PGCPS lacked a comprehensive procurement policy, and to the
extent that policies existed, staff often did not comply.
According to PGCPS records, during fiscal year 2004 non-payroll
disbursements totaled $482 million. From our testing we noted
that key documentation (contracts, bids, receiving reports,
vendor timesheets) was frequently missing, so we could not
always assess the propriety of procurement award decisions or
determine whether related payments were in accordance with
the terms of the original awards. We also noted that certain
automated controls in the payment system were ineffective.

For example, decisions were made singularly by employees to
increase contract values after awards were made, and
procurement authority was frequently and inappropriately used,
essentially permitting the direct payment of vendors without the
use of a formal procurement process. These conditions were so
prevalent that the propriety of many of the purchases we tested
was questionable. We also observed that PGCPS relied heavily
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on contractors and consultants, even for accounting and
financial functions, rather than developing in-house capabilities
from its own staff.

Human Resources and Payroll (see pages 29 through
36)

PGCPS employs the second largest number of regular full-time
employees among the 24 public school systems in Maryland,
and generally its staffing levels and related payroll costs appear
to be typical. PGCPS has over 16,000 full and part-time
employees and annual payroll costs of over $1 billion. We
identified a number of policy and process issues which should
be addressed. From a procedural perspective, PGCPS needs to
use vacancy data from official budget and personnel records
rather than from the individual schools to ensure that only
authorized positions are filled. Additionally, all approvals should
be obtained for new hires and position funding sources should
be identified. Also, employees should not be permitted to
accumulate excessive negative leave balances. Finally, we
identified a number of enhancements to controls that were
needed. These include ensuring that all critical personnel
action forms are properly processed, establishing an automated
edit function to prevent the posting of excess hours to
electronic timesheets, ensuring proper cutoff when employees
leave PGCPS service, and reconciling payroll records with the
general ledger.

Inventory Control and Accountability (see pages 37
through 42)

PGCPS recordkeeping and controls need to be improved for
both equipment and the general and instructional materials and
supplies (M&S) inventories. According to PGCPS records, as of
March 31, 2005, the book value of PGCPS equipment was
almost $39 million and the general and instructional M&S was
about $2.4 million. Although detail records were maintained for
equipment items, they were not comprehensive and the related
Public Property Control Manual has not been updated since
October 2000. Often, equipment purchases were not
inventoried or capitalized, items recorded in the detail records
could not be located, items were not tagged for identification
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purposes, and physical inventories were not conducted timely
with a documented reconciliation of results to the related
detailed equipment records. Although M&S recordkeeping and
related procedures were somewhat better, PGCPS needs to
restrict physical access to the inventory in the central
warehouse, improve physical inventory reconciliation
procedures, update its textbook disposal policy and procedures,
and analyze the inventory for potentially excess or obsolete
items.

Information Technology (see pages 43 through 50)

Certain best practices were in place over information
technology (IT) planning and development, although we did note
the opportunity to enhance the use of certain of these
development practices. We also identified a number of
improvements that PGCPS should implement with respect to IT
system access and security, data center operations, and the
procurement of IT equipment. An example of the suggested
improvements includes making fuller use of available IT system
features to restrict or detect unauthorized or unnecessary
employee access and to prevent unauthorized or erroneous
program code changes. A comprehensive disaster recovery plan
should be developed for its four data centers, and certain
physical security improvements should be made. As found in
other areas audited, improvements need to be made in
retaining documentation of IT-related purchases. Finally,
management of the federal E-rate Program? needs
improvement and participation should be expanded.

Facilities Construction and Maintenance (see
pages 51 through 56)

During fiscal year 2004, PGCPS recorded capital expenditures
of $92.3 million. We identified several best practices that
PGCPS has put in place to assist primarily in facilities
construction and renovation. These best practices include the
preparation of a six-year Capital Improvement Plan (CIP), the
following of State guidelines and laws regarding procurement,

2 The federal E-rate program provides funding to assist schools and libraries
in obtaining affordable telecommunications and Internet access.
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and the monitoring of major school construction and renovation
projects. Nevertheless we found opportunities for improvement
in the maintenance and custodial operations, which were
staffed by 1,400 employees. Areas for improvement include
developing a measurement process for assessing and
monitoring the performance of its staff as well as its overall
performance compared to other systems, putting a formal
preventive maintenance program in place, and expanding the
use of the automated work order system to require the
inclusion of time and materials. Additionally, staffing formulas
should be developed to aid in assigning work, customer
feedback on the quality of work performed should be obtained,
and more comprehensive written procedures should be
developed for maintenance employees to follow when
performing their duties (this had been done for custodial
employees). Finally, PGCPS should consider expanding the use
of its existing energy conservation program and incorporating it
into a comprehensive system-wide energy management
program.

Transportation Services (see pages 57 through 65)

PGCPS transports more non-disabled students more miles than
any other public school system in Maryland. The primary
means of transportation is a fleet of more than 1,300 buses
owned and operated by PGCPS, although private contractors
are used for transporting a limited segment of the student
population. According to PGCPS records, during fiscal year
2003, transportation expenditures totaled $68.5 million. Costs
per mile and per rider are higher in PGCPS than in all but one
comparable system. The high transportation costs and the
large number of miles in the PGCPS appear to result primarily
from the PGCPS practice of bussing children to other than their
closest schools. PGCPS has advised that, for the 2005/2006
school year, it is redrawing school boundaries and will vastly
reduce out-of-district student bussing, which should reduce
mileage. PGCPS also has a preventive maintenance system in
place to track and schedule needed maintenance for its fleet.
Nevertheless, increased operational efficiency and
effectiveness should be realizable with better use of routing
software. Also, procurement and contracting procedures need
to be improved. Finally, PGCPS needs to take steps to ensure
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that it recovers all costs associated with Medicaid-eligible
students, including transportation.

Food Services Operations (see pages 67 through 73)

According to Maryland State Department of Education data,
PGCPS serves more meals and spends more money (almost
$50 million in fiscal year 2004) in this area than any other
school system. Our review of the PGCPS food services
operations disclosed that certain best practices are already in
place. For example, it uses United States Department of
Agriculture (USDA) commodities that are available for free and
has procedures in place designed to maximize participation in
the National School Meal Program. We noted several
enhancements that could be made to help maximize the use of
USDA commodities. Other improvements needed include
establishing a performance measurement system (with
benchmarks and goals) to analyze operations and enhancing
controls over cash collections. Finally, food service contracts
and purchases need to be better monitored to ensure the
propriety of payments, and a comprehensive inventory
recordkeeping system needs to be established.

School Board Operations and Oversight (see pages
75 through 79)

Our audit disclosed several areas for expansion of School Board
oversight that we believe would increase operational
accountability and help ensure that the Board’s policies are
appropriately implemented. Some of these would build on the
framework already in place, such as the current internal audit
staff that reports to the Board. Specific enhancements include
establishing a mechanism to ensure that all policies are
communicated and followed by PGCPS employees, expanding
the scope of the internal auditor’s work into significant areas of
PGCPS operations, ensuring that internal and external audit
findings are adequately resolved, continuing efforts to establish
a fraud reporting and follow-up process, and ensuring that
future financial statement audits are completed in a timely
manner.
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Other Financial Controls (see pages 81 through 82)

We found that PGCPS has policies in place to govern its cash
management and risk management practices, while it needs to
adopt a policy on debt management.
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Background Information

Oversight

Although the Prince George’s County Public Schools (PGCPS) is
governed by a local school board, the Maryland State
Department of Education (MSDE) exercises considerable
oversight. In addition, the State and the Prince George’s County
government provide the majority of PGCPS funding. MSDE
oversight consists of the establishment and monitoring of
various financial and academic policies and regulations in
accordance with certain provisions of the Annotated Code of
Maryland. MSDE also works with the local school systems to
comply with the requirements and mandates of the federal No
Child Left Behind Act of 2001. Oversight by the Prince George’s
County government is limited, although the PGCPS annual
operational and capital budgets require County approval.

Statistical Overview

According to MSDE student enrollment records, the PGCPS is
the second largest system in Maryland. From fiscal year 1995
to fiscal year 2004 the total full-time regular and special
education pupil population has increased 15 percent from
116,383 to 133,600; fiscal year 2005 population is projected
to be 135,000. During the same period, the total number of
schools increased from 179 to 197. In August 2005, three
additional elementary schools and one high school opened. A
review of the budget history, excluding capital costs, for that
same 10-year period disclosed a substantial increase in the
PGCPS operating budget from $680 million in fiscal year 1995
to almost $1.18 billion in fiscal year 2004. The largest annual
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increases occurred in the last two years of that period, driven
primarily by increases in State aid (the largest single source of
revenue). The largest expense category is salaries and wages,
accounting for almost 70 percent, which supported 16,000
budgeted full-time positions in fiscal year 2005.3

Certain statistical information contained in this report was
taken from reports distributed by MSDE and represents the
most current comparable information available at the time of
our audit. For example, Chapter 7 references plant operations
cost data from fiscal year 2003 because subsequent fiscal year
information was not available. The lack of more current data
was caused, in large part, by the PGCPS delay in submitting its
audited fiscal year 2004 financial statements to MSDE, as
discussed more fully on page 7.

Several issues will ultimately impact PGCPS operations,
including current vacancies in permanent leadership at two of
the highest levels responsible for financial direction, and the
potential change from the current appointed school board to an
elected one in December 2006.

Key Leadership Vacancies

At the end of our audit fieldwork in July 2005, both the Chief
Executive Officer (CEO or Superintendent) and the Chief
Financial Officer (CFO) positions were being filled, in acting
capacities, by full-time employees transferred from elsewhere in
PGCPS. The interim CEO is a long-term employee, previously
the Chief Administrator for Human Resources. The interim CFO
returned to the position he held prior to the appointment of the
now departed CFO, whose tenure was less than two years. As
commented upon in Chapter 3 of this report, PGCPS also relies
heavily on contractors and vendors for the performance of
routine accounting and recordkeeping duties. In addition to
daily operational concerns, lengthy vacancies in these critical
positions might impact the implementation of corrective actions
needed to address various issues raised by the external auditor
of the June 30, 2004 financial statements (including a federal
funds audit) and by the special consultant hired by the Board to

3 The primary source for this background data is the “Ten Year History and User’s
Guide” included in the PGCPS approved fiscal year 2005 budget.
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review certain procurement allegations, as well as by this audit.
The Board is conducting a national search for a full-time
replacement for the CEO position.

Legislative Changes Affecting the School Board

The present nine-member Board of Education (which also has
one student board member) was appointed in June 2002 by the
Governor and County Executive, for non-staggered terms of four
years and six months. Current law provides for the return to an
elected school board in December 2006.

Financial Information Systems

Starting in calendar year 2002, PGCPS implemented an Oracle
ERP (Enterprise Resource Planning) system for its
administrative and financial applications, including general
ledger, human resources, purchasing and inventory.

The Work of Other Auditors and Consultants

Two developments have had a significant impact on the PGCPS
administrative and financial accounting functions: the much
delayed external audit of the fiscal year 2004 financial
statements, and a June 2005 consultant’s report addressing
alleged procurement irregularities by the former CEO. Both
developments appear to have contributed to the previously-
mentioned key leadership vacancies.

External audit of fiscal year 2004 financial
statements

The receipt of the fiscal year 2004 external audit was delayed
almost nine months past its September 30, 2004 due date,
resulting in MSDE temporarily withholding $40 million in State
aid during fiscal year 2005. The delay was caused by a
combination of factors, including disagreements between the
auditors and the Board, and the need to hire replacement
auditors when the original auditor was dismissed by the Board
in February 2005. PGCPS and the original auditor were in
negotiations over unpaid bills totaling nearly $450,000.

M
£ Office of

ﬁ Legislative 7
=2 Audits




The replacement auditor was hired in February and the related
audit reports were issued in June 2005. These audit reports
included one report on PGCPS administration of its federal
grant programs and another report on internal control, which
accompanied the fiscal year 2004 financial statements. Both
reports were critical of PGCPS recordkeeping, processes, and
controls. The report on the federal grant programs contained
18 significant findings and is discussed in Chapter 2.
Accompanying the financial statements was a report on Internal
Controls, Material Weaknesses, Reportable Conditions, and
Advisory Comments (see a summary in Exhibit A). This report
contained an even larger number of problems than were noted
in the federal grant programs and was critical of PGCPS
preparation for the audit, including the inability to readily
provide support for the numbers and transactions recorded in
the financial records, and the lack of qualified finance office
personnel to provide answers and information critical to the
audit.

Consultant’s report on alleged procurement
improprieties

In June 2005, the consultant hired by the Board to conduct a
forensic accounting investigation into alleged procurement
improprieties by the CEO issued its report. The report included
“investigative observations” on two procurements: E-rate
consulting services (see additional comments on the E-rate
program in chapter 6) and educational software. The report
raised a number of issues critical of the procurements without
concluding on possible improprieties. We were advised that, as
of the conclusion of our fieldwork, these alleged procurement
improprieties were under federal investigation. In advance of
the report’s issuance, the Board accepted the CEQ’s
resignation, and the CEO was permitted to formally respond to
the report. In that response, the CEO described the decision-
making process at the time of the procurements and
highlighted educational achievements attained during his
tenure. The Board, meanwhile, identified certain corrective
actions needed with regard to affected policies and procedures.
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Chapter 1

Revenue and Billing Cycle

According to the audited June 30, 2004 PGCPS financial
statements, $1.4 billion in revenue was received from all
sources during fiscal year 2004. Procedures and controls for
the majority of revenue sources were found to be adequate;
however the procedures for several lesser miscellaneous
sources# were in need of improvement. For certain receipts
tested, checks were not restrictively endorsed immediately
upon receipt, deposits were not made timely, deposit
documentation was missing, and variances between expected
and actual revenues were not investigated when actual
revenues came up short. Also, PGCPS had not completed a
reconciliation of its main bank account with its general ledger in
a number of months.

As with revenue, the majority of accounts receivable activity
relates to monies due from other governments. In their audit
report on fiscal year 20045 financial statements, PGCPS
external auditors did not note any significant findings with
respect to the revenue processing procedures; however, they
did include several comments applicable to types of accounts
receivable that we did not specifically review (see exhibit A). We
limited our review to monies due from miscellaneous sources
and the related procedures. We found that PGCPS did not have
a formal policy on the collection of wage overpayments, which
had an outstanding balance (prior to an allowance for
uncollectible accounts) of $1.17 million as of June 30, 2004.

4 This excludes Food Services Operations revenue collection procedures, which are
addressed in chapter 9.
5 See Exhibit A for a summary of significant findings from that report.
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Additionally, the rationale for adjustments reducing the amount
of receivables owed PGCPS was not always documented.

Background

PGCPS revenues consist primarily of funds received from the
State, Prince George’s County, and the federal government.
Other revenue sources include food sales, Before and After
Care Program fees, adult education tuition, and facilities
rentals. Revenues from all sources for fiscal year 2004 totaled
$1.4 billion, according to the audited financial statements, as
shown in the following chart.

Chart 1
Sources of Fiscal Year 2004 Revenue

Other
Federal $53,951,862 (4%)
$94,390,659 (7%)

State
$642,085,277
(47%)
Prince George's
$583,796,904
(42%)
Source: PGCPS fiscal year 2004 audited financial statements
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Collection Procedures for Certain Revenues Need
to be Improved

PGCPS should ensure its cash handling procedures

safeguard all receipts — Miscellaneous checks and money
orders received by various locations (primarily schools), for
activities such as adult education tuition and facility rentals,
were not restrictively endorsed immediately upon receipt to
limit their negotiability. Rather, checks and money orders were
endorsed after they were physically transferred to the central
Treasurer’s Office and prepared for deposit. Since receipts
from schools and other offsite locations are sent to the
Treasurer’s Office by inter-office mail, the checks may not be
endorsed for several days. During the month of June 2005,
checks and money orders deposited by the Treasurer’s Office
that were originally received by these locations totaled $1.2
million.

PGCPS should improve controls over the Before and
After Care Program to account for all anticipated and

actual collections — The Before and After Care Programs
were run from 64 PGCPS sites and, according to PGCPS
records, accounted for $7.3 million in revenue during fiscal year
2004. We noted several problems with the collection
procedures at the four sites we visited. Two of the four sites
had not retained documentation to support all deposits we
selected for testing. When documentation was retained, it
often indicated deposit delays. At three of the four sites visited,
we found delays from 4 to 10 business days for 15 of 27
deposits tested and, in 26 percent of the items tested, the
deposited amount did not agree with the related prenumbered
receipt forms (in two cases the deposited amounts were less
and in five cases greater).

Also weekly projections of each site’s revenue (based on weekly
enroliments) often did not agree with the actual collections.
Although the central program office prepared these projections,
it did not pursue differences noted. At the fourth site visited,
with expected annual revenues of approximately $200,000,
actual revenues were only $174,000 and $160,000 for fiscal
years 2005 and 2004, respectively. We reviewed the January
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2005 activity at this site and found recorded tuition payments
for 84 to 87 students (depending on the week), but related
enrollment reports showed over 100 students.

Bank reconciliations should be completed in a timely

manner and unexplained differences investigated — As
of June 29, 2005, bank reconciliations of the PGCPS main
account had not been attempted since October 2004. The main
account is used to consolidate funds from multiple accounts
and often contains monthly activity in the hundreds of millions
of dollars. The October 2004 reconciliation included eight
unexplained reconciling items totaling $145,000, some dating
back to the May 2004 reconciliation. We were advised that the
reconciliations were not being performed because of staffing
shortages, and to give priority to issues affecting the completion
of the long-delayed fiscal year 2004 financial statement audit.

Collections Should be More Vigorously Pursued
and Related Actions Documented

Significant employee wage overpayments remained

uncollected — PGCPS did not have a formal policy requiring
the timely recovery of employee wage overpayments, although a
policy was in draft form as of August 2, 2005. These
overpayments, which represent funds owed to PGCPS, totaled
$1.17 million as of June 30, 2004. According to PGCPS
management estimates, as much as $1 million of this amount
may not be collected. We were advised that these
overpayments resulted primarily from erroneous salary
payments to terminated employees; this condition is
commented upon further in Chapter 4. We also noted that,
until we brought the matter to its attention, PGCPS had not
pursued the recovery of certain of the overpayments. The
timely identification and collection pursuit of the overpayments
significantly increases the likelihood of recovery.

PGCPS should better document the rationale for

adjustments reducing amounts it is owed — At fiscal
year end June 30, 2004, we tested $3.7 million of the non-cash
adjustments posted to the accounts receivable records, which
reduced the balance of funds owed PGCPS. Although these
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adjustments were approved, there was no supporting
documentation to explain or justify the adjustments.

Recommendations

1. PGCPS should ensure that all checks and money orders are
immediately restrictively endorsed and deposited intact in a
timely manner. PGCPS should also investigate when
anticipated revenue is not realized or otherwise deposited
(including the aforementioned findings pertaining to the
Before and After Care Programs). To the extent practicable,
PGCPS may want to consider consolidating its collection
function at one central location rather than permitting each
site to collect monies. Finally, bank reconciliations should
be completed timely and differences investigated.

2. PGCPS should establish a formal receivable policy that
addresses the timely recovery of wage overpayments.
Adequate documentation should be retained to explain the
need for non-cash adjustments posted to accounts
receivable.
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Chapter 2

Grants

Annually, PGCPS is subject to an audit of its federally-funded
programs (often referred to as the Single Audit, and required by
Circular A-133 issued by the US Office of Management and
Budget). This audit is conducted on a fiscal year basis. The
report on the audit of fiscal year 2004 federal grant activity was
issued by the PGCPS external auditor on June 14, 2005.

In that report, the auditor expressed a qualified opinion on
PGCPS compliance with numerous requirements related to
major federal programs. This means that the auditor expressed
reservations to some degree about the accuracy of reported
financial activity and/or related compliance with requirements.
In addition, the auditor issued a report containing 18 conditions
of noncompliance, including 12 reportable conditions® and 6
material weaknesses,” and questioning the propriety of
$1,134,403 in costs charged by PGCPS to one federal grant
program (Head Start).

Most of the material weaknesses related to a lack of
documentation to support certain transactions. For example,
two of the material weaknesses related to cash receipts activity,
whereby PGCPS could not document certain grant expenditures
to justify federal reimbursements, nor could it reconcile
reimbursements with related grant expenditures.

6 Reportable conditions are issues relating to significant deficiencies in the design or
operation of the internal control over compliance that, in the auditor’s judgment,
could adversely affect the grantee’s ability to administer a major federal program.

7 Material weaknesses, which are more severe problems, are reportable conditions
where the existing internal control components might not detect, in a timely
manner, a material instance of noncompliance with applicable requirements of
laws, regulations, contracts, and grants caused by error or fraud.
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Background

PGCPS receives funds primarily from the State, Prince George’s
County, and the federal government. Most funds received from
the State and Prince George’s County are unrestricted;
however, federal funds are generally restricted for use for a
certain specified program (such as School Lunch Program or
Special Education).

Because of the external auditor’s work in this area, we relied on
the auditor’s results, as is permitted by Government Auditing
Standards. Besides expressing an opinion on PGCPS
compliance with the terms of several grant programs, the
auditor also considered the existing internal control structure’s
impact on compliance and audited the fiscal year 2004
required Schedule of Federal Awards (which includes claimed
and reported grant-related expenditures). According to the
audited Schedule of Federal Awards, fiscal year 2004
expenditures of federal funds totaled $98.6 million.

PGCPS Should Ensure That it Complies With All
Grant Requirements

The Single Audit report on fiscal year 2004 federal grant activity
disclosed 18 conditions of non-compliance with federal
regulations. As previously mentioned, the findings were either
“reportable conditions” or “material weaknesses” (the more
severe of the two). Table 1 on the following pages contains a
summary of the external auditor’s findings. In response, PGCPS
concurred with all the findings and, although they support the
recommendations, the response indicated that alternative
strategies might be proposed to address certain of the findings.
PGCPS intends to have corrective action in place sometime
during fiscal year 2006. This means that similar findings may
result from the fiscal year 2005 audit, since that year was
substantially completed before the results of the 2004 audit
were released.
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Table 1

Independent Auditor’s Fiscal Year 2004

Finding

Single Audit Findings

Condition

page 1 of 2

Grant Program
or Financial
Area

Material

Weakness

Reportable
Condition

Highly Qualified Teachers /
Paraprofessionals

PGCPS was unable to provide all teacher
certification documents. Teachers from non-Title |
funded schools had been included in the Title |
funded schools population.

Title |

Timely Consultation with
Private School Officials

PGCPS was unable to provide documentation that it
has conducted timely consultation with private
school officials in making determinations and
setting aside the required amount for private school
children.

Title 1l

Level of Effort —
Supplement not Supplant

PGCPS used federal program funds to supplant
funds from non-federal sources.

Title Il

Cash Receipts

PGCPS was unable to provide supporting
documentation for a journal entry made to the cash
receipts journal. Questioned Costs - $582,246.

Head Start

Reporting Deficiencies

Information contained in reports submitted to
federal grantor could not be agreed to the
information contained in the PGCPS general ledger.
There was no evidence of review of reports by a
responsible official. Reports were not filed in a
timely manner.

Head Start

Matching Funds

PGCPS could not provide supporting documents for
a matching expenditure transaction. Timesheets
were not approved in some cases. PGCPS could
not support employee time spent and could not
prove that one individual was eligible to work in the
Head Start program. Questioned Costs -
$347,169.

Head Start

Income Eligibility

PGCPS was unable to provide supporting
documents for certain students enrolled in the
Head Start program. PGCPS was not able to fully
demonstrate its overall compliance with the poverty
guideline requirement for enrolled children.

Head Start

Excess Administrative
Costs

At June 30, 2004, development and administrative
costs for the Head Start program were more that 15
percent of the total annual program costs in
violation of the related requirements.

Questioned Costs - $204,988.

Head Start

Federal Agency Audit

PGCPS was determined to be a grantee with
deficiencies based on the review of Head Start
program by the Administration for Children and
Families.

