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OFFICE OF INSPECTOR GENERAL
Financial Square
32 Old Slip, 28 Floor
New York, New York 10005
PHONE (646) 428-386D FAX (646) 428-3868

April 10, 2007

Control Number
ED-OIG/A02G0007
Richard P. Mills
Commissioner of Education
New York State Education Department
89 Washington Avenue
Albany, NY 12234

Dear Commissioner Mills:

This Final Audit Report, entittedHempstead Union Free School DistrictOs (Hempstead)
Elementary and Secondary Educatiet of 1965, as amended (ESEAjitle |, Part A (Title 1)
Non-Salary Expenditurepresents the results of our audithe purpose of the audit was to
determine whether HempsteadOs Title | non-selargnditures were allowable and spent in
accordance with applicable laws and regulatio@sir review covered the period July 1, 2002,
through June 30, 2004.

We provided a draft of this repdd the New York State Educati Department (NYSED). In its
March 29, 2007 response to our draft repdSED agreed with our findings and
recommendations. In its response, NYSED inéiddhat most of the recommendations have
been implemented. We summarized NYSED®sramnts after the recommendation sections of
the report and included tlemtire response as an &thment to the report.

BACKGROUND

Hempstead is a school district locatedNimssau County, Long Island, New York, serving
approximately 7,000 students in 10 schools during our audit peri¢eimpstead expended a

total of approximately $7.7 mitin in Title | program funds during the period from July 1, 2002,
through June 30, 2004. Of the $7.7 million, about $1.8 million was for non-salary expenditures.

The Title | program provides Federal financiagdiagnce through state educational agencies to
local educational agencies (LEAs) with high nunsbaf poor children, to help ensure that all

! The Elementary and Secondary Education Act of 1965 was amended by the No Child Left Behind Act of 2001,
enacted January 8, 2002.
% There are currently eight schoolsHempstead because one school wasad in 2003 and another in 2004.

Our mission is to ensure equal accasseducation and to promote educatial excellence throughout the Nation.
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children meet challenging state academic corardtstudent academic achievement standards.
LEAs target Title | funds to puial schools with the highest percentages of children from low-
income families. A participating school thatoperating a schoolwide program can use funds
from Title |, and other Federal education pwog funds and resources, to upgrade the entire
educational program of the school to raise acadantieevement for all the students. All 10 of
the Hempstead schools operated schoolwide programs.

AUDIT RESULTS

We randomly and judgmentally sampled $603,3750bat total $1,771,708 in Title | non-salary
expenditures’ for our audit period, and found that Hempstead could not provide adequate
support for $118,040 of non-salary expereaes had $3,220 of unallowable non-salary
expenses. Further, Hempstead failed to tfiatik | expenditure allocations to each school as
required by ESEA. In addition, we noted thlgmpstead had significant internal control
weaknesses that could adversely affect HempSteathility to administer Federal education
funds.

FINDING NO. 1 b Hempstead Could Not Prowde Adequate Support for $118,040 of
Non-Salary Expenses Charged to Title I.

Hempstead could not provide adequate support for $118,040 of the sampled non-salary
expenditures charged to Title I. Spexally, we identified the following unsupported
expenditures:

Missing Computer Equipment $21,425
Purchased Services 30,493
Board of Cooperative Edu@tional Services (BOCES) Expenses 28,697
Supplies and Material 29,009
Journal Entries 5,264
Discrepancies in Reported Expenditures 3,152
Total Unsupported Costs $118.040

Missing Computer Equipment

Hempstead could not provide support$@i,425 out of $143,357 of computer equipment

3The $603,375 is net of $693,831 of expenditures and ($90,456) of journal entries.

4 Regional BOCES offers services that a single school district would not routinely provide. Services offered
included technical support for computer hardware/software and school field trips.
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charged to Title | dung the 2002-2003 school year. See Table A below.

Table A. Missing Computer Equipment

Description Quantity Missing  Invoice Price  Unsupported Costs
Each’
Dell Optiplex Desktop 20 $879 $17,580
Dell Inspiron Laptop 1 $2,475 2,475
Dell Projector 1 $1,370 1,370
Total $21.425

During the 2002-2003 school year, Hempsteadipmased 150 desktop computers, one laptop
computer, and one projector, totaling $143,357, Witke | funds. We conducted a physical
inventory at the two schools where Hempstedidiafs identified the computers were located.
We were only able to locate 100 of the 150 desktop computers.

