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MILAN COMMUNITY SCHOOLS 
FEDERAL FINDINGS 

 
 
 
FINDING 2014-001 - FINANCIAL TRANSACTIONS AND REPORTING 
 

We noted several deficiencies in the internal control system of the School Corporation related to 
financial transactions and reporting. 
  

1. Lack of Segregation of Duties:  The School Corporation has not separated incompatible 
activities related to cash, receipting, and payroll disbursements.  The Treasurer is completing 
all activities related to completing bank reconcilements, receipting funds, and the 
preparation/disbursing payroll without any oversight, review, or approval process or other 
control.  The failure to establish controls could enable material misstatements or irregularities 
to remain undetected.  Control activities should be in place to reduce the risks of errors in 
financial reporting. 

 
2. Preparation of the SEFA:  The School Corporation did not have a proper system of internal 

control in place to prevent, or detect and correct, errors on the Schedule of Expenditures of 
Federal Awards (SEFA).  The School Corporation should have proper controls in place over 
the preparation of the SEFA to ensure accurate reporting of federal awards.  Without a 
proper system of internal control in place that operates effectively, material misstatements of 
the SEFA could remain undetected.  The Treasurer prepares the SEFA without any over-
sight, review, or approval process or other control to ensure its accuracy. 
 
During the audit of the SEFA, we noted the following errors:  federal expenditures were 
incorrectly reported; and for some federal grant awards, expenditures and information such 
as grantor agency, program title, pass-through entity, Catalog of Federal Domestic 
Assistance (CFDA) number, and pass-through identifying number were omitted.  Audit 
adjustments were proposed, accepted by the School Corporation, and made to the SEFA 
presented in this report. 

 
Governmental units should have internal controls in effect which provide reasonable assurance 

regarding the reliability of financial information and records, effectiveness and efficiency of operations, proper 
execution of management's objectives, and compliance with laws and regulations.  Among other things, seg-
regation of duties, safeguarding controls over cash and all other assets, and all forms of information process-
ing are necessary for proper internal control. 
  

Controls over the receipting, disbursing, recording, and accounting for the financial activities are 
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements and 
incorrect decision making.  (Accounting and Uniform Compliance Guidelines Manual for Indiana Public School 
Corporations, Chapter 9) 
  

OMB Circular A-133, Subpart C, section .300 states in part:  "The auditee shall: . . . (d) Prepare 
appropriate financial statements, including the schedule of expenditures of Federal Awards in accordance 
with section .310." 
 

OMB Circular A-133, Subpart C, section .310(b) states: 
 

"Schedule of expenditures of Federal awards.  The auditee shall also prepare a schedule of 
expenditures of Federal awards for the period covered by the auditee's financial statements. 
While not required, the auditee may choose to provide information requested by Federal 
awarding agencies and pass-through entities to make the schedule easier to use.  For example, 
when a Federal program has multiple award years, the auditee may list the amount of Federal 
awards expended for each award year separately.  At a minimum, the schedule shall:  
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MILAN COMMUNITY SCHOOLS 
FEDERAL FINDINGS 

(Continued) 
 
 

(1) List individual Federal programs by Federal agency.  For Federal programs included in 
a cluster of programs, list individual Federal programs within a cluster of programs.  For 
R&D, total Federal awards expended shall be shown either by individual award or by 
Federal agency and major subdivision within the Federal agency.  For example, the 
National Institutes of Health is a major subdivision in the Department of Health and 
Human Services. 

 
(2) For Federal awards received as a subrecipient, the name of the pass-through entity and 

identifying number assigned by the pass-through entity shall be included. 
  

(3) Provide total Federal awards expended for each individual Federal program and the 
CFDA number or other identifying number when the CFDA information is not available. 
 

(4) Include notes that describe the significant accounting policies used in preparing the 
schedule. 
  

(5) To the extent practical, pass-through entities should identify in the schedule the total 
amount provided to subrecipients from each Federal program. 
  

(6) Include, in either the schedule or a note to the schedule, the value of the Federal 
awards expended in the form of non-cash assistance, the amount of insurance in effect 
during the year, and loans or loan guarantees outstanding at year end.  While not 
required, it is preferable to present this information in the schedule." 

