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 STATE OF INDIANA 

 AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS 
   302 WEST WASHINGTON STREET 
   ROOM E418 
   INDIANAPOLIS, INDIANA 46204-2769 

 
   Telephone: (317) 232-2513 

 Fax: (317) 232-4711 
   Web Site: www.in.gov/sboa 

 
 
 
 
 
 
 
TO:  THE OFFICIALS OF THE SCHOOL CITY OF HAMMOND, LAKE COUNTY, INDIANA 
 
 
 This report is supplemental to our audit report of the School City of Hammond (School Corporation), 
for the period from July 1, 2013 to June 30, 2015.  It has been provided as a separate report so that the 
reader may easily identify any Federal Findings and Audit Results and Comments that pertain to the School 
Corporation.  It should be read in conjunction with our Financial Statement and Federal Single Audit Report of 
the School Corporation, which provides our opinions on the School Corporation's financial statement and 
federal program compliance.  This report may be found at www.in.gov/sboa/. 
 
 The Federal Findings, identified in the above referenced audit report, are included in this report and 
should be viewed in conjunction with the Audit Results and Comments as described below. 
 
 As authorized under Indiana Code 5-11-1, we performed procedures to determine compliance with 
applicable Indiana laws and uniform compliance guidelines established by the Indiana State Board of 
Accounts.  The Audit Results and Comments contained herein describe the identified reportable instances of 
noncompliance found as a result of these procedures.  Our tests were not designed to identify all instances of 
noncompliance; therefore, noncompliance may exist that is unidentified. 
 

Any Corrective Action Plan for the Federal Findings and Official Response to the Audit Results and 
Comments, incorporated within this report, were not verified for accuracy. 
 
 

 
   Paul D. Joyce, CPA 
   State Examiner 
 
 
April 6, 2016 
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SCHOOL CITY OF HAMMOND 
FEDERAL FINDINGS 

 
 
 
FINDING 2015-001 - CASH MANAGEMENT 
  
Federal Agency:  Department of Agriculture 
Federal Programs:  School Breakfast Program, National School Lunch Program, 

      Summer Food Service Program for Children 
CFDA Numbers:  10.553, 10.555, 10.559  
Federal Award Years:  FY 2014, FY 2015 
Pass-Through Entity:  Indiana Department of Education 
  

The School Corporation has not established an effective internal control system, which would include 
segregation of duties, related to the grant agreement and the compliance requirements for Cash 
Management. 

 
The School Corporation has not designed or implemented adequate policies and procedures to 

ensure that the School Lunch fund monthly cash balances are limited to average expenditures for three 
months in compliance with Cash Management requirements.  There is no oversight, review, or monitoring of 
the cash balances. 

 
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 mismanagement of federal funds and assets by not having proper oversight, reviews, and 
approvals over the activities of the programs. 

 
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 type of 
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 accomplished by making sure proper oversight, reviews, and approvals take place and to have a separation 
of functions over certain activities related to the programs.  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. 

 
The School Corporation maintained School Lunch fund cash balances in excess of average 

expenditures for three months during the audit period.  The average cash balances of the School Lunch fund 
for the school years 2013-2014 and 2014-2015 were $5,784,718 and $6,043,904, respectively.  For the same 
school years, the average expenditures for three months were $2,321,448 and $2,368,095, respectively.  The 
School Corporation indicated that they will purchase equipment with the excess cash balances; however, 
there is not a formal plan to spend down the excess cash balances.  

 
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." 

  



-5- 

SCHOOL CITY OF HAMMOND 
FEDERAL FINDINGS 

(Continued) 
 
 
7 CFR 210.14(b) states in part: 
 
"Net cash resources.  The school food authority shall limit its net cash resources to an amount 
that does not exceed 3 months average expenditures for its nonprofit school food service or such 
other amount as may be approved by the State agency in accordance with § 210.19(a)." 
 
The failure to establish internal controls enabled material noncompliance to go undetected.  Failure to 

comply with the Cash Management provisions of the grant could result in sanctions from the pass-through 
agency. 

