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SCHEDULE OF OFFICIALS 
 
 
Office Official Term 
 
Treasurer Dawn Powers 07-01-16 to 06-30-19 
 
Business Manager Ted Zembala 07-01-16 to 06-30-19 
 
Superintendent 

of Schools Dr. Peggy Buffington 07-01-16 to 06-30-19 
 
President of the 

School Board Terry Butler 07-01-16 to 12-31-19 
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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 HOBART, LAKE COUNTY, INDIANA 
 
 
 This report is supplemental to our audit report of the School City of Hobart (School Corporation), 
for the period from July 1, 2016 to June 30, 2018.  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 Result and Comment 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 Result and Comment contained herein describes the identified reportable instance 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 Result and 
Comment, incorporated within this report, were not verified for accuracy.  
 
 

 
   Paul D. Joyce, CPA 
   State Examiner 
 
 
February 19, 2019 
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

 
 
 
FINDING 2018-001 
 
Subject:  Internal Controls over Financial Transactions and Reporting 
Audit Finding:  Material Weakness  
  

Condition 
  

There was a deficiency in the internal control system of the School Corporation related to financial 
transactions and reporting of payroll disbursements. 
  

The School Corporation designed controls over payroll disbursements, but they were not properly 
implemented.  The Business Manager reviewed the payroll disbursements; however, he did not review to 
ensure that the employees were paid the correct amounts from the proper fund. 
 

Context 
  

The lack of properly implemented controls was a systemic issue throughout the audit period.  
  

Criteria 
 

The Indiana State Board of Accounts (SBOA) is required under Indiana Code 5-11-1-27(e) to define 
the acceptable minimum level of internal control standards.  To provide clarifying guidance, the State 
Examiner compiled the standards contained in the manual, Uniform Internal Control Standards for Indiana 
Political Subdivisions.  All political subdivisions subject to audit by SBOA are expected to adhere to these 
standards.  The standards include adequate control activities.  According to this manual: 

 
"Control activities are the actions and tools established through policies and procedures that 
help to detect, prevent, or reduce the identified risks that interfere with the achievement of 
objectives.  Detection activities are designed to identify unfavorable events in a timely manner 
whereas prevention activities are designed to deter the occurrence of an unfavorable event.  
Examples of these activities include reconciliations, authorizations, approval processes, 
performance reviews, and verification processes. 
 
An integral part of the control activity component is segregation of duties. . . . 
 
There is an expectation of segregation of duties.  If compensating controls are necessary, 
documentation should exist to identify both the areas where segregation of duties are not 
feasible or practical and the compensating controls implemented to mitigate the risk. . . ." 

   
Cause  

 
Management of the School Corporation had not properly implemented a system of internal control 

that segregated key functions. 
  

Effect 
  

The failure to properly implement controls could have enabled material misstatements or irregu-
larities to remain undetected.  
 

Recommendation 
  

We recommended that the School Corporation properly implement a system of internal control 
related to financial transactions and reporting of payroll disbursements.  
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 
  

Views of Responsible Officials 
  

For the views of responsible officials, refer to the Corrective Action Plan that is part of this report. 
 
 
FINDING 2018-002 
  
Subject: Child Nutrition Cluster - Activities Allowed or Unallowed, 
 Allowable Costs/Cost Principles, Program Income 
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 Numbers and Years (or Other Identifying Numbers):  SY 2016-2017, SY 2017-2018 
Pass-Through Entity:  Indiana Department of Education 
Compliance Requirements: Activities Allowed or Unallowed, Allowable Costs/Cost 

Principles, Program Income  
Audit Findings:  Material Weakness, Modified Opinion 
  

Condition 
 

An effective internal control system was not in place at the School Corporation in order to ensure 
compliance with requirements related to the grant agreement and the compliance requirements listed 
above. 
 

The Food Service Director signed the accounts payable vouchers and the gross attendance 
worksheets indicating that the purchases and payroll were for allowable activities, were allowable costs, 
and were a proper use of program income.  However, the control was not effective as it did not ensure that 
only those accounts payable vouchers or food service employees' payroll approved by the Food Service 
Director were recorded in the School Lunch fund.  

 
The following disbursements recorded in the School Lunch fund failed to comply with the 

compliance requirements listed above. 
  

