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Honorable John P. de Jongh, Jr.
Governor of the Virgin Islands
Office of theGovernor

21-22 Kongens Gade

St. Thomas, VI 00802

Honorable Luis P. Hill
President

28" Legislature
Capitol Building

St. Thomas, VI 00802

Dear Governor de Jongind Senator Hill

This letter report contains the results of our audit of transactionstofe Gover nor
Special Events Fund (Special Events Fund).

The objectives of the audit were to determine whether Special Events Fund was
legally established and lawfully administered in accordance with applicable laws and regulations.

The scope of thaudit covered the transactions of the Special Events Fund checking
account during Calendar Years 2004 through 2006.

To accomplish our audit objectives, we interviewed the Former Administrator, his former
assistant as well as some individuals who recepagnents from the checking account during
the audit period. We reviewed bank statements, cancelled checks, stamped deposit slips and
supporting documentation.

The audit was performed in accordance with generally accepted government auditing
standards gpicable to performance audits, contained in the Government Auditing Standards
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to provide a reasonable basis for our findings and conclustaosdingly,
we have performed such tests of records, and conducted other procedures that were considered
necessary under the circumstances.



As part of our audit, we evaluated the internal controls over the management of the
checking account and uséfands. Weaknesses in internal controls identified in tlaesas are
discussed in the Audits Results section of the report.

We are unaware of any audit reports issued that examined the transactions of the
checking account within the past five years.

BACKGROUND

Although not legally established by the Virgin Islands Code (Code) or by the Department
of Finance (Finance), the Special Events Furg purported to have been established to fund
special events traditionally hosted or sanctioned by the Gowefrthe Virgin Islands. There is
no authority in the Code, or rules and regulations authorizing the establishment of the Special
Events Fund. Nor is there any documented purpose for how the Special Events Fund is to be
used. Also, althougthe checking acount was opened as a Government account, Finance did not
have any documentation authorizing the opening this account.

The Speci al Events Fundos checking account
during the administration of Governor Roy L. Schneidéiowever, the tradition ofunding
special gentsmay have existed in one form or another prior to the opening of this checking
account.This account was subsequently closed in 2007.

During Calendar Year2004 through 2006, the checking account wawiatered by
theformer St. Thomas/Water Island Administrator (Former Administratbruasindicated that
the purpose of the checking account was to finance special events established by tradition, like
the Governoros Chr i st teaand étsrselgctedaby tthe Goeernar orv a | a
the Former Administrator. It was further indicated that the account was to be funded by private
donations.

The Virgin Islands Government (Government) has a Private Donations Fund (Donations
Fund) that is maintaed by Finance, in which donations to the Government or a particular
agency are held. Once donations are deposited into the DonationgHeyndecomeccessible
to the recipient agency and withdrawals can be reviewed by Finance to ensure compliance wit
rules regarding the expenditure of Government funds.

AUDIT RESULTS

We found that the checking account was not officially established by Finance and was
used: (i) for transactions other than its purported purpose of financing special events; (ii) to pay
for professional services to an individual without a contract; @ngto inappropriately pay
Government employees outside of the Government payroll system.



We attribute these conditions to: (i) a lack of internal controls over the checking account;
and (ii) the failure to comply with the Code and rules regardingysement for professional
services and Government payroll practices.

As a result, the checking account was used: (i) as an unofficial petty cash account from
which funds were used to pay unrelated expenses; (ii) to pay $15,000 to a single service provide
without a contract; and, (iii) to pay Government employe&S28 contrary to the Code which
requires Finance to consolidate all wages into one account.

We made several recommendations to address the conditions and causes cited in the

report. Thereamme ndati ons i ncl ude shkuadtoahglddonanocaspwheld s Do |
should assist in ensuring compliance with the Code as well as other local laws and regulations.

Internal Controls

We found that the checking account operated without proper internal controls. Although
we did not find anymisappropriation of funds, there were no checks and balances over the
accountodos activities; only one i ndunt Badku a | h 8
reconciliations were not performed, and there was only one signatory on the account.

The Revised Organic Act of 1954, Section 18 requires the Governor to establish internal
controls designed to provide effective control over and accountdioitipll funds. Additionally
Title 33, Section 3201 of the Code states that public monies can only be disbursed by persons
designated by law.

The Former Administrator had total access to private donations, Government
reimbursements and contributions, agmployee reimbursements deposited into the checking
account. However, the Office of the Governor failed to ensure that the individual was designated
as a Certifying Officer or that the position was bonded as a requirement to handle public funds.

In addtion, funds from various sources were commingled in the checking account.

During Calendar Years 2004 2006, the checking account had commingled deposits from
various sources totaling $347,472. The following table shows the sources of the deposits.