 
We recommended that the School Corporation's management establish controls to ensure compli-

ance and comply with the Cash Management requirements of the programs. 
 
 
FINDING 2015-002 - ACTIVITIES ALLOWED OR UNALLOWED, ALLOWABLE  
COSTS/COST PRINCIPLES, PERIOD OF AVAILABILITY 
  
Federal Agency:  Department of Education 
Federal Program:  Improving Teacher Quality State Grant 
CFDA Number:  84.367 
Federal Award Years:  FFY 11-13, FFY 12-14, FFY 13-15 
Pass-Through Entity:  Indiana Department of Education 
 

Management of the School Corporation has not established an effective internal control system, 
related to the grant agreement and the Activities Allowed or Unallowed, Allowable Costs/Cost Principles, and 
Period of Availability requirements.  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.  
 

Activities Allowed or Unallowed, Allowable Costs/Cost Principles, Period of Availability 
 

The School Corporation has not properly implemented policies and procedures to ensure 
compliance with the Activities Allowed or Unallowed, Allowable Costs/Cost Principles, and Period 
of Availability compliance requirements of the program.  Evidence of procedures to ensure that 
the disbursements for substitute teachers related to professional development were only for 
allowable activities, allowable costs, and within the period of availability were not consistently 
documented.  An adequate oversight, review, or approval process has not been established. 

 
An internal control system should be designed and operate effectively to provide reasonable assur-

ance 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.  
 

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." 
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SCHOOL CITY OF HAMMOND 
FEDERAL FINDINGS 

(Continued) 
 
 

The failure to properly implement internal controls could enable noncompliance to go undetected. 
Noncompliance with 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 properly implement controls related to 
the grant agreement and the compliance requirements listed above. 
 
 
FINDING 2015-003 - SPECIAL TESTS AND PROVISIONS - VERIFICATION OF  
FREE AND REDUCED PRICE APPLICATIONS AND PAID LUNCH EQUITY 
  
Federal Agency:  Department of Agriculture 
Federal Programs:  School Breakfast Program, National School Lunch Program 
CFDA Numbers:  10.553, 10.555 
Federal Award Years:  FY 2014, FY 2015 
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 Special Tests and 
Provisions - Verification of Free and Reduced Price Applications and Paid Lunch Equity compliance require-
ments. 

 
Verification of Free and Reduced Price Applications 
 
The School Corporation has not designed or implemented adequate policies or procedures to 
ensure compliance with the Special Tests and Provisions - Verification of Free and Reduced 
Price applications.  One employee was solely responsible for completing the verification process.  
An oversight or review process has not been established to document the monitoring of the 
verification process. 
 
Paid Lunch Equity 
 
The School Corporation has not designed or implemented adequate policies or procedures to 
ensure compliance with the Special Tests and Provisions - Paid Lunch Equity.  The Food Service 
Director was solely responsible for the calculations to determine whether the paid lunch prices 
required adjustment.  An oversight or review process has not been established to document the 
monitoring of the paid lunch equity calculation. 
 
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 mismanagement of federal funds and assets by not having proper oversight, reviews, and 
approvals over the activities of the programs. 

 
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 type of 
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 accomplished by making sure proper oversight, reviews, and approvals take place and to have a separation 
of functions over certain activities related to the programs.  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. 
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SCHOOL CITY OF HAMMOND 
FEDERAL FINDINGS 

(Continued) 
 
 

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 enabled material noncompliance to go undetected.  Noncom-

pliance with 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 the compliance requirements listed above. 
 
 
FINDING 2015-004 - EQUIPMENT AND REAL PROPERTY MANAGEMENT 
 
Federal Agency:  Department of Agriculture 
Federal Programs:  School Breakfast Program, National School Lunch Program, 

      Summer Food Service Program for Children 
CFDA Numbers:  10.553, 10.555, 10.559 
Federal Award Years:  FY 2014, FY 2015 
Pass-Through Entity:  Indiana Department of Education 
 

The School Corporation has not implemented adequate policies and procedures to ensure that 
equipment purchased with federal program funds was properly recorded in the capital asset records, or 
maintained in property records.  An oversight, review, or approval process has not been established. 
 

