


AUDIT OF THE OFFICE OF JUSTICE PROGRAMS
GRANT ADMINISTERED BY THE
EDUCATIONAL ADVANCEMENT ALLIANCE, INC.
PHILADELPHIA, PENNSYLVANIA

EXECUTIVE SUMMARY*

The Department of Justice Office of the Inspector General, Audit
Division, has completed an audit of the Office of Justice Programs (OJP),
Office of Juvenile Justice and Delinquency Prevention grant, number
2005-JG-FX-0259, including one supplement, awarded to the Educational
Advancement Alliance, Inc. (EAA).? The congressionally-directed grant was
awarded to EAA, but the ultimate beneficiary of the funds was Philadelphia
College Opportunity Resources for Education (CORE).® The total award for
the grant and supplement was $1,873,228. The objective of the grant was
to increase the access and retention of at-risk students to higher education
by providing direct student service counseling and aiming to improve the
systems.

The objective of our audit was to determine whether reimbursements
claimed for costs under the grant were allowable, supported, and in
accordance with applicable laws, regulations, guidelines, and the terms and
conditions of the grant. We also evaluated program performance to
determine whether the grant’s goals and objectives were met, as well as the
grant-funded program’s overall accomplishments.

We determined that EAA was in material non-compliance with the
grant requirements we tested. Additionally, we found weaknesses in EAA’s
compliance with essential grant conditions. Specifically, we found that EAA:

! The full version of this report contains information that may be protected by the
Privacy Act of 1974, 5 U.S.C. 8552(a) or may implicate the privacy rights of identified
individuals. Therefore, the Office of the Inspector General redacted portions of the full report
to create this public version of the report.

2 While EAA received, and this audit reviewed, a grant and its supplement from OJP,
we will be referring to both the award and its supplement throughout this report collectively
as “the grant”.

3 A congressionally directed grant is a grant that is specifically referenced in the
congressional report but not in the law and without a specific requestor cited. See House
Reports No. 108-576 and 109-118.



e charged unallowable costs to the grant, including an employee’s
salary, consultant costs, and other grant expenditures, totaling
$419,429;

e could not adequately support grant expenditures totaling $348,934;

e charged expenditures to the grant that exceeded the 10 percent
budget rule totaling $46,348; and

e awarded sole-source contracts that were not approved by OJP for
non-competitive procurement totaling $790,594.

In addition to the questioned costs, we identified management
improvement findings related to internal controls, drawdowns, financial and
program reporting, budget management, and contractor monitoring.
Specifically, we determined that EAA did not adequately implement internal
controls in managing the grant and did not use actual expenditures as the
basis for reporting expenditures on its Financial Status Reports (FSRs) and
requests for drawdowns. Additionally, EAA did not submit its initial FSRs and
progress reports on time. We also found EAA did not stay within its
approved budget.”

We discussed the results of our audit with EAA officials and have
included their comments in the report, as applicable. Additionally, we
requested a response to our draft report from EAA and OJP, and their
responses are appended to this report as Appendix 11l and IV, respectively.
Our analysis of both responses, as well as a summary of actions necessary
to close the recommendations can be found in Appendix V of this report.

4 During this audit, we identified certain issues requiring further investigation. We
referred those matters to the OIG’s Investigations Division, and put our audit on hold
pending such investigation. Subsequently, we were able to complete our audit and issue
this report.
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audited. According to its website, OJP assists federal, state, local, and tribal
justice systems by disseminating state-of-the art knowledge and practices
across America, and providing grants for the implementation of these crime
fighting strategies. OJP does not directly carry out law enforcement and
justice activities, but instead works in partnership with the justice
community to identify the most pressing crime-related challenges
confronting the justice system and to provide information, training,
coordination, and innovative strategies and approaches for addressing these
challenges.

Office of Juvenile Justice and Delinquency Prevention

According to its website, OJP’s Office of Juvenile Justice and
Delinquency Prevention provides national leadership, coordination, and
resources to prevent and respond to juvenile delinquency and victimization.
The Office of Juvenile Justice and Delinquency Prevention works to
strengthen the nation's juvenile justice system, and supports prevention and
early intervention programs to make a difference for young people and their
communities.

Educational Advancement Alliance, Inc.

According to its website, Educational Advancement Alliance, Inc. is an
educational non-profit organization founded in 1990. EAA was established to
provide programs designed to supplement and enrich the educational
environment and experiences of students in the School District of
Philadelphia. The organization works with institutions and individuals to
establish and meet goals and objectives for higher educational attainment.

At the time of our audit, the Philadelphia College Opportunity
Resources for Education (CORE), discussed below, operated as an
organization outside of EAA. While EAA received and managed the grant
funds we audited for this program, CORE administered the scholarship
program being funded. This relationship, EAA being responsible for the
grant funds we audited while CORE defined how those funds were to be
used, is discussed further in the Overview and Internal Control Environment
sections of this report.

Philadelphia College Opportunity Resources for Education

According to its website, CORE is a federal tax-exempt organization
designed to provide scholarships and college preparatory assistance to high
school students that reside in Philadelphia, and its programs were designed



to unite communities around the goal of ensuring that all children have
access to college.

CORE’s website states that the CORE Scholarships offered high school
seniors — whether from the public, private, charter, or parochial systems — in
Philadelphia an opportunity to attend select Pennsylvania colleges and
universities. From its inception to March 2011, CORE awarded over 16,000
Philadelphia students a total of more than $27 million dollars. The awarded
scholarship money originated from sources other than the Department of
Justice grant funds discussed in this report.

Our Audit Approach

We tested compliance with what we considered to be the most
important conditions of the grant. Unless otherwise stated in our report, we
applied the OJP Financial Guide as our primary criteria during our audit. The
OJP Financial Guide serves as a reference manual assisting award recipients
in their fiduciary responsibility to safeguard grant funds and ensure that
funds are used appropriately and within the terms and conditions of the
awards. We tested EAA’s:

e Internal control environment to determine whether the financial
accounting system and related internal controls were adequate to
safeguard grant funds and ensure compliance with the terms and
conditions of the grant.

e Grant expenditures to determine whether the costs charged to the
grant were allowable and supported and properly allocated.

