Office of Shared Accountability
MONTGOMERY COUNTY PUBLIC SCHOOLS
Rockville, Maryland

November 29, 2012

MEMORANDUM
To: Mr. James G. Fernandez, Principal
Albert Einstein High School =
From: Roger W. Pisha, Supervisor, Internal Audit ﬂ i% ”/; o
Subject: Report on Audit of Independent Activity Funds for the Period

January 1, 2011, through August 31, 2012

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 fundraisers. They are responsible for ensuring that IAFs are
administered in accordance with MCPS policies, regulations, and procedures.

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 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.

In our meeting on November 16, 2012, with you and Ms. Bronda Mills, community superintendent,
we reviewed the status of the conditions described in our prior audit report dated April 4, 2011, and
discussed further actions needed to strengthen the accountability for IAF resources. 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

The principal is the fiduciary agent for the IAF. In this role, it is your obligation to assure that
management of the IAF meets MCPS requirements and is in accordance with good business practices
that include sound accounting procedures and internal controls to document funding of activities,
which are clearly in support of your students. Your responsibility includes, but is not limited to,
monitoring monthly reports, investigating any negative balances to determine the cause, and
developing a plan to eliminate such balances. Since July 19, 2006, we have stated in our previous
five audit reports that your IAF has been in an insolvent condition. This means that subtracting the
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total of the account balances for the restricted memorial funds, clubs, classes, and other school
sponsored activities from the total cash available in your checking and CIF savings accounts, results
in a negative overall cash position for your IAF. Although we noted that the cash position had
improved from a negative $23,018 in FY 2009 to a negative $11,477 in FY 2011, we found that by
the end of FY 2012 the financial condition had deteriorated with the negative balance increasing to
$52,901 at June 30, 2012. The continued insolvent condition suggests that additional support may be
needed to implement strategies that will return the IAF to a sound position, and ensure that funds are
managed according to MCPS policies and procedures. We recommend that you curtail expenditures
and collaborate with your financial staff to develop a spending plan that includes a rigorous review
process to ensure limiting spending to activities required for the ongoing operation of the school.

MCPS Form 280-54, Request for a Purchase, is used to obtain principal approval to proceed with an
intended purchase (see MCPS Financial Manual, p. 20-5). The purpose of each disbursement must
be fully explained on this form in order to properly record expenditures in appropriate accounts, and
to ensure that expenditures comply with IAF requirements. In our random sample of disbursements,
we continued to find that prior approval was not consistently obtained, and in most cases, the request
form was not prepared until after the purchases had been completed. We found that school opening
day and other school office decorations, staff refreshments and appreciation including restaurant
meals, and your memberships to professional organizations were purchased with IAF when the
school did not have an available funding source. Such lack of control over purchasing contributed to
the school’s deteriorating financial condition. We recommend that you be assured that funds are
available prior to approving purchases, and that Form 280-54 be prepared by staff and signed by you
at the time verbal approval is sought. Certain sponsors would benefit from preparing an annual
budget detailing expected income and expenses and obtaining your approval at the beginning of the
school year. These budgets should be monitored by your financial staff and revised if necessary.

In accordance with the August 4, 2008, memorandum from the chief operating officer (COQ), the
expenditure of general funds to provide refreshments for staff meetings (IAF account 11) and staff
appreciation (IAF account 20) was $45 per staff FTE per fiscal year through June 30, 2012. You
exceeded this allowable amount for fiscal year 2012. We recommend you adhere to the guidelines
from the COO. It should be noted that the April 16, 2012, memorandum from the COO adjusted the
expenditure guideline from $45 to $60 per FTE effective FY 2013.