 
 
FINDING 2014-002 - CASH MANAGEMENT, ELIGIBILITY, LEVEL 
OF EFFORT, PERIOD OF AVAILABILITY, REPORTING 
  
Federal Agency:  Department of Education 
Federal Program:  Title I Grants to Local Educational Agencies 
CFDA Number:  84.010 
Federal Award Number and Year (or Other Identifying Number):  13-6910 and 14-6910 for FY 12-13 and 

FY 13-14 
Pass-Through Entity:  Indiana Department of Education 
  

Management of the School Corporation has not established an effective internal control system, 
which would include segregation of duties, related to the grant agreement and the following compliance 
requirements:  Cash Management, Eligibility, Level of Effort, Period of Availability, and Reporting.  The failure 
to establish an effective internal control system places the School Corporation at risk of noncompliance with 
the grant agreement and the compliance requirements.  A lack of segregation of duties within an internal 
control system could also allow noncompliance with compliance requirements and allow the misuse and mis-
management of federal funds and assets by not having proper oversight, reviews, and approvals over the 
activities of the program. 
 

Cash Management, Reporting, and Period of Availability 
 

There is no control to ensure that the Requests for Reimbursement were accurate and to ensure that 
money is only being requested for expenses which have already been paid by the School Corporation and to 
ensure that Grant funds are not being spent after the period of availability has passed.  
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MILAN COMMUNITY SCHOOLS 
FEDERAL FINDINGS 

(Continued) 
 
 

Eligibility 
 

There was no control in place to ensure that the eligibility determinations made were accurate to 
ensure that only eligible children were receiving Title I services. 
   

Level of Effort 
 

For the FY 2012-2013 school year, there was no control in place to ensure that the Treasurer's 
preparation of the Maintenance of Effort calculation was accurate.  However, in the two years since then, the 
Maintenance of Effort calculation has been reviewed by the Superintendent of Schools.  
 

An internal control system, including segregation of duties, should be designed and operate effec-
tively to provide reasonable assurance that material noncompliance with the grant agreement or a compliance 
requirement of a federal program will be prevented, or detected and corrected, on a timely basis.  In order to 
have an effective internal control system, it is important to have proper segregation of duties.  This is accom-
plished by making sure proper oversight, reviews, and approvals take place and to have a separation of 
functions over certain activities related to the program.  The fundamental premise of segregation of duties is 
that an individual or small group of individuals should not be in a position to initiate, approve, undertake, and 
review the same activity. 
 

OMB Circular A-133, Subpart C, section .300 states in part: 
 
"The auditee shall: . . . (b) Maintain internal control over Federal programs that provides 
reasonable assurance that the auditee is managing Federal awards in compliance with laws, 
regulations, and the provisions of contracts or grant agreements that could have a material effect 
on each of its Federal programs." 

 
The failure to establish internal controls could enable material noncompliance to go undetected. 

Noncompliance of the grant agreement or the compliance requirements could result in the loss of federal 
funds to the School Corporation. 
  

We recommended that the School Corporation's management establish controls, including segrega-
tion of duties, related to the grant agreement and compliance requirements listed above. 
 
 
FINDING 2014-003- CASH MANAGEMENT, LEVEL OF 
EFFORT, PERIOD OF AVAILABILITY, REPORTING 

 
Federal Agency: Department of Education 
Federal Program:  Special Education_Grants to States 
CFDA Number:  84.027 
Federal Award Number and Year (or Other Identifying Number):  14212-052-PN01, 14213-052-PN01, 

and 14214-052-PN01 for FY 13, FY 14 
Pass-Through Entity:  Indiana Department of Education  
  

Management of the School Corporation has not established an effective internal control system, 
which would include segregation of duties, related to the grant agreement and the following compliance 
requirements:  Cash Management, Level of Effort, Period of Availability, and Reporting.  The failure to estab-
lish an effective internal control system places the School Corporation at risk of noncompliance with the grant 
agreement and the compliance requirements.  A lack of segregation of duties within an internal control system 
could also allow noncompliance with compliance requirements and allow the misuse and mismanagement of 
federal funds and assets by not having proper oversight, reviews, and approvals over the activities of the 
program. 
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MILAN COMMUNITY SCHOOLS 
FEDERAL FINDINGS 

(Continued) 
 
 

Cash Management, Reporting, and Period of Availability 
 

There is no control to ensure that the Requests for Reimbursement were accurate and to ensure that 
money is only being requested for expenses which have already been paid by the School Corporation and to 
ensure that Grant funds are not being spent after the Period of Availability has passed.  
 

