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Dear Governor de Jongh and Senator Malone:

This Letter Report contains the results of our audit of the Virgin Islands Bureau of
Corrections Management Remedial Checking Account (Account), created and managed by the
Virgin Islands Department of Justice (Justice) and Virgin Islands Bureau of Corrections
(Corrections). The audit was based on a request by United States District Court Judge Stanley S.
Brotman, relative to an Order issued in the Carty vs. Turnbull, et. al., Civil Case No. 94-78
(D.V.1).

Our audit objectives were to determine if (i) sufficient internal controls were established
and utilized to ensure that the Account was created and managed in accordance with the Virgin
Islands Code (the Code), and Rules and Regulations, and (ii) expenditures were allowable and
allocable to the purposes for which the Account was established.

The scope of the audit covered Account transactions in Fiscal Years 2002 through 2012.
We are not aware of any prior audit being conducted of this account.

To accomplish the audit objectives, we verified Account deposit and payment
information with that obtained from the United States Department of Justice, U.S. Marshals
Service (Marshal’s Service), the United States Department of Homeland Security, Immigration
and Customs Enforcement (Immigration), and the Virgin Islands Department of Finance
(Finance). We also reviewed, when available, Court issued documents, Account bank statements,
cancelled checks, vendor files, and supporting documentation for best available evidence of
internal controls to ensure that financial and accounting records were accurate and reliable, and
funds were used in compliance with applicable laws and regulations.



We conducted this performance audit in accordance with the “Government Auditing
Standards” issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable
basis for our findings and conclusions based on our audit objectives. Accordingly, we performed
such tests of records and performed other auditing procedures that were considered necessary
under the circumstances. We believe that the evidence obtained provides a reasonable basis for
our findings and conclusions based on our audit objectives.

Weakness in Account internal controls, lack of compliance with the Code for fiscal

management, procurement, payroll, and questionable uses of the funds are discussed in the Audit
Results section of the report.

BACKGROUND

Corrections was placed under the jurisdiction and administration of Justice in June 1987
with the passage of Act No. 5265. On April 12, 2008, through Act No. 6997, Corrections was
removed from under Justice and created as an Executive Branch agency; however, the
administrative functions were not transferred from Justice to Corrections until October 1, 2009.
Records and control of the Account were later transferred to Corrections in 2010, under the
control of the Director of Corrections and the Corrections Operations Director.

In February 1988, under Title 3 Section 3075 of the Code, the Correctional Facilities
Repair and Renovation Fund (Fund) was established within Finance‘s Financial Management
System as a result of a District Court Order in Civil Case No. 86-265, United States of America
v. Governor Luis, et.al., December 1, 1986, and a subsequent Consent Decree for the St. Croix
Golden Grove Adult Correctional Facility (Golden Grove). The purpose of the Fund was for
maintenance, repair, renovation and construction of correctional facilities within the Territory
and for equipment and supplies therein, as appropriated by the Legislature. The first $1 million
was paid by the Marshal’s Service into the Fund in 1999. Finance was required to keep the
records and submit quarterly reports to the Governor and Legislature on the status of the Fund.

On June 20, 1994, inmates of the Criminal Justice Complex in St. Thomas, Virgin
Islands, filed a class action lawsuit under 42 U.S.C. 81983 against the Governor of the Virgin
Islands and Corrections in the U.S. District Court for the District of the Virgin Islands. The
original Settlement Agreement Order of October 12, 1994, Civil Case No. 94-78, dated
December 1, 1994, had several provisions that the government was to implement. It required
funding from appropriations of the Legislature to accomplish the remedial actions. Following
Contempt Orders in 1997, December 9, 1999, December 20, 2000, January 18, 2001 and June 4,
2001, contempt hearings on constitutional violations, poor prison conditions, and noncompliance
with Court Orders, the U.S. District Court under Civil Case Number 94-78, ordered that the
Account be established on October 29, 2001, to start remediation efforts to come into compliance
with the Court Orders. Justice established the Account on December 27, 2001, as a local
checking account outside the control, and effective accounting and reporting of Finance.



AUDIT RESULTS

We found that the Account was not established and managed in accordance with
provisions of the Code, Rules and Regulations, and fiscal policies of the Virgin Islands
Government (Government). In addition, funds were disbursed from the Account contrary to
financial, procurement, and personnel laws, regulations, and policies and procedures of the
Government. Finally, funds were utilized for questionable purposes that were not in compliance
with the U. S. District Court Order.

These conditions occurred because the procedures for the establishment of imprest or
petty cash accounts were not followed by Justice and Corrections when the Account was
established. In addition, procurement and personnel laws were not followed in the disbursement
of funds from the Account.

