Office of Superintendent of Schools January 5, 2005
Board Meeting of January 19, 2005

Office of Management and Compliance Audits
Allen M. Vann, Chief Auditor

SUBJECT: AUDITOR GENERAL OF THE STATE OF FLORIDA’'S REPORT NO.
2005-074: MIAMI-DADE COUNTY DISTRICT SCHOOL BOARD
CAPITAL CONSTRUCTION FUNDING ACTIVITIES

This Auditor General report is the ninth in a series of reports issued by the State Auditor
General pursuant to Chapter 2001-253, Laws of Florida. This operational audit focused
on Miami-Dade County District School Board’s operating units, programs, activities,
functions, and classes of transactions related to capital construction funding. For each
of these areas, the audit primarily included examinations of transactions, as well as
events and conditions, occurring during the period July 1, 2002, through June 30, 2003,
and selected actions taken through May 2004.

Provided herein is the Auditor General's final report pursuant to his request that the
report be received and filed by the School Board at its next scheduled meeting. The
School Board Audit Committee will review this report at its January 25, 2005 meeting.

Copies of this report will be distributed to School Board members, the Superintendent of
Schools, and appropriate district staff and will be placed on file in the Office of the
Recording Secretary to the School Board and in the Citizen Information Center.

RECOMMENDED: That The School Board of Miami-Dade County, Florida, receive and
file the Auditor General of the State of Florida’s Report No. 2005-
074: Miami-Dade County District School Board Capital Construction
Funding Activities.
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building
111 West Madison Street o/ /’178 .
WirriaM O. MonroE, CPA : _ 850/488-5534 278-
AUDITOR GENERAL Tallahassee, Florida 32399-1450 Fax: 488-6975/8C 278-6975
December 2, 2004

Mt. Rudolph "Rudy" Crew 2y
Superintendent of Schools
Miami-Dade County District School Board

1450 Northeast Second Avenue, Suite 912
Miami, Florida 33132-1394
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Dear Superintendent Crew:

Enclosed is a copy of report No. 2005-074, an Operational Audit of Miami-
Dade County District School Board Capital Construction Funding Activities

duting the Period July 1, 2002, through June 30, 2003, and selected actions taken
through May, 2004.

[t is requested that this report be presented to the District School Board at its
next meeting and that it be ordered filed as a part of the public tecords of the
Board, making mention of this fact in the minutes of the Board.

T am also enclosing an extra copy of the repott for the use of your school
finance officer.

Sincerely,

William O. Monroe
Jclt

Enclosure: 2
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MIAMI-DADE COUNTY DISTRICT SCHOOL BOARD
CAPITAL CONSTRUCTION FUNDING ACTIVITIES

Operational Audit_t

SUMMARY

This audit report is the ninth in a series of reports
to be issued on audits conducted putsuant to
Chapter 2001-253, Laws of Florida, Specific
Appropsiation 118; Chapter 2002-394, Laws of
Florida, Specific Appropriation 105; Chapter
2003-397, Laws of Florida, Specific Appropriation
59; and Section 11.45, Florida Statutes.

This opetational audit focused on Miami-Dade
District School Board’s operating units,
programs, activities, functions, and classes of
transactions related to capital construction
funding. For each of these ateas, our audit
primarily included examinations of transactions,
as well as events and conditions, occurring
during the period July 1, 2002, through June 30,
2003, and selected actions taken through May
2004. Financial information for the prior fiscal
year is included for comparison purposes.

Finding No.1:  Reports periodically prepated
for the Board and management’s review did not
provide sufficient information for effectively
monitoring the status of individual construction
projects and the effects of individual projects on
the overall capital construction program.
Providing budgeted and actual information
based on existing and planned projects would
enhance the ability of the Board, management,
and other stakeholders to assess the effectiveness
and efficiency of the capital construction

progtram.

Finding No.2: Our rteview of the District’s
capital projects tracking procedures noted that
ptoject numbers were not consistently assigned
to capital construction transactions. We noted
that capital projects were identified with program
numbers; however, each program number could

have several specific ptrojects associated with it
The inaccurate identification of capital
construction transactions by project and program
hinders the District’s ability to capture and report
capital outlay expenditures accurately.

Finding No. 3: The District has initiated staff

reductions and the implementation of an

automated time accounting system as directed
by the Board, based on recommendatiotis from
an outside consultant. The District plans to use
the automated  system to determine the
construction department’s efficiency and the
achievement of goals recommended by the
outside consultant. However, we noted that the
design of the automated system does not include
budget information for certain significant work
categoties that may be used to further the
recommended goals. In addition, the compiled
information will not be used to determine the
reasonableness of salary cost allocations to the
capital construction projects.

Finding No.4: The District submitted a
facilities wotk program to the State Office of
Educational Facilities in September 2003 that
included facilities needs for five years (i.e.,
2003-04 through 2007-08), but did not include

“information for the 10-year and 20-year periods,

as prescribed by Section 1013.35, Flotrida Statutes.
An amended facilities work program submitted
in March 2004 did not provide additional
information for the 10-year and 20-year periods.
In additicn, our review of the Disuict’s facilities
wotk programs for 2002-03 and 2003-04 fiscal
years noted that the amounts reported in the
facilities wotk programs for the first year did not
agree with the adopted annual! capital outlay
budget for the corresponding fiscal year, contrary
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to the requirements in Section 1013.35, Florida
Statutes.

Finding No.5: Our review of 30 construction
projects, with adjusted contract amounts totaling
approximately $173 million, noted delays in the
completion of the projects and costs in excess of
the otiginal project budgets. The delays in the
time required to complete 25 of the projects
ranged from 47 to 1,057 days, with an average of
284 days. The costs in excess of the original
project budgets ranged from $30,846 1o
$3,096,447, with an average of $411,689 for 18 of
the projects,

Finding No. 6: Our analyses of the District’s
efficiency in utilizing funds available for capital
construction for the three-year period of 2000-01
through 2002-03 show that the District’s
utilization of capital construction funding
sources is not matching its capital construction
plans. The District’s average actual expenditures
and transfers out over the three fiscal years wete

37 percent of its average budgeted expenditures .

and transfers out.

Finding No.7:  Outr review of 23 capital
construction projects active as of March 26, 2004,
noted that the timing between the receipt and
expenditure of funds allocated to 15 of the
selected projects were reasonable. The
remaining 8 projects were funded with Qualified
Zone Academy Bonds (QZABs) and had a
significant part of their allocations unexpended.
The time elapsed between the initial allocation of
QZAB funds and March 26, 2004, ranged from
247 to 3.62 years and the percentages of
unexpended allocation ranged from 715 percent
to 98.9 percent. Since QZABs are debt issued to
fund specific renovations and remodeling
projects, the proceeds should be expended in a
telative short time.

INTRODUCTION

The Miami-Dade County District School Board’s
Office of Budget Management and the department of
Facilittes Operations, Maintenance and Planning,
through a collaborative effort, are charged with
overseeing and managing the District’s capital
construction funding activities.

The Office of Budget Management identifies the
funds available for capital construction from several

sources, as discussed 1n the Background Information
section, and has the overall responsibility to
coordinate the timely preparation and submission of
the Distrct’s annual budget in accordance with
pertinent statutes and regulations. The Office of
Budget Management was supervised by the Chief
Budget Officer, who reports to the Chief Financial
Officer. During the audit period, the Chief Financial
Officer reported to the Superintendent.  Effective
July 2004, the Chief Financial Officer reports to the
Deputy Superintendent of Business, Operations,
Finance and Consttucton, who reports to the

Superintendent.

The  department of  Faciliies  Operations,
Maintenance and Planning was responsible for
prioritizing capital construction needs based on
pertinent information, such as the Educational Plant
Survey, and needs assessments supplied by the Area
Community Centers for Educational Support Services
(ACCESS). The department of Facilities Operations,
Maintenance and Planning was under the supervision
of an Interim Assistant Superintendent, who repotted
to the Chief Business Officer. Effective August 2004,
a Chief Facilities Officer was hired to supervise the
Faciliies Operations, Maintenance and Planning
depattment. The Chief Facilities Officer reports to
the Deputy Superintendent of Business, Operations,

Finance and Construction.

The Miami-Dade County District School Board has
adopted rules that govern the District’s capital
construction funding activities in accordance with
Florida Statutes and State Board of Education (SBE)
Rules. Some of the areas covered by these rules
include the tesponsibility of the Superintendent of
Schools to establish the necessaty procedures for the
pteparation, review, and approval of an annual
budget; the development of an annual and long-range
plan that reflects the District’s facilides needs; and the
development of an allocation formula for the

equitable distribution of relocatable classrooms.

