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January 29, 2007

KPMG LLP
345 Park Avenue
New York, NY 10154

Department of Education

State of New Jersey

This report presents the results of our performance audit (audit) of the Jersey City School District (the
District). Our audit was conducted in accordance with the standards applicable to performance audits
contained in Generally Accepted Government Auditing Standards (GAGAS), issued by the
Comptroller General of the United States.

Audit Objectives

Audit Scope

Audit Methodology

Audit Observations

Management
Response

The objectives of the audit were to (1) identify and provide recommendations
to potentially correct deficiencies in internal controls and (2) analyze
historical expenditures to identify potential errors and irregularities in
spending.

The business processes included in the scope of our audit related to the
assessment of internal controls included payroll, human resources, financial
management, facilities management, budget, accounts payabale, food services,
transportation, technology, inventory, student activities, risk management,
grants management, and purchasing. In meeting the first objective, we
considered the process and related internal controls in place at the time of our
fieldwork. The scope of this audit did not include testing of internal controls.
To achieve the second objective, we utilized automated tools to tabulate and
summarize 100% of the salary and nonsalary expenditures of the District from
the period July 1, 2004 through June 30, 2006. Using the results of these
tabulations, we sampled transactions to further analyze the potential for
irregularities. We also jugementally selected purchase orders from account
codes identified by the Department to identify the nature of the purchases.

The audit was accomplished through the completion of three phases. The three
phases included Project Planning, Information Gathering and Analysis, and
Validation and Reporting.

Observations related to internal controls were noted during our audit. The
observations and related recommendations were presented to management by
operational area. Irregularities were also noted in the analyses of historical
expenditures and review of purchase orders.

A draft of this report was discussed at an exit conference with the New Jersey
Department of Education (the Department) on November 30, 2006. No
significant changes were made to the draft report as a result of the exit
conference. In addition, the report has been shared with District management.
The District’s response is presented as an appendix.

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



Project Background

The audit entailed interviewing District personnel and administrators, as well
as compiling and analyzing data from various sources. The scope included
assessing internal controls over business processes as well as an analysis
of historical expenditures. The business processes included in our audit
were as follows:

e Payroll

e Human Resources

e Financial Management (including Accounts Payable and Budget)

e Facilities Management

e Food Services

e Pupil Transportation

e Technology

e Inventory and Fixed Assets
e Student Activities

e Risk Management

e Grant Management

e Purchasing

Approach

This project was conducted in an objective, confidential, and independent
manner. Our results and analysis are documented in a clear, accurate, and
credible fashion. The approach and methodology utilized throughout the
course of the audit are explained below.
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Project Background (continued)

Project Planning

The objectives of project planning included meeting with representatives of
the Department to kick off the project, validating our understanding of the
audit, confirming key areas to be included in the audit, and developing a
tailored audit plan and internal control questionnaire. To achieve the
objectives of this phase, we executed the following tasks:

Conducted a Kickoff meeting with the Department — During the kickoff
meeting, we covered the following:

e Introduced members of the KPMG team and the Department, and
discussed other key stakeholders

e Discussed individual roles and responsibilities for each of the project
team members

e Discussed the scope and purpose of the audit in detail and any specifics
related to the District

e Confirmed the anticipated audit cycle

Developed an Audit Plan — The project team commenced initial planning
efforts by developing an audit program in accordance with GAGAS that
included the business processes to be evaluated.

Developed an Internal Control Questionnaire — The project team developed
a specific internal control questionnaire (ICQ) covering each of the business
processes included in our audit. The ICQ was tailored to guide our
interviews of business process owners with regard to the policies and
procedures and related internal controls of the District.

Information Gathering and Analysis

The objectives of this phase included meeting with representatives of the
District to initiate the project and conduct fieldwork. To achieve the
objectives of this phase, we executed the following tasks:
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Project Background (continued)

District Entrance Conference — We conducted an entrance conference with
the School Business Administrator (BA) and selected members of the
District’'s management group. This meeting set the tone for the audit and
facilitated project schedules within the framework of management’s normal
work routines. During this meeting we introduced members of the KPMG
project team, reviewed the previously submitted request of documents for
review and analysis, addressed district questions or concerns related to the
audit, and confirmed timing of audit fieldwork and availability of pertinent
District staff.

District Fieldwork — Our fieldwork was focused in two areas: internal controls
and historical expenditures. In conducting fieldwork, we used an array of
techniques to gather and analyze data. These included the following:

e Document Review — We requested and reviewed various documents to
acquaint ourselves with the business processes included in the scope of
the audit. The following is a list of the key documents reviewed:

- Policies and Procedure Manuals

- Organizational Charts

- Employee Manual and Handbook

- The Board of Education (the Board) Meeting Minutes
- Audited Financial Statements

- Consolidated Budget

- Collective Bargaining Agreements

- Personnel Contracts
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Project Background (continued)

The key documents listed above are those that provided us with a high-
level understanding of the District's business operations.

e Structured Interviews — More than 20 interviews were conducted with
District employees responsible for supervising the business processes
included in the scope of our audit. The interviews followed a structured
agenda and the ICQ, but also allowed for open-ended discussion to
take place. We conducted interviews with the following key process

owners:

Executive Controller Budget Director

School Business Administrator Transportation Coordinator

Supervisor Accountant — Accounts Payable Associate Superintendent — School
Division

Purchasing Agent Associate Superintendent of Early
Childhood

Facilities Director Associate Superintendent Research
Planning and Accountability

Assistant Supervisor of Payroll Deputy Superintendent — Athletics

Associate Superintendent of Human Resources Senior Accountant — Accounting

Director of Educational Technology Insurance Consultant (External
Contractor)

Payroll Supervisor Director of Food Services

Inventory Consultant (External Contractor)

e Documentation of Processes and Key Controls — At the completion of
each interview, the processes and key internal controls, as described by
the process “owner,” were summarized in a standard format.
Observations related to potential internal control weaknesses (i.e., lack
of controls) were also documented.

e Walk-through of Key Controls — We selected key controls identified in
our documentation of the processes as described by the process
owners and performed a walk-through to further understand the process
and controls. Walk-throughs were performed by inquiry and observation
or by review of sample transactions and related supporting documents.
Potential weaknesses identified during the walk-throughs were
documented as observations.

This is not an all-inclusive list of interviewees.
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Project Background (continued)

e Communication of Preliminary Observations — Facilitated several project
management meetings, including periodic status meetings and
communications with the Department and District Management.

e Historical Expenditure Analyses — Requested from the District electronic
data encompassing 100% of payroll transactions and vendor
disbursements for the period July 1, 2004 through June 30, 2006. Ran
the data through a series of queries to identify outliers for focused
follow-up.

e Purchase Order Desk Review — Judgmentally selected and requested a
sample of purchase orders paid by the District during the audit period
from account and object codes provided by the Department. We
reviewed the selected purchase orders solely to document the nature of
the purchases as indicated in the purchase order package provided by
the District.

Validation and Reporting

The objectives of this phase included developing a draft report, facilitating
an exit conference at the District, validating our findings, finalizing the audit
report, and providing other support. To achieve the objectives of this phase,
we executed the following tasks:

e Validation — We shared our summary of the processes and key controls
with each process owner and management for validation to help ensure
our understanding of the processes and key controls were valid.

e Shared Observations — We shared observations of potential control
weaknesses with District management for validation. We also met with
the Department to discuss preliminary observations and project status
throughout the duration of the fieldwork.

e Draft Report — We prepared a preliminary report to communicate the
results of the fieldwork performed and shared this with the District and
the Department.

e Final Report — Based upon the agreed process, results, and outcome of
discussions with the District and the Department, the project team
finalized and issued the report to the Department.
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Project Background (continued)

Organization of the Report

This report represents the results of our performance audit of the District.
Our audit was conducted in accordance with GAGAS. The remainder of this
report is organized as follows:

e Executive Summary
e Individual Business Processes Reviewed

- Overview and Background

- Summary of Observations and Recommendations

- Historical Expenditure Analyses (presented in the Payroll and
Financial Management — Accounts Payable Sections of this report)

- Desk Review of Purchase Orders (presented in the Financial
Management — Accounts Payable section of this report)

e Process Activities, Key Controls, and Observations (Appendix)
e District Response (Appendix)

It is important that the report be considered in its entirety. Just as the
various areas reviewed share functionality and overlap processes, the
observations and recommendations provided in this report could impact
more than the office and area from which they originated.
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Executive Summary

It is important to note that the scope of this audit involved two parts: an
assessment of the District’s internal controls over key functions and a
review of historical expenditures. In order to accomplish both tasks in the
timeframe allotted, we began with evaluating key processes, including:

e Payroll

e Human Resources

e Financial Management (including Accounts Payable and Budget)
e Facilities Management

e Food Services

e Pupil Transportation

e Technology

e Inventory and Fixed Assets
e Student Activities

e Risk Management

e Grant Management

e Purchasing

Once an understanding of the processes and controls in place was
established, we were able to identify gaps or control weaknesses and
develop recommendations for improvement. Almost simultaneously, our
data team was working to obtain and understand electronic data provided
by the District encompassing payroll transactions and vendor
disbursements. This information was then analyzed to identify specific
instances that raised questions as to the legitimacy of payments made.
Often, the analysis of historical expenditures and related follow-up
confirmed and provided support to the internal control weaknesses
identified. In some instances, additional internal control observations were
noted.