Head Start
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Table 1

Independent Auditor’s Fiscal Year 2004

Single Audit Findings page 2 of 2
_ | 9 -
Grant Program | '§ 8 S8
Finding Condition or Financial | & % 535
Area =2 §8
No verifications were performed for fiscal year
Verification of 2004. By December 15t of each school year, a Child
Free/Reduced Price Meal School Food Authority must verify the current free Nutrition X
Applications and reduced price eligibility of households selected
from a sample of approved applications.
PGCPS did not have applications readily available to .
- . : Child
Eligibility to Participate support evaluations of eligibility requirements . X
. Nutrition
before disbursement of federal funds.
During fiscal year 2005, MSDE conducted an on- Child
MSDE Audit site monitoring review of PGCPS Child Nutrition " X
L Nutrition
Program and noted deficiencies.
Cash receipts detail could not be agreed to
expenditures incurred during the year. Under the
Cash Management — A .
Revenue Expense reimbursement-funding method, program costs Cash X
© =Xp must be paid by PGCPS funds before Receipts
Reconciliation . .
reimbursement is requested from the federal
government.
Documentation to support the amounts requested
. was inadequate at the time of the request. There Cash
Reimbursement Request e . . . X
was no indication of a review of reimbursement Receipts
requests by a responsible official at PGCPS.
Federal Cash Management RGCPS dld.not follow procedures to minimize the Cash
Practices time elapsing between the transfer of funds from Receints X
the U.S. Treasury and disbursement of those funds. P
Equipment exceptions were noted during testing.
Equipment — Attribute Test | Also, consumable items, shipping charges, handling .
Equipment X
Results charges, and assembly charges were all coded to
equipment codes.
Various adjustments made to the detailed
disbursement records for personnel time had been
Cash Disbursements — charged to incorrect periods or to closed/expired Cash X
Reconciliations of Reports | grants. General ledger disbursements detail for the Disbursements
Child Nutrition cluster of grants did not distinguish
between the different programs.
Cash Disbursements — Test exceptlgns noted included Iac_k of Cash
) documentation, lack of approved timesheets and . X
Attribute Test Results . . - . Disbursements
other inconsistencies related to timesheets.
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Recommendations

3. PGCPS should ensure that corrective action is taken in a
timely manner to address the findings of the fiscal year
2004 Single Audit.

 Recommendations are numbered consecutively 1 through 24 throughout
the report.
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Chapter 3

Procurement and Disbursement Cycle

Although we were advised that PGCPS attempts to comply with
the Maryland State Procurement Regulations, from our test
results we concluded that PGCPS lacked a comprehensive
procurement policy and that existing policies were often not
followed. Key documentation (contracts, bids, receiving
reports, vendor timesheets) was frequently missing. In those
instances, we could not assess the propriety of procurement
award decisions and it appears that invoices were often paid
without regard to the contract terms.

We also noted what appeared to be accepted practices whereby
certain controls—including those inherent in the PGCPS
automated purchasing and payment system—were frequently
bypassed. These practices included the failure to obtain
required PGCPS Board of Education approval of contracts,
decisions to increase contract values after awards were made
without proper approvals, and the inappropriate use of a
procurement method that essentially permitted the direct
payment of vendors without the use of a formal procurement
process.

Of the 40 invoices tested, which totaled $3.7 million,
appropriate policies and procedures were not complied with in
34 instances. Similarly, appropriate policies and procedures
were not followed in 12 of the 15 contract awards tested.
These 15 contracts had a total original value of $27.2 million.
The prevalence of these conditions indicates there was little
assurance that tested PGCPS procurements were justified,
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represented a best value, resulted in the receipt of appropriate
services or goods for every payment, and were properly
approved. We also found that PGCPS relied heavily on
contractors and consultants rather than develop in-house
capabilities. Finally, we found a few best practices in use,
including the existence of employee travel restrictions, and the
establishment of an ethics policy with attendant reporting.

Background

According to PGCPS records, non-payroll disbursements totaled
$482 million during fiscal year 2004. PGPCS maintains a
Central Purchasing Office to coordinate purchases of all items
other than instructional materials and construction services.
This Office also coordinates contract bids and awards.

During fiscal years 2004 and 2005, all disbursement
transactions were processed through an automated
procurement and payable system. We were advised that
PGCPS used the capabilities of its system to help control the
procurement and disbursement cycle. Generally, requisitions,
purchase orders, receiving reports, and invoices are entered
into the system; this information is then used to control
expenditures and to pay invoices. Approved requisitions are
entered into the automated system by the requesting
departments, and the Central Purchasing Office prepares the
related purchase orders. Invoices are received, processed, and
entered into the system by the Accounts Payable Office. The
final key document is the receiving report which is processed in
the system by the unit receiving the related goods or services.
The system is designed with various system edit features which
can be used to ensure agreement among purchase orders,
receiving reports, and invoices prior to payment.

The results of our testing of contracts and invoice payments are
presented in this chapter, as well as in chapters 6, 8, and 9.
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Controls and Procedures Over Procurement and
Invoice Payment Need to be Improved

PGCPS should establish a formal comprehensive

procurement policy — Although we noted that a number of
individual policies governing procurements had been issued by
PGCPS, these were not comprehensive and had not been
consolidated or promulgated into a comprehensive policy. For
example, we were advised that PGCPS adheres to the
requirements of the Maryland State Procurement Regulations,
yet the specific requirements had not been formally adopted or
otherwise issued to its responsible employees. Furthermore,
our testing disclosed a number of procurements that were not
made in accordance with these regulations. That is, as detailed
further in this chapter, some aspects of the regulations were
not complied with, such as using a competitive procurement
method.

PGCPS should ensure that all procurement awards are

properly conducted, documented, and approved — Of
the 15 contracts tested (valued at $27.2 million), PGCPS could
not provide documentation that the awards were properly made
for 12 contracts valued at $13 million. Specifically, we noted
instances in which there was a lack of competitive procurement
(without adequate justification) and instances in which PGCPS
failed to follow prescribed processes. For example, 9 purchase
orders totaling $11 million were issued for certain
procurements without documentation as to how the vendors
were selected, such as bid evaluations. We further noted 2
vendors that were issued purchase orders totaling $182,000
that were selected from a pre-approved list, without evidence
that the vendors selected best matched the services sought or
that the best values were obtained. Also, none of these 12
procurements was approved by the School Board, even though
such approvals were required based on their values.

Although we were advised that it was policy for the Central
Purchasing Office to have a copy of most contracts awarded by
PGCPS, our testing in this and other areas disclosed that
documentation of contracts was often missing. Furthermore, of
the 9 contracts we did sight, we noted that 3, for which
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payments totaled $21.6 million as of March 31, 2005, did not
include estimated dollar totals or not-to-exceed amounts.
Finally, we noted that PGCPS routinely exercised extension
options on existing contracts without formally determining if
bidding the services would be more beneficial.

PGCPS should limit or eliminate the unilateral ability of
some employees to increase the value of purchase

orders — We found that, in three procurements (with contracts
valued at $2.6 million), the related purchase order values were
modified in the automated payment system without approvals
being obtained for the increased costs. The total of these
purchase orders exceeded the contract amounts by $3 million.
In one case, the total payments were $429,400 more than the
contract amount of $950,000. We noted that the Director of
Purchasing could unilaterally change the dollar value of a
purchase order without any other review or approvals. Although
the ability of other employees to unilaterally process change
orders was limited to a certain dollar threshold (for example,
$10,000), this control was mitigated because there was no limit
on the number of subsequent change orders that could be
prepared. The purchase order dollar value in the system is
important because it is used, as part of an edit function, to
control invoice payments. In other words, payments will not be
made if total invoice payments to date exceed the authorized
purchase order amounts.

Use of a payment process that bypasses normal
controls should be limited to minor procurements, as

originally intended — To expedite minor incidental
purchases—such as travel, instructional supplies, registration
fees, and subscriptions — PGCPS makes use of a process called
“a disbursement authority.” This process is intended to permit
a small purchase to be made without the use of a purchase
order or other contract documents. However, for invoices
totaling $230,000, representing 8 of the 40 invoices tested, we
noted that this process was inappropriately used for purchases
that did not meet the “incidental” criteria established in PGCPS
policy. For example, it was used on five invoices, totaling
$133,000, for such things as software licenses, rent, and legal
expenses.
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Procurements should not be made until all approvals

are obtained and documented — From our testing we
noted seven invoices (valued at $918,000), for which the goods
or services were purchased and received prior to the creation
and approval of the related requisitions and purchase orders.
This situation could lead to overspending and the purchase of
unnecessary or inappropriate items.

Invoice processing and payment controls need

significant improvements — Although the automated
purchasing and payable system had a number of edits in place,
the results of our testing suggest that the edits were not
effectively used or were bypassed. For example, the system is
designed to match critical information (such as quantities) from
the purchase order, receiving report, and invoice before
permitting a payment; however, we noted a number of cases
where critical information either did not match or was missing
and the invoices were still paid. Nine invoices, totaling $1.9
million, were paid even though invoiced quantities, costs, or
rates, did not match the contracts or purchase orders, or
documentation, such as timesheets, was not received from the
vendors to support hours of labor billed. For six other invoices,
totaling $255,400, PGCPS could not provide us with critical
supporting documentation, such as evidence of receipt, or an
approved contract or purchase order, yet the invoices were still
paid.

We were advised that one employee in the Accounts Payable
Unit could override various system edits to pay a bill in those
cases when documentation was less than adequate. When we
inquired about this override, PGCPS was unable to readily
guantify the frequency of occurrence.

Finally, we noted three invoices that were not charged to the
correct general ledger accounts.
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PGCPS Needs to Develop In-House Expertise to
Reduce its Reliance on Consultants

PGCPS uses approximately two dozen vendors (a combination
of consulting firms and individuals providing consulting
services) to provide technical assistance in accounting, payroll,
and information technology (including telecommunications).
We were informed that the need for many of these consultants
arose from difficulties in implementing the automated system
starting in November 2002. For example, one firm has been
under contract, since May 23, 2002, to develop and process
accounting and financial reports and, as of June 30, 2005, had
been paid $1.6 million. Two other vendors provided full-time on-
site assistance in identifying and correcting technical problems
and issues, provided training to permanent staff, and assisted
with routine duties related to the automated human resources
module that was implemented in May 2003.

While it would be expected that an entity the size and
complexity of PGCPS would periodically require outside
technical assistance, we believe the use of so many consultants
on a long-term basis may have made PGCPS overly reliant on
third parties for some routine tasks and may have prevented it
from developing the necessary in-house expertise. In addition,
consultants are often more expensive than regular employees.
This is the case with the consulting firm that provided up to
three staff for routine accounting services at a cost of over
$700,000 in fiscal year 2005. We estimated that the
annualized payments for the firm’s accounting manager were
more than double the $93,000 budgeted salary for this
position.

PGCPS Makes Use of Several Best Practices

Employee travel policies are in place to control costs —
Policies have been established defining the conditions under
which employees may be reimbursed for travel. Documentation
is required for all reimbursements and out-of-state travel
requests.
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An ethics policy modeled after the State law has been

established — PGCPS has a detailed code of ethics that
covers Board members as well as employees. The PGCPS
policy details conflicts of interest and ethics requirements
conforming to State law in those areas. PGCPS maintains an
Ethics Panel to interpret ethics policies, to provide advice on
policy implementation, and to review any reported violations.
PGCPS requires Board members and approximately 250
supervisory employees to file annual disclosure statements.
We noted these statements were filed for calendar year 2004
and reported potential conflicts were generally reviewed for
propriety in accordance with PGCPS policy.

Recommendations

4. PGCPS should implement a formal comprehensive
procurement policy to ensure that all purchases are
documented, necessary, and represent the best value to
PGCPS. Additionally, system controls should be established
to ensure the propriety of payment processing, and
appropriate monitoring procedures should be put in place to
ensure compliance with the existing policies. These should
include the establishment of a multi-tiered approval path for
purchases (based on the dollar value of the purchase),
limiting the use of the “disbursement authority” payment
process, and ensuring that purchases are not made in
advance of receipt of the related formal approvals. Controls
available in the automated IT system should be used to the
extent practicable.

5. PGCPS should strive to reduce its reliance on consultants by
developing or hiring full-time regular employees with the
needed expertise.
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Chapter 4

Human Resources and Payroll

Among the 24 public school systems in Maryland, PGCPS
employs the second largest number of regular full-time
employees. Its records (unaudited) indicate that total payroll
costs for all employees, including fringe benefits, were $1.1
billion in fiscal year 2005.

PGCPS had certain policies and practices that should be revised
or more strictly enforced to ensure the propriety of payroll and
personnel actions. These include (1) using official budget and
personnel records to identify vacancies to be filled rather than
relying on the individual schools to report this information, as is
the present practice, (2) making sure that employees are only
added to the payroll after appropriate funding sources are
identified, and (3) establishing a required level of
documentation for payroll adjustments. In addition, employees
should generally not be permitted to carry negative leave
balances.

In addition, although PGCPS has a formal workforce plan for
instructional employees, the plan should be expanded to
include all critical operational units and positions. Workforce
planning is needed to identify gaps in workforce needs and to
provide necessary solutions. Given the complexity and size of
PGCPS operations, and the interrelationship between
instructional and non-instructional positions in achieving PGCPS
goals, this seems especially important. Any workforce planning
should also consider the desirability of developing in-house
capabilities, rather than continuing the current reliance on
consultants and contractors.

During our procedural reviews and testing we also noted
several opportunities for strengthening the controls over payroll
processing. We believe that these controls, if properly
implemented, will help ensure the propriety and accuracy of
payroll transactions and payments. These controls include
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establishing a process to document supervisory approval of
critical personnel forms and of non-routine payroll payments,
such as adjustments to correct payment errors for overtime.
Non-routine payroll payments totaled over $9 million for the
nine-month period ending March 31, 2005. To help prevent
improper payments, PGCPS should institute system controls in
the automated timekeeping system. Specifically, PGCPS should
limit the number of employee hours that can be recorded as
worked to a reasonable number and should establish the
necessary controls to prevent payments to terminated
employees. Voided payroll checks should be better controlled,
and differences between payroll records and the general ledger
should be investigated and resolved.

Finally, PGCPS external auditors had a number of comments
and recommendations addressing many significant payroll-
related problems, such as the lack of approved timesheets. See
Exhibit A for detailed findings.

Background

Payroll costs represent the largest single cost component in the
PGCPS budget. According to PGCPS records for fiscal year
2005, annual salary and benefit costs paid totaled $1.1 billion.
According to MSDE records as of October 2004, PGCPS had
16,400 permanent full or part-time employees.

/ Table 2 \
Comparison of Employee to Student Ratios — Fall 2003

School System ) Students Student
Equivalent (as of September Ratio
Employees 30, 2003)
Prince George’s Co. 16,103 137,285 1t0o 8.5
Anne Arundel Co. 8,353 74,508 1t08.9
Baltimore Co. 13,941 108,523 1t07.8
Baltimore City 11,914 91,738 lto7.7
Montgomery Co. 18,557 139,201 1to7.5
Qurce: MSDE 2003/2004 Fact Book /
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PGCPS uses an automated system to maintain human
resources information, process payrolls, and record and track
employee hours worked and leave balances. The system
automatically generates biweekly time records and any
adjustments are processed by designated employees—known
as timekeepers—at the various locations (such as schools).
Time records are approved online by supervisors and then
processed electronically by the system. After various system
edit checks, the system generates payroll checks and direct
deposit advices which are provided to the originating locations
and distributed. Leave is automatically posted as part of the
timekeeping process. Timekeepers also have the ability to post
adjustments to leave balances.

The hiring of new employees is usually initiated directly by the
school or program in need. Position control procedures require
that the related paperwork be submitted to PGCPS central
office staff, including the budget and finance offices to ensure
adequate funding and position vacancy prior to adding the
employee to the automated personnel and payroll systems.

Certain Policies Should be Revised or Enforced to
Ensure the Propriety of Transactions

Sole reliance should not be placed on personnel at

individual schools to identify vacancies — When
determining hiring needs, both before and during the school
year, it was the policy of the PGCPS Division of Human
Resources to rely on vacancy information provided by individual
school officials, instead of relying on information from
centralized personnel records and the approved budget. During
the course of our audit the Budget Office was in the process of
finalizing a reporting process to use personnel and budget data
from its automated systems to prepare formal vacancy and
staffing reports. This will provide a valuable tool to enhance
position control.

Current practices of overriding existing controls over

new hires should be stopped — Although PGCPS has a
policy requiring the formal approval of all new hires before
entering them into the payroll and personnel system, we were
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advised that, as an expedient, this policy was often ignored.
Rather, based on the requesting entity’s (a school) assurance
that adequate funding was available, the Division of Human
Resources would establish a new employee on the payroll
before CEO and CFO approvals were obtained. Furthermore,
until the funding source was identified, the new employee's
salary would be paid from the general fund. The audit report of
the PGCPS fiscal year 2003 financial statements also
commented on problems with identifying correct funding
sources when an employee transfers between schools or
changes funding sources. In response to that issue, PGCPS
began developing a corrective action plan in January 2005.
Based on that corrective action plan, PGCPS provided us with a
number of examples in which PGCPS needed to change the
funding sources for employee salaries.

A consistent policy is needed to address required

payroll documentation — We noted a lack of consistency in
the type of documentation required to support information
posted to automated time and leave records. For example,
some locations required leave request forms and sign-in sheets
to document overtime, while others (such as the central
administration offices) did not have any requirements.

Employees should not be allowed to carry significant

amounts of negative leave — Employees were routinely
allowed to use leave in excess of the amounts earned, as
timekeepers often ignored automated system messages of
negative leave situations. Although the practice of granting
leave in excess of leave earned is contrary to PGCPS policy, the
situation appears to have grown to significant proportions.
According to an unaudited March 15, 2005 system-generated
report to the internal auditors, PGCPS employees had accrued
negative leave balances totaling 17,165 days. Although the
total number of employees involved was not readily available,
we noted instances in which negative balances ranged up to
202 days. PGCPS was aware of this situation and, since our
review of this area, has begun to develop draft procedures on
recouping excess leave. However, it had not taken action to
prevent the granting of excess leave by timekeepers.
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Existing workforce planninge should be expanded to

non-instructional areas — Through its Quality Schools
Program, PGCPS has a strategic plan for teacher and principal
hiring and retention; however, the plan should be more
comprehensive: It should include other areas of operations and
non-academic functions. As noted in the table below, PGCPS
has a significant number of non-instructional positions. In fact,
about one-third of PGCPS employees fill non-instructional
positions. These other support functions (such as central office
and critical support staff) also play a key role in the ultimate
success of PGCPS in providing a quality education and,
therefore, any workforce planning should include them. The
importance of this situation was alluded to by the independent
auditor in its report on the fiscal year 2004 financial
statements, where it was observed that there was a general
lack of knowledgeable personnel on the finance staff.

Table 3

Comparison of Non-instructional Staff Per 1,000 Pupils for Select Categories
Fiscal Year 2004 (Unaudited)

Number of Non-instructional Number of Non-instructional Positions
Positions@ Per 1,000 Pupils®
School System Professional Support . Support .

e Staff® Professional Staff Combined
Prince George’s Co. 996 5,138 7.25 37.41 44.66
Montgomery Co. 1,481 4,828 10.64 34.68 45.32
Baltimore Co. 1,107 3,662 10.20 33.74 43.94
Baltimore City 1,351 2,102 14.73 2291 37.64
Anne Arundel Co. 580 1,898 7.78 25.47 33.25
Statewide 8,478 25,716 9.75 29.59 39.34

Source: MSDE 2003/2004 Fact Book

© - Excludes contractual and consulting positions

@® - Based on Fall 2003 student enrollment

© - Includes principals, vice principals, social workers and other administrators (excludes
contractual staff)

® - Includes technicians, secretaries, clerks, trades personnel, etc. (excludes contractual staff)

9 Workforce planning represents the strategic alignment of an organization’s human
capital with its business direction. It includes processes such as analyzing the
current workforce, determining workforce needs, identifying gaps in the workforce
and implementing necessary solutions.
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A further consideration in workforce planning should be the
extent of PGCPS reliance on contractors and consultants,
including key positions in the finance office. Although there are
appropriate uses for consultants and contractors, such as to
provide expertise not available from within or to provide
temporary support when vacancies occur, their use should
generally not be long-term. For key positions, and when
expertise will be needed on a routine basis, full-time employees
should be considered the norm.

Controls Over Payroll-Related Procedures Need to
be Strengthened

Certain safeguards over payroll processing should be

established — Critical source documents for adding or
terminating employees on the automated payroll system were
not always approved by supervisory personnel and, when
approved, were returned to the preparer for data entry. Under
these conditions, errors and irregularities could occur and
remain undetected. Additionally, we noted that special
payments, processed outside of the normal payroll process
(such as lump sum payments for coaching athletic teams), were
not reviewed for propriety by supervisory personnel after
processing by payroll clerks. According to PGCPS records, these
special payments totaled over $9 million for the period from
July 1, 2004 to April 1, 2005.

PGCPS should reduce the number of hours that can be

posted to an automated employee timesheet — The
automated time records system allowed timekeepers to post up
to 950 hours per week to an employee’s timesheet. We were
advised that this capability to post in excess of the 40 hour
standard week was necessary for recording adjustments and
overtime; however, the current limit is unnecessarily high and
could result in improper payments.

Process for voided payroll check accounting needs

enhancement — Accountability was not established over
payroll checks that had not been negotiated and were returned
to the Treasurer’s Office to be voided. The checks were not
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logged in when received by the office making it difficult to verify
that the checks were properly voided. Further, when the checks
were voided on the automated human services module, payroll
expenditures were not automatically reduced in the general
ledger. (See next finding for comment on unresolved
differences between the automated payroll records and the
general ledger.) We were advised that, in June 2005,
procedures had been developed to address the above issues,
but they had not been implemented by the end of our fieldwork.
We were advised that approximately 20 percent of employees
were paid via check (with the remaining 80 percent using direct
deposit).

Differences between payroll account balances and the

general ledger need to be investigated — Monthly,

PGCPS prepares reconciliations of the cash balance reported by
the bank for the PGCPS payroll account with the general ledger;
however, these reconciliations were not subject to supervisory
review and all differences were not investigated. As of February
28, 2005, there was a cumulative net difference for the fiscal
year of $471,000 in which the bank balance in the payroll
account exceeded the general ledger balance. Furthermore, a
difference of $153,000 between the payroll costs in the
automated payroll module and the amounts reflected in the
general ledger for the month of September 2004 (where the
general ledger was lower) had not been investigated.
Subsequent reconciliations of monthly activity that we reviewed
did not show a similar difference between the payroll records
and the general ledger.

Terminated employees have received improper

payments — We selected the September 24, 2004 payroll for
testing and found 11 terminated employees who had
improperly received paychecks after termination. When we
expanded our review through May 31, 2005 for these 11
employees we noted additional improper payments. Total
overpayments were $28,800; of this amount, PGCPS had
recovered $18,800, had tried to collect another $6,300, and
was unaware of the remaining $3,700. The practice of making
overpayments, mostly to terminated employees, appears to be
a significant problem, since the unaudited financial records
indicate billed but outstanding employee overpayments of
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$1.67 million as of June 30, 2005. The outstanding
overpayments to employees totaled $1.17 million as of June
30, 2004 according to the audited financial statements.
Although there are existing employee cut-off policies (currently
under revision), these are almost 30 years old and predate the
implementation of the new automated human resources and
payroll system. Furthermore, these policies and procedures
were not complied with, resulting in the improper payments.

Recommendations

6. PGCPS should develop comprehensive policies over various
personnel and payroll actions. A centralized process using
official personnel and budget records should be developed
to identify vacancies, and existing policies regarding
approvals of new hires and terminations should be complied
with. In addition, PGCPS should create a policy to address
the documentation requirements for payroll adjustments
and the permissibility of leave usage in excess of amounts
earned. Also, PGCPS should expand its workforce planning
to include all critical operational units and positions, as well
as a consideration of the routine use of consultants and
contractors for certain critical positions.

7. PGCPS should ensure that adequate controls are in place
over payroll processing. Appropriate reviews and approvals
of personnel transactions and payroll adjustments should
be documented. Changes should be made to the
automated system to limit the posting of excess employee
work hours and to prevent improper employee payments
after terminations. Additionally, accountability needs to be
established over voided payroll checks. Finally,
investigations of the differences noted during the
reconciliations between financial records should be
performed timely and the reconciliations should be subject
to supervisory review.
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Chapter 5

Inventory Control and Accountability

PGCPS uses an automated system to track and assist in
controlling its equipment and materials and supplies (M&S)
inventories. According to PGCPS records as of March 31, 2005,
the reported value of its equipment inventory was $38.7 million
and the M&S inventory was valued at almost $4 million; about
60 percent of the M&S inventory relates to the general and
instructional supplies addressed in this chapter.10 PGCPS
recordkeeping and controls need to be improved for both
equipment and general and instructional-related M&S.