As a result (i) the Account was established in December 2001 without the knowledge or
approval of Finance, (ii) to date, Account transactions are not reported to Finance in violation of
the Code, and policies and procedures for safeguarding and reporting of Government funds, (iii)
goods and services in excess of $2.8 million were acquired without the required reporting of
transactions through Finance and not in compliance with the Code for procurement, personnel,
and tax laws, and rules and regulations, and (iv) questionable payments, not related to the intent
of the Court Orders, were made from the Account that continued the situations under the Court
Orders for nearly two decades. Regardless of the amount of funds placed into the Account, if the
appropriate and effective uses of the funds are not executed, Corrections will not come from
under the Court’s oversight.

Unauthorized Accounts

Justice and Corrections violated the Revised Organic Act and the Code, by establishing
and maintaining a checking account without the knowledge and required fiscal control of
Finance.

Section 18 of the Revised Organic Act of 1954, states that:

“The Governor shall establish and maintain systems of accounting
and internal control designed to provide

(a) full disclosure of the financial results of the government's
activities;

(b) adequate financial information needed for the
government's management purposes;

(c) effective control over and accountability for all funds,
property, and other assets for which the government is responsible,
including appropriate internal audit; and
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(d) reliable accounting results to serve as the basis for
preparation and support of the government's request for the
approval of the President or his designated representative for the
obligation and expenditure of the internal revenue collections as
provided in section 26, the Governor's budget request to the
legislature, and for controlling the execution of the said budget.”

Title 3, Section 177 of the Code, among other duties requires Finance to maintain the
accounts for the Government and to create policies and procedures for the accounting of such
funds. In particular, it requires Finance to “...exercise general control over the enforcement of
the laws relating to finance, and shall...provide for a depository for all public funds...provide
uniform regulations for the disbursement of all public funds...and...exercise general supervision
over, and custody of, the special and public trust funds.”

Finance, in meeting its obligations to account for and maintain internal controls over the
Government’s revenues and disbursements, created policies and procedures for all departments
and agencies to follow in the handling and safeguarding of Government funds. In particular, the
fiscal controls policies and procedures were created by Finance for the establishment,
accounting, and reporting for petty cash, imprest and other bank accounts maintained by
departments and agencies of the Executive Branch.

During a December 2000 and a June 2001 Contempt Hearings, in this long standing
lawsuit, Civil Case 94-78, Justice claimed that they were unable to meet the requirements of the
Court to, among other things, improve the conditions of the inmate population, because of
funding shortages and bureaucratic delays. In addition, the inmates’ legal representation, the
American Civil Liberties Union (ACLU), also voiced concerns over Finance’s control over the
funds to be made available to Corrections to remediate the conditions cited in the Contempt
Orders.

As a result of the concerns presented during the various Contempt Hearings, on October
29, 2001, the sitting District Court Judge ordered that a separate bank account (Account) be
established “...for the costs of Bureau of Corrections operations, with priority given to
expenditures mandated by all consent decrees, orders, judgments, and settlement agreements
addressing conditions at Bureau of Corrections’ facilities. Expenditures shall include but not be
limited to payment for food services, medicines, contractual services, repairs and maintenance,
and board fees for Virgin Islands’ inmates housed in off-islands correctional facilities....”

The order required that the account be funded by “...all monies from the U.S. Marshal’s
Service and the U.S. Immigration and Naturalization Service, for the housing and board fees for
federal detainees in the Bureau of Corrections facilities.”

The Account was established by Justice as a Corrections management checking account
on December 27, 2001, with an initial deposit of $220,202. Justice and Corrections maintained
control and management of the Account without Legislative appropriation, approval by the
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Governor of their financial plans and budgets, and Finance’s oversight and accounting, as
required by the Organic Act, the Code, and Finance’s policies and procedures.

In our discussion with the District Court Judge, it was indicated that the Judge did not
intend for Justice and Corrections to maintain a checking account and expend Account funds
without being in compliance with the Code governing financial controls, reporting, procurement,
and personnel policies and procedures and intent of the Court Orders. The Court intended the
funds to be used to bring Corrections into compliance with its Orders.

As part of our request to Finance on their knowledge of the existence of the Account, we
were informed that in 2012 Corrections was contacted by Finance and told they needed to
disclose information on checking accounts under their control for the 2010 Single Audit.
Finance had no knowledge of the transactions of the Account and the nearly $3 million passing
through the Account was not included in the Government’s single audits. Finance disclosed that
they only recently were informed of the existence of the Account and had no control or
knowledge of how the funds had been managed or expended. To date, Finance has not reported
that this situation has been corrected.