Jersey City District Performance Audit
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Executive Summary (continued)

This report presents the results of the internal controls assessment and
incorporates the analysis of historical expenditures. The Executive
Summary includes a high-level summary of our observations and related
recommendations developed based on inquiry and observation, as well as
data query and detailed transaction review.

Assessment of Internal Controls

The following table provides a listing of all internal control observations
contained in the body of this report and presents our overall assessment of
internal controls over the business processes included in the scope of our
audit. Our assessment indicates the potential effect or unmitigated risk of
the control weakness noted. We considered the likelihood of the
weaknesses to result in errors in recording of financial transactions, whether
there were other mitigating controls and whether those controls were also
identified as having a weakness. The assessed potential effect of high,
medium or low was based upon:

e Our understanding of the related business process and key internal
controls identified in performing the audit;

e The potential impact of the weakness on financial records;

e Existence or lack of mitigating controls;

e Pervasiveness of control weaknesses across business functions; and

e Results of the Historical Expenditure Analyses and Purchase Order
Desk Reviews.

We would suggest that the District consider first those recommendations
that can be implemented in the short term (e.g., within six months) that
would have the highest impact on unmitigated risk. Management should
also consider, concurrently, those recommendations that require long-term
planning, and begin the process of developing a strategy for
implementation.
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Executive Summary (continued)

The following chart summarizes 33 internal control observations identified in
the 12 business processes reviewed. Specifically, we identified 30
observations that should be addressed in the short term. Of those 30 items,
5 issues could have a high potential unmitigated risk.

Timing Potential Risk
Section
Efficiency of Class Room N N
Coverages
Maintenance of Payroll J J
Payroll Records
Processing of Voided Checks y y
Monitoring of Overtime J N
payments
Verification of Employee Status J N
Changes
Manual Processing of Buy-
back Requests for Unused v v
Vacation and Sick Days
Human -
Resources Maintenance of Human J J
Resource Records
Inconsistency of Manual
Employee Records Compared \/ RN
to System Data
Manual Process for Assigning N N
Substitute Teachers
Manual Account J J
Reconciliations
Use of Petty Cash Funds y J
Standard Internal Control J J
Financial Practices for Printing Checks
Management Processing of Intercompany J J
Transactions
Inconisistent or Lack of J J
Documentation
Capital Expenditures \ \
Formalization of Management J J
Facilities Review
Management Standard Internal Control J J
Practices
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Executive Summary (continued)

Timing

Potential Risk

Section
Food Services Reliance on Manual Processes v
Forms Authorizing Vouchers
for Aid in Lieu of Rebates Are v \
Pupil Presigned
Transportation Distribution and Monitoring of N N
Bus Tickets
Resolution of Multiple Low Bids v \
Absence of Documented
Tealimleny Disaster Recovery (DR) y J
System Restoration Hierarchy
Absence of Holistic DR Testing RN RN
Segregation of Duties — Food N N
Inventory
| ¢ Segregation of Duties — J J
nventor . .
y Maintenance of Fixed Assets
Phsyical Inventory of Janitorial J N
Supplies at School Locations
Formalization of Management J N
Review of Athletic Supplies
Student Documentation of Standard J J
Activities Policies and Procedures
Risk Standard Internal Control J N
Management Practices and Procedures
Grants Private Ponations with J N
Management Unspecified Purposes
Grant Writing Consultant v
Standard Internal Control J J
Purchasing Practices
Request for Proposal (RFP) J J
Documentation

Jersey City District Performance Audit
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Executive Summary (continued)

Discussion of Overall Results

The following pages summarize the overarching observations related to
internal controls as well as some of the observations noted during the
review of historical expenditures and purchase orders. The observations
summarized below are those that are considered pervasive throughout the
District and can have a significant impact on the District’s ability to operate
in an effective and appropriate manner. Additional observations are
provided in further detail in the body of the report by business process.

Limited Internal Control Practices

Internal controls are an essential element in running the affairs of any
organization including a school district. During the course of our
engagement, we noted that the District does not have internal controls
sufficiently documented in the areas of facilities management, inventory,
transportation services, and purchasing. Additionally, throughout this report
we noted numerous deficiencies in the District's policies and procedures as
they relate to internal controls. More specifically, we noted the following:

e There is not sufficient evidence of some of the internal controls being
executed for some of the critical processes such as facilities
management, physical inventory counts, and human resources, payroll,
transportation services, and purchasing.

e The disaster recovery testing protocols are tested at different times.

e For the pupil transportation services, the District does not have a formal
program for monitoring internal controls over distributing bus tickets to
the schools. Review of transactions or processes at the school level is
lacking; for example, once bus tickets are disbursed to the schools, they
are not required to periodically report the usage, etc.

e We also noted that the transportation department maintains presigned
authorization forms for aid in lieu of reimbursement requests, which
provides less reliable evidence that the required data was reviewed
before the rebate was approved.

e Accounts Payable (AP) checks are sometimes printed before all the
required documentation is obtained from the vendor.

e Physical inventory counts are not performed on all inventory items; for
example there is no requirement to conduct a physical inventory of
janitorial supplies at the school level.
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Executive Summary (continued)

e For workers’ compensation claims, there is not a formal process for
obtaining the support for claims processed by the third-party vendor.

The absence of internal controls as summarized has caused irregularities to
occur in the past. This lack of documented internal controls and
shortcomings in internal controls represents a deficiency and exposes the
District to the potential risk of irregularities, fraud, and errors going
undetected. Incorporating internal controls should be considered when
implementing any process.

Formal documentation and monitoring of internal controls is essential to
maintaining an efficient control environment. We recommend that the
District establish a formal plan for documenting and performing ongoing
testing of the District’s internal controls related to key functions. The District
should establish a work group to develop:

e Documentation of the District’s internal controls;
e A plan for a sustainable internal control monitoring process;

e Routine evaluation of the design and operating effectiveness of key
controls established and documentation of the results of such
evaluations;

e A process for establishing and following up on corrective action plans
created as a result of this and other audits to address control
deficiencies; and

e A means to hold supervisors accountable for implementing and
enforcing, as well as strengthening where applicable, internal controls.

Lack of or Noncompliance with Standard Operating Procedures

As part of our initial documentation request, the District provided its
Standard Operating Procedures (SOP) manual, and other departmental
manuals (Business Office Manual, Facilities Management Manual, etc.).
However, on multiple occasions, it became evident during interviews that
some procedures contained in the manual were not applied in the course of
District operations. Throughout the functional areas of facilities management
and student activities, the policies and procedures being applied did not
match those documented.
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Executive Summary (continued)

We also noted instances where there was a lack of standard operating
procedures documented for the review of childcare vendor payments; the
execution of physical inventory counts; and the monitoring of bus tickets
issued to schools.

Without clear documentation of the District's operations, holding individuals
accountable for work performed is difficult as no standard is set. In addition,
inconsistency becomes a significant concern in terms of how transactions
are executed or processes are carried out.

The District should evaluate the existing SOP and update it to reflect
appropriate policies and procedures (including internal controls). The SOP
should then be utilized and enforced through a routine monitoring process
executed by staff not involved in the daily functions of the department.