1. A School Corporation maintenance employee also worked as a courier who took food 
service deposits to the bank and delivered the mail.  The School Corporation allocated the 
salary of this employee 10 percent to the School Lunch fund, 10 percent to the 
Transportation fund, and 80 percent to the General fund.  There was no documentation to 
support how the School Corporation determined the percentages for this employee.  The 
employee's timesheets did not include the actual time spent for food service activities. 

  
2. The School Corporation allocated an invoice for one trash removal vendor 75 percent to 

the School Lunch fund and 25 percent to the Maintenance fund.  There was no docu-
mentation to support how the School Corporation determined the percentages for this 
vendor. 

  
These errors resulted in known questioned costs of $39,442.  When the sample errors noted above 

were projected to the population as a whole, additional likely errors of $7,308 were identified. 
    

Context 
 

The lack of controls was a systemic issue throughout the audit period.  The noncompliance was 
isolated to the maintenance employee and the trash removal vendor noted above.  
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 

 
Criteria 

  
2 CFR 200.303 states in part: 
  
"The non-Federal entity must:  
  

(a) Establish and maintain effective internal control over the Federal award that provides 
reasonable assurance that the non-Federal entity is managing the Federal award in 
compliance with Federal statutes, regulations, and the terms and conditions of the Federal 
award.  These internal controls should be in compliance with guidance in 'Standards for 
Internal Control in the Federal Government' issued by the Comptroller General of the 
United States or the 'Internal Control Integrated Framework', issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO). . . ." 
  

2 CFR 200.403 states in part: 
  

"Except where otherwise authorized by statute, costs must meet the following general criteria 
in order to be allowable under Federal awards: 
  

(a) Be necessary and reasonable for the performance of the Federal award and be 
allocable thereto under these principles. 

  
(b) Conform to any limitations or exclusions set forth in these principles or in the Federal 

award as to types or amount of cost items. . . . 
  
(g) Be adequately documented. . . ." 
  

2 CFR 200.430(i) states in part: 
  

"Standards for Documentation of Personnel Expenses (1) Charges to Federal awards for 
salaries and wages must be based on records that accurately reflect the work performed.  
 
These records must: 
 

(i) Be supported by a system of internal control which provides reasonable assurance that 
the charges are accurate, allowable, and properly allocated;  
 

(ii) Be incorporated into the official records of the non-Federal entity;  
 

(iii) Reasonably reflect the total activity for which the employee is compensated by the 
non-Federal entity, not exceeding 100% of compensated activities (for IHE, this per 
the IHE's definition of IBS); . . . 

 
(vii) Support the distribution of the employee's salary or wages among specific activities 

or cost objectives if the employee works on more than one Federal award; a Federal 
award and non-Federal award; an indirect cost activity and a direct cost activity; two 
or more indirect activities which are allocated using different allocation bases; or an 
unallowable activity and a direct or indirect cost activity. . . ." 

 
7 CFR 210.14(a) states in part:  ". . . Revenues received by the nonprofit school food service are 

to be used only for the operation or improvement of such food service, except that, such revenues shall not 
be used to purchase land or buildings, unless otherwise approved by FNS, or to construct buildings. . . ." 
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 

 
Cause 

 
The School Corporation's management had not developed an effective system of internal control 

to ensure compliance with the grant agreement and the compliance requirements listed above. 
  

Effect 
 

The failure to establish an effective internal control system enabled material noncompliance to go 
undetected.  Noncompliance with the grant agreement and the compliance requirements listed above could 
have resulted in the loss of federal funds to the School Corporation. 
  

Questioned Costs 
 

Known questioned costs of $39,442 were identified as detailed in the Condition. 
  

Recommendation 
 

We recommended that the School Corporation's management establish controls to ensure com-
pliance and comply with the compliance requirements listed above.  
  

Views of Responsible Officials 
 

For the views of responsible officials, refer to the Corrective Action Plan that is part of this report. 
  
 
FINDING 2018-003 
  
Subject:  Child Nutrition Cluster - Procurement 
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 Numbers and Years (or Other Identifying Numbers):  SY 2016-2017, SY 2017-2018 
Pass-Through Entity:  Indiana Department of Education 
Compliance Requirement:  Procurement and Suspension and Debarment 
Audit Findings:  Material Weakness, Modified Opinion 
  

Condition 
  

An effective internal control system was not in place at the School Corporation in order to ensure 
compliance with requirements related to the grant agreement and the procurement compliance require-
ments. 
 