In December 2006, we received documentation friempstead stating thatfter a district-wide
search, they located 30 of the 50 missing ttgsk Hempstead did not provide any other
supporting documentation on the location orgtatus of the remaining 20 missing desktop
computers. The invoiced cost of a desktop comguivas $879; therefore, $17,580 for desktop
computers was unaccounted for.

For the laptop and projector, Hempstead offgciabllicated that both items were missing, and no
documentation was available to show the statukexe items. The purchase price of the laptop
was $2,475, and the purchase price of theeptoj was $1,370, therefore a total of $3,845 was
unaccounted for.

Unsupported Purchased Services Expenses

Hempstead could not provide adequateporting documentation for $30,493 of purchased
services charged to Title I. In particular, Hempstead could not provide supporting documents for
(1) $22,258 spent on food and catering for multiptetimgs, conferences, and field trips, (2)

$5,230 for a charter bus trip to Walt Disnéprld in Orlando, FL, under the BOCES JASON
Project! (3) $625 for tote bags distributed imeremony, (4) $1,800 in hotel expenses for a
conference without any receipts indicating ttiat conference attendeastually stayed at the

hotel, and (5) $580 overpaid to adting services company becauisdid not verify the actual

number of students who attended.

> The lowest invoice unit price was used for the 20 missing desktop computers.

6 During the physical inventory of the computers, we learned from the Director of Technology that no inventory
system was in place at the districttack computers, see Finding 4, sdption, Lack of Computer Inventory
Tracking System.

The JASON Project is a program designed to excite and engage middle school students in science and technology
through the use of advanced telecommunications and school field trips. It is offered to Hempstead students through
BOCES every school year.

8 The invoice from the tutoring services company showatiHlempstead was billed for 56 students at $580 each,
but according to the tutoring services company report card, only 55 students actually attended tutoring.
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According to the current Director of Funded Progrdmsst of the above expenses were either
for parental involvement activiteor school fieldtrips. Howevesupporting documents, such as
agendas or attendance records;enet attached; they wergheer missing or did not exist.

Unsupported BOCES Expenses

Hempstead could not provide support for $28,68id to BOCES for providing services to
Hempstead. During the 2003-2004 school yB&CES charged $24,044 for a OVerizon
TelcomO expense. According to Hempstead afficthis charge was for setting up a conference
that connected students and teachers throwifea screen under BOCESO distance learning
program. Although we requestattendance records for the cerédnce, Hempstead could not
provide the information request. In addition, Hempsteadwd not provide school trip
attendance records for the $4,65datd BOCES for the rental of 12 buses for school trips in
October 2003.

Unsupported Supplies and Material Expenses

Hempstead could not provide adequateporting documentation for $29,009 in supplies and
material expenses. During our fieldiWpHempstead could ngrovide supporting

documentation to show if 26,608 composition notebooks, which were purchased for $36,046,
were distributed to the schools. The purehagier (PO) and thavoice indicated these
notebooks were sent to the Hempstead BusiDégs and were received by the same person
who approved the PO. In addition, there waseatisition form provided for this purchase.

Subsequent to the exit conference, on Ddxr3, 2006, we received from Hempstead, signed
statements from the principals of seven disschools during the 2002-2003 school year, stating
that the schools received and distributed 12@Bfposition notebooks &iudents. However,
Hempstead did not provide additionapporting documentation for the remaining 16,358
notebooks. As a result, $20,611 of the $360dt@book purchase was not adequately
supported.

Furthermore, Hempstead could not provide agenaiendance records, or meeting minutes for
$8,398 of food and catering expensbarged to its Title | suppleand material account. The
POs indicated $7,471 of the $8,398 was for schedd fiay picnics. The remaining $927 in
expenses had no PO or requisition form. 3imgporting documents, such as agendas or
attendance records, were not attached; they aifrer missing or did not exist. As a result,
$8,398 in food and catering expenses were not adequately supported.

® One of the many responsibilities of the Director of Furldedjrams is to ensure expessre being charged to the
appropriate grants.
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Unsupported Journal Entries

Based on our review of all 19 journal entraégimed as Title | non-salary on the FS-10-F
Reportd?, net ($38,375), we found that Hempsteadld not provide adequate supporting
documentation for $5,263. For the 2002-2003 school year, we reviewed all 15 non-salary
journal entries claimed on the FS-10-F Report, net ($57358)d for school year 2003-2004,
we reviewed all four non-salary journal ensridaimed on the FS-10-F Report, totaling $18,978.