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 mismanagement of federal funds and assets by not having proper oversight, reviews, and 
approvals over the activities of the programs. 
 

An internal control system should be designed and operate effectively to provide reasonable assur-
ance 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. 

 
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." 
 
During the audit period, several pieces of equipment valued $5,000 or more were purchased with 

School Lunch funds.  Of the 20 items tested, 6 could not be located in the School Corporation's asset 
management system or property records.  In addition, the School Corporation performed a physical inventory 
during our audit period; however, the discrepancies between the physical inventory and the asset records 
were not reconciled until we questioned the disposition of the items during the audit. 
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SCHOOL CITY OF HAMMOND 
FEDERAL FINDINGS 

(Continued) 
 
 
7 CFR 3016.32 states in part: 
 
"(b) States.  A State will use, manage, and dispose of equipment acquired under a grant by the 
State in accordance with State laws and procedures. Other grantees and subgrantees will follow 
paragraphs (c) through (e) of this section. . . . 

 
(d) Management requirements.  Procedures for managing equipment (including replacement 
equipment), whether acquired in whole or in part with grant funds, until disposition takes place 
will, as a minimum, meet the following requirements: 

 
(1) Property records must be maintained that include a description of the property, a serial 

number or other identification number, the source of property, who holds title, the 
acquisition date, and cost of the property, percentage of Federal participation in the 
cost of the 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 physical inventory of the property must be taken and the results reconciled with the 

property records at least once every two years.  
 

(3) A control system must be developed to ensure adequate safeguards to prevent loss, 
damage, or theft of the property.  Any loss, damage, or theft shall be investigated."  

 
The failure to establish internal controls enabled noncompliance to go undetected.  The failure to 

comply with 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 to ensure com-
pliance and comply with the Equipment and Real Property Management requirements of the programs. 
  
 
FINDING 2015-005 - MATCHING, EARMARKING, AND REPORTING 
  
Federal Agency:  Department of Health and Human Services 
Federal Program:  Head Start 
CFDA Number:  93.600  
Federal Award Years:  2013, 2014, 2015 
Pass-Through Entity:  Geminus Corporation 
  

Management of the School Corporation has not established an effective internal control system 
related to the grant agreement and the Matching, Earmarking, and Reporting compliance requirements.  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. 
 

In-Kind Match and Reporting 
  

The School Corporation has not designed or implemented adequate policies and procedures to 
ensure that the In-Kind Match was properly calculated and reported.  There are no procedures to 
verify that there is documentation to support in-kind volunteer hours claimed at the various 
school sites for part of the required local match.  An oversight or review process has not been 
established. 
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SCHOOL CITY OF HAMMOND 
FEDERAL FINDINGS 

(Continued) 
 
 

Administrative Earmarking 
  

The School Corporation has not designed or implemented adequate policies and procedures to 
ensure compliance with the Administrative Earmarking requirements.  Administrative expenses 
may not exceed 15 percent of the annual total program costs, including the required non-Federal 
in-kind match costs.  An oversight or review process has not been established.  
 
An internal control system should be designed and operate effectively to provide reasonable assur-

ance 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. 

 
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 noncompliance to go undetected.  Noncom-

pliance with 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 related to the grant 
agreement and compliance requirements listed above. 
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SCHOOL CITY OF HAMMOND 
AUDIT RESULTS AND COMMENTS 

 
 
 
OVERDRAWN CASH BALANCES 

 
The financial statement presented in the Financial Statement and Federal Single Audit Report of the 

School Corporation included the Textbook Rental fund with overdrawn cash balances at June 30, 2014 and 
2015, of $3,893,436 and $4,376,225, respectively.   

 
The Textbook Rental fund has been overdrawn for seven or more years. 
 
A similar comment appeared in prior reports. 
 
