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EXECUTIVE SUMMARY

PURPOSE

Pursuant to Section 455 of Public Law 93-198, the Didtrict of Columbia Auditor conducted an
examination of expenditures by the Didrict of Columbia Public Schools (DCPS) for services provided to
specid education students.  This agpect of the examination focused specificaly on payments for specid
education services made by the DCPS Office of the Chief Financid Officer (OCFO) through the Petties
Automated Payment System (PAPS).

CONCLUSION

The Didrict of Columbia Public Schools (DCPS) has paid millions of dollars to vendors
participating in the Petties Automated Payment System without verifying the accuracy or legitimacy of
charges. These unsubstantiated payments were made as a result of management in DCPS' Office of
Specid Education and Office of the Chief Financid Officer failing to implement adequeate and effective
internd controls, policies and procedures, and sysems of accountability. Poor communication,
uncooperative intra-agency and inter-agency working relationships and the general absence of contracts
with vendors exacerbated the mismanagement of transactions flowing through the Petties Automated
Payment System.

The Petties Automated Payment System was designed to ensure timdy payment to vendors of
specia education and related services to DCPS students with disgbilities. The Auditor determined that
DCPS pad approximately $67 millionto PAPS vendorswithout: (1)reviewing and gpprovingtheaccuracy
ofinvoices, (2) veifying that services provided were authorized by D CPSthrough Individudized Education
Programs; and (3) determining the digibility of students for specia education services. As a result, the
Auditor found that DCPS paid $1.2 millionto vendors for services provided to 567 individuas that were
indigible for specia education services or whose dligibility could not be determined from information
provided on vendors' invoices.

The Auditor identified numerous previoudy undetected instances of billing irregularitiesduring the
review of PAPSinvoices. For example, the Auditor found irregul arities totaing $98,490 which consisted
of repeated hillings for services provided once to students.



The Auditor found that DCPS has a backl og of gpproximately $4 millionin disputedinvoices, some
of which have dready been paid. The likelihood of DCPS recovering funds dready paid is subgtantidly
diminished due to timelines set forth within the PAPS Court Order.

The Auditor determined that DCPS failed to establish contracts withvendors providing education
and related servicesto itsstudentswith disabilities. Thelack of contractshindered DCPS' ability to: define
and hold vendors accountable to specific performance criteria; prescribe the manner in which the ddlivery
of serviceswould be authorized; negotiate rates for services provided; establish astandardized format and
content for vendor invoices, and require vendors to submit documentation for hedlth-related services to
support Medicaid reimbursement.

Finaly, in reviewing the PAPS Court Order the Auditor found that it failed to establish sufficiently
detailed criteria for vendor participationinthe PettiesAutomated Payment System, and placed upon DCPS
unregligtic and unachievable timdinesfor paying participating vendors. More importantly, the projection-
based payment method imposed by the Court isinconsistent with sound financia management principles
and practices.

DCPS mug implement stronginterna control s governing the payment of specid educationinvoices
through PAPS. Likewise, DCPS must seek to revise the current Court Order to accommodate a special
education services payment system that is based upon sound financid management principles, specific
criteriafor vendor participation, and reasonable timelines to achieve Court ordered objectives.

MAJOR FINDINGS

1 DCPS interna controls governing the PAPS payment process were inadequate and ineffective.

2. DCPS OCFO paid gpproximately $67 million without OSE verifying the digibility of students or
accuracy of vendor invoices.

3. DCPS paid vendors $1.2 million for services provided to 567 persons indligible for specia
education services or whose digibility could not be determined.

4, DCPS paid $98,490 without resolving invoice irregularities.



5. DCPS presently has a backlog of approximately $4 million in disputed invoices, some of which
have aready been paid.

6. DCPS lacks a standard format for PAPS vendor invoices.

7. DCPS did not establish contracts with nonpublic schools and some related service providers
participating in PAPS.

MAJOR RECOMMENDATIONS

1. DCPS OCFO should develop an effective system of interna controls to ensure that
PAPS payments are accurate and timely and that employees are held accountable to the
fullest extent permitted by applicable personne rulesfor deviations from control policies
and procedures.

2. DCPS Board of Education, Superintendent, and principal manager of the OSE must
develop effective policies and procedures to ensure that PAPS invoices are properly
reviewed, approved and paid only for authorized services delivered to digible DCPS
specia education students and that employees and managersof OSE are held accountable
to the fullest extent permitted by applicable personne rulesfor deviations fromestablished
policies and procedures.

3. The principd managers of DCPS OSE and OCFO must clearly communicate PAPS
policies and procedures to saff through forma written directives.

4. The principal managers of DCPS OCFO and OSE must develop detailed proceduresto
be followed by g&ff in handling PAPS vendor invoices and processing payments. The
procedures should describe the actions that must occur during each phase from invoice
review through reconciliation.

5. The Board of Educationand Superintendent ensure that DCPS' CFO and manager of the
OSE immediately implement a rigorous data driven process for the review, certification,
and payment of PAPSinvoices. These managersshould also establish aclearly articulated
personnd policy that employeeswho fall totimey and thoroughly review PAPS invoices
will be hed accountable to the fullest extent permitted, induding termination, under
applicable personnd rules.



10.

11.

12.

13.

DCPS' Superintendent and CFO seek the recovery of the $1.2 millionpaid to vendorsfor
unauthorized services provided to individuasidentified in this report.

The Board of Education and Superintendert ensure that OSE and the DCPS OCFO
review PAPS vendor invoices at least for fiscd years 1998 and 1999 to identify and
recover additiona fundsthat may have been improperly paid to vendors for unauthorized
services.

DCPS Board of Education, Superintendent, and Chief Financid Officer must ensurethat
effective procedures are devel oped and implemented that require OSE gaff to timely and
adequatdly review vendor invoices for services provided to specia education students.
The review process must require the use of SETS and SIS and other sources of
information to determine the vaidity of transactions presented on vendors' invoices.

The principd managers of the OSE and DCPS OCFO drictly enforce the policy of
determining student digibility during the review and gpprovd of PAPS invoices.

DCPS Superintendent and CFO establish forma protocols and procedures for the
communication of information and the exchange of demographic and other relevant data
with Didrict agencies, such as the Child and Family Services Agency, Department of
Mental Hedth, and Medicd Assstance Adminidration, pertaining to students whose
education is the primary respongbility of DCPS.

The principa managersof the OSE and OCFO must devel op an effective method of timdy
detecting billing irregularities during the PAPS invoice review process.

DCPS OSEand OCFO must develop and implement an appropriate tracking systemthat
will identify students served, dates of service, and amounts paid on students' behdf. The
tracking system could be used in the PAPS invoice review process as well as to monitor
and track students' service information for reporting and andytica purposes.

DCPS Board of Education and Superintendent consider requesting the Court to revise
PAPS from a projection-based payment system to one in which vendors are paid based
on actua invoices for services rendered, which is in line with standard financid
management principles and sound business practices.

-iv-



14.

15.

16.

17.

18.

19.

DCPS Board of Educationand Superintendent consider requesting the Court to revisethe
timetable for requesting additiona information from PAPS vendors to alow DCPS
adequate time to thoroughly review and vaidate billing projections and actud invoices,

The principd managers of DCPS OCFO and OSE should consder transferring the
authority for disputing vendor invoices from the OCFO to OSE to ensure that the nature
of disputesis adequately addressed and clearly articulated before disputed charges are

paid.

DCPS CFO, in conjunction with the manager of the OSE, mugt define the PAPS vendor
invoice format and require vendors to indlude appropriate identifiers and other critical
information such as date of birth, address, or socia security number on invoices prior to
making payments to vendors.

DCPS OCFO mud identify Medicaid reimbursable services and require vendors to
submit encounter documentation for those services provided to DCPS students.

The OSE, with the assstance of DCPS Office of Contracting and Procurement,
immediatdy establish contracts with al nonpublic schools and related service providers
participatingin PAPS. Executing contracts with vendors should alow DCPSto negotiate
competitive rates for services, clearly define the roles and responghilitiesof the parties, as
well asimplement a systlem of monitoring based on specific performance criteria

TheBoard of Educationand Superintendent consider requesting the Court to establishwel
defined criteriathat specid education service providers must meet in order to participate
in PAPS, aswdl as minimum information standards that their invoicesmust meet in order
to justify and support payment by DCPS,



PURPOSE

Pursuant to Section 455 of Public Law 93-198, the Didrict of Columbia Auditor conducted an
examination of expenditures by the Digtrict of Columbia Public Schools (DCPS) for services provided to
specia education students. This aspect of the examination focused specificadly on payments for specid
education services made by the DCPS Office of the Chief Financid Officer (OCFO) through the Petties
Automated Payment System (PAPS).