Hempstead could not provide support for Shaf 15 journal entries from the 2002-2003 school
year totaling $5,263. Specifically, Hempsteadld not (1) provide any documentation for a
$3,435 journal entry for BOCES expenses, (2) mledttendance records or meeting agendas
for three journal entries for food and a bug totaling $1,598, and (3) locate a $230 printer
charged to Title I.

Discrepancies in Reported Expenditures

Hempstead charged $3,152 in unsupported expenses to Title I. Based on our review of
HempsteadOs 2003-2004 school #al0-F Report, we foundstirepancies between amounts
recorded on the FS-10-F Report and ameueported in Finance Manager (Ffyn four

checks. We reviewed these four cheakd requested supporting documentation from
Hempstead officials. Of the four checks revéelwvthree checks were aebarged to Title | by
$4,813 on the FS-10-F Report, and one check was undercharged on the FS-10-F Report by
$2,163. See Table B below.

Further, Hempstead could not provide supportingumentation such as meeting agendas or
attendance records for one of the overchaoietks, $502, paid for catering services for a
parental event. As a result, Hempsteaargld $3,152 in unsupported expenses to Title I.

0 The Fs-10-F Reports are the New York State Final Expenditure Reports submitted by Hempstead.

1 There were 13 positive journal entries totaling $104181 2 negative journal entries. One of the negative

journal entries ($67,384) was for balancing Finance Manager for the amount disallowed by NYSED on the FS-10-F
Report. Another negative journal entry ($23,072) was an adjustment to reduce the amount charged to Title | on
check 19382. Since this ($23,072) journal entry was reflected on check 19382, it was not included in the total for the
15 journal entries.

12 Finance Manager system is HempsteadOs financial accounting system.
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Table B. Overcharged Expenses

A B C D E
Amount
Amount Overcharged
Reported op /Undercharged  Unsupportep
Check No. |FS-10-F Reporfs Check Amouiint (B-C) Amount
20186 $47,499 $49,642 ($2,163 ($2,163)
20417 515 502 13 515
20424 1,800 900 900 900
20456 5,043 1,14p 3,900 3,900
Totals $54,856 $52.206 $2.65( $3.152

Pursuant to 34 C.F.R. & 80182d) Management requirements. (1) Property records must be
maintained that include a description of thegarty, a serial number other identification

number, the source of propertyhavholds title, the acquisitiathate, and cost of the property,
percentage of Federal participation in the odshe property, the location, use and condition of

the property, and any ultimate disposition data including the date of disposal and sale price of the
property; (2) A physicalnventory of the property must be takand the results reconciled with

the property records at least oms@ry two years; and (3) A coot system must be developed

to ensure adequate safeguards to preventdassage, or theft of the property. Any loss,

damage, or theft shall be investigated.

According to ESEA = 9306 (a)(5), an applicanefipstead] that submitted a plan or application
for ESEA programs [Title I] would use suclsdal control and fund accounting procedures as
would ensure proper disbursement of, and accoagritir, Federal funds pmhto the applicant
under each such program.

Also, OMB Circular A-87 o C.1.jstates that to be allowableder Federal awards, costs must
be adequately documented.

The General Education Provisions Act [20 &S1232f (a)](2002), reqres each recipient of
Federal funds . . . shall keegcords which fully disclose ¢hamount and disposition by the
recipient of those funds, the tbtast of the activity for whiclthe funds are used, the share of
that cost provided from other sources, anthsether records as will facilitate an effective
financial or programmatic audit.

Hempstead did not: (1) have mventory system in place to track the location or status of

district computers, (2) have adequate controjslace for reviewing and ensuring the expenses

were supported before making payments, @aensure the amounts claimed on the FS-10-F
Reports were accurate before submission to NYSED. As a result, Hempstead charged $118,040
of unsupported expenses to Title | grants.

13 Unless otherwise specified, all C.F.R. citations are to the July 1, 2002 volume.
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Recommendations

We recommend that the Assist&ecretary for Elementary asgcondary Education instruct
NYSED to, require Hempstead to N

1.1 Provide proper support for the $118,040 in expenses charged to Title | or return any
unsupported amounts with applicable interesh&oU.S. Department of Education (ED).