¢ Drawdowns (requests for grant funding) to determine whether
EAA’s requests for reimbursement or advances were adequately
supported, and if EAA managed grant receipts in accordance with
federal requirements.

e Reporting to determine whether the required Financial Status Reports
and progress reports were filed on time and accurately reflected grant
activity.

¢ Budget management and control to determine whether EAA
adhered to the OJP-approved budget for expenditures of grant funds.

¢ Monitoring of contractors to determine whether EAA had taken
appropriate steps to ensure that contractors complied with grant
requirements.



e Program performance and accomplishments to determine whether
EAA achieved grant objectives and to assess performance and grant
accomplishments.

e Compliance with other grant requirements to determine whether
EAA complied with the terms and conditions specified in the individual
grant award documents.

When applicable, we also test for compliance in the areas of program
income, matching funds, indirect costs, accountable property, and
monitoring subrecipients. For the grant, we determined that EAA generated
no program income, had no matching funds required, did not charge indirect
costs, did not obtain accountable property with grant funds, and had no
subrecipients.



FINDINGS AND RECOMMENDATIONS
COMPLIANCE WITH ESSENTIAL GRANT REQUIREMENTS

From our audit, we determined that EAA was in material non-
compliance with grant requirements including: (1) weak internal
controls; (2) grant expenditures that were unallowable because
they were not in the approved budget or were not a permissible
use of funds; (3) grant expenditures that were unsupported
because of inadequate documentation; (4) grant funds drawn
down on an advance basis and not calculated using actual grant
expenditures; (5) weaknesses in grant reporting, including late
financial status reports that were not calculated using actual
grant expenditures and unsupported progress reports; (6) failure
to monitor the budget; and (7) contractor payments that were
unallowable because they were sole-sourced. As a result of
these deficiencies, we questioned over $1.25 million received by
EAA.

Overview

In performing the audit of this congressionally-directed grant awarded
to EAA, we found that EAA received the grant funds but that an individual
working for CORE was responsible for all of the decisions regarding the grant
program except for the hiring of two consultants to perform grant-related
activities, which was performed by EAA. We also found that EAA maintained
some grant-related documentation, submitted required reports regarding the
grant, and performed administrative functions for the grant. However, EAA
told us it considered CORE responsible for making the decisions on how to
expend the grant funds and expected CORE to ensure that the terms and
conditions of the grant were met.

These issues are discussed in greater detail in the body of this report.
Internal Control Environment

We began this audit by reviewing EAA’s: accounting and financial
management system, relevant grant-related policies and procedures, and
Single Audit Report to assess EAA’s risk of non-compliance with laws,
regulations, guidelines, and the terms and conditions of the grant. We also
interviewed management staff from EAA, observed accounting activities, and
attempted to perform transaction testing to further assess risk.



In accepting this grant, EAA was required to exercise effective control
and accountability for all grant funding. Specifically, the OJP Financial Guide
requires grantees to have an accounting system and related internal controls
to adequately safeguard grant funding and assure that it is used solely for
authorized purposes. According to an EAA official, EAA has an effective
system of internal controls; however, we determined EAA did not implement
these controls when administering the grant. Instead, EAA held grant
funding in its bank account and disbursed funds at the request of the CORE
Executive Director. EAA did not receive any grant funds for the
administration of the grant.

An EAA official stated that CORE was allowed to circumvent EAA’s
internal controls because EAA viewed the grant as CORE’s responsibility and
EAA was asked to accept the grant on behalf of CORE by the Congressional
office that provided the earmark. In addition, the EAA Board of Directors
made no decisions with regard to the grant, but instead was only aware of
administrative issues with the grant.

We determined that EAA’s accounting and financial management
policies and procedures used to document and account for the expenditure
of grant funds were not adequately implemented, as explained in more detail
in our transaction testing. Further, grant funding requests in the form of
drawdowns were not calculated using actual grant expenditures. As a result,
EAA’s existing system of internal controls was inadequate to safeguard,
document, and properly account for grant funds.

Single Audit

According to the Office of Management and Budget (OMB) Circular
A-133, EAA was required to engage independent auditors to perform an
annual single audit. The due date for the Single Audit Report was no later
than nine months after the end of EAA’s fiscal year, and EAA’s fiscal year
runs from July 1 through June 30, so the Single Audit would be due no later
than March 31 of the following year. We reviewed the Single Audit for the
year ending June 30, 2006, Single Audit Report that was issued January 28,
2008, or approximately 10 months late. The Single Audit Report contained
no findings and, as a result, we did not examine the resolution of any
recommendations within the report. No further single audits were
performed for EAA that covered the grant period.

Grant Expenditures

Grant funds used to pay for CORE expenditures consisted of payments
for personnel, fringe benefits, consultants, events, supplies, food for
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training/conferences, travel, and other various costs. We found these
charges totaling $419,429 included unallowable costs under the grant,
including one employee’s salary, various direct costs, and consultant
payments. Additionally, EAA could not adequately support other grant
expenditures totaling an additional $348,934. These findings are detailed
below.

Personnel and Fringe Benefits

According to EAA’s accounting records, $297,462 was spent on
employee salaries and $48,862 on fringe benefits. We selected three
nonconsecutive pay periods for detailed testing to determine if salaries and
fringe benefit charges were adequately supported and allowable. For the
three selected pay periods, we found that the salary and fringe benefit
charges paid to the grant-funded employees were allowable and adequately
supported.