Government of the Virgin Island $ 233,942

Private Donations $ 88,550
Employees: Reimbursements $ 9,129
Other or Unknown $ 15,851
Total $ 347,472



Expenditures

The checking account was used as an unofficial petty cash fund for expenses that were
unrelated to the purported purpose of the account. When the fDepaty Chief of Staff to the
Governor, who served as ti@ertifying Officer, was not available, the ebking account was
used to pay unrelated expenses associated with activities of the Office of the Governor and the
Anti-litter and Abandoned Vehicle Task Force (Task Force). Additionallyfuihds from the
checking account were usta unsupported andnuelated purposes.

The Special EventSundchecking account was not an officially established Petty Cash/
Imprest Fund account. However, whenever reimbursesn&dre sought bythe former
Certifying Officer for expenses related to the Office of the Gaweor the Task Force, the
former Certifying Officer submitted Miscellaneous Disbursement Vouchers to Finance to
rei mburse the fAGovernoroés Speci al Events Fund
account. Had Finance been more diligent in itsewvof the Miscellaneous Disbursement
Vouchers related to the checking account, it may have found that the account was not entitled to
reimbursement.

The following table summarizes the expenditures from the checking account during
Calendar Years 20042006.

Special Events $ 148,111
Anti-litter and Abandoned Vehicle Task For $ 113,709
Office of the Governor $ 56,14

EducatiodYouth Activities $ 14,992
USO BathroonProject $ 1,436
Other or Unknown $ 16,35

Total $ 350,784

Unsupported Expenditures On June 2, 2005, the Former Administrator issued a
$5,522 check to the former Deputy Chief of Stafthe Governar The reported purpose given
was that of a @of uhnodw ebvaelra nrioeunmssulgbapsouns taraifalgeNe
also identifieda June 24, 2004 checdk the amount of $2,000 that wasde to cashlThe Former
Administratorindicated that the cash was usedexpenses refad to making aangements for a
meeting being held by the Gawer at a national conference in Bostblawever, there was no
documentation to support the use of the funds.

Professional ServicesProfessional services were paid from the Special Events Fund
without the benefit of a contract as required by procuretagrg. In addition, by not processing
payments through Finance as required of all Government disbursements, Internal Revenue
Service reporting requirements were not followed. This resulted in Form 1099 not being
prepared for the individual who received paynts of $7,500 in Calendar Years 2005 and 2006.
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Title 31, Section 236 of the Code requires in part thgtiests for professionaérvices
be competitively negotiated when the cost of saehviceswere expected to exceed $5,000.
Once aprovideris seleted, the Code requires the Department of Property and Procurement to
process and approve all contracts between the Governmetiteapdovider Additionally, the
Department of Property and Procurement must ensure tisatraice providerare licensed tdo
business in the Virgin Islands at least one year prior to entering into contract negotiations with
any Government department and agency.

The checking accountvas usedo pay an individual for part time administrative seegc
provided to the Task Forc&his service provider received payments in the amount of $7,500 in
CalendarY ear 2005 and $7,500 @alendar YeaR006 for a total of $15,000.

In addition, income reporting requirements were not followed as required byténeadl
Revenue Coddnternal Revenue Service instructions for Form 1099 redéta Fornl099 be
issued when payments in excess of $600 are made for services performed for a trade or business
by people not treated as employees.

We noted that &rms 1®9 were not issued to thégrvice provider or furnished to the VI
Bureau of Internal Revenue to account for income earned during both calendar years. Had the
payments been made through Finarfeem 1099 would have been issued to both the service
provide and the Bureau of Internal Revenue.

Compensation to Government EmployeesSeventeen Government employees from
seven different departments received compensation tota8ipg3or various types of services
provided. These payments were made from thecking accountthereby bypassing the
Government ds payroll system.

Title 3, Section 177 of the Code requires Finance to provide regulations for the
disbursement of all public funds. In addition, Title 3, Section&&ke Codeequires Finance to
process k payrolls for the Government. Finallyitle 33, Sction 3241 of the Code authorizes
that compensation to employees be consolidated into one account by Finance. The Internal
Revenue Service rules require that businesses fiefims to report wages ghio employees.
Additionally, the Government Personnel Employees Handbook states that several deductions
must be withheld from the earnings of Government employees to include; Federal income taxes,
Social Security taxes, garnishments/wage attachmentgarehrent plan contributions.

