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. The Joint CoEEtiCtee on covernme.nt. and Finance:

We were asked bV ehe Post Audic SubcotrEtitLee of the wesq Virginia
Legislature Lo perform a study oE the interEal control sLructure
over grant awards nade by the Wese Virginia DeparLnent of
Education. Our study covered the period July 1, 1993 through May
24, L996. the resuLLs of oux seudy are set forth on Ehe following
Paqes of this report.

CIIARI.ESION. WEST\'RCI]\''IA 253O5

Respectfully submj.Lted,

shanklin,
Post Audic

CPA, Director
Divi.sion
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IIiTERIGII CONTR,OIJ STT'DY OF TSE N{ARDN{G OF GRANTS

TO REGIOIIAI, EDUCATION SERVICE AGENCIES BY TEE

I{EST VIRGINI.A DEPARTI{EMT OF EDUCANON

ETTT CONFERnICE

II- w" held an exit conference on SepLeqber L0, L996 with the DepuLy

I St.t" Superintendent. of Schools, Lhe Director of Adminigt.raLivea
Services {AsaistanL State SuperinLendent) ard otfrer represenLaeives

I
I of ehe west Virginia Department. of Education. Alt deficienciea

I were reviewed and discussed.t
I
I
I
I
I
I
I
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]]!TENXAT: CoI|I'TROIJ STODY OF TEE AJ{ARDIMI OF GRANTS

TO REC'XOIIIAIJ EDUCATION SERVXCE AGEI|ICIES BY TEE

VJEST \ERG]NIA DEPART!{BfiI OF EDUCATION

IIfTRODUCTION

'Ihe Legislative Posc AudiE Division waa asked by the post

Audit subcolElietee of the we6t Virginia LegisLature to perforrn a

aLudy of the inEernal conerol structure surrounding the awarding of
grant.a by the West Virginia DeparCment of Education. Due to the
gignificant. nusber of granLs rnade by the West Virginia Department

of EducaLion during the study period fron Juty 1, 1993 Lhrough May

24, 1996 and che esLabLiehed time fraxoe for submission of ehe

report Lo Lhe Postr Audit Subcolrqdt.tee during rhe (Iu1y 1995 inCeri!0

meet.ings, we deLerEdned the scope of the study should be limit.ed to
gralts nade to the RegionaL EducaCion Servj-ce Agencieg (RESAg)

consisLent with the directives of the co!@ittee. The objective of
tflis sLudy v{as Lo determine whether the internal control atructure
of Ehe StaLe Department of Educat.ion is effecEivel-y degigned co

prevenL grane lpnies awarded to che RESAg fron being ueilized b'y

the State Deparbnene of Educat.ion or any of its euployees in a way

which circumuents the purchasing procedures of ghe west Virginia
Deparlrnent. of AdninisLration.

Under the authority of Chapeer 18, Article 2, section 25

of the West. Virginia Code, the Seate Board of EducaEion estabfished

eighc multi-county service agencies to be klovm as 'RegionaL

Education Service Agencies' during the L972'73 schooL year. The

purpose of bhese mrlti-county service agencies is to consolidaLe
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ard more effecLively adminiseer existing regional educatio!
progTams arld Lo equal-ize and exLend educational opport.unities. To

accofiplish these goals the Staee Departlrent of Educaeion awards

Federal and State loonies as g?anea Co ehe eighL RESAS. With ehese

funds, each RESA i9 able t.o provide Lo each county school sysLern

within ica educational region a variety of serviceg designed ro

deliver a higher qualicy of educaLion. These services include

coordinaeion of adult educat.ion and spacial educaLion progEa.sE aL

the achool LeveL, irq)lelllentat.ion of a uniform, ineeg?ated regional

collpueer inforqraLion sysbelrl for daLa colleceion and financial
reporLing called the West Virginia EducaLion Inforslation Systen;

traj.ning teachers in the ueili-zaL.ion of len technotogies and multi-
nedia macerials as teaching tools; assisting in the profesgional

developmenC of teachers; serving as the lead agency for computer

insr.allation; as krel l- as, rnaincenance arld repair for the Basic

Skills computer Program. Under rules and regrulations prolnr1gaLed

by the slat.e Board of Education, the fiscal agent for each RESA

shall be one of Lhe counfy boarda of educat.ion co@rising the RESA.