The grant budgets specifically listed approved positions and the
salaries associated with those positions. In reviewing the actual salary
documentation for the approved positions, we found that the Director of
Campus Outreach was paid $95,000 per year, which was $55,000 per year
over the approved budgeted salary of $40,000. Because there was no
request or approval for the salary increase for the position, we question
$78,269, the total amount paid to the employee over and above the
approved budgeted amount, a significant deviation from the approved grant
budget. According to an EAA official, the CORE Executive Director hired the
employee in question, and EAA provided no oversight over the employee’s
activities. By not following the approved grant budget, this undermined
OJP’s ability to safeguard the proper use of grant funds.

Other Direct Costs

EAA spent a total of $1,566,399, or 84 percent of the grant, in direct
costs, excluding personnel and benefits. We tested a judgmental sample of
grant expenditures reported in EAA’s accounting system to determine if the
expenditures were allowable and adequately supported. To determine if the
expenditures were allowable, we compared the expenditures to the grant
budget and permissible uses of funds outlined in the OJP Financial Guide. To
determine if the expenditures were supported, we reviewed accounting
system data and supporting documents such as invoices, receipts, and
timesheets.



Consultants

EAA spent $387,841 for five consultants. However, the grant budget
approved by OJP only authorized hiring two consultants, and we found that
payments to only one of these two authorized consultants (the statistics
analyst) were supported. Further, we found that EAA, in its hiring process
for three of the five consultants, did not comply with the OJP financial guide,
which requires consultants to be hired through a competitive bidding
process. Also, in examining the compensation for the five consultants, we
were unable to determine whether four of the consultants were paid in
excess of the $450 per day rate established as the maximum per day rate by
the award documents. This was because EAA did not require the necessary
time and effort reports to support payments for these four consultants. In
addition, two of the five consultants received retainers, totaling $34,500,
which were not supported by adequate documentation of work completed.

Consultant Authorization, Competition, and $450 per day maximum

In order to determine whether or not payments made to the
consultants were included in the budget approved by OJP, we reviewed the
detailed budgets OJP requested and EAA submitted and found that the
budget for the grant included authorization for two consultants, including
$84,800 for a statistics analyst and $32,500 for an event planner. In
reviewing EAA grant records, however, we found that $87,246 was paid to
the statistics analyst and $38,375 was paid to the event planner.

In addition, we found that EAA paid three other consultants with grant
funds. We found that these three unauthorized consultants received
payments of $137,750, $106,970, and $17,500 for a total of $262,220.
These three consultants were not included in the budgets approved by OJP.
We asked the Chief Executive Officer of EAA whether the budgets were
modified to include the additional consultants and whether such a
modification was approved by OJP. We were informed that no budget
modification was completed. Because they were not included in the
approved budget, we consider the $262,220 paid to these consultants as
unallowable costs.

EAA hired three commercial consultants, which included two of the
unauthorized consultants, as well as the authorized event planner. These
commercial consultants were paid a total of $162,845. EAA was required to
hire commercial consultants through a competitive bidding process as stated



in the OJP financial guide.® We interviewed EAA and CORE personnel in
order to determine whether the consultants were hired through a
competitive bidding process. We were told that all five consultants were
sole-sourced and we found no evidence that they were hired through
competitive bidding or that they were approved by OJP for a sole source
acquisition. As a result, we consider the three commercial consultants paid
a total of $162,845 to be unallowable costs.

Pursuant to the special conditions of the grant awards, consultant
rates that exceeded $450 per day needed prior approval by OJP. We
attempted to determine if consultants were paid in excess of $450 per day;
however, consultants were not paid per day and four of the five consultants’
hours were not tracked. As a result, we were unable to do any comparison
for four of the consultants and were, therefore, unable to determine whether
the consultant rates were allowable in accordance with grant award
conditions. However, all four of these consultant costs are already
questioned as unallowable because they were either not in the budget
submitted to OJP or not competitively bid.

The remaining consultant (the statistics analyst) did provide monthly
reports to EAA tracking his hours and worked performed. This consultant
was paid $100 an hour, $43.75 over the allowable rate without OJP
approval. As a result, we are questioning $36,781 of the consultant
payments over the allowable $56.25 per hour rate.

Therefore, we provided OJP with a recommendation to remedy
$337,376 in unallowable consultant costs, which includes $262,220 in
unauthorized costs for three of the consultants, $38,375 in compensation for
the authorized but sole-sourced event planner, and $36,781 for
compensation over the allowable rate for the authorized statistics analyst.

Support for Consultants

In order to determine if the independent consultant rates complied
with the special conditions outlined in the grant award, we reviewed
consultant invoices and corresponding reports. With the exception of the
statistics analyst, we found that time and effort reports were not maintained.
According to the OJP Financial Guide, “personnel and payroll records shall
include the time and attendance reports for all individuals reimbursed under

® The March 2005 OJP Financial Guide states “Consultants Employed by Commercial
and Not-For-Profit Organizations. These organizations are subject to competitive bidding
procedures.”



the award, whether they are employed full time or part time. Time and
effort reports are also required for consultants.” EAA did not require time
and effort reports for the consultants. As a result of this deficiency, we
consider the $300,595 paid to the consultants to be unsupported costs.

When expenditures are unsupported and not properly authorized, it
greatly increases the risk of inappropriate and erroneous grant charges and
also potentially undermines the ability of the grantee to satisfactorily
accomplish its stated objectives. As a result of the deficiencies we found
with the expenditures made for the consultants, we are questioning
consultant expenses totaling $337,376 as unallowable and $300,595 as
unsupported.

One of the five unauthorized consultants was paid $9,500 monthly
(with the exception of one $4,750 payment) between October 2005 and
December 2006 for a total of $137,750. At the conclusion of our audit the
Executive Director of EAA told us that EAA had borrowed OJP grant funding
to pay this unauthorized consultant while it was awaiting funding from a
state grant. Although the Executive Director also told us EAA later
reimbursed the OJP grant for these consultant costs, none of the accounting
records we were provided indicated any reimbursement was made and no
direct repayment to OJP was made.