1.2 Develop and implement an inventory systentrémk the location and status of district
computers.

1.3 Establish and implement adequate inteawaitrols for propereview of payment
documentation.

1.4 Establish and implement controls to emstlitle | expenses claimed on the FS-10-F
Reports are accurate and supported.

NYSEDOs Response

NYSED concurred with ourriiding and recommendations.

FINDING NO. 2 b Hempstead Charged Unldowable Non-Salary Expenditures To
Title .

From our review of the random and judgmestanples, we found that Hempstead charged
$3,220 of unallowable purchases to the Titledngr Hempstead charged Title | for $3,000 for
purchases of a T-1 Internet line in school year 2002-2003. As indicated on the PO and invoice,
the T-1 Internet line was for the Hempstead bessroffice rather than for the districtOs schools

to benefit the students. Accang to the Director of Funded &grams, this expense should have
been charged to the E-Rate grént.

In addition, one of the jourhantries we reviewed was for two POs totaling $220, one for a
conference registration fee and one for the beireement of meals for a non-district person.
Hempstead claimed the $220 on the 2003-2004 sgleaolFS-10-F Report, but these POs were
canceled and never paid.

Pursuant to OMB Circular A-87 AttachmentsAC.1, allowable costs must be necessary and
reasonable. Also, Attachment AC3 states that a cost is allotaio a particular cost objective
in accordance with the relative benefits received.

Hempstead did not have adequate controfdane for reviewing thexpenses claimed on the
FS-10-F Reports to ensure thatldi funds were used for theittended purpose. As a result,
Hempstead charged $3,220 in unallowable expenses to Title | grants.

Y The E-Rate program was created as part of tlec@mmunications Act of 1996 to provide schools with
discounts for Internetccess and telecommunications infrastructure.
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Recommendations

We recommend that the Assist&ecretary for Elementary asgcondary Education instruct
NYSED to, require Hempstead to N

2.1 Return $3,220 in unallowable expenseih applicable iterest, to ED.

2.2  Establish and implement contrdtsensure expenses are @@t to the appropriate grant.
NYSEDOs Response

NYSED concurred with ouinding and recommendations.

FINDING NO. 3 b Hempstead Failed Td'rack Expenditures By School.

Hempstead budgeted each schoolOs Titledatitm on the District Summary-Eligibility

Ranking & Allocation of Funds (District Sumnyay but it failed totrack actual Title |
expenditures by school. According to the BestSummary that Hempstead submitted to
NYSED, each school in the Hempstead distric$ veareceive Title | funds based on the number
of low income pupils and the poverty percentafjthat school. However, using the account
codes Hempstead set up in FM, we could notrdete the amount of Title | funds each school
received and spent. The account codes Hempstiéiaed for Federal funds did not incorporate
the facility identification code @lcation or building code in thisase) as suggested by the New
York State (NYS) Uniform System @éfccounts for School Districts.

According to Hempstead officials, they pregdithe budget on a per-school basis, but they did
not account for Title | expenditures for each schadithout determining how much each school
actually received, we could not determineldmpstead demonstrated that its schoolwide
program in each school reasonably addressed the oftéhe program, particularly as it related
to the most disadvantaged students.

Per 34 C.F.R. o 76.731, records related to complianstgte and a subgraptshall keep records
to show its compliance with program requirements.

According to 34 C.F.R.a 200.28, allocation ohéls to school attendance areas and schools,
(a)(1) an LEA shall allocate funds under thibgart to school attende@ areas or schools,
identified as eligible and selected to partiogpahder section 1113(a) () of the Act, in rank
order on the basis of the total number of childrem low-income families in each area or
school.

Pursuant to 34 C.F.R. & 76.730, records relatguaot funds, a state and a subgrantee shall keep
records that fully show:

(a) The amount of funds under the grant or subgrant;

(b) How the state or subgrantee uses the funds;

(c) The totatost of the project;

(d) The share of that cqstovided from other sources; and
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(e) Other records todditate an effective audit.

Further, according to 34 C.F.R. & 76.702, fisgaitrol and fund accounting procedures, a state
and a subgrantee shall use fiscal controlfand accounting procedures that insure proper
disbursement of and accding for Federal funds.

HempsteadOs accounting codes were notsted as recommended by the NYS Uniform

System of Accounts for School Dists. Hempstead officials inclited that they were not aware
they had to keep track of tfétle | fund allocation for each bool. As a result, there was no
assurance that the Title | funds met the intent and purpose of the program, which was to ensure
that the needs of the matisadvantaged students irethoorest schools were met.