As will be discussed in the other findings in this report, the failure of Justice and
Corrections to process payments through the Government’s Enterprise Resource Planning
System, (ERP) managed by Finance, not only violated the laws of the Virgin Islands, but also
eliminated all aspects of effective internal controls to ensure that the funds were adequately
safeguarded and used for their intended purposes. An internal control process is designed to
ensure reliable financial reporting, effective and efficient operations, and compliance with
applicable laws and regulations. Safeguarding assets against loss and unauthorized use,
acquisition, or disposal is also essential to effective internal controls.

The establishment of the Account in this manner, without Finance’s required
authorization to open and maintain the account, and the failure to follow required fiscal controls
and accountability, violated the Organic Act and requirements of the Code. Without the required
formal contracts and Property and Procurement’s approval, goods and services were procured
from both on-island and off-island vendors in violation of the procurement laws. Hiring
temporary or part time employees was done without following personnel procedures.
Additionally, taxes were not withheld or reported as required by law.

In our opinion, to better comply with the Order, applicable laws, and Rules and
Regulations, the Account funds and management could be transferred to the Bureau of
Corrections Correctional Facilities Repair and Renovation Fund 3075 (Fund) controlled by
Finance since 1988, under Title 33 Section 3075 of the Code. With minor amendments to
procedural and allowable expenditure categories the Fund could be used to provide sufficient
internal controls and expedited expenditures, through the appropriation process, as intended by
the Order and the Code.




In addition, an imprest/petty cash account can be opened in accordance with Finance’s
imprest/petty cash policies and procedure to handle minor emergencies that might require
immediate payments. The account can be replenished as needed provided the disbursements are
adequately documented in accordance with the Code and Finance’s procedures.

Account Transactions

During the audit scope period, Fiscal Year 2002 through Fiscal Year 2012, Justice and
Corrections deposited all intended funds into the Account from the Marshal’s Service and
Immigration in accordance with the Court Order. However, as discussed in the previous section,
because Finance was not involved in any phase of establishing the Account and monitoring
transactions, funds were disbursed in violation of procurement and personnel laws. Additionally,
Finance did not issue IRS Form 1099 or assure that applicable taxes were withheld from
payments to vendors and contractors.

The Account records showed deposits from December 2001 to October 2012, totaling
$2,968,385 and expenditures of $2,889,068.

Deposits: In accordance with the Court Order, funding for the Account came from two major
sources; the Marshal’s Service and Immigration. Based on bank records provided, there were
also miscellaneous deposits for reimbursements, transfers and vendor refunds to the Account.
Deposits into the Account for the 11 fiscal years under review totaled $2,968,385, consisting of
$2,885,843 in Marshal’s Service and Immigration payments and $82,542 in reimbursements. The
following table shows the deposits by fiscal year.

2002 $ 583,316
2003 509,003
2004 464,657
2005 264,680
2006 193,155
2007 217,299
2008 187,392
2009 144,421
2010 149,229
2011 141,382
2012 113,851
Total $2,968,385

From information provided from the Marshal’s Service and Immigration, all funds
received for the period under review were deposited into the Account.



We did note that the Court ordered in March 2006, and later, that a Call Center shared
revenue contract be initiated. We found that $1,000 in funds was deposited into the Account in
August 2006 and $2,500 in April 2010 from the first contract. We did not note any funds from
the second Call Center shared revenue contract of June 2010 deposited into the Account as
intended by the Court. Both contracts were entered into without Procurement approval and were
with off-island entities. Corrections did not provide updated information on the Call Center
revenue contract and collections.

Expenditures: During the audit scope period, $2,889,068 in funds was disbursed from the
Account. The following table summarizes the disbursements by fiscal year.

2002 $ 444,579
2003 391,760
2004 517,941
2005 326,872
2006 229,319
2007 241,851
2008 200,795
2009 43,960
2010 192,665
2011 225,501
2012 73,825
Total $2,889,068

As detailed in the previous section of this report, by not adhering to the provisions of the
Code, and Rules and Regulations in the establishment and operation of the Account, Justice and
Corrections violated the procurement and personnel provisions of the Code. Our analysis of the
Account transactions showed $1,706,272 in disbursements that violated Title 31 of the Code
relating to the procurement laws and Rules and Regulations established by the Department of
Property and Procurement (Procurement). An additional $203,655 in payments for architectural
services was incurred for the renovation of the Criminal Justice Complex Annex, which was
funded by the Public Finance Authority. Finally, $227,441 in payments for temporary employee
services were made in violation of Title 3 of the Code as it relates to the personnel laws.