The councy board of education which is sel-ecLed as bhe REsA's

fiscal agent shal1 receive and disburse funds in accordalce with

policies adopted by che board of directors of ehe RESA and the

SLate Board of Education.

PURPOSE OF AN IIIIERI\IAIJ CONTRO]J SITRI'CTI]RE IN GOVERIIMEI\IT

A governmental eDtity's incernal conErol structure is
defined as the policies and procedures esLablished to provide

reasona-ble assurance Lhat specific entity objecLives will be

-3*
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achieved. An internal conLrol structure consists of three
e1ellents: (1) the control- environEent which denotes Che agency,s

overaLl at.bitudes, actions ard awareness concerrring the etrB)hasis

and irportance of conbrolsr (2) the accoureing syscem which is t.he

agelrcy's nethod of recording and processing transactionst and (3)

che conLrol procedureg which are the specific neLhods desigf,ed to
develop a ayste!0 of checks and balances Lo enaure ACCOITNrABIITIW.

A goverDneotal ent.ity is acco\rntable Lo the pubtic and to
other Levels and branches of goverDment for the resources provided

to adminiEter governEeDt progre.os and services. The resources
provided eo Lhat part.icuLar goverrunental entity shouLd be

administered in accoralatxce with app.l-icable laws and adninisLraeive
regulations. The resourceg shoutd be applied efficiencly,
economicaLLy and ef fectively.

An effective internal- control- gtructure for a

governmentaL enLity should ensure that goals ard objectives of Lhe

agenq/ are met, resources are safeguarded, laers and regulations are

followed and that. reliable data are obt.ained, naintained and fairly
disclosed.

UEIEODOI,oGY

Infor&ation concerning ehe ararding of grane monies go

Regional EducaLion Service Agencies for bhe period JuIy 1, 1993

Lhrough May 24, L995, eras obtained by researching appLicable

sections of the Wese Virginie Code, as well as, policies and

procedures est.abLished hrl/ the Staee Deparement of Education, ard

revj-evJing agency records ard inLerviewing the appropriate agency
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peraonnel. A randoE sa.slr,le of 50 grait awarda were ael_ected for
review based on the totaL nuxober of 550 grants totaling
$23,795,175.08 awarded Lo RESA9 during the period .luly 1, 1993

through May 24, 7996.

We documented our lrnderseanding of the internal conerol

structure esLablished by ehe SLate DeparbmenL of Education for the

hand.ling of gTart avJarda before reviewing sel-ected grant awards bo

deL.ernine the adequacy of Lhe internal- conCrol sLructure. We

developed our urderst.arding of the internal- control structure bry

reviewing Lhe vJrit.ten grart procedures adopCed by bhe State
Departmene of EducaLion ard interviewing the adminisCrative

officiaLs within the DepartmenL responsible for the hardling of
grant. aiJarda. We quesLioned agency personnel involved i! the gralt
award process focusing our aCtention on the progralqELic aspects,

as we]l as, the accou-ating aspecta. prograrlloatic aspects refer Lo

the level of program noniboring performed Lry the State Departmetlt

of Education Co ensure the proper expenditure by the respective

RESA of grant. nonies in accordance wiLh the individuai. gralt award.