The District’s capital construction funding consists of
revenues from State, local and other financing

Page 2 of 28



NOVEMBER 2004

REPORT NO. 2005 -074

sources. A detailed description of these sources and
the District’s procedutes to prepate, approve, amend,
and monitor its capital construction budget is
included below in the section titled “Background
Information.”

FINDINGS AND RECOMMENDATIONS

Finding No. 1:

Capital Construction Monitoring

We reviewed for adequacy the reports prepared for
the District’s management and Board members on
the capital construction program. We noted that
both the Office of Budget Management (OBM) and
the District’s Facilities Operations, Maintenance and
Planning department prepare several reports available
to management and the Board, either on-line or as
printouts, which provide information to monitor the
status of the capital constructon program. These
reports, while providing summary information on the
overall capital construction program, were not
adequate for effectively monitoring and managing the
capital construction program.

Reports petiodically prepared for the Board and
management’s review did not provide sufficient
information for effecdvely monitoring the status of
individual construction projects and the effects of
individual projects on the overall capital construction
progrtam. While it may not be practicable for the
Board and management, at all levels, to monitor each
individual project within the District, preparing
teports that provide information at the project level
would provide the increased accountability necessary
for monitoring and evaluating the status of the capital
construction program,

Reports perodically prepared for the Board and
management’s review provided information at the
“program” level. In many instances, a program
constituted a cost center location under which several
ptojects may be included. The program level reports
included amounts for previously completed projects,
as well as projects in progress, combined together.

As further discussed in Finding No. 2, the District, in
previous vears, did not assign a unique project
number identifier to transactions and, therefore,
teporiing the status of individual projects was not
practicable based on the recorded data. In these
circumstances, comparison of the actual or revised
estimated costs of individual construction projects to
the original budgeted costs was not practicable and
readily available for the Board or management
Additionally, management reports to the Board and
other stakeholders did not show a comparison of the
actual or projected completion dates to the original
estimated dates for individual construction projects.

Also, we noted the District’s method of reporting
budget information did not readily provide
information on available budget balances.  For
example, current capital budget plan reports provided
o the Board in the budget development and approval
process showed accumulated budget amounts by
program beginning with the 1988-89% fiscal year
through the beginning of the current fiseal year. The
proposed budget plan documents for the 2003-04
fiscal year showed budget balances by program which
had accumulated over 14 years without eliminating
budgets for previously completed projects or
otherwise eliminating the budget data for project
budget overruns or excess residual project budgets.
Reporting accumulated budget amounts by program
did not appear to provide meaningful and useful
information to the Board, management, or
stakeholders for planning, managing, and monitoring
the financial status of the capital consttuction
program. Also, the effectiveness of the budget plan
as a tool for monitoring the status of the District’s
capital construction plan is limited in these

cifcumstances.

Providing budgeted and actual information based on
actual existing and planned projects would enhance
the ability of the Board, management, and
stakeholders to assess the effectiveness and efficiency
of the capital construction program and provide
accountability and transparencies in the monitoring of
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constructon projects. A similar finding regarding
management reporting was noted in report No.
02-188.

Recommendation: We recommend that the
District enhance its monitoring procedures to
promote completion of construction projects on
schedule and  within  budgeted  cost.
Management reports should be submitted to the
Board and other stakeholders at its regularly
scheduled meetings. At a minimum, these
reports should show comparisons of actual or
projected completion dates for construction
profects to the original estitnated dates and of the
actual or revised estimated costs to the original
budgeted costs. The reports should be verifiable
to the District’s accounting and other records,
and should be periodically reviewed by persons
independent of the facilities planning function.

approximately 10,500 transacoons with a total value
of $125.6 mullion. Our review of these programs and
transactions disclosed the following exceptions:

Finding No. 2Z;

Identifying Capital Construction Transactions

The District should identify its capital construction
transactions in a consistent and unique mannetr in
order to provide management and other stakeholders
with the necessary information to monitor the cost of

the construction projects efficiently.

Qur treview of the District’s capital projects tracking
procedures noted that project numbers were not
consistently assigned to all transactons. As noted in
Finding No. 1, capital construction projects were
identified with program numbers; however, each
program number could have several specific projects
associated with it. In January 2004, District personnel
informed us that they were identifying all transactions
to date with the cotresponding project number and
expected to complete the process by the end of the
month.

We selected 18 capital construction programs for
review in March 2004 to determine the District’s
progress in identifying the capital construction
transactions with the cotresponding project numbers.
These 18 capital construction programs contained

No. of Dollar Value of
Description Transactions Transactions
Project No. Approved Under
Gifferent Program Na. (1) 16834  § 18705481
Documentation of Project Number
Approval Nat Available (2) 376 2,748,683
No Preject Number Assigned 9 17,030
Transaction identified with Project
No. "0000" (3) 33 (35,305)
Total 2252 % 21435869

(1) The pregram number shown on the approval documentation for the given
project number did not agree with the program numcer under which the
project expenditures were recorded.

{2) Documentation showing approval of project number was not provided for
examinaticn.

(3) Project No. "0000" was used by accounting or budget departments for
adjustments.

The inaccurate identification of capital construction
transactions by project and program hinders the
District’s ability to accurately capture and report the
costs of capital outlay expenditures and the efficient
monitoring of the District’s capital construction
funding needs by management and other
stakeholders.

Recommendation: We recommend that the
District continue its review of the District’s
capital construction project tracking procedures
to ensure that all transactions are identified by
project as well as program number.

Finding No. 3:

Allocation of Salaries to Capital Projects and
Reduction of Staff Levels and  the
Implementation of Time Accounting System

Section 1013.64(6)(a), Florida Statutes, provides that
the salaries of employees whose duties consist solely
of labor necessary to accomplish capital outlay
functions may be charged to capital outlay funds.

However, the salaries of employees whose duties
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consist partially of performing functions related to
capital outlay are to be prorated based on the time
dedicated to performing such functions, then charged
to capital outlay funds.

Allocation of Salaries to Capital Projects

The District has establised procedures to allocate
salaries to capital projects. This allocation is referred
to as “salaty abatement” because the salary costs are
transferred from the General Fund to the Capital
Qutlay Fund.

The District employs a two-step test, known as the
“litmus test,” to determine whether an employee’s
salary is abatable. This test requites that: (1} the
employee’s position must be required to conduct the
capital construction program, and (2) the employee’s
time must be at least 95 petcent related to capital
constructon.  All District salaries are originally
charged to the General Fund. Those salades related
to the capital construction program are assigned to
either the Facilities Acquisition and Construction ot
the Maintenance of Plant expenditure category.
Salaries assigned to Facilities Acqﬁisition and
Construction, that meet the “litmus test” mentioned
above, are transferred to the Capital Outlay Fund.
The amount of salaries determined to be abatable is
then chatged to each capital construction project
using an 8 percent capital rate. This overhead rate
was derived by the District through an evaluation of
capital expenditures allocable to the Capital Outlay
Fund over the three-year period between 1995 and
1998. The difference between the amount of salaties
expenditures transferced from the General Fund to
the Capital Outlay Fund and the total abated salaries
allocated to the individual capital projects is charged
to the District’s Central Abaternent Account in the
Capital Outlay Fund.

Salary costs assigned to the Maintenance of Plant
category are for positions related to remodeling,
maintenance, and repairs of faciliies. These salary
costs are partially financed through the transfer of

funds from the Capital Qutlay Fund to the General
Fund, as allowed by Section 1011.71, Florida Statutes.

In March 2003, the District conducted a sutvey to
determine which positions outside the capital
construction  program  departments were being
allocated to the Capital Outlay Fund and as a
feasibility study to explore alternative methods of
allocating salary costs. The survey requested each
department head to identify employees within the
department, whose duties were related to capital
construction program functions, along with the
petcentage of time dedicated to such functions.

We tested 20 of the 375 positions being charged to

facilities construction and maintenance to determine

whether salaries were being propezly allocated to the

Capital Qutlay Fund. The total estimated cost for

these 375 positions was approximately $23 muillion.

Nine of the 20 positions (45 percent} were incorrectly’
charged to the Capital Outlay Fund, although

supporting documentation showed they should have

been charged to the General Fund. In addition, 2 (10
percent) of the positions selected for testing wete

excluded from charges to the Capital Outlay Fund,

although supporting documentation showed their

duties were entitely related to capital construction

progtam functions. For 1 of the remaining 9
positions, the supporting documentation indicated a

75 percent participation in capital construction

program functions. However, the salary for this

position was charged to the General Fund because

the percentage of participation was less than the 95

percent threshold for the “litmus test.” The net

effect of these incorrect allocations of salary costs for

12 positions was a $133,770 overcharge to the Capital

Outlay Fund.