We noted several significant areas for improvement related to
safeguarding PGCPS equipment items. First, recordkeeping
must be improved to ensure that all applicable equipment
purchases are recorded in the inventory system in sufficient
detail. Second, comprehensive physical inventories should be
periodically conducted, with the results reconciled timely with
the related detail records. Finally, the PGCPS Public Property
Control Manual should be kept up-to-date and reflect current
policies and procedures.

The controls and recordkeeping over the general and
instructional-related M&S inventory could be enhanced to
improve the physical security of the inventory and to increase
accountability. Physical access to the central warehouse needs
to be more restricted and the periodic physical inventory
process conducted by warehouse staff should be revised to
include a documented reconciliation of the on-hand quantities
with the amounts per the records. Also, the central warehouse
appears to have a significant quantity of excess items on hand.
Accountability over the disposal of excess or obsolete M&S
should be established by revising the existing 1981 policy to

10 The remaining 40 percent was subject to review in the Transportation and Food
Services areas.
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reflect current procedures, and textbook disposal records
should be maintained that describe the ultimate dispositions.

Background

PGCPS maintains inventory records for certain equipment and
M&S, and has established policies and procedures covering
various aspects, such as recordkeeping and inventory control.
Equipment includes items such as computers, audio and video
items, and athletic equipment. It is PGCPS policy to record
items costing $500 or more (less than $500 if a sensitive
item11) in the centralized equipment recordkeeping system for
control purposes and to capitalize items costing $5,000 or
more for financial statement purposes.

M&S inventories are maintained for three broad categories:
general and instructional-related items, food services, and
vehicle maintenance. General and instructional-related items
are the largest segment and represent custodial, office,
stationery, desks, and specialized forms and documents. These
are stored in the central PGCPS warehouse. Food service
supplies are generally ordered as needed, although there is
some warehousing of certain items. The vehicle maintenance
items are kept in a separate warehouse. According to PGCPS
records, for the nine-month period ending March 31, 2005,
$25.4 million was spent for general and instructional M&S,
which is the focus of this chapter; comments and findings
related to food services and vehicle maintenance inventories
can be found in the applicable chapters within this report.

Record Keeping and Physical Inventory Processes
Need to be Enhanced to Safeguard Equipment
Items

Detailed equipment records should include more

comprehensive information —The automated detail
records relied on equipment serial numbers to identify each

11 Sensitive items are those that are deemed as being desirable and subject to theft,
such as digital cameras.
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item. However, our test of 60 sensitive items in the detail
records (each costing in excess of $500) found that 13 items
did not have a serial number or another identifier; accordingly
we could not verify their existence. PGCPS does not affix
inventory tags or otherwise physically mark its equipment.
Furthermore, detail records were not maintained for sensitive
items valued at less than $500, as required.

Accuracy of detailed equipment records should be

improved — We conducted two tests: one where we attempted
to sight items contained in the detailed records, and the other
in which we attempted to trace equipment purchases from the
related invoices to recordation in the detailed records. In both
cases we found errors and omissions in the detail records. Six
of the 24 items we selected from the detail records could not
be located, and 2 other items could not be specifically identified
because they lacked serial numbers. Our test of 15 equipment
purchases (aggregate value of $153,000) disclosed 1 purchase
of computer items, totaling almost $29,000, that was not
recorded and 8 other purchases for $56,400 that were
recorded, but without unique equipment identifiers, making
accountability difficult. Finally, based on invoices maintained
by the property officer totaling $270,000, we identified
additional equipment items that had not been recorded
because of invoice coding errors that prevented them from
being automatically posted to the detail records.

Physical inventories of equipment should be

completed as required — Although the formal PGCPS policy
requires each school to report equipment acquisitions and
disposals annually and the PGCPS Property Audit Office to
conduct periodic physical inventories, based on information
provided by PGCPS, this policy is largely ignored. At our
request, PGCPS prepared a listing of all physical inventories
performed since 1999. From that listing, we noted that periodic
inventories of computer and musical equipment had been
performed; however, since 1999, inventories had been
completed at only 14 out of over 200 locations. Each year, on
average, only 3 of the required 200 locations were fully
inventoried. Additionally, for these 14 physical inventories,
PGCPS did not retain documentation to indicate that the
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inventory results had been reconciled with the related detailed
records.

The Public Property Control Manual should be kept

current — The PGCPS Public Property Control Manual was out-
of-date. For example, the Manual was not revised to include
the new procedures for adding items to the inventory records
that resulted from the implementation of the automated
inventory control system.

Controls Over and Use of Materials and Supplies
Inventories Could be Enhanced

Physical access to the warehouse should be further

restricted — During the audit we noted that there was
unrestricted access to the central warehouse through the
PGCPS mailroom. This means that anyone with access to the
mailroom could get into the warehouse.

Reconciliations of periodic physical inventory counts
with the detail records should be documented and the

differences investigated — Although cyclical physical
inventories were performed of the M&S items maintained in the
central warehouse, there was no documented reconciliation of
those results with the related detailed records and investigation
of differences. PGCPS policy requires that certain steps be
taken to resolve such differences, including performing
additional counts and investigations by independent personnel.
However, PGCPS could not document this subsequent action.
Furthermore, we were unable to review the propriety of
adjustments to the detailed records as we found that
supporting documentation was not maintained; but we were
advised that adjustments were made without adequate
supervisory approvals.

Inventory levels should be periodically reviewed for
excessive quantities and action taken to revise

procurement practices as appropriate — Our review of
16 M&S items, whose value comprised one-third of the $2.3
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million inventory on hand at the end of March 2005, disclosed
a potential for excess stock. Based on the average monthly
usage in calendar year 2004, the median on-hand stock of 15
items was almost three years. The sixteenth item (printer
toner)--valued at $44,000 with 253 units on hand--appeared to
be obsolete because the printers were no longer used.
Although we were advised that “just-in-time” ordering was used
for certain items shipped directly to schools, expansion of this
practice could cut down on the excess quantities, reduce
storage costs, and safeguard against obsolete inventory.

Inventory disposal policies should be revised — The policy
regarding the disposal of M&S inventories had not been
updated since originally written in 1981. As a result, it did not
reflect subsequent procedural changes such as the
implementation of the automated inventory system in
November 2002 and the adoption of a policy in fiscal year
2004 to resell textbooks to vendors. Also, textbook disposals
processed in June 2003 were not supported by properly
approved excess property forms and the ultimate disposition of
textbooks removed from the inventory records was not always
noted (resold, discarded, or donated).

Recommendations

8. PGCPS should put the necessary policies and procedures in
place to ensure that accountability is established over
equipment inventory, that inventories are kept current, and
that compliance by responsible staff is periodically
assessed. Detailed records should contain all necessary
information to identify and control equipment, and should
be updated for purchases and disposals. Physical
inventories should be conducted in accordance with policies
and a documented reconciliation of the results with the
records completed and retained. Finally, the Public Property
Control Manual should be kept current.

9. PGCPS should restrict physical access to M&S inventories
and ensure that inventory disposal policies are current.
Inventory disposals should be approved and documented,
and inventories should be periodically reviewed for
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excessive quantities and obsolete items. Finally, the results
of physical inventories should be reconciled with the related
records, significant differences investigated, and
documentation retained.
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Chapter 6

Information Technology

PGCPS operates an extensive computer system with a number
of financial, administrative, and academic applications. To
promote successful information technology (IT) operations,
PGCPS conducts short and long-term IT planning, which ties the
activities of the IT Division to PGCPS goals and processes.
PGCPS also has a number of industry-accepted IT application
development best practices in place over its financial and
administrative applications, which were the focus of our audit
work. We did note the opportunity to enhance the use of certain
of these practices.

We also identified a number of areas in need of improvement,
including IT system access and security, data center operations,
and IT equipment procurement. For example, PGCPS was not
making full use of certain IT system features designed to
restrict or detect unauthorized or unnecessary employee access
to systems and programs and to prevent unauthorized or
erroneous program code changes. Also, a formal training
program had not been established so users could maximize the
understanding, use, and potential of existing administrative
applications.

PGCPS did not have a formal system-wide disaster recovery
plan in place in case of catastrophic failure at any of its four
data centers. In addition, daily backup tapes (in case of
emergency) for one of the two centers we visited were kept on
the premises, rather than stored safely offsite. At both centers
visited, physical access was not strictly controlled, and at one
center, alarm or fire suppression systems were not installed.
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As was also found in certain other audit areas, PGCPS did not
adequately document all IT-related purchases, making it
difficult to determine if they were made in accordance with the
Board’s or executive management’s policies. This included the
procurement of a management contract to provide guidance in
meeting federal E-rate Program guidelines. The federal E-Rate
Program provides funding to assist schools and libraries in
obtaining affordable telecommunications and Internet access,
particularly in rural and economically disadvantaged areas.
This management contract was later subject to a third-party
review by a consultant under contract to the Board. In addition,
the E-rate Program’s recordkeeping did not provide timely or
sufficiently detailed information to enable PGCPS to claim
federal reimbursement for all purchases.

Background

PGCPS operates a wide area network with Internet access,
which connects the individual schools’ local networks (including
student computer labs) with the computer resources located at
the PGCPS headquarters and its four data centers used to
support PGCPS information systems applications.

Several significant academic, administrative, and financial
information system applications exist. Examples of academic
applications are the Student Information System (wherein
resides student records, including grades) and the Special
Education System. Most administrative and financial
applications fall within an ERP (Enterprise Resource Planning)
Application including: general ledger, accounts payable,
purchasing, human resources, and payroll. ERP
implementation began in calendar year 2002 and, although all
intended functionality is in place, significant technical support is
still being provided by consultants (both the ERP developer and
others).12 Our audit focused on the ERP application of the
information system.

12 \We comment on what appears to be excessive reliance on consultants, both for IT
and non-IT services, in other chapters of this report.
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Table 4

Current ERP Project Information

Project Description

ERP is an integrated administrative information system.
The software system supports budget and finance and
human resource functions.

Purpose and Justification

ERP’s purposes are to provide PGCPS with the tools to
manage information resources and personnel
effectively and to improve the delivery of services to its
customers.

Current Status

All modules are on-line but implementation issues
remain, necessitating the continuance of on-site
consulting services.

Project Start Date

March 31, 2001

Planned
Implementation Dates

April 2002—Phase I: Core financial applications (such
as general ledger)

July 2002—Phase II: Human resources/payroll/benefits
December 2002—Phase lll: Non-core financials (such

as inventory)

Actual
Implementation Dates

November 2002—Phase |
May 2003—Phase II
November 2002—Phase IlI

Original Contract Amount

$7,421,264

Amended Contract Amount

$ 12,748,661

Total Paid to Date

Source: PGCPS records

$ 8,502,279 (as of July 27, 2005)

Certain IT Planning and Development Best
Practices Were in Place

PGCPS uses several planning tools to address system-

wide IT use and needs — Quarterly, the IT Division prepares
a 90-day action plan that links its activities with the PGCPS
strategic plan. Long-range planning is accomplished through a
comprehensive technology plan (CTP) and an information
technology plan (ITP). The CTP is a five-year blueprint matching
IT with PGCPS goals and objectives, while the ITP is less
comprehensive, dealing primarily with IT services related to
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academic instruction. We reviewed both these long-range
planning documents and noted that they were also linked to the
PGCPS strategic plan and that they contained a number of
details on future IT requirements and related cost estimates.

A number of system development best practices are in

place, but use could be expanded — In implementing the
ERP application, PGCPS made use of a number of best
practices3 including executive management support, user
involvement, project milestones, clear business objectives, and
a documented contract change management process.
However, a dedicated project manager had not been assigned.
For both the original and current project managers, we noted
that oversight of ERP implementation was not their sole
function, and the original manager did not have an extensive
background in IT or project management. Additionally, in the
planning stage of implementation, PGCPS appeared to
underestimate its need for consultant assistance in day-to-day
operations as modules went live. For example, implementation
of phase two of the system was scheduled for July 2002 and
was not completed until May 2003.

Steps Should be Taken to Ensure Access to IT
Software Applications is Appropriate and Controlled

Changes should be made to existing procedures to

ensure all access is appropriate — User access to
computer resources is commonly controlled through the use of
individual passwords and user logon ids; however, these tools
could be more effectively used in both the ERP and network
applications. For example, automatic password expirations
(requiring periodic password changes) were not in place for
every user, there was no standard as to the complexity of
passwords (to make them more difficult to hack), and users
were not locked out after repeated unsuccessful access
attempts. Additionally, students could gain unauthorized

3 The most widely accepted best practices in IT application development have been
disseminated by the Standish Group International, Inc., a private industry leader in
collecting and analyzing data on IT projects. These best practices are referred to
as the Chaos 10.

M
+ Office of

46 ﬁ_egislaﬁve
=2 Audits



access to the internal network and key ERP applications from
certain locations. Finally, PGCPS did not have a policy to
periodically reassess existing user accesses based on current
job responsibilities. Instead, access changes were generally
only made upon notice of employee terminations or receipt of
access change requests from supervisory personnel. For
Maryland State agencies, user access is required to be
reassessed annually.

Changes affecting critical programs and data should

be logged and reviewed for propriety — PGCPS did not
make use of existing security software that would aid in the
review of programming and database changes. Unauthorized or
erroneous program code could be introduced into the ERP
operating environment because PGCPS did not require a
technical review of the differences between original and
modified or new source codes. Software was available to
PGCPS to aid in these reviews. PGCPS also did not use existing
system audit software that could be used to monitor database
changes, user accounts, access permissions, and failed
attempts to access certain critical data.

Formal training should be provided for administration

systems users — The PGCPS ERP system represents a
powerful information reporting tool; however, due to a
combination of its relative newness, complexity, and numerous
available functions, administrative staff relied heavily on
consultants to assist in day-to-day operations. PGCPS has not
developed formal IT training guidelines and curriculum for its
staff to enable them to develop the necessary in-house
expertise. A similar condition was noted in the external audit
report on the PGCPS fiscal year 2004 financial statements. We
were advised that IT staff is in the process of developing the
necessary training program.

Data Processing Functions Should be Better
Safeguarded From Disruption

Data center physical security and safety capabilities
need to be enhanced — As a result of the audit work we
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conducted at twol4 of the four data centers, we found issues
affecting security and safety that PGCPS should address.
Physical access was not controlled at both centers: certain
employees at one center were given access through security
cards even though they did not need access and, in the other
center, records were not kept of employees given keys. One
center did not have an alarm system or bars over its large
ground floor windows, while we were advised that the other did
not have a fire suppression system.

The center without a fire suppression system also stored its
daily backup tapes on-site, increasing the risk that data could
be lost should a fire or other emergency strike the building.
Based on discussions with PGCPS, we were advised that
backup tapes for the other three centers were stored at remote
locations. Also, affecting all four centers and PGCPS overall IT
operations, was the lack of a formal comprehensive disaster
recovery plan. Although a draft existed, it did not fully address

e backup data centers,

e operational requirements for its processing platforms,

e critical software applications currently in use,

¢ network restoration plans, and

e current emergency contact information for staff and
vendors.

Enhancements Should be Made to the IT

Procurement Process and E-Rate Program

IT procurement documentation must be retained — we
tested 15 payments, totaling $2.4 million, which were made for
IT goods or services procured during fiscal years 2004 and
2005. Our review of the related contract awards disclosed that
minimal documentation existed to evidence the purchases. For
5 payments ($803,000) only purchase orders could be found
without any other procurement documentation such as bids or

14 We visited the Bonnie F. Johns Data Center that houses over 50 servers for email
and Internet access, and the Sasscer Administration Data Center that houses the
servers for the ERP systems, elementary school student information, special
education, and student registration (and several other systems). The remaining
two centers that we did not visit house servers for secondary school student
information.
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cost analyses. For 4 payments (including 2 of the 5 previously
mentioned), which totaled $695,000, we were advised that the
purchases were made using intergovernmental cooperative
purchasing contracts (such as with the State of Maryland);
however, copies of those contracts could not be located, so the
prices charged could not be verified. One purchase for
$110,000 was described as a sole-source procurement, but the
justification and required Board approval was not documented.
An additional $25,000 purchase was inappropriately made
using a process that requires limited documentation and that
was intended for much smaller purchases. Also, 6 of the 15
invoices were paid late—from 5 to 148 days beyond the
required payment dates based on PGCPS informal policy.15

Management of the E-rate program needs

improvement — A consultant, commissioned by the Board to
look into the procurement of a management firm hired to
oversee PGCPS participation in the federal E-rate Program,
reported a number of irregularities. The federal E-rate Program
provides funding to assist schools and libraries in obtaining
affordable telecommunications and Internet access. According
to the consultant’s report, issued in June 2005, the original
management contract, for a one-year period starting in
December 2003, was awarded to a firm that did not submit a
timely bid and that was not the initial selection of the evaluation
committee. In fact, the bid was never evaluated. Upon receipt
of the consultant’s findings, the Board terminated the
management contract and awarded the new contract to the
original firm selected by the committee. We were advised that,
as of the conclusion of our fieldwork, these alleged
procurement improprieties were under federal investigation.

The management firm assists PGCPS in all aspects of the E-
Rate Program; submits, on behalf of PGCGS, all required
documents to the oversight agency; and provides procurement
guidance for appropriate, qualifying products and services. For
PGCPS, the Program allows the federal government to pay 64
percent of the costs for qualifying purchases, up to a
predetermined commitment dollar level. We found that PGCPS
did not take full advantage of the program in fiscal years 2004

15 The PGCPS informal policy requires payment to be made 30 days after the latter
of receipt of the invoice or goods and services.
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and 2005. Of the $2.2 million federal funding commitment for
fiscal year 2004, PGCPS spent the requisite funds, but only
requested reimbursement of $1.2 million. We were advised
that, although additional qualifying expenditures were made,
PGCPS still did not process any subsequent funding requests
for fiscal year 2004 because existing staff did not understand
the E-rate process and because of the lack of records that
identified specific E-rate related expenditures. We could not
readily determine if PGCPS can still request federal
reimbursement for this period. In fiscal year 2005, the federal
funding commitment level increased to $9.3 million, but as of
May 16, 2005 (the date of our review), no reimbursements had
been requested. According to the June 30, 2005 financial
records, PGCPS had spent $3.3 million in qualifying purchases.

Recommendations

10.For future large IT projects, PGCPS should augment its IT
application development best practices by assigning
dedicated project managers.

11.PGCPS should implement appropriate measures, including
the use of stricter password requirements, to ensure that
only authorized users have access to applications and data
systems, to ensure that changes to critical programs and
databases are proper, and to ensure that staff is properly
trained to fully use the capabilities of administration
systems in day-to-day activities.

12.PGCPS should establish physical controls and safeguards
over its data centers, including the installation of alarm and
fire suppression systems. PGCPS should also institute
appropriate back-up procedures and develop a
comprehensive disaster recovery plan.

13.PGCPS should conduct procurements and make invoice
payments in accordance with its policies, and should obtain
and retain necessary documentation. PGCPS should also
ensure that E-Rate Program participation is maximized;
including determining if reimbursement for past
expenditures can still be claimed.
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Chapter 7

Facilities Construction and Maintenance

PGCPS maintains 197 schools and a number of other facilities
(such as administrative offices) with a staff of approximately
1,400 maintenance and custodial employees (jointly, referred
to as operations employees). We identified several best
practices that PGCPS uses to assist in facilities construction
and renovation. These include preparing a six-year Capital
Improvement Plan (CIP), based on input from various
stakeholders, and following State guidelines and laws regarding
the procurement of and payment for major school construction
and renovation projects.

Although we found no significant deficiencies with regard to
facilities construction, we found opportunities for PGCPS to
improve maintenance and custodial operations. Major best
practices to be considered include establishing a performance
measurement system and a maintenance plan, fully using the
potential of the existing automated work order system, and
periodically reassessing staffing levels. A program that is in use
in about 50 schools to monitor and conserve energy should be
expanded system-wide. Also, PGCPS should establish a
comprehensive energy management conservation program that
would include goals, strategies, and measures to reduce and
control energy costs.

Background
According to the PGCPS audited financial statements, during

fiscal year 2004, PGCPS spent $92.3 million on capital
projects. The fiscal year 2005 capital program included
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approximately two dozen approved projects with estimated
costs totaling $73 million.

The following table compares PGCPS fiscal year 2003 plant
costs (that is, maintenance and operational costs) with other
similar systems in Maryland.16 It also compares two
measurement techniques used to assess plant costs: plant
costs per student and plant costs per square foot. When these
two costs are considered, along with square footage per
student, these statistics do not show any unusual patterns. In
fact, the PGCPS plant cost per student is the lowest of the four
peer systems, as is square footage per student.

/ Table 5 \
Plant Cost Comparison Per Student and Per Square Foot

Fiscal Year 2003 (Unaudited)

Plant Costs Square Total
School System Per Per Footage Gross
Total Student | Square Per Square
o Foot Student Footage
Prince George’s Co. | $94,997,003 | $706.59 | $5.29 133.53 17,952,053
Baltimore City 76,022,114 813.56 4.00 203.31 18,998,073
Montgomery Co. 105,941,979 783.11 5.42 144.60 19,561,542
Anne Arundel Co. 54,107,333 757.26 4.56 165.91 11,854,368
Baltimore Co. 77,568,642 735.79 5.09 144.54 15,237,863
Average of $81,727,414 | $756.67 |$4.89 154.8 | 16,720,780
Comparable Schools

Source: MSDE Selected Financial Data, LEA Capital Improvement and Maintenance Plans, LEA Staff
© - Based on Average Daily Membership (most recent data available)

Certain Capital Improvement Best Practices Were
in Place

PGCPS uses a comprehensive process to develop its
Capital Improvement Plan — PGCPS prepares a six-year

16 The primary reason for the lack of more current data was the PGCPS delay in
submitting its audited fiscal year 2004 financial statements to MSDE.
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Capital Improvement Plan (CIP) which is approved by the Board.
The CIP is updated annually after considering student
demographic data, other internal information (such as
curriculum mandates and faculty surveys), and input from the
public and county officials.

A review of the 2006--2011 CIP disclosed that it appeared to be
thorough and to address the facility needs of PGCPS. Although
updated annually, the CIP has not been fully implemented due
to a lack of available funding. For example, PGCPS estimates
that it will require a 12-year period to secure adequate funding
to address the $1.3 billion needed to complete current major
projects identified in a 2001 consultant’s report that are
included in the CIP. These projects are prioritized based on the
type of project. For example, roofing projects are a higher
priority than painting projects.

Current construction and renovation procurement and

monitoring practices are adequate — PGCPS uses a
formal process to develop specifications for major construction
and renovation projects and its bidding process conforms to
State requirements. Our tests of 10 recent contract awards
totaling $57.1 million, and payments on these contracts
totaling $4.2 million, disclosed them to be in accordance with
policy and properly approved; for the 5 completed projects, final
inspection reports were evident. From the related invoices
reviewed, we noted that invoice approvals and formal
inspections of work by PGCPS personnel prior to payment were
documented.

Certain Processes Should be Implemented to
Increase the Effectiveness of Maintenance and
Custodial Operations

PGCPS should develop performance standards and

measures for operational efficiency — PGCPS had not
implemented a performance measurement system to enable it
to measure and assess the efficiency of its operations, both for
internal self-evaluation purposes and for comparisons with
other systems (which could identify other best practices).
Comparability with other systems in Maryland could not

M
£ Office of

ﬁ Legislative 53
=2 Audits




necessarily be done unilaterally since there would need to be a
consensus on the measures and methodology; however, other
states (for example, Michigan and Florida) have established
benchmarks that PGCPS could use for comparative purposes
such as maintenance expenditures per student and
instructional square feet per custodial employee.

A formal maintenance plan should be developed -
PGCPS had not implemented a comprehensive and structured
maintenance program for its facilities. A number of models are
available from other states, including California and Florida.
Such a program should include (1) preventive maintenance, (2)
written procedures (including instructional materials), (3) a work
order system, and (4) the identification of needs, including
routine servicing (such as air filter replacement), mechanical
repairs, upgrades, and renovations (to extend useful lives).
Although a maintenance procedures manual exists, it is largely
outdated and PGCPS advised they were in the process of
updating it. Furthermore, the automated work order system
that is in place is not fully used to assess worker efficiency and
to develop standards, since time and materials spent on
maintenance assignments are not routinely captured and
monitored (even though such capabilities exist in the current
system). PGCPS management advised that it would be cost
prohibitive to record such information for the 40,000 annual
work orders. While this may be true for routine work, there
should be a policy addressing more significant work.