OBJECTIVES, SCOPE, AND METHODOL OGY

The objectives of the audit were to determine whether:

1 adequate internal controls exist over payments processed through PAPS;

2. invoicesand related documentation submitted in support of payments processed through
PAPS were properly reviewed and approved by the Office of Specia Education (OSE)
prior to payment; and

3. payments were made only for students digible to receive specid education and related
services.

The scope of the examination covered fiscd years 2000 through 2002, as of January 30, 2002.
I n conducting the examination, the audit team reviewed relevant court orders and Didtrict and federd laws
pertaining to specid education, with particular emphass on provisons under which DCPSis responsible
for ensuring afree appropriate public education for al sudents with disgbilities. The audit teamexamined
100% of dl avallable PAPS expendituredata. Additiondly, the audit team interviewed appropriate DCPS
offidasto document and eval uate interna processes of the OSE and the DCPS OCFO related to PAPS
and the provison of specid education and related services. Findly, we examined information systems
maintained by DCPS containing specific student demographic and special education-related data to
determine student digibility for specid education and related services. Tedts of the documentation were
conducted as deemed necessary under the circumstances.



BACKGROUND

In 1975, the U.S. Congress enacted Public Law 94-142, the “Education for All Handicapped
ChildrenAct,” to ensure that childrenwithdisabilities were afforded access to the same education asthar
nondisabled peers. Public Law 94-142 required states to develop and implement policies addressing the
education of studentswithabroad range of disabilities. The Education for All Handicapped ChildrenAct
was amended and reauthorized in 1990 and 1997 and renamed the Individuas with Disabilities Education
Act (IDEA).

IDEA a0 required states to enact policies to ensure that a free appropriate public education is
available to childrenages 3 through 21 with disabilities® Further, IDEA requires children with disabilities
to be educated inthe “least redtrictive environment” possible. Public Law 105-17 (IDEA 97) strengthened
policiesgoverning the ddlivery of educationand rel ated servicesto childrenwithdisabilities. Some of these
policies included:

1. improving teaching and learning, with a spedific focus on the use of an Individudized
Education Program (1EP) asthe primary tool for maximizing each child’ slearning capacity
and measuring progressin the generd curriculum;

2. enauring that children with disabilities are included in generd state and district-wide
assessment programs,

3. ensuring that regular education teachers are required members of the IEP team; and
4, addressing the education of children placed in private schools by their parents.

DCPS Special Education Program

The Didrict of Columbia Public Schoals is respongble for the desgn and ddivery of the specid
education program and related servicesto dl childrenwith specia learning needsresiding in the Didtrict of
Columbia, induding childrenwho are “wards’ of the Didtrict resdinginsurrounding jurisdictions. DCPS
OSE adminigters the specid education program. Responshbilities of the OSE include, but are not limited
to, the following:

1 20 U.S.C. Section 1400
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a identifying, assessing, placing and monitoring the progress of sudents with disahilities;

a ensuring the development of 1EPs for al students requiring specidized instruction;
EI providingacomprehens ve professiona devel opment programfor school-level saff related

to the education of students with disahilities, and

EI reviewingand gpproving invoices submitted by private providersfor specia educationand
related services ddivered to students with disabilities.

During the 2001-2002 school year, 11,492 students, or 17% of DCPS' total student population,
were enrolled in the specid education program. The percentage of students enrolled in DCPS' specid
education program reflected nationd trends in other urban school systems. For example, Bdtimore City
Public Schools, Patterson Public Schools (NJ), and Boston Public Schools had special education
enrollments of 17%, 15%, and 20% respectively, of the total student population during the same time.

In accordance with IDEA’ s least redirictive environment requirement, ingtruction is provided in a
variety of settings, induding regular classrooms, separate resource rooms, separate public day schoals,
nonpublic day schools, nonpublic resdentia schools, hospitals, and other settings. Students that DCPS
cannot serve inanelghborhood school are placed inanonpublic day school or residentid facility to receive
services specified in the student’s IEP. DCPS is also responsible for providing education and related
services and monitoring the progress of students placed in nonpublic day schools and resdentid facilities
by various Didtrict agencies suchasthe Child and Family Services Agency and the Department of Human
Services YouthServicesAdminidration. Additionaly, DCPSis responsible for providing education and
related services to students under the supervison of the Department of Menta Hedlth, formerly the
Commisson on Mentd Health Services.

Of the 11,492 students enrolled in the specia education program, 9,582, or 83%, were serviced
in neighborhood schools and gpproximatdy 1,910, or 16%, were serviced in nonpublic placements.
Table 1 shows the number of students served, by disability, in DCPS' specid education program.



Tablel
Special Education Enrollment by Disability Categories
School Years 1999-2002

Disability 1999-2000 2000-2001 2001-2002 Per centage
Change
Between
1999-2001
Mental Retardation 1,494 1,363 1,519 2%
Hearing Impairments 26 96 92 254%
Speech and Language 641 1,140 1,243 94%
Visua Impairments 338 19 20 -94%
Emotional Disturbance 1,086 1,886 1,881 73%
Orthopedic Impairments 143 92 73 -49%
Other Health Impairments 693 186 185 -73%
Specific Learning Disabilities 3,942 5,126 5,779 47%
Deaf-Blindness 258 10 13 -95%
Multiple Disabilities 128 474 514 302%
Autism 65 119 143 120%
Traumatic Brain Injury 6 26 30 400%
Developmental Delay 1 22 0 -100%
All Disabilities (Age 3-5) 560 0 0 -100%

ALL DISABILITIES
Source: DCPS Office of Specia Education

DCPS Student I nfor mation Systems

All demographic, academic, and other descriptive information on students enrolled in DCPS,
induding those withdisabilities, ismaintained inDCPS Student InformationSystem (SIS). The SISisthe
officid information system used by DCPS to capture key student demographic and academic data as well
as report the officdd DCPS sudent enrollment. More detailed information on DCPS students with
disahilities is maintained in the Specia Education Tracking System (SETS). The SETS dlows specid
education adminigrators, gaff, and school-level personne with the proper authorization to access
information regarding the nature and severity of astudent’ sdisability, sudent |EPs, and other information

Page -4-



pertaining to the educationa progress and atus of students with disgbilities. Additiondly, SETS dlows
adminigrators to generate management reports for monitoring and analytica purposes.  While SETS
providesmore detail ed information pertaining to studentswithdisabilities, informationregarding dl students,
induding studentswithdisabilities, ismaintainedinDCPS’ SIS. Recently, DCPS acquired softwarewhich
enables it to integrate records from SETS and SIS to ensure that the total population is reflected in each
system. Table 2 provides an overview of information captured by SISand SETS.

Table 2
SETS Compared with SIS

Data SIS SETS

Demographics (DOB, Race, Address, etc.,)

School/Placement

Academic Information (e.g., grades, course schedules, etc.,)

Attendance

Disability (nature and intensity level)

LaShawn/DMH

S NN EY RS

IEPs

Hearing Officer Determinations/Settlement Agreements

S N EES

Management/Ad Hoc Reports

Source: DCPS Office of Specia Education

Special Education Funding

The educationof sudents with disabilities in the public school system has become one of the most
highly debated issuesin the political arena. Spirding costs of specia educationservicesin school systems
across the nation have resulted in greater scrutiny of the delivery of services and expenditures related to
specia education programs. In areport issued March 2002, the United States Department of Education
estimated that the 50 states and the Didrict of Columbia spent approximately $50 billion on specid
education services during the 1999-2000 school year.2

2U.S. Department of Education, Special Education Expenditure Project: What Are We Spending On Special Education

Services In the United States, 1999-2000? March 2002.
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Funding to support DCPS’ special education program primarily comes from District
appropriated funds and federal funds, including Medicaid (see Graph 1). During fiscal years 1999
through 2001, DCPS spent a total of approximately $600 million on special and related services.
Expenditures for special education and related services are paid through either DCPS’ PAPS or the
District’s regular payment process. Payments made to vendors through PAPS are pursuant to a court
order requiring DCPS to pay vendors by a specific date based on vendors’ forecasts.