Level of Effort 
 

For the FY 2012-2013 school year, there was no control in place to ensure that the Treasurer's 
preparation of the Maintenance of Effort calculation was accurate.  However, in the two years since then, the 
Maintenance of Effort calculation has been reviewed by the Superintendent.  
  

An internal control system, including segregation of duties, should be designed and operate effec-
tively to provide reasonable assurance that material noncompliance with the grant agreement or a compliance 
requirement of a federal program will be prevented, or detected and corrected, on a timely basis.  In order to 
have an effective internal control system, it is important to have proper segregation of duties.  This is accom-
plished by making sure proper oversight, reviews, and approvals take place and to have a separation of 
functions over certain activities related to the program.  The fundamental premise of segregation of duties is 
that an individual or small group of individuals should not be in a position to initiate, approve, undertake, and 
review the same activity. 
 

OMB Circular A-133, Subpart C, section .300 states in part: 
 
"The auditee shall: . . . (b) Maintain internal control over Federal programs that provides 
reasonable assurance that the auditee is managing Federal awards in compliance with laws, 
regulations, and the provisions of contracts or grant agreements that could have a material effect 
on each of its Federal programs." 

 
The failure to establish internal controls could enable material noncompliance to go undetected. 

Noncompliance of the grant agreement or the compliance requirements could result in the loss of federal 
funds to the School Corporation. 
  

We recommended that the School Corporation's management establish controls, including segrega-
tion of duties, related to the grant agreement and compliance requirements listed above. 
 
 
FINDING 2014-004 - ALLOWABLE COSTS/COST PRINCIPLES 
 
Federal Agency:  Department of Education 
Federal Program:  Title I Grants to Local Educational Agencies 
CFDA Number:  84.010 
Federal Award Number and Year (or Other Identifying Number):  13-6910 and 14-6910 for FY 12-13 and 

FY 13-14 
Pass-Through Entity:  Indiana Department of Education 

 
Management of the School Corporation has not established an effective internal control system, 

which would include segregation of duties, related to the grant agreement and the Allowable Costs/Cost 
Principles compliance requirements.  The failure to establish an effective internal control system resulted in 
the School Corporation being in noncompliance with Allowable Costs/Cost Principles compliance require-
ments related to the program.   
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MILAN COMMUNITY SCHOOLS 
FEDERAL FINDINGS 

(Continued) 
 
 

There is no control in place to ensure that only employees who worked with the Title I program are 
paid with Title I funds.  In addition, any employee that worked solely with the Title I program, their salaries and 
wages are required to be supported by a semiannual certification.  The Title I Director at the School 
Corporation, who was paid solely with Title I funds, did not complete a semiannual certification for fiscal years 
2013 and 2014. 
 

An internal control system, including segregation of duties, should be designed and operate effec-
tively to provide reasonable assurance that material noncompliance with the grant agreement or a compliance 
requirement of a federal program will be prevented, or detected and corrected, on a timely basis.  In order to 
have an effective internal control system, it is important to have proper segregation of duties.  This is accom-
plished by making sure proper oversight, reviews, and approvals take place and to have a separation of 
functions over certain activities related to the program.  The fundamental premise of segregation of duties is 
that an individual or small group of individuals should not be in a position to initiate, approve, undertake, and 
review the same activity. 
 

OMB Circular A-133, Subpart C, section .300 states in part: 
 
"The auditee shall: . . . (b) Maintain internal control over Federal programs that provides 
reasonable assurance that the auditee is managing Federal awards in compliance with laws, 
regulations, and the provisions of contracts or grant agreements that could have a material effect 
on each of its Federal programs." 

