Casey Audit Exposes Details Of State's
$2.7 Million Sweetheart Deal With Edison

AG offers a dozen recommendations to improve
selection and oversight of future vendors

PHILADELPHIA (November 20) - The Pennsylvania Department of Education showed a shocking disregard for sound business practices when it awarded a $2.7 million, no-bid contract last year to Edison Schools Inc. to analyze the Philadelphia School District, according to a performance audit released today by Auditor General Robert P. Casey, Jr. According to Casey, "Education officials refused or failed to provide any evidence to prove their claims that Edison was the most qualified firm to conduct this analysis, that its multimillion-dollar fee was reasonable, that the contract was entered into lawfully, or that Edison's analysis was even necessary." 

"The Department of Education was hell-bent on steering this contract to Edison," Casey said. "By their own admission, Education officials dismissed the volumes of information that were readily available on the Philadelphia School District and allowed a couple of lawyers behind closed doors to negotiate a no-bid deal that paid $2.7 million in public money to a for-profit company with no prior experience performing the type of analysis required by the contract." 

The $2.7 million contract with Edison appears to have been unnecessary
Numerous analyses of the Philadelphia School District's academic and financial problems had already been conducted by the time the Department of Education signed this contract with Edison in July 2001. At least 75 percent of the topics Edison was required to address had already been addressed in at least one of 16 reports cited by Casey in his audit. Furthermore, the Department of Education entered into this $2.7 million contract with Edison shortly before receiving the results of an analysis of the financial condition and academic performance of every school district in the Commonwealth under a $7.5 million contract it had with Standard & Poor's. 

"We find it difficult to believe that the fundamental nature of the District's problems or the steps needed to address them could have changed so dramatically as to require an entirely new analysis costing $2.7 million," the audit said. "In fact, a comparison of the information contained in the Edison Report with the information contained in the pre-existing reports indicates that they did not." 

Edison's qualifications appear to have been irrelevant to the awarding of the contract

Casey's audit found that the Department of Education failed to prove that it verified Edison was the most qualified vendor to analyze the academic and financial problems of the Philadelphia School District or that it contacted - or even considered - any other firms to perform the analysis. 

"The Department of Education's assertion that 'no other single entity known to PDE (then or now) could have undertaken the study on the required timeline' - without providing any evidence to support such a claim - did not further our search for the truth in this matter," the audit said. "In fact, it made us even more convinced that Edison was awarded the contract regardless of its qualifications," Casey said. 

The Department of Education's written justification for selecting Edison recites almost verbatim the promotional information about Edison from the company's own website. While this information notes Edison's experience in managing schools, it does not mention any experience the company has in analyzing the academic and fiscal problems of large urban school districts. According to Edison executives, the contract to analyze the Philadelphia School District was the first contract of its type ever performed by Edison. 

Although the Department of Education claimed it was "not unfamiliar" with Edison's work due to Edison's experience in the Chester Upland School District, officials twice refused auditors' requests for documentation to support this claim. The Department of Education refused to identify which state employees were involved in Chester Upland's contract with Edison or what role those employees played with regard to the contract. 

Finally, the Department of Education told Casey's auditors that "the personal representation of Edison personnel that it could assemble and deploy [a team of consultants]…formed the basis of the Department's belief that [the analysis of the Philadelphia School District] would occur within the short time frame agreed to…." The unnamed "Edison personnel" were later identified as Edison's Founder and Chief Executive Officer and Edison's Executive Vice President of Development. 

"Such 'representations' by Edison's top brass do not change the fact that the company had no prior experience with this type of contract," Casey said. 

Education did not seek or require documentation to support Edison's $2.7 million fee
Based on the documents and information provided to Casey's auditors, there appears to be no basis to support the Department of Education's assessment that Edison's fee was reasonable. 

The contract provided that Edison "shall be compensated for [its] work, including all time, materials and expenses incurred by [Edison] and its subcontractors in an amount not to exceed $2.7 million." The Department of Education explained that it "believed that the fee quoted by Edison…was reasonable…." 