Segregation of Duties

The basic premise of segregating duties is to prevent situations where an
employee has the ability to perpetrate an error or irregularity and to conceal
it. Proper segregation of duties provides for a system of checks and
balances such that the functions by one employee are subject to review
through the performance of interrelated functions of another employee. In
the course of our review, we noted several situations involving conflicting
duties. For example:

e Entering new and terminating existing employees — The payroll staff
enters the employee demographic information and also processes
payroll transactions for new hires and terminations. The payroll staff
also completes a review to assure that the employee data was properly
entered in the CIMS system.

e Tracking and monitoring employee attendance — The foremen of the
respective trades groups (approximately seven trades groups in the
District) are responsible for communicating the employees present, and
in some cases this is done by a less senior staff. This data is not verified
by an independent source.

e Recording, tracking, reconciling, and disposing of fixed assets — In the
course of our review of inventory/fixed assets, we noted the designee is
the only individual responsible for tagging, recording the asset, and
reconciling the inventory list to the inventory list of his or her respective
school.
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Executive Summary (continued)

Each of these situations represents a deficiency and exposes the District to
the potential risk of an unintentional error, fraud, or irregularities going
undetected. We recommend conflicting responsibilities and sole authority be
addressed appropriately and immediately.

Reliance on Manual Processes

In conducting the review, a number of issues arose indicating a need for
enhanced systems and an integrated use of technology. The discussion
below attempts to highlight some of these issues. As a result of the severity
of the issues identified, the integrity of the data contained in the key systems
at the District is questionable.

e Many of the functions within the District’'s food services department are
paper-based and extremely labor-intensive. Often transactions require
multi-part forms (e.g., purchase requisitions, purchases order forms)
and physical passage of documents. Information is not recorded into the
system until the end of the process, when it is entered in batches, or
once multiple levels of data entry (of the same data elements) are
completed. This practice is not efficient and may be an area for savings.
The timing issue of recording transactions also interferes with
managements ability to rely on the computer system for current
financials.

e As aresult of the paper-based, manual, and fragmented nature of the
processes, errors often occur. For example, the food services
department processes orders, receipts, and payments manually when
there are existing automated functions in the CIMS system that can
reduce manual efforts and increase accuracy. This is a very reactive
and time-consuming approach.

e To compensate for the system shortcomings, manual shadow systems
(processes) have been developed. For example, Excel spreadsheets
that are not protected from formula manipulations are used to calculate
the value of buy-back requests for unused vacation and sick days.
However, the requisite payroll and HR data is maintained in the system.
Automating transactions that can save time and increase accuracy are
not being considered.
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Executive Summary (continued)

As noted throughout this report, many errors and irregularities have
occurred at the District that may have been prevented by having automated
procedures in place. We recommend that the District work with the
Technology department to implement certain automated controls to help
mitigate the situations discussed above. Without system controls and data
integrity, the District cannot effectively manage daily operations and the
opportunity for inappropriate activities remains.

Poor Document Management

In conducting the historical expenditure analysis portion of our review, we
requested documentation to support both vendor disbursements and payroll
transactions, such as purchase order packages and personnel files. We
noted a number of instances were demographic data such as employee
date of birth, social security number (SSN) per the employee’s application,
W-4 form, etc. and were inconsistent with the data fields in the District's
CIMS Il system. The District was also unable to locate approximately 13 PO
items and one human resources/payroll item requested. We also noted
instances where documentation of the purpose of purchases was not
sufficient to support the legitimacy of expenditure. Without proper document
management, the District cannot appropriately capture its operations and
support expenditures. Poor document management also provides an
opportunity for potentially inappropriate activities.

The District should require as part of its SOP specific documentation to
support expenditures. Vendor disbursements and payroll transactions
should not be processed without required supporting documentation.

Organizational Structure and Resource Constraints

e Processing of Paid Class Coverages — At times, the classes of absent
teachers are “covered” by other teachers in the school. The process
used by the District to execute a class coverage allows for the covering
teacher to perform the coverage during his/her own teaching period,
which increases the strain on the teacher since the amount of children
needing instruction has increased significantly.

e Processing of Childcare Contractor Payments — We noted that the early
childhood department had numerous written guidelines for vendors
regarding how to maintain financial records, allowable expenses, and
other required administrative protocols. However, these guidelines did
not provide procedures for early childhood department personnel to use
in reviewing documentation and approving invoices submitted for
payment.
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Executive Summary (continued)

e Process for Assigning Substitute Teachers — The process for assigning
substitutes could be made more efficient. This process entails a time-
consuming coordination effort that increases the risk of the substitute
teachers not being able to report to the school before the beginning of
the first instructional period.

e Payment of Intercompany Transactions — We noted that the District
issues checks to the transportation and food services department as
payment for transportation and school food services. These payments
are for a large number of small dollar amounts, which can be time-
consuming to process.

Review of Additional Purchase Orders

At the direction of the Department, we conducted a “desk review” of a
sample of purchase orders charged to particular program, function and
object codes. Of the 304 transactions selected, 91 appear questionable
based on the review of the purchase order packages provided. For the
purposes of this report, "Questionable” means that the supporting
documentation contained in the purchase order package did not provide
sufficient documentation to justify whether the purchase was reasonable or
educational in nature. Additional follow-up would be necessary to further
understand the purchase (e.g., reason for the purchase, who benefited from
the purchase, was it educational and/or essential, were the goods services
actually received, is the item available for inspection, etc.). For example,
out-of-state travel was identified as questionable, pending related approval
documentation from the State Department of Education. Also, in-state travel
for non-education related conference is considered questionable. These
items total $558,863.

It should be noted that any items that we did not consider questionable
appear reasonable on the face of the purchase order; for example, a
purchase order for textbooks for Mrs. Smith's eighth grade science class
would not be considered questionable. However, the "desk review" does not
consider if this was the fourth year in a row that textbooks had been
purchased for Mrs. Smith's eighth grade science class.
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Payroll

Overview and Background

The payroll department has 10 full-time employees including the assistant
payroll supervisor and supervising accountant.

As part of our procedures, we developed a high-level understanding of the
Payroll process. The following key sub-processes were identified as part of
the Payroll department:

e Attendance

e Substitute Pay

e Overtime

e Fifths and Lunch Duty
e Employee Stipends

e Per Diem

e Sick/Vacation Days

e Payroll Processes

e Payroll Payment

e Tuition Reimbursement

We performed a walk-through of the appropriate sub-processes of the
Payroll process to verify our understanding.

Summary of Observations and Recommendations

On the following pages, we present a summary of observations and
recommendations related to the sub-processes listed above. We have titled
each observation, provided a discussion of the circumstances surrounding
the observation, and presented potential recommendations for
consideration.
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Payroll (continued)

Class Coverages

At times, the classes of absent teachers are “covered” by other teachers in
the school. The District refers to such coverages as “Fifths.” Teachers who
perform the coverage for an absent teacher receive additional
compensation for doing so. The process used by the District to execute a
class coverage allows for the covering teacher to perform the coverage
during his/her own teaching period. This may be accomplished by
combining classes, resulting in a teacher having to instruct twice as many
students. In effect, the covering teacher is paid twice for the same class.
Furthermore, this practice decreases the effectiveness of the instruction and
may lead to lower student performance.

Teachers should only be assigned to cover another teacher during their
regularly scheduled preparation or free periods. We recommend that the
District revise its policy regarding the assignment of class coverages to help
ensure that coverages do not result in “doubling up” of classes.
Furthermore, adequate documentation should be maintained to evidence
the absence of the covered teacher during the period covered and the
schedule of the covering teacher, indicating their availability (preparation or
free period was used to perform coverage).
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Payroll (continued)

Results of the Historical Expenditure Analyses —
Payroll Transactions

The Historical Expenditure Analyses related to payroll considered all payroll
transactions processed during the period 2004 — 2005 through 2005 — 2006.
Data for the District is maintained within a proprietary system called CIMS.
To extract the necessary data elements for the Historical Expenditure
Analysis, we received custom reports provided by Jersey City.

Once the necessary data elements were extracted from the system, we
continued with a process to normalize and standardize the data. This
included mapping and inserting the data into our proprietary system,
identifying duplicate transactions, verifying the correctness of the data
elements, “cleaning” any dirty data identified, etc. It is important to note that
we did not perform tests to determine completeness and accuracy of the
data. However, during our review nothing came to our attention indicating
that the data was not complete and accurate.