Contracts: We identified $1,706,272 in payments for which procurement contracts,
professional service contracts or, at a minimum, Procurement approval was required. The
individual payments were as much as $91,000, with many of them exceeding the limit for which
Procurement approval is required ($5,000 through July, 2009 and $50,000 thereafter). The
following are some examples of these disbursements:



e From 2002 through 2007, $663,690 in off-island medication was purchased. No contracts
or Procurement approval was provided as required by the Code and Procurement Rules
and Regulations. Single payments ranged from as little as $80 to as much as $83,472. No
documentation, such as invoices, receiving reports, or bills of laden, for the receipt of the
items, and evidence to demonstrate efforts to implement reasonable controls for these
payments and items were provided. Annual payment were as followed:

$ 80,454
121,882
255,559
129,503

24,062
52,230
$663,690

e During the period 2002 through 2008, two on-island pharmacies also received significant
payments again without any evidence of contracts, Procurement approval or compliance
with the Code. Those payments totaled $44,841 and $391,969. Again, documentation of
adequate control and receipt of the medications was not provided.

e In September 2003 a local contractor was paid $20,000 for “mobilization” with no
reference to a contract or Procurement approval.

e During the audit scope period, there were numerous payments totaling $157,603 for
consultants and Corrections staff training. There was no evidence of contracts or
Procurement approval. Nor was there any indication of the emergency nature of the
services. A majority of the consultants were off-island individuals. There was no
evidence of Virgin Islands Bureau of Internal Revenue (Internal Revenue) Miscellaneous
Income Form 1099 being issued or these persons being licensed to do business in the
Virgin Islands.

o One such consultant received payments in 2010, 2011 and 2012 of $5,000, $6,000
and $7,000 respectively.

o Another consultant received $13,524 in 2010, with a notation that the services
were to assist in “writing lesson plans”.

o In September 2011, January 2012 and February 2012 a total of $26,992 was paid
for “expert/consulting fees” in preparation for a Consent Decree Hearing.



e Over an 8 month period from April 2010 to January 2011 a retired V.I. Fire Service
employee received 15 payments totaling $70,800 in payments for “fire, life, safety and
sanitation issues per the Consent Decree”, yet no evidence was provided documenting
the exact work performed. The 15 payments ranged from $3,570 to $4,972.50.

e There was no evidence that Justice or Corrections reported any payments to the Internal
Revenue on Miscellaneous Income Form-1099, as required.

Temporary Employee Services: Numerous individuals received payments for services
provided to Corrections for which time and attendance records were kept and the work appeared
to be temporary employment in nature. None of the individuals were hired through the
Government’s Personnel Division as required by the Code. In addition, no employee taxes were
withheld nor were Miscellaneous Income Form 1099s issued to the individuals as required.
Compensation paid to these temporary employees totaled $227,441.

e From September 2003 to August 2004 an individual received by-weekly payments
ranging from $861.44 to $1,420.03 for maintenance services and Justice aircraft
maintenance services. Records show that the individual kept time sheets, and was paid by
the hour.

e Another individual received by-weekly payments of $240 for maintenance services from
September 2003 through December 2004 and then various monthly amounts ranging
from $420 to $2,100 for the period March 2006 to November 2006. Again time sheets
were kept for this individual.

e Several individuals were hired at various times during the audit period as “cooks” or

“nurses” with time sheets being kept for the individuals. They were also paid at an hourly
rate.

Questioned Costs

Justice and Corrections disbursed $602,236 of Account funds for non-emergency needs
or items that should have been provided as part of budgeted expenses. These expenditures were
also questioned for they were not directly related to remediation of Court sited violations and
Consent Decree mandated actions.

During a January 10, 2006, compliance hearing, the judge stated in part that emergency
use of Account funds to pay regular Corrections expenses would be permitted until the
Government appropriated funds were released and reimbursement could be made to the Account
from the General Fund. However, the Account was not to be used to supplant or replace the
obligations of the General Fund to fund the Corrections’ normal operations. Reimbursement
from the General Fund was not found in the Account records



On December 2, 2008, the judge also noted that, “The fund is not to be used as a
substitute for what the Government of the Virgin Islands has to pay, the upkeep, to keep up
these, this institution....it is only used for, where emergency, emergencies arose, and where, on
approval of somebody the fund could be used.”

In June 2009, the Virgin Islands Attorney General reminded the then custodian of the
Account that only emergency uses for Corrections operations could be funded with Account
funds. The $1,410 in question at the time was approved and expended to buy promotion
examination training materials. An additional $822 was expended for other training materials.
These funds were not reimbursed to the Account.