Based on our uiderstanding of the internal conLrol

sLruchure, we developed a scatisticaL sampling plan to select a

randon sanple of grant awarda for review. We bhe! reviewed

selecbed gyantr awards to deLermine wheLher g?anL lronies were being

handLed in accordarce with the palicies and procedures adopted tD/

the StaLe DeparemenL of Bducation. The records we revieued for
each g'rart ar,{ard selecced included the applicacion su}adCeed by the

RESA applying for granr. nonies, notification of gratrt award,

-5



I
I
t
I
!
I
I
tl|l

t
t
I
t
I
I
I
I
I
I
I

requeats for furds subEitted by ehe RESA, and the final grant

finarcial reporL submitted by the IIESA aft.er all grant nonies had

been spent. gu$marizing exl,e.lditure of grant monies h/ tlrpe. Our

review was designed Lo identify deficiencies in the internal
control st.ructure based on our lrnderstanding of granL procedures

and review of grant. awards. We st.ress thaL onl-y DffICIEITCXES in
Lhe internal conr.rol structure were idenLified. Since we did not
perforro an audit of Lhe gra.rlbs awarded by the State DeparLment of
EducaLion to Regional EducaLion Service Agelrcies, failures in the

system of interDa] controLs were not identified.
SI'MI,E'RV OF DEFICTENCTES I{OITED AND RECOMMEI|DArIONS

We noeed the following deficiencies in the internal
control struct.ure:

1. The leveL of progran monitoring performed bV the West.
Virginia Departmenf of Education with respecg eo grant.g
awarded Lo RESAS nay noC be adeguaLe Eo enlule the proper
expenditures of grant nonies in accordalrce with Lhe
respective granL awards. During ehe st.udy period from
July L, 1993 chrough l'Iay 24, f996, the StaLe DeparEmenE
oi Education procesaed 560 grart awardg to the eight
RESA5 Lotal-ing $23,795,1'15.08 consisting of 299 granLs
amounting to 5L5,266,f64.75 which were nade from Seate
furds and 26L gTarts Loealing $1 ,529,0f0.33 fror0 FederaL
funds. These 560 grarbs were aeparage and distincE fron
Lhe S1L,L47,380.00 of School Aid For!!-tla uonies resliLted
Lo the REsAts during this period eo pay sal-aries and
fringe benefite for elop1oyees of Lhe eighc RESA'8. We
noted ehe DeparLnent of E:ducation currently has in place
a perfornance-based accreditation syaCear where on-site
reviews are conducted of all schoof disbricts {county
boards of educaEion and local school-s) on a ryclica]' basis to deLertrLine whether a scllooL district is worth(y of
accreditati.on staCus. HovJever, our review does noL
indicate a si-nilar tl.pe of on-sire accredigation review
ia conducted on a cycLicaL basis apecificall-y Largeted to
the REsAs .

A.Lso, sj.ngle audits are perforned on an anrlual basis q/
che chief Inspector's office of the Wese Virginia
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Departnent. of Tax and Revenue or bV independent CPA firns
of aI1 courty board.s of education and RegionaL Educacion
Service AgencieE. While Staee funds are inctuded wichin
Lhe scope of such audits, ou! reviellr of a litrdted nunlter
of bhe audit reports and audit contracts indicaee these
audit.s probably focus loore pri-marily on the expendieures
of Federaj- monies, particutarly in regard to audiLs of
t.he RESA9 .

We Reco'mend:

An o!,-gite accreditatiou revigiv process strcu1d be
ilitiated specifically targeced to Lhe
adminiacrative a[d f, i-E3lqial policieg, procedureE
and activities of, ch,e RESAg. ALso, the Seaee
Deparg!!€trb of EducaEiotl should require Che
aduiliaCrative perao!.uel of, ltre RESAg to i-D.c1ude
Iarguage re{Iuirtlg audiE proceduree deeiqEed to
!esc, gtre eJrlreoditure of gtate gr.alb filllds i!
acqorda-ace with tb€ respective gr.a-ut awarda wh.@
co[tractitlg with the Ctlief lo.spector's Office or
indepeqdelb CPA firns perforni.jo.g Eheir a.D.nuaL
audit.s.