Based on our review, we determined that the
District’s procedures to allocate salary costs to the
capital construction projects and charge them to the
Capital Qutlay Fund were not reasonable, given the
inconsistencies in the application of the “litmus test,”
salary costs incorrectly charged to the Capital Outlay
Fund, and salary allocation procedures which
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excluded employees who did not meet the 95 percent
participation threshold.  In addition, the current
application of the 8 percent overhead rate adopted in
the 1997-1998 fiscal year does not reflect changes in
the operation of capital construction projects duting
the last six years due to the changes in personnel and

volume of construction activities.

Reduction of Staff Levels and Implementation of
a Time Accounting System.

The District engaged the FMI Corporaton (FMI) on
July 9, 2003, w review and assess the District’s
Facilities Construction Department (FCD), and
provide necessary recommendations. Facilities
Construction Department is the term used by FMI in
its repott to encompass all the District’s capital
construction functions. FMI’s report was issued in
October 15, 2003, - and included among its
recommendations that the District flatten and
streamline FCIY's staffing to more appropriate levels.
FMI specified that FCD’s ‘overall staffing be reduced
to a range of 107 to 134, from a level of 203
approved positions, with 179 filled, and that 91
postions  outside FCD  abated to the capital
construction program be reduced to a range of 50 to
60.

The District’s Board, at its January 14, 2004, meeting,
directed the Superintendent to reduce the total payroll
for construction and to implement a labor cost
accounting system, effective February 1, 2004, as
recommended by the FMI report.

District management, in accordance with the School
Board’s instructions, recommended the eliminatdon of
27 unfilled positions in the FCD, effective February
1, 2004, for an estimated cost reduction of
approximately $1.3 million. On Apuil 22, 2004, the
Office of Budget Management indicated that the 27
unfilled positions had been eliminated. In additon,
ten positions outside the FCD, totaling approximately
$670,000 in salaty costs, which were previously
charged to the Capital Outlay Fund, were wansferred
to the General Fund before June 30, 2004.

On February 1, 2004, the District implemented a time
accounting system to track the tme spent by
individuals whose salaries were being charged to
capital constructon projects. District  personnel
informed us that the system was to apply to all
positions in the FCD, all overhead positions in the
Maintenance Operatons Department, and all
positions outside the Constructton and Maintenance
Operations  Department abated to the capital
construction program. This system was considered a
preliminary effort to account for time spent on
construction related activities by each employee, undl
the implementation of an automated time accounting

systemn effective June 2004,

Through inquiries with District personnel and a
review of the avalable report generated by the
automated system for July 2004, we determined that
each employee 1s required to enter daily the time
dedicated to each categoty of work activity, The
system provides established work activity categories
for the employees to enter. District management
petsonnel have designated some general categories of
activity and will expand them as necessary. Any
additional categories must be requested and apptroved
before they are avalable in the system. FEach
employee is allowed access to the system through an
access approval process, which will uniquely identify
the employee. The system can generate repotts such
as total time worked by each employee on each work
category, total time charged to each work category,
and total amount of hours charged to each work

category at each location.

District management indicated it intends to request
the District’s internal auditors to conduct desk audits,
as suggested by the FMI report, to evaluate the
effectiveness and efficiency of the system. District
management also indicated it plans to use the
automated time accounting system to determine the
construction  department’s  efficiency and  the
achievemnent of goals recommended by FMIL
However, we noted that the design of the system

does not include budget information for certain work
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categories such as construction project management
and maintenance project management that may be
used to further those goals. Also, the information
compiled will not be used to determine the
reasonableness of salary costs allocations to the
capital construction projects. The District plans to
continue applying the fixed 8 percent overhead rate
described above to allocate salaries to the capital

construction projects.

Recommendation: The  District  should
continue its effotts to develop an automated time
accounting system that provides complete and
timely information regarding the actual time
each employee dedicates to capital construction
functions by projects, as well as categories of
activity. The automated time accounting system
should provide District management sufficient
information to determine reasonable benchmarks
to assess the economy, efficiency, and
effectiveness of the administration of the capital
construction projects, such as budgets for wotk
activity categoties. Also, in view of the errors
noted by our tests of salaries allocated to capital
construction projects, this system should allow
for an equitable allocation of salary costs to
capital construction projects based on the actual
time each employee dedicates to capital
construction functions.

Finding No. 4:

Facilities Work Program

Section 1013.35, Florida Statutes, requires that the
Boatd annually prepare 2 tentative district educational
facilities plan (e, facilities work program), prior to
the adoption of the district school budget, that
includes planning for facilides needs over 5-year,
10-year, and 20-year periods.  This tentative
educational facilitics plan is to be submitted to the
State Office of Educational Facilities and SMART
Schools Clearinghouse and  the affected local
governments. Furthermore, the first year of the
adopted district educational facilities plan must
constitute the capital outlay budget required in
Section 1013.61, Florida Statutes.

Section 1013.61, Florida Statutes, requires that the
Board adopt an annual capital outay budget that
comtmunicates the Board's capital outlay needs for the
entire year so they may be well understood by the
public.  The annual budget shall designate the
proposed capital outlay expenditutes by project for
the year from all fund sources.

Compliance with Statutory Filing Requirements
The Board adopted the 2003-04 facilites work
program requited by Section 1013.35, Florida
Statutes, at its September 10, 2003, meeting and
submitted it to the State Office of Educational
Facilities, effective on the same date. Owr review of
the facilities work program submitted determined that
the District reported the planning for facilities needs
for five yeats (i.e., 2003-04 through 2007-08), but did
not include the information for the 10-year and
20-year periods, as prescribed by Section 1013.35
{2)(a), Florida Statutes.

District personnel informed us that, since a current
template for the facilities wotk program that provides
sections for the 10-year and 20-year information was
not available from the Florida Department of
Education before September 10, 2003, when the
Board adopted the 2003-04 budget, the previous
template was used. Upon further inquiries, we
determmined that the filing date for the 2003-04
facilities work program was extended for all school
districts to November 21, 2003.

On March 24, 2004, the District electronically
re-submitted an amended 2003-04 facilities work
progtam including the 10-year and 20-year facilities
needs information. However, the facilides needs
information included for the years 6 through 10 in the
facilities work program was the unfunded cost for
projects listed for the 5% year of the facilities work
progtam.  Also, the District did not include any
information for years 11 through 20 of the facilities
work program, but a notation that the data was being
developed. The resubmission of the 2003-04 facilities
wotk program did not provide additional information
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for years 6 through 20 and, as such, did not satisfy the

filing requirements in law.

Differences between Facilities Work Program
and Adopted Capital Outlay Budget

Our review of the District’s facilities work programs
for the 2002-03 and 2003-04 fiscal years included a
comparison of the first year of the facihties work
program to the adopted capital outlay budgets for the
corresponding fiscal years. This compatison
indicated that the amounts reported in the facilities
work programs for the first year did not agree with
the adopted annual capital outlay budget for the
cotresponding  fiscal year, contrary to the
requirements in Section 1013.35(3), Florida Statutes.

The results were as follows:

2002-03 Fiscal Year
Major Repairs and

2003-04 Fiscat Year
Major Repairs and

Renovations Renovations
Facilities Work Program $ 439 557 B4 5 244,182,968
Adopted Capital Outlay Budget 1,268,871.425 1,456,368,228
Bifference $ (828,313,577 & {1,212,185,260)

In response to our inquiries, District personnel
explained that the facilities work program included
only new appropriations for the first year of the work
program, while the adopted capital outlay budget
shows the appropdations to date for all the projects
that are open as of the beginning of the fiscal year,
including appropriations carried forward from prior
years. ‘'The total appropriations are classified by
object category (example: buildings and additions,
equipment, site purchases).  Consequestly, the total
of capital outlay and major repairs and renovations
reposted in the adopted capital outlay budget for the
cutrent year would always exceed the amounts
reported in the first year of the facilities work
program by the amount of approptations brought
forward from prior years. This difference in
reporting hinders the ability of the public and the
Board to understand the Board’s capital outlay needs
for the year, which is contrary to the intent of Section
1013.61, Florida Statutes.

Recommendation: We recommend that the
District review its capital construction planning
and budgeting procedures to ensure that the
capital construction program is adequately
communicated to the District’s stakeholders.
The capital needs information repotted in the
facilities work program should include 10-year
and 20-year information in accordance with law.
In addition, the information for the first year of
the District’s adopted facilities work program
should be reconciled with the cutrent year’s
adopted capital outfay budget.