DCPS receives Medicaid reimbursement for students that: (1) meet Medicaid eligibility
requirements; (2) are classified as special education; and (3) receive a health related service.?
Reimbursement from the Medicaid program is contingent upon DCPS’ ability to present documented
evidence that a Medicaid enrolled special education student received an eligible health related
service. Between fiscal years 1999 and 2002, through May 31, 2002, DCPS realized approximately
$69 million in reimbursements from the Medicaid program for services provided to students with
disabilities enrolled in the special education program.

Graph 1
DCPS Special Education Funding
FY’s 1999 through 2001
$300
il ERZRA 526
g $200 ] B Feder;' including Med
o
= $150 B Appropriated
$50
$0
2001

Source: DCPS OCFO

3Non-public tuition is not a reimbursable expenditure under Medicaid.
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Expendituresfor DCPS' specia educationprogramconstituted approximately 24% of OCPS' total
expenditures during the audit period. According to the DCPS OCFO, specia education program costs
rose by gpproximately 52% from $163 millionto $248 million between fiscd years 1999 and 2001.*
Graph 2 shows DCPS specid education expenditures and related enrollment figures between fiscd years
1999 through 2001.°

Graph 2
Special Education Expenditures and Enrollment
FY 1999-2001
(millions)
300,000 -
250,000 $247,714
200,000 - 191,785
012 m Enroliment
150,000 - :
—&— Expenditues
100,000 -
50,000 1 g 357 10,580 11,492
0 s 2 w0
1999 2000 2001

Source: Office of Specia Education and DCPS Office of the Chief Financial Officer

4DCPS OCFO and FY 2000 DCPS CAFR, data used for special education expenditures for FY 1999 and 2001 are from draft

DCPS CAFRs; DCPS never issued a final CAFR for 1999 or FY 2001.

5OCFO, OSE, and the US Department of Education
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In the Didrict, one of the most Sgnificant variables contributing to the increasein specia education
costsisa 72% increase in the number of students enrolled inthe specia educationprogram. During school
years 1997-1998 to 2001-2002, specia education enrollment grew from 6,679 to 11,492, or 72%. In
contrast, DCPS' genera education enrollment decreased by 22% from 70,972 to 56,743 between the
1997-1998 and 2001-2002 school years. Although significant, this phenomenon of growth in specia
education enrollment outpacing growth in general education enrollment does not gppear unique to the
Didrict. Infact, other school systems face asmilar chalenge. Between the 1985-1986 and the 1991-
1992 school year, specia education enrollment in the state of Florida grew twice as fast as regular
educationenrollment.® Likewise, between 1999 and 2001, special education enrollment increased by 5%
and regular education enrollment declined by 6% for Batimore City Public Schools.” Graph 3 presents
the growth rate in DCPS' specid education program compared to its genera education program.

Graph 3
DCPS Special Education Enrollment Growth Rate
Compared to the General Education Program
Schoal Years 1997 through 2002

25% 1

0 15% 15% 1%
0 %
6%
5% 4
T !_‘ T T T 1
-5% 2% 3% 2% = Special Education
15% 9% O General Education
1997-1998 19981999 19992000  2000-2001  2001-2002

-25%

-35% 4

Source: DCPS and the U.S. Department of Education

6The Office of Program Policy Analysis and Government Accountability: Review of the Exceptional Student Education
Program Administered by the Department of Education, April 19, 1997.

7FY 2003 Proposed Budget for Baltimore City Public Schools and 2001 Maryland School Performance Report Card

developed by the Maryland State Department of Education.
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Pettiesv. District of Columbia

IDEA requires state and | oca educationagenciesto useavariety of assessment tools and strategies
to gather relevant functiond and developmenta information about a child referred to a specia education
program, and to conduct evauations that are sufficiently comprehensive to identify al of the child’ sspecial
education and related service needs® Pursuant to D.C. Code, Section 38-2501, DCPS is required to
assessstudentsreferredto the special education program within 60 daysand assign them to an appropriate
public, private, or resdentid placement within 60 days after assessment. To comply with both state and
federa laws, DCPS must ensure that placements for specia education students occur within 120 days of
referral to the specia education program, and that al procedures are in place to ensure disabled students
afree appropriate public education. DCPS' chronic failure to comply with time limits set forth in Didtrict
and federa laws regarding the assessment, placement, and delivery of education and related services to
Sudents with disabilities has resulted in numerous legd actions againg the Didtrict.

Pettiesv. Didrict of Columbiaisaclassactionlawvait filedinthe U.S. Digtrict Court for the Digtrict
of Columbiain 1995 asaresult of DCPS' failure to timdy and accurately pay for nonpublic placements
of sudentswithdisabilities. In the origind lawsuit, plaintiffs sought to compe DCPSto pay for tuition and
related services provided by private organizations. The plaintiffs argued that DCPS failed to fulfill its
statutory duty under IDEA to ensure that Didtrict studentswithdissbilitiesreceive afree appropriate public
education. DCPS argued that its financia Stuation at the time prevented it from meeting its statutory
obligation under IDEA. On March 17, 1995, the Court ruled in favor of the plaintiffs, granting class
certification aswell as a prdiminary injunction, stating thet:

Defendants have placed numerous DCPS students in private specia
education facilities pursuant to their obligation to provide an appropriate
placement for these students. Similarly, defendants have entered into
contracts or other agreements with private firms or other entities for the
provision of specia education related services to students attending public
schools within the [DCPS] sysem. Defendants are required by law to
maintain these students’ placementsand related services by payingthe costs
thereof.

820 USC 1412 and 1414.



DCPS was required to pay, within 14 days, dl costs outstanding as of the date of the Court’s
Order, induding tuition for DCPS students placed in private specid education programs and dl costs of
specia education related services that private providers rendered to DCPS specia education students.
Further, DCPS was ordered to provide written assurances that they would make future payments on a
timely basis and file reports with the Court regarding their compliance with the Court’s Order.

The Petties case resulted in numerous hearing requests regarding DCPS ' failureto maketimely and
full payments to nonpublic schools and related service providers. As aresult of these hearings, numerous
violations were found resulting in the Court ordering the implementation of an automatic payment system
to ensuretimely payment to private organizations providing education and related servicesto Pettiesclass
members.

Petties Automated Payment System (PAPS)

In March 1996, the United States District Court issued another order inthe Petties case requiring
the establishment of PAPS. The PAPS is designed to ensure that there is no interruption in the provison
of specia education and related services as a result of vendor payment issues. In response to the Court
order, DCPS' Chief Financia Officer (CFO) established aSpecia Education Payment Unit (SEPU) whose
repongbilitiesincluded paying PAPS invoicesby Court established deadlines. The CFO aso established
written policies and procedures governing the payment of PAPS invoices.

To participate in PAPS, vendors need only fill out a form, requiring minima data such as the
vendor’ sname and address, and submit it to the DCPS OCFO dong withtheir monthly hilling projections.
The PAPS court order failed to provide specific criteria that vendors of education and related services
must meet to participate in PAPS.  Further, the court order failed to require the execution of written
agreementsor contractsbetweenDCPSand educationand related service providers. The court order only
statesthat privateorganizations providing specia educationand related servicesto DCPS specia education
students can participate in PAPS. Currently, there are 70 vendors participating in PAPS. Of that totd,
63 are nonpublic schools and 7 are related service providers.