There is fack of segregation of duties within the sysLes
of prog?am sonitoring esLablished W Lhe seace Department.
of Education. We noted each program office responsible
for awarding graltg handles its owD prograu monitoring.
Therefore, the salne official-s within ehe SLaee Department
of Education r,l'ho acLively r,r'ork wib.h and coordinaee grane
awards with the individua.I RESA8 have ehe frurcc.ional
responsibility of perforning nDnitoring of the u.se of Lhe
sane funds by Lhe RESA9. we believe the current system
does not sufficiently reduce the probability of grant
funds Lo be used in a! improper nanner. T\ L994, a
forner es{)l-o:r.ees of Lhe SbaLe ErepartuFnt of Educagion was
identified ehrough a special inveetigation as having
circrloveneed the SLate of We6t Virginia's and Department
of Educat.ion's purchasing practices by buying computer
eguipnent and aoftv,are frcal local vendors ard having the
iavoices fraid through a gEanL award eo a courty Board of
Educaeion. In response to this siLuation, the State
Superintendent. of Schools issued a mellrorardum eo all
depare&enL Ebaff, FTESA ExecuLive Direceors and County
School superintendents dated J'.].ILe 2'7, 1994, which states
in parc,

o4. crant awards Co RESAS or county boards of
education are not Lo be issued for che
enploynent of personneL housed in Lhe
Department or who works directly for trhe
Department .

-7 -
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5. Equipnent cannot. be puxchased for the
Department through a grart av,rard. AlEo, no
producL or direct service to Che Departrnent
can be provided wiLh the grare award.'

we beLieve the progran nonitoring procedures could be
nore effectively designed to detereine wheeher the
prot].ibitions coltained in Lhe Superintendent 'E mdprandlEn
are being conpl- ied with.
We Reco!@e4d:

rtle respo[si5ility for prograla moEitorj-ug ehoul-d be
rogaued alrong the aliffereDt program of,f,icee.
Prog:re.E offices respon8ible for ad'ninisteri.ug
certaiD grant progTans should Dot a]-so b€
respon-si5le for rcaieori:og che e:(pe]1diture of g?aDt
louies rhdar ttrese a€lle prog?dra. ALtenatively, a
separate progra.ql nordtorilg u[it couLd b€
qoneidered who would have l1o responsibilities ijo
the area of i-rdtiati-ag, awardj-ag or procesei-ug
gralt awards .

RECOMME.IDATIONS FOR IMPROIIING N\N'MNAI, CONTROIJS

The first. deficiency noted in che preceding secLion is
the potentiaL weaknesses of Che current sysbeal of program

nonieoring performed bV Lhe Seate DeparLloent of Eduqaeion to ensure

the proper expendieure of grart monies through grarts awarded to
Regronal EducaEion Service Agencies. The State Departeent of
Educat.ion relieg priqErily on periodic finarcial reports subllitted

L'!. che RESAS and audiLs of RESA5 performed iD accordance wich che

Federal Single Audit Act by external- audit agencies to ensure the

proper expenditure of grant monies.

we recofimend the Seace Departnent of Education take a

ncre active role in tracking Lhe expenditure of sLat.e grane lronieg

by Lhe REsAs by having rpnitoxing beams perforn on-Eite reviews of

che RESAg as part of Lhe perf ormalce-based accredicacion systetrl

esLablished by the Stabe Board of Education. we also recosmend
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ehat Uhe State Departnent of EducaEion parLicipaLe in the

contractrng process betvreen each RES'A arld Che audit agency seLected

lo perforrn Lhe annual single audit of ehe RESA to etrsure propex

coverage of expendiLures of State granc nonies.