Recommendations

We recommend that the Assistéecretary for Elementary and Secondary Education instruct
NYSED to, require Hempstead to N

3.1 Develop and implement a system to idgnkederal funds on a per-school basis as
required.

3.2  Ensure staff is provided with guidanaedesaware of applicable Federal and state
regulations.

NYSEDOs Response
NYSED concurred with ouinding and recommendations.
FINDING 4 bHempstead Had Significant Internal Control Weaknesses.

We found that Hempstead had sigrant internal contrloweaknesses that placed ED funds at
risk of being misused. Specifically, we iderd the following internal control weaknesses:

! Lack of computer invatory tracking system;

! POs created after goods asetvices were ordered;

! Requisition forms not attached payment information or missing;

! Requisition forms not approved by tB&ector of Funded Programs; and

! Requisition forms requesteohd approved by same person.

Lack of Computer Inventory Tracking System

Hempstead did not have an inventory system in ptat®ck the location dhe status of district
computers. We asked Hempstead staff tate 150 computers, one laptop, and one projector
with specific serial numbers. Twenty of ttegjuested computers, tlatop, and the projector
could not be located, 100 of thequested computers were locatedeek later, and 30 of the
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requested computers wdoeated 7 months latér.

According to HempsteadOs OEducationdiritgogy PlanO, which was included in the 2002-
2003 Consolidated NCLB Application that Hengesd submitted to NYSED, OA system will be
developed for monitoring and assessing comphaedware, software, drtelecommunications.O
However, as of May 5, 2006, a system had not loepiemented in the district for monitoring
computer equipment.

Further, the Hempstead Distrieblicies Manual, states th#t) OThe districtOs purchasing
activity will strive to . . . ensw, through the use of proper intatigontrols, that loss and/or
diversion of district proerty is prevented;O and (2) OTharBauthorizes the Superintendent of
Schools, with the assistance of the Purchasingnfdo establish and maintain an internal
control structure to ensure, to thest of their ability, that the digttOs assets will be safeguarded
against loss from unauthorized uselmposition . . . .O Without @amventory system to track the
status of district computers, and a proper irgkcontrol structure, theris a great risk that
computers can be misplaced or possibly misappropriated.

POs Created After Goods orServices Were Ordered

Our audit found that many goods and services watered without a PO being created before
the order date. Forty-seven of 127 transact{Brgpercent) in our samples had POs that were
created after goods were ordemgdservices were rendered. Failure to prepare a PO before
ordering goods or services could resulbidering goods or services without proper
authorization and budgetary control.

Our review of the NYS ComptrollerOs Audit Report, enttlethpstead Union Free School
District Internal Controlsissued in September 2005, also aaded that HempsteadOs PO system
did not operate effectively. lparticular, the NYS Comptrolidound that 55 of 94 POs tested
were confirming orders issued after verbaleys had already been placed with vendors.

Further, according to the Hempstead DistFioticies Manual, OThe Board authorizes the
Superintendent of Schools, witie assistance of the PurchasingeAg to establis and maintain
an internal control structure émsure . . . that transactiondlwie executed in accordance with
the law and district policies andgations, and recorded propeitythe financial records of the
district.O

Requisition Forms Not Attached toPayment Information or Missing

Our audit found that many transactions from samples had requisition forms not attached to
payment information. One hundred and seven®fl@i/ transactions (84 gent), did not have
requisition forms attached to payment docutagon. The requisition forms for 57 of the 127
transactions (45 percent) couldt be located. Therefore, weere only able to analyze 70
requisition forms for propgrurchase authorization.

Bsee Finding 1, sub-caption, Missing Computer Equipment, for the monetary finding of the missing computer
equipment.

10
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Hempstead staff informed us that most reigjois forms were nottéached to the payment
documentations and filed at an off-site storagdifaciWe requested copies of these forms, but
many could not be located. According to the HeegdtDistrict Policies Manual, OThe districtOs
purchasing activity will strive ... to maintain an appropriaé&d comprehensive accounting and
reporting system to record and document all putiolyasansactions. . . .@ithout a requisition
form, the goods or services could be oedeby anyone withoyiroper authorization.