Staffing levels should be periodically reviewed — PGCPS
recently adopted a standard methodology to determine the
sufficiency of maintenance staffing. The methodology is based
on square footage to be maintained and a standard of 45,000
square feet per maintenance employee. However, this
calculation had never been performed prior to our request and
the justification for using 45,000 square feet as the standard
was not documented. According to the calculation, which the
PGCPS performed at our request, the maintenance department
was short almost 200 positions based on the 45,000 square
foot standard. This standard for maintenance staff is the same
as the Florida Department of Education standard, although it
differs dramatically from the 2002 national average of over
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95,000 square feet reported in the American School and
University Magazine.1?

Furthermore, although PGCPS had developed custodial staffing
requirements, these were not routinely reviewed. Staffing is
calculated by individual schools based on criteria such as
square footage, student enroliment, and number of classrooms.
However, PGCPS could not provide documentation that
custodial staffing had been reviewed since October 2002.

Routine customer feedback should be obtained — In
November 2001, and again in March 2005, surveys were sent
to inquire about the physical appearance and condition of all
schools, including the school grounds. However, neither survey
attempted to solicit information on how well the operations staff
performed their functions. While, during the summer,
supervisors from the operations staff are to inspect the
condition of all schools, these inspections may not provide a
complete picture of the staffs’ performance. Assessment of
operations staff should consider the following factors:
responsiveness, professionalism, and how many attempts it
took to correct a reported problem.

A Comprehensive Energy Management Program
Should be Established

The automated energy control system should be

expanded system-wide — PGCPS has had an innovative
program in place since 1992, in which the major HVAC systems
at approximately 50 schools are monitored via computers and
are shut down at certain times of low demand to save energy.
Additionally, specialized software is used to measure usage and
to minimize power requirements for the 17,000 computers on
the PGCPS IT network.

A comprehensive energy management and
conservation program should be implemented —

17 According to the Florida Office of Program Policy Analysis and Government
Accountability, the source for this data, caution should be exercised when using
this 95,000 square foot standard as job responsibilities for maintenance
professionals vary significantly across the country.
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Although we were advised that PGCPS is in the process of
contracting for detailed energy audits for all schools to help
identify energy-saving capital improvements, it has not
developed a comprehensive energy management program.
Such a program appears to be an industry best practice and
includes a number of components, including the
aforementioned energy audits. The program should set goals,
identify strategies for savings, and monitor attainment of those
goals. A further means of possibly reducing energy usage would
be to establish an incentive program whereby each school
would be able to retain a certain percentage of energy savings
to be used for other needs. Such a program is in place in the
Montgomery County public school system.

Recommendations

14.PGCPS should develop a performance system with
standards and measures, coupled with a formal
maintenance plan and enhanced customer feedback, to
ensure appropriate and timely maintenance is provided to
all facilities. Additionally, PGCPS should review staffing
levels and periodically assess staff performance.

15.PGCPS should enhance its energy management practices by
instituting comprehensive energy saving and management
programs and should consider establishing an incentive
program to encourage lower energy usage.
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Chapter 8

Transportation Services

PGCPS transports more non-disabled students more miles than
any other public school system in Maryland. The primary
means of transport is a fleet of buses owned and operated by
PGCPS, although private contractors are used for transporting a
limited segment of the student population. Private contractors
are also used for certain vehicle repair and maintenance
services. Costs per mile and per rider are higher in PGCPS
than in all but one of the comparably-sized systems.

Table 6
Comparison of Transportation Costs per Rider and per Mile
Fiscal Year 2003 (Unaudited)
Number of Riders _ Miles !Expenditures Annual
(in thousands) (in thousands) Cost Per
School System Non- _ Non- : _ _
Disabled Disabled Disabled Disabled In-House | Contracted Rider Mile
Prince George’s Co. 90,470 4,841 13,546 7,129 $45,392 $23,061 $718 $3.31
Baltimore City 20,245 4,010 572 3,008 3,721 23,515 1,123 7.61
Montgomery Co. 88,753 8,086 9,861 9,014 59,688 858 625 3.21
Anne Arundel Co. 53,443 1,728 6,241 3,481 5,574 25,356 561 3.18
Baltimore Co. 75,727 3,114 7,311 6,023 30,579 5,129 453 2.68
Statewide 593,746 27,252 85,514 40,051 | $175,728 $182,299 $577 $2.85

&urce: MSDE

The high transportation costs and the large number of total
miles in the PGCPS appear to result primarily from the PGCPS
practice of bussing children to other than their closest schools.
PGCPS has continued this practice even though the related
federal desegregation order expired in 1998. PGCPS has
advised that, for the 2005/2006 school year, it is redrawing
school boundaries and will discontinue student bussing to
distant schools, which should reduce mileage. PGCPS also has
a preventive maintenance system in place to track and
schedule needed maintenance for its fleet and has helped keep

/
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operating costs down by entering into a long-term contract for
fuel purchases at lower prices than similarly-sized school
systems and its own local government.

Nevertheless, we believe that there are additional opportunities
for cost savings and efficiencies. PGCPS uses an automated
route scheduling software; however, all necessary data
impacting scheduling, such as bus capacities and distances
between stops, were not considered. Also, the current policy on
student transportation to magnet schools should be revisited to
determine if costs could be reduced.

As previously mentioned, PGCPS has outsourced two major
transportation needs: major bus repairs and maintenance, and
transportation services for a small number of children. We were
advised that the decision to outsource the bus repair and
maintenance work is evaluated yearly; however, PGCPS could
not document that this decision continues to be the most cost-
effective approach. Furthermore, PGCPS could not document
the rationale for the rates it was paying to a private contractor
to provide bus services for homeless children.18 According to
PGCPS records, in fiscal year 2004, $736,000 was paid to
private transportation providers.

We also noted that improvement was needed with respect to
the monitoring of contracts for bus maintenance services and
supplies; contract totals were frequently exceeded and PGCPS
was often unable to verify the propriety of prices paid for goods
and services received. PGCPS should also consider a possible
change to maintenance practices that could delay the need to
purchase new buses (extend service life).

Finally, PGCPS provides transportation services for certain
segments of its student population for which it is eligible to
obtain third-party reimbursement; however, PGCPS policies and
procedures did not ensure that these reimbursements were
maximized. Based on our inquiries, PGCPS identified $855,000
in unreimbursed costs including transportation for Medicaid-

18 This service is rendered under a federal initiative that provides transport of
homeless children to the schools they attended before they became homeless.
PGCPS does not receive reimbursement from the federal government for these
costs.
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eligible students for fiscal year 2004. In addition, related
record keeping was not in accordance with the regulations.
Furthermore, no attempt was made to recover the costs of
transporting certain homeless children from other subdivisions
to PGCPS.

Background

PGCPS owns and operates a bus fleet, which included 1,355
vehicles as of February 2005, and which transports over
95,000 riders each day to its 197 schools. PGCPS operated
6,247 bus routes during the 2003/2004 school year. Of the
20,675,000 reported route miles for the 2002/2003 school
year, 35 percent were associated with transporting disabled
students. A private vendor transports a small segment of the
student population (homeless students) and outsourcing is
used for major vehicle maintenance and repair. The fiscal year
2003 transportation-related expenditures totaled $68.5 million,
almost 34 percent relating to payments for third-party
transportation services, vehicle repairs, maintenance supplies,
and lease payments for bus purchases.

Route Scheduling Practices Have Likely Led to
Higher Transportation Costs

Student bussing should be reduced — The cost per rider
and cost per mile in the PGCPS are among the highest of the 24
public school systems in Maryland. Although PGCPS tracks its
transportation costs and operational statistics, its ability to use
this information to improve operational efficiencies is limited by
its decision to continue the practice of bussing children to
schools which may not be the closest to their homes. PGCPS, in
the past, considered this as a necessary educational tool, even
though the original federal court order mandating this practice
expired in 1998. The obvious result of this practice is
increased transportation costs.
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Management indicated that, beginning with the 2005/2006
school year, the bussing of children will be vastly reduced; this
should result in a decrease in total route miles and related
costs.

Bus route scheduling should be enhanced — PGCPS uses
automated bus scheduling software; however, all factors
affecting route scheduling are not considered. Current
procedures do not consider bus capacities, student ride times,
and distances between stops, all of which could impact the
efficiency of route scheduling and should be incorporated into
the process. A study conducted by the scheduling software
company in February 2005 reached a similar conclusion and, in
an attempt to better use the software, PGCPS is installing global
positioning systems on its buses to track distances and times
so that this information can be used for future route scheduling.

We also noted inadequate controls over employee access to the
software and route changes. Employees could make changes
to routes, which would be implemented by bus drivers, without
supervisory review and approval. Additionally, a software
feature that provides an audit trail of changes was not used.

Policy on transportation to magnet schools should be

revisited — Even after the anticipated end of widespread
student bussing, PGCPS will still bus students to magnet
schools. Presently, PGCPS transports students from their
traditional bus stops near their homes directly to the magnet
schools. In contrast, we noted that two similarly-sized Maryland
schools systems use central collection points to reduce
transportation costs to magnet schools. Specifically, these
students are transported, by their regularly scheduled buses or
by parents, to a central location (usually an existing school),
where they then transfer to a bus for the trip to the magnet
school. This process, while potentially increasing student travel
time, reduces miles driven by buses previously having to pick up
students in the same neighborhood, but deliver them to
multiple schools. According to PGCPS statistics for the
2003/2004 school year, 13,506 students were transported to
magnet schools, representing about 10 percent of the student
population.
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Private Contractors and Outsourcing Decisions
Need to be Monitored

Outsourcing decisions need to be documented — PGCPS
has outsourced its major bus repairs; however, the rationale for
this decision was not documented. We were advised that,
annually, PGCPS analyzes the mix of in-house and contracted
services and that the current condition is appropriate from a
cost and delivery perspective. However, this evaluation was not
documented and the relevant records were not maintained in a
manner to enable us to confirm or refute this conclusion.

Current no-bid contract had significantly higher rate

than preceding contract — PGCPS uses a vendor to
transport homeless children, including those from other
jurisdictions, to its schools. These children represent a very
small segment of the overall student population. The current
contract was awarded, without a competitive bidding process,
at a 43 percent higher cost per trip than the preceding contract.
The original contract, starting with the 2002/2003 school year,
called for a daily $35 round-trip charge for each of the
homeless students to be transported. However, PGCPS
dismissed this vendor due to performance issues, and awarded
a new contract to the vendor’s subcontractor at the original cost
of $35 per student per day. Subsequently, this new contractor
and PGCPS agreed to a new price of $50 per round-trip. The
actual payments to the current vendor since the inception of
the contract through January 2005 were $1.1 million,
compared to the original cost estimate of $201,000 (for the
period ended June 2005).

Monitoring of Transportation-Related Contracts and
Changes in Maintenance Practices Might Result in
Cost Savings

Contract totals were frequently exceeded without

appropriate approvals — Payments on transportation-
related contracts frequently exceeded the contract amounts
and automated payment monitoring system controls were
disregarded. Our test of 15 contracts from fiscal years 2004
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and 2005 (including the contract commented upon in the
preceding finding) disclosed that, for 9 of the contracts, the
cumulative payments as of January 2005 ($5.3 million),
exceeded the original contract amounts by $1.7 million.
Contract payments were supposed to be monitored via a
segment of the automated ERP application that compares
invoices submitted for payment with approved contract
amounts to make sure payments do not exceed authorized
totals. The contract amounts are recorded as approved
purchase orders in the system; however, in these 9 cases, when
the approved purchase order amounts were exceeded, new
higher ones were unilaterally authorized by the Director of
Purchasing, without any other review or approvals (for example,
from the Board). Our work in other areas indicates this to be a
fairly common occurrence. For the 9 contracts in question, the
new purchase order totals exceeded the original contract totals
of $3.6 million by $2.3 million at the time of our review.

Prices for goods and services received were not always

verified — Our test of 15 paid invoices (one from each of the
15 contracts noted in the preceding comment), totaling
$140,000 from July 2003 to January 2005, disclosed 7
invoices totaling $8,700 for vehicle parts and services where
PGCPS could not verify that the correct prices were paid. The
prices charged were supposed to be at a stated discounted
percentage off list prices; however, PGCPS did not obtain the
list prices. We also noted two instances of overpayments (for
less than $4,000 in total) and other cases where the prices
differed from the stated contract amounts.

Bus replacement policy was based only on vehicle age -
PGCPS recently changed its bus service life from a 10-year to a
12-year standard. However, if a school system adopts a State-
approved preventive maintenance plan and periodic State
safety inspections, it is permissible under State law to keep
buses in service longer than 12 years. Age of the vehicle,
however, continues to be the sole reason used by PGCPS for
replacement, without regard to a particular vehicle’s mileage,
repair history, and maintenance costs. Therefore, buses could
have been replaced before necessary from an economic or
safety perspective, while others with a history of problems might
be retained in service longer than feasible.
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We also noted that PGCPS usually replaced buses with similarly-
sized vehicles without formally considering the relationship
between bus capacities with bus route scheduling. Based upon
one state’s experiences with bus route scheduling, some cost
efficiencies might be achieved by switching to fewer, larger
buses.

All Eligible Shared Transportation Costs Were Not
Recovered From Third Parties

Additional steps should be taken to identify all
students eligible for Medicaid reimbursement of

transportation costs — PGCPS did not use all available
means to identify students who are transported to locations
where they receive Medicaid-approved services, such as speech
and physical therapy, so that federal reimbursement could be
obtained. According to PGCPS records, as of the spring of
2005, there were approximately 5,000 Medicaid-eligible
students and, through February 2005 of the 2004—2005
school year, $270,000 in transportation costs were recovered
from the Federal Medicaid Program. Annually, using records
provided by the Maryland Department of Human Resources,
PGCPS attempts to identify students receiving Medicaid
services for subsequent matching with existing student
transportation records. However, this process may not identify
all eligible students. We were advised that, three years ago, as
the result of a survey sent to all parents of special education
students, a significant number of previously unknown students
were identified for potential Medicaid transportation
reimbursement. We were also advised that the eventual result
of that survey was additional requests for federal
reimbursements, but that, due to time and staff constraints, the
successful survey process has not been repeated.

Documentation requirements need to be improved to

recover all eligible federal funding — To recover Medicaid
funds for student transportation, it is necessary to maintain trip
records with prescribed specificity for participating students.
We noted two record keeping deficiencies that could impact
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cost recoveries. First, the PGCPS daily Medicaid trip logs did
not contain the level of detail required by Maryland State
Department of Education regulations. Although most of the
required elements were present, the log did not specify if each
student was Medicaid eligible, and all trips taken by the
students were recorded, regardless of whether Medicaid-eligible
services were provided.

The other record keeping deficiency related to the claims
recovery process. Once trip information was recorded and
collected by the individual schools, it was consolidated into
monthly service reports and forwarded to a central unit that was
responsible for submitting claims for federal reimbursement.
Even though federal Medicaid regulations permit providers to
submit reimbursement claims for up to two years after the
dates of service, the State Department of Health and Mental
Hygiene (DHMH) has established a more stringent nine-month
claim submission deadline. (All Maryland providers must submit
Medicaid claims to DHMH for processing and subsequent
submission to the federal government). Since all schools did
not forward their reports to the central unit in a timely manner,
and given the more stringent State deadline, PGCPS may have
missed an opportunity to recover significant Medicaid eligible
costs including transportation. Based on our inquiries, PGCPS
identified $855,000 in services provided in fiscal year 2004
that, although still eligible for reimbursement under federal
regulations, may not be recovered given the passing of the nine-
month State submission deadline. PGCPS should pursue this
issue further with DHMH. A further potential $2.1 million in
fiscal year 2005 claims has been identified by the central unit,
but the individual schools have not provided the needed
support for filing these claims.

Attempts have not been made to recover a portion of

the costs of transporting certain homeless students —
To comply with federal requirements, PGCPS transports
homeless children to the schools they attended before
becoming homeless. Sometimes these students have relocated
to other subdivisions. Generally, when a school system
transports students from another subdivision, MSDE
regulations allow the school system to recover half the
transportation costs for such children from that subdivision.
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However, PGCPS does not have a process in place to bill and
collect these transportation costs.

The transportation of homeless children, including those living
in other subdivisions (such as Washington, D.C. and
Montgomery County), is performed by a private vendor under
contract with PGCPS. The transportation vendor’s invoice for
two weeks in April 2005 disclosed that PGCPS was billed
$35,500 for the 75 children that lived out of the County.

Recommendations

16.PGCPS should review its bus routing process to increase
efficiencies and should control access to critical scheduling
software.

17.PGCPS should document its decisions to outsource
transportation-related services.

18.1n accordance with PGCPS policies, contracts should be
competitively obtained, as appropriate, and provisions
should be adhered to by all parties. Substantive changes
should be subject to multi-tiered approvals and payments
should be monitored for compliance with terms and
conditions.

19.PGCPS should review its bus maintenance and replacement
policies to identify opportunities to reduce costs.

20.PGCPS should develop a process to ensure that all
appropriate reimbursements for Medicaid-eligible children
and for homeless children are obtained. This should include
identifying all Medicaid-eligible children transported and
retaining appropriate documentation of trips. Additionally,
PGCPS should pursue, with DHMH, the collection of all
unreimbursed Medicaid eligible costs that are less than two
years old.
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Chapter 9

Food Services Operations

Although PGCPS periodically looks for outsourcing
opportunities, it operates its own dietary services; according to
MSDE sources, this is the method of operation for 23 of the
State’s 24 school systems. According to MSDE data, PGCPS
serves more meals and spends more money in this area than
any other single system. During fiscal year 2004, PGCPS food
services operations operated at a loss, meaning that
opportunities for operational enhancement should be pursued.

Table 7

Comparison of Cost per Meal
Fiscal Year 2004 (Unaudited)

Meals Served
School Total Lunch and AUHEEL
System Expenditures | Breakfast Snacks Cost Per
(paid, free, . Total Meal
(paid, free,

and reduced)
and reduced)

Prince George’s Co. $49,349,681 3,998,796 | 13,233,927 | 17,232,723 $2.86

Montgomery Co. 36,314,414 2,352,550 8,580,285 | 10,932,835 3.32
Baltimore Co. 30,115,052 2,495,152 8,947,425 | 11,442,577 2.63
Anne Arundel Co. 15,620,489 1,036,387 5,090,139 6,126,526 2.55
Baltimore City 26,224,586 3,113,620 8,790,062 | 11,903,682 2.20

Consolidated Totals | $157,624,222 | 12,996,505 | 44,641,838 | 57,638,343 $2.73

Sources: Expenditures from each school system’s respective 2004 CAFR.
“Meals Served” from MSDE Blue Book Summary July 2003-June 2004

Although our review of the food services operations disclosed
the need for certain enhancements to safeguard assets and
improve efficiency, we also noted several areas where PGCPS
had implemented best practices. Given the significance of food
services operations in PGCPS, there are some processes that
we believe should be used to assist in ensuring that nutritious
meals are provided at the lowest possible cost. This includes
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establishing both a formal performance measurement system

and an inventory control and recordkeeping system, as well as
ensuring that the use of federally-donated food commodities is
maximized.

PGCPS collects food services revenue both centrally and at the
point of sale in each cafeteria. We noted that, although receipt
processing procedures were in place, they needed to be
enhanced to ensure that all collections were ultimately
deposited intact. According to PGCPS fiscal year 2005 records,
collections at cafeterias totaled over $17.5 million and central
collections of a miscellaneous nature approached $500,000.
In addition to collections, controls over the procurement and
receipt of food commodities need improvement to ensure that
items purchased are billed at the appropriate prices and are
actually received by PGCPS.

Background

PGCPS provides breakfast and lunch to the students attending
its 197 schools. As previously noted, PGCPS has the largest
food services operation in the State in terms of costs and the
number of meals served. Approximately 35 percent of meals
served are paid for at the full price and the remaining meals are
served for free or at a reduced price. Although there is no
formal Board policy, we were advised that PGCPS intends to
recover the costs of its food operations through related
collections, including federal and state aid.

The average cost per meal of $2.86 includes certain indirect
costs related to accounting and administrative services, a
portion of which, by PGCPS policy, are allocated to the food
services unit. Without this allocation, which is not contrary to
any applicable accounting rules or standards, the total
expenditures would decrease; for example, fiscal year 2004
expenditures would be reduced by about $3.4 million. Based
on fiscal year 2004 information provided in table 8 on the
following page, even without this allocation, there would still be
a loss from operations. We were advised that the allocation of
indirect costs to food services operations is not a consistent
practice among the school systems in Maryland.
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Table 8

Food Service Facts for Fiscal Year 2004
Average cost per meal

Number of meals served

Breakfast
Paid 850,746
Free 2,583,999
Reduced price 564,051
Lunch
Paid 5,170,512
Free 6,121,292
Reduced price 1,942,123

Total meals served

Schools

Kitchens/cafeterias
Full-time employees
Part-time employees

Revenues
Federal
Cash payments $24,201,107
USDA commodities 2,836,396
Sales
Other sources (such as, catering)
State aid
Total Revenue (all sources)
Total Expenditures
Excess of Expenditures over Revenues

2006 Budget Book

$2.86
3,998,796
13,233,927

17,232,723

197

197

103

960
$27,037,503
15,013,889
1,338,202
1,297,944

$44,687,538

$49,349,681

$(4,662,143)

Sources: Comprehensive Annual Financial Report, MSDE Blue Book Summary,
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Certain Best Practices Were in Place to Control
Costs and to Enhance Revenues

Efficient food preparation practices are in place — To
control costs, simplify meal preparations, and minimize waste,
PGCPS

e uses standardized recipes (when possible) and serving
sizes;

e makes use of preprocessed food products, minimizing
food preparation time and storage requirements for raw
food items;

e has larger schools (73 in number) provide support to
124 smaller ones, including management, inventory
storage, and certain food processing functions, negating
the need for the smaller schools to maintain those
functions.

PGCPS attempts to maximize participation in the

federally-funded meal program —PGCPS has several
processes in place to maximize student participation in the
National School Meal Program, which has the dual benefit of
increasing federal funding and ensuring many children receive
nutritious meals during the school day. According to MSDE
records, as of October 2004, 46 percent of PGCPS students
were receiving free or reduced-price meals. Also, 65 percent of
meals served during the 2003/2004 school year were for free
or for reduced prices. This was accomplished by annually
sending Program application forms home with each student,
publishing eligibility guidelines in local newspapers, and working
with the local department of social services to identify eligible
students who might otherwise be missed.

Operations Could be More Effectively Monitored

Performance benchmarks should be established —
PGCPS had not established a performance measurement
system to assess the efficiency of its food service operations.
Such a system should include realistic, justifiable benchmarks
(or standards) and goals, with a process for periodic
measurement and analysis of results. The performance
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measurement system could address, for example, standards
and goals regarding meals prepared or served. Our review of
seven schools for the 2003/2004 school year disclosed an
average MPLH of 15.8 with a range of 9.9 to 18.4 MPLH. This
compares to the Arkansas standard of 18 MPLH and the
Baltimore City Public School System average monthly MPLH of
19.8 during the 2004-2005 school year. This indicates that
perhaps there are opportunities for improving operations.

A comprehensive food inventory recordkeeping

system did not exist — A key element in managing food
operations, as well as in safeguarding assets, is a
comprehensive inventory recordkeeping system. This system is
used to track the receipt and use of inventory items and to
provide timely information on the quantity and value of
inventory on hand. PGCPS does not have such a system and
could not identify the actual quantity of food items on hand at
the schools on any given day and could not identify shortages
and shrinkage. Furthermore, information on excess meals and
the quantity of food items withdrawn from inventory and used in
the preparation of meals, while recorded, was not given to the
employee charged with planning menus for consideration in
future menus.

PGCPS could enhance its efforts to use federally-

donated food commodities — PGCPS uses federally-
donated food commodities through a U.S. Department of
Agriculture (USDA) program to supplement its own purchases;
however, processes were not in place to maximize the usage of
these donated commodities. Such items include meats,
cheeses, vegetables, and desserts. Centrally, the nutritionist
who is responsible for meal planning (on which food purchases
are based) did not try to maximize the use of these USDA
commodities by referring to records of available USDA
commodities. Furthermore, cafeteria managers, who are
responsible for maintaining local food inventories and for
ordering food supplies, were not aware of available USDA
commodities. We also noted that certain lunch participation
figures used to calculate food orders and to distribute
commodities had not been updated since November 2003.
These situations could lead to the underutilization of the USDA
commodities PGCPS receives. We did note that the costs (not
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the rate) that PGCPS pays a private vendor to store these USDA
commodities have increased significantly over the past two
years: from $78,000 in 2003 to more than $220,000 in each
of 2004 and 2005. This means that PGCPS is paying for more
storage space, which might indicate that available USDA
commodities have not been effectively used.