A total of $8,523 in compensation payments were made without processing those
payments through Finance. Wages and overtime payments were made to various government
employees to include employees of the Office of the Govetherdepartments of Housing
Parks and Recreation, Licensing and Consumer Affairs, Property and Procurement, Public
Works, Police and Health to perform work for special events and activities related to the Task
Force and the Office of the Governor. Theseplryees were paid fowork to include
administrative, law enforcement, transportation, and landscapinges



Additionally, when the services were needed of employees from various agencies such as
the departments of Property and Procurement, HousimgsRand Recreation, Public Works,
Licensing and Consumer Affairs, and Police, the employees were assigned by their respective
agenci es. The Governoros Speci al Events and T
perform duties after normal workingours and in some cases on weekends and holidays. We
noted that in some cases, the Division of Transportation of the Department of Property and
Procurement submitted a daily timedsattendance document.dther casg aimemorandum of
work performead for overtime work performed by employees of the Department of Property and
Procurementwas submitted.The overtime and other wages were paid from the checking
account; however, these payments should not have been made from the checking account and
were made contrary to Government rules and regulations. Instead, a dual employment time sheet
should have beecompleted and submitted to Finance. The form would have required the Office
of the Governords charge code to be charged
performed services for the Office of the Governor. These workers were employees of the
Government and as such, any additional payments received by these Government employees
should have beepaid throughFinance, as required by law.

Salary Advance. A $2,400 salary advance was paid to an Office of the Governor
employee from thechecking acount The advance was later repaid. This payment was
inappropriate because funds deposited into the checking account were not authorized to be used
for such purposes. Additionally, all payroll payments and issues should have been handled by
Finance as uired by the Code.

We have found this type of situation occurring in prior audits and should be addressed by
Finance. Agencies should not be giving employees payroll advances from petty cash/imprest
accounts.

Use of Scholarship Funds. As part of an greement between the Government and the
Florida-Caribbean Cruise Association, the Flori@aribbean Cruise Association members were

required to set up a scholarship program f un
administered in the sole discretionf t he Gover nment. 0O The final
scholarship program was received and deposited into the checking account in early 2005.

However, some of these fAschol arshipo Bdsednds we

on an interviev with the Former Administrator, limited documents provided and a subsequent
review of checks written from the checking account, we were able to ide$#y992 in
educational or youth activity related expenses. However, upon further review, we determined
that $4,0000f these expensesas reimbursed to the checking account by the Office of the
Governor. As such, we determined that only $10,992 of the donated funds was used for
educational or youth related activitiade could not determine how the remami$14,008 of
fischolarship funds was spent.



Political Contributions. The checking account also received and expended private
donations designated specifically for themer Gover nor 6s birthday part
unclear whether this type of evenould be construed as a traditional or a political event.
Without clearly established rules and regulations, the use of the checking account could be prone
to abuse.

Recommendations

We recommend that the Goverradrthe Virgin Islands

1. Ensure thatthe Special Events Fund is established in compliance with Finance
policies and procedures.

2. Use Financeds Donations Fund to account f

3. Ensure that all donations are managed and expdandactordance with established
rules and regulations and within the confines of their intended purpose.

4. Ensure compliance with the procurement and contract rules of the Government.

5. Ensure compliance with the payroll and casual labor compensation rules of the
Government.

We recommend thdhe Commissioner of Finance

1. Issue a memorandum to all Government agencies concerhangpdlicies and
procedures fohandling donations made to the Government.

2. Issue a memorandum to all Government agencies advising departments to seek
guidance from Finance for all issues concerning the handling of payroll, including
paying employees that have begun working before receiving their Notices of
Personnel Action.

We recommend thBirectorof Personnel:

1. Issue a memorandum to all Governmemferecies concerning the policies and
procedures on the handling of compensation payments to Government employees for
work done outside of their respective employment agencied d u al @®Atpl oy men
minimum, the memorandum should addre$ise handling of pgments for dual
employmentpvertime, additional compensation, and casual labor.



Governor of the Virgin IslandsbResponse

The Governor of the Virgin Islands in his July 16, 2010 response indicated agreement
with all of the recommendations made in thport.

Regarding the recommendations to the Governor of the Virgin Islandgrtmegr control
be put in place to ensure compliance with rules and regulations for the establishment, receipt and
disbursements of donations, the response indicated thatahtdirectives would be issued to
reminded employees of the requirements.

Regarding the recommendations to the Commissioner of Finance, to issue memorandums
concerning the policies and procedures for handling donations and matters affecting payroll, two
Finance Memorandums were issued on the subject matters.

Finally, regarding the recommendation to the Director of Personnel regarding policies
and procedures for the handling of employee compensation for work done outside of the
respective agencies, a merandum will be issued by Personnel.

V..l nspector General 6s Comment s

Regarding the recommendations to the Governor of the Virgin Islands, we consider them
resolved, but not closed. In order for them to be considered closed, please provide a cepy of th
internal memorandum concerning internal controls.

Regarding the recommendations to the Commissioner of Finance, we consider the
recommendations resolved and closed.