For example, we compared Jersey City’s employee primary job title and
salary as reported in the pay table and job titles and job code referenced
within the payroll transaction file available from the CIMS system. This
analysis was undertaken as job titles contained within the CIMS system
were overly generic and because CIMS does not denote each employee’s
primary job title; rather, each employee may have multiple job codes
assigned to them. Furthermore, more detailed job title information was more
often found in the payroll transaction file. Some other normalization
procedures performed were as follows:

e The Purchase Order (PO) descriptions per line item on a PO were
concatenated to form a more complete purchase order description in
our PO tables. The purchase order file provided as a whole was
consolidated to reflect one line per purchase order.

e The dates did not always have a century indicator (i.e., 1906 vs. 2006)
for birthdates, termination dates, or dates of hire. A rule was applied to
determine the most accurate date.

e Total check amounts were correlated to the corresponding accounts
payable records.
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Payroll (continued)

Essentially, this process was done to extract all disbursements, as well as
payroll transactions, in order for the team to analyze the payments made.
For payroll disbursements, the following queries were run to identify
potential anomalies or irregularities:

e Possible Questionable Payments — Payments made to Ghost
Employees — Identified any payments made to an employee after the
listed date of death in the Social Security Administration (SSA) death
master file. A “Ghost” employee is identified as any employee with a
social security number listed in the death master file provided by the
Social Security Administration. This routine flags any payments made to
an employee after the listed date of death in the death master file.

e Possible Questionable Employees — Employee Age Less Than 18 or
Greater than 65 — Identified employees who are younger than 18 or
older than 65.

e Possible Questionable Employees — Post Office Mail Drop Box
Addresses — Compared employee addresses against known PO mail
drop box addresses, which are equivalent to PO Box addresses, but
appear to be a legitimate address.

e Possible Questionable Payments — Duplicate Employees or Social
Security Numbers — Identified employees with the same name and or
same social security numbers to identify potential duplicate employee
records and or payments.

e Possible Questionable Employees — Employed for a Short Time Period
and Payments made after Termination Date — Identified employees
terminated within 30 days of their hire date and who were paid after
their termination date.

e Possible Questionable Payroll Payments — No Benefits Deducted from
Paycheck — Identified any check where benefits were not deducted by
comparing gross check amount and net check amount.

e Possible Questionable Employees — Large Salary Increase — Identified
employees that received a large salary increase (e.g., more than
$7,500) for the period 2004 — 2005 through 2005 — 2006.

e Payroll Payments Analysis— Anomalies in Number of Paychecks
Received — Identified employees who received greater than 52 checks
within the period 2004 — 2005 through 2005 — 2006.
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Payroll (continued)

e Possible Questionable Employees — Employees Paid not in HR Master
File — Identified payroll payments made to employees not listed in the
HR master file.

e Possible Questionable Payments — Payments made to Employees after
Termination Date — Identified payments made to employees more than
30 days after their termination date as recorded in the District's system.

e Possible Questionable Payments — Stipends and Overtime Payments —
Identified employees receiving stipends and overtime payments within
the period 2004 — 2005 through 2005 — 2006.

The tables presented on the following pages provide the results of these
gueries and include discussion of the follow-up procedures, the related
results, and any recommendations, as appropriate. It should be noted that
100% of payroll transactions processed from July 1, 2004 through June 30,
2006 were considered in this analysis. The table presents outliers or
anomalies resulting from that analysis. In many instances, additional follow-
up is recommended to further understand the anomalies and review of
additional transactions.
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Analysis Performed

Analyzed payroll records to identify
incomplete or missing hire date, birth
date, status, address information,
and other key data elements.

Results of Analysis

We noted that seven deceased
employees received compensation
after their date of death totaling
$27,712.46 in net pay. The
breakdown is as follows:

Three of the seven employees
were paid under $300.

One of the seven employees
was paid $2,270.81 after
death.

One of the seven employees
was paid $3,773.36 after
death.

One of the seven employees
was terminated two months
after death and was paid
$4,139.87.

One of the seven employees
was terminated one year after
death and was paid
$17,047.34.

Follow-up Procedures

Conducted interviews of the HR and
payroll personnel to ascertain why
the anomalies would exist.

We requested the HR file for the
employees that received $220 and
$17,047.34, respectively. For the
sample items selected, the
engagement team:

- Verified that the date of the
termination agrees to
supporting documentation per
the personnel file.

- Agreed the social security
number per the system to the
number listed on the copy of the
social security card located in
the personnel file.

Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements

Results from Follow-up and Recommendation

For the employee that was terminated two months after death and
was paid $220, there was no HR file that documented when the
employee was terminated. We only obtained a personal action
form, which was used by the District to authorize employment. The
role of this employee consisted of mediating between schools and
parents regarding issues like truancy, etc. The job title of this
employee was parent liaison. There was no additional data
provided by the District, so we were unable to conclude as to
whether the payments were for a reasonable business transaction.

For the employee that was terminated one year after death and
was paid $17,047.34, the date of termination per the District's HR
system was approximately one year later from the date of death
documented per the Social Securitization Administration file. We
reviewed a copy of the death certificate contained in the District’s
file and noted that the date of death per the Death Certificate was
consistent with the date of termination in the District's HR system.
It appears that the date included in the SSA file is incorrect. There
were no checks paid after the termination date in the District’s
system.

The District’s procedure is to officially terminate an employee in
the system only when the death certificate is received. District
personnel also indicated that HR staff periodically follow up with
the families to obtain the missing data needed to process a
termination.

The District should implement procedures regarding how the hiring
and termination of all employees is documented to help ensure
that all terminations are accurately and timely recorded. There
should also be a protocol in place to hold payments until all the
required documentation has been obtained, and beneficiaries
identified, etc.
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Analysis Performed

Analyzed human resources data to
identify employees that were either
under 18 years old or over 65 years
old.

Results of Analysis

We noted 37 employees under
18 years of age and 1,945
employees over 65 years of
age.

14 employees were under the
age of 10.

23 employees were between
the ages of 10 and 17.

1,746 employees were
between the ages of 66 and
84.

152 employees were between
the ages of 85 and 98.

47 employees were over 99
years of age.

Follow-Up Procedures

Conducted interviews of the HR and
payroll personnel to ascertain if it is
the District’s practice to hire
employees over the age of 65 and
under the age of 18.

Selected a sample from the listing of
two employees under the age of 18
and two employees over the age of
65.

For each sample item:

- Verified whether the date of birth
per the personnel file agrees
with the date per the system.

Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements, continued

Results from Follow-up and Recommendation

For the four employees selected, we reviewed the supporting
documentation including the employees’ employment applications
and other documents that contained demographic data. Based on
our review of the employees’ HR files, we noted that the data field
per the CIMS system pertaining to the date of birth was entered
incorrectly, as the date of birth per the system was not consistent
with the employment application completed by the employee. We
also noted that there was data on file to evidence that these
employees are currently working for the District (i.e., performance
evaluation forms, etc.), which supports that this is a data entry
error.

Per our internal controls review, it was communicated that when
data is updated using a PAN, one payroll clerk enters the data into
CIMS, and another clerk is supposed to verify the data and initials
the PAN to evidence this review; however, this control did not
identify these errors.

See related recommendation in the Summary of Observations
section of the HR process documented in this report entitled
Verification of Employee Status Changes.

Reviewed data to determine if any
employees were paid at addresses
listed as P.O. Box, commercial mail
receiving agency, etc.

We noted 36 employees that
have alternate mail-drop box
addresses or have P.O.
addresses listed.

Reviewed the personnel files of two
employees to further understand the
reason for the mail drop.

We requested the employee file for the one employee with an
alternative address that also had three different employee ID
numbers, which were as follows: 9154, 9159, and 21800. We
noted that this employee was on record as a work-study student.
There are no HR files maintained for work-study employees;
however, payroll maintains Personal Action Notices for work-study
employees that document the type of service, pay rate, authorizing
signature, etc. Per a review of the payroll data, there were two W-4
documents with different social security numbers (SSNs) with
similar digits. Therefore, it appears that there might have been a
transposition error when the SSN was first documented by the
employee. This could explain why the individual has two employee
numbers, but we did not identify any documentation in the files to
explain why a third employee ID number was listed.