Requisition Forms Not Approved Bythe Director of Funded Programs

Our audit found that many requisition forms wace signed for approval by the Director of

Funded Programs. A total of 32 of 70 requisitiorms (46 percent) were not approved by the
Director of Funded Programs. Requisition ferthat were not approved by the Director of

Funded Programs revealed that the funds being spent for a specific funded program, such as Title
I, were not being monitored sufficiently. Asesult, there was no assurance that funds were

used for their intended purpose.

Requisition Forms Requested ad Approved By Same Person

Our audit found that many requisition formsreveequested and approved by the same person,
instead of two different individuals. A totaf 27 of 70 requisition forms (39 percent) were
requested and approved by the same persdhe Bame person was requesting and approving a
requisition form, goods or servicesuld be ordered by that perswithout proper authorization,
and there was no assurance that the goods\aces were a proper saol district charge.

According to OMB Circular A-133 @, 300, OEuglitee shall . . . fdVlaintain internal
control over Federal programsatiprovides reasonable assuathat the auditee is managing
Federal awards in compliance with laws, regiafes, and the provisions of contracts or grant
agreements that could have a matesftdct on each of its Federal programs.O

Further, OMB Circular A-13&ompliance Supplement, Part 6 (March 2004), provides a
description of the components of internal cohtind examples of characteristics common to
compliance requirements:
Control Activitiesare the policies and procedures that help ensure that managementOs
directives are carried out.
! Operating policies and procedures clearly written and communicated.
! Procedures in place to implement changelaws, regulations, guidance, and
funding agreements affecting Federal awards. . .
! Adequate segregation of duties provided between performance, review, and
recordkeeping of a task. . .
! Appropriate level of supervisoryview of cash management activities.

Hempstead had weak internal controls becéuaeked (1) Board of Education oversight; (2)

staff training in financial accountability; and (3) written procedures, detailing specific fiscal
control processes that take plaagéhm the district (i.e. approving POs, requisition forms, etc.).

11
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HempsteadOs lack of a compiteentory tracking system, failute create POs before goods or
services were ordered, failure to attach rsijon forms to payment information, lack of
approval on many requisition forms, and lack afregation of duties, led to 20 computers that
could not be accounted for, and provided no i@ssie that funds were used for their intended
purpose. These weaknesses inrimaecontrols could lead toghmisuse of ED grant funds.
Recommendations

We recommend that the Assiat Secretary for Elementaand Secondary Education

Instruct NYSED to:

4.1  Ensure the Board of Education provigeeper oversight on internal controls.

And instruct NYSED to require Hempstead to:

4.2  Provide necessary financial accountabilityrinag to personnel handling Federal funds to
ensure internal controls are implemented.

4.3  Produce or include in the current DistrictiBies Manual, written procedures for the
specific fiscal control processes that takacplwithin the district, and ensure employees
follow these procedures.

NYSEDOs Response

NYSED concurred with ouiinding and recommendations.

OBJECTIVE, SCOPE, AND METHODOLOGY

The audit objective was to determine whetHempsteadOs ESEA Title I, Non-Salary
Expenditures, for the period, July 1, 2002, thtodgne 30, 2004, were allowable and spent in
accordance with applicable laws and regulations.

To accomplish our audit objectives, we:

Reviewed HempsteadOs approved Titlahigapplications and related budgets;

Reviewed applicable laws, regtitms, policies and procedures;

Interviewed various HempsteaBIQCES, and FM officials;

Reviewed and analyzed the FS-10-F Repibids Hempstead submitted to NYSED for

non-salary expenditures chargedritle | during the audit period;

! Reviewed HempsteadOs written policy mhand related purchagy documentation to
gain an understanding ofelpurchasing process;

! Reviewed the Independent Public Accountapbrts for HempsteadOs fiscal years 2003
and 2004;

12
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! Randomly selected 20 disbursementsré&view, totaling $122,402, 10 from the 2002-
2003 school year, and 10 from the 2003-2004 school year;

! Judgmentally selected and reviewed 1$hefhighest disbursements, totaling $464,492,
9 from the 2002-2003 school year, d@riifrom the 2003-2004 school year;

! Reviewed all 19 journal entseclaimed on the FS-10-F Repoftset ($38,375), 15 from
the 2002-2003 school ye&rand 4 from the 2003-2004 school year;

! Reviewed all four disbursements, totaliisg,856, with dollar discpancies between the
FS-10-F Reports and FM data.