We were unable to find documentation showing that the questioned funds were expended
for “emergency facility needs” or advanced for normal budgeted expenses pending
reimbursement to the Account. Also, we were unable to determine that the funds were
adequately controlled or used for intended purposes to improve inmate health and safety, or
related compliance.

Expenditures totaling $546,950 were questionable and/or unallowable when related to the
Judge’s comments noted above. These expenses were not documented as emergency, or other
than normal operational expenses, maintenance, or expenses for unrelated items. The expenses
appear to be for normal maintenance and goods and services. In some cases the expenses used to
pay for Justice’s goods and services were not related to authorized Account purposes. Payments
for travel of Corrections officials and personnel, consultants, registration at conferences and per-
diem, and other payments not of an emergency nature, for inmate safety and health, or remedial
actions to bring Corrections into compliance with Court Orders were questioned.

The following are examples of flagrant abuses of Account funds:
e During the audit scope period, $54,796 was spent for social functions, retreats,
ceremonies and other functions which were not allowable expenses for the Account.

Some of the disbursements included:

o In 2010, two checks totaling $5,025.23 identified as expenses for a
Christmas/New Year Party.

o On October 17, 2009 4 checks, identified as “BOC Transition Ceremony” totaling
$2,434.

o On December 17, 2009, 2 checks totaling $10,000 identified as “BOC
Commissary Account Reimbursements” with no explanation as to the purpose.

o On February 16, 2010, $4,080.10 paid to a travel agency for the “I1® Annual
Management Retreat”.
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o On March 15, 2010, May 3, 2010, and May 7, 2010, three checks for $10,000,
$2,700, and $5,020 written as reimbursement to the “BOC Commissary Account”
for “BOC Week Activities”. The $10,000 check was for one dinner for 100
persons at a local restaurant hosted by Corrections.

o On April 9, 2010, $4,400.12 paid to a St. Croix Hotel for “Rooms, food, drinks
and tips (2-17t022-10)” for two off-islands consultants.

There were Corrections officials’ travel expenses and per-diem advances for several trips
taken out of the territory without authorization from the Governor or following the travel
regulations of the Government.

Four employees received salary payments of $2,000, $1,544.54, $1,961.76 and $2,884.80
in December 2009, January 2010, December 2010 and August 2011 for “Salary advance”
and/or “Payroll error”. Account records did not show reimbursements were received.

On March 25, 2002, $6,000 was paid for 4 officers to receive firearms instructor training.

The plaintiff’s attorney was issued two checks for attorney fees. The first check was
issued on March 14, 2002 for $57,938.93 and the second check was issued on March 5,
2005, for $59,000. Generally, legal fees being reimbursed to the winning litigating party
would be paid from the general fund or special appropriation for that purpose. If these
funds were advanced pending receipt of allotment of appropriated funds, the amount
advanced should have been repaid to the Account.

On December 23, 2010, $15,656 was paid to a local grocery wholesaler for past due
invoices of Corrections.

In December 2007, $1,950 was paid to replace a Corrections sign.

Some of the payments were for purposes which should have been processed through

Procurement for a formal contract for they were for supplies, repair materials, services, and other
purchases, including regular and periodic maintenance which could be contracted on an annual
basis using General Fund appropriations. These purchases did not demonstrate an “emergency”
requiring expedited procurement through the Account and therefore should not have been made
from the Account.

Recommendations

We recommend that the District Court Judge presiding over the Civil Case 94-78:

Order that the Governor direct Finance to take custody of all Account funds and deposit
them into the Bureau of Corrections Correctional Facilities Repair and Renovation Fund
3075 maintained by the Government’s ERP System and Finance provide quarterly
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Account transaction reports to the Court until Corrections comes into compliance and the
ongoing case is closed.

We recommend that Corrections:

Request the Governor to submit language to modify the allowable uses and disbursement
procedures for the funds in the Bureau of Corrections Correctional Facilities Repair and
Renovation Fund 3075 to insure compliance with the Court ordered intended controls and
uses of the funds and needs of the Government.

Request that an imprest/petty cash account be opened and maintained in accordance with
Finance’s rules and regulations.

Comply with the Organic Act, the Code, Finance policies and procedure, petty cash and
imprest fund checking account policies and procedures to ensure that there are sufficient
internal controls to support the effective and efficient use of Government funds.

Comply with the procurement and contract laws, rules and regulations, and travel
regulations of the Government.

Comply with the payroll and casual labor compensation laws, rules and regulations of the
Government, and tax withholding and reporting requirements of Finance, Internal
Revenue, and other taxing entities.

Reconcile and collect the outstanding salary advances paid to employees from the
Account.