Finally, regarding the recommendations to the Director of Personnel, we consider the
recommendations resolved, but not closed. In order for the recommendations to be closed, please
provide a copy of the memorandum regarding outside employee compensation.

We have included a copy of the response to the report as Appendix | beginning on page
9. We have also included, as Appendix Il beginning on page 18, the additional information need
before the recommendations can be closed.

If you or your staff requireadditional information, please call me at 764R6.

Sincerely,

47;;(‘1\ 2 »—1/,(‘/ ,“’;)m 2,
%ﬁvenf va everﬁoudt, CFE, CGFM
V. I. Inspector General

Appendices
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THE UNITED STATES VIRGIN ISLANDS

CFFICE OF THE GOVERNOR
GOVERNMENT HOUSE

Churlotte Amalie, V.I. 00802
340-774-0001

July 16, 2010

Mr. Steven van Beverhoudt
Inspector General

Ofhce of the Inspector General
2315 Kronprindsens Gade #75

St. Thomas, Virgin Islands 00802

RE: Response by the Government of the Virgin Islands to Draft Letter Audit Report,
Audit of Transactions of the Governor’s Special Events Fund for the calendar vears
2004 — 2006 (Report No. LR-01-11-10)

Dear Inspector General:

This letter acknowledges receipt of the above-referenced draft audit report. which was
transmitted with correspondence dated May 27, 2010, to the Office of the Governor. As always,
I am thankful for the work that the Office of the Inspector General {OIG) performs, as auditing
ensures that government agencies and departments are held accountable for the use of
government resources.

This audit, which covered the perniod 2004 1o 2006, regarding transactions of the Special
Events Fund established in 1995, serves to highlight deficiencies that took place during that
periocd. It also provides a measuring stick for this Administration te continue to develop and
institute the appropriate and correct policies and plans for an efficient government. It is worth
noting that the account in question was closed in March of 2007 by my Administration.

The Office of Inspector General’s conclusion that the Special Events Fund checking
account was not officially established by the Department of Finance (DOF), and that it may have
been used for transactions other than those intended per its purported purpose, demonstrates the
need for adherence to the Virgin Islands Code, and rules and regulations with respect to the
procurement of professional services and government payvroll practices.

RE
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Mr. Steven van Beverhoudt
July 16, 2010
Page 2

Accordingly, this draft audit report will facilitate compliance with policies and
procedures governing donations, payroll, and the procurement of services. Since the inception
of this Administration, the Office of the Governor has remained committed to developing the
necessary internal administrative controls over the Special Events Fund. Already, as indicated in
my response (Exhibit T) to the draft report, the Department of Finance has taken action to address
the handling of donations and payroll. Further, the Division of Personnel has also issued a policy
memorandum to departments and agencies about the procedures for compensation payments for
government services. My Administration will continue to be proactive in ensuring
accountability, and greater efficiency to service the people of the Virgin Islands.

Thank you for the opportunity afforded to the Office of the Governor to provide

comments to the OIG's draft audit report.
Sincerely, E
&}f
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EXHIBIT 1

GOVERNMENT OF THE VIRGIN ISLANDS
Response to Draft Letter Audilt Report, Audit of Transactions of the Governor®s Special
Events Fund for the years 2004 to 2006 (LE-01-11-10, hay 27, 20000

The auwdit, which covered the period 2004 1o 2006, regarding transactions of the Special
Events Fund established in 1995, serves to highlight deficiencies that took place during that
period. [ also provides a measunng stick for this Administration o continue o develop and
institute the appropriate and correct policies and plans for an efficient governmentl.  The account
i gquestion was closed in Bdarch of 2007 by the current Administration.  The Offce of the
Governor remains commined to developing the necessary internal administrative controls over
the Special Events Fund; and swill continue to be proactive in ensuring accountability, and greater
efficiency in public services.

INTERMNAL CONTROIL.S

Recommendations — {fice or the Governor

i. Ensure that the Special Events Fund is established in compliance with Finance
policies and procedures.

2. Use Finance™s Donation Fund to account for donations made for special events.

£ Ensurc that all donations are managed and cxpended in accordance with
established rules and regulations within the confines of their intended purpose.

4. Ensure compliance with the procurement and contract rules of the Government.
5. Ensure compliance with the payroll and casual labor compensation rales of the
Government,

Government’s Hespomse — Office of the Governor

The Office of the Governor concurs that the funds for the period 2004 o 2006 were not
properly managed and further agrees that the recommendations of the Office of the Inspector
General will facilitate compliance with policies and procedures inherent to proper intemrmal
controls,

11

RE



APPENDIX |
GOVERNOR OF THE VI RGI N I SLANDSG6 RE

12