We also noted that there was not any documentation approving
the alternative address.

Further analysis should be performed to understand why this
individual (a work-study student) was receiving checks at known
mail drops. Further analysis should also be performed to
understand why the employee had three employee ID numbers.
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Analysis Performed

Identified employees with the same
SSN and different name or who have
the same name and different SSN.

Results of Analysis

We identified 214 employees
that have the same first and
last names and different
employee numbers in the
payroll transaction file. There
were no duplicate SSNs in
our results.

Follow-Up Procedures

e We requested the HR files for five
employee names that had at least
two different employee numbers to
determine whether the employee
has two different employee records.
This resulted in a total sample of 10
HR files.

Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements, continued

Results from Follow-up and Recommendation

For four sets of the five employee names selected, we noted that
the data per the HR and Payroll files supported that there were two
different individuals with the same name (different SS #s, job titles,
addresses, performance evaluations, etc.)

For one set of the employees selected (employee # 19024 and #
9810), we noted that the employee was a work study student that
had the same SS#, and was classified as a work-study student.
Per discussion with the Payroll Supervisor, the student was
participating in a summer work-study program, and an assignment
number (similar to a program code) was used as a placeholder. A
separate profile that related to the summer work study was set up
for the employee the following pay period, which created an
additional employee profile.

The District should review the roster of employees to identify any
potential duplication in the employee profiles.

Analyzed payroll data to identify
employees terminated within 30 days
of their hire date who were paid after
their termination date.

Note: This assessment considers
only those individuals hired and
terminated in a 30-day period
according to the District system. See
assessment number 10 for
employees paid after termination
date for all employees.

We noted 17 employees that
were hired and terminated
within a short time period or
employees whose status has
changed from active to retired
back to active during the fiscal
year 2004 — 2005 and 2005 —
2006. Of these 17 employees,
1 employee had the same
hire and termination date.

o Reviewed personnel files for a
sample of employees to further
understand why they were hired
and terminated in a short period of
time and why they were paid after
termination. We selected
employees with ID numbers 919,
18080, and 7622.

For one of the three employees selected (#919), we noted that the
date of termination in the Personal Action Notice matched the date
in the CIMS system. The employee declined the position shortly
after being hired. The employee file contained documentation that
indicated that the employee should be paid for the four days.

For one of the three employees selected (#7622), there was
evidence of the former employee’s application for employment,
finger-printing, background check, and acceptance of a teaching
position, but there was no evidence of the employee’s
resignation/termination maintained within the employee’s HR file.
As a result, we were unable to determine the appropriateness of
the termination in the system, which was the same day as the hire
date. The data file did not indicate that any payment had been
made to this individual.

For the third employee selected (# 18080), we obtained the HR
file, and noted that the resignation letter and termination date per
the PAN reconciled to the data in CIMS. The employee declined
the position shortly after being hired. There was no documentation
of outstanding salary amounts that need to be paid.

Refer to recommendation documented in query 2 above.
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Analysis Performed

Analyzed payroll data to assess
if there are any employees that
do not have the applicable
benefits deductions.

Results of Analysis

We noted 436 records where
employees received payments that
did not include payroll deductions
totaling $94,971.

Follow-Up Procedures

Ascertained through interview
of the payroll personnel, the
reason for payroll
disbursements without any
deductions.

Selected a sample of four
records which impacted three
employees. We noted
instances where some
employees received multiple
payments.

Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements, continued

Results from Follow-up and Recommendation

We obtained supporting documentation from the assistant payroll
supervisor that evidenced that the payments for two of the three employees
selected were for noncontributory pension payments. These pension
payments were mandated by the State’s Division of Pensions and Benefits,
Documentation of the amounts paid was also on file; however, the amount
documented per the supporting documents was not consistent with the
amounts paid out. For one of the two employee files received, the variance
in the amount calculated per the HR file and the amount paid out was $30
and for the other employee, the variance was approximately $15.

We did not obtain supporting documentation for one of the three employees
selected so we could not determine the appropriateness of the transaction.

Analyzed payroll data to identify
employees whose total annual
gross pay increased by greater
than $7,500 from '04 —'05 to '05
—'06.

We identified 1,415 employees who
received gross pay increases of
over $7,500. The range of
increases was from approximately
$7,503 — $197,114. The total
amount of these increases was
approximately $21,682,000. The
breakdown is as follows:

e One employee (ID #13571)
received a gross pay increase
of approximately $197,114 in
fiscal year 05/06.

e 42 employees received a gross
pay increase between $40,000
— $68,000 in fiscal year 05/06.

e 214 employees received a
gross pay increase between
$20,000 — $39,999 in fiscal
year 05/06.

e 1,158 employees received a
gross pay increase between
$7,500 — $19,999 in fiscal year
05/06.

Ascertained through interview
of the payroll personnel the
salary increases by job grade.

Agreed the percentage
increases to the Board
Resolution.

Selected a sample of four
employees (ID #s: 13571,
13585, 10761, and 7091) from
a listing of employees who
received a salary gross pay
increase of over $67,000.

For each sample item we
verified authorization for the
gross pay deviations was
appropriately documented in
the personnel file.

Our analysis did not exclude new hires during the course of the '04 —'05
year; therefore, it is possible that the significant increases can be
attributable to the fact that partial salaries were paid during the first year of
employment, and a full year of salary payments were made in the
subsequent year.

For one of the four employees selected (ID #13571), we noted that there
was evidence in the personnel file supporting the gross pay amounts
downloaded from CIMS compared to the gross payouts in the employee’s
payroll check register.

We noted that the gross payments per the CIMS queries did not reconcile
to the employee’s respective payroll check registers and personnel files for
three of the four employees selected.

For two of the four employees (employee #13571 and employee #13585)
we did not find supporting documentation that reconciled back to the full
amount of the increase.

Per discussion with the HR staff, these employees were employed with the
District for a significant amount of years, and accumulated a significant
number of sick days and vacation days. They were in the process of retiring
in FY 05 — 06, so they requested buy-backs of those days. For employee
#13571, we only identified justification for approximately $89,000 of the
$197,114 increase. For employee #13585, we only obtained justification for
approximately 50% of the additional gross payments that were paid out.
Although we found documentation for buy-backs and summer pay, these
amounts did not account for the full amount of the gross pay increases.

The District should implement a protocol where HR files are reviewed prior
to a significant payout to verify that required documentation explicitly stated
in the policies and procedures manual is included appropriately.
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Analysis Performed

Results of Analysis

Follow-Up Procedures

Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements, continued

Results from Follow-up and Recommendation

For employee #10761, we noted that there was sufficient
documentation in the respective employee file that documented
the reason for the change in total gross pay.

For employee #7091, we noted that there was sufficient
documentation to evidence the change in total gross pay, but we
noted that the salary level per the HR file, which was $123,290,
was not consistent with the total gross pay per CIMS, which was
$134,048.82. This could be due to the fact that extra
compensation was earned. Documentation to confirm the amount
of extra compensation was not provided. Follow up procedures
should be performed to confirm the amount.

Analyzed payroll data to identify
employees who received greater
than 52 checks within the two-year
period covering '04 —'05 and '05 —
'06.

o We identified 158 employees
that received over 52 checks
within the two-year period
covering '04 —'05 and '05 —
'06. The range of the extra
checks for these 158
employees was from 53 to 65
checks over the two-year
period.

Ascertained through interview of the
payroll personnel why an employee
may receive greater than 52 checks
in given fiscal year.

Selected a sample of four employees
who received more than 54 checks
in a given fiscal year (employee #
1756, 12231, 12350, and 12229).

For each sample item the
engagement team:

- Verified that supporting
documentation exists for the
additional disbursements

Reviewed the payroll transaction
history to assess why the additional
payroll was processed.

Per our review of the payroll check registers and employee
contracts, we were able to find supporting documentation to
confirm the amount of checks received by the four employees
were for an approved business purpose.

Per our interview with payroll personnel, we also noted that two of
the four employees sampled received the majority of those
additional checks in one day (employee #12350 and 12229). This
was due to the fact that they requested the District reissue pay
checks that they did not cash in prior periods. We noted that the
checks had to be voided and reissued.