Additional Controls Are Needed to Better
Safeguard Assets

Accountability of cafeteria collections needs to be

strengthened — According to PGCPS fiscal year 2005 records,
collections at cafeterias totaled over $17.5 million. Although
PGCPS has a policy requiring all cafeteria cashiers to count
their daily receipts and certify the count’s accuracy, the
cashiers did not always comply with this policy and differences
between register records and the amounts actually deposited
were frequently not investigated as required. Our visits to three
schools disclosed that cashiers did not always count the
receipts before forwarding them to others for deposit. Also,
based on our tests of 80 deposits (totaling $18,000) made by
10 schools during February 2005, we found differences
between the recorded collections and the deposits in 54 cases
at 8 of the schools. For 40 of the differences the amount
deposited was greater than the recorded collections.

Accountability of food services collections received

centrally needs to be established — The Food Services
Central Office receives miscellaneous collections related to food
operations, such as rebate checks, catering fees, and payments
for other related services. Controls over these collections,
which totaled approximately $500,000 during fiscal year 2005,
were weak, as collections were not recorded immediately upon
receipt and checks were not restrictively endorsed until
processed by several employees in different locations. Also, the
Office did not verify that all such collections were ultimately
deposited and credited to the correct accounts.

There should be a formal process to verify the prices

and receipt of purchased food commodities — We tested
six invoices for food commodity purchases, as well as the
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related contracts, and noted several problems with purchases
from three vendors. Purchases were made from one vendor
without a related contract. In addition, the prices billed by and
paid to another vendor for items purchased were not compared
to the contract prices and we noted an overcharge of $2,500
on one invoice. Also, receiving reports for 62 out of 178
deliveries made in January 2005 from one vendor were not
signed for by an employee as required by policy. As a result of
these conditions, PGCPS cannot be sure that proper prices were
paid for items and if all items paid for were received.

Recommendations

21.PGCPS should establish necessary processes to enable it to
evaluate and increase efficiencies and effectiveness in its
food services operations. These include implementing a
performance benchmarking system, developing a
comprehensive food inventory system for tracking and
control purposes (as well as for meal planning), and taking
steps to maximize the use of USDA donated commodities.

22.PGCPS should ensure that accountability is established over
cafeteria collections and central collections, and that the
propriety of food and related purchases is determined by
verifying prices charged and purchase information to
receiving reports prior to payment.
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Chapter 10

School Board Operations and Oversight

Our audit disclosed several areas for enhancement of School
Board oversight that we believe would increase operational
accountability and help ensure that the Board’s policies are
appropriately implemented. Some of these would build on the
existing framework, which includes an Internal Audit staff that
reports directly to the Board, an active and informed Finance,
Audit and Budget Committee within the Board, and the
monitoring of selective financial indicators.

Specific enhancements include (1) establishing a mechanism to
periodically review the continued relevancy of existing policies,
(2) expanding the scope of work of the Internal Audit staff into
significant areas of PGCPS operations, (3) ensuring that internal
and external audit findings are adequately resolved, (4)
continuing efforts to establish a fraud reporting and follow-up
process, and (5) ensuring that future financial statement audits
are completed in a timely manner.

Background

PGCPS is governed by a nine-member board appointed jointly
by the Governor of Maryland and the County Executive of Prince
George’s County. In accordance with State law, in December
2006 the present Board will be replaced by an elected one. The
Board uses the committee structure to carry out its fiscal and
academic oversight duties, including five committees
responsible for Policy and Planning, Personnel, Technology,
Instruction and Accountability, and Finance, Audit, and Budget.
This audit focused on the Board’s fiscal oversight
responsibilities.

The Board is ultimately accountable for the success of the
PGCPS in providing the children of Prince George’s County with
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a quality education, while wisely spending local, State, and
federal funds. Following is the Board’s mission statement:

The mission of Prince George’s County Public Schools is to ensure that\
all students acquire knowledge and develop skills and understandings

that will enable them to become productive citizens and lifelong learners

in a technological, diverse society.

This mission is accomplished by identifying and nurturing strong instructional leadership; establishing
high expectations for all students, parents, teachers, staff, and administrators; implementing a rigorous,
technology-infused curriculum; emphasizing effective learning strategies for students at all performance
levels; maintaining a safe and orderly school environment; monitoring students’ progress, resulting in
appropriate adjustments to instructional programs; developing high levels of accountability; and
cultivating meaningful family and community involvement.

kSource: WWW.PQCpS.org /

Enhancements Should be Made to Ensure That
Board Oversight is More Effective and Timely

A process should be put in place to ensure the timely
implementation and continued relevancy of Board

policies — The Board did not ensure that all employees were
informed of Board policies, nor did it ensure that appropriate
procedures were adopted by PGCPS in a timely manner to
implement those policies. For example, in May 2001, the Board
approved the implementation of a major IT system?9 for a
number of accounting and financial applications, for which
implementation began in November 2002. As of August 1,
2005, PGCPS was still in the process of drafting or updating
most affected procedures to reflect the actual implementation
of functioning applications. During our reviews of other audit
areas, we noted some existing procedures that were 20 to 30
years old and that did not adequately reflect current Board-
approved processes or policies (such as textbook disposal and
employee cut-off policies).

The efforts of the Internal Audit Unit should target
areas of both high risk and materiality — We were

19 See Chapter 6.
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advised that the PGCPS Internal Audit Unit, which consists of 11
auditors and staff, spends at least 75 percent of its effort
conducting audits of student activity funds, which accounted for
$18.3 million in fiscal year 2004 expenditures. We were also
advised that this emphasis is based on historically poor controls
at the schools and frequent reported misuse of funds. While a
review of the findings in the related audit reports appears to
support this view, there are major control and process issues—
disclosed by the PGCPS external auditor, various consultants,
and this audit—facing PGCPS in areas with significantly more
money and risk. For example, we noted that, during the past
two years, critical areas such as procurement had not been
reviewed or audited by the Unit.

The Board should identify and address problems that
contributed to delays in the PGCPS 2004 financial

statement audit — PGCPS did not submit its fiscal year 2004
audited financial statements to the MSDE by the September
30, 2004 deadline in accordance with State law. Instead, the
final audited statements, dated June 14, 2005, were submitted
to the PGCPS Board and eventually submitted to MSDE in July
2005. Because of this delay, MSDE withheld $40 million in
State funding during fiscal year 2005; however, the funding was
subsequently released shortly after submission of the audited
statements. The audit was only completed after the Board
terminated the contract with the initial audit firm in February
2005 and hired a second firm. At the time of termination, the
initial firm had already been paid $160,000 on a contract
originally valued at $140,000, and additional charges of almost
$450,000 were still in dispute. According to PGCPS records, the
second firm was paid $237,000 to complete the audit, and is
under contract to conduct the fiscal year 2005 audit. Although
PGCPS did not formally identify the causes for the delayed
audit, we believe those causes could include the following
situations observed by the firm: significant problems
experienced by the finance department in providing various
reports and schedules supporting the financial statements, and
the PGCPS use of an independent contractor as the primary
contact for the audit, who was also the only person who could
provide much of the detailed information needed during the
audit.
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A monitoring process should be established to ensure
timely corrective action to external and internal audit

findings — The Board did not have an adequate process in
place to ensure that all audit findings are successfully resolved.
Although the Chief Financial Officer provided periodic updates
on corrective action, these assertions were not verified. For
example, the last status report for the fiscal year 2003 financial
statement audit indicated that most of the findings had been
resolved; however, the recently completed 2004 audit (dated
June 14, 2005), indicated that many of those findings still
existed (56 percent of the 23 findings from the fiscal year 2003
audit were considered repeats). We also noted a similar lack of
follow-up on corrective actions taken on internal audit findings
including those indicating potential fraud or employee
misconduct.

The Board should continue efforts to prevent and

detect fraud and the misuse of assets — In response to a
consultant’s report, issued in June 2005, addressing
allegations about the preceding superintendent’s dealings with
certain vendors, the Board pledged to take the following actions
to address potential fraud and misconduct:

e Improve internal controls over procurements

e Create an Inspector General position independent of
school system management

e Establish a whistleblower policy to protect employees

e Revise debarment practices for vendors involved in
misconduct

These actions, if implemented as intended, should provide
enhanced controls and safeguards; however, they do not
include the establishment of a fraud hotline for employees and
others to anonymously report suspected improper actions. A
fraud hotline could be a valuable tool to help identify and
combat fraud and abuse. Presently, the Internal Audit Unit is
contacted directly about allegations, and the resultant audit
report usually contains the name of the referring employee
(which may or may not be the employee who made the
allegation) or sufficient information for the referring employee
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to be identified. We believe this practice may serve to
discourage referrals.

Recommendation

23.Action should be taken to enhance Board oversight,
including establishing a process to ensure its financial-
related policies are current and implemented as intended,
expanding the scope of the internal audit function,
monitoring the conduct and results of internally and
externally conducted audits, and enhancing efforts to
prevent and detect fraud and misuse of assets.
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Chapter 11

Other Financial Controls

This audit section covers a limited number of financial-related
areas not addressed in other audit sections: the management
of cash, risk, and debt. We found that PGCPS has policies in
place to govern its cash management and risk management
practices, which appeared to be followed; however, PGCPS
needs to adopt a policy on debt management.

Cash and Risk Management Best Practices

PGCPS has established policies addressing its cash and risk
management practices. Cash management (particularly
investment) policies and practices are in accordance with State
law. The PGCPS policy requires the collateralization of cash
accounts and lists the type of permissible investments and the
conditions under which investments may be made. According
to the PGCPS Comprehensive Annual Financial Report, as of
June 30, 2004, all cash accounts were adequately
collateralized and $106.8 million of the PGCPS $108 million in
investments was in the Maryland Local Government Investment
Pool administered by the Maryland Office of the State
Treasurer.

Regarding risk management, PGCPS policy is to use a
combination of self-insurance and commercial insurance to
protect itself from losses. Itis a member of the Risk
Management Fund, a group of four Prince George’s County
public entities, which includes the County government. This
practice is followed by other State school systems.
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Debt Management Policy Should be Established

PGCPS has not developed a policy to govern its use of long-term
leases to finance future purchases. Such a policy might include
considerations such as lease length, limits of outstanding
balances, acceptable terms, and economic justifications.
Although, by statute, PGCPS is prohibited from issuing bonds or
other long-term debt instruments, it does use lease purchase
agreements for such items as buses and textbooks. As of June
30, 2004, the recorded liabilities related to such agreements
were $18.2 million.

Recommendation

24.PGCPS should develop a policy addressing its use of
lease/purchase agreements.
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Audit Scope, Objectives,
and Methodology

Scope

We conducted a performance audit to evaluate the
effectiveness and efficiency of the financial management
practices of the Prince George’s County Public Schools (PGCPS).
We conducted this audit under the authority of the State
Government Article, Section 2-1220 of the Annotated Code of
Maryland and performed it in accordance with generally
accepted government auditing standards.

Objectives
We had two broad audit objectives:

1. To evaluate whether the PGCPS procedures and controls
were effective in accounting for and safeguarding its
assets.

2. To evaluate whether the PGCPS policies provided for the
efficient use of financial resources.

In planning and conducting our audit, we focused on the major
financial-related areas of operations based on assessments of
materiality and risk. Our audit approach, including the specific
objectives of our local school system audits, was approved on
September 14, 2004 by the Joint Audit Committee of the
Maryland General Assembly in accordance with the enabling
legislation. As approved, the audit objectives excluded
reviewing and assessing student achievement, curriculum,
teacher performance, and other academic-related areas or
functions. We also did not review the activities, financial or
other, of any parent teacher association, group, or funds not
under the local board of education’s direct control or
management. Finally, we did not evaluate the PGCPS
Comprehensive Education Master Plan or related updates.
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Methodology

To accomplish our objectives, we reviewed applicable State
laws and regulations pertaining to public elementary and
secondary education, as well as policies and procedures issued
and established by PGCPS. We also interviewed personnel at
PGCPS, the Maryland State Department of Education (MSDE),
and staff at other local school systems in Maryland (as
appropriate29). Our audit procedures included inspections of
documents and records, and observations of PGCPS operations.
We also tested transactions and performed other auditing
procedures that we considered necessary to achieve our
objectives, generally for the period from July 1, 2003 through
April 30, 2005. For our audit work on federal grants, we relied
on the results of an independent audit of fiscal year 2004
activity; accordingly, our federal grants work was limited to this
period.

In addition, we contacted a number of other state auditors’
offices and legislative program evaluation agencies that had a
history of conducting audits or reviews of local school systems.
We interviewed those officials and inspected their work
programs and resultant reports to identify specific audit
techniques and operational practices at schools that could be
adapted for our school system audits. We also used statistical
information from other states to some extent. Finally, we used
certain statistical data--including financial and operational--
compiled by the MSDE from various informational reports
submitted by the Maryland local school systems. This
information was used in this audit report for background or
informational purposes, and was deemed reasonable. For
comparison purposes, information provided was generally
limited to the five Maryland school systems with the largest
student enrollments. In many cases, due to the self-reporting
nature of the information, the information was neither audited
nor independently verified by us.

20 During the course of the audit it was necessary to contact other systems to identify
policies or practices for comparative purposes and analysis.
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Other Independent Auditors

When developing the approach for the audits of school system
financial management practices, a consideration was the
reliance on the work of other independent auditors to the extent
practicable to avoid unnecessary duplication of audit effort.
With respect to PGCPS, the results of other auditors that we
considered were reported in two distinct audit reports: one
related to the administration of its federal grants and the other,
the management letter from the audit of its Comprehensive
Annual Financial Report (CAFR).

The independent audit of the fiscal year 2004 CAFR was not
completed in a timely fashion. Since there was insufficient time
for us to review the results and evaluate their impact on our
audit scope, we were unable to rely on those results.
Nevertheless, we did review the resultant management letter
and chose to include, as an appendix to this report, a summary
of the material weaknesses and reportable conditions
impacting internal controls, as noted by the independent
auditor during the fiscal year 2004 CAFR audit.

We did, however, rely on the audit report related to the
administration of federal grants. We performed certain steps to
satisfy ourselves as to the reliability of the reported results of
the independent federal grants audit of the PGCPS fiscal year
2004 federal financial assistance programs for compliance with
federal laws and regulations. Accordingly, we significantly
reduced the scope of our work in that area. In Chapter 2,
“Grants,” we included a summary of the reportable conditions
and questioned costs noted by the independent auditor.

Limitations of Internal Control

PGCPS management is responsible for establishing and
maintaining effective internal control. Internal control is a
process designed to provide reasonable assurance that
objectives pertaining to the reliability of financial records,
effectiveness and efficiency of operations including
safeguarding of assets, and compliance with applicable laws,
rules, and regulations are achieved.
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Because of inherent limitations in internal control, errors or
fraud may nevertheless occur and not be detected. Also,
projections of any evaluation of internal control to future
periods are subject to the risk that conditions may change or
compliance with policies and procedures may deteriorate.

In addition to the conditions included in this report, other less
significant findings were communicated to PGCPS that did not
warrant inclusion in this report.

Fieldwork and PGCPS Responses

We conducted our fieldwork from November 2004 to July 2005.
The PGCPS response to our findings and recommendations is
included as an appendix to this report.
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Exhibit A

As noted elsewhere in this report, the PGCPS audited comprehensive annual financial report
(CAFR) for fiscal year 2004 was received by PGCPS in July 2005. In addition to the
statements and accompanying auditor’s opinion, the auditor provided a number of
comments related to PGCPS accounting and financial reporting processes and its internal
control structure. Although we did not rely on this work, since it was completed too close to
the end of our audit fieldwork to be considered, the comments are relevant to the scope of
our audit. Consequently, we have reviewed those comments and summarized them for
disclosure in this exhibit. We have also included a column entitled “Related OLA Chapter.”
This cross-reference was included for those readers interested in considering the results of
both audits within the framework of our audit report. However, this cross reference does not
necessarily mean that we found similar problems, since our scope may not have been the
same; it is simply an attempt to reference the finding to a corresponding functional area in
our report.
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Exhibit A
Summary of Internal Control, Material Weaknesses and Reportable Conditions

From Independent Auditor’s Report on Fiscal Year 2004 Annual Financial Statements

page 1 of 3
. . Material Reportable Related OLA
O (el Weakness2! Condition22 Chapter
General Ledaer The Finance Department experienced significant problems
' -edg providing data and schedules. PGCPS also continued to
Reconciliations . - N L
experience significant problems with its new IT application .
and Use of New . . . o X Various
system, including loss of data and problems with obtaining
Automated IT . . . .
accurate and consistent information, causing inefficiencies and
System .
errors throughout the audit process.
Finance An independent contractor was the primary contact for the Procurement,
. . Payroll;
Department audit and was the only person who could provide most of the X .
) S . . - Information
Staffing detailed information needed during the audit.
Technology
Since implementation of the new automated payroll system,
many system problems, changes, overpayments, costing errors,
Payroll etc. have arisen. Personnel files were noted to be either X pavroll
Operations™ incomplete or not available for review. Additionally, as of June y
30, 2004, the PGCPS payroll costing report was not in
agreement with the general ledger.
Transactions were conducted outside PGCPS normal
procurement process. Procurement:
Procurement Bids over $15,000 were not properly advertised in at least one X Information‘
Operations newspaper of general circulation. It was common practice to
S Technology
use purchase orders as the actual contract documents in lieu
of securing written contracts.
Encumbrance The PGCPS purchase order system did not reconcile to the
Processing general ledger. The system generated duplicate X N/A
Reconciliations encumbrances.
Accounts receivables, deferred revenues, and accounts
Federal, State, . .
payable are byproduct balances (i.e., fall-out transactions) and
and County o N . : X Revenue
- no verifiable trail existed. An effective system for tracking,
Reconciliations A . - .
confirming, and reconciling transactions was lacking.
Detailed information was not reconciled to the general ledger
Liahility Account | balance on a monthly basis. Significant debit balances were
S . . . X Procurement
Reconciliations included in accounts payable schedules that were reconciled
during the audit process.
The balance in a general holding account for miscellaneous
receipts has grown since fiscal year 2003 and included some
Deferred Revenue - e
_— balances from over a year ago. A $1.8 million reclassification X N/A
Reconciliations - .
entry posted during the year would have been unnecessary if
timely reconciliations were performed.

Key:

* — These observations are supported by reviews conducted by the PGCPS Internal Audit Department.

N/A — Item refers to a condition that does not correlate to a functional area reviewed in the OLA performance audit.

21 Material weaknesses are reportable conditions in which the design or operation of one or more of the internal control components does

not reduce, to a relatively low level, the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
caused by error or fraud that would be material in relation to the financial statements being audited, may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.

22 Reportable conditions are issues relating to significant deficiencies in the design or operation of the internal control over compliance
that, in the auditor’s judgment, could adversely affect PGCPS ability to administer a major federal program.

M
+ Office of

88 ﬁ_egislative
=2 Audits



Exhibit A
Summary of Internal Control, Material Weaknesses and Reportable Conditions

From Independent Auditor’s Report on Fiscal Year 2004 Annual Financial Statements

page 2 of 3
Material Reportable
Observation Condition Weakness Condition | Related OLA
(see footnote 1 (see footnote 2 Chapter
on page 1 of 3) on page 1 of 3)
Approximately $3 million is due to PGCPS from Prince George’s
. County. PGCPS has not invoiced the County for over two years
Receivables — . - : .
Risk Management for approximately $l.7'm|II|0n of this recellvable. Managemgnt X Revenue
was not able to provide detail supporting the $1.7 million
receivable during the audit.
Accounts PGCPS was unable to effectively track, confirm, and reconcile
Receivable — transactions. Receipts were not always applied against specific X N/A
Capital Projects projects correctly.
Significant unexplainable discrepancies existed between the
Detailed Records recorded balances on the general ledger and the amounts per X Inventory
— Buildings the detail schedules maintained. The cumulative discrepancy
amounted to approximately $4.4 million.
Contract PGCPS did not properly track and/or properly record certain
Retainage transactions related to contract retainage. X Facilities
Reconciliation
PGCPS advanced funds to contractors for materials and
recorded these as fixed assets, even though no assets yet
L exist. The individual that modified the contract value did not
Construction in . e . - -
sign the modifications. The auditor concluded that there is X Facilities
Progress . . .
potential for collusion between project managers and
contractors. Approximately $900,000 in invoices relating to
fiscal year 2003 were reflected in fiscal year 2004.
As of June 30, 2004, the Food Service Fund’s undesignated
reserve level was in a negative position. Total liabilities
exceeded total assets by approximately $6 million. During
fiscal year 2004, bank statements/accounts were not
reconciled to the appropriate general ledger controls on a
Food Service Fund | regular basis.  Existing obsolescence policy was highly X Food Service
subjective, was not tracked separately, and did not provide
adequate input to management. Management was not able to
provide system-wide inventory information for June 2004.
Financial information was outside the scope of the automated
IT system and was manually keyed in for system-wide reporting.
Coding of Inconsistencies in account coding of expenditures were noted.
Expenditures — X Procurement
Self Insurance
Fund

Key:

N/A — Item refers to a condition that does not correlate to a functional area reviewed in the OLA performance audit.
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Exhibit A

Summary of Internal Control, Material Weaknesses and Reportable Conditions

From Independent Auditor’s Report on Fiscal Year 2004 Annual Financial Statements

Observation

Condition

Material

Weakness
(see footnote 1
on page 1 of 3)

Reportable

Condition
(see footnote 2
on page 1 of 3)

page 3 of 3

Related OLA
Chapter

School Activity

Lack of separation of duties was noted in the collecting,
recording, and depositing functions. Weaknesses such as
untimely deposits, unreconciled bank statements, and missing
funds were noted in the cash receipts cycle. Weaknesses such

Other Financial

. . X Controls;
Fund * as lack of supporting documents, lack of supervisory approval Inventor’
for personal expenses, and inappropriate expenses were noted y
in the cash disbursement cycle. A total of $927,929 of
equipment could not be located for the year.
School Activity Internal Audit has not audited many schools for four to five School Board
Funds — Internal L . X Operations;
Audit years due to limitation of staff resources and time. Inventory
No formal request or approval process existed for new general
Period End ledger accounts. There was no evidence of review and
Financial approval of estimation and valuation calculations or subsidiary
. ledger reconciliations. The consolidation process was informal Information
Reporting - IT . - X
Application without documentation of procedures and structure. There Technology
Controls was no evidence of management review of the disclosure
checklist to ensure all necessary items were included in the
financial statements.
Bank
Reconciliations - Timely preparation and review of the bank reconciliation was
C S X Revenue
IT Application not indicated.
Controls
Payroll - IT PGCPS did not have a formal process to periodically review Payroll;
Application master file/table information.  Reconciliations of payroll X Information
Controls transmission control totals were not documented. Technology
Commitments and
Contingencies - IT | PGCPS did not have formally documented policies and X School Board
Application procedures related to commitments and contingencies. Operations
Controls
Key:

* - These observations are supported by reviews conducted by the PGCPS Internal Audit Department.

Notes:

A — This document represents our summary of the independent auditor’s findings. In the interest of space, similar auditor
observations in several areas have been combined by us into one observation in this document.
B — Advisory comments (which are of lesser significance than material weaknesses and reportable conditions) in the
source reports are not included in the above summary.
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APPENDIX

Prince George’s County Public Schools
14201 School Lane * Upper Marlboro, Maryland 20772 & www.pgeps.org
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January 9, 2006

Bruce A. Myers, CPA

Legislative Auditor

Department of Legislative Audits
Maryland General Assembly

301 West Preston Street, Room 1202
Baltimore, MD 21201

Dear Mr. Myers:

This letter responds to your December 13, 2005, transmittal to
Howard A. Burnett, Interim Chief Executive Officer, of the draft financial management
practices performance audit report for Prince George's County Public Schools.

Attached please find Management'’s responses to the draft financial management
practices performance audit report for the period beginning July 1, 2003, and ending
September 30, 2004. The responses address the findings and recommendations that
resulted from the performance audit conducted by the Office of Legislative Audits. It is
organized by chapter and recommendation as reported by the Office of Legislative
Audits.

Please contact me at 301-952-6099 if you have any questions.

Sincerely,

James W. Beall, CPA
Acting Chief Financial Officer

Attachment
JWB:ef

cc: Howard A. Burnett
Beatrice P. Tignor, Ed.D.
Robert O. Duncan
Judy T. Jefferson, CIA, CISA, CGFM

0,
Unp

Board of Education of Prince George’s County



Prince George’s County Public Schools
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Legislative Auditor’s Draft Report
On Financial Management Practices Performance
Audit Report
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Prince George’s County Public Schools
Management Response to OLA Performance Audit

Introduction

A number of the findings and recommendations referenced by the
Legislative Auditors in their report were identified during the audit
conducted by BDO Seidman, LLP, for the fiscal year ended June 30, 2004.
Such an audit would normally be completed by September 30, 2004,
allowing School System management another nine months to address
findings and recommendations before closing the next fiscal year, which
ended June 30, 2005.