As part of our review we assessed the sysiemternal controls, policies, procedures, and
practices applicable to HempsteadOs admitiistraf the Title | non-salary expenditures.
Because of inherent limitations, a study andleation made for the limited purpose described
above would not necessarily disclose all mateviedknesses in the interraintrols. However,

our assessment disclosed significant internatrobweaknesses thebuld adversely affect
HempsteadOs ability to administer the Title | pnog. These weaknesses are fully discussed in
the AUDIT RESULTS section of this report.

To ensure the completeness and accuracyeadidla, we obtained and extracted from FM, all
Title 1 expenditures for the period, July 1, 2002, through June 30, 2004. We obtained a
population of Title | non-salary expenditureaioied on the FS-10-F Reports and sampled these
expenditures to arrive aur findings, as desdréd above. Based on these tests, we concluded
that the data was sufficiently reliable tgpport the findings, conclusis and recommendations,
and using the data would netad to an incorrect anaccurate conclusion.

We performed our fieldwork at Hempsteaetween February 27, 2006, and May 5, 2006.

We conducted the audit in accordance withegally accepted government auditing standards
appropriate to the limited scopéthe audit described above.

ADMINISTRATIVE MATTERS

Statements that managerial practices ne@iddwements, as well as other conclusions and
recommendations in this report, representipiaions of the Office of Inspector General.
Determinations of corrective agti to be taken, including the mary of funds, will be made by
the appropriate Department of Education officials, in accordance with the General Education
Provisions Act.

16 Hempstead made 29 journal entries to Title | non-sa@acpunts during our audit period, but only 19 were
claimed on the FS-10-F.

7ot the 15 journal entries Hempstead claimed in 2002-2®%ere positive journal entries totaling $10,031, two
were negative journal entries in the amount of ($67,384) and ($23,072).
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If you have any additional comments or infation that you believe may have a bearing on the
resolution of this audit, yoshould send them directly toetfiollowing Education Department
official, who will consider them before taking final Departmental action on this audit:

Kerri L. Briggs

Acting Assistant Secretary

Office of Elementary and Secondary Education
U.S. Department of Education

Federal Building No. 6, Room 3W315

400 Maryland Avenue, SW

Washington, DC 20202

It is the policy of the U. S. Department@Bducation to expedite ¢hresolution of audits by
initiating timely action on the findings and reomendations contained therein. Therefore,
receipt of your comments withi80 days would be appreciated.

In accordance with the Freedom of Informatiort &cU.S.C. ©552), reports issued by the Office
of Inspector General are available to membetb®press and genegaiblic to the extent
information contained therein is naibject to exemptions in the Act.

Sincerely,

/sl
Daniel P. Schultz
Regional Inspector General for Audit
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Attachment

THE STATE EDUCATION DEPARTMENETUNIVERSITY OF THE STATE OF NEW YORK / ALBANY,
NY 12234

DEPUTY COMMISSIONER FOR OPERATIONS
AND MANAGEMENT SERVICES

Tel. (518) 474-2547

Fax (518) 473-2827

E-mail: tsavo@mail.nysed.gov

March 29, 2007

Mr. Daniel P. Schultz

Regional Inspector General for Audit
U.S. Department of Education

Office of Inspector General

32 Old Slip, 26" Floor, Financial Square
New York, NY 10005

Dear Mr. Schultz:

The following is the New York State Education Department’s (NYSED) response
to recommendations contained in the draft audit report, Control Number ED-OIG/A02-
G0007 for the audit Hempstead Union Free School DistrictOs (ldmpstead) Elementary
and Secondary Education Act (ESEA) Title I, Part A (Title I) Non-Salary Expenditures.

We agree with the findings and recommendations contained in the audit report.
The District has responded and also indicated agreement with the report, and in most
cases has stated the recommendations have been implemented. Our Title | office will
immediately request a corrective action plan from the district to ensure the
implementation of all recommendations. That corrective action plan will provide a basis
for the Department to monitor the status of all recommendations.

FINDING 1: Hempstead C ould Not Provide Adequate Support for $118,040 of
Non-Salary Expenses Charged to Title I.

We agree with the finding that the District could not provide adequate support for
$118,040 of non-salary expenses charged to Title I.
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Attachment
RECOMMENDATIONS

We recommend that the Assistant Secr etary for the Office of Elementary
and Secondary Education (OESE), instruct  NYSED to require Hempstead to:

1.1  Provide proper support for the $118, 040 in expenses charged to Title | or
return any unsupported amounts with ap  plicable interest to the U.S.
Department of Education (ED).