The School Corporation did not always obtain price and rate quotes from an adequate number of 
sources for purchases of goods or services exceeding $3,500, which fell under the small purchase 
procedures.  The School Corporation also did not document the rationale for the method of procurement, 
especially when a noncompetitive proposal method was used. 

 
The School Corporation had a contract for purchases of goods or services exceeding $3,500 for 

beverages from one vendor.  The contract had an original term of five years ending August 31, 2016, or at 
such time when the purchases met or exceeded a volume threshold.  As of June 30, 2018, the School 
Corporation had not exceeded the volume threshold; therefore, the contract was automatically extended.  
According to state statute, a contract for supplies may be entered into for a period not to exceed four years. 
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 

 
Context 

 
The lack of controls was a systemic issue throughout the audit period.  The noncompliance was 

isolated to the vendors tested under the small purchase procedures. 
  

Criteria 
  

2 CFR 200.303 states in part: 
  
"The non-Federal entity must:  
 

(a) Establish and maintain effective internal control over the Federal award that provides 
reasonable assurance that the non-Federal entity is managing the Federal award in 
compliance with Federal statutes, regulations, and the terms and conditions of the Federal 
award.  These internal controls should be in compliance with guidance in 'Standards for 
Internal Control in the Federal Government' issued by the Comptroller General of the 
United States or the 'Internal Control Integrated Framework', issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO). . . ." 

  
2 CFR 200.320 states in part: 

 
"The non-Federal entity must use one of the following methods of procurement. . . . 
 

(b) Procurement by small purchase procedures.  Small purchase procedures are those 
relatively simple and informal procurement methods for securing services, supplies, or 
other property that do not cost more than the Simplified Acquisition Threshold.  If small 
purchase procedures are used, price or rate quotations must be obtained from an 
adequate number of qualified sources. . . ." 

  
Indiana Code 5-22-17-3 states in part: 

      
"(a) This section does not apply to a discounted contractual arrangement for services or 
supplies funded through a designated leasing entity. 

 
(b) Subject to subsections (c) through (e) and section 5 of this chapter, a contract for supplies 
may be entered into for a period not to exceed four (4) years. . . ." 

  
Cause 

 
The School Corporation's management had not developed a system of internal control that would 

have ensured compliance with the procurement requirements. 
 

Effect 
 

The failure to establish an effective internal control system enabled material noncompliance to go 
undetected.  Noncompliance with the grant agreement and the procurement requirements could have 
resulted in the loss of federal funds to the School Corporation. 
  

Questioned Costs 
 

There were no questioned costs identified.  
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 

 
Recommendation 

 
We recommended that the School Corporation's management establish controls related to the 

grant agreement and the Procurement and Suspension and Debarment compliance requirement.   
  

Views of Responsible Officials 
 

For the views of responsible officials, refer to the Corrective Action Plan that is part of this report. 
  
 
FINDING 2018-004 
  
Subject:  Child Nutrition Cluster - Reporting 
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 Numbers and Years (or Other Identifying Numbers):  SY 2016-2017, SY 2017-2018 
Pass-Through Entity:  Indiana Department of Education 
Compliance Requirement:  Reporting 
Audit Findings:  Material Weakness, Other Matters 
  

Repeat Finding 
 

This is a repeat finding from the immediately prior audit.  The prior audit finding number was  
2016-002. 
 

Condition 
 

An effective internal control system was not in place at the School Corporation in order to ensure 
compliance with requirements related to the grant agreement and the Reporting compliance requirement. 
 

The Food Service Director prepared and submitted the Monthly Sponsor Claims (claims for 
reimbursement) and Annual Financial Reports without a proper system of oversight or review. 
 

The School Corporation did not comply with the reporting requirements.  The September 2017 and 
December 2017 claims for reimbursement were not filed timely.  The Indiana Department of Education 
(IDOE) allowed a one-time exception for the September 2017 claim.  However, the December 2017 claim 
was not accepted by IDOE. 

    
Context 

 
The lack of controls was a systemic issue throughout the audit period.  The noncompliance was 

isolated to the September 2017 and December 2017 claims for reimbursement.   
 