Page -10-



Under the PAPS, vendors providing specid educationand related servicesto DCPS studentswith
disabilitiesare required to submit projected average monthly billingamountsto DCPS OCFO. Eachyear,
acourt order isissued specifying the dates that billing projections must be received, atime line governing
DCPS requestsfor additiona informationregarding the billing projectionand diouting invoices, and atime
linefor vendors and DCPS to resolve disputes and respond to information requests. After projections are
received from PAPS vendors, DCPS must submit a schedule to vendors indicating the amounts they will
be pad each month based on the projections. DCPSisrequired to make payments to vendors based
soldy upon billing projections, not invoicesfor actual servicesrendered, no later than the 25" day of each
month. (Paymentsbased on projected billingserroneoudy assumesthat al vendorswill provide adefinitive
amount of servicesto a definitive number of specia education sudents each month. The Auditor found that
during fiscd year 2001, DCPS pad vendors based on actua charges for services rendered instead of
projections as stipulated in the Court order. The practice of paying PAPS vendors based on invoices
submitted for actual services rendered more appropriately complied with sound financiad management
principles) If vendorsfail to submit projections, they can be removed from PAPS, provided that DCPS
gives them writtennatification. DCPS failureto make payments by the 25" day of each month may resut
in the Court imposing sgnificant financid pendties. Table 3 shows the schedule of fines that DCPS may
incur for noncompliance with this provision of the PAPS court order.

Table 3
Fines for Noncompliance with Payment
Provisions of the PAPS Court Order

Days Out of Compliance Penalties

First five days of noncompliance $5,000 each day
Next five calendar days of noncompliance $10,000 each day
Next five calendar days of noncompliance $15,000 each day

Source: Petties Court Order

DCPS OCFO isrequired to reconcile payments made on billing projections with actua invoices
to ensurethat vendorsare not over/under paid. DCPSisa so required to submit to the Court and plaintiffs
counsd alig of average monthly payments, based on projections, made to participating nonpublic schools
and related service providers, along with reconciliation amounts from the previous cycle.
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The DCPS OCFO and the OSE each have a critica role in ensuring that payments made to
vendors under the PAPS are accurate and timely.  The management of the OSE is primarily respongble
for reviewing and veifying the accuracy of dl invoices submitted by vendors for payment. Once the
legitimecy of the invoice has been established, the DCPS OCFO’ s Specia Education Payment Unit is
respongble for ensuring that payments are entered into the financial system and checks are generated by
the 25" of each month. Appendix 1 illustrates the PAPS process within DCPS and defines the respective
roles of the DCPS OCFO and OSE in this process.
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FINDINGS

DCPS INTERNAL CONTROLS GOVERNING THE PAPS PAYMENT PROCESS WERE
INADEQUATE AND INEFFECTIVE

During the period examined, management within DCPS OSE and OCFO failed to establish
adequate interna controls over the PAPS payment process and failed to adhere to exiging policies and
procedures established by the DCPS CFO. TheAuditor found that internd accounting and adminidrative
controls related to PAPS were inadequate and often not observed, which gave rise to a dysfunctiond
system of reviewing, approving, and paying vendor invoices. Further, the PAPS payment process was
adversely affected by aweak interna control environment inwhichOSE and OCFO management did little
or nothing to ensure the effective functioning of internd controls, adherence to applicable policies and
procedures, and compliance withsound financd management principlesand practices. Asaconsequence,
there developed a high degree of risk in the PAPS because adequate, effective controls were not
established and exigting policies and procedures were not adhered to by the management and staff of the
OSE and DCPS OCFO.

Interna control is defined as follows:

Internal Control

A process- effected by an entity’ s board of directors, management, and other personnel—
designed to provide reasonable assurance regarding the achievement of objectives in the
following categories: (a) rdiability of financia reporting, (b) effectiveness and efficiency of
operations, and (€) compliance with gpplicable laws and regulations.®

9M ontgomery’s Auditing, 12" Edition, page 9-2
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Internal controls are comprised of five components, each of which must function successfully in
order for objectivesto be achieved. The five dements of internd control are:

@

@)

3

(4)

Q)

the control environment - which comprises the attitudes, abilities, avareness, and actions of
an entity’s personndl, especidly its management, as they affect the overdl operation and
control of the business, [Auditor's Emphasis]

risk assessment - refersto management’ s process of identifying, analyzing, and managing risks
that affect the achievement of its objectives;

control activities - which are the policies and procedures that help ensure necessary actions
are taken to address risks to the achievement of the entity’ s objectives,

informationand communication- encompassesthe identificationand flow of informationwithin
anentity that enablesindividuas to effectively perform their respective roles and to discharge
their responsibilities; and

monitoring - which relates to management’s process of assessing the qudity of the entity’s
interna control, the ultimate objective being to determine whether the internd controls are
functioning as intended.

Interna controls function properly whenmanagement embracesthemand regularly communicates
thisto gaff at dl levels. The qudity of the control environment isdirectly related to the implementationand
effectivenessof an organization’ s control proceduresand techniques. Inadditionto the above, management
can dso improve the control environment through the establishment of an effective, independent internd
audit function.

The Auditor found that DCPS' internd controls were inadequate and that DCPS program and
financid managersfaled to ensure the implementation of effective PAPS control policies, procedures, and
techniques. Exigting proceduresfailed to provide an effective system for reviewing, gpproving, and paying
invoices only for authorized services delivered only to digible specia education sudents in a manner that
complied withthe PAPS court order. With particular regard to PAPS, DCPS must have effective interna
controls and strong control policies and procedures in place to minimize the potentid for financid fraud,
waste, and abuse of scarce resources that the Court ordered system encourages.
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The Auditor found that DCPS internd controls substantialy failed to achieve the aforementioned
interna control objectives. Asaresult, DCPS OCFO made significant payments to PAPS vendors. (1)
without verification of the legitimacy of services rendered; (2) without verification of the digibility of
students serviced; and (3) without determining whether payments were accurate and appropriate.

The Auditor aso found that the DCPS OCFO’ s PAPS procedures did not:

1. specify inauffident detall the stepsthat the OSE must perform in reviewing and gpproving the
payment of PAPS vendor invoicesinorder to ensurethe accuracy and integrity of payments;

2. sedify in sufficient detail the actions that DCPS OCFO gaff and the staff of the OSE must
perform to timely resolve disputes with vendor’ s invoices,

3. s forth aprocessfor reconciling PAPS vendors' billing projections with actua invoices,

4. dearly aticulatethe roles and responshilities of OSE and the DCPS OCFO for each phase
of the PAPS vendor payment process;

5. edtablish timetables for completing activities required in each phase of the PAPS payment
process,

6. identify individuals in OSE and the DCPS OCFO who were accountable for performing
required tasks during the PAPS invoice review, certification, and payment processes, and

7. communicate the purpose of the PAPS process and the objectives to be achieved by the
system.
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The Auditor found that the procedures governing the PAPS process were cryptic, lacked
accountability, and were prone to noncompliance without immediateremedia consequences. Further, the
proceduresdevel oped by the DCPS OCFO did not provide a sufficdently detailed description of the PAPS
processes that were to be followed. Staff were provided inadequate guidance and instructions for

processing PAPS invoicesfromthe review and approval stagesto the reconciliationprocess. Infact, there
was no mention of the reconciliation process in the procedures reviewed by the Auditor. Further, the
process for timdy resolving disputed invoices wasinsuffident and did not protect the school system from
paying for services that it was not obligated to pay. Weak interna controls, coupled with inadequate
policiesand procedures governing the PAPS process, created asgnificant riskto DCPS' finencid gability.

RECOMMENDATIONS

1.

DCPS OCFO should develop an effective system of interna controls to ensure that PAPS
paymentsare accurate and timey and that employees are held accountable tothefullest extent
permitted by applicable personnd rules for deviations from control policies and procedures.

DCPS Boardof Education, Superintendent, and principa manager of the OSEmust develop
effective policies and procedures to ensure that PAPS invoices are properly reviewed,
approved and paid only for authorized servicesddlivered to digible DCPS specia education
studentsand that employees and managers of OSE are held accountable to the fullest extent
permitted by applicable personne rules for deviations from established policies and
procedures.

Theprincipa managersof DCPS' OSE and OCFO must clearly communicate PAPSpolicies
and procedures to gaff through formal written directives.

The principa managers of DCPS OCFO and OSE must devel op detailed proceduresto be

followed by g&ff in handing PAPS vendor invoices and processing payments. The
proceduresshould describethe actions that must occur during each phase frominvoicereview
through reconciliation.
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DCPS OCFO PAID APPROXIMATELY $67 MILLION WITHOUT OSE VERIFYING THE
ELIGIBILITY OF STUDENTS OR ACCURACY OF VENDOR INVOICES

The Auditor found that the DCPS OCFO paid gpproximately $67 million to PAPS vendors even
though the Office of Specid Educetion failed to perform its responghility of reviewing and approving the
accuracy of invoicesfor specia educationand related services vendors clamed to have provided to specia
education students. The Auditor reviewed PAPS payments made between fiscd years 2000 and 2002
through January 31, 2002. Of the $69 million in paymentsreviewed, the Auditor found that the OSE failed
to review and approve the accuracy and vdidity of gpproximately $67 million, or 97%, of PAPS invoices
prior to payment.