Finding No. 5:

Construction Delays and Costs in Excess of
Budgets

Our review noted delays in the completion of the
projects and costs in excess of the original project
budgets. We selected 30 construction projects with
adjusted contract amounts totaling approximately
$173 million for review. We noted that, based on
approved adjustments to project schedules, 25 of the
30 (83 percent) construction projects reviewed were
not expected to be completed within the originally
projected time. The delays i the time required to
complete the projects ranged from 47 to 1,057 days,
with an average of 284 days. We noted that, for the
25 projects, time delays were due to factors such as
errors in the definition of the design and scope of the
capital projects, defective work not detected through
timely inspections, delays in the final closing of the
ptojects, and changes in contractor, due to default by
the original contractor.

In addition, our review disclosed that 18 (60 percent)
of the 30 selected projects exceeded, or are expected
to exceed, the otiginally budgeted cost. The range of
the excess costs ranged from $30,846 to $3,096,447,
with an average of $411,689. The causes for the
excess costs included the same factors indicated
above for the time delays. In all 18 instances, change
orders were submitted to the School Board and

approved.
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Delays in completing capital projects and exceeding
the project budgets contribute to the inefficient use
of funds avalable to satisfy the District’s capital
construction projects needs.

In response to our inquiries, District personnel
informed us that procedures are being umplemented
to expedite the process of awarding, designing, and
completing the necessary construction projects.
These procedures include:

» Combining under one advertisement the
requests for design professionals needed for
all new school construction projects.
Projects will be developed as prototypes,
which will allow for future use of established
design criteria.  Qur review of available
documentation noted several instances of
this type of advertisement. For example, on
May 12, 2004, District staff prepared an
advertisement  requesting qualiﬁc.ation

proposals.  This advertisement combined

new construction projects (approximately
$100 - 150 million), additions to existing
facilities (approximately $10 — 30 mullion),
and remodeling, renovaton and repair
projects (approximately $100 — 150 milion).

In addition, we reviewed documentation

indicating that the District advertised

requests in November and December 2003

for qualifications of design criteria

professionals for the development of
prototype elementary, middle, K-8, and
senior high schools with an estimated

construction cost of $225 million dusing the

2003-04 fiscal year.

» Combining under one advertisement the
tequests to contract architects and engineers
for all approved defetred maintenance
projects. Our review of avalable
documentation noted that, on January 8,
2004, District staff combined into one
advertisement the requests for qualifications

of architects and engineers for deferred

maintenance  projects  throughout  the
District,  incloding  Americans with
Disabilities Act modifications, with an
estimated total cost of $691 million through

fiscal year 2007-08,

» Developing compressed project schedules
for the design and construction of new
facilities that comply with the School Board’s
approved  recommendations. The

development of these schedules will be a
cooperative  effort by the  District’s
Departments  of  Advance  Planning,
Architect/Engineers (A/E) Selecdons and
Construction Budgets and Controls. QOur
review of available documentation showed
thar the new timelines for the construction of
school facilities were approved by the Board
at its December 19, 2003, meeting. District
staff estimated that these new compressed
schedules may reduce the construction
tmelines of elementary, middle, and senior
high schools by at least ten, cight, and six
months, respectively.

Recommendation: We tecommend that the
District continue its efforts to implement
procedures that expedite the process of
awarding, designing, and completing the
necessaty construction projects on time and
within budget.

Finding No. 6:
Analysis of Capital Outlay Fund

To determine the District’s efficiency in utilizing
funds available for capital construction, we analyzed
changes in the Capital Outlay Fund’s fund balance
and the comparison of budget appropriations to
actual expenditures and transfers out, for the three

most recent fiscal years.

As shown on the Aralysis of Changes in Capital Outlay
Fund Balance, exbibit A, the fund balance has grown
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an average of $91,100,778 each year. A compartson
of the beginning fund balance for fiscal year 2000-01
($501,894,712) to the ending fund balance for fiscal
year 2002-03 {$775,197,047), noted a total increase of
$273,302,335 (54 percent). As shown on the Anaksis
of Capital Outlay Budget .Appropriations vi. Actual
Expenditures and Trangfers Ou, exhibit B, the Capital
Outlay Fund’s average budgeted and actual
expenditures and transfers out for the three year
period totaled $1,187,437,282 and $444,712,487,
respectively.  This shows that the District’s average
actual expenditures and transfers out over the past
three fiscal years was 37 percent of its average
budgeted expenditures and transfers out.  The
analyses indicate that the District’s utlization of
capital construction funding sources is not matching
its capitsil construction plans, which are the basis for
its capital outlay approprations. The increase in fund
balance and under utilization of capital construction
funds appears to be due to delays in finalizing
approved construction projects, as discussed in
Finding No. 5, and delays in releasing funds
encumbered for purchase orders that are no longer
necessary. A tepott presented to the School Board
on Aprl 14, 2004, by the District’s Office of
Management Audits and Compliance, included a
sitnilar comment.

District personnel informed us that procedures have
been implemented to finalize the processing of capital
construction projects and release funds on a timely
basis. Some of these procedures are as follows:

» Project managers and supervisors plan to
complete a teview of purchase orders
outstanding in excess of two years and close
those that are no longer necessary. Qur
review of available documentation noted that
District staff is in the process of closing
putchase orders no longer necessary. For
example, on May 17, 2004, the Depattment
of Capital Construction Budgets and
Conttols (Capital Construction) personnel
identified purchase orders totaling $1.6

million that were no longer necessary, and
tequested that they be closed.

» Capital Construction staff started reviewing
reports generated monthly by the District’s
Information Technology Services department
with approprate supervisory personnel
before the end of the 2003-04 fiscal year. In
addition, Capital Construction staff 1is
reviewing fund balances monthly to

determine  whether funds can  be
redistributed.
Recommendation: We rtecommend  that

District personnel continue their efforts to ensure
the efficient use of funds available to the District
for capital construction. District procedures to
finalize the processing of capital construction
projects and the release of construction funds
should be formalized in writing. The procedures
should include time-benchmarks for the periodic
review of outstanding purchase orders and the
petiodic comparison of fund balances and
projected capital expenditures.

Finding No. 7:

Unexpended Project Funds

Qur review of the District’s capital construction
program included an examination of the outstanding
balances for active capital construction projects as of
March 26, 2004, at specific locations. Our objective
was to analyze the reasonableness of the timing
between the receipt and expenditures of capital
construction funds for approved projects. Based on
our review, we selected 23 projects for further

analysis.

For the selected construction projects, we determined
the date when funds wete otiginally allocated and the
total amounts of revenue and expenditures through
March 26, 2004, using the District’s transaction
registers. We determined that the timing between the
receipt and expenditure of funds allocated to 15 of
the selected projects wete reasonable. The remaining
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8 projects wete funded with Qualified Zone Academy
Bonds (QZABs) and had a sigruficant porton of their

allocations unexpended.

Qualified Zone Academy Bonds (QZABs} are
non-interest bearing bonds with tax credits provided
to lenders by the Federal government to facilitate the
financing of school renovations and repairs in
qualifying areas. Schools eligible for this funding are
those located in an Empowerment Zone, an
Enterprise Community, or whete at least 35 percent
of students are eligible for free or reduced lunches

under the National School Lunch Act.

Qur review of the desctiption of the proposed work
associated with each of the eight QZAB-funded
projects determined that they consisted of remodeling
and renovation at locations that met the QAZB

requirements stated above.

As shown on exhibit C, our analysis indicates that the
time elapsed between initial allocation and March 26,
2004, ranged from 247 to 3.62 years and the
percentages of unexpended allocation ranged from

71.5 percent to 98.9 percent.

Since QZABs are debt issued to fund specific
renovations and remodeling projects, we considered
that the debt proceeds should be expended in a
relative short time. Consequently, the length of time
elapsed and the percentage of funds unexpended

appear significant.
Recommendation: In connection with the
Distric’s actions to expedite construction

projects as discussed in Finding Nos. 5 and 6,
the District should also enhance its efforts to
expedite the completion of remodeling,
renovation, and repait projects in qualifying areas
for which funding is readily available.

SCOPE, OBJECTIVES, AND METHODOLOGY

The objectives of this operational audit included a
review of those operating units, programs, activities,

functions, and transactions related to capital

construction funding.

follows:

»
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Qur objectives were as

To obtain an understanding and make an
overall judgment as to whether management
controls over capital construction funding
promote and encourage compliance with
applicable laws, administrative rules, and
other guidelines; the economic, effective, and
efficient operation of the Distnct, the
reliability of records and reports;, and the
safeguarding of assets.