V1 Bureau of Corrections’ Response

In the Governor’s response of October 31, 2013, Corrections indicated agreement with all

of the recommendations made in the report. For the first recommendation, it was stated that
Corrections will be drafting legislation to modify the uses of the Bureau of Corrections
Correctional Facilities Repair and Renovation Fund 3075.

In response to the second recommendation, Corrections indicated that a request will be

submitted to Finance to open an imprest fund in accordance with Finance’s policies and
procedures.

Regarding the third, fourth, and fifth recommendations, Corrections stated that policies

and procedures for the use of Account funds will be drafted to ensure compliance with
Government regulations. In addition, all transactions will be processed in accordance with laws,
and rules and regulations.
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Finally, for the sixth recommendations, Corrections will initiate reconciliation and
collection of outstanding salary advances to employees from the Account.

V. L. Inspector General’s Comments

The responses to the recommendations submitted by Corrections are sufficient for us to
consider them resolved. We must however, comment on the statements attributed to Justice
included in the transmittal letter by the Governor of the Virgin Islands.

This audit was performed at the request of the District Court to determine if adequate
internal controls existed for the use of the funds and if Account funds were disbursed for their
intended purposes. Without establishing, and following, the necessary controls over the
accounting and use of the funds deposited into the Account, the funds were exposed to
potential fraud, waste, and abuse. In some instances, as pointed out in the audit report, funds
were used for questionable purposes. The use of the funds, after they are deposited into the
3075 Fund, for other than intended purposes would be a violation of law. Therefore, we are still
of the belief that the best controls can be established by using this Fund after its parameters
are amended to address the intent of the Court's Orders and Code.

The Account, as its title denotes was established to aid in bringing Corrections into
compliance with Court Orders. However, the Account was established outside of the required
financial reporting and monitoring process of the Government. For over a decade the Account
has been operating without internal controls effectively being exercised by Finance. Finance
was not aware of the existence of the Account until two years ago. Additionally, the funds
have been expended without following the requisite Property and Procurement, Personnel,
Payroll and other laws and regulations for uses and reporting for the Government funds. To
date we have not been informed that Finance has established controls for this Account. The
Account was established in this manner despite the Court being apprised by prior Government
officials that there were established petty cash and imprest fund account controls and reporting
protocol that should be followed.

Accurate, complete, financial statements, and timely disclosure of transactions, would
convey to the public that management is serious about applying sufficient controls over the
Account funds and establishing required accounting transparency. It would also assist in
bringing Corrections out from under the two decades old Court Decrees and into compliance
with statutes governing operations of Correctional Facilities, and best internal control practices
for Government funds.

If you require additional information, please call me at 774-6426.

Sincerely,

7 73
/\fé&;«\ A & e o (,M

~ Steven van Beverhoudt, CFE, CGFM
V. I. Inspector General
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APPENDIX

RECTIONS’ RESPONSE

oI
N

BUREAU OF COR

THE UNITED STATES VIRGIN ISLANDS

OFFICE OF THE GOVERNOR
GOVERNMENT HOUSE

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

October 31, 2013

Mr. Steven van Beverhoudt

Inspector General

Office of the Virgin Islands Inspector General
2315 Kronprindsens Gade #75

St. Thomas, Virgin Islands 00802

Re: Response by the Governor of the Virgin Islands to Draft Audit Report, Audit of the
Virgin Islands Bureau of Corrections Management Remedial Checking Account for
the Fiscal Years 2002 to 2012 (Report No. LR-01-15-14)

Dear Inspector General van Beverhoudt:

This letter acknowledges receipt of the above-referenced draft audit report, which was
transmitted with correspondence dated September 23, 2013, to the Bureau of Corrections (BOC).
First, I would like to thank you for the extension granted until today, October 31, 2013 to
respond to this report. Secondly, be reminded that as the Governor of the Virgin Islands (GVI), I
recognize the importance of the audit work and underlying procedures conducted by the Office
of the V.I. Inspector General (OIG); and thank you for your efforts and the continued
commitment of your office to bolster internal controls, government-wide.

Accordingly, the focus of the audit which entailed a review of the internal controls
“established and utilized to ensure that the Account was created and managed in accordance with
the Virgin Islands Code”, and also examination of the expenditures to determine whether they
were allowable and allocable in accordance with establishment of the Account were appreciated,
because they foster greater accountability of public funds.