We noted that there was a noticeable time lag between the time
the original checks were issued and the time the employee
requested that the checks be reissued. The District should
implement a more formal process whereby they identify checks
that have been outstanding for an extended period of time, and
consider voiding those checks, and a stop payment should be
processed. Also, employees that request that checks be reissued
should be charged the stop payment fee by reducing the amount
of the reissued check.
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Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements, continued

Analysis Performed

Results of Analysis

Follow-Up Procedures

Results from Follow-up and Recommendation

9 Analyzed payroll and Human We identified one employee that Obtained supporting documentation We obtained report of payroll checks processed by the District. Per
Resources data to identify received three payments and was regarding the payroll transaction for | this report, it was noted that “No Employee Record” was stated
employees that were paid without a not found in the HR master file. the employee that received the next to the social security number documented in the report.
Human Resources record. The payments were as follows: $30.17 payment. The assistant payroll supervisor was able to obtain a Payroll

e One employee was paid $5.03. Action Notice that documented that the $30.17 payment was made
« One employee was paid toa Work-study_student. The employee # was documented as
$25.14. 125829830, which appears to be a SSN. However, the social
) security number per the Payroll Action Notice and employee’s W-4
e One employee was paid was not consistent with the social security number per the CIMS
$30.17. system, specifically the eighth digit was documented as a “3” in
CIMS as opposed to a “5”. This might be the cause of why an
employee record cannot be found.
Refer to recommendation documented in query 2 above.
10 Analyzed payroll data to identify e We identified 2,741 payments Ascertained through interview of the We noted that one of the employees selected was a retired parent

employees who were paid greater
than 30 days after their termination
date.

were made to employees after
their termination date, which
totaled approximately
$9,185,000 in gross pay.

- 1,875 gross payments
totaling $8,052,000 were
made within 365 days of
an employee’s
termination date.

- 70 gross payments totaling
approximately $117,000
more than 365 days but
within 730 days of an
employee’s termination
date.

- 92 payments totaling
approximately $84,000
more than 730 days but
within 1,095 days of an
employee’s termination
date.

- 713 payments totaling
$938,316.63 more than
1,095 days after their
termination date.

payroll personnel potential reasons
for payments to be made when
employees are terminated and
receive payments 30 days after
termination date.

Reviewed a sample of two HR files
(employee ID #s 14960 and 10769)
to assess whether documentation
exists for the termination.

Traced and agreed employee payroll
disbursement to the approved
timesheets and termination forms.

liaison (#14960), and the payment related to a pension payment.
Per discussion with District personnel, District employees were
required to participate in the pension; however, the only personnel
file provided for this employee was a Personal Action Form. As
stated above there is not extensive HR information regarding
parent liaisons.

We noted that one employee (#10769) was currently working as a
part-time lunch room staff member. We scanned the HR files and
reviewed a current performance evaluation. There was not data in
the file to support the termination date.

Refer to the recommendation documented in query 2 above.
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Payroll (continued)

Historical Expenditure Analysis — Payroll and Human Resources Disbursements, continued

Analysis Performed

Results of Analysis

Follow-Up Procedures

Results from Follow-up and Recommendation

11

Analyzed a sample of employees
receiving stipends/overtime pay
during the two-year audit period.

We identified 8,732 records of
employees that received extra
compensation, stipends, fifths
(paid class coverage), and
overtime pay. Per discussion with
the district personnel, overtime
compensation is 1.5x the regular
pay rate stipulated in a contract;
stipends are a fixed amount that is
approved on an as-needed basis;
extra compensation (e.g.,
coaching) is a fixed hourly rate
documented in the union contract;
and fifths payments are also based
on a fixed hourly rate.

e We selected two employees
that had overtime
compensation exceeding
$100,000 over the fiscal years
included in the review.

e We selected the employee that
had the largest payout of fifths

duty.

Requested the HR and payroll files
for the employees and performed
the following:

- Traced and agreed the
disbursement to supporting
documentation (e.g., payroll
check register, overtime
authorization forms, fifths
authorization forms).

Determined whether the extra
service was approved in
accordance with the District policies
and procedures.

We selected three employees for follow-up. We noted that two of
the employees were custodians.

During our review, we noted that one of the three employee’s HR
files did not include authorization for extra compensation after FY
2001. We obtained copies of the payroll registers (employee
#8032) and obtained the overtime reports for three of the four pay
periods where the overtime charged exceeded $3,000. We noted
that for two of the three pay periods, the overtime hours reported
exceeded 100 hours. Also, there were four instances of 23 hours
being reported during one work day. This appears excessive.
However, we did note that the overtime reports were signed by the
principal and the Director of Maintenance.

One of the three employee files selected did not have
documentation of extra compensation documented in the HR file.
We obtained copies of the payroll registers (employee #11704)
and obtained the overtime reports for two of the four pay periods
where the overtime charged exceeded $2,000. There were two
instances of 23 hours being reported during one work day. This
appears excessive. However, we did note that the overtime reports
were signed by the principal and the Director of Maintenance.

One of the three employees selected (employee # 20751), there
was not documentation authorizing the fifths duty in the employee
file provided by HR. We requested the Fifths authorization forms
from the payroll department and noted that there was
approximately 4-6 weeks of class coverage for Chemistry and
Earth Science. We noted that the signature and date authorizing
the Fifths activity appeared to be stamped.

The Payroll department should only accept forms that contain a
manual signature since this provides better evidence that the
authorizer reviewed the transactions. The District should
implement protocols where overtime hours of District employees
are reviewed by District management other than the immediate
supervisor for reasonableness.
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Human Resources

Overview and Background

The human resources (HR) department has 26 staff members. The HR
subcomponents include the following: the medical department has five
employees; the benefits department has three employees; the substitute
teachers department has three employees; the non-instructional department
has five employees; and the instructional department has ten employees.
The HR department uses an information system, CIMSIII, for all of its
automated processes. Employees are given usernames and passwords to
access the CIMSIII system. They are only allowed access to the areas
related to their job responsibilities.

As part of our procedures, we developed a high-level understanding of the
HR process. The following key sub-processes were identified as part of the
HR department:

e Instructional and Non-instructional Hire

e Fingerprinting

e Benefits

e |dentification

e Buy-backs

e Training

e Evaluation

e Dispatching of Substitutes

e Termination of Instructional and Non-instructional

We performed a walk-through of the appropriate sub-processes of the HR
process to verify our understanding.
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Human Resources (continued)

Summary of Observations and Recommendations

On the following pages, we present a summary of observations and
recommendations related to the sub-processes listed above. We have titled
each observation, provided a discussion of the circumstances surrounding
the observation, and presented potential recommendations for
consideration.

Verification of Employee Status Changes

The District currently relies on the payroll department clerks to process
employee status changes in the payroll master file. The data is changed
based on information documented in the Personal Action Notice (PAN),
which is approved by the department head/principal and the director of HR.
However, currently only the payroll staff verifies that the data per the PAN is
updated in the payroll master file, and there is no formal verification of the
updated changes by personnel in the Human Resources department. There
is a risk that the change processed in the payroll master file does not
accurately reflect the employee status as intended by the HR department.

As the HR department is responsible for maintaining an employee’s profile,
a protocol should be implemented to include a review by an HR staff to
confirm that the employee’s status change is accurately recorded in the
payroll master file after a PAN form has been processed. We recommend
that the District implement a protocol whereby the employee status changes
processed by the payroll department be formally submitted to the Human
Resources department for verification.

Manual Processing of Buy-back Requests for Unused Vacation and Sick
Days

HR clerks are responsible for entering the contracted pay rates, hours, and
other data elements into unprotected Microsoft Excel (Excel) spreadsheets
that are used to calculate the amount of an employee’s buy-back of unused
vacation and personal time. The use of unprotected Excel spreadsheets as
well as the manual data entry of critical data elements increases the risk of
human errors.

We noted that the cells in the Excel spreadsheet that execute the
calculations were not protected, so inadvertent edits could occur such as a
manual data entry in a cell that includes a formula. The data regarding the
employee’s pay rate and unused vacation and personal time is already
documented within the District’'s CIMSIII system, which is the District's
enterprise-wide information system. The system includes human resources,
payroll, and accounting modules. The manual task of researching
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Human Resources (continued)

contracted rates and verifying unused balances on the system before
entering the data in the Excel spreadsheet is susceptible to data entry
errors.