However, for various reasons, the audit could not be completed until June
2005. Although School System management began to address some of the
findings during fiscal year 2005, many will require additional time to
execute. It is reasonable, therefore, to expect responses to the findings and
recommendations identified in the Schedule of Expenditures of Federal
Awards and Reports Required by Government Auditing Standards and OMB
Circular A-133 and the Internal Controls Material Weaknesses, Reportable
Conditions, and Advisory Comments to be implemented during the fiscal
year ending June 30, 2006.

Responses and corrective action plans have been developed for all material
weaknesses and reportable conditions identified in the Schedule of
Expenditures of Federal Awards and Reports Required by Government
Auditing Standards and OMB Circular A-133 and the Internal Controls
Material Weaknesses, Reportable Conditions, and Advisory Comments
issued by BDO Seidman, LLP, for the fiscal year ended June 30, 2004.
Responses have been developed for all of the advisory comments noted in
the latter report. As noted above, actions will be implemented during the
fiscal year ending June 30, 2006, consistent with the school system’s
responses.

The pages that follow respond to the findings and recommendations that
resulted from the financial management practices performance audit
conducted by the Office of Legislative Audits. It is organized by chapter
and recommendation as reported by the Office of Legislative Audits.



Prince George’s County Public Schools
Management Response to OLA Performance Audit

Chapter 1. Revenue and Billing Cycle

Recommendation 1:

l.) Prince George’s County Public Schools (PGCPS) should ensure that all checks and
money orders are immediately restrictively endorsed and deposited intact in a timely
manner. Il.) PGCPS should also investigate when anticipated revenue is not realized
or otherwise deposited (including the aforementioned findings pertaining to the
Before and After Care Programs). lil.) To the extent practicable, PGCPS may want to
consider consolidating its collection function at one central location rather than
permitting each site to collect monies. 1V.) Finally, bank reconciliations should be
completed timely and differences investigated.

[.) PGCPS should ensure that all checks and money orders are immediately
restrictively endorsed and deposited intact in a timely manner.

Management Response:

Concur. Management agrees that restricted endorsement of all checks and money orders
immediately upon receipt is appropriate and would strengthen internal controls.
Management will consider requiring restricted endorsement prior to transfer to the
Assistant Treasurer’s Office as a possible solution. Estimated cost of ordering deposit
stamps for all sites that receive deposits is $6,809.00.

Cost of pre-inked endorsement stamps = $30.95 each.
Estimated Quantity (approx. 200 schools, 20 offices) = 220

Il) PGCPS should also investigate when anticipated revenue is not realized or
otherwise deposited (including the aforementioned findings pertaining to the
Before and After Care Programs).

Management Response:

Concur. Management will revise and/or develop and implement procedures to
strengthen accountability and compliance, and to ensure that appropriate safeguards exist
for all critical areas of Before and After Care revenue activities. Procedures will include
measures to support effective monitoring and control and to ensure that receipts are
deposited timely, returned checks are collected and recorded properly on accounting
transmittals, and payers of returned checks are not allowed to continue receiving services.
As noted in the school system’s FY-04 A-133 Corrective Action Plan, actions will be
taken to ensure that frequent monitoring, analysis, reconciliation and modification to
improve effectiveness and efficiency of revenue collection and processing occurs.
Management will develop and implement tasks, establish due dates and assign staff
responsible for reconciling and analyzing revenue transactions, including reconciliation
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with general ledger accounts and schedules throughout the fiscal year. Revenue
transactions will be reconciled regularly and staff responsible for the reconciliation will
be required to sign upon completion. Appropriate staff will be assigned to review and
approve the schedules as well.

[1l.) To the extent practicable, PGCPS may want to consider consolidating its collection
function at one central location rather than permitting each site to collect monies.

Management Response:

Concur. Management will evaluate the alternative recommendation to centralize the
receipt and collection process to the central office, where applicable, to determine the
impact on the increased workload of central office staff for specific receipts together with
the reporting needs of the various offices. In conjunction, a lock-box study will also be
conducted to determine if this banking service would accommodate the receipt,
collection, posting, and reporting needs of any of the affected programs or offices.

IV.) Finally, bank reconciliations should be completed timely and differences
investigated.

Management Response:

Concur. Discrepancies between bank and book balances need to be brought to the
attention of the bank within 45 days to ensure credit to school system’s account for bank
errors or fraudulent items. In FY05, Management has focused on monthly reconciliation.
As noted in the school system’s FY-04 A-133 Corrective Action Plan, bank statements
will be reconciled monthly and staff responsible for the reconciliation will be required to
sign upon completion. Appropriate staff will be assigned to review and approve the
schedules as well. Training and resources will be provided where needed to support
effective completion of assigned tasks.
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Recommendation 2:

I. PGCPS should establish a formal receivable policy that addresses the timely
recovery of wage overpayments. Il. Adequate documentation should be retained to
explain the need for non-cash adjustments posted to accounts receivable.

I.) PGCPS should establish a formal receivable policy that addresses the timely
recovery of wage overpayments.

Management Response:

Concur. Management will identify causes of wage overpayments, and develop and
implement strategies to prevent or mitigate future occurrences. Procedures will be
revised and/or developed and implemented to improve effectiveness and efficiency of
payroll processing, including provisions for timely action. Management will develop and
document procedures for monitoring wage overpayment and collections.

Il) Adequate documentation should be retained to explain the need for non-cash
adjustments posted to accounts receivable.

Management Response:

Concur. The Board of Education has approved a new Board Policy 2600 that requires
the development and maintenance of a Records and Document Management Program,
including a requirement to develop procedures that will ensure records are retained for
statutory time periods. Administrative procedures will be developed and implemented to
effectively support Board Policy 2600, including documentation required to support
accounts receivable transactions.
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Recommendation 3:
PGCPS should ensure that corrective action is taken in a timely manner to address
the findings of the fiscal year 2004 Single Audit.

Management Response:

Concur. The findings and recommendations referenced here were identified during the
audit conducted by BDO Seidman, LLP, for the fiscal year ended June 30, 2004. Such an
audit would normally be completed by September 30, 2004, allowing School System
management another nine months to address findings and recommendations before
closing the next fiscal year, which ended June 30, 2005.

However, for various reasons, the audit could not be completed until June 2005.
Although School System management began to address some of the findings during fiscal
year 2005, many will require additional time to execute. It is reasonable, therefore, to
expect responses to the findings and recommendations identified in the Schedule of
Expenditures of Federal Awards and Reports Required by Government Auditing
Standards and OMB Circular A-133 and the Internal Controls Material Weaknesses,
Reportable Conditions, and Advisory Comments to be implemented during the fiscal year
ending June 30, 2006.

Responses and corrective action plans have been developed for all material weaknesses
and reportable conditions identified in the Schedule of Expenditures of Federal Awards
and Reports Required by Government Auditing Standards and OMB Circular A-133 and
the Internal Controls Material Weaknesses, Reportable Conditions, and Advisory
Comments issued by BDO Seidman, LLP, for the fiscal year ended June 30, 2004.
Responses have been developed for all of the advisory comments noted in the latter
report. Corrective action plans include measures to monitor progress and ensure that
actions are implemented, evaluated and modified as needed to ensure findings are
addressed during FY-06. As noted above, actions will be implemented during the fiscal
year ending June 30, 2006, consistent with the school system’s responses.
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Recommendation 4:

PGCPS should implement a formal comprehensive procurement policy to ensure
that all purchases are documented, necessary, and represent the best value to
PGCPS. Additionally, system controls should be established to ensure the propriety
of payment processing, and appropriate monitoring procedures should be put in
place to ensure compliance with the existing policies. These should include the
establishment of a multi-tiered approval path for purchases (based on the dollar
value of the purchase), limiting the use of the “disbursement authority” payment
process, and ensuring that purchases are not made in advance of receipt of the
related formal approvals. Controls available in the automated IT system should be
used to the extent practicable.

Management Response:

Concur in Part. Policies and procedures will be reviewed, revised and/or developed as
appropriate to support a comprehensive guide for the purchase of all goods and services.
Monitoring processes will be developed to strengthen accountability and test for
compliance. Procedures will consider contract authorization approval limits and options
for bidding contracts and services with options for renewal.

Notwithstanding Management’s position on the recommendation, it is important to note
that the Purchasing Office does have a comprehensive procurement policy guide, which
details the procurement process in every aspect. It was and is available for inspection.
The policy guide follows the State Procurement Regulations and, in some cases, is more
stringent than State Procurement Regulations. In addition, as a state agency the school
system is permitted to ride other agency contracts as well as Federal Agency contracts,
such as various GSA schedules. In such cases, a purchase order referencing the GSA
contract document and our contract document, incorporating those terms and conditions,
is issued.

Policies and procedures will also be reviewed, revised and/or developed to ensure
compliance with Board Policies and State procurement provisions, including
consideration for bidding contracts whenever practical. Board Policy 3361 was revised
by the Board of Education in December 2004 to address sole source procurements and
professional/technical services contracts. Procedures have been established to support
the policy. Only one of a number of proposed sole source procurements that have been
reviewed by the Contract review Committee to date has been confirmed as sole source,
with the others directed to ride on an existing competitively bid contract pursuant to State
guidelines or be competitively bid. Board approval was secured for the one sole source
noted. The Board of Education has also approved a new Board Policy 2600 that requires
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the development and maintenance of a Records and Document Management Program,
including a requirement to develop procedures that will ensure records are retained for
statutory time periods. Administrative procedures will be developed and implemented to
effectively support Board Policy 2600, including documentation required to support
procurement transactions. Monitoring processes will be developed to strengthen
accountability and test for compliance with implemented procurement policies and
procedures.

Invoices are payable when they can be matched to a valid executed purchase order and
evidence is provided that the goods or services have been received. Payment of an
invoice within 30 days is not always possible due to discrepancies that sometimes arise
between invoiced amounts and the purchase order or receiving report. The Accounts
Payable Officer, the Accountant I and one Account Clerk | (that does not pay bills) are
the only staff in Accounts Payable that can authorize payment when one of the three-way
match components is missing. When this is done, funding is confirmed an explanation is
required on the Invoice. Management will evaluate options for improving the timelines
and accuracy of invoice payments. Procedures will be revised and/or developed to
ensure the propriety of purchases and related payments, including consideration of
system controls.

Procedures will be revised and/or developed to ensure that all proposed contracts are
processed through Purchasing, including legal review where appropriate, with
appropriate supporting documentation.  Management will communicate required
procedures to all appropriate parties, including training where necessary. Internal Audit
has listed Purchasing as a unit to audit on the 2006 Audit Plan issued in August 2005.

PGCPS’ Procurement Policy is in place and is currently being modified to integrate the
new Oracle Financial System implemented in November 2002, which requires changes to
the policy to be consistent with the way we now do business. These changes are being
introduced as Standard Operating Procedures at this time as we are not yet certain that
they will not require additional modifications, which is the normal process for any major
ERP implementation.
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Recommendation 5:
PGCPS should strive to reduce its reliance on consultants by developing or hiring full-
time regular employees with the needed expertise.

Management Response:

Concur. As noted in the school system’s FY-04 A-133 Corrective Action Plan,
recruiting and maintaining staff following the implementation of the new ERP systems in
May 2003 has been a challenge for the school system. Frequent turnover of staff in
critical areas has compounded the school system’s ability to balance the workload and
develop a workforce to support the Oracle based software. A comprehensive assessment
of functional responsibilities, organizational structures, personnel requirements, and staff
strengths has been conducted, with changes implemented where appropriate to improve
effectiveness and efficiency. Cross-training and development of staff will also occur to
reduce reliance on consultants. Use of consultants will be assessed periodically with
adjustments made where appropriate to ensure stable, quality and effective operations
and service performance.
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Recommendation 6:

I.) PGCPS should develop comprehensive policies over various personnel and payroll
actions. A centralized process using official personnel and budget records should be
developed to identify vacancies, and existing policies regarding approvals of new
hires and terminations should be complied with. 1l.) In addition, PGCPS should
create a policy to address the documentation requirements for payroll adjustments
and the permissibility of leave usage in excess of amounts earned. l1ll.) Also, PGCPS
should expand its workforce planning to include all critical operational units and
positions, as well as a consideration of the routine use of consultants and
contractors for certain critical positions.

l.) PGCPS should develop comprehensive policies over various personnel and
payroll actions. A centralized process using official personnel and budget
records should be developed to identify vacancies, and existing policies
regarding approvals of new hires and terminations should be complied with.

Management Response:

Concur. Position control systems and procedures will be revised and/or developed and
implemented to ensure that only authorized/funded positions are filled, funding sources
for positions are identified and reconciled, and positions include end dates for programs
and/or grants that expire. Reconciliation, including consideration of standard analytical
work papers and schedules, will be conducted on a periodic basis. As noted in the school
system’s FY-04 A-133 Corrective Action Plan, actions will be taken to ensure that
frequent monitoring, analysis, reconciliation and modification to improve effectiveness
and efficiency of position control occurs. Management will develop and implement
tasks, establish due dates and assign staff responsible for reconciling and analyzing
position and personnel processing transactions, including reconciliation with general
ledger accounts, grants and schedules throughout the fiscal year. Position control
transactions will be reconciled regularly and staff responsible for the reconciliation will
be required to sign upon completion. Appropriate staff will be assigned to review and
approve the schedules as well.

Reports have been developed that monitor position budgets at fund and function levels.
Work will continue on efforts to implement effective position control functionality in
Oracle and develop effective position control systems. A comprehensive assessment of
functional responsibilities, organizational structures, personnel requirements, and staff
strengths will be conducted, with changes implemented where appropriate, to improve
effectiveness and efficiency of position control.
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I.) In addition, PGCPS should create a policy to address the documentation
requirements for payroll adjustments and the permissibility of leave usage in
excess of amounts earned.

Management Response:

Concur. A formal procedure is in place that requires appropriate staff members to
approve all time and leave. Modifications to the Oracle software are being developed to
routinely prevent and/or flag pay for processing intervention when an employee is in or
enters a negative leave status. Action has been taken to recover overpayments resulting
from excess leave granted. Procedures will be developed and implemented to improve
monitoring of leave balances by timekeepers and timecard approvers. Action will be
taken to strengthen accountability and compliance with procedures.

The Board of Education has approved a new Board Policy 2600 that requires the
development and maintenance of a Records and Document Management Program,
including a requirement to develop procedures that will ensure records are retained for
statutory time periods. Administrative procedures will be developed and implemented to
effectively support Board Policy 2600, including documentation required to support
timesheets.

l.)  Also, PGCPS should expand its workforce planning to include all critical
operational units and positions, as well as a consideration of the routine use
of consultants and contractors for certain critical positions.

Management Response:

Concur. The Quality Schools Program Strategic Plan will be updated to ensure that
objectives and strategies are developed and implemented to recruit, hire, develop and
maintain a quality workforce system-wide, including central office and critical support
staff.
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Recommendation 7:

I.) PGCPS should ensure that adequate controls are in place over payroll processing.
Il.) Appropriate reviews and approvals of personnel transactions and payroll
adjustments should be documented. IlIl.) Changes should be made to the
automated system to limit the posting of excess employee work hours and to
prevent improper employee payments after terminations. 1V.) Additionally,
accountability needs to be established over voided payroll checks. V.) Finally,
investigations of the differences noted during the reconciliations between financial
records should be performed timely and the reconciliations should be subject to
supervisory review.

l.) PGCPS should ensure that adequate controls are in place over payroll
processing.

Management Response:

Concur in Part. Implementation of the Oracle software included infusion of best
practices inherent in the software.  Nevertheless, customization and complex
configurations were necessary in some areas to support accounting, payroll and human
resources needs common to many public school systems and in some cases unique to
Prince George’s County Public Schools. Management will assess and identify payroll
processing risks, develop strategies to mitigate high risk areas where payroll data may be
vulnerable to error or subject to manipulations, and implement recommended strategies
to reduce risks to acceptable levels, including consideration of controls to limit hours
posted. Controls existing in the timekeeping and payroll systems do not permit posting
of up to 950 hours to an employee’s timesheet as reported by the Department of
Legislative Audits.

I.) Appropriate reviews and approvals of personnel transactions and payroll
adjustments should be documented.

Management Response:
Concur. Management will revise and/or develop and implement procedures to ensure

that appropriate safeguards exist for all critical areas of payroll operations, including
appropriate approvals and processing of position and personnel action forms.
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ll.)  Changes should be made to the automated system to limit the posting of
excess employee work hours and to prevent improper employee payments
after terminations.

Management Response:

Concur. Management will identify causes of wage overpayments, and develop and
implement strategies to prevent or mitigate future occurrences. Procedures will be
revised and/or developed and implemented to improve effectiveness and efficiency of
payroll processing, including practices related to employee pay status. Management will
develop and document procedures for monitoring wage overpayment and collections.

IV.)  Additionally, accountability needs to be established over voided payroll
checks.

Management Response:

Concur. Management is working on completing the testing and documentation of
procedures recommended by the consultant to address issues with controlling and
processing voided checks. Procedures will be implemented or revised if necessary and
implemented as appropriate. Documentation and staff training will be developed and
implemented as appropriate.

V) Finally, investigations of the differences noted during the reconciliations
between financial records should be performed timely and the reconciliations
should be subject to supervisory review.

Management Response:

Concur. As noted in the school system’s FY-04 A-133 Corrective Action Plan, actions
will be taken to ensure that frequent monitoring, analysis, reconciliation and modification
to improve effectiveness and efficiency of payroll operations and processing occurs.
Management will develop and implement tasks, establish due dates and assign staff
responsible for reconciling and analyzing payroll transactions, including reconciliation
with general ledger accounts and schedules throughout the fiscal year. Master payroll
files and tables will be periodically reviewed. Payroll transactions will be reconciled
regularly and staff responsible for the reconciliation will be required to sign upon
completion. Appropriate staff will be assigned to review and approve the schedules as
well.
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Recommendation 8:

I.) PGCPS should put the necessary policies and procedures in place to ensure that
accountability is established over equipment inventory, that inventories are kept
current, and that compliance by responsible staff is periodically assessed. 1l.)
Detailed records should contain all necessary information to identify and control
equipment, and should be updated for purchases and disposals. IIl.) Physical
inventories should be conducted in accordance with policies and a documented
reconciliation of the results with the records completed and retained. 1V.) Finally,
the Public Property Control Manual should be kept current.

l.) PGCPS should put the necessary policies and procedures in place to ensure
that accountability is established over equipment inventory, that inventories
are kept current, and that compliance by responsible staff is periodically
assessed.

Management Response:

Concur. Procedures will be revised and/or developed and documented to ensure that
periodic inventory analyses and reconciliations are conducted, and that variances are
appropriately documented, investigated and resolved. The Board of Education has
approved a new Board Policy 2600 that requires the development and maintenance of a
Records and Document Management Program, including a requirement to develop
procedures that will ensure records are retained for statutory time periods.
Administrative procedures will be developed and implemented to effectively support
Board Policy 2600, including documentation required to support equipment related
transactions.

I.) Detailed records should contain all necessary information to identify and
control equipment, and should be updated for purchases and disposals.

Management Response:

Concur. All items that the Property Audit Office reviews initially have serial numbers.
Sometimes these numbers are worn. On Dell computers, the students sometimes pull off
the labels, which contain the serial numbers. If this occurs, on the older Dell models,
there is a tag on the side of the computers that also have the serial number. On the newer
Dells, there is a front panel that can be opened to reveal the serial number. Since no one
from the Property Audit Office was requested to accompany the legislative auditors when
testing was done, it is possible that they were unaware of these alternate serial number
locations. An inventory bar coding system would ensure that these serial numbers are
not lost. Management is evaluating options and contracts implementing a Bar-coding
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system, which will help with inventory tracking. Most PGCPS computer related
equipment is marked with the school’s name and the item’s serial number. This
requirement is stated in a memo that is sent to the school/office after each audit that finds
it not done. The manual was updated to reflect this on July 15, 2005.

The manual stated that items under $500 (attached bulletin as well) should be listed on an
excel spreadsheet for detailed record information. Many schools did not adhere to this
requirement but as of this summer, a warehouse summer inventory team was able to
inventory and update these records.

The procedures for adding new items to the inventory have not been changed with the
Oracle system. Even though, equipment is updated through Oracle once purchased,
received and paid, the school/office still must indicate the serial numbers and location on
the “In-Use Inventory Equipment Receiving Report” and submit it to the Inventory
Office for self-insurance updating. This is noted on page 5 of the Property Audit Manual.
As long as equipment is added to the inventory manually, there will always be some
errors for items recorded as ‘8’ instead of ‘B’ or ‘5’ as an ‘S’, etc.

Management will evaluate options for improving inventory tracking through “automated”
systems that will integrate with Oracle, including bar-coding, to obtain a more accurate
record of school system inventory. The Board of Education has approved a new Board
Policy 2600 that requires the development and maintenance of a Records and Document
Management Program, including a requirement to develop procedures that will ensure
records are retained for statutory time periods. Administrative procedures will be
developed and implemented to effectively support Board Policy 2600, including
documentation required to support the recorded inventory.

[ll.)  Physical inventories should be conducted in accordance with policies and a
documented reconciliation of the results with the records completed and
retained.

Management Response:

Concur in Part. The Property Audit Office (under Internal Audit) consists of only TWO
property auditors who must audit all 199 schools and in addition all offices. An annual
“wall to wall” audit is clearly not feasible for a system this large with two individuals.
There is no automation (scanners/bar coding) and presently they must record items on a
tape recorder and then transcribe manually and compare to the listing. Possibly the
warehouse summer inventory team could be assigned the task of inventorying furniture
and other equipment or an outside firm could conduct a complete inventory once a year.
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Since there are only two auditors, they conduct audits of items that have the highest risk
of being stolen, lost, etc., which are the computers, audiovisual/electronic (DVD, VCR,
digital cameras) equipment and musical instruments. There were a total of 60 of these
types of audits done in 2004 and 59 in 2005. Normally chairs and tables or desks are not
stolen. Larger capitalized equipment is usually not stolen either.

The Property Audit Office has requested that the Inventory Office (under Financial
Services) send an Oracle generated inventory report to each school and office annually to
be compared and updated and returned to the Inventory Office. This procedure was in
effect prior to Oracle and has not been completed since the inception of Oracle. This will
ensure that the school or office at least annually completes its physical inventory as is
required in the Property Control Manual. The two auditors in Property Audit conduct
audits of every school and office every 5 years, or sometimes more frequently depending
special circumstances such as administrative changes and special requests. “Wall-to-
wall” audits are completed for new schools.

As a part of the audit procedure, a “cannot locate” listing of items not found during the
audit are sent to the schools/offices. They are given ten days to account for the missing
equipment. The auditor then returns to the location to identify located equipment and
update the listing. Copies of paperwork and correspondence are placed in the file at the
end of the audit. The legislative auditor did not request further documentation as it could
have been produced and it is currently available if needed.

IV.)  Finally, the Public Property Control Manual should be kept current.
Management Response:

Concur: The Property Control Manual was updated July 15, 2005.
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Recommendation 9:

I.) PGCPS should restrict physical access to Materials and Supplies (M&S)
inventories and ensure that inventory disposal policies are current. Il.) Inventory
disposals should be approved and documented, and inventories should be
periodically reviewed for excessive quantities and obsolete items. lll.) Finally, the
results of physical inventories should be reconciled with the related records,
significant differences investigated, and documentation retained.

l.) PGCPS should restrict physical access to M&S inventories and ensure that
inventory disposal policies are current.

Management Response:

Concur. Management will evaluate alternatives for strengthening warehouse
security, including limiting access to the warehouse, and implement measures
determined appropriate. Administrative procedures will be developed and
implemented to effectively support Board Policy 2600, including
documentation required to support property disposals.

1.) Inventory disposals should be approved and documented, and inventories
should be periodically reviewed for excessive quantities and obsolete items.

Management Response:

Concur. Procedures will be reviewed and revised as appropriate to support effective and
efficient disposal of surplus/obsolete textbooks and property, including required
documentation. The Board of Education has approved a new Board Policy 2600 that
requires the development and maintenance of a Records and Document Management
Program, including a requirement to develop procedures that will ensure records are
retained for statutory time periods. Administrative procedures will be developed and
implemented to effectively support Board Policy 2600, including documentation required
to support property disposals. Management is also evaluating options and contracts
implementing a Bar-coding system, which will help with inventory tracking.