Events

As part of the grant, EAA hosted numerous events including sendoff
rallies and homecoming events. According to the progress reports submitted
for the project, sendoff rallies included activities to increase the awareness
and retention of CORE scholarship students as they prepared to enter
college, with several college orientation, retention, financial aid, academic
support, and college life seminars and workshops. Homecoming events were
held for scholarship recipients and their families and friends to give students
an opportunity to be with those who care about the Philadelphia region. The
grant-funded events are listed below.
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for meals associated with meetings, EAA could not provide documentation to
show the costs are reasonable and necessary for the successful completion
of the project.

Finally, EAA charged the grant for two webcams that according to a
CORE official were never purchased.

Drawdowns

EAA requested grant funds through 20 separate drawdowns, or
funding requests, totaling $1,873,228. To calculate the drawdowns, EAA’s
Chief Executive Officer stated that she estimated grant-related expenditures
using expenditure information when possible. We compared the drawdown
amounts to the accounting records (EAA expenses) and we were unable to
match the accounting records to the drawdown amounts because EAA did
not use actual expenditures to calculate the drawdown amounts. However,
we found that, by the conclusion of the grant, EAA had expenditures in its
accounting records to cover the amount drawn down.

In addition, we determined EAA drew down funds in advance of
expenditures made for the grant program. When we spoke to the EAA Chief
Executive Officer, she agreed that she drew down funds on an advance
basis. According to the OJP Financial Guide, “recipient organizations should
request funds based upon immediate disbursement/reimbursement
requirements. Recipients should time their drawdown requests to ensure
that Federal cash on hand is the minimum needed for
disbursements/reimbursements to be made immediately or within 10 days.”
We sought to determine whether EAA violated cash management rules by
holding cash for more than 10 days. We compared the drawdowns to EAA’s
accounting records, however, we were not able to quantify the full extent of
this problem because the records did not allow a complete tracking of the
funds as they were disbursed. Although we do not question underlying costs
due to EAA’s drawdown of funds in advance, we recommend that EAA
establish and adhere to procedures that ensure that any advances or grant
funding are spent on grant activities within 10 days or returned to OJP.

Reporting

Financial Status Reports

The financial aspects of OJP grants were, at all times relevant to this
audit, monitored by OJP through EAA’s submission of Financial Status
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Reports (FSRs).” As noted below, the OJP Financial Guide required that
FSRs be submitted within 45 days of the end of the most recent quarterly
reporting period, and the final report was to be submitted no later than 90
days following the end of the grant period. Funds or future awards may be
withheld if reports are not submitted or are excessively late.

Between July 2005 and July 2007, EAA submitted all eight of the
required FSRs for the grant. We reviewed the submitted reports for
accuracy and timeliness. We found that five of the eight FSRs were
submitted from 11 to 44 days late. EAA had no explanation for submitting
the reports late.

Because EAA submitted the FSRs late, OJP’s ability to evaluate the
financial aspects of the ongoing grant program on a timely basis was
compromised.

According to the OJP Financial Guide, the FSRs were supposed to
contain the actual expenditures for the current reporting period and reflect
cumulative expenditures for the entire award period. EAA officials stated
that they partly estimated grant expenses to calculate the FSR amounts. In
addition, the EAA official stated there were system technical difficulties. We
compared the FSRs to the accounting records (EAA expenses) and we were
unable to match the FSR amounts to the accounting records. We then
compared the total amount on all FSRs to the totals on EAA accounting
records. The total amount of expenditures recorded in the accounting
records exceeded the amount on the FSRs. As a result, we recommend EAA
ensures future Federal Financial Reports are accurate.

Progress Reports

OJP requires grantees to complete and submit progress reports as a
means to monitor their performance. Progress reports are submitted to
describe grant activities and accomplishments toward achieving the
objectives contained in the approved award application. According to the
OJP Financial Guide, progress reports are to be submitted within 30 days
after the end of the reporting periods, which are June 30 and December 31.
EAA submitted the four required progress reports to OJP. We requested, but
were not provided with supporting documentation to verify the information
provided in the progress reports.

’ Effective for the quarter beginning October 1, 2009, grant recipients must report
expenditures online using the Federal Financial Report (FFR-425). Prior to October 1, 2009,
the financial reports were called Financial Status Reports (FSRs) and had to be submitted
within 45 days of the end of the most recent quarterly reporting period. For this report all
expenditure reports are FSRs because they were submitted prior to October 1, 2009.
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Between July 2005 and June 2007, EAA submitted four progress
reports. According to OJP’s Grant Management System (GMS), all four
progress reports were submitted from 70 to 312 days late. An EAA official
stated the first progress report was submitted late because EAA was new to
the process and had difficulties. After that, all subsequent ones were
submitted on time. However, because of a glitch in the GMS, one report was
lost and marked as late, and all progress reports after that were
automatically marked as late. An OJP official acknowledged the EAA official
and she were in contact to remedy the issue. As a result, we recommend
that OJP work with EAA to correct the GMS issue and prevent future reports
from being marked as late.

Budget Management and Control

OJP approved a detailed budget for the grant. The OJP Financial Guide
requires that grant recipients spend grant funding according to defined
budget categories, or request approval prior to reprogramming funds if
actual spending exceeds certain limits. However, EAA did not track
expenditures in accordance with approved budget categories, as required.

Grant recipients are required to abide by the OJP “10 percent rule,”
which requires written agency approval for movement of grant dollars
among approved budget categories if the cumulative change is greater than
10 percent of the total award amount. Although EAA did not track its
expenditures in accordance with these budget categories, in order to assess
its compliance with this requirement we performed in-depth analysis of the
expenditures and summed amounts expended in each category. The
following table represents the results of that analysis.
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manner that would ensure compliance with their overall financial
management requirements. EAA was responsible for all aspects of the
program including proper accounting and financial recordkeeping of all
expenditures, including grant funds provided to contractors.