 
OMB Circular A-87, Attachment B, paragraph 8.h.(3) states in part: 

 
"Where employees are expected to work solely on a single Federal award or cost objective, 
charges for their salaries and wages will be supported by periodic certifications that the 
employees worked solely on that program for the period covered by the certification.  These 
certifications will be prepared at least semi-annually and will be signed by the employee or 
supervisory official having firsthand knowledge of the work performed by the employee." 

   
The failure to establish internal controls could enable material noncompliance to go undetected. 

Noncompliance of the grant agreement or the compliance requirements could result in the loss of federal 
funds to the School Corporation.  
  

We recommended that the School Corporation's management establish controls, including segrega-
tion of duties, related to the grant agreement and compliance requirements listed above.  We also recom-
mended that the School Corporation complete the semiannual certifications for each employee paid solely 
from Title I funds. 
 
 
FINDING 2014-005 - ALLOWABLE COSTS/COST PRINCIPLES 
  
Federal Agency:  Department of Education 
Federal Program:  Special Education_Grants to States 
CFDA Number:  84.027 
Federal Award Number and Year (or Other Identifying Number):  14212-052-PN01, 14213-052-PN01, 

and 14214-052-PN01 for FY 13, FY 14 
Pass-Through Entity:  Indiana Department of Education  
 

Management of the School Corporation has not established an effective internal control system, 
which would include segregation of duties, related to the grant agreement and the Allowable Costs/Cost 
Principles compliance requirements.  The failure to establish an effective internal control system resulted in 
the School Corporation being in noncompliance with Allowable Costs/Cost Principles compliance require-
ments related to the program.   
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MILAN COMMUNITY SCHOOLS 
FEDERAL FINDINGS 

(Continued) 
 
 

There is no control in place to ensure that only employees who worked with the Special Education 
program are paid with Special Education funds.  In addition, any employee that worked solely with the Special 
Education program is required to support their salary and wages by a semiannual certification.  All Special 
Education employees were listed on semiannual certifications, but for FY 2013-2014 the semiannual 
certifications were not signed by a supervisor with direct knowledge of the work performed by the employees 
as required. 
  

An internal control system, including segregation of duties, should be designed and operate effec-
tively to provide reasonable assurance that material noncompliance with the grant agreement or a compliance 
requirement of a federal program will be prevented, or detected and corrected, on a timely basis.  In order to 
have an effective internal control system, it is important to have proper segregation of duties.  This is accom-
plished by making sure proper oversight, reviews, and approvals take place and to have a separation of 
functions over certain activities related to the program.  The fundamental premise of segregation of duties is 
that an individual or small group of individuals should not be in a position to initiate, approve, undertake, and 
review the same activity. 
 

OMB Circular A-87, Attachment B, paragraph 8.h.(3) states: 
  

"Where employees are expected to work solely on a single Federal award or cost objective, 
charges for their salaries and wages will be supported by periodic certifications that the 
employees worked solely on that program for the period covered by the certification. These 
certifications will be prepared at least semi-annually and will be signed by the employee or 
supervisory official having first-hand knowledge of the work performed by the employee."   

 
OMB Circular A-133, Subpart C, section .300 states in part: 
 
"The auditee shall: . . . (b) Maintain internal control over Federal programs that provides 
reasonable assurance that the auditee is managing Federal awards in compliance with laws, 
regulations, and the provisions of contracts or grant agreements that could have a material effect 
on each of its Federal programs." 

 
The failure to establish internal controls could enable material noncompliance to go undetected. 

Noncompliance of the grant agreement or the compliance requirements could result in the loss of federal 
funds to the School Corporation. 
  

We recommended that the School Corporation's management establish controls, including segrega-
tion of duties, related to the grant agreement and compliance requirements listed above.  We also recom-
mended that the School Corporation complete the semiannual certifications for each employee paid solely 
from Special Education funds and have them signed by the appropriate designee. 
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MILAN COMMUNITY SCHOOLS 
AUDIT RESULTS AND COMMENTS 

 
 
 
TEXTBOOK RENTAL FEES 
  

The School Corporation charged textbook rental fees of 25 percent of the cost of each textbook after 
they were extended for use.   
 