We recommend that the District implement a function in the CIMSIII system
to calculate the buy-back amounts. The addition of this automated
functionality reduces the risk of inaccurate data entry and inadvertent
manipulation of Excel spreadsheets.

Maintenance of HR Records

During our review of sample transactions selected as part of our historical
expenditure analysis, we noted numerous documents were missing from the
files (i.e., documentation of buy-back calculations, termination/retirement
notices, etc.). For example, we selected an employee that had a $197,000
increase in the amount of gross pay, and part of that increase related to a
buy-back of unused vacation and sick time. The District’s protocol is to
prepare a buy-back schedule that documents the calculation and approval
by the associate superintendent of human resources. However, this was not
identified in the file. We also noted that employees documented as
terminated employees did not have documentation in their files that
evidenced that the termination was processed.

There is no checklist to track documents that should be maintained in the
file. This checklist could be utilized as part of a periodic review of the
completeness of the employee HR files to help HR staff assess the data that
is missing based on the status of the employee.

Inconsistency of Employee Human Resources Records Compared to
System Data

During our review of sample transactions selected as part of our historical
expenditure analysis, we noted numerous instances where the demographic
data such as the employee’s date of birth or SSN appeared to be entered in
the HR module of the CIMS system inaccurately. For example, the last two
digits in the SSN per one of the employee’s personal action form and W-4
form appeared to be transposed when it was compared to the SSN
documented in the system.
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Human Resources (continued)

Refer to recommendation noted above regarding the Verification of
Employee Status Changes, which indicates that the District should
implement a protocol whereby the HR department verifies data entered into
the system regarding new hires, terminations, and other employee status
changes.

Manual Process for Assigning Substitute Teachers

The protocol in place at the District for assigning substitute teachers to open
positions is susceptible to manipulation as the need for a substitute is not
initiated by the District’s central HR department. Furthermore, the process
for assigning substitutes could be made more efficient. Currently, the
substitute teacher calls into the central office by 7 a.m. each day to be
added to a daily list of available substitute teachers. The principals also call
into the District to communicate the number of substitutes needed each
morning. The HR department manually selects the substitutes and
communicates the assignments to each substitute. This process entails a
time-consuming coordination effort that increases the risk of the substitute
teachers not being able to report to the school before the beginning of the
first instructional period.

We recommended that the District automate the process so as to save time
in the coordination of identifying eligible substitute teachers. For example,
the substitutes can access an electronic database where they can update
their availability via telephone. The database will also track information such
as location and instructional areas of knowledge. The District employee can
execute a search that identifies the required location and level of expertise
based on the principal’s requests using an automated search function. Once
identified, the system can automatically contact the substitute. Such
automated systems are widely used in other public school districts across
the Country. An automated database for substitute resources would also
allow the District to implement other safety measures such as automated
updating of the database from law-enforcement offices with regard to recent
arrests of individuals registered as substitutes for the District. This is also a
leading practice currently in place in other large urban school districts.
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Financial Management (Including
Budget and Accounts Payable)

Overview and Background

The finance department comprises four areas: accounting, budgeting,
accounts payable, and payroll (see payroll department overview and
background in a separate section of this report).

The accounts payable department has seven employees (one supervising
accountant, one principal clerk, two senior clerks, and three clerks). These
individuals are responsible for the payment of invoices and issuing checks.

The accounting department has four employees (one senior accountant and
three accountants). One accountant is responsible for the accounting of
petty cash and student activities transactions. Three accountants are
assigned to perform the financial close and general ledger account
reconciliations.

The budget department has five employees (one budget officer, one senior
accountant, and three accountants) that are responsible for assisting in the
development of the District’'s budget; maintaining the position inventory;
grant accounting; and for overseeing all reimbursements.

As part of our procedures, we developed a high-level understanding of the
Financial Management process. The following key sub-processes were
identified as part of the Finance department:

e Payment of invoices and processing e Journal entries

of checks
e |nvestment accounts

e Payment of expenses e Capital assets

e Bank and account reconciliation .
e Book closing

o Petty cash e Financial reporting

e Expenditure analysis e Budgeting

We performed a walk-through of the appropriate sub-processes of the
Financial Management process to verify our understanding.
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Financial Management (continued)

Summary of Observations and Recommendations

On the following pages, we present a summary of observations and
recommendations related to the sub-processes listed above. We have titled
each observation, provided a discussion of the circumstances surrounding
the observation, and presented potential recommendations for
consideration.

Accounting Department
Manual Account Reconciliations

The accounting department is responsible for reconciling all the District's
general ledger accounts. The accounting clerks manually download data
from the CIMSIII system into Excel spreadsheets to perform the
reconciliations.

In reviewing the process, we observed that reconciliations were performed
using Excel spreadsheets without file protection. Also, the Excel
spreadsheets contain formulas. We noted that the cells in the Excel
spreadsheet that execute the calculations are not protected, so inadvertent
edits could occur such as a manual data entry in a cell that is supposed to
be calculating a formula. In addition, manual reconciliations create the
potential for human errors.

We recommend that the reconciliation process be enhanced by having
system-configured reconciliations. Also, better protections of formulas within
Excel spreadsheets such as password protection should be executed to
help eliminate unintended edits and errors. Protected cells within the Excel
spreadsheets can prevent unauthorized personnel from changing formulas
or improperly reconciling accounts.

Use of Petty Cash Funds

The accounting department is responsible for reviewing and reconciling the
petty cash funds for the District. The accounting department also reviews
petty cash receipts prior to reconciling the petty cash funds.

The District's SOP manual indicates that petty cash funds are only to be
used for postage, delivery charges, office supplies, and miscellaneous
purchases. Purchases cannot exceed $75 (except for the district
superintendent, the BA, and the legal department).
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Financial Management (continued)

In our review of copies of receipts related to petty cash expenditures of one
of the high schools, we noted that monies were used for other expenses not
listed as allowable in the petty cash SOP manual and some expenses
exceeded the $75 limit. Petty cash funds are not being expended in
accordance with the District’s guidelines.

We recommend that the petty cash SOP manual be modified to update the
definition of allowable expenses to explicitly describe acceptable
miscellaneous expense. Also, the school personnel should be retrained
regarding the authorized limits under the District’s guidelines. The District
should monitor the petty cash fund activities of each school on a periodic
basis.

Accounts Payable
Standard Internal Control Practices for printing checks

The accounts payable department is responsible for payment of invoices
and the printing of checks. The District’s policies and procedures indicate
that checks are to be printed only after all the documentation has been
received and approved by authorized personnel, and reviewed by the
accounts payable personnel. However, some checks are printed prior to
receiving required vouchers from the vendors.

Furthermore, accounts payable clerks store checks that have been written
prior to the receipt of all required documents on their desk during the day.

These checks, which are already signed, could potentially be lost or stolen
from the clerks’ desks.

Proper controls should be implemented to prevent checks from being written
prior to the receipt of all necessary documents from the vendor. Checks that
are written and not mailed immediately should be stored in a secure area;
e.g., locked safe. The accounts payable department can run a query of all
the checks waiting to be printed and compare it with the outstanding
documentation, prior to printing the checks. This will mitigate the risk of lost
or stolen checks.
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Financial Management (continued)

Results of the Historical Expenditure Analyses —
Vendor Disbursements

The Historical Expenditure Analyses related to accounts payable considered
all nonsalary disbursements for the period 2004 — 2005 through 2005 —
2006. As discussed previously in this report, data for the District is
maintained within a proprietary system called CIMS. To extract the
necessary data elements for the Historical Expenditure Analysis, we
received custom reports provided by Jersey City.

Once the necessary data elements were extracted from the system, we
continued with a process to normalize and standardize the data. This
included mapping and inserting the data into our proprietary system,
identifying duplicate transactions, verifying the correctness of the data
elements, “cleaning” any dirty data identified, etc. It is important to note that
we did not perform tests to determine the completeness and accuracy of the
data. However, during our review nothing came to our attention indicating
that the data was not complete and accurate.

