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MEMORANDUM 

TO:  Mayor Samaras 

  And Members of City Council 

FROM: Bryan Perry, City Auditor 

DATE:  March 8, 2019 

RE: Council Motion of 1/15/19 by Mayor Samaras – Request City Auditor provide a written 
explanation and report for noncompliance issues found during the recent school department audit 
as pertaining to the City’s rules, regulations, and ordinances.  

____________________________________________________________ 
 
Last summer, the School Department commissioned a forensic audit to be conducted by 
CliftonLarsonAllen LLP. Their agreed scope of work was to identify any fraud or noncompliance 
within the School Department’s financial transactions. Below I’ve outlined the issues from this 
report that stand out, along with supporting documentation from the Auditing Department. 
 
 

I. Student Activities 

The CLA Audit does briefly touch on issues relating to the various Student Activities Accounts in 
the care of the School Department. Without getting into the alleged misuse of the Student Activities 
Fund, there are various control issues that have been raised relating to these accounts.  

Taking a step back, Chapter 66 of the Acts of 1996 allows the School Committee to vote to establish 
“the Student Activities Agency Account for the purpose of conducting student activities.” This also 
allows the established student activity checking account to be controlled and operated by the school 
principal. The statute further requires an annual audit of the student activity funds with the 
recommendation it’s arranged for by the School Business Administrator. The guidelines further state 
that bank reconciliation must be done at least quarterly, but preferably on a monthly basis. In light of 
Student Activity Account misuse reported in Boston, the School Committee requested the School 
Business Administrator have the city’s Student Activity Accounts be audited by an outside audit 
firm. This was completed by Powers & Sullivan and a copy is attached to this report. Prior to this 
being completed at the direction of the School Committee, I had made numerous requests to the 
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School Business Administrator throughout 2017 that this needs to happen in order to remain in 
compliance with the state guidelines. No action was taken during that time. 

Some comments of note from the Powers & Sullivan report were that Bank Reconciliations were not 
prepared in the K-8 accounts, statutory audits had not been completed, and various other significant 
control failures. The DESE guidelines note that “maximum checking account fund levels are 
established and annually voted on the by the School Committee”. Regarding the bank 
reconciliations, DESE requires they be provided to the School Committee and City Treasurer. There 
is no indication either of these have been done. The audit also notes multiple controls that could 
potentially deter theft and abuse are not documented and that a policy needs to be drafted. Other 
important findings note the importance of having evidence of approval for disbursement by the 
principal and the lack of controls in place to ensure these funds are used for the benefit of the 
students. 

This had been presented to the School Committee by the School Business Administrator in a 
meeting last June and was referred to a Joint Finance and Policy Subcommittee meeting. It does not 
appear that any further policy has been developed since. It is important that there are strong policies 
in place to dictate internal controls and regular oversight and reconciliation is critical to ensure these 
funds are managed in compliance with the prevailing MA state laws. 

 

II. General Fund, Revolving Fund, & Special Revenue Transfers 
 

One of the main comments from the CLA Report was their assertion that “the 2018 LPSD 
appropriation (was) overspent by approximately $1.4 million.” They arrived at this conclusion by 
creating manual adjustments relating to unpaid invoices for goods/services which failed to comply 
with the city’s purchasing guidelines, expenditures with the school’s Use of School Property 
revolving account, and the overcharges of indirect costs with the school’s Lunch Fund. 

 

The unpaid invoices from the School Department are certainly an issue. The prior year financial 
audit cited purchases being made prior to securing a valid Purchase Order from the city. The 
procurement process allows the city to properly reserve/encumber the funds needed and is a 
safeguard to ensure departments spend within their given appropriation. Goods and services simply 
cannot be provided or rendered without a valid Purchase Order in place first. This is already well 
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known to all departments. However, reminders were still sent to all departments of this long standing 
city policy in February of 2018. Without a Purchase Order prior to the receipt of a good or service, 
the city has no mechanism for payment of these invoices. The Commonwealth of Massachusetts 
established its own account system known as the Uniform Massachusetts Accounting System, or 
UMAS for short. UMAS is a modified accrual system which means the accounting is done on a cash 
basis with certain predefined exceptions where you may legally accrue a pending receipt such as 
State Aid received within 90 days of fiscal year end. UMAS also has very well defined rules for the 
accounting treatment for Prior Year Bills that are unpaid and were not encumbered in the prior year. 
According to MGL c. 44 §64, these bills can be paid following an affirmative two-thirds vote by 
City Council, and “may only be appropriated for in the new fiscal year and paid from the new fiscal 
year budget.” In this case, these unpaid bills cannot be charged against any potential surplus from 
General Fund in FY18. The safeguards in place at this time prevented the unwarranted payment of 
improperly ordered goods and services. However, this should not occur on the front end. The School 
Department may need to identify further safeguards to prevent this from occurring in the future. A 
first step would be to ensure a segregation of duties between those approving purchase orders, 
ordering goods or services, receiving the ordered materials, and approving the invoices for payment. 
There needs to be a strict adherence to ensuring that goods and services are procured in compliance 
with the city’s policies. Given the issues raised from FY18, there will need to be a greater scrutiny to 
ensure they do not continue.  