Indiana Code 20-26-12-2 states: 
 
"(a) A governing body may purchase from a publisher any curricular material selected by the 
proper local officials.  The governing body may rent the curricular materials to students enrolled 
in any public or nonpublic school that is:  
 

(1) in compliance with the minimum certification standards of the state board; and  
 

(2) located within the attendance unit served by the governing body. 
 
The annual rental rate may not exceed twenty-five percent (25%) of the retail price of the 
curricular materials. 

 
(b) Notwithstanding subsection (a), the governing body may not assess a rental fee of more 
than fifteen percent (15%) of the retail price of curricular materials that have been:  
 

(1) extended for usage by students under section 24(e) of this chapter; and 
 

(2) paid for through rental fees previously collected. 
 

(c) This section does not limit other laws." 
 
 
AVERAGE DAILY MEMBERSHIP (ADM) - INCORRECT 
REPORTING TO THE STATE AND LACK OF RECORDS 
  

The information presented for audit indicates Honors Diplomas reported to the Department of 
Education were incorrect for the school year ending June 30, 2014. 
  

The diplomas reported for fiscal year 14 were awarded to students at the end of fiscal year 13.  The 
difference between the count reported to the State and the verified figures are shown below: 
 

 
A similar Comment appeared in prior Report B41839.  
 
School Officials should contact the Indiana Department of Education, Division of School Finance, to 

determine possible steps to be taken to correct any overpayment/underpayment applicable to the School 
Corporation because of incorrect reporting.  (Accounting and Uniform Compliance Guidelines Manual for 
Indiana Public School Corporations, Chapter 8) 

  
  

Count as Actual
Count Reported Diplomas

Year Diploma to the State Awarded Difference

2013-2014  Academic Honors 31 30 -1
2013-2014  Technical Honors 0 2 2
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MILAN COMMUNITY SCHOOLS 
AUDIT RESULTS AND COMMENTS 

(Continued) 
 
 
DISPOSAL OF SURPLUS PERSONAL PROPERTY 
  

The School Corporation sold a Tool Engraver Printer, which had an estimated value of more than 
$1,000.  The School Corporation Administration received approval from the School Board to seek buyers for 
the equipment; however the School Corporation Administration did not properly advertise the equipment in 
the newspaper or accept bids. 

 
Indiana Code 5-22-22-5 states: 
 
"(a) If: 
 

(1) an auctioneer is not engaged under section 4 of this chapter; or 
 

(2) the surplus property is not sold through an Internet auction site under section 4.5 of 
this chapter; the purchasing agency shall sell the property at a public sale or by sealed 
bids delivered to the office of the purchasing agency before the date of sale. 
 

(b) Advertisement of the sale shall be made in accordance with IC 5-3-1. 
 
(c) All sales shall be made to the highest responsible bidder." 
 
 

PUBLIC PURCHASES 
  

The School Corporation purchased computer equipment on July 16, 2012.  The original cost was 
$80,100; however, there was no evidence presented for audit, that the School Corporation invited quotes from 
at least three vendors. 
  

Indiana Code 5-22-8-3 states: 
  

"(a) This section applies only if the purchasing agent expects the purchase to be: 
 

(1) at least fifty thousand dollars ($50,000); and 
 

(2) not more than one hundred fifty thousand dollars ($150,000). 
 
(b) A purchasing agent may purchase supplies under this section by inviting quotes from at 
least three (3) persons known to deal in the lines or classes of supplies to be purchased. 
 
(c) The purchasing agent shall mail an invitation to quote to the persons described in 
subsection (b) at least seven (7) days before the time fixed for receiving quotes. 
 
(d) If the purchasing agent receives a satisfactory quote, the purchasing agent shall award a 
contract to the lowest responsible and responsive offeror for each line or class of supplies 
required. 
 
(e) The purchasing agent may reject all quotes. 
 