According to current DCPS proceduresfor the payment of PAPS invoices, the OCFO isrequired
to forward to OSE’ s Fiscal Office, within 2 days of receipt, copies of dl invoices and atranamitta |etter
indicating the types of hills being forwarded (PAPS/NonPAPS), the vendors names, amounts, dates
received, and due date. The OSE Fiscd Office is to forward this information to appropriate OSE
supervisors. OSE supervisorsin turn are to assign the invoices to nonpublic, resdentid, or other specid
education g&ff for review and gpproval. 1f OSE disputes a charge on a vendor’s invoice or the entire
invoice, OSE mud initiate the dispute process immediately and forward a sufficient description of the
dispute on a contested billing information sheet to the DCPSOCFO. This form should specify the bill or
gpecific portionof the bill that is disputed and a complete justification for the dispute. The DCPS OCFO
should then prepare and submit a dispute | etter tothe vendor. Invoicesnot disputed are forwarded directly
to the DCPS OCFO for payment.

Withinthe PAPS framework, there gppears to be no accountability for failureto adhereto PAPS
policies and procedures. The Auditor found severa instances where policies and procedures were not
adhered to by either OSE or DCPS OCFO staff. For example, OSE gt&ff faled to properly review and
approvedl invoicesprior to payment by the DCPS OCFO as stated inthe current policiesand procedures.
Insome cases, DCPS' OCFO dff failed to submit copies of the invoicesto the OSE gt&ff for review and
gpprova within the required 2-day period, which did not alow suffident time for OSE taff to review and
approve invoicesprior to payment. Theseand other deficienciescan be attributed to an ineffectiveworking
relationship between OSE and the DCPS OCFO, an ineffective system of internal controls, and a weak
interna control environment governing the PAPS process. The exiding systemfailed to ensure: that duties
and respongbilities were clearly communicated and understood by al parties; that individuas were hdd
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accountable for performing their responsibilities consstent with established policies and procedures; that
sound financid management practices were gpplied; and that resources were efficiently and effectively
managed and safeguarded.

RECOMMENDATION

The Board of Education and Superintendent ensure that DCPS CFO and manager of the OSE
immediately implement arigorous data driven process for the review, certification, and payment
of PAPSinvoices. Thesemanagersshould aso establish aclearly articulated personnel policy that
employeeswho fail to timely and thoroughly review PAPS invoiceswill be held accountable to the
fullest extent permitted, including termination, under gpplicable DCPS personnd rules.

DCPS PAID VENDORS $1.2 MILLION FOR SERVICES PROVIDED TO 567 PERSONS
INELIGIBLE FOR SPECIAL EDUCATION SERVICESOR WHOSEELIGIBILITY COULD
NOT BE DETERMINED

The Auditor found that DCPSwas hilled for, and the DCPS OCFO paid, $1,184,478 to vendors
for education and related services provided to 567 individuds that wereindigible for specid education
sarvices or whose igibility could not be determined due to a lack of auffident information provided on
vendor invoices.®

During the review and approval process, OSE saff are required to examine invoicesto ensure that
vendorshill only for sudents that have been classified as specia educationdigible and have been provided
the specific services prescribed inthe sudent’ s IEP. OSE’ s examination should include verifying student
information in the SETS and SIS to determine whether sudents are active or inactivein DCPS.

10As aresult of time constraints, the Auditor’ s examination of documentation did not include a test to
determine whether related services billed by vendors were actually required by students' Individualized Education
Programs.
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In reviewing PAPS invoices, the Auditor found that DCPS made payments.

1. for individuals who could not be found in SIS or SETS and therefore were not officialy
enrolled in DCPS and appeared to be non-residents of the Digtrict of Columbia;

2. for studentswho were classified asgenera education students and therefore were not digible
for gpecial education services at the expense of DCPS;

3. for students who received services after the date of withdrawa from DCPS and transfer to
another juridiction;

4. for services provided to students who had transferred to public charter schools prior to the
sarvice date indicated on invoices or who withdrew from DCPS for unstated reasons;

5. for studentswho had graduated and did not have diagnosed disahilitieswhile attendingaD.C.
public schoal;

6. for sudentsthat had exited the specid education program prior to the date of service listed
on vendor invoices, and

7. forindividuds that lacked sufficent identifying informationoninvoices, suchasa date of birth
or address, to determine ther digibility for special education and related services at the
expense of DCPS.
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Table 4 provides a breakdown of payments made by DCPS for services to individuds who
gppeared not digible or whase igibility could not be determined.

TABLE 4
Payments Made for Students That Were Not Eligible
for Special Education and Related Services Or
Whose Eligibility Could Not be Deter mined

Student Status Number of Amount
Students

Not in SIS/SETS 274 $711,144

General Education 140 249,994

Transferred From DCPS to Other Jurisdictions 32 50,880

Transferred From DCPS to a Charter School, Left for 69 90,882

Unknown Reasons, or Graduated

Exited From the Special Education Program Prior to 10 18,225

Date of Service

Students Whose Eligibility Could Not Be Determined 42 63,353

with Available Information

Total 567 $1,184,478
Source: Office of the D.C. Auditor based on review of PAPS Vendor Invoices

Duringthereview of invoices, the Auditor found 274 individuds listed on vendor invoicesthat could
not be found in DCPS SIS or SETS. According to awritten confirmation provided to the Auditor by the
DCPS Office of Management and Information Services, these individuals were not in the SIS database,
and thereforewere not officidly enrolled in DCPS at the time services were rendered. The Auditor found
no other evidence to suggest that these 274 individuas were enrolled in DCPS at the time of our review
or a the time services were provided, thereby rendering them indigible for special education services a
the expense of DCPS. Y et, invoices containing discrepancies such as these were promptly paid by the
DCPS OCFO through PAPS.

The Auditor sought additiond information regarding these 274 individuds from other Didtrict
agencies such as the Department of Human Services Menta Retardation and Developmenta Disabilities
Adminigrationand Y outh Services Adminigration, the Child and Family ServicesAgency, the Department
of Mental Hedlth, and the Department of Hedlth’s Medica Assistance Adminigration. Also, the Auditor
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submitted a request to two vendors for specific information about 234 individuds lised onone vendor’'s
invoices and 13 listed on another vendor’s invoices that were paid by DCPS. According to information
provided by one D.C. based vendor, 88 of the individuas not identified as DCPS enrolled students were
residentsof other juridictions and, therefore, were not digible to have ther educationand rel ated services
paid for by DCPS. The Auditor found that these individuas were referred to the vendor by a number of
non-governmental sources such as hospital emergency rooms, private physicians, HMOs, homeless
shdlters, parents or guardians, as well as public and private schools. This vendor has indicated that no
matter where a child resides, the cost of educationa services provided by the vendor is billed to DCPS.
Currently, DCPS has no contractswiththe vendor that provided services to theseindividuds. Thus, there
is no scope of work, no standard procedures satting forth how DCPS students requiring services are to
bereferred to the vendor, and how servicesrendered to digible sudentsareto be billedto DCPS. Within
the context of this undefined, unregulated rationship, this vendor has unilaterally assgned financia
responghility to DCPS for services it has rendered to non-residents and other individuas unknown to
DCPS. Asa consequence of program and financia management deficiencies within the PAPS payment
process, the vendor was paid for questionable serviceswithout any concerns being raised by accountable
DCPS managers regarding the legitimacy of the charges.

The Auditor aso found that DCPS paid vendorsfor rel ated services provided to 140 studentsthat
were classfied as generd education sudents. Genera education students that have not been diagnosed
as having a particular disability are not digible to recaive education and related services under the specid
education program. Instead, those students receive any needed supplementary services, intervention, or
indruction in the genera education program.

