Internal Audit Unit
MONTGOMERY COUNTY BOARD OF EDUCATION
Rockville, Maryland

March 29, 2017

MEMORANDUM
To: Mrs. Carole A. Working, Principal
Quince Orchard High School o
. ; o s g fﬂf f’{ Ve
From: Roger W. Pisha, Supervisor, Internal Audit Unit /'V
Subject: Report on Audit of Independent Activity Funds for the Period

April 1, 2015, through January 31, 2017

Independent Activity Funds (IAFs) of Montgomery County Public Schools (MCPS) are
established to promote the general welfare, education, and morale of students as well as to finance
the recognized extracurricular activities of the student body. Principals are the fiduciary agents
for the IAFs charged with determining the manner in which funds are raised and expended for
activities such as field trips, admission events, and fund-raisers. They are responsible for ensuring
that the IAFs are administered in accordance with MCPS policies, regulations, and procedures.

The IAF audits are conducted regularly to evaluate compliance with MCPS policies, regulations,
and procedures, and to review processes for continuous improvement. Generally accepted audit
procedures guide the work of the auditors who examine samples of the IAF records and financial
accounts selected from documentation of various activities to verify their accuracy as well as to
assess the effectiveness of financial control procedures. An IAF audit does not review every
transaction or school activity but seeks to provide reasonable assurance that there is compliance
with MCPS policies, regulations, and procedures, and that any significant errors or omissions in
the financial records are detected.

At our meeting on March 17, 2017, with you, Mrs. Judith C. Yu, school business administrator,
and Mrs. Carol L. Lee, school financial specialist, we reviewed the status of the conditions
described in our prior audit report dated May 18, 2015, and the status of present conditions. This
audit report presents the findings and recommendations resulting from our examination of the IAF
records and financial accounts for your school for the period designated above.

Findings and Recommendations

A guiding principle for control of school funds is to invest the IAFs in excess of those necessary
to meet current monthly expenses in the MCPS Centralized Investment Fund (CIF) (refer to MCPS
Financial Manual, chapter 7, page 1). The purpose of the CIF is to provide a means for MCPS
schools to collectively invest their excess IAFs in order to earn a higher rate of return than would

be achieved by investing individually. The IAFs are transferred electronically between checking
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and CIF accounts so they are readily available when needed to make disbursements from the
school’s checking account (refer to MCPS Financial Manual, chapter 22, page 7). Our analysis
of the school’s IAF checking account indicated that there were consecutive months in which the
available balance exceeded immediate needs as well as the minimum required balance to maintain
bank fees at the lowest possible level. We recommend investing excess checking account funds
in the CIF to earn additional interest income for your school.

MCPS Form 281-53: Restricted Independent Activity Fund (IAF) Purchase Request for Chief
Operating Officer’s Approval, requires prior approval of the chief operating officer (COO) for the
procurement of certain goods and services as well as procurements requiring disbursement of
$7,500 or more. Prior to the disbursement of IAF funds to procure such items, the school financial
agent will ensure that the MCPS Form 281-53 authorization documentation has been received
(refer to MCPS Financial Manual, chapter 20, pp. 5-6). We noted two such disbursements made
without prior COO approval. One of these disbursements was for equipment that had not been
added to the MCPS inventory and affixed with a bar code tag as required by MCPS Regulation
EDC-RA, Control of Furniture and Equipment Inventory (refer to MCPS Financial Manual,
chapter 16, page 3). We recommend that COO approval be received prior to disbursement of IAF
funds requiring the use of MCPS Form 281-53, and that staff review compliance requirements to
ensure that equipment is properly bar code tagged and the inventory adjusted accordingly.

The yearbook sponsor is required to keep detailed records related to this activity. Upon receipt of
the yearbooks, the sponsor must verify that all of the yearbooks ordered were received, adequately
secure them, monitor their distribution, and take a physical inventory of the unsold yearbooks at
the end of the school year (refer to MCPS Financial Manual, chapter 20, page 14). During the
2015-2016 school year, the records maintained by the yearbook sponsor did not enable us to
determine whether or not all funds generated from this activity had been remitted to the school
financial specialist. We also noted that a year-end inventory was not provided and that sales tax
for the total number of yearbooks sold was underpaid due to not including the online sales. We
recommend your financial staff work with the sponsor to ensure that a more thorough
reconciliation is performed at year-end to assist with planning yearbook activity for the next school
year. We also recommend accounting for all yearbook sales to ensure that an accurate calculation
is made to report and pay the appropriate amount of sales tax due to the Comptroller of Maryland
(refer to MCPS Financial Manual, chapter 18, page 2).

Summary of Recommendations

e IAF funds in excess of current needs should be invested in the CIF to earn interest
commensurate with safety.

e COO approval must be obtained on MCPS Form 281-53 prior to disbursement of IAF funds
for procurement of certain goods and services or exceeding a specific dollar amount.

e Equipment must be added to the MCPS inventory and have a bar code tag affixed based
on Department of Materials Management requirements.

e Yearbook records and the year-end reconciliation report must provide sufficient
information to analyze results.
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e The appropriate amount of sales tax must be collected on the sale of taxable items and
remitted to the Comptroller of Maryland.

Other matters were discussed and satisfactorily resolved. We appreciate the cooperation and
assistance of your staff. In accordance with MCPS Regulation DIA-RA, Accounting for Financial
Operations/Independent Activity Funds, please provide a response to the Internal Audit Unit within
30 calendar days of this report, with a copy to Mr. Brian W. Scriven, director of school support
and improvement of high schools. In your response, please share a detailed plan for addressing
these issues including appropriate staff training and support. The Office of School Support and
Improvement will follow up on this audit.

RWP:KMH:Ish

Copy to:
Members of the Board of Education
Dr. Smith
Dr. Navarro
Dr. Statham
Dr. Zuckerman
Mr. Civin
Dr. Johnson
Dr. Williams
Mrs. Camp
Mrs. Chen
Ms. Diamond
Mr. Scriven
Mr. Tallur
Mr. Ikheloa
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