To evaluate the performance of the District’s
management in achieving compliance with
controlling laws, administrative rules, and
other guidelines; the economuc, efficient, and
effective operation of the District; the
reliability of records and reports; and the
safeguarding of assets.

To analyze 2003-04 fiscal year capital projects
funds the facilities
progtam for consistency in the funding and

budgets and work

timing of projects.

To analyze 2003-04 fiscal year capital projects
funds budgets and the published
advertisement for the Local Optional Millage
lesy (LOML) for

reasonableness.

consistency  and

To analyze the reasonableness of the timing
between the teceipt and expenditure of
capital projects funds.

To determine the reasonableness of the
balances of funds on hand in comparison
with the budget balances at the beginning of
the 2003-04 fiscal year.

Te determine the

validity of

construction projects, and the reasonableness

capital

and age of the project budgets.
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» To determine the number, types of positions,
and the amount of employee salaries charged

to capital projects funds.

» To determine the teasonableness of the
Distrct’s procedures (method) for charging
facilities department salaries to the capital
projects funds.

» To determine the adequacy of capital projects
reports available to management and to the
District School Board membets.

» To review the District’s litigation activities
related to capital construction projects.

» To determine whether any recoveries from
lingation 1nvolving facilities construction ate
returned to capital outlay funds.

» To report any identified fraudulent
transactions and deficiencies in internal
control that increase the risk of fraudulent
transactions.

We conducted this aundit in -accordance with
applicable standards contained in Government Auditing
Standards issued by the Comptroller General of the
United States,

BACKEGROUND INFORMATION

undin urces

Major revenue sources of capital otitlaﬁr funds for the
District include:

» State

s  Public Education Capital Outlay (PECO)
funds. PECO funds for construction are
allocated to the District based on FIE
membership. PECO funds for
maintenance and repair are allocated to
the District based on the size and age of
District  buildings.  Capital projects
funded with PECO must be
recommended in  the  District’s
Educationat  Plant  Survey  and
encumbered within 31 months or they
revert to the State.
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Capital Cutlay and Debt Service (CO &
DS) funds. CO & DS funds are annually
distributed from State motor wvehicle
license receipts. The funds are available
for capital purposes after any annual debt
service requirements are fulfilled. The
CO & DS distribudon decreases as the
District leverages this revenue source to
issue State Board of Educaton (SBE)
bonds for capital projects.  Capital
projects funded with CO & DS
distributions must be on the District’s
Project Priority List.

Effort Index Grants.  Effort Index
Grants are non-recurting State grants
funded from lottery revenue bonds,
which are allocated to the District based
on local capital outlay funding effort.
Funds must be expended for State
approved projects,

» Local

Local Optional Millage Levy (LOML)
funds. LOML funds are derived from an
annual millage levy up to 2 mills, as
capped by the State, and set anaually by
the School Board for capital outlay
purposes. These proceeds can be used
for new construction and remodeling;
site  acquisiion and  improvements;
ancillary  facilities; maintenance and
tepair of existing facilities; purchase of
motor vehicles and buses; correction of
environmental hazards; and the lease
putchase of equipment, facilities, and
sites.

General Oblipation Bonds (GOBs).
GOBs tepresent long-term debt issued
by the School District after being
authorized by a referendum. The debt
proceeds may be used only for capital
expenditures  desctibed  in the
teferendum. GOBs pledge the full faith
and credit of the issuing authorfty, but
usually authorize the levy of local
property tax millage to repay the
principal and interest.

Impact fees. Impact fees are paid by
builders and developers when applying
for residential building permits. The fees
are intended to partially mitigate the
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impact to the District caused by the
growth in students associated with new
construction and development.

State Sources

Pubic Educatlon Capital Oullay
Efort Index Gram
Misceilanaous State Revanue

Fiscal Yaar

§ 27431254 5 19742843 % 14,970,501
17.836.312 8,842,955 -
10,164,595

. Capttal Dutiay & Cebt Service (COADS) Distributions 1,869,295 1.853,012 1,587,760
e Interest on investments. Funds on hand Intarest on Undistributed CO&DS 320,208 336,064 205,600
Tatai State Sources F3.421,065. 30,974,574 13852361

are invested by the Distrct’s Treasury
Management staff to maximize the
amount of funding available to meet
capital construction expenditures.

» Other Financing Sources

Certificates of Participation (COPs). A
form of debt financing involving the sale
of interests in a dedicated revenue stream
(e.g., lease purchase payments) that are
used by the District to purchase or
construct facilities, equipment, school
buses, and other capiral assers. Projects
funded from this source must be
recommended 1o the  District’s
Educational Plant Survey.

Qualified Zone Academy Bonds
(QZABs). QZABs are non-interest
bearing bonds with tax credits provided
to lenders by the Federal government to
facilitate the financing of school
renovations and repairs in qualifying
areas. Schools eligible for this funding
are those located in an Empowerment
Zone, an Enterprise Community, ot
where at least 35 percent of students are
eligible for free or reduced lunches under
the National School Lunch Act.

State Board of Education (SBE) Bonds.
Bonds sold by the State on behalf of the
District.  Future motor vehicles license
tevenues ate pledged to repay these
bonds. Projects funded with this source
must be on the District Project Priority
List and on an approved state bond
resolution.

Local Sources
District Lacal Capital Impravamanl Tax
Miscallaneous Local Ravenue

Impact Fees

Intaresl an Invastrments.
Total Local Sources

$ 185,530,042  $201.415.370  § 2208188
27,703,394 2,278,210 1.825,315
29,285,848 27,859,802

15 719,238 10,454,522

248 803 686 260.958.663

2L L,

21.380.180

234,633 518

Oiher Firancing Sources

Proceads of Certificalas of Participation
Premium on Cartificales of Parlicipation 979,900
Sale of Sapital Outlay Schds 491,184

Transfers In

Total Cihar Financing Sources

Tota of Funding Sources

$2325208400 3 42,235,000  § 315210000
11,768,626
1,832,726

11,721,343
339421527

43,643,372
370,625,488

A6.147 628

$ 637,475,908 § 324514666  § 645,438,022

Budget Preparation
The District’s Office of Budget Management staff

initiates the capital construction funding process by

estimating budget revenues for the Capital Outlay

Fund, based on the following information:

>

The funding soutrces received by the District during
the 2000-01, 2001-02, and 2002-03 fiscal years as
reported by the District in its Annual Financial
Report were as follows:
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Estmates obtained from the Florda

Department of Education:

¢ DPublic Education Capital Ouday
(PECO).

e  Capital Outlay and Debt Services (CO &
DS.

e State Board of Education (SBE) bonds.
¢ Effort Index Grants.

The estimated proceeds from Local Optional
Millage Levy (LOML), based upon the tax
roll certified by the Property Appraiser and
the millage rate approved by the School
Board.

Estimates of impact fees obtained from the
staff in the county’s Department of Planning
and Zoning.

Estimates of proceeds from borrowing
instruments (e.g., obligations authorized by
Sections 1011.14 and 1011.15, Florda
Statutes, COPs), which are scheduled for

15suance.

Interest revenue estimates for each Capital
Outlay fund provided by the District’s Office
of Tteasury Management.
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» The estimated undesignated fund balance
brought forward from the prior year to fund

new projects.

Capital Outlay Funds budget approprations are
developed through the following procedures:

» The District’s Office of Budget Management
staff  brings  forward the prior year's
unexpended fund balances and identfies
other funds available from revenue sources
and debt issuances. The approprations
cortresponding to prior year’s unexpended
fund balances are budgeted in the same
Capital Outlay funds, capital projects and
expenditure categories.

» The depattment of Facilities Operations,
Maintenance and Planning staff prioritizes
the capital projects, based on consultation
with the Area Community Centets for
Educational Support Services (ACCESS)
staff.

» The staff in Capital Construction Budgets
and Controls, a departiment within the
department  of  Facilides  Operations,
Maintenance and Planning, evaluates the
capital needs for facilities submitted by the
ACCESS centers and scopes them into
individual capital projects based on the
available funding information provided by
the District’s Office of Budget Management’s
Executive Director for Capital Budgeting.
The Executive Director for Capital
Budgeting determines the amount of
available funds by considering the restrictions
pertinent to each funding soutce.  For
example, debt service payments have first
funding priority. Once all the restrictions are
satisfied, the remaining funds are considered
available to satisfy other capital construction

needs.