Further, the Auditor found that DCPS paid for services provided to 111 students that had
transferred fromDCPSto other jurisdictions, withdrew, or exited fromthe special education program prior
to the date of service indicated on vendor invoices. Students who are enrolled in public charter schoals,
inschool systems outside the Didtrict, have exited the specia education program, have graduated, are over
age 21, or have no record of havinga disability are not digible to recelve specid educationor hedthrelated
services at the expense of DCPS. Again, payments made for these services could have been avoided if
OSE program managers and staff had ensured that the invoices were timely and adequatdly reviewed
before payment.
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Additiondly, the Auditor identified 42 names on PAPS vendors' invoicesthat containedinsufficent
information to substantiate whether each individua was a DCPS specid or genera education student. I
auffident data is not provided on invoices to determine a sudents digibility, DCPS should suspend
payments to the vendor for these students and consider themindigible until the vendor provides additiond,
appropriate information substantiating the identity of the student, authorization for services, and the actud
services rendered.

Finally, the Auditor found many specific instances where DCPS OSE and OCFO g&ff falled to
adhereto current policiessuchas the requirement to determine student eligibility for special educationand
related services, and identify student enrollment status (active or inactive) before certifying payment for
sarvices. The Auditor found that some OSE and OCFO dff: (a) lacked a clear understanding of their
rolesand responsihilities; and (b) followed incongstent processes for reviewing and gpproving invoicesfor
payment. The Auditor asofound that DCPS OCFO and OSE management failed to establish an effective
system of communication and cooperation with other Digtrict agencies to ensure the integrity of services
rendered and the validity of payments made to vendors. One critica deficiency noted was DCPS ' falure
to periodicdly determine whether the Child and Family Services Agency (CFSA), Department of Mental
Hedth (DMH), and Medical Assstance Adminidration (MAA) hdd records of individuals whose
education was the responsibility of DCPS. At the same time, however, the Auditor aso found that these
same agencies faled or refused to provide DCPS with regularly updated lists of students under their
authority.

Based upon the above findings it is evident that DCPS did not have a rigorous system for the
review and certificationof PAPSinvoices, nor did it hold staff accountable for falureto properly and timdy
review and agpprove invoices. Thelack of agronginterna control environment, effectiveinterna contrals,
and detailed policies and procedures has resulted in DCPS making vendor payments that were not fully
substantiated. Infact, the Petties Automated Payment System and the system of controlsreviewed by the
Auditor encourages and facilitates fraud, waste, and abuse.

OSE's failure to review and approve vendor invoices during the audit period led to DCPS
improperly paying a least $1.2 million to vendors a the expense of DCPS students and taxpayers of the
Didrict of Columbiafor 567 persons that were ingligible to receive specia education and related services
or whose digibility could not be determined.
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RECOMMENDATIONS

1. DCPS Superintendent and CFO seek the recovery of the $1.2 million paid to vendors for
unauthorized services provided to individuas identified in this report.

2. TheBoard of Education and Superintendent ensure that OSE and the DCPS OCFO review
PAPS vendor invoices at least for fisca years 1998 and 1999 to identify and recover
additiona funds that may have been improperly paid to vendors for unauthorized services.

3. DCPS Board of Educetion, Superintendent, and Chief Financid Officer must ensure that
effective procedures are developed and implemented that require OSE g&ff to timey and
adequatdly review vendor invoices for servicesprovided to specid education sudents. The
review process mud require the use of SETS and SIS and other sources of information to
determine the vdidity of transactions presented on vendors' invoices.

4. The principa managers of the OSE and DCPS OCFO strictly enforce the policy of
determining student igibility during the review and gpprova of PAPS invoices.

5. DCPS Supeintendent and CFO establish formd protocols and procedures for the
communication of information and the exchange of demographic and other rdevant datawith
Didrict agencies, such as the Child and Family Services Agency, Department of Mental
Hedlth, and M edica Assistance Adminidration, pertaining to sudentswhose educationisthe
primary responshility of DCPS.
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DCPS PAID $98.490 WITHOUT RESOLVING INVOICE IRREGULARITIES

The Auditor found numerous billingirregularitiesduring the review of PAPS invoices. Specificdly,
the Auditor found instances where a vendor billed DCPS repeatedly for services provided only onceto
astudent. For example, aprovider billed $15,665 for one student for one service date over 8 consecutive
months. Theseinvoiceswere paid morethan once. For another student, the vendor billed DCPS $13,965
for one service date that was billed 7 consecutive months.  In each of the identified instances, DCPS
OCFO pad the hills more than once, apparently without recognizing the billing irregularity. Asaresult of
OSE ' s falure to review and approve the accuracy of these invoices prior to payment, the duplicate hills
were paid and the billingirregularitieswent undetected. Intota, DCPSpaid $98,490in billing irregularities
on invoices reviewed by the Auditor. The presence of irregularities such as these further indicates the
absence of or a breskdown in interna controls, as well as the potentia for fraud, waste and abuse in
DCPS financid operations.

RECOMMENDATIONS

1. Theprincipa managers of the OSE and OCFO must develop an effective method of timely
detecting billing irregularities during the PAPS invoice review process.

2. DCPS OSE and OCFO must develop and implement an appropriate tracking system that
will identify students served, dates of service, and amounts paid on students behalf. The
tracking systemcould be used inthe PAPS invoice review process, aswell asto monitor and
track students service information for reporting and analytical purposes.
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DCPSPRESENTLYHASA BACKLOG OF APPROXIMATELY $4MILLIONINDISPUTED
INVOICES, SOME OF WHICH HAVE ALREADY BEEN PAID

In addition to processing PAPS and regular invoices, DCPS OCFO is aso responsible for
handling disputed invoices. Disputed invoicesrepresent amounts billed by vendors that are contested by
OSE for various reasons, including but not limited to:

1. sudentsor services not digible for specid education;

2. dudents who exited the program;

3. non-attendance issues resulting from hospitdizations or incarcerations;
4. services not authorized on students' 1EP; and

5. lack of approved placement notices.

At the time of the Auditor’s fidldwork, DCPS had a backlog of gpproximatdy $4 million in
disputed invoices, some of which date back to the 2000-2001 school year. Some of these disputed
invoiceswere pad inful without aresolutionof the dispute. Under court-ordered PAPS guidelines, DCPS
must request any additiond information needed to support data presented on monthly projected hillings
within 10 days of DCPS' receipt of the projections. If DCPS fails to adhere to this timetable, the court
order stipulates that the projection is understood to be accepted by DCPS,

According to procedures governing PAPS, the DCPS OCFO was to receive from OSE a
Contested Billing Information Sheet specifying the bill or portion of the bill disouted and ajudtification for
the dispute within 14 days of an invoice being received. Based on the receipt of thisinformation, DCPS
OCFO gaff was then responsible for preparing and transmitting dispute letters to vendors. The Auditor
observed that in some instances the dispute | etters were received in the DCPS OCFO after the vendors
had aready beenpaid. Given that, in most cases, DCPS hasfailed to adhere to the Court’ s timetable for

disputing information on vendor’ sinvoices, it gopears likey that DCPS will not recover any money it has
paid on disputed invoices without Court intervention.

Page -25-



Inother instances, the Auditor found that DCPS OCFO gaff disputed invoiceswithout the benefit
of sufficient information provided by OSE. For example, the Auditor observed aningtanceinwhichOSE
gaff indicated the following regarding an invoice being reviewed: “ This sudent is unknown to me and the
placement officer. May have been unilaterdly placed.” With thislimited information, it appears that the
DCPS OCFO's gaff had difficulty addressing the nature of the dispute and drafting the dispute letter for
submission to the vendor.

DCPS internd timdline for review of vendor invoices conflicts with the PAPS Court ordered time
line. For example, DCPS hasonly 10 days under PAPS to request additiond information from a vendor,
however, the OCFO dlows OSE 14 days to review vendor invoices. Under thissystem, DCPSwill never
offiadly comply withthe Court ordered timetable whichunnecessarily increasesthe likelihood of not being
able to recover funds paid on disputed invoices.

The respongbility for resolving disputed PAPS invoices appears to be organizationaly misplaced.
Resolving invoice disputes for specia education services is a program function rather than a finance
function. The OSE daff has extensve knowledge of specid education students, their needs, their
authorized services, and therefore can more accurately articul ate service discrepanciesoninvoicesthancan
OCFO staff. The OSE should be respongble for contacting vendors regarding contested information in
invoices. Likewise, the OSE should continue to submit clearly articulated contested billing sheets to the
DCPS OCFO gff so that they can maintain arecord of invoices received and the status or disposition of
esch invoice.