Just-in-time ordering is currently used for the school system’s larger suppliers.
Management will evaluate its inventory ordering system to identify opportunities for
improving efficiencies, such as determining if just-in-time ordering can be utilized for
other suppliers of materials and supplies routinely used by the schools and facilities.
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M. Finally, the results of physical inventories should be reconciled with the
related records, significant differences investigated, and documentation
retained.

Management Response:

Concur. Procedures will be revised and/or developed and documented to ensure that
periodic inventory analyses and reconciliations are conducted, and that variances are
appropriately documented, investigated and resolved.  Staff responsible for the
reconciliations will be required to sign upon completion. Appropriate staff will be
assigned to review and approve the schedules as well. Procedures will be periodically
reviewed and modified where appropriate to support related Board Policy and reflect
current operations. The Board of Education has approved a new Board Policy 2600 that
requires the development and maintenance of a Records and Document Management
Program, including a requirement to develop procedures that will ensure records are
retained for statutory time periods. Administrative procedures will be developed and
implemented to effectively support Board Policy 2600, including documentation required
to support physical inventory counts accounts receivable transactions.
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Recommendation 10:
For future large IT projects, PGCPS should augment its IT application development
best practices by assigning dedicated project managers.

Management Response:

Concur in Part. The school system’s implementation of the Oracle Enterprise Resource
Planning solution replaced outdated administrative systems supporting key business
functions in budget, accounting, finance, procurement, human resources, payroll, fixed
assets and cash management. The Government Finance Officers Association (GFOA),
whose consultants have guided and/or participated in similar ERP implementations for
governments at all levels, generally recommends that “functional (as opposed to
technology) expertise be tapped for project management because ERP projects are not so
much technology projects as they are business projects. ... The main point is that expert
knowledge of technology is not required but familiarity and comfort with technology is a
must for the project manager.” PGCPS’ project manager possessed the functional
expertise and technology familiarity recommended for such a role by GFOA, having
considerable experience with the business functions affected by the ERP implementation,
demonstrated leadership and problem solving skills, and an understanding of technology
and information systems supporting such functions. Although industry best practices
were infused throughout the project implementation in many areas, industry best
practices were not employed in others, such as the failure to include adequate resources
in the implementation schedule to account for assisting PGCPS staff in actually operating
the system modules as noted above. Management will work to ensure that industry best
practices are reflected in all future projects of a similar nature.

Oracle Project Information

Project Description Oracle is an integrated administrative information system.
The software system supports Budget and Finance and
Human Resource functions.

Purpose & Justification | To provide PGCPS with the tools to manage information
resources and personnel effectively and improve the
delivery of services to its customers.

Current Status All Oracle modules have been implemented. Consulting
services still on site.

Project Start Date March 31, 2001

Planned April 2002-Phase I: Core Financial Applications (such as

Implementation Date General Ledger)
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July 2002-Phase 1I: Human Resources/Payroll/Benefits
December 2002-Phase I11: Non-core Financials (such as
Inventory)

Implementation Date

November 2002—Phase |
May 2003—~Phase 11
November 2002—Phase Il

Original Contract $ 7,421,264
Amount
Amended contract $ 12,748,661

Amount

Total Paid to Date

$ 8,502,279 (as of July 27, 2005)
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Recommendation 11.:

I.) PGCPS should implement appropriate measures, Il.) including the use of stricter
password requirements, Ill.) to ensure that only authorized users have access to
applications and data systems, to ensure that changes to critical programs and
databases are proper, IV.) and to ensure that staff is properly trained to fully use the
capabilities of administration systems in day-to-day activities.

I.) PGCPS should implement appropriate measures,
Management Response:

Concur.  The Division of Information Technology has developed a report
PGCPS_HR_SECURITY_INFO_V that produces a report of Oracle Applications user
accounts and what responsibilities to which they are assigned. Note that for a particular
job title, the Oracle Application responsibilities do vary because their supervisors assign
those jobs tasks that are inconsistent employee by employee.

The system generated alerts assist IT in determining when HR makes a change in duties
on a personnel record. This is because HR does not notify IT of changes to personnel
status. This allows us to remove invalid responsibilities as people change job
responsibilities.

Reference:
http://www.dbm.maryland.gov/dbm publishing/public content/dbm taxonomy/security/
prevention/itsecuritypolicies.pdf

Also, we have turned on logging at the Oracle Application level and are doing analysis
on the impact of this kind of logging on the database level. Security for ERP users is
controlled within the Oracle Applications and not at the Database level; it has its own
security model. Analysis on the AUDIT_TRAIL will be evaluated in a test instance for
performance and duplication of current logging as our DBAs have indicated that
Monitoring of SQL statements, privilege use and object-level access can more effectively
be accomplished through the Oracle Applications auditing facilities than through the
database logging facilities.

Review of logs is not just an IT event. The DISAs (Departmental Information Security
Administrator) are the experts in the individual applications (they understand the
Application access but not the Database access) and we require buy-in from them for the
analysis of the logs in their particular area. We will coordinate the log analysis with the
DISAs of the individual applications.
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II.) including the use of stricter password requirements, to ensure that only authorized

users have access to applications and data systems,

Management Response:

Concur in Part. The Division of Information Technology agrees with the Audit finding

and plans corrective action.

For the Oracle ERP Application Account and Password Authentication, automatic
password expiration has been applied to all but 6 users from the PGCPS IT Systems
Office. It was determined that for those users a prematurely expired account would be
detrimental to the operation of the system, e.g. Database Administrators (DBAS).

For the PGCPS Windows Network Domain account and password authentication,
PGCPS is currently evaluating the recommendation to segment its network and does

recognize the additional security such a move would provide.

Listed in the pictures below are the possible options.
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‘i Grougs Policy

PGCPS Windows Network Domain:

Staff members will receive the following policies:

1. Enforce password history — users cannot

re-use their last 4 passwords.

2. Maximum password age — 90 days.

3. Minimum password age — users can’t reset

passwords within 1 day.

4. Minimum password length — 8 characters.
Passwords must meet complexity
requirements.

6. Account lockout threshold — 3 invalid

logon attempts.

Account lockout duration — 30 minutes.

8. Reset account lockout counter — 30
minutes.

o

~

Students will receive the following restrictions:
1. Minimum password length — 5 characters.
2. Maximum password age — 120 days.
3. Account lockout threshold — 3 invalid logon attempts.
4. Account lockout duration — 30 minutes.
5. Reset account lockout counter — 30 minutes.
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6. Service Accounts (20) and Domain Administrators (9) will be exempt
from these restrictions.

Management believes that its current security provisions are adequate to prevent
unauthorized access to critical administrative areas of the network. PGCPS is currently
evaluating the recommendation to segment its network and does recognize the
additional security such a move would provide. The costs associated with this action
may be considerable (millions of dollars). Although students are able to reach logon
prompts for some of the key administrative systems, security measures implemented on
these systems ensure that they are sufficiently secure and that students are not a threat
to these applications at this time.

[ll.) To ensure that changes to critical programs and databases are proper,
Management Response:

Concur. PGCPS Department of Technology Operations and the Office of Systems &
Operations agree with the Audit finding and plans corrective action.

The following procedures have been implemented to manage change control:

e The IT Supervisor of Systems & Operations receives an e-mail summary notification of
code movements into production which contains the Service Request Authorization
(SRA) that generated the change.

e The Business Applications Office documents each program by using the Oracle AIM
methodology through BR-100, MD-50 and other appropriate documentation. During
testing, the code is evaluated (as it appears in PVCS) and signed off by the appropriate
Departmental Information Security Administrator (DISA) departments. The DISAs
serve as the “super users” for the test procedures.

o After programs are tested, the code is reviewed by senior developers and the supervisor
in Business Applications.

e Programs or fast formulas are not installed into the production system until the signed
forms reach the DBAs/SysAdmins personnel. Note: None of the Business Applications
programmers have any update access in production.

IV.) And to ensure that staff is properly trained to fully use the capabilities of
administration systems in day-to-day activities.

Management Response:
Concur. The Division of Information Technology agrees with the Audit findings that the

training process for administrative programs needs to be improved. Guidelines and
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requirements for IT training have not been formally developed for all PGCPS staff
requiring access to the Oracle system.

End Users in schools and offices outside of the central administrative buildings must
receive Oracle training corresponding to the requested responsibility. Names of attendees
are entered in the training database and submitted to the Oracle System Administrator(s).
Upon receipt of an Oracle Authorization form an Oracle sign-on is created and sent to the
employee.

End Users located in the central administrative buildings requiring an Oracle logon are
given access to Oracle when a signed authorization form is submitted to the system
administrator(s). PGCPS currently rely on the specified office functional leads, our
expert users, in each department to train new employees in how to use the system to
complete assigned tasks. Some of our expert users experience difficulty finding the time
to train new staff members on completing assigned task(s).

In an effort to provide more effective ongoing training and reducing the knowledge
transfer burden on our expert users, the training team began using Oracle Tutor
documentation tool (June 2005). Using Tutor to document specific key business
practices, create customized training materials, and build job-role related training and
reference materials is conducive to providing better service to our end users.

Tutor allows for the presentation of Oracle e-business suite training and reference
material in the context of set policies and procedures. It consists of an authoring tool, a
publishing tool, and a repository of Oracle e-business suite documents.

Sessions with Subject Matter Experts (SME) are scheduled to document internal
processes and procedures for developing a training repository to make it easier for users
to learn the system in relation to specific job titles and providing better service to the end
users. Documentation is then created by scheduling time to work with the functional
leads and documenting the steps taken to complete critical processes and procedures
pertaining to the different departments.

It is proposed that all new employees requiring an Oracle logon attend a mandatory
Oracle Navigation training session in conjunction with a review of menus that will be
utilized based on their job assignment and basic computer logon assistance. The majority
of employees will require “view only” rights. For the employees hired responsible for
data entry, training sessions will be conducted by assigned department super users.
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Recommendation 12:
I.) PGCPS should establish physical controls and safeguards over its data centers,
including the installation of alarm and fire suppression systems. 1l.) PGCPS should
also institute appropriate back-up procedures and develop a comprehensive
disaster recovery plan.

I.) PGCPS should establish physical controls and safeguards over its data centers,
including the installation of alarm and fire suppression systems.

Management Response:

Concur. Division of Information Technology agrees with the audit finding and plans
corrective action.

In fall 2004 the Sasscer Data Center completed renovations which accomplished the
following:

e Added more floor space to properly house the AIS-ERP system

e Upgraded the capacity of the UPS and generator

e Replaced glass windows with unbreakable Lexan. Heavy metal screening was

placed over them for added security
e Installed raised floor in new addition
e Updated security access list for the Data Center

The Data Center at Bonnie F. Johns is in the process of receiving magnetic card access
control. Access to other Information Technology areas at Bonnie F. Johns will also
receive this control. The required purchase orders have been written and installation is
tentatively scheduled for October 2005. A written procedure (below) for the
dissemination of access cards has been developed. A list of those with access will be
maintained in the office of the Director of Telecommunications.

The Director of Telecommunications has met with School and County Building Code
Officials to determine the type of fire suppression system required in the Network
Operations Center. The PGCPS Office of Planning and Architectural Services is in the
process of soliciting quotes to provide an “Inergen” chemical system as manufactured by
Ansul, Inc. The Department of Telecommunications will contract with the successful
bidder to provide a “Turn Key” installation of the Fire Suppression System in the
Network Operations Center.

Bonnie Johns Data Center Access Procedure

Access Procedure
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The Bonnie Johns Data Center is a secured facility. Unauthorized access is strictly
prohibited and grounds for disciplinary action. Access to the Data Center is granted only
to PGCPS-Division of Information Technology Engineers and Management who have
legitimate business responsibilities of maintaining and monitoring the equipment located
in the Data Center. Employees who are employed in the aforementioned positions will
sign for the key and the Bonnie Johns Data Center Agreement of Compliancy with the
Department of Telecommunications.

Maintenance of Record

The Department of Telecommunications will be responsible for maintaining a record of
employees who have been issued a key card. Access to this record will be made available
to the Director, Telecommunications and the Network Operations Manager.

Lost Access Cards

The Department of Telecommunications will call the service provider immediately to
cancel access cards that have been lost or misplaced by employees. The employee will be
responsible for any fees associated with obtaining a replacement card.

Return of Access Cards

Upon termination of employment, the employee is required to return the access card to
the Department of Telecommunications as a prerequisite to the submission of final
payroll documentation.

II) PGCPS should also institute appropriate back-up procedures and develop a
comprehensive disaster recovery plan.

Management Response:

Concur. The Telecommunications Department agrees with the audit finding and the
recommendation.

We are currently reviewing and updating our backup policy to include an off-site storage
solution for all backups performed at Bonnie Johns’ Data Center. We are researching
data warehouse solutions to determine whether that would be a better solution than
offsite storage at another PGCPS facility.

The Division of Information Technology will also review the disaster recovery plan and
the analysis of the Legislative Audit Team to ensure the document is reviewed at least
annually to update information regarding staff, inventory, and set ups.
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Recommendation 13:

I.) PGCPS should conduct procurements and make invoice payments in accordance
with its policies, and should obtain and retain necessary documentation. I1l.) PGCPS
should also ensure that E-Rate Program participation is maximized; including
determining if reimbursement for past expenditures can still be claimed.

[.) PGCPS should conduct procurements and make invoice payments in accordance
with its policies, and should obtain and retain necessary documentation.

Management Response:

Concur. The Division of Information Technology agrees with the Audit findings and
plans corrective action.

Procedures will be developed and/or modified to ensure that all purchases of IT goods
and services are procured in accordance with school system policies and procedures, and
that appropriate supporting documentation is maintained. Procedures for processing
vendor payments, including training where appropriate, will be developed or revised as
needed to improve timeliness of vendor payments for validated invoices. The Board of
Education has also approved a new Board Policy 2600 that requires the development and
maintenance of a Records and Document Management Program, including a requirement
to develop procedures that will ensure records are retained for statutory time periods.

[I) PGCPS should also ensure that E-Rate Program participation is maximized,;
including determining if reimbursement for past expenditures can still be claimed.

Management Response:

Concur. The Department of Telecommunications agrees with the Audit finding and
recommendation.

PGCPS recognizes the need for outside consulting services in order to maximize the
subsidy available through the Universal Service Administrative Company.

Failure to process applications for available funding is unacceptable. Personnel changes
have been made and responsibility redirected to address the issue. PGCPS has retained
the services of E-Rate Elite Services, Inc. to direct the efforts of staff toward timely
applications for funding the current funding cycles and will make an effort on behalf of
PGCPS to recover any available funding for the 2004 funding year.
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E-Rate Elite Services, Inc. has performed a review of the PGCPS E-Rate Program and
has filed the required paperwork with the fair claims applicable for the 2005 school year
and is preparing the required reimbursement requests.

E-Rate Elite Services has the responsibility for coordinating this year’s (Year 8-PGCPS
FY-06) applications and reimbursement requests. The Director of Telecommunications
will oversee the vendor’s performance.

The audit report stated PGCPS “had not requested any reimbursement for FY-05
expenditures”. PGCPS received $600,000 from Nextel. Several other applications are in
process. PGCPS is expected to receive $4.4 million.

To facilitate a timely cost tracking process a “Standard Operating Procedure” was
developed so that the related offices could identify and track E-Rate related (subsidized)
expenditures. Considerable personnel changes made since the development of the
procedure have limited its effectiveness. Prince George’s County Public Schools will
form a group, under the guidance of the Chief Financial Officer, to meet consistently to
identify and recover eligible funds.
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Recommendation 14:

I.) PGCPS should develop a performance system with standards and measures, Il.)
coupled with a formal maintenance plan Ill.) and enhanced customer feedback, to
ensure appropriate and timely maintenance is provided to all facilities. 1V.)
Additionally, PGCPS should review staffing levels and periodically assess staff
performance.

I.) PGCPS should develop a performance system with standards and measures,
Management Response:

Concur in Part. Disagree with the findings, but concur with the concept of the
recommendation. PGCPS has developed performance standards and measures that
allows for the assessment of its efficiency and operations as compared to other school
districts & national standards. For example: PGCPS assesses and monitors operational
efficiency by several ways, including percentage of projects completed by required
completion date; customer satisfaction quotient; work completion (emergency, urgent &
routine); facility coordinator visits; personnel availability rate; labor utilization; utility
outages; vehicle readiness, material readiness; and school feedback. The Director of
Maintenance conducts three (3) weekly meetings to ensure the assessment and
monitoring of operational efficiency.

The Plant Operations Department conducts detailed inspections of each of the buildings
using a standardized form. They also track the following:

Visits/inspections by area coordinators

Number of schools covered by the auxiliary crew in emergency situations

The number and ratings of all health department inspections

Inspections of pest control (each school inspected a minimum of 4 times each
year or on an emergency basis)

Number of pieces of equipment repaired

Type and number of disciplinary actions, transfers, terminations

Number and type of facility use by outside organizations including monies
collected for rent and/or overtime

v All overtime requests

ANANENEN

ANANRN

PGCPS Department of Plant Operations initiated an Operations Roundtable Group
several years ago, to meet and discuss various and similar problematic issues. This group
is comprised of custodial directors/managers from neighboring counties for the express
purpose of mentoring, assisting, "measuring" each other, exchange ideas, and to ensure
we were all managing in an acceptable and relatively like manner.
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coupled with a formal maintenance plan

Management Response:

Concur in Part. Disagree with the findings, but concur with the concept of the
recommendation. PGCPS does have a formal proactive maintenance program as well
as a formal preventative maintenance program. PGCPS fully utilizes its work order
system as evidenced by the Analysis Tool Information Data results. In addition, it
should be noted that PGCPS accomplishes over 40,000 facility work order requests
with a completion rate of 84%. Currently, PGCPS utilizes the following proactive tools
and/or programs: Smart Team Program, Maintenance Medic Program, Filter
Replacement Program, HVAC PM Team Program, and through the use of five (5)
annual service and maintenance contracts on our chillers and A/C units. Management
will consider options to enhance the preventative maintenance aspect of our
comprehensive maintenance effort, including the possibility of additional personnel
where determined appropriate.

Disagree with the findings regarding the work order system. PGCPS is the leader in
the use and development of the automated work order management system. In fact,
other school systems have frequently asked PGCPS for assistance in the development
of their own computerized work order management protocols.

PGCPS has continued to seek new and innovative practices to enhance its ability to
manage over 40,000 work orders per year. PGCPS has established a contract that is in
the process of upgrading our existing work order application and enhancing the ability
for customers to conduct on-line inputs and query their facility request information via
a web-based application.

PGCPS maintains an annual contract with a software contractor which continually
provides software updates and help desk resources for the work order application.

and enhanced customer feedback, to ensure appropriate and timely maintenance
is provided to all facilities.

Management Response:

Concur in Part. Disagree with the findings, but agree with the recommendations. The
Department of Maintenance has routinely solicited customer feedback in the following
ways: feedback surveys for performance, such as professionalism of staff and
timeliness of response, public input of facility issues, facility visits, PTA meetings, e-
mails, phone calls, principal’s correspondence, and comments to the PGCPS Main Web
Page. Management will consider options for soliciting feedback aimed at improving
operations and implement recommendations determined appropriate.
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IV.) Additionally, PGCPS should review staffing levels and periodically assess staff
performance.

Management Response:

Concur. Management will analyze staffing required to effectively and efficiently
conduct and support maintenance operations with changes recommended where needed.

The Department of Maintenance relies solely on the Human Resource’s guidance
regarding personnel utilization and its staffing formula. The Maintenance Department
realizes the need for staffing and has requested additional personnel under its “Requested
Annual Budget. However, budget restraints have prevented an increase in additional
maintenance personnel at this time. Excepting this shortfall, the Maintenance
Department maximizes its use of personnel which is noted in overtime salaries.

PGCPS has also established formal training programs, utilizing in-house personnel that

are state certified in multiple areas of expertise, i.e. plumbing, carpentry, electrical and
boiler operations.
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Recommendation 15:

PGCPS should enhance its energy management practices by instituting
comprehensive energy saving and management programs and should consider
establishing an incentive program to encourage lower energy usage.

Management Response:

Concur. PGCPS has established an energy performance contract to conduct planned
energy audits and add additional schools to an enhanced energy management system.
PGCPS had an extensive energy conservation program which was eliminated due to
budget constraints. Currently, PGCPS has implemented an energy performance contract
to help re-establish this program. The anticipated savings generated by this program
should be used to fund new positions to manage the new program. Other options that
support and encourage energy conservation will be evaluated and considered.
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Recommendation 16:
PGCPS should review its bus routing process to increase efficiencies and should
control access to critical scheduling software.

Management Response:

Planning, reviewing and revising bus routes.

Concur. In an effort to enhance our process, the software manufacturer was contracted
by management to assess the departmental implementation of the routing system. The
notation in the analysis that “A study conducted by the manufacturer of the software
noted similar issues regarding documentation and definitions of methods used to
construct and modify bus routes.” The remarks by the software manufacturer were
addressing the means to “fix” routes in place by modifying rules for placement of
particular stops. This fixing in place would allow original stops to be regenerated with
each new year’s process. Each year requires the input of new information to adjust to
changing transportation needs. This recommendation is being followed to the best extent
possible, but in order for the procedure to be followed literally, the size of the routing
staff would essentially have to be doubled, because of the time consuming nature of the
process. Management feels that the correct blend of supervisory oversight and efficiency
of operation is now in place, as evidenced by the extraordinarily error free opening by the
Transportation Department School Year 05-06. Thus we agree with that concept. On the
other hand, management feels adequate documentation of procedures is in place. These
existing procedures address the concerns expressed in the analysis for this finding, and
are attached. Management will ensure that the documentation is more visible and readily
available for future inquiries.

As always, management and staff are dedicated to enhancing in all processes under its
purview. As noted in the analysis for this finding, management and staff have
implemented vendor self-reviews as a means of enhancing procedures and have
implemented a massive GPS system on its fleet of buses as a safety measure for locating
buses and students and in order to obtain positive feedback data. This recently
implemented GPS system has not only proved its effectiveness as a safety and
communication system, but also as a system effective in developing real time data that
can be used in analyzing routing information.

Internal controls over the automated bus routing process.

Non-Concur. Disagree with the finding, analysis and recommendation. The routing
technicians have access to the routing software, and this software does not have built-in
security measures to force the routers to seek approval before making changes. Because
of this, procedures are, and have been, in place requiring changes for new students in a
new area to be approved by the appropriate supervisor for the geographical area in
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question. The supervisor also determines an appropriate location for the new stop. The
audit trail was not used to keep track of any changes made in lieu of a Microsoft Access
program. The department documented every change made in the routing system through
this program. Changes to the bus routes are then printed electronically to the bus lots for
the drivers to implement on specified days. Hard copies were also printed and provided
supervisors (Transportation Assistants) for the affected bus lots and geographic areas.
Computer software locks requiring approval prior to execution would extensively slow
down the routing process, requiring a substantial increase in both routing and supervisory
staff, with the same increases in personnel costs. Management feels that the correct
blend of supervisory oversight and efficiency of operation is now in place, as evidenced
by the extraordinarily error free opening by the Transportation Department School Year
05-06. This opening has been universally recognized as the best opening by the
Transportation Department in the past few decades.

We now have a new program that will automatically generate a file of changes made
from a certain date to the present date. We use this file to notify the bus lots of all
changes. A hard copy is printed and kept in a binder in the routing room. A supervisory
level scheduler is part of the routing team, and ensures propriety of stop assignments.

The audit trails for all route changes are now currently being used. When changing stops
from one location to another it should be well researched and documented. Management
will ensure that central office Transportation Assistants (Supervisors), who are assigned
the bus lots, approve the changes prior to publishing these changes to bus lot
administrators for implementation.

Transporting students to magnet schools.

Concur. In prior years, the Department of Transportation has conducted and presented
studies for centralized collection points. Ultimately, a consensus could not be reached as
to the advisability of implementing this process due to safety and convenience concerns.
Management will investigate the feasibility of using schools, community centers and
libraries as pick up locations for these magnet students. The parents would need to be
notified of the locations in a timely manner. A bus could then be routed to these locations
and sent to different magnet schools. A board policy would need to be implemented to
institute this change if determined appropriate.
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Recommendation 17:
PGCPS should document its decisions to outsource transportation-related services.