Budget Approval

The Executive Director for Capital Budgeting reviews
the capital projects submitted by the Capital
Construction Budgets and Controls staff to deternune
that the application of funding sources is appropriate
and compiles the District’s tentative capital outlay
budget. After review by the Chief Budget Officer,
Office of Budget Management’s (OBM) staff includes
the capital outlay budget in the District’s tentative
budget that is published for consideration by the
District’s stakeholders.

The Dastrict’s tentative budget is compiled in
accordance with procedutes and time intervals
prescribed by Florida Statutes and State Board of
Education Rules. According to pertinent legal
guidelines, the District must advertise the tentative
budget and millage rates in a daly newspaper of
general circulation in the county within twenty-nine
days after receiving the certification of the assessed
value of non-exempt property in the county from the
Property Appraser. This advertisement must contain
a budget sumnrmary, the proposed millages rates, and a
notice of the date, time, and location for the first
public hearing of the budget.

The School Board schedules two public hearings.
The first hearing is held in July to discuss the
tentative budget. This hearing must be held at least
two days, but no later than five days, after the
publication of the budget advertisement. The
District’s stakeholders are allowed to address the
School Board regarding the tentative budget and
proposed millage rates. At the end of the meeting,
the Board adopts the tentative budget and a
resolution indicating the mullage rates to be levied,
and sets the date for the second pubhic hearing.

The second public hearing is held mn September for
the final approval of the adopted budget. This
heating must be held between 65 and 80 days after
receiving the certification from the Property
Appraiser.  The Board, after the conclusion of the
public hearing, adopts the final budget and resolution
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indicating the tax millage rates to be levied. The
District submits the adopted budget to the State’s
Commussioner of Education and the Florida
Department of Revenue. In addition, the Board
certifies the final adopted millage rates to the county’s
Tax Collector and Property Appraiser.

Budget Amendments

The Executive Director for Capital Budgeting
prepares budget amendments based on changes in the
availability of funding sources or in the projects
scheduled for the District. These amendments affect
the total amount of the Distdct’s Capital Outlay
Budget. After review and approval by the Chief
Budget Officer, OBM’s staff consolidates these
amendments and submits them to the Board for
approval.

Similarly, Capital Construction Budgets and Controls
staff submits to the Board for approval changes that
affect the applications of funds between individual
capital projects, but do not affect the total Capital
Qutlay Budget.

Appropriations ate controlled at the object level (e.g,
construction, furniture, fixture, and equipment;
renovation; remodeling) and may be amended by
resolution at any Board meeting prior to the due date
for the annual financial report. The final
amendments to the District’s budget are submitted to
the Board after the closing of the fiscal yeat’s

financial records.

Budget Monitoring

The Office of Budget Management (OBM) 1is
responsible for monitoring the District’s operations
to avoid the risk of unauthorized expenditures or
exceeding the approved budget. As part of this
monitoring, OBM staff prepares projections of
revenues and expenditures monthly to ascertain any

potentially serious budget problems.

The District’s automated accounting system includes
a budgetary subsystem that provides management
budget monitoring capabilities. The capital outlay
budget and all budget amendments approved by the
Board are entered into the automated accounting
system. Access to the budgetaty information found
in the automated accounting system is controlled
through an access authorization process managed by

the Districts Information Technology Services

department.

There are several reports available either on line or as

ptintouts that provide the necessary information to

monitor the budgetaty status of capital construction

projects.
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AUTHORITY

AUDITEE RESPONSE

Pursuant to the provisions of Section 11.45, Florida
Statutes, I have directed that this report be prepared

to present the results of our operational audit.

Willlam O. Monroe, CPA
Auditor General

The District’s response includes a letter from the
Superintendent dated November 19, 2004, and three
memoranda from District management.

In the General Comments section of the District’s
response, the District requested clarification regarding
the audit period, and the related lines of reporting and
District organization duting this period.  These
matters are addressed in the Summary section of our

repott to provide the requested clarification.

This audit was conducted by Enrique A. Alonso, CP4, and supervised by Ramon A. Gonzalez, CPA. Please address inquires
regarding this report to David W. Martin, CPA, Audit Manages, via e-mail at davidmartin@aud.state.flus or by telephone at
{850) 487-9039.

This audit report, as well as other reports prepared by the Auditor General, can be obtained on our Web site at
www.state.flus/audgen; by telephone at (850) 487-9024; or by mail at G74 Claude Pepper Building, 111 West Madison Street,
Tallahassee, Florida 32399-1450. _ -
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EXHIBIT-A
ANALYSIS OF CHANGES IN CAPITAL OUTLAY FUND BALANCE

Fiscal Years Three-Year
2000-01 2001-02 2002-03 Average
Revenues and Other Financing Sources $ 637476808 § 324524966 § 645438022 §  535.813.265
Expenditure and Transfers Out:
Library Books 1,525,969 663,437 424,131 871,179
Audio Visual Materials 292,960 261,150 194,843 249,551
Buildings and Fixed Equipment 179,276,881 150,896,104 117,388,989 149,187,991
Furniture, Fixtures, and Equipment 28,098,131 19,840,687 12,816,288 20,251,702
Motor Vehicles 10,744,490 12,631,398 10,326,443 11,200,777
Land 2,501,480 987,843 4,142,020 2,543,781
Improvements Other than Buildings 1,494 836 2,945,967 3,819,976 2,753,926
Remodeling and Renovations 71,461,950 58,007,012 66,654,437 65,374,466
Computer Software 2,032,668 1,933,664 448,252 1,471,538
Interest 1,190,856 320,190 503,682
Dues and Fees 534,786 3,313,173 1,282,663
Transfers to General Fund 114,346 868 115,286,280 107,140,530 112,257,892
Transfers to Debt Service Fund 43,965 1989 63,697,351 65,255,376 57,639,309
TFransfers-Interfund ’ ) 43,640,872 14,549,957
Transfers to Capital Improvements 13,721,943 4,573,981
Total léxpendltures and Transfers Out 470,656,231 427 586,709 435 894,520 444 712 487
Net Changes in Fund Balance 166,820,577 (103,061,743) 209,543,502 91,100,778
Beginning Fund Balance 501,594,712 668,715,289 565,653 545 578,754,515
Ending Fund Balance $ 668,715289 § 565653546 § 775,197,047 $ 669,855,294
Percentage Growth in Fund Balance 33% -15% 37% 16%

Page 17 of 28



NOVEMBER 2004

REPORT NO. 2005 -074

EXHIBIT ~-B

ANALYSIS OF CAPITAL OUTLAY BUDGET APPROPRIATIONS VS, ACTUAL EXPENDITURES

AND TRANSFERS QUT

Final Budget Amounts:
Expenditures and Transfers Out
Actual Amounts:

Expenditures and Transfers Qut

Variance-Final Budget Over Actual Amounts
Variance as a Percentage of Budget

Expenditures as a Pencentage of Budget

Fiscal Years

2000-01

2001-02

200203

Three Year

Average

$ 1195977058 $ 1077218674 $ 1289116115 § 1,187437.282
470,656,221 427,586,709 435,894,520 444,712,487
$ 725,320,827 $ 649631985 $ 853,221,595 § 742,724,796
61% 60% 66% 63%
39% 40% 34% 37%

|
ll
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EXHIBIT-C
ANALYSIS OF QUALITY ZONE ACADEMY BOND BALANCES
Greynoids Howard D,
George T. Park Naranja Novland Allapattah McMiltan | Palm Springs | Miami Cenlral
Locaiians: Baker Aviali Elemeantary § Elementary | Elementary Middle Middie Middle Senior
Allocations:

Date of Allocation 81172000  2/16/2001 62742001 6/27/2001 21642001 10/6/2001 218/2001 24672001

Inflial Allocation $23,000000 $ 1000000 § 925000 3 582900 $ 1425000 §1452282 § 802000 § 1382000

Increase/Decrease in Allocation 75,008 {262.001) {342,100} 42,099 {451,600) 198,000 147,635
Total Ailocation 3,075,008 TiT 995 582,300 924,999 1,425,000 1,000,652 1,000,000 1.529.835
Expenditures:

Expendilures as of March 26, 2004 877,350 21,785 5,462 33,418 .77 27.088 20553 31,350
Balances UnaxpendediUnencumbered/Uncommitied al March 26, 2004 $2197658 § 696214 § 576438 5 891581 § 1398229 $ 073534 5 979447 § 1,408245
Percent of Aocations Avallable al March 26, 2004 71.5% 97.0% 98.9% 96.4% 98.1% 97.3% 97.8% 97.8%
Time Elapsed Between Inifial Allocation and March 26, 2004 (days) 1,323 1,334 1,003 1,003 1,134 902 1,134 1,144
Time Elapsed in Years 362 M 275 275 31 247 an 31
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STATEMENT FROM AUDITED OFFICIAL

P e
M:aml Dade County Public Schools

giving our students the world

Superintendent of Schools Miami-Dade County School Board
Rudeiph F. Crew. Ed.0. Frank J Bolarios, Ghair
Dr. Robert B. Ingrarn, Vice Chair

Agustin J. Baerera

Evelyn Langliel Greer

Pgria Tabares Hantman

Dr. Mantin Karp

Ana Rivas Logan

Or. Marla Pérez

Dr. Solemon C, Stinson

Noverrber 18, 2004

Mr. William ©O. Monroe, Auditor General
G74 Claude Pepper Building

114 West Madison Sireet
Tal.ahassee, Florida 32389-145C

Dear Mr. Monroe:

Thank you for providing us the opportunity to respone to the prefiminary and tentativa findings in your audit of Miami-Dade
County District School Board Capital Construction Funding Activities. Enclosed with this letter are our comments and
respanses 1o the individual findings and recommendations.