EAA paid two contractors a total of $790,594. One contractor
administered the scholarships to the students and the other tracked students
after they received the CORE scholarships. We found EAA did not properly
monitor the contractors. According to EAA officials, EAA had no procedures
or policies addressing the ongoing monitoring of the contractors. EAA did
not evaluate the contractors' financial management system, processes and
procedures for administering the contract, adherence to the terms and
conditions of the grant, or key internal controls. The CORE Executive
Director stated he worked closely with the contractors on a daily or weekly
basis, but was unable to provide any documentation of the monitoring.
According to a CORE official, final reports from the contractors were the only
documentation of monitoring. An EAA official stated the CORE Executive
Director insisted he was the go-between and no one else had contact with
the contractors. We believe that the potential for fraud, abuse, and wasteful
spending of grant funds were significant due to EAA’s lack of monitoring and
oversight.

According to the OJP Financial Guide, all procurement transactions,
whether negotiated or competitively bid and without regard to dollar value,
shall be conducted in a manner so as to provide maximum open and free
competition. All sole-source procurements in excess of $100,000 must
receive prior approval of the awarding agency. According to EAA officials,
the contractors were sole-sourced and EAA did not receive prior approval
from OJP. In addition, EAA did not provide us with adequate justification for
the sole-source procurement. Because EAA did not receive prior approval
from OJP for the sole-source procurement, we question the funds distributed
to the contractors totaling $790,594.

Program Performance and Accomplishments

The primary CORE Scholarship Program goal was to award as many
CORE Scholarships to qualified youth as possible. In the final progress
report submitted by EAA to OJP, EAA said that it had accomplished this goal.
Additionally, EAA represented that it established a formal network of Direct
Service Prevention Providers that focus on stay in school, post-secondary
preparation and completion programs, high schools, and programs that
service pre-college and college age at risk youth. We found no evidence
during our audit that contradicted EAA’s contention that it fulfilled its grant
objectives.
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Compliance with Other Grant Requirements

In addition to the general grant requirements, we tested for
compliance with terms and conditions specified in the grant award
documents. The grant awards contained 16 special conditions. We found
that EAA complied with the special conditions we tested except for the
findings previously reported.

Conclusions

EAA did not fully comply with the grant requirements we tested. We
found material weaknesses in EAA’s internal controls, expenditures,
drawdowns, FSRs, progress reports, budget, and contractors that raised
significant questions about its compliance with the grant requirements.

We found that EAA charged $78,269 to the grant for a salary that was
unallowable. We found that EAA charged direct costs of $341,160 to the
grant for unallowable expenditures, and an additional $348,934 to the grant
that could not be adequately supported.

We found EAA could not support the amounts listed as drawdowns or
reported on the Financial Status Reports. We found that EAA did not have
procedures in place to ensure the timely submission of Financial Status
Reports. EAA did not spend the grant funds according to the OJP approved
budget and charged $46,348 in grant expenditures exceeding the 10 percent
budget rule.

Lastly, we questioned $790,594 due to unapproved sole-source
contracting practices.

Recommendations
We recommend that OJP:
1. Ensure EAA strengthens its internal controls over grant funds.
2. Remedy $78,269 in unallowable employee salary.
3. Remedy $337,376 in unallowable consultant expenditures, which
includes $262,220 in unauthorized costs and $38,375 for the
authorized but sole-sourced Event Planner. The amount also

includes costs totaling $124,470 ($106,970 + 17,500) for two
consultants who were unauthorized and unallowably hired without
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10.

11.

12.

13.

14.

competitive bidding and one consultant paid over $450 per day
($36,781).

Remedy $300,595 in unsupported consultant expenditures.
Remedy $3,784 in unallowable expenditures.
Remedy $48,339 in unsupported expenditures.

Ensure that EAA requests grant funds based on immediate
disbursement/reimbursement of actual grant expenditures.

Ensure that EAA implements and adheres to procedures that will
result in the timely submission of Federal Financial Reports.

Ensure that EAA implements procedures to ensure that expenses
reported on future Federal Financial Reports are based on actual
expenditures for the reporting period.

Ensure that EAA implements and adheres to procedures that will
result in submission of supported progress reports in a timely
fashion.

Ensure that EAA implements and adheres to procedures to track
expenditures by budget categories and to monitor budget versus
actual spending on a consistent and ongoing basis to ensure EAA
spends grant funds according to the defined budget categories.

Remedy $46,348 in costs that exceeded the 10 percent budget rule.

Ensure that EAA implements procedures to properly monitor
contractors.

Remedy the $790,594 in contractor payments for sole-sourced

contracts that were not approved by OJP to be procured non-
competitively.
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APPENDIX I

OBJECTIVES, SCOPE, AND METHODOLOGY

The purpose of our audit was to determine whether reimbursements
claimed for costs under the grant were allowable, supported, and in
accordance with applicable laws, regulations, guidelines, and terms and
conditions of the grant. We also assessed grantee program performance in
meeting grant objectives and overall accomplishments. The objective of our
audit was to review activities in the following areas: (1) internal control
environment, (2) grant expenditures, (3) drawdowns, (4) financial status
and progress reports, (5) budget management and control, (6) monitoring
contractors, (7) program performance and accomplishments, and
(8) compliance with other grant requirements. We determined that
matching costs, indirect costs, program income, accountable property, and
monitoring of subrecipients were not applicable to the grant.

We conducted this performance audit in accordance with Generally
Accepted Government Auditing Standards. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provided a
reasonable basis for our findings and conclusions based on our audit
objectives.

In conducting our audit, we used sample testing while testing grant
expenditures. In this effort, we employed a judgmental sampling design to
obtain broad exposure to numerous facets of the grant reviewed, such as
high dollar amounts or expenditure category based on the approved grant
budget. We tested $310,798 in grant expenditures reported in EAA’s
accounting system. This non-statistical sample design does not allow for the
projection of the test results to the universes from which the samples were
selected.