The second deficiency deals wiLh the tack of a

segregation of duties wi.thin the Seabe Department of Educationts
syst.egl of program nonitoring. Under ghe present systen of prograql

sDnitoring, a progTan office responsible for admj.nistering various
gralt. prograrrls is alao responsilcle for nonitorilg aLj. furda awarded

to ensure g:rant Eoniea have been properLy er<perded. Ttris situaCion
resul-t.s in a weal<ness in the intenal controL structure because

officials who play an incegral part of initiating granb awards are

1n turn responsibLe for monitoring the use of bhe granE. furdg.
During the course of our revie.^r we have noted that Lhe seate

DepartmeDe of EducaLion has nade efforts co iu{)lestent a sysLem of
rnLernal conbrols Lo prevent the rnigapplicaE.ion of grane monies.

However, we beliewe Lhe current sysCem of int.ernal controls can be

further strengchened Lo ingure the proper expendiE.ure of grant

Itronies -

In L994, a! investigation performed bV special
investigators assigned co Lhe Cormrission on Special InveatigaLions

revealed weakneases in the StaCe Departxnent of Education's internal
control struceure over gr€lnt awards Lhrough the discovery of the

misapplication of grant nonies by a prograE director. Ie appears

the prog?arn director woul-d override the system of internal controls
t'y narrpulat.ing Lhe grare awards process to tli6 advaltage urder the

-9-
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authority esEablished tA. his posiLion. The program director would

directly contac! lhe adninistrative officials of cerEain county

boards of education awarded gEants fu tr-is office ard instruct t.he6e

officiaLs to purchase different. tl.pes of equipq|ent for his own u6e

wieh the granE. trpnies awarded bV his office. once this
sdsappLication of funds calne to Che aLtenLion of Lhe ad{dnistraLive
personnel of t.he Staee Deparemene of Education, a new system of
internal cont.rol-s waa ilq)tement.ed over the awarding of granLs eo

prevent. this situaeion in Ehe future. Steps taken Lry Ehe

DepartnenL of Educaeion to strengthen internal conerols incLuded

establiahi.ng writben qrant procedurea in the forn of a menorardun

dated,fute 27, 1994, frcm the State SuperintendenL of Schoots which

was circulated Lo each program director, appropriat.e accounting

personnel, treasurer of each courLy board of education, and

direceor of each Regional Education Service Agency; informing each

counby board of education arld RESA that the DetrErtnent of Educat.ion

or any personnel euE)loyed by the Depargnene of EducaLion carrot
directly benefit frcal the expenditure of grant monies awarded to a

courty board of educaeion or RESA; and pl-acing nore euphasio on on-

site reviews conducted of each gchool di5Lrict on a cyclical basis

to nake the State Department of Educat.ion aware of any existing
problens with a school disLrict which are in conf.Iict wieh rhe

policies and procedureg adopted tV the Sbate DeparLqtent of
Educat.ion.
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To furt.her ensure che situaLion described above does noE reoccur

and Co further strengthen the internal control structure, we

recollnend thaL the SLate DepartmenL of Education assigrr Lhe

funct.ion of nonitoring the expenditure of grant monieE to a program

office not responsible for admj.nisterj.ng the grart prograns frorn

which the grate nonies ldere awarded.
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STATE OF WEST VJRGINEA

OFFICE OF TEGTSI,ATIVE AUDITOR, TO VNT:

I, Thedford L. Shar&Iin, CPA, Director of L.he Legislabive
Post Audit Division, do hereby cerLify thaL ehe report appended

hereto was nade under ny direct.ion and supervision, and that the

same is Crue and correct copt, of gaid report.
crven under ny hard Ehis /54 aav S-fu-br-, tgga.

Copy forvuarded to ehe SecreLary of Lhe DeparLnenL of
Adtlinislration to be fiLed as a public record. copies forwarded to

the West Virginia Departeenc of Educat.ion; covernor; Aetornq/

ceneral-; and, State Audit.or.

Q\'tt.g- t sUau,
Thedford t. Shank.lin, cPA, Director
Legislat.ive Post. Audit nivision