We would like to take this opportunity to commend your staff for their professional conduct hroughout the assignment.
We ke all reviews of our Fstrict very serously in particular thal provice apportunities to improve our performance. We
particutarly walcome those opportunitias that allow us to better serve our children.

Your raport is timely, as cir Capital Program ig at the farefront of District priorities if the education missior of the District is
to be achieved. Our current educational facilities’ capacily is woefully inacequate to house the number of students in the
Miami-Dade County Pubiic Schoois, The current deficit of student stations exceeds 22,500, without taking into account
the future implementation of the ciass size reduction and veluntary universai pre-gindergarten constitutional amendment.

A significant reorganization and restructuring of Facilities Management and Construction is in the works. It wilt strengthen
project maragement, improve accountability ard provide effactive leadership, Our focus will be on significantly increasing
the rumber of new studsni stations available for the opening of the 20C5-2008 school year. We are already aware of
maay of the observations in your report and are taking actions (o address them.

Shouid you need additienal information, please feel free to contact me or Ms. Rose Diamond, the District's Chief Facility
Officer at 305-965-1401.

/ereiy

L«Mﬁ /"4 ,,gew
Rudolph F. C'ew Ed.D.
Superintendent of Schools

RFC:epi
L749
Enclosure

¢, Ms. Ofelia San Pedro
Ms. Carelyn Spaht
Ms. Rose Diamone
Mr. Allen M. Vann

School Board Administration Building - 1450 N.E. Znd Avenue - Miami, Florida 33132
305-995-1430 - Fax 305-995-1488 - www.dadeschools.net

Page 20 of 28



NOVEMBER 2004 REPORT NO. 2005 -074

STATEMENT FROM AUDITED OFFICIAL (CONTINUED)

MEMORANDUM . o RD/2004-05/#178
e November 15, 2004
e (305) 995-1401

~3
12
<

TO! Mr. Allen Vann, Chief Auditor
Office of Management and Compliance Audits

FROM: Rose Diamond, Chief Facilities Officer [%Q
Office of School Facilities &

SUBJECT: PRELIMINARY AND TENTATIVE AUDIT FINDINGS AND
RECOMMENDATIONS

~ Aftached, is a memorandum from Dr. Richard M. Hinds, Interim Chief Financial Officer,

" Ms. Connie Pou, Controller, Ms. Ana Rijo-Conde, Planning Officer, and Ms. isora
Castro, Executive Director with the response to the preliminary and tentative audit
findings and recommenations. | concur with their response.

If you have any questions, please feel free to call me.
RD:sma
Attachments

cc:  Ms. Ofelia San Pedro
Dr. Richard H. Hinds
Ms. Connie Pou
Mr. Victor Alonso
Ms. Ana Rijo-Conde
Ms. Isora Castro

Page 21 of 28



NOVEMBER 2004 REPORT NO. 2005 -074
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MEMORANDUM November 10, 2004
TO: Ms. Rose Diamond, Chief Facilities Officer
FROM: Richard H. Hinds, Inte hief Financial Cfficer
Office of Financial Operafiohs -
T~
Connie Pou, Controller =
Office of the Controller j-:
(53]
Ana Rijo-Conde, Planning Officer - :
Facilities Planning W E e
Isora Castro, Executive Director w g7

Capita!l Construction Budgets andControl

SUBJECT: PRELIMINARY AND  TENTATIVE  AUDIT FINDINGS  AND
" RECOMMENDATIONS

We reviewed the preliminary and tentative audit findings prepared by the State's Auditor
General and offer the comments/responses below.

Generat Comments

1. The audit appears to cover FY 2000-2001 through and including FY 2002-2003,
although this is unclear since the FY ‘03-'04 budget cycle and work program are
also referenced. It would be helpful to have clarification from the auditing team on
the exact term of the audited period since process improvements have been
implemented in a number of areas that address many of the findings.

2. The lines of reporting and District organization are described inaccurately if the
audited period is in fact July 1, 2000 through June 30, 2003. During that time, there
was a Chief Facilities Officer in charge of Facilities Operations, which included both
Construction and Maintenance.  This individual reported directly to then
Superintendent Roger Cuevas. Effective April 2001, this position was bifurcated
into two Chief Facilities Officer positions: one in charge of Construction and the
other in charge of Maintenance, Both positions reported directly first to then
Superintendent Cuevas, and later to a Chief Business Officer. Effective April of
2003, the Chief Business Officer (CBO) position was vacated, and an Interim
Assistant Superintendent position was created to oversee all aspects of the facilities
division until the CBO position was filled, which occurred in October 2003 and
pending a reorganization of the facilities division.
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PRELIMINARY AND TENTATIVE AUDIT FINDINGS AND RECOMMENDATIONS
November 10, 2004
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Comments on_Specific Findings

Finding #1: Up until late 2003/early 2004, there was no routine or systematic way of
providing project status information to the Administration and School Board although some
system improvements were already underway. Effective January 2004, the Facilities
Division began issuing monthly construction project updates denoting budget, status,
scope and other pertinent information. These updates were also posted on the Facilities
Website (hitp://facilities.dadeschools.net). Parallel with that effort, the District automated

the process on a shared server to enable project managers to update their projects’ status
on a routine basis; this effort was fully implemented in September 2004. The final tier of
this effort is now on-going and Magellan K-12 has been selected as the District's Long-

term IT Solution for facilities.

By way of additional background, in July 2002, the District implemented the practice of
budgeting and recording expenditures at the project level. During FY 2002-2003 staff in
the Office of Capital Construction Budgets and Controls (CCB&C), in collaboration with
Information Technology Services (ITS), populated all expenditures for active capital funded
projects with project numbers. In addition, staff continues to populate the historical data
(as far back as 1989) with project numbers. This endeavor comprises over 475,000
records.

In Aprii 2003, a Capital IT Task Force was formed, comprised of all stakeholders,
(Facilities, Maintenance, Accounting, Finance, Budget, IT, internal Audits, etc.) with the
intent to develop and implement a short-term solution to the data and reporting issues, as
well as develop a vision for the long-term solution. The outcome was the implementation
of COMPASS for the capital projects. This allowed staff to track budget, expenditures and
generate reports at the project level and to put in place cost controls by cost categories. A
pilot project run In July 2003, went into production September of 2003. All major capital
projects initiated and/or awarded to a construction contract after July 1, 2003 are now
processed through COMPASS. tn addition, a financlal inquiry screen was developed and
put in production by ITS in May 2003, to track expenditures and budget at the project level.
{This continues to be reviewed and validated by staff). Weekly reports are produced by
[TS and reviewed and reconciled by CCB&C to ensure that budget and expenditure
postings are accurate and that they balance to the General Ledger.

Concurrently with the implementation of COMPASS, in June 2003, staff in the CCB&C
began the development of a short-term database intended to track project status. A scope
document, users’ manual and a training program were implemented and staff in Faciiities,
Maintenance, Budget, Accounting, etc. was trained. Project Managers are responsible for
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PRELIMINARY AND TENTATIVE AUDIT FINDINGS AND RECOMMENDATIONS
November 10, 2004
Page 3

updating their project information and reports have been created and posted on the
intranet for stakeholders’ use.

The development and deployment of the FMS system and the management reports that
can and are being generated provide a level of accountability and transparency not
previously available In the District. Information is available to users from their desktop and
the re-engineered facilities website provides information to the public.