We audited the Office of Justice Programs Grant Number
2005-JG-FX-0259, including one supplement. The grantee had a total of
$1,873,228 in requests for grant funding through July 2007. Our audit
concentrated on, but was not limited to, the award of the grant in
September 2005, through the end of field work in May 2008.°

° During this audit, we identified certain issues requiring further investigation. We
referred those matters to the OIG’s Investigations Division, and put our audit on hold
pending such investigation. Subsequently, we were able to complete our audit and issue
this report.
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Although EAA was awarded and received $1,873,288 in grant funding
EAA’s accounting records reflected expenditures of $1,912,723. According
to EAA officials, the amount of expenditures in excess of grant funding,
$39,495, was paid with EAA’s own funding, unrelated to the OJP grant.
However, because EAA could not identify those individual expenditures
funded with OJP funding within the larger amount of expenditures, it was
necessary for us to treat all $1,912,723 in expenditures as OJP grant funded
for the purposes of our testing.

We tested compliance with what we consider to be the most important
conditions of the grant. Unless otherwise stated in our report, the criteria
we audit against are contained in the Office of Justice Programs Financial
Guide and grant award documents.

In addition, we reviewed the timeliness and accuracy of Financial
Status Reports and progress reports, evaluated actual program performance
and accomplishments to grant goals and objectives, and considered internal
control issues. However, we did not test the reliability of the grantee’s
financial management system as a whole.
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SCHEDULE OF DOLLAR-RELATED FINDINGS

QUESTIONED COSTS®:

APPENDIX 11

AMOUNT PAGE
Unallowable Salary $ 78,269 7
Unallowable Consultant Costs 337,376 9
Unsupported Consultant Costs 300,595 10
Unallowable Expenditures 3,784 12
Unsupported Expenditures 48,339 12
Expenditures Exceeding 10 Percent Budget 46,348 16
Rule
Sole-Source Contractors 790,594 17
GROSS QUESTIONED COSTS 1,605,305
LESS DUPLICATION™ 346,943
NET QUESTIONED COSTS: $1,258,362

1 Questioned Costs are expenditures that do not comply with legal, regulatory, or
contractual requirements, or are not supported by adequate documentation at the time of
the audit, or are unnecessary or unreasonable. Questioned costs may be remedied by

offset, waiver, recovery of funds, or the provision of supporting documentation.

1 Some costs were questioned as both unallowable and unsupported. Net

questioned costs exclude the duplicate amount.
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APPENDIX 111

EDUCATIONAL ADVANCEMENT ALLIANCE, INC.
RESPONSE TO THE DRAFT AUDIT REPORT
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APPENDIX 1V

OFFICE OF JUSTICE PROGRAMS
RESPONSE TO THE DRAFT AUDIT REPORT
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APPENDIX V

OFFICE OF THE INSPECTOR GENERAL
ANALYSIS AND SUMMARY OF ACTIONS
NECESSARY TO CLOSE THE REPORT

The OIG provided a draft of this audit report to the Office of Justice
Programs (OJP) and Educational Advancement Alliance, Inc. (EAA). EAA’s
response is incorporated in Appendix Il of this final report, and OJP’s
response is included as Appendix IV. The following provides the OIG
analysis of the responses and summary of actions necessary to close the
report.

Analysis of EAA’s Response

In response to our audit report, EAA stated that it was pleased that we
found no evidence existed to contradict that it fulfilled the grant objectives of
awarding as many scholarships to qualified youth as possible. However, the
objective of the OJP grant we audited was to fund CORE’s programs
designed to increase the access and retention of at-risk students to higher
education rather than for actual scholarship awards. The increases were to
be achieved by providing direct student counseling and to improve the
systems for addressing access and retention of at-risk students. As a result,
we did not audit or comment on the actual awarding of scholarships by
CORE since those funds came from other sources.

The EAA response also stated that our report alleges that certain sole-
sourced contracts were entered into at amounts, and for purposes not
authorized by the grant. EAA also stated in its response that supporting
documents were submitted to respond to the audit report and its responses
to the recommendations were to provide a more nuanced accounting of the
circumstances under which each contract was entered. However, EAA did
not attach any additional documentation to its narrative response shown in
Appendix 111 of this report. We address each recommendation below.

Summary of Actions Necessary to Close the Report

1. Resolved. OJP agreed with our recommendation to ensure EAA
strengthens its controls over grant funds. OJP stated in its response
that it will coordinate with EAA to obtain a copy of the policies and
procedures implemented to strengthen its internal controls over Federal
grant funds.

In its response, EAA said that this concern regarding historical
differences does not imply that current control deficiencies exist. Our
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audit was conducted to determine the controls that were exercised over
the $1.87 million in federal funds that were administered by EAA on
behalf of CORE. The processes and controls that we audited were those
that were in place to safeguard the CORE funding, which was the focus
of our audit. Further, as we report in our audit, EAA had not
implemented the controls that EAA officials stated it had in place to
safeguard those funds. We were not provided with any additional
procedures that would have prevented the deficiencies we noted in our
audit. As a result, we believe it is necessary for EAA to improve its
controls to ensure future funds are properly safeguarded.

This recommendation can be closed when we receive evidence that the
proper controls are in place to safeguard grant funds whether received
directly by EAA for its use or on behalf of another organization, such as
CORE.

. Resolved. 0OJP agreed with our recommendation to remedy the
$78,269 in unallowable employee salary. OJP stated in its response that
it will coordinate with EAA to remedy the $78,269 in questioned
employee salary cost. OJP went on to state that if adequate support
cannot be provided, it will request that EAA return the funds to DOJ,
adjust their accounting records to remove the costs, and submit a
revised final FFR for the grant.

In its response, EAA disagreed with our recommendation. Specifically,
EAA stated that although the grant provided for two Retention Officers
at $40,000 per year, the decision was made that one individual could
perform the work. EAA’s position is that the total salary cost expended
was within the budgeted amount and allowable. However, as we note in
our report, EAA is required to submit a request for significant changes in
project scope, including changes in key personnel. EAA did not submit
and receive a budget change for the excess salary paid to the retention
officer, and therefore that amount is unallowable.