Management Response:

Concur.  Procedures will be revised and/or developed to periodically assess
transportation services to determine the appropriate mix of PGCPS and vendor provided
services, including appropriate documentation. Management will consider the creation of
a financial position in the Department of Transportation to review all financial
transactions in Central Garage and the Transportation Department to support review and
analysis.
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Recommendation 18:

In accordance with PGCPS policies, contracts should be competitively obtained, as
appropriate, and provisions should be adhered to by all parties. Substantive
changes should be subject to multi-tiered approvals and payments should be
monitored for compliance with terms and conditions.

Management Response:

No-bid contract

Concur. A new Homeless procurement was initiated and completed this fiscal year. The
best price achieved by bidding was $50 per day, per student, per round trip. The
requirements for the Homeless Program, an unfunded Federally Mandated Program,
significantly increased beyond original projections. As a result of the much higher
demand for the services, the budget for this fiscal year was increased by $750,000 to over
$1 million a year to reflect the expansion of this program. The budgetary process is on
an annual fiscal year basis, thus necessitating budgetary adjustments during the fiscal
year when fast changing programs such as the Homeless, or fast changing costs such as
the cost of fuel, require substantial additional funding in order for contract expansion to
occur. Thus, not only will contracts need to be amended, but also the budgeted amounts
for the involved contracts. Management will revise and/or develop procedures to
evaluate proposed cost increases and determine whether amendment or competitive bid is
appropriate.

Contract Totals Exceeded

Concur. Agree with finding and agree with recommendation, with the exception that
resources were not identified to enforce the recommendation. Management will consider
the creation of a financial position in the Department of Transportation to review all
financial transactions in Central Garage and the Transportation Department in order to
ensure the propriety of contracts and the purchase orders placed against these contracts.
This position would work with Transportation Budget Analyst to ensure appropriation of
funds for proposed contract amendments. This position would also be charged with the
responsibility of verifying goods and services provided by vendors prior to payment
authorization. Statement in analysis that “....modified or new purchase orders were
approved in Oracle by the director of the purchasing department without any other
supervisory review or approval.” is incorrect in that, minimally, department directors
must approve purchase orders prior to approval by the director of purchasing. Procedures
will be revised and/or developed to ensure that contracts are formally amended when
costs are expected to exceed original contract amounts and ensure costs are appropriately
monitored/tracked. Management will consider establishing a layered approval process
for contract changes.
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Verification of prices for goods and services.

Concur. Procedures will be revised and/or developed to ensure appropriate billing and
costing occurs, including follow-up with appropriate departments when variances are
identified, supporting documentation for discounted prices and recovery of
unsubstantiated payments. Management will consider the creation of a financial position
in the Department of Transportation to review all financial transactions in Central Garage
and the Transportation Department in order to ensure the propriety of contracts and the
purchase orders placed against these contracts. Management will implement procedures,
including consideration of an additional position, to support regular contact with all
Homeless Transported children in order to document delivery of services.
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Recommendation 19:
PGCPS should review its bus maintenance and replacement policies to identify
opportunities to reduce costs.

Management Response:

Bus maintenance.

Concur. PGCPS management adjusted the oil change interval from 4,500 to 6,000 miles
to coincide with the following local school system fleets after surveying and consulting
with the fleet managers of Montgomery County Public Schools, Baltimore County Public
Schools, and Frederick County Public Schools.

The manufacturer’s recommendations of 10,000 miles between oil change intervals are
based upon average operating conditions. The manufacturer states, “where dusty,
frequent start and stop, heavy-laden operations or increased hours of operation (idling)
are encountered, more frequent servicing is required”.

PGCPS management does not consider the actual operating condition for its school bus
fleet to be average as dusty conditions with frequent starts and stops under load and hours
of operation (idle) are encountered. Management requires school buses to receive more
frequent servicing as recommended by the manufacturer.

PGCPS management shall consider further adjustment toward the manufacturer average
recommendation of 10,000 miles between oil change intervals based upon future engine
oil analysis under the actual operating conditions of the average school bus within the
fleet.

Oil change service scheduling issues shall be resolved based on the implemented
increased mileage between oil changes and the filing of fleet maintenance staffing
vacancies

Bus replacement.

Concur in Part. Disagree with the finding that bus replacements are based on age alone,
but agree with the recommendation. PGCPS has no policy regarding school bus
replacement. Management supports Section 7-804, Education Article, Annotated Code
of Maryland, Length of use of school bus.
a) In general. — Unless it fails to meet the applicable school bus and motor vehicle
safety standard, a conventional school bus may be operated for 12 years.
b) Extensions. — Not withstanding the 12-year limitation in subsection (a), a
conventional school bus may be operated for additional years following the
Maryland State Department of Education Policy for School Bus Extension.
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The PGCPS management has a history of operating buses beyond the 12" year of service.
Generally, this group of buses has served as the spare school bus fleet and has totaled as

many as 157 school buses operated in the 13" and 14" year of service.

The criteria considered by PGCPS management when recommending the replacement of
school buses are as follows:

a) Age

b) Mileage

C) Hours of operation

d) Repair history

e) Life to date maintenance cost

f) Manufacturer status (in or out of business)

9) Repair parts availability
h) Structural repairs to the bus necessitated by accident, metal fatigue
or any other cause.

i) Operational requirements

) Program requirements

k) Maintenance and facility requirements

)] Safety, improved school bus construction standards, features and
or options.

m) Environmental benefits, through the reduction of vehicle exhaust
emissions.

n) Funding

The PGCPS management will continue school bus replacement recommendations
considering the above criteria.

The following is a list of prior year changes to the specifications for school bus
procurement. These changes began in 1997 and have continued each year based on the
operational and program requirements of the PGCPS Transportation Department.

e Increased passenger capacity of conventional style school buses from 49 to 58 in
year 1997.

e Increased passenger capacity of conventional style school buses from 58 to 64 in
year 2002.

e Additional changes and modifications to the school bus specification since year
1997 include improved construction standards, anti-lock brake systems, light
emitting diode lighting, dual stop signs, crossing gates, additional emergency
exits, child minder systems, daytime driving lights, intermittent windshield
wipers, a noise reduction package, roof top strobe light, white color painted roof,
tinted glass, roof top identification numbers, engine and passenger compartment
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pre-heaters, integrated child safety seating for pre-school aged children, two-way
radio and camera system.

Management will continue to consider the changing needs of PGCPS, including a

determination as to the proper size of buses to acquire in conjunction with route
scheduling changes, when determining purchase requirements.
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Recommendation 20:

I.) PGCPS should develop a process to ensure that all appropriate reimbursements
for Medicaid-eligible children and for homeless children are obtained. 1) This
should include identifying all Medicaid-eligible children transported and retaining
appropriate documentation of trips. Ill.) Additionally, PGCPS should pursue, with
DHMH, the collection of all unreimbursed Medicaid eligible costs that are less than
two years old.

I.) PGCPS should develop a process to ensure that all appropriate reimbursements for
Medicaid-eligible children and for homeless children are obtained.

Management Response:

Concur.  Management will consider revising and/or developing procedures to
periodically survey all students receiving IEP services that may qualify for Medicaid
reimbursement, including transportation services.

Procedures will be revised and/or implemented to improve reimbursement of eligible
transportation services from other subdivisions. The Transportation Department has
billed Montgomery County for these transportation services since the audit, and is
attempting to obtain a response from the Washington, D.C. government, so far without
success, to provide us with a contact for billing purposes. Management will evaluate
options for improving billing/collections in this area, including resources required to
daily monitor and verify the provision of these services to Homeless children.

Management would like to note that we are currently encouraging Homeless parents to
select a school that is more easily served by the Department of Transportation. The
intent is to reduce ride times for the Homeless child and enhance delivery of service,
while promoting a more efficient transportation system.

II.) This should include identifying all Medicaid-eligible children transported and
retaining appropriate documentation of trips.

Management Response:

Concur in Part. Disagree with the finding, but agree with the analysis and
recommendation. At present the Medicaid Accountability document in place does
address the MSDE provisions requiring LEA's to document the name of student; day of
week transportation was used and whether a.m. and/or p.m. services were provided. The
current log also requires drivers to date and sign the document weekly.

PGCPS transportation Medicaid Program Liaison staff person will immediately contact
MSDE to arrange a meeting to review the current Medicaid accountability document

41



Prince George’s County Public Schools
Management Response to OLA Performance Audit

Chapter 8: Transportation Services

being used. We will develop a document in conjunction with MSDE that will address the
concerns of the audit as well as ensure compliance with all Federal and State Medicaid
requirements. The PGCPS Medicaid Staff Liaison continues to provide on-going training
to school bus drivers, bus attendants and bus lot management staff on the proper manner
to complete the document.

In response to the findings that PGCPS transportation department notes every instance a
student receives transportation services on the accountability log, this practice was
started to ensure that the driver has a accurate account of specific students on the bus for
first responders should there be an accident. The Medicaid billing unit of the school
system ensures that the billing function is completed. Transportation will conduct a
review to ensure that students who have received billable services have in fact ridden the
bus on a specific day.

The transportation department is currently in exploratory talks with our GPS provider to
develop a foundation for an individual student tracking system. Should this system be
put in place, the department would be able to code students that have been identified by
the billing office as Medicaid eligible and ensure a far more accurate method of data
collection. The provider has requested an opportunity to demonstrate the system and will
provide an initial proposal to Management. Management will consider the proposal and
proceed as it determines appropriate.

[1.) Additionally, PGCPS should pursue, with DHMH, the collection of all unreimbursed
Medicaid eligible costs that are less than two years old.

Management Response:

Concur in Part. The Transportation Department is not involved in the billing process
for Medicaid Funds. The students are identified as Medicaid Eligible through their IEP
with reimbursement for eligible services submitted by the PGCPS Medicaid Billing
Office. While the documentation practices for students using Transportation Services
may have been insufficient in the past, when the insufficiency was noted, it was
addressed. A new procedure was put in place to enhance the collection of the necessary
data, and a position was created this past fiscal year to monitor and improve the
documentation process, and validate the use of any Medicaid funds earmarked for
enhancing transportation for Special Education Students. A program to provide
automatic electronic identification tags for Special Education Students using school
buses, which could also identify their Medicaid status, is being studied and may be
implemented this fiscal year.

Procedures will be revised and/or updated to improve submission of documentation
required to support reimbursement of Medicaid eligible services on a timely basis and
strengthen accountability for compliance with implemented procedures, including
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consideration of school based responsibility for submission and follow-up of required
documentation. Follow-up on submission of documentation for unreimbursed eligible
services provided during FY-04 and FY-05 will occur.
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Recommendation 21.

I.) PGCPS should establish necessary processes to enable it to evaluate and
increase efficiencies and effectiveness in its food services operations. These
include implementing a performance benchmarking system, Il.) developing a
comprehensive food inventory system for tracking and control purposes (as well as
for meal planning), Ill.) and taking steps to maximize the use of USDA donated
commodities.

I.) PGCPS should establish necessary processes to enable it to evaluate and increase
efficiencies and effectiveness in its food services operations. These include
implementing a performance benchmarking system,

Management Response:

Concur. Management will consider performance measures available to assist in
managing food service operations that do not conflict with employee contract provisions.
Procedures will be revised and/or updated to include measurable objectives that can be
used to monitor performance.

This finding is actually a symptom of several other larger issues. Production standards
such as meals per labor hour, and typically “management functions” such as staffing, part
of a collective bargaining agreement in PGCPS. Historically in the school food service
industry meals per labor hour (MPLH) rates of twelve meals per labor hour to forty meals
per labor hour are expected based on the amount of production on-site.

Respectively, an “all cooking” full service secondary school, with a high needs
population, might be at the low end of the scale while a “satellite finishing” school,
without Head Start or other special needs programs, would be at the high end of the scale.

Benchmarks: Meals per labor hour, cost per meal served, revenue per meal served, cost
per student, revenue per student, a la carte revenue per student, and the following
expressed as a percentage of expenditures; food cost, labor cost, supplies cost, equipment
cost, and indirect cost will be used. However, the negotiated agreement affects
Management’s ability to alter production methods and increase productivity within
existing labor cost structures. Meetings are taking place quarterly to see if we can come
up with proposals to improve the situation.
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Il.) developing a comprehensive food inventory system for tracking and control
purposes (as well as for meal planning),

Management Response:

Concur. Procedures will be revised and/or developed to ensure that records of food
wasted are considered in determining menus and quantities of items to prepare.
Management will continue its efforts to establish an effective food inventory system so
that adequate and timely information can be obtained and used to manage inventory

The Menu Committee now works with the Registered Dietician on the development of
menus and reports to the Director. Menus will be developed based on popularity
reflected by historical sales.

Management will evaluate the impact of integrating Food and Nutrition Services (FNS)
revenue reported in PCS with Oracle systems, without impairment of internal controls.

Our last bid on inventory software was in excess of $300,000 based on the large number
of sites. Management will be working on solving this issue, including consideration of
the impact of maintaining central production facilities. Under this option, food delivered
to satellite schools would be “consumed”, and only central facilities would require food
inventory management.

[1l.) and taking steps to maximize the use of USDA donated commodities.
Management Response:

Concur. Procedures will be revised and/or developed to improve effectiveness and
efficiency related to USDA commodities ordering and use, including involvement of
appropriate parties in decisions, updating information used to order and distribute
commodities, and performing costs benefits analyses on a periodic basis. The following
actions have been or will be taken:

e FNS will develop menus based on commodities on hand or in route.
e Monthly Managers’ Advisory Committee meetings have been instituted

specifically to address these types of issues. The standing committees that have
been formed by that group are Accountability, Menus, Facilities, and Promotion.
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The lunch participation figures have been updated for the 2005-06 school year.

We will develop a more formal mechanism to ensure commaodity products are of
value to the school system. This process will include an analysis of commodity
processing end product costs to like commercial products and will include all
additional costs associated with receiving and storing of commodities. Although
each year commodities become less valuable to schools, we have not yet reached
the break-even point where commercial products are more cost effective.

Commodity storage is being worked on from several approaches. We have
requested the Director of Purchasing to look into providing a location for a central
frozen foods storage area owned by PGCPS, and located within the county, so we
could receive and store our own commodities. Management will consider also
consider the effectiveness and efficiency of maintaining centralized production
and storage facilities.
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Recommendation 22:

I.) PGCPS should ensure that accountability is established over cafeteria collections
and central collections, Il.) and that the propriety of food and related purchases is
determined by verifying prices charged and purchase information to receiving
reports prior to payment.

PGCPS should ensure that accountability is established over cafeteria collections
and central collections,

Management Response:

Concur. Management is currently in the process of updating all operational procedures
and will revise as recommended. This audit and all of its responses will also be shared
with supervisors with instructions to ensure all sites are following existing policies in
the mean time. Management will also evaluate options and implement strategies
determined appropriate to improve internal controls over Food and Nutrition Services
(FNS) cash receipts. All checks are currently being restrictively endorsed upon receipt
at the FNS Accounting office. New stamps were purchased September 2005. A
voucher (triplicate) is prepared for the transfer of funds to Treasury. Procedures will be
revised and/or developed to ensure that all collections are properly verified and
reconciled.

and that the propriety of food and related purchases is determined by verifying
prices charged and purchase information to receiving reports prior to payment.

Management Response:

Concur. Procedures will be revised and/or developed to ensure that vendors and
employees comply with all contract and policy requirements and that procurements are
only made when a valid contract exists, including provisions for collection or offset of
any amounts determined to be overpayments to vendors, and payment is made after
receiving is confirmed.
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Recommendation 23:

I.) Action should be taken to enhance Board oversight, including establishing a
process to ensure its financial-related policies are current and implemented as
intended, Il.) expanding the scope of the internal audit function, 11l.) monitoring the
conduct and results of internally and externally conducted audits, IV.) and
enhancing efforts to prevent and detect fraud and misuse of assets.

Action should be taken to enhance Board oversight, including establishing a
process to ensure its financial-related policies are current and implemented as
intended,

Management Response:

Concur in Part. An informal process is in place. A formalized process is being
developed. Policies and procedures are being reviewed and updated by a policy
committee.

All Board policies are reviewed annually, and updated where appropriate, through the
Board’s Policy and Planning Committee. Procedures will be reviewed, revised and/or
developed as needed to support Board policy, including procedures that reflect efficient
and effective use of the Oracle system. Monitoring processes will be developed to
strengthen accountability and test for compliance. The Board will continue its review
of governance and updating of policies and procedures for improvement.

expanding the scope of the internal audit function,
Management Response:

Concur in Part. The annual audit plan always includes some high risk and material
audits. However, past staffing and problems in school activity fund audits and frauds
did not allow for as many other audits as planned. With the addition of another staff
member this year, the audit plan includes more high risk audits such as procurement.

The annual risk assessment prepared by Internal Audit was not supported only by
auditor judgment. The dollar value of risk was identified by the 13 major categories of
the budget. In most instances, other measurable data as stated is not readily available.
In addition, the risk assessment was almost identical from 2004 to 2005 because as
stated in our Annual Report to the Board that the areas on the previous audit plan could
not be completed due to other special projects, additional assistance to the external
auditors, frauds, etc. When special projects, frauds, etc., come up, we have to respond
and other projects are put on hold or never started. This is communicated regularly to
the Board whenever the projects are requested or occur for some reason. There is
regular and frequent oral and written communication with the Board in the monthly
FAB committee meetings, quarterly reports and on a weekly (sometimes daily) basis
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with the Chair of the FAB committee. The reason for not completing a high risk area
over another risky area is discussed in detail with the Chair of FAB, Board Chair and
sometimes other FAB committee members.

There will always be some duplication on each risk assessment because Payroll, which
is 75-80% of the budget, will always have the highest risk. Payroll processes a large
volume of transactions and consumes numerous audit hours, which prevent those same
hours to be devoted to audit other areas outside of the school audits. Increased staff
would help us achieve more time in the high-risk areas. The Board recently, in last
fiscal year, increased the staff by two (one solely for IT). Our audit plan for 2006
includes some additional audit areas.

Internal Audit used a model for risk assessment from the Institute of Internal Auditors
(A Framework for Evaluating Internal Audit Risk) in lieu of an automated risk program
because we did not have one. This framework identifies that the first step is to obtain
judgments from the Internal Audit Manager. Internal Auditors are involved in the
organization daily and know the environment unlike an external auditor. Experience
and judgment would weigh heavily. This model makes maximum use of the judgments
obtained from the practicing internal auditor in evaluating risk.  However, we will
research and consider the use of one of the newer computerized programs that is
offered through the I1A or other organizations, as funds are available.

monitoring the conduct and results of internally and externally conducted audits,
Management Response:

Future financial statement audits.

Concur. Recruiting and maintaining staff following the implementation of the new
ERP systems in May 2003 has been a challenge for the school system. Frequent
turnover of staff in critical areas has compounded the school system’s ability to balance
the workload and develop a workforce to support the Oracle based software. A
comprehensive assessment of functional responsibilities, organizational structures,
personnel requirements, and staff strengths is needed, with changes implemented where
appropriate to improve effectiveness and efficiency. Cross-training and development
of staff are also essential to reduce reliance on consultants.

Due in part to delays in completing the FY-04 audit, and the fact that many of the
findings and recommendations identified in the Schedule of Expenditures of Federal
Awards and Reports Required by Government Auditing Standards and OMB Circular
A 133 and the Internal Controls Material Weaknesses, Reportable Conditions, and
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Advisory Comments continued through FY-05 while the FY-04 audit was in process,
the FY-05 audit is currently in progress and should be completed by October 31, 2005.

Responses and corrective action plans have been developed for all material weaknesses
and reportable conditions identified in the Schedule of Expenditures of Federal Awards
and Reports Required by Government Auditing Standards and OMB Circular A-133
and the Internal Controls Material Weaknesses, Reportable Conditions, and Advisory
Comments issued by BDO Seidman, LLP, for the fiscal year ended June 30, 2004.
Responses have been developed for all of the advisory comments noted in the latter
report. Actions will be implemented during the fiscal year ending June 30, 2006,
consistent with the school system’s responses. Following implementation of these
actions, Management expects to complete the FY-06 audit on time.

Audit findings monitoring process.

Concur. PGCPS has an informal process developed. We will formalize this process in
a policy/procedural guideline.  Internal Audit reports Actions Taken in its quarterly
report to the Board to indicate follow-up steps based upon audit findings and
recommendations for that quarter. Internal Audit initiates follow-up on audit findings
and responses from school and operational audits. However, because of the volume, it
may not be completed for a year or more after the initial audit. Fraud audits are
brought to the attention of the Board (reports issued) and CEO and Human Resources.
Due to the sensitive nature of fraud audits that are sent to the State’s Attorney’s office,
the Board is usually kept up to date verbally rather than sending an additional report for
circulation. Internal Audit conducts follow up with the offices responsible for the
process (criminal) such as Human Resources and Security. Employee terminations
where possible are initiated and some cases are referred to the Financial Crimes Unit
and State’s Attorney’s office. Internal Audit has worked with the State’s Attorney’s
office on several cases and won restitution, etc. Some cases are resolved before an
actual trial and sometimes the Police will not refer a case for PGCPS if they believe it
IS not substantial or clear cut.

In FY 2004, the Board Chair also followed up with Internal Audit to prepare a
document showing how many recommendations by Region were outstanding. The
Board Chair then had the CEO initiate a mandatory training session conducted by
Internal Audit for all Principals. The CEO indicated to Principals that failure to follow
regulations would be included on their evaluations.

Recruiting and maintaining staff following the implementation of the new ERP systems
in May 2003 has been a challenge for the school system. Frequent turnover of staff in
critical areas has compounded the school system’s ability to balance the workload and
develop a workforce to support the Oracle based software. A comprehensive
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assessment of functional responsibilities, organizational structures, personnel
requirements, and staff strengths is needed, with changes implemented where
appropriate to improve effectiveness and efficiency. Cross-training and development
of staff are also essential to reduce reliance on consultants.

Due in part to delays in completing the FY-04 audit, and the fact that many of the
findings and recommendations identified in the Schedule of Expenditures of Federal
Awards and Reports Required by Government Auditing Standards and OMB Circular
A-133 and the Internal Controls Material Weaknesses, Reportable Conditions, and
Advisory Comments continued through FY-05 while the FY-04 audit was in process,
the FY-05 audit is currently in progress and should be completed by January 2006.

Responses and corrective action plans have been developed for all material weaknesses
and reportable conditions identified in the Schedule of Expenditures of Federal Awards
and Reports Required by Government Auditing Standards and OMB Circular A-133
and the Internal Controls Material Weaknesses, Reportable Conditions, and Advisory
Comments issued by BDO Seidman, LLP, for the fiscal year ended June 30, 2004.
Responses have been developed for all of the advisory comments noted in the latter
report. Actions will be implemented during the fiscal year ending June 30, 2006,
consistent with the school system’s responses. Following implementation of these
actions, Management expects to complete the FY-06 audit on time.

and enhancing efforts to prevent and detect fraud and misuse of assets.
Management Response:

Concur. The whistleblower program was implemented December 12, 2005. the
program has online reporting capabilities and a 24/7 toll free hotline. An investigative
auditor was hired and is currently investigating reports and allegations.

In most instances fraud or irregularities are reported to the Board in a closed session.
In all cases, a formal written audit report is issued and given ONLY to the Board, CEO
and affected management on a ‘need to know basis’. It is marked ‘CONFIDENTIAL’
and placed in a sealed envelope and hand delivered. It is never sent via the PONY
system or copied for other management offices. Actual names of the persons involved
are not used in the formal report. Internal Audit work papers, which are proprietary
information, have complete information but are not available to others except external
auditors. Internal Auditors are required to give the names to Human Resources and
Security personnel who follow up (employees have been terminated, demoted, and

o1



Prince George’s County Public Schools
Management Response to OLA Performance Audit

Chapter 10: School Board Operations and Oversight

prosecuted, etc.). Minor irregularities may not always be discussed in detail formally
with the Board but the report is always done and frauds are discussed with the Board in
a closed session or with the Chair of FAB or the Board Chair. Internal Audit reports
state that: ‘employee’s names are being withheld due to confidentiality of personnel
matters and a separate attachment is supplied to appropriate management officials for
corrective action’. Internal Audit has, however, included positions, but these reports
do not go to the general public or anyone other than appropriate management officials
for action.
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Recommendation 24:
PGCPS should develop a policy addressing its use of lease/purchase agreements.

Management Response:

Concur. Although no formal debt management policy is currently in place, the annual
operating budget identifies amounts proposed/approved for lease/purchase financing and
all lease/purchase financing arrangements are approved by the Board of Education in
public session. A formal debt management policy, consistent with recommendations of
the Government Finance Officers Association, will be developed and implemented to
guide the use and management of debt financing arrangements.
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