Finding #2: Lack of consistency in the project numbering system was an issue of concern
to the District, and the staff of CCB&C addressed much of this during FY 2003-04. In
September of 2004, ITS put in production a Project Numbering application. This
application forces the project initiators to provide basic information regarding the project
which results in a system-generated unique project number. CCB&C must approve and
fund the project and the project number and collateral information interfaces to FMS and
the District’s financial system, MSA. The previously referenced Facilities Capital
Construction Budgets and Controls (CCB&C) office approves project requisitions on line.
It is set up so that the District's Budget Office is not on the approval chain for capital
requisitions for internal control purposes (this is since the office actually loads the budgets
into the general ledger). Provisions were made in the application for pullout projects.
Additionally, project number assignment has been centralized with the Advanced Planning
unit to avoid duplication and promote project integration across all disciplines.

On October 11, 2004, an additional control was put in production requiring the marriage of
a project number to a fund structure in order for it to be valid. This deliverable will ensure
the accuracy of project number use and budget availability. In addition, a cost category
feature is required to identify further the type of expenditures. This will allow staff in the
Office of Capital Censtruction Budgets and Control to closely monitor expenditures by cost
category and report budget vs. actual expenditures. This tightens the controls on
expenditures and enhances the budgeting process.

Finding #3: As of March 2004, the District had eliminated twenty-seven (27) positions
from the Facilities Construction department and as of July 2004 had reduced by 20 the
number of positions in other depariments, charged to the capital program (abated
positions).  Additionally, at the October 20, 2004 meeting, the Board approved a
rearganization of the facilities department, with a total of 159 positions, down from a total
of 203 positions (179 filled and 24 open) in December of 2003. Although a time
accounting system is in place for all positions charged to the capital program, the current
administration is reviewing the benefifs of this system in its present form, since the data
does not yield measurable resuits at the project level, as discussed below in more detail.
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While some may equate Overhead Costs with Fixed Costs, Indirect Costs is probably a
better, but not perfect, analogy for M-DCPS. In cost accounting theory the distinction
between direct and indirect costs are as follows:

« Direct Costs are readily identifiable and traceable to specific products (or projects).
« Indirect Costs are not readily identifiable and traceable to specific products (or
projects).

It is important that accurate distinctions be made between Direct Costs and Indirect Costs
in order to accurately allocate costs to capital assets. For cost accounting purposes it is
not uncommon to allocate indirect costs among products (or projects) on the basis of direct
costs, especially if there is a reasonable correlation.

The recent practice of requiring all abated employees to maintain detailed timesheets
throughout the year in order to determine the percentage of costs that are appropriately
abated is neither practical nor necessary. We are considering alternative methodologies
for validating the amount of indirect costs/overhead to be abated as well as alternatives to
the use of an 8% fiat rate for distributing indirect costs/overhead to individual projects.

Our recommendations can be summarized as follows:

» Reduce the minimum (threshold) percentage of time spent on activities related to
capital construction that is necessary for a position to be abated from 95% to 75%.

» Periodically collect timesheets from randomly selected staff, whose positions are to
be abated, only 1o validate the propriety and percentages being abated.

» Allocate indirect costs/overhead only to projects to be capitalized under GASE 34
as well as other non-capitalized renovation projects for which direct costs exceed a
threshold to be established based on the percentage of total direct costs charged to
each project. We do not believe that there are any tangible benefits for allocating
indirect costs/overhead to small, renovation projects.

Regarding the test of 20 positions abated to capital outlay funds, it is our understanding
that the positions tested were not randomly selected. Therefore, the reported overcharge
of $133,770, which in itself is not material, cannot be extrapolated to the entire population
of abated positions.

Finding #4: Staff concurs with the recommendation and has taken the following steps

towards communicating the capital program to all stakeholders. The Board has approved
the investment of over $3 million towards the development of a comprehensive facilities
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planning system that will be available to all stakeholders through the web. For the 2004-
2005 year, the Facilities Work Program has the 10-year and 20-year information, in
accordance with law, and is available on the foliowing District Facilities website:
http:/facilities dadeschogls net/files/pdfs/District%20F acilities % 20Work%20Program 0808
04.pdf. The District's 2004-2005 Budget is also available to all stakeholders on the web at
the following address: http:/ffinancialaffairs.dadeschools net/ES2004/index.htm.

Also available is information for the first year of the District's Facilities Work Program. As
noted, the current year's capital outlay budget includes the prior year's fund balance
(appropriations) as well as new approprigtions for the fiscal year (those listed in the
Facilities Work Program). All capital funds are reconciled annually before Board adoption
of the budget. The ability to determine whether a project is a new appropriation or an
.appropriation brought forward from prior years is also available through the use of existing
District appropriations reports that are generated before and after the new budgets are
loaded for the fiscal year.

Finding #5: A number of initiatives have worked andfor are expected to work well in
curtailing both project cost overruns and time delays. A proposed measure is the use of
CM@Risk in the delivery of prototypical new facilities and the other is the adoption by the
Board in December 2003 of compressed timelines for completion of new elementary,
middie and senior high facilities. The first measure has proven effective in the past in
controlling project cost. The second will be tested as new projects recently commissionsd
or awarded under the new timelines move through construction and on to completion,
Tighter project controls and project management through the District's new long-term IT
solution will further help to minimize ¢ost and time overruns,

Finding #6: Since May 2003, staff in the office of CCB&C has reviewed monthly the
capital outlay budget and brought forward to the Board budget recommendations to re-
program over $50 million in available fund balance to other projects or reserves for future
appropriation. These funds are comprised of inactive and aged purchase orders that have
been closed, balances in projects that have been closed out, and processing of over 80
final change crders since September 2003, This is a continuing effort as staff reviews the
capital budget on a monthiy basis,

The following procedures are in place:

1- Monthly review of all purchase orders older than two years.
2- Monthly review of all AFE (Authorization for Expenditure) by project phase
3- Monthly review of all requisitions.
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4- When a project achieves substantial completion, a determination is made as to
the projected cost to close out the project. Excess funds are recommended for
re-programming.

B- When a project is closed out all remaining construction funds are recommended
for re-programming at the time of close-out.

6- Eighteen months after occupancy of a new facility or addition, remaining FF & &
funds are recommended for re-programming.

7- Fund balances from all projects awarded under budget are recommended for re-

programming at the time of award.
Extensive coordination takes place between CCB&C and the Construction and School
Operations area to ensure transparency. No increases or decreases are implemgnted
without Board authorization.
RH/ICP/ARC/IC:3j

M-382 (R958)
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"AMAGEMENT ANz
MEMORANDU M PUUHRE AT RD/2004-054#194
. November 23, 2004
2004 NO¥ 24 AM G: 1o {305) 985-1401

TO: Mr. Alien Vann, Chief Auditor
Office of Management and Compliance Audits

FROM: Rose Diamond, Chief Facilities Officer o
Office of School Facilities

SUBJECT: PRELIMINARY AND  TENTATIVE  AUDIT FINDINGS  AND
RECOMMENDATIONS

We reviewed the preliminary and tentative audit findings prepared by the State's Auditor
General and offer the comments/responses below.

Einding #7: Facilites Staff concurs with the recommendations and has taken aggressive
-steps to accelerate the execution of the capitat construction program by:

1. Elght of the larger QZAB projects have been bundied with other capltal renovation and
remodeling projects in order to expedite. Thirty smaller projects have been assigned
to Construction Management @ Risk firms that can do the work quicker. Of these,
sixteen are curmrently in construction and we antxcupate the balance to be under
contract by March 2005.

2. The District has just signed several ArchilecturalEngineering Project Consultant
{AMEPC) contracts that will allow the assignment of work order for design and
canstruction administration on projects under $1M. The construction will be either
assigned to a Job Order Contractar (JOC) or to a Term-Bid contract based on the
nature of the work,

3. The District will be commissioning three Program Managers (two primary and one
back-up) at the December 15, 2004 School Board Meeting. This will allow the District
to assign block of projects,

4. Monthly, Capital Construction Budgets and Controls, conducts reviews of fund
balances to determine the availability of funds that can and should be reprogrammed
to meet ofher Facilities’ project needs. Also, open purchase orders are reviewed,
monthly, to determine which ones are still applicabie or should be closed. The funds
balances are also re-programmed to meet other needs within the capital program.

if you have any questions, please feel free 1o call me
RD:aj

cc: Ms. Ofetia San Pedro
Dr. Richard H. Hinds
Ms. Connie Pou
Mr, Victor Alonso
Ms. Ana Rijo-Conde
Ms, Isora Castro
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