More criticdly, this process does not comply with sound financial management principles and
practices. The court imposed requirement that DCPS pay PAPS vendors only on the basis of billing
projections, coupled with the abbreviated timdine the Court imposed on DCPS to dispute informetion
presented in the vendors' hilling projections, does not alow DCPS to verify the accuracy and legitimacy
of charges.
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RECOMMENDATIONS

1. DCPSBoard of Educationand Superintendent consider requesting the Court to revisesPAPS
from a projection-based payment system to one in which vendors are paid based on actud
invoicesfor services rendered, which isin line with standard financid management principles
and sound business practices.

2. DCPS Board of Education and Superintendent consider requesting the Court to revise the
timetable for requesting additiona information from PAPS vendorsto alow DCPS adequate
time to thoroughly review and vdidate billing projections and actud invoices.

3. Theprincipd managersof DCPS OCFO and OSE should consider transferring the authority
for disputing vendor invoices from the OCFO to OSE to ensure that the nature of disputes
is adequately addressed and clearly articulated before disputed charges are paid.

DCPSLACKSA STANDARD FORMAT FOR PAPSVENDOR INVOICES

During the examinaion of PAPS invoices, the Auditor found that there did not appear to be a
standard format required by DCPS for invoices submitted by vendors. As aresult, some vendors failed
to provide critica data such as a student’s date of birth, socia security number, or address on invoices
submitted for payment. In theseingtances, therewas no evidenceto suggest that DCPS OCFO or OSE
gaff demanded additiond informationfromthese vendors before payment. Thelack of criticd information
oninvoicespreventsprogramand finance offidds from digtinguishing among students during the review and
approva processand verifying the digibility of the student to receive the services rendered. For example,
one vendor billed for related services provided to severa students with common names.  Further, the
invoice contained only nameswithno other identifiers. Therewere severa studentsincluded ontheinvoice
withthe same nameinthe DCPS SIS. Thereviewer would not have ameans of linking the specific sudent
withthe services provided, nor could the reviewer determine if the servicesprovided were required by the
student’s IEP.
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The Auditor also noted that many vendor invoices did not include other critica data such asthe
gpecific services provided to students. In many instances, the invoices submitted by vendors listed a
summary of services provided, but faled to link those servicesto a particular student, which could then be
linked to the student’s IEP. Additionaly, on some invoices vendors provided arate but failed to identify
specific services provided to students that related to the rate.

Idedlly, each invoice should lig the names of students served, provide an appropriate identifier
(DCPS uses date of birth), and identify dates and types of services rendered. In turn, each invoice
submitted to OSE for review should be examined thoroughly againgt student records, IEP data, court and
adminidrative hearing records, and DCPS' records of programs operated by other Digtrict agencies, prior
to validating the authenticity of data contained invendor invoices. The absence of unique student identifiers,
information regarding actua services rendered, dates that services were provided, and other critical data
lacking on an invoice impedes and subgtantially weakens the review and approva process.

The lack of critica information on invoices dso impacts DCPS Medicad revenues. DCPS
receives reimbursement from Medicaid for hedthrelated services provided to Medicaid igible sudents.
Without critical information identifying students and services provided on invoices, DCPS cannot identify
Medicad digible students and Medicaid rembursable services. As a result, DCPS may be risking its
ability to recover Medicaid revenues by tolerating the submission of deficient vendor invoices.

The absence of astandardized format for vendor invoiceshasled to many of the deficienciesnoted
above. Thesedeficienciesindicatethat basicinternd controls designed to prevent payments not supported
by adequate documentation were non-existent, ignored, or circumvented.

RECOMMENDATIONS

1. DCPS CFO, in conjunction with the manager of the OSE, mug define the PAPS vendor
invoice format and require vendors to include appropriate identifiers and other critica
information such as date of birth, address, or socia security number on invoices prior to
making payments to vendors.
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2. DCPS OCFO mug identify Medicaid reimbursable services and require vendors to submit
encounter documentation for those services provided to DCPS students.

DCPSDID NOT ESTABLISH CONTRACTS WITH NONPUBLIC SCHOOLSAND SOME
RELATED SERVICE PROVIDERS PARTICIPATING IN PAPS

During the audit period, seventy (70) nonpublic schools, private organizations, and individual
service providers participated in the PAPS program. The exiding Court Order sets no standards or
requirements for participation as a specia education service provider and no minimum standard for
invoicdng DCPS for services rendered. As mentioned previoudy, participation in PAPS only requires
vendors to complete an enrollment form, which requires minimal data such asa vendor's name and
address. Further, the court order contains no specific criteria that vendors must meet to participate in
PAPS. The Auditor found that DCPS has not established contracts with any of the nonpublic schools
providing specia educationand rel ated servicesto DCPS studentswithdisabilities. The Auditor also noted
that DCPS had not established contracts with dl related service providers participating in the PAPS

program.

Contracts are legdly binding agreements between parties. They set forth important terms and
conditions related to the scope of work, procedures for authorizing services, service rates, invoice and
payment procedures, and duration of the contractua relationship. Thelack of acontract with vendorson
the PAPS system hinders DCPS' &hility to define and hold vendors accountable to specific performance
criteria, provides no mechaniam for authorizing the delivery of services, does not provide a means to
determine agreed uponrates for services provided, and does not provide for sandardizing the format and
content of vendor invoices.

Additiondly, without awritten contract DCPS is limited in its ability to require nonpublic schools
and related service providers to complete and submit documentation for health-related services provided
to DCPS Medicaid digible sudents. DCPS uses Medicaid funds to support specia educationprogram
operations, and has experienced sgnificant problems obtaining Medicaid revenue, in part, because of its
inability to require most nonpublic ingtitutions to provide DCPS with documentation of services rendered
which is necessary to justify and support reimbursement fromthe Medicaid program. This deficiency has
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resulted in potentia disallowances in the annud cost sattlement audit for costs associated with services
provided to studentsin nonpublicingtitutions, and adversdly affects DCPS' ability to recover revenuefrom
the Medicaid program.

Although DCPS does not have contracts with nonpublic schools, it does have contractswith some
related service providers. For service providers under contract, DCPS Office of Contracting and
Procurement (OCP) has negotiated ratesfor servicesto be provided and included provisions that spell out
contractor responshilities. Additiondly, the contracts contain specific requirements that vendor invoices
must meet. Those requirements include the following:

the contract number and purchase order number;

the name, address, and telephone number of the contractor;
the period in which services were provided,

the name of student(s) and date of birth;

the name of the school where services were provided;

the dates of service provided per student and its cost;

the DCPS Encounter Data Tracking Form; and

OO0 Jd 4o d o

the signature of an authorized officia of the contractor.

OSE management indicated to the Auditor that it has already performed research regarding the
establishment of contracts with nonpublic schools. In particular, OSE leadership has begun to observe
practices used by the Mayland State Department of Education to establish contracts and monitor
nonpublic schools. The OSE hasaso collected dataregarding rates charged by various nonpublic schools
and related service providers in the Washington Metropolitan Area for various educational and related
sarvices. DCPS leadership must expeditioudy initiate the critica step of establishing agreements with
gpecid education and related service providers.
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Establishing contracts with vendors would likely yield the following benefits

competitive pricing, based on market rates, for each type of service provided,
measurable performance criterid and a system of monitoring and evauation;
clearly defined roles and responsibilities for DCPS and contractors,

standard format and content requirement for al invoices,

Od d d o

the ability to establish minimum qudifications for participationby vendors and gainameasure
of certainty that the vendor is qudified to perform the services, and

(W

increased opportunities to maximize revenuesrelated to the Medicaid program as aresult of

vendors timely providing required information.

As areault of the lack of contracts with private vendors, DCPS pays varying rates for the same
services provided to specia education students.  For example, DCPS paid one vendor $105 for
educational services and $69 for the same services provided by asimilar vendor. Further, DCPS accepts
vendor-determined formats for invoices that oftenlack critica informationnecessary to judtify and support
payments. Thishasled to an unnecessary waste of scarcefinancial resourcesthat DCPS desperately needs
to support the educeation of Digtrict public school students.