Sponsor of field trips should have a complete class or club roster of student names and annotate how
much each student paid, eligible students who did not participate in the trip, and students who
received waivers, scholarships or reduced fees. This data should be provided to the financial agent at
the completion of each trip, and compared to remittances recorded in the trip account reconciliation
report. The data should also be used to estimate future trips. We again found not all sponsors are
turning in completed data at the conclusion of each trip, and that data is not being compared to the
final account reconciliation report nor used for planning future trips. We also found instances where
sponsors held money, and where trips were not appropriately priced, and fees collected either
exceeded sums needed to pay for a trip, or were not sufficient to cover costs. We recommend trip
sponsors use MCPS Form 280-41, Field Trip Accounting, or its equivalent, for recording of trip fees
and provide complete data at the completion of each trip. We further recommend that sponsors be
counseled to promptly remit funds collected, and that trip planning be reviewed to ensure established
fees are commensurate with trip expenses (see MCPS Financial Manual, p. 20-9).
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Admission receipts for athletic and non-athletic events should be controlled according to MCPS
Regulation DMB-RA, Control of Admission Receipts. Admissions must be controlled with serially
numbered tickets, separation of duties, use of the required MCPS Form 280-50, Tickets and Cash
Report of Admissions Manager, for tracking and reconciling sales, and perpetual inventory of tickets.
We continued to find weaknesses in controls over admission events. Ticket forms were sometimes
missing or incomplete, and unsold tickets were not always returned to the financial office so that
events could be reconciled. We noted poor accountability for drama production tickets sold at the
school and online with ShowTix. Ticket reports were not prepared for tickets sold at the school and
sales reported by ShowTix did not always match funds deposited into IAF account. We recommend
that procedures for sale of tickets be reviewed with appropriate staff prior to events.

In addition to the above weaknesses previously identified, other controls need to be strengthened.
The monthly bank statement reconciliation which is prepared by the financial specialist using the
bookkeeping program should also be performed manually by a staff member independent of financial
operations. You should review both reconciliations to assure they are in agreement and sign and date
them before filing them with other monthly reports. Adding an independent checking account
reconciliation to the monthly report will strengthen internal controls (see MCPS Financial Manual,
pp. 20-8, 20-25).

Fund raising at the school must conform to the Guidelines for Sponsoring an Independent Activity
Fund Fund Raiser. Fund raiser requests approved by you were not always on file for each fund
raiser. Although the financial specialist has started using the revised Fund Raiser Completion Report
form to analyze fund raiser results, not all sponsors had provided complete information such as the
total number of items for sale, selling prices, or remaining inventories, thus it was not possible to
determine whether all sums collected were remitted to the financial specialist. In addition,
completion reports were not always reviewed and signed by you. Following internal control
procedures provides for accountability of funds raised as well as the opportunity to evaluate the
results at the conclusion of the event.

Summary of Recommendations

¢ Collaborate with financial staff to develop a spending plan that includes a rigorous review
process to ensure that spending is limited to activities required for the ongoing operation of
the school (repeat);

e Manage IAF in accordance with sound accounting practices and effective internal control
procedures (repeat);

e Disbursements from a school’s IAF will be approved using MCPS Form 280-54 prior to
expenditure of funds (repeat);

e Staff appreciation and meeting refreshment expenditures combined may not exceed a
specified total amount for a fiscal year without prior approval of the COO;
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e Field trip records prepared by sponsors must provide comprehensive data to account for all
students eligible to participate, and to reconcile funds collected with costs of the trip (repeat);

* Funds collected must be remitted promptly and intact by sponsors to the financial agent using
MCPS Form 280-34 (repeat);

e Admission events must be conducted in accordance with MCPS Regulation DMB-RA
(repeat);

* Monthly independent checking account reconciliation must be performed and compared to
computer reconciliation; and

e Fundraiser completion reports must provide analysis with comparison of expected to actual
results.

Other matters were discussed and satisfactorily resolved. We appreciated 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 office within
30 days of this report, with a copy to Ms. Bronda Mills, community superintendent. The Office of
School Support and Improvement will follow up on this audit.

RWP:DKH:MJB:sd

Copy to:
Mr. Bowers
Dr. Statham
Dr. Schiavino-Narvaez
Dr. Marks
Ms. Mills
Mrs. DeGraba
Mrs. Milwit
Mrs. Chen
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