We agree with the recommendation. The District confirmed the accuracy of the
findings in its response. We will require the return of any unsupported funds to ED.

1.2 Develop and implement an invento ry system to track the location and
status of district computers.

We agree with the recommendation and will require the District to put an
inventory system in place to track the location and status of district computers. We will
monitor the actions described in the District’s corrective action plan to determine when
the recommendation will be implemented.

1.3  Establish and implement adequate internal controls for proper review of
payment documentation.

We agree with the recommendation and will require the District to establish and
implement internal controls to ensure a proper review of payment documentation. We
will monitor the actions described in the District’'s corrective action plan to determine
when the recommendation will be implemented.

1.4  Establish and implement controls to  ensure Title | expenses claimed on the
FS-10-F Reports are accurate and supported.

We agree with the recommendation and will require the District to establish and
implement controls to ensure Title | expenses claimed on the FS-10-F Reports are
accurate and supported. We will monitor the actions described in the District’s
corrective action plan to determine when the recommendation will be implemented.
FINDING 2: Hempstead Charged Unallowabl e Non-Salary Expenditures To Title I.

We agree with the finding that the District charged unallowable non-salary
expenditures to Title .
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Attachment
RECOMMENDATIONS

We recommended that the Assistant S  ecretary for OESE instruct NYSED to
require Hempstead to:

2.1 Return $3,220 in unallowable expenses, with applicable interest, to ED.

We agree with the recommendation and will require the District to return $3,220
plus applicable interest to NYSED, and in turn to ED.

2.3  Establish and implement controls  to ensure expenses are charged to the
appropriate grant.

We agree with the recommendation and will require the District to establish and
implement controls to ensure expenses are charged to the appropriate grant. We will
monitor the actions described in the District’s corrective action plan to determine when
the recommendation will be implemented.

FINDING 3: Hempstead Failed To Track Expenditures By School.
We agree with the finding that the District failed to track expenditures by school.
RECOMMENDATIONS

We recommend that the Assistant Secr etary for OESE instruct NYSED to
require Hempstead to:

3.1 Develop and implement a system to identify Federal funds on a per school
basis as required.

We agree with the recommendation and will require the District to develop a
system to identify Federal funds on a per school basis as required. We will monitor the
actions described in the District's corrective action plan to determine when the
recommendation will be implemented.

3.2 Ensure staff is provided with guidance and aware of applicable
Federal and state regulations.

We agree with the recommendation and will identify applicable Federal and state

regulations to District Officials. We will require the District officials to inform appropriate
staff.
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Attachment
FINDING 4: Hempstead Had Significan t Internal Control Weaknesses.

We agree with the finding that the District had significant internal control
weaknesses.
RECOMMENDATIONS

We recommend that the Assistant Secr etary for OESE instruct NYSED to:

4.1 Ensure the Board of Education pr ovides proper oversight on internal
controls.

We agree with the recommendation and will require the District to ensure that the
Board of Education provides proper oversight on internal controls. We will determine if
the Board members are in compliance with Commissioner’'s regulation regarding
required training. If not, we will require compliance.

We recommend that the Assistant Secr etary for OESE instruct NYSED to
require Hempstead to:

4.2 Provide necessary financial accountability training to personnel
handling Federal funds to ensure in  ternal controls are implemented.

We agree with the recommendation to require the District to provide necessary
financial accountability training to personnel handling Federal funds to ensure internal
controls are implemented. The Department has sponsored this type of training at
regional sites across the state. We will ensure District officials are aware of future
training opportunities.

4.3  Produce or include in the District Policies Manual, written procedures for
the specific fiscal control processes that take place within the district, and
ensure employees follow these procedures.

We agree with the recommendation and will require the District to produce or
include in the District Policies Manual, written procedures for the specific fiscal control
processes that take place within the District, and ensure employees follow these
procedures. We will monitor the actions described in the District’s corrective action plan
to determine when the recommendation will be implemented.
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Attachment

Department staff are available to provide technical assistance to the District in
implementing the audit recommendations. The District's corrective action plan will be
monitored to ensure appropriate progress in implementing the recommendations. If you
have any questions, please contact Roberto Reyes, New York State Title | Coordinator, at
(518) 473-0295.

Sincerely,

s/
Theresa E. Savo

C: Commissioner Mills
Johanna Duncan-Poitier
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