Criteria 

  
2 CFR 200.303 states in part: 
  
"The non-Federal entity must:   
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 
 

(a) Establish and maintain effective internal control over the Federal award that provides 
reasonable assurance that the non-Federal entity is managing the Federal award in 
compliance with Federal statutes, regulations, and the terms and conditions of the Federal 
award.  These internal controls should be in compliance with guidance in 'Standards for 
Internal Control in the Federal Government' issued by the Comptroller General of the 
United States or the 'Internal Control Integrated Framework', issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO). . . ." 

 
7 CFR 210.8(b) states in part: 

  
"Monthly claims.  To be entitled to reimbursement under this part, each school food authority 
shall submit to the State agency, a monthly Claim for Reimbursement, as described in 
paragraph (c) of this section. 
  

(1) Submission timeframes.  A final Claim for Reimbursement shall be postmarked or 
submitted to the State agency not later than 60 days following the last day of the full 
month covered by the claim.  State agencies may establish shorter deadlines at their 
discretion.  Claims not postmarked and/or submitted within 60 days shall not be paid 
with Program funds unless otherwise authorized by FNS. . . ." 

  
Cause 

 
The School Corporation's management had not developed a system of internal control that would 

have ensured compliance with the reporting requirements. 
  

Effect 
 

The failure to establish an effective internal control system enabled material noncompliance to go 
undetected.  Noncompliance with the grant agreement and the Reporting compliance requirement resulted 
in the loss of approximately $98,735 in federal funds to the School Corporation. 
  

Questioned Costs 
 

There were no questioned costs identified. 
  

Recommendation 
 

We recommended that the School Corporation's management establish controls to ensure com-
pliance and comply with the grant agreement and the Reporting compliance requirement.   
 

Views of Responsible Officials 
 

For the views of responsible officials, refer to the Corrective Action Plan that is part of this report. 
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 
 
FINDING 2018-005 
  
Subject:  National School Lunch Program - Special Tests and Provisions - Paid Lunch Equity 
Federal Agency:  Department of Agriculture 
Federal Program:  National School Lunch Program 
CFDA Number:  10.555 
Federal Award Numbers and Years (or Other Identifying Numbers):  SY 2016-2017, SY 2017-2018 
Pass-Through Entity:  Indiana Department of Education 
Compliance Requirement:  Special Tests and Provisions - Paid Lunch Equity 
Audit Finding:  Material Weakness 
   

Condition 
 

An effective internal control system was not in place at the School Corporation in order to ensure 
compliance with requirements related to the grant agreement and the Special Tests and Provisions - Paid 
Lunch Equity compliance requirement. 
 

The Food Service Director completed the paid lunch equity calculation without an oversight or 
review process to ensure the accuracy of the calculation.  

   
Context 

 
The lack of controls was a systemic issue throughout the audit period.  

  
Criteria 

  
2 CFR 200.303 states in part: 
  
"The non-Federal entity must:  
 

(a) Establish and maintain effective internal control over the Federal award that provides 
reasonable assurance that the non-Federal entity is managing the Federal award in 
compliance with Federal statutes, regulations, and the terms and conditions of the Federal 
award.  These internal controls should be in compliance with guidance in 'Standards for 
Internal Control in the Federal Government' issued by the Comptroller General of the 
United States or the 'Internal Control Integrated Framework', issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO). . . ." 

  
Cause 

 
Management had not developed a system of internal control to ensure compliance with the paid 

lunch equity requirements. 
 

Effect 
 

The failure to establish an effective internal control system placed the School Corporation at risk of 
noncompliance with the grant agreement and the paid lunch equity requirements.  A lack of segregation of 
duties within an internal control system could have also allowed noncompliance with the compliance 
requirements and allowed 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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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 

  
Questioned Costs 

 
There were no questioned costs identified. 

  
Recommendation 

 
We recommended that the School Corporation's management establish controls related to the 

grant agreement and the Special Tests and Provisions - Paid Lunch Equity compliance requirement.  
  

Views of Responsible Officials 
 

For the views of responsible officials, refer to the Corrective Action Plan that is part of this report. 
 