When Casey's auditors requested documentation to support this conclusion, the Department responded, "No formal quote was sought or required to be provided. The final amount was discussed among counsel drafting the contract along with the other terms and conditions." 

"Are taxpayers supposed to be reassured by the claim that lawyers determined that Edison's fee was reasonable behind closed doors and with absolutely no documentation?" Casey asked. 

Once the fee was determined, Education officials said they concluded it was reasonable "after consulting with personnel from other Commonwealth agencies." However, they twice refused auditors' requests to identify which Commonwealth employees were consulted regarding the reasonableness of Edison's fee, arguing that "a record of such communications was never created nor required to be created." 

When auditors asked Edison itself how the contract price was determined, the company said only that the price was negotiated between the parties and "reflected Edison's best assessment of the fair value of the services it and its subcontractors would provide." 

"We question the quality of Edison's 'best assessment' given the fact that this contract with the Philadelphia School District was the first of its type ever performed by Edison," the audit said. 

Almost half of Edison's $2.7 million fee went to subcontractors
Edison billed the Commonwealth a total of $2.7 million, including $1.4 million for the services of Edison employees (at an average daily rate of $2,033, regardless of the employee working on the project), and $1.3 million for six subcontractors. This rate included travel, lodging, overhead and other incurred costs. Because Edison's costs were not required to be billed separately, Casey could not determine whether Edison's daily rate - and, in turn, the total fee paid to Edison - was reasonable. 

While Edison had sufficient documentation to support the amounts billed under the contract, Casey recommended that the Department of Education require the company to improve its record keeping for future contracts. 

Edison violated contract by failing to obtain Education's approval for three subcontractors
Although Edison maintained sufficient evidence to support the $1.3 million it billed for six subcontractors (McKinsey & Company; Public Financial Management; Morgan, Lewis & Bockius LLP; Nixon Peabody LLP; IBM; and MetaMetrics, Inc.), Edison paid $79,000 for three additional subcontractors (Harris Interactive; National Alliance for Safe Schools; and The Rise Group, L.L.C.) without prior written approval from Education officials as required by the contract. 

Education unlawfully circumvented state competitive bidding requirements
Casey's audit also concluded that the Department of Education appears to have unlawfully circumvented state competitive bidding requirements by improperly awarding the contract to Edison as an "emergency procurement." 

The Department of Education has repeatedly maintained that a 60-day deadline for Governor Tom Ridge to submit the Edison Report and his own plan for the Philadelphia School District, established by a Memorandum of Understanding (MOU) between the Governor, Mayor John F. Street, the Education Secretary and representatives of the District, created an "emergency" which justified the Department's circumvention of the normal competitive bidding requirements in awarding the $2.7 million, no-bid contract to Edison. 

However, "this argument collapses under the weight of the evidence, including the Department of Education's own responses to our requests for additional documents and information," the audit said. 

Specifically: 

1. Education awarded the contract to Edison before the report deadline was set by the MOU; 

2. Education participated in the MOU which set the report deadline; 

3. Education's knowledge of the long-standing problems in the Philadelphia School District contradicts its claim that such problems suddenly constituted an "emergency"; 

4. The fact that Edison performed a substantial portion of its work after the report deadlines had twice been extended contradicts Education's claim of an "emergency"; and 

5. The subcontract terms undercut Education's claim of an "emergency". 

In summary, the Department of Education provided no evidence of an emergency which required an analysis of the District to be completed within 60 days or which required the Department of Education to bypass the normal competitive bidding requirements of the Commonwealth Procurement Code in order to obtain such an analysis. In fact, Education officials still refuse to explain when they began considering hiring Edison to analyze the District, particularly relative to when the parties to the MOU established the 60-day deadline. 

Casey began this audit in January 2002, but its completion and release was significantly delayed by the Department of Education's lack of cooperation and professionalism. 

"This lack of cooperation forced auditors to make the same requests several times and, ultimately, to draw conclusions based on the information and documents that the Department of Education was willing to provide to us," Casey said in a letter to Governor Schweiker that accompanied this audit. 

A complete copy of Casey's audit is available at the Department of the Auditor General's website: www.auditorgen.state.pa.us. 