For example, we compared Jersey City’s employee primary job title and
salary as reported in the pay table and job titles and job code referenced
within the payroll transaction file available from the CIMS system. This
analysis was undertaken as job titles contained within CIMS system were
overly generic and because CIMS does not denote each employee’s
primary job title; rather, each employee may have multiple job codes
assigned to them. Furthermore, more detailed job title information was more
often found in the payroll transaction file. Some other normalization
procedures performed were as follows:

e The PO descriptions per line item on a PO were concatenated to form a
more complete purchase order description in our purchase order tables.
The purchase order file provided as a whole was consolidated to reflect
one line per purchase order.

e The dates did not always have a century indicator (i.e., 1906 vs. 2006)
for birthdates, termination dates, and dates of hire. A rule was applied to
determine the most accurate date.

e Total check amounts were correlated to the corresponding accounts
payable records.

We did note instances where the PO amount per the hard copy document
was not consistent with the amounts per the data file provided by the
District.
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Financial Management (continued)

Refer to the comments section of the table documented the review of
Additional POs.

Essentially, this process was done to extract all disbursements as well as
payroll transactions, in order for the team to analyze the payments made.
For vendor disbursements, the following queries were run to identify
potential anomalies or irregularities:

e Potential Dummy Vendors — Matches key employee information against
the vendor master file to identify potential dummy vendors in the vendor
file. The following data elements were compared:

- Social Security and Tax ID (exact match)
- Phone number (exact match)

- Address (near match)

- Name (near match)

It should be noted that payments vendors identified as potential employees
may be legitimate as an employee may receive an expense reimbursement
as a vendor of the school. However, it may be a control weakness as there
is no indicator within the system to determine whether a vendor is a true
vendor or an employee.

e Possible Questionable Payments — Weekends or Holidays — Compared
dates from the check register file against the holiday schedule (when
available) and weekends to flag any instances where checks were
written outside normal business days.

e Possible Questionable Payments — Gaps in Check Numbers —Analyzed
check numbers for the period 2004 — 2005 through 2005 — 2006 to
identify any gaps in the check number sequence. Gaps in check
sequence may indicate that a check has been voided. Further analysis
may be completed by reconciling bank records to determine whether
missing checks were cashed.

e Possible Questionable Payments — Round Dollar Payments — Analyzed
check amounts to identify any round dollar payments (i.e., $100
increments up to $1,000 and $1,000 increments thereafter) that may
have been blanket payments as opposed to payments for specific
goods or services.
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Financial Management (continued)

e Possible Questionable Vendors — Post Office Mail Drop Box Addresses
— Compared vendor addresses against known PO mail drop box
addresses, which are equivalent to PO Box addresses, but appear to be
a legitimate address.

e Possible Questionable Vendors — Payments to Vendors not in the
Vendor Master File — Identified payments to vendors that are not
included in the vendor master file.

e Possible Questionable Payments — Invoices Paid in Excess of Purchase
Order — Identified payments against any PO where the total of
payments made was greater than the original PO amount.

e Vendor Payments Analysis — Number of Disbursements — Provided
summary information related to number of checks per vendor for the
period 2004-2005 through 2005-2006.

The tables presented on the following pages provide the results of these
gueries and include discussion of the follow-up procedures, the related
results, and any recommendations, as appropriate. It should be noted that
100% of payments made to vendors for the period July 1, 2004 through
June 30, 2006 were considered in this analysis. The table presents the
outliers or anomalies resulting from that analysis. In many instances,
additional follow-up is recommended to further understand the anomalies
and review of additional transactions.
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Analysis Performed

Analyzed the vendor master file and
employee master file on various key
fields (e.g., name, address,
telephone) to identify potential
dummy vendors.

Results of Analysis

We identified 14,288 records
where the vendor data matched
the address, name, or SSN of a
District employee. The breakdown
is as follows:

We noted 6,884 vendors with
the same address as an
employee.

1,685 employees with the
same name as a vendor.

5,719 employees with the
same SSN as a vendor.

Historical Expenditure Analysis — Vendor Disbursements

Follow-up Procedures

Ascertained through interview of the
payroll and accounts payable
personnel why the overlap in vendor
and employee information might
occur.

Selected a sample of nine items from
the listing vendors that matched the
employee master file.

For each sample item we:

- Verified that supporting
documentation exists that
supports the information in the
vendor file as well as the
personnel file.

Financial Management (continued)

Results from Follow-up and Recommendation

Per discussion with the assistant payroll supervisor, tuition
reimbursement is paid to employees in the same manner as
any other vendor payment. Also, individuals/vendors entered to
the vendor master list are not purged, so the vendor file
remains indefinitely. Therefore, any employee who received
tuition reimbursement in the past will continue to be in the
vendor master list file.

We noted that one of the nine items selected related to a tuition
reimbursement payment. For the remaining items sampled
there was no activity for the employees selected during the
audit period. The items appeared in our sample due to the fact
that the vendor files are not purged.

Analyzed the payment data for all
checks paid within '04 —'05 and '05
—'06 to identify payment or
approval dates on weekends or
holidays.

We noted one payment
totaling $95,815.65 where the
payment/work was done on a
weekend.

Ascertained through interview of
District personnel reasons for the
disbursements on weekends,
holidays, or last day of school.

Requested and reviewed
documentation for the item
identified.

Per discussion with the assistant payroll supervisor, the
payment related to unemployment. The former payroll
supervisor had access to process checks remotely, so it is
possible that the check was processed by this individual.

We were not able to obtain supporting documentation for the
transaction, so we could not determine whether the business
purpose appeared reasonable. Further analysis should be

performed regarding this item.
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Historical Expenditure Analysis — Vendor Disbursements, continued

Analysis Performed

Results of Analysis

Follow-Up Procedures

Financial Management (continued)

Results from Follow-up and Recommendation

3 Analyzed the payment data for all
checks paid within the audit period
to identify gaps in check numbers.

We noted 1,195 checks with
gaps in check numbers.

Selected a sample of four checks that
included gaps in sequence.

For each sample item, we traced and
agreed the number of the check to
the voided check.

During our review, we noted that generally, the accounting files
were organized in a consistent manner and checks were able
to be traced.

In one of the four items selected, we noted that there was a
gap between check #44 and 301, and requested #300. Per
discussion with management, the check #44 was the last check
written from the bank account associated with the checks. It
was subsequently closed so there would be no future checks in
that sequence. This bank account was used to process
unemployment checks. We were able to verify that subsequent
checks were processed from a different bank account.

Two of the four checks were out of sequence due to a printing
jam. We noted that the checks that were jammed were
subsequently voided. The checks that followed were reviewed
and accounted for.

For one of the four checks, we identified a gap between check
numbers 116100 and 169953, and requested data to support
the voiding of check number 1165001. Per discussion with
District personnel, check number 1165001 did not appear to
exist in the District's records. They were not able to locate the
check. Further analysis should be performed regarding this
item.

We recommend that the District perform additional follow-up
procedures to identify the check numbers that would fall in the
gap identified to assess whether there was a check issued for
legitimate business purpose, appropriately voided, etc. The
reason for the gap in sequence was not adequately explained.
Additional follow-up should be performed to understand the gap
in check numbers.

Jersey City District Performance Audit 40




Historical Expenditure Analysis — Vendor Disbursements, continued

Analysis Performed

Results of Analysis

Follow-Up Procedures

Financial Management (continued)

Results from Follow-up and Recommendation

4 Reviewed data to identify possible
questionable payments (e.g., round
dollar payments).

We identified 858 payments
having round dollar amount
of $100 to $900.

573 payments having round
dollar amount from $1,000 to
$99,000.

13 payments having round
dollar amount from $100,000
to $587,000.

One payment having round
dollar amount of $1,311,000.

One payment having round
dollar amount of $1,490,000.

One payment having round
dollar amount of $7,261,000.

Ascertained through interview of the
purchasing and accounts payable
personnel why certain payments
would be made in round dollar
amounts.

Selected a sample from the listing of
payments that were made in round
dollar amounts.

For each sample item, we :

- Traced and agreed the
disbursement to supporting
documentation (e.g., contract,
vendor invoice, purchase
requisition, purchase order, etc.)
to assess if the disbursement
was properly approved and
processed.

Our sample selection consisted of the following:

Vendor # Amount
296180 $103,000
342418 500 (multiple payments)
237520 570,000
400944 2,000
427021 4,