Overall, the Bureau of Corrections concurred with the recommendations offered by the
Inspector General and has already started to implement changes that will result in more efficient
management of the Remedial Checking Account. BOC will be directed to work closely with the
Department of Finance, the Department of Property and Procurement, and the Division of
Personnel to ensure compliance with the rules and regulations, and policies and procedures
governing imprest/petty cash funds, procurement requirements, casual/temporary employees, and
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APPENDIX

BUREAU OF CORRECTIONS’ RESPONSE

Mr. Steven van Beverhoudt

Response by the Governor of the Virgin Islands to Draft Audit Report, Audit of the Virgin
Islands Bureau of Corrections Management Remedial Checking Account for the Fiscal
Years 2002 to 2012 (Report No. LR-01-15-14)

October 31, 2013

Page 2

utilization of the Enterprise Resource Planning (ERP) System for the Government of the Virgin
Islands. As such, a number of attachments from the aforementioned departments are provided,
relating to the overall management procedures germane to government funds.

However, the Department of Justice has expressed a concern to the recommendation that
addresses Fund 3075 as outlined below:

“The Department of Justice (DOJ) disagrees with the recommendation. DOJ does not
agree that the funds should be deposited into the Fund 3075; before that is done the purposes for
the use of the funds must be expanded. We believe that the Office of the Inspector General is
mistaken in suggesting that the funds received from the U.S. Marshal and the Department of
Homeland Security are limited to be used only for certain purposes. The Government of the
Virgin Islands receives that money as compensation for housing federal detainees and for
housing inmates who are non-United States residents. The Territory is entitled to use the money
for whatever is necessary in the Bureau of Corrections (BOC). Granted, the Judge required that
the funds be placed in a separate dedicated fund. However, the Judge ordered that the funds be
kept separated in order to give the Bureau of Corrections a source of available funds to be used
for emergency purposes to maintain its obligations under federal law. As long as Corrections is
using the funds to meet those needs, we believe that the BOC is in compliance. This is a position
that we have argued before the Court.

We would have serious concern that if the money is put into the special fund, it may be
subject to re-allocation for other purposes, by the Legislature. We recall the recent action by the
legislature which authorized the use of all special funds by the executive branch which may
cause these funds dedicated for Corrections to be re-allocated to other purposes.”

Thank you for working collaboratively in ensuring that the operations are conducted in an
effective and efficient manner. Further, to reiterate, the Bureau of Corrections will continue to
liaise and work closely with the other vested departments and agencies to ensure that its
operations specific to the Remedial Management Account are aligned with set policies and
procedures of the Government of the Virgin Islands.

Sincerely,
127
K.lgo0 P.(de Jo
verno
Enclosure
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pc:  Nathan Simmonds, Deputy Chief of Staff, Office of the Governor
Julius Wilson, Director, Bureau of Corrections
Debra E. Gottlieb, Director, Office of Management and Budget
Vincent F. Frazer, Esq., Attorney General, Department of Justice
Angel E. Dawson, Jr., Commissioner, Department of Finance
Lynn Millin Maduro, Commissioner, Department of Property and Procurement
Kenneth L. Hermon, Jr., Director, Division of Personnel
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Government of the Virgin Islands
Response to the Draft Letter Audit Report
Of the Office of the Virgin Islands Inspector General (VIOIG)
Audit of the Virgin Islands Bureau of Corrections
Management Remedial Checking Account
(Report No. LR-01-15-14)

FINDING

The Bureau of Corrections Management Remedial Checking Account (Account) was not
established and managed in accordance with provisions of the Virgin Islands Code, Rules and
Regulations, and fiscal policies of the Virgin Islands; funds were disbursed from the Account
contrary to financial, procurement, and personnel laws, regulations, policies and procedures of
the Government; funds were utilized for questionable purposes that were not in compliance with
the V.I. District Court Order.

RECOMMENDATION NO. 1-BUREAU OF CORRECTIONS

1. Request the Governor to submit language to modify the allowable uses and disbursement
procedures for the funds in the Bureau of Corrections Correctional Facilities Repair and
Renovation Fund 3075 to insure compliance with the Court ordered intended controls and
uses of funds and needs of the Government.

Government’s Response

The Bureau of Corrections (BOC) concurs with the finding(s) and the recommendation.
Corrective Action Plan

The Bureau of Corrections will prepare draft legislation to be submitted to the Governor for
review and legislative approval, in order to amend Title 33 V.I.C., Section 3075 of the VI Code
to modify the allowable uses and disbursement procedure for the funds in the Bureau of

Correctional Facilities Repair and Renovation Fund.

Due Date: November 2013

Responsible Party: Director - BOC
Legal Counsel - BOC
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RECOMMENDATION NO. 2 - BUREAU OF CORRECTIONS

2. Request that an imprest/petty cash account be opened and maintained in accordance with
Finance’s rules and regulations.