RECOMMENDATIONS

1. The OSE, with the assstance of DCPS' Office of Contracting and Procurement, immediately
establish contractswithdl nonpublic schools and related service providers participating in PAPS.
Executing contracts with vendors should alow DCPS to negotiate competitive rates for services,
clearly define the roles and respongbilities of the parties, as well as implement a system of
monitoring based on specific performance criteria

2. TheBoard of Educationand Superintendent consider requesting the Court to establishwell defined
criteriathat special education service providersmust meet in order to participate in PAPS, aswell
as minmum information standards that their invoices must meet in order to justify and support
payment by DCPS.
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CONCLUSION

The Didrict of Columbia Public Schools (DCPS) has paid millions of dollars to vendors
participating in the Petties Automated Payment System without verifying the accuracy or legitimacy of
charges. These unsubstantiated payments were made as a result of management in DCPS' Office of
Specia Education and Office of the Chief Financid Officer failing to implement adequate and effective
internd controls, policies and procedures, and sysems of accountability. Poor communication,
uncooperative intra-agency and inter-agency working relaionships and the general absence of contracts
with vendors exacerbated the mismanagement of transactions flowing through the Petties Automated
Payment System.

The Petties Automated Payment System was designed to ensure timdy payment to vendors of
specia education and related services to DCPS students with disabilities. The Auditor determined that
DCPS pad approximately $67 millionto PA PS vendorswithout: (1)reviewing and approving the accuracy
of invoices, (2) veifying that servicesprovided wereauthorized by DCPS through Individualized Education
Programs; and (3) determining the digibility of students for specia education services. As a result, the
Auditor found that DCPS paid $1.2 million to vendorsfor services provided to 567 individuas that were
indigble for gpecia education services or whose dligibility could not be determined from information
provided on vendors' invoices.

The Auditor identified numerous previoudy undetected instances of billing irregularitiesduring the
review of PAPSinvoices. For example, the Auditor found irregularities totaling $98,490 which conssted
of repeated hillings for services provided once to students.

The Auditor found that DCPS has a backlog of approximately $4 millionin disputedinvoices, some
of which have dready been paid. Thelikdihood of DCPS recovering funds aready paid is subdantidly
diminished due to timelines sat forth within the PAPS Court Order.
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The Auditor determined that DCPS failed to establish contracts with vendors providing
education and related services to its students with disabilities. The lack of contracts hindered DCPS’
ability to: define and hold vendors accountable to specific performance criteria; prescribe the manner
in which the delivery of services would be authorized; negotiate rates for services provided; establish
a standardized format and content for vendor invoices, and require vendors to submit documentation
for health related services to support Medicaid reimbursement.

Finally, in reviewing the PAPS Court Order the Auditor found that it failed to establish
sufficiently detailed criteria for vendor participation in the Petties Automated Payment System, and
placed upon DCPS unrealistic and unachievable timelines for paying participating vendors. More
importantly, the projection-based payment method imposed by the Court is inconsistent with sound
financial management principles and practices. '

DCPS must implement strong internal controls governing the payment of special education
invoices through PAPS. Likewise, DCPS must seek to revise the current Court Order to
accommodate a special education services payment system that is based upon sound financial
management principles, specific criteria for vendor participation, and reasonable timelines to achieve
Court ordered objectives.

Respgcetfully submitted, /
/ / /

Deborah K. Nic 1615

District of Columbia Auditor
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Exihibit 1
Petties Automatic Payment System
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AGENCY COMMENTS



AGENCY COMMENTS

OnAugust 28, 2002, the Office of the Didtrict of Columbia Auditor submitted this report, indraft,
for review and comment to the following agency officids Presdent, Didtrict of Columbia Board of
Education; Superintendent, Digtrict of Columbia Public Schools, Chief of Staff, Didirict of Columbia Public
Schools, Chief Operating Officer, Digtrict of Columbia Public Schools; Chief of Specia EducationReform,
Division of Specid Education, Digtrict of Columbia Public Schools, Assstant Superintendent, Division of
Specia Education, Didrict of Columbia Public Schools, Chief Financid Officer, Didtrict of ColumbiaPublic
Schools, Generd Counsd, Didtrict of Columbia Public Schools; Interim Corporation Counsdl, Office of
the Corporation Counsdl; Chief Financia Officer, Office of the Chief Financid Officer; and Senior Deputy
Director, Medica Assstance Adminigtration.

Written comments were received from the Chief Financid Officer, Didrict of Columbia Public
Schools, onSeptember 12, 2002 and fromthe Senior Deputy Director, Medical Assstance Adminigtretion,
on September 16, 2002. Where appropriate, changes to the final report were made to reflect the
comments. The comments, in their entirety, are included with thisfina report.
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DISTRICT OF COLUMBIA
PUBLIC SCHOOLS

Office of the Chief Financial Officer
825 North Capitol Sweey, N.E., 7th Floor
Washington, D.C. 200024232
202-442-5300, fax: 202-442-5304
www k12 de.us

September 12, 2002

Ms. Deborah K. Nichols

District of Columbia Auditor

Office of the District of Columbia Auditor
717 — 14™ Street, N.-W., Suite 900
Washington, DC 20005

Dear Ms. Nichols:

Thank you for the opportunity to respond to your August 28, 2000 Draft Report entitled
“Review of DCPS Special Education Expenditures Made Through the Petties Automated
Payment System "

I concur with the findings and recommendations identified within the Draft Report. It is
obvious from your report that there are weaknesses in our internal controls as it relates to
the Special Education Petties Automated Payment System (PAPS). I am committed to
improving those internal controls.

The DCPS Office of the Chief Financial Officer, in coordination with Office of Special
Education (OSE), has begun to implement a new process to ensure our control objectives
are being met. For instance, we no longer pay vendor invoices unless they are approved
by OSE. Also, we have implemented a database that tracks invoices and monitors the
invoice dispute process. It is my understanding that DCPS is engaged in a
negotiation with plaintiffs counsel in the Pettics case to extend the timeline to pay
invoices. This will allow time for a more clearly defined procedure for disputing
invoices, and establish a standard invoice format.

The DCPS Office of the Chief Financial Officer will continue to closely collaborate with
Office of Special Education to implement your recommendations. We must ensure
payments to vendors are properly reviewed and approved and that payments are made
only for students eligible to receive special education and related services.

Sincerely,

Robert A. Morales
Chief Financial Officer

Children First



V37 10/ LOVL 14043 2049492 (30 MAA FPAGE UVZ2/bZ

GOVERNMENT OF THE DISTRICT OF COLUMBIA
DEPARTMENT OF HEALTH

* %k %
E——
—

Semnior Deputy Director
for Health Care Finance

September 16, 2002

Ms. Deborah K. Nichols

District of Columbia Aunditor

Office of the District of Columbia Auditor
717 14™ Street N. W., Suite 900
Washington D.C. 20005

Dear Ms. Nichols:
Re: DCPS Special Education Expenditures Madc Through the Petties Automatcd Payment System

Members of my staff have reviewed your draft report captioned above and provide the following
response:

The Medical Assistance Administration (MAA) concurs with the general theme of the report; namely, the
overall lack of internal controls surrounding the operations, accounting and reporting of expenditures
pertaining to the administration of DCPS’s Special Education Program.

MAA is not sure from the report whether the encounter data gencrated by the special education unit is
captured by SETS and a Medicaid claim made for special educational services. Apart from claims for
transportation services, what other services are rendered under the Petties Payment System? If so, how?
Appendix 1 is not legible for us to deternine the answer to these questions.

MAA stands ready to help DCPS correct the deficiencics sighted and we appreciate the opportunity to
review the report.

Sincerely, :

WLZ/" -
erbert H. Weldon, Jr.

Senior Deputy Director for Medical Assistance Administration

cc: Wanda Tucker, Deputy Director
Imeh Jones, Ph.D., CFO
Calvin Keamey, Chicf, Programs & Operations
Heather McCabe, Chief, Office of Children & Families
Steve Lutzky, Chief, Office of Disabilities & Aging
Ganayswaran Nathan, Chief, Finance & Audit

825 North Capitol Street, N.E., Suite 5135, Washington, D.C. 20002 (202) 442-5988 FAX: (202) 442-4790