This recommendation can be closed when we receive documentation
that OJP has remedied the $78,269 in unallowable salary.

. Resolved. 0OJP agreed with our recommendation to remedy $337,376
in unallowable consultant expenditures, which includes $262,220 in
unauthorized costs and $38,375 for the authorized but sole-sourced
Event Planner. The amount also includes costs totaling $124,470
($106,970 + $17,500) for two consultants who were unauthorized and
unallowably hired without competitive bidding, and one consultant was
paid over $450 per day ($36,781). OJP stated that it will coordinate
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with EAA to remedy the $337,376 in questioned consultant expenses
and if adequate documentation cannot be provided, it will request EAA
return the funds to DOJ, adjust its accounting records to remove the
costs, and submit a revised final FFR for the grant.

In its response, EAA partially agreed and partially disagreed with this
recommendation, however the response does not make clear what
aspects of the recommendation are agreed with and where there is
disagreement. Instead, the response discussed the hiring of a
consultant and the amount to be paid to that consultant. EAA’s
response further stated the consultant’s salary was to come from a
grant from the Commonwealth of Pennsylvania, and that these funds
were not received until November 2007 and went directly to CORE. The
EAA response indicated that the grant award was attached, but we were
not provided with the attachment. In addition, nothing in the EAA
response disputed the fact that his salary was paid for by the OJP grant
without proper authorization.

The EAA response also questioned the overpayment to the statistics
analyst consultant because it states that a team of analysts was
employed through the consultant’s contract. We agree that a statistics
analyst was included in the approved budget; however, the amount that
the consultant was paid exceeded the amount allowed in the OJP
approved budget. Additionally, nowhere in the grant application or
approved budget was there any discussion of a statistics analyst team.
As a result, these expenditures remain unallowable.

Finally, the EAA response did not address or refute the other
unallowable expenditures associated with this recommendation,
including the sole-sourced Event Planner and the two consultants who
were not authorized in the approved budget and hired non-
competitively.

This recommendation can be closed when we receive documentation
that OJP has remedied the $337,376 in unallowable consultant
expenditures.

. Resolved. OJP agreed with our recommendation to remedy the
$300,595 in unsupported consultant expenditures. OJP stated that it
will coordinate with EAA to remedy the $300,595 in unsupported
consultant expenditures and if adequate documentation cannot be
provided, it will have EAA return the funds to DOJ, adjust their
accounting records to remove the costs, and submit a revised final FFR
for the grant.
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EAA disagreed with this recommendation in responding to our report.
EAA stated in its response that any instance away from a full-time
schedule is documented through its leave system and communicated to
payroll. However, the individuals who represented this $300,595 in
unsupported expenditures were consultants not employees of EAA. The
iIssue with these payments is not that time cards were not prepared, but
rather that the requisite time and effort reports for these payments
were not available or provided. In fact, we stated that the personnel
and fringe benefits paid with grant funds were allowable and properly
supported, with the exception of the salary mentioned in
recommendation 2.

EAA also stated in its response that the audit team has scrutinized the
work of the staff to administer scholarship awards and found no fault
with this work. Our audit did not review the administration of the
scholarship funds as these funds were provided by other sources and
not the subject of this audit. Our audit concentrated on the CORE
programs that were designed to increase the access and retention of at-
risk students to higher education. In addition, the response makes
reference to issues with guidance received from another agency which
again has no bearing on the subject DOJ funds and their use.

This recommendation can be closed when we receive documentation
that OJP has remedied the $300,595 in unsupported expenditures.

. Resolved. OJP agreed with our recommendation to remedy $3,784 in
unallowable expenditures. OJP stated that it will coordinate with EAA to
remedy the $3,784 in unallowable expenditures. OJP’s response also
stated that if adequate documentation cannot be provided, it will
request that EAA return the funds to DOJ, adjust its accounting records
to remove the costs, and submit a revised final FFR for the grant.

EAA stated that it disagreed with this recommendation. EAA stated that
the sales taxes should not have been charged to the grant, however it
maintained that the expenditures were justifiable because EAA was told
that the items in question were not subject to a waiver for any
purchaser, regardless of tax-exempt treatment. As our report states,
these costs were discussed with EAA officials who agreed that the costs
should not have been charged to the grant because the necessary
documents needed for tax exempt purchases were available; however,
the documents were not utilized. In addition, EAA provided no
additional documentation supporting that the expenditures were
allowable.

- 36 -



This recommendation can be closed when we receive documentation
that OJP has remedied the $3,784 in unallowable expenditures.

. Resolved. OJP agreed with our recommendation to remedy $48,339 in
unsupported expenditures. OJP stated that it will coordinate with EAA
to remedy the $48,339 in unsupported expenditures. OJP also stated
that if adequate documentation cannot be provided, it will request that
EAA return the funds to DOJ, adjust its accounting records to remove
the costs, and submit a revised final FFR for the grant.

In its response, EAA disagreed with this recommendation. EAA stated
that while the specific receipts for every questioned expenditure were
not provided, the majority of these questioned costs occurred in 2005
and were archived. The OJP Financial Guide states that records shall be
retained by the organization for at least 3 years following the
programmatic or fiscal closure of the grant. The guide also states that if
any litigation, claim, negotiation, audit, or other action involving the
records have started before the expiration of the 3-year period, the
records must be retained until completion of the action and resolution of
all issues which arise from it or until the end of the regular 3-year
period, whichever is later. Neither of these situations had occurred at
the time of our audit’s fieldwork, and as a result, EAA was responsible
for providing support for those transactions we selected for verification.
None of the receipts we question as unsupported were provided during
our audit, regardless of whether the receipts had been archived or not.

This recommendation can be closed when we receive documentation
that OJP has remedied the $48,339 in unsupported expenditures.