(f) If the purchasing agent does not receive a quote from a responsible and responsive offeror, 
the purchasing agent may purchase the supplies under IC 5-22-10-10." 
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MILAN COMMUNITY SCHOOLS 
AUDIT RESULTS AND COMMENTS 

(Continued) 
 
 
COLLECTIVE BARGAINING AGREEMENT 
  

The 2013-2015 Master Contract between Milan Community Schools and the Milan Education 
Association contained multiple items that are prohibited by Indiana Code 20-29-6-4.5.  The items that are 
prohibited in this case include hiring of certificated employees, unpaid leave policies not pertaining to federally 
mandated leave such as FMLA, reimbursements, the number of pays in a year, job sharing, voluntary sick 
leave bank, and deductions. 
 

Indiana Code 20-29-6-4 states: 
 

"(a) A school employer shall bargain collectively with the exclusive representative on the 
following: 
 

(1) Salary. 
 

(2) Wages. 
 

(3) Salary and wage related fringe benefits, including accident, sickness, health, dental, 
vision, life, disability, retirement benefits, and paid time off as permitted to be 
bargained under IC 20-28-9-11. 

 
(b) Salary and wages include the amounts of pay increases available to employees under the 
salary scale adopted under IC 20-28-9-1.5, but do not include the teacher evaluation procedures 
and criteria, or any components of the teacher evaluation plan, rubric, or tool. 

 
Indiana Code 20-29-6-4.5 states: 

 
(a) For a contract entered into after June 30, 2011, a school employer may not bargain 
collectively with the exclusive representative on the following: 
 

(1) The school calendar. 
 

(2) Teacher dismissal procedures and criteria. 
 

(3) Restructuring options available to a school employer under federal or state statutes, 
regulations, or rules because of the failure of the school corporation or a school to 
meet federal or state accountability standards. 

 
(4) The ability of a school employer to contract, partner, or operate jointly with an 

educational entity that provides postsecondary credits to students of the school 
employer or dual credits from the school employer and the educational entity. 

 
(5) Any subject not expressly listed in section 4 of this chapter. . . . 

 
(c) A subject set forth in subsection (a) or (b) that may not be bargained collectively may not be 
included in an agreement entered into under this article." 
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MILAN COMMUNITY SCHOOLS 
AUDIT RESULTS AND COMMENTS 

(Continued) 
 
 
PREPAID FOOD FUND 

 
Prepaid lunch receipts were not placed in Fund 8400 Prepaid Food, a clearing account, but were 

instead accounted for in the School Lunch fund, Fund 800.  The entire amount of prepaid lunch receipts were 
recognized in the School Lunch fund, Fund 800 at the time of receipt as revenue and not as applied from the 
clearing account as students consumed their individual account balances.  As a result, the subsidiary records 
of prepaid lunch fund balances by student could not be reconciled to an overall balance on a routine basis. 
  

Clearing Account Number 8400 - Prepaid Food has been established to account for prepaid food.  
The collections are to be receipted to 8410 with 8420 representing the transfers out of the clearing account 
and recognition in the appropriate revenue classifications (1611 to 1614 series) in the School Lunch Fund. 
The transfer should be made periodically and at the end of each month to appropriately classify meals 
(breakfast, lunch, etc.) when known (charged by student). Subsidiary records by student should be routinely 
reconciled to the cash balance and at month end.  The School Food Prescribed Forms and any approved 
computerized Forms will be required to be maintained in the following manner to accurately account for 
prepaid items.  (The School Administrator, September 2008) 
 
 
BAD DEBTS AND UNCOLLECTIBLE ACCOUNTS 
  

No written policy was presented for audit for writing off bad debts, uncollectible accounts receivable, 
or other adjustments such as unpaid textbook rental or school lunch credit balances. 
 

The governing body of a governmental unit should have a written policy concerning a procedure for 
the writing off of bad debts, uncollectible accounts receivable, or any adjustments to record balances.  
(Accounting and Uniform Compliance Guidelines Manual for Indiana Public School Corporations, Chapter 9) 
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 The contents of this report were discussed on August 13, 2015, with Gretchen Berger, Treasurer; 
Paul Ketcham, Superintendent of Schools; and Gregory Lewis, President of the School Board. 