The cash balance of any fund may not be reduced below zero.  Routinely overdrawn funds could be 

an indicator of serious financial problems which should be investigated by the governmental unit.  (Accounting 
and Uniform Compliance Guidelines Manual for Indiana Public School Corporations, Chapter 9) 
 
 
CURRICULAR MATERIALS RENTAL CHARGES AND EDUCATIONAL FEES 

 
Curricular materials rental charges and other educational fees for all grades were not adopted by the 

School Board on an annual basis.  They were adopted for the 2009-2010 school year but only for grades K-8. 
These charges and fees were still in effect for the 2013-2014 and 2014-2015 school years.  It could not be 
readily determined when the curricular material rental charges and educational fees for the High School had 
been adopted by the School Board. 
  

Due in part to a change in personnel and the passage of time since the School Board approved the 
rates, records with sufficient supporting documentation for the rental charges at any grade level were not 
provided for audit.  The retail price of curricular materials for grades K-8 was not provided which should have 
been the basis for the determination for the School Board approved rates.  With the various textbook 
adoptions occurring since 2009-2010, the fees charged by the School Corporation may not have corre-
sponded directly to the textbooks in use at the schools.  We were unable to verify that the calculation of 
curricular materials rental complied with Indiana Code 20-26-12-2. 
  

Educational fees established by the School Board are to be reviewed by an attorney and his or her 
opinion should be retained on whether or not the educational fees would violate the Indiana Constitution and 
the right for a student to be provided schooling without having to pay tuition.  The written opinion of an 
attorney was not presented for audit. 
 

Indiana Code 20-26-12-2 states in part: 
  

"(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 . . .  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 twenty-five percent (25%) 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."  
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SCHOOL CITY OF HAMMOND 
AUDIT RESULTS AND COMMENTS 

(Continued) 
 
 

Fees should only be collected as specifically authorized by statute or properly authorized resolutions 
or ordinances, as applicable, which are not contrary to statutory or Constitutional provisions.  (Accounting and 
Uniform Compliance Guidelines Manual for Indiana Public School Corporations, Chapter 9) 
  

Indiana Code 20-26-4-1(d) concerning duties of the School Corporation Treasurer, states in part:  
"The treasurer is the official custodian of all funds of the school corporation and is responsible for the proper 
safeguarding and accounting for the funds."  Therefore, all grant monies and properly authorized fees at an 
individual building should be transferred to the School Corporation Central Office on a timely and regular 
basis for receipting into the appropriate school corporation fund.  The School Corporation Attorney should 
provide written guidance concerning whether fees are appropriate in regards to Constitutional provisions.  
(Accounting and Uniform Compliance Guidelines Manual for Extra-Curricular Accounts, Chapter 6) 
 
 
FUND SOURCES AND USES 
  

The School Corporation disbursed amounts from the School Transportation fund for salaries and 
related benefits of security services and for the repair of vehicles which were not buses from accounts which 
are not authorized for these types of expenditures.   
  

The School Corporation disbursed amounts from the Bus Replacement fund during the 2014-2015 
school year for mechanics salaries and related benefits from accounts which are not authorized for these 
types of expenditures.  These disbursements had originally been recorded in the Transportation fund but were 
moved to the Bus Replacement fund. 
 

Sources and uses of funds should be limited to those authorized by the enabling statute, ordinance, 
resolution, or grant agreement.  (Accounting and Uniform Compliance Guidelines Manual for Indiana School 
Corporations, Chapter 9) 
 
 
COLLECTIVE BARGAINING AGREEMENT 

 
The School Corporation did not post the collective bargaining agreement on the School Corporation's 

website.  The School Board approved the collective bargaining agreement with the Hammond Teachers' 
Federation, Local 394, American Federation of Teachers, on October 8, 2014. 
 

Indiana Code 20-29-6-19 states:  "Not later than fourteen (14) business days after the parties have 
reached an agreement under this chapter, the school employer shall post the contract upon which the parties 
have agreed on the school employer's Internet web site." 
 



-19- 

SCHOOL CITY OF HAMMOND 
EXIT CONFERENCE 

 
 

 The contents of this report were discussed on April 6, 2016, with Theophilus Boone, Jr., Treasurer; 
Dr. Walter J. Watkins, Superintendent of Schools; Deborah M. White, President of the School Board; and 
Alesia Y. Pritchett, Director of Business Services. 