. Resolved. OJP agreed with our recommendation to ensure that EAA
requests grant funds based on immediate disbursement/reimbursement
of actual grant expenditures. OJP stated that it will coordinate to obtain
a copy of policies and procedure implemented to ensure that requests
for Federal grant funds are based on immediate disbursement
requirements, for actual grant-related expenditures.

In its response, EAA also agreed with the recommendation.
This recommendation can be closed when we receive documentation
demonstrating that EAA has procedures in place to ensure that grant

funds are requested for the immediate disbursement /reimbursement of
actual grant expenditures.
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8. Resolved. OJP agreed with our recommendation to ensure that EAA
implements and adheres to procedures that will result in the timely
submission of Federal Financial Reports (FFRs). OJP stated that it will
coordinate with EAA to obtain a copy of policies and procedures
implemented to ensure the timely submission of FFRs.

In its response, EAA agreed in part and disagreed in part with this
recommendation. EAA stated that although it attempted to submit
timely reports in all instances, the submission website at the time did
not alert reporting grantees that a report submission had not been
“certified” at the time the grantee posted the data. In previous
discussions with EAA personnel during our audit’s fieldwork, EAA could
not explain why five of the eight reports were late. Additionally, EAA’s
response does not offer an explanation as to why three of the reports
were submitted on time given the problems noted with the website.
Also, the lateness of the reports varied from 11 to 44 days which we
believe indicates that the cause was in fact late submission.

In EAA’s response, it states it has developed a monitoring system for
reporting deadlines. We were not provided with an overview of this
system and we did not evaluate EAA’s timeliness for reporting for any
grant other than the 2005-JG-FX-0259 grant.

This recommendation can be closed when we receive documentation
that EAA has procedures in place to ensure the timely submission of
FFRs.

9. Resolved. OJP agreed with our recommendation to ensure that EAA
implements procedures to ensure that expenses reported on future FFRs
are based on actual expenditures for the reporting period. OJP stated
that it will coordinate with EAA to obtain a copy of the policies and
procedures to ensure the costs reported on future FFRs are based on
actual expenditures for the reporting period.

EAA agreed with this recommendation in its response.
This recommendation can be closed when we receive documentation
demonstrating that EAA has procedures in place to ensure that FFRs are
based on actual expenditures for the reporting period.

10. Resolved. OJP agreed with our recommendation that EAA implement

and adhere to procedures that will result in submission of supported
progress reports in a timely fashion. OJP stated that it will coordinate
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with EAA to obtain a copy of the policies and procedures implemented to
ensure the submission of supported progress reports in a timely fashion.

In its response, EAA agreed with this recommendation.

This recommendation can be closed when we receive documentation
that EAA has procedures in place to ensure that supported progress
reports are submitted in a timely fashion.

11. Resolved. OJP agreed with our recommendation that EAA
implements and adheres to procedures to track expenditures by budget
categories and to monitor budget versus actual spending on a
consistent and ongoing basis to ensure EAA spends grant funds
according to the defined budget categories. OJP stated that it will
obtain a copy of policies and procedures implemented to track
expenditures to budget categories and to monitor budget versus actual
spending on a consistent and ongoing basis, to ensure EAA spends
grant funds according to the defined budget categories.

EAA agreed with this recommendation yet provided a lengthy discussion
of actions taken since FY 2009 to improve their operations. However, it
continues to maintain “..that controls are in place and operating
effectively; therefore there is, and has been, no adverse impact on the
current financial internal control environment. We believe that there is
a high degree of accuracy in the general ledgers provided to the OIG
staff, that the accounting and asset management resource systems are
reliable, and all monies are being properly and timely accounted for.”
We disagree with this response given the significant internal control
issues and monetary findings discussed in this audit report.

This recommendation can be closed when we receive documentation
demonstrating that EAA has policies and procedures in place to track
expenditures by budget categories and to monitor budget versus actual
spending on a consistent and ongoing basis and that these procedures
are actually being followed.

12. Resolved. OJP agreed with our recommendation to remedy $46,348
in costs that exceeded the 10 percent budget rule. OJP stated that it
will coordinate with EAA to remedy the $46,348 in questioned costs,
related to budget transfers in excess of 10 percent of the total award
amount. OJP also stated that if adequate documentation cannot be
provided, it will request that EAA return the funds to DOJ, adjust its
accounting records to remove the costs, and submit a revised final FFR
for the grant.
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EAA disagreed with the recommendation in its response but provided no
rationale or documentation to support its disagreement.

This recommendation can be closed when we receive documentation
that OJP has remedied the $46,348 in costs that exceeded the 10
percent budget rule.

13. Resolved. OJP agreed with our recommendation to ensure that EAA
implements procedures to properly monitor contractors. OJP stated
that it will coordinate with EAA to obtain a copy of policies and
procedures implemented to properly monitor contractors.

In its response, EAA agreed with this recommendation.

This recommendation can be closed when we receive documentation
demonstrating that EAA has implemented policies and procedures to
properly monitor contractors.

14. Resolved. OJP agreed with our recommendation to remedy the
$790,594 in contractor payments for sole-sourced contracts that were
not approved by OJP to be procured non-competitively. OJP stated that
it will coordinate with EAA to remedy the $790,594 in questioned
contractor payment costs.

In its response, EAA stated that it vigorously rejected this
recommendation due to the fact that the $790,594 in contractor
payments for sole-source contracts was, in fact, approved by OJP
because it was included in the line item budget initially submitted with
EAA’s original application, and subsequently approved without question
by OJP. However, we found that the only specific contractors identified
in the initial application were Philadelphia Education Fund and XAP, but
they were not identified as sole source. Additionally, the only
contractor identified in the detailed budget that was approved by OJP
was the Philadelphia Education Fund. Furthermore, nowhere in the
budget or application documentation did EAA indicate that these were
non-competitive contracts which very specifically require prior OJP
approval per the OJP Financial Guide.

This recommendation can be closed when we receive documentation

that OJP remedied the $790,594 in questioned contractor payment
costs.
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