Government’s Response
BOC concurs with the finding(s) and the recommendation.
Corrective Action Plan

The Bureau of Corrections will request in writing that the Department of Finance open and
maintain an imprest/petty cash account, on behalf of BOC, pursuant to Finances’ policies and
procedures governing such funds (i.e. SOPP #720 - Attachment No. 1) for the Government of
the Virgin Islands.

Due Date: November 2013

Responsible Party: Director - BOC
Legal Counsel - BOC

RECOMMENDATION NO. 3 - BUREAU OF CORRECTIONS

3. Comply with the Organic Act, the Code, Finance policies and procedure, petty cash and
imprest fund checking account policies and procedures to ensure that there are sufficient
internal controls to support the effective and efficient use of Government funds.

Government’s Response

BOC concurs with the finding(s) and the recommendation. BOC’s Director of Operations was
directed to study the Draft Letter Audit Report carefully and, henceforth, follow the
recommendations to ensure compliance with the Organic Act, the Code, Finance policies and
procedures, and petty cash and imprest fund checking account policies and procedures to ensure
that there are sufficient internal controls to support the effective and efficient use of Government
funds.

Corrective Action Plan

The Director of Operations will submit for your review within 60 days policies that will govern
the Remedial Checking Account and ensures its compliance with government regulations.
However, BOC will request that the Department of Finance take control of the Remedial
Account immediately and set it up in the Government’s Enterprise Resource Planning (ERP)
System. In addition, the Administrative Assistant Supervisor shall prepare all requisitions and
requests for disbursements from the Account in accordance with laws, rules, and regulations of
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the Government of the Virgin Islands, and ensure that all requests for disbursements are for
permissible uses of funds.

Due Date: Immediately (November 2013) — DOF control of Remedial Account
January 2014 — BOC written policies and procedures

Responsible Party: Administrative Assistant Supervisor - BOC
Director of Operations - BOC
RECOMMENDATION NO. 4 - BUREAU OF CORRECTIONS

4. Comply with the procurement and contract laws, rules and regulations, and travel
regulations of the Government.

Government’s Response

BOC concurs with the finding(s) and the recommendation.

Corrective Action Plan

The Bureau of Corrections Director shall direct by virtue of a new policy regulations to comply
with all Government regulations to be complied with before expenditure from this account. This
policy will include all procurement and contract laws, rules and regulation, and travel regulation
of the Government. BOC staff will familiarize itself with the Department of Property and
Procurements, Procurement Process Overview, and Guide booklet (Attachment No. 2) and
Office of the Governor’s Executive Order No. 439 — 2009 (re: travel requirements — Attachment

No 3) to ensure compliance with Government regulations.

Due Date: November 2013

Responsible Party: Director - BOC
Administrative Assistant Supervisor - BOC

RECOMMENDATION NO. 5 - BUREAU OF CORRECTIONS
5. Comply with the payroll and casual labor compensation laws, rules and regulations of the
Government, and tax withholding and reporting requirements of Finance, Internal
Revenue, and other taxing entities.

Government’s Response

BOC concurs with the finding(s) and the recommendation.
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Corrective Action Plan

The Bureau of Corrections Director of Operations and the Administrative Assistant Supervisor
within 30 days shall not allow the expending of any funds from the account until applicable rules
and regulations are followed.

Due Date: November 2013

Responsible Party: Director of Operations - BOC
Administrative Assistant Supervisor - BOC

RECOMMENDATION NO. 6 - BUREAU OF CORRECTIONS

6. Reconcile and collect the outstanding salary advances paid to employees from the
Account.

Government’s Response
BOC concurs with the finding(s) and the recommendation.
Corrective Action Plan

The Bureau of Corrections has initiated the reconciliation and collection of the outstanding
salary advances paid to employees from the Account. Letters will be sent to the relevant
employees who will be allowed 60 days to reimburse the amount that was advanced. In addition,
if the account/amount is not paid off within the designated time, then the account will be turned
over for collection. A complete report will be compiled by the Administrative Assistant
Supervisor and Legal Counsel who will be responsible for this matter. It will also be enforced
immediately that no funds will be utilized from the Account to advance payroll, despite the
reason(s) given. The Director of Operations will continue to be the custodian of the Remedial
Account, and shall be responsible for reconciliation and collection of outstanding salary
advances paid to employees from the account. As Director of the Bureau of Corrections, I will
have final approval of all requests for disbursements from the account, oversight of
reconciliation and collection of the outstanding salary advances paid to employees from the
Account.

Due Date: January 2014 — Reimbursement
November 2013 — Report & Distribution of Letters

Responsible Party: Director - BOC
Administrative Assistant Supervisor - BOC
Legal Counsel - BOC

20