 
FINDING 2018-006 
  
Subject:  Title I Grants to Local Educational Agencies - Internal Controls 
Federal Agency:  Department of Education  
Federal Program:  Title I Grants to Local Educational Agencies 
CFDA Number:  84.010 
Federal Award Numbers and Years (or Other Identifying Numbers): S010A150014, S010A160014, 
 S010A170014 
Pass-Through Entity:  Indiana Department of Education 
Compliance Requirements: Cash Management, Eligibility, Reporting, Special Tests and Provisions -  
 Annual Report Card, High School Graduation Rate  
Audit Finding:  Material Weakness 
  

Repeat Finding 
  

This is a repeat finding from the immediately prior audit regarding Cash Management, Reporting, 
and Special Tests and Provisions - Annual Report Card, High School Graduation Rate.  The prior audit 
finding numbers were 2016-003 and 2016-004.  
  

Condition 
 

An effective internal control system was not in place at the School Corporation in order to ensure 
compliance with requirements related to the grant agreement and the compliance requirements listed 
above.  
  

Cash Management and Reporting 
  

The reimbursement requests were completed by the Treasurer without evidence of a proper 
system of oversight or review prior to submission. 

 
Eligibility 

 
The School Corporation had not established procedures to ensure that the State of Indiana's 
pre-populated public and poverty enrollment figures reported on the Eligible Schools Summary 
page of the Title I application page were reflective of the School Corporation's records.  An 
oversight or review process over the reported enrollment figures had not been established. 
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SCHOOL CITY OF HOBART 
FEDERAL FINDINGS 

(Continued) 
 

 
Special Tests and Provisions - Annual Report Card, High School Graduation Rate 

  
A checklist was designed to ensure that adequate documentation was obtained before the 
removal of a student from the cohort.  The checklist was not implemented consistently through-
out the audit period. 

 
Context 

 
The lack of controls was a systemic issue throughout the audit period.  

  
Criteria 

 
2 CFR 200.303 states in part: 
  
"The non-Federal entity must:  
 

(a) Establish and maintain effective internal control over the Federal award that provides 
reasonable assurance that the non-Federal entity is managing the Federal award in 
compliance with Federal statutes, regulations, and the terms and conditions of the Federal 
award.  These internal controls should be in compliance with guidance in 'Standards for 
Internal Control in the Federal Government' issued by the Comptroller General of the 
United States or the 'Internal Control Integrated Framework', issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO). . . ." 

 
Cause 

 
The School Corporation's management had not developed or implemented a system of internal 

control to ensure compliance with the grant agreement and the compliance requirements listed above. 
 

Effect 
 
The failure to establish a proper internal control system placed the School Corporation at risk of 

noncompliance with the grant agreement and the compliance requirements listed above.  A lack of 
segregation of duties within an internal control system could have also allowed noncompliance with the 
compliance requirements, and allowed the misuse and mismanagement of federal funds and assets by not 
having proper oversight, reviews, and approvals over the activities of the program. 
 

Questioned Costs 
 

There were no questioned costs identified. 
 

Recommendation 
 

We recommended that the School Corporation's management establish controls to ensure 
compliance with the compliance requirements listed above. 
 

View of Responsible Officials 
 
 For the views of responsible officials, refer to the Corrective Action Plan that is part of the report. 
 

-13-



-14-



-15-



-16-



-17-



-18-



-19-



-20-



-21-



-22-



-23-



-24-



SCHOOL CITY OF HOBART 
AUDIT RESULT AND COMMENT 

 
 
OVERDRAWN CASH BALANCES  
  

The financial statement presented in the Financial Statement and Federal Single Audit Report of 
the School Corporation included the following funds with overdrawn cash balances at June 30, 2017, and 
June 30, 2018: 

 

   
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 unit.  (Accounting and 
Uniform Compliance Guidelines Manual for Indiana Public School Corporations, Chapter 1) 

Fund 06-30-17 06-30-18

Clearing Accounts 7,483$            6,007$        
Prepaid Food -                    4,216          

Amount Overdrawn
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SCHOOL CITY OF HOBART 
EXIT CONFERENCE 

 
 

 The contents of this report were discussed on February 19, 2019, with Dawn Powers, Treasurer; 
Ted Zembala, Business Manager; Dr. Peggy Buffington, Superintendent of Schools; Nancy Smith, Food 
Service Director; and Terry Butler, President of the School Board. 
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