 

The issue with the School Department using an indirect rate which was in excess of the allowable 
rate by DESE has already been widely discussed at the Joint Finance Subcommittee meetings this 
past fall. Late in FY16, the then School Business Administrator had told my office he was planning 
on using ~18% for an indirect rate. I then spoke with the city’s outside audit firm along with various 
members of the MA DOR’s Division of Local Services. I relayed to the School Business 
Administrator that everyone I mentioned this to balked at the figure, which appeared excessive. The 
recommendation was that he should reach out to other business managers and provide proper 
supporting documentation for whatever rate he decides is appropriate. There is no indication he ever 
reached out to other administrators or DESE. Whatever supports he used to try to justify his rate 
failed to sway DESE when they ultimately audited that fund. In FY17 and FY18, the transfers had 
been made in association with the Lunch Fund based on approved figures presented to the School 
Committee. The funds deemed in excess of the allowed indirect rate will impair the city’s ability to 
utilize funds in the lunch account going forward. No direct payments are to be issued from the city 
for this, they are simply limited in their extent they can use funds until the Lunch Account has 
properly replenished those funds used in excess. The Financial Statements compiled by Powers and 
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Sullivan are presented on a Generally Accepted Accounting Principles basis, also known as GAAP. 
Under GAAP rules, they will need to account for the extent of unpaid bills that had been incurred 
during FY18 that were not properly procured and satisfied. Also under GAAP rules, the adjustment 
would need to be reflected for the excess charges on the indirect transfers. Together, these two 
adjustments will result in a significant deficiency or material weakness on the pending audit of the 
city’s financials. The biggest issue of this is the overcharging of the Lunch Account due to an 
excessive indirect rate. Additional controls will now need to be instituted simply beyond a reliance 
of the School Business Administrator to identify an appropriate rate and what was presented to the 
School Committee during their budget hearing. Going forward, the City Auditor’s office should be 
kept apprised of any updates or changes to the respective indirect rates. Any notice of adjustment 
should be copied or forwarded to the City Auditor and the most current notice should be provided 
along with all supporting documentation for any transfer involving the Lunch Account. If any 
transfer is made in the foreseeable future, it will need to stand up to greater scrutiny. I would expect 
it to be explicitly approved by the School Committee prior to its request to the City Auditor’s office, 
instead of simply outlined in the approved budget. The request should also have ample 
documentation outlining the charges incurred, down to the job duty level and time spent, and be able 
to stand up to any review by DESE. Of course, there must be adequate funding in place to cover the 
full extent of any transfer requested. All pending and anticipated bills must also be covered by the 
funding source so we don’t run into a situation where bills are held in order to facilitate a transfer. 

 

The other charges CLA took issue with related to the Use of School Property revolving account. 
This revolving account was accepted for use by the School Committee in 2011. In accordance with 
MA General Law, the receipts from local user fees to make the school property available for use 
would go into this revolving fund. Allowable charges for expense would include custodial costs, 
utilities, ordinary repair & maintenance. Despite this, CLA noted they did not believe the charges 
incurred related and they deemed them inappropriate. This is not accurate. I reviewed these charges 
with an Associate Commissioner at DESE. The response from DESE was “that CLA’s interpretation 
of the statute does not conform with our interpretation…in my opinion, these charges are valid.” No 
further adjustments on this will be made on the city’s general ledger. In the vote to establish this 
fund, the School Business Administrator at that time had recommended “regular reports of the fund 
balance and expenditures be provided to the Finance Subcommittee of the Lowell School 
Committee.” This appears to be a reasonable control to provide visibility to the School Committee of 
the status within this account, and other School Revolving Accounts going forward. It’s unclear how 
frequently this occurs currently. However, a good practice would be to do so at least quarterly. 
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Related to the school’s Use of School Property revolving fund, CLA took issue with the usage of 
$200k for Pre School Teachers being charged to their Full Day Kindergarten Revolving Fund. This 
was accepted when the city had been charging for Extended Day Services. These charges went into 
the revolving fund and could be used for the related staffing costs. At the start of FY18, they had 
over $247,000 in this fund. With the passage of the budget it was approved to use $200k of this to 
help offset the expenditures on Pre-K teachers. The city now no longer charges for full day services 
and the associated expenses now fall on the staff as budgeted in the General Fund. I believe this was 
an appropriate usage of their Revolving Fund. 

 

CLA also notes that the “LPSD revolving funds have been significantly depleted.” This is accurate 
and was likely a strategic decision made by school administrators. This is most evident with the 
usage of the school’s Circuit Breaker account. By law, a municipality is permitted to carry over up to 
100% of the funds they receive during that fiscal year. For example, if a city was awarded $2 million 
in Circuit Breaker funding during FY19, they may save up to $2 million in this fund for use by the 
end of FY20. This is designed to help cities and towns with the growing cost of special education 
services. In FY17, the city had carried forward a sizable amount of their FY16 award in conjunction 
with the FY17 award of $2,269,039. At year end of FY17, the city brought over $1,999,612 to use in 
FY18. The School Department had initially approved a total of $4,691,000 to use of their Circuit 
Breaker Funds. By June 14, 2018, DESE released their final Circuit Breaker awards for the fiscal 
year. This resulted in increased funding above DESE’s initial projection. In order to utilize the 
additional funding, a June 20, 2018 memo was drafted by the School Business Administrator to 
increase their budgeted amount to $5,272,268. This amount was later revised just prior to the June 
25, 2018 School Committee meeting. The revised increase was for $849,118. This would bring the 
total amount used to essentially equal the amount of carried forward from the prior year 
($1,999,612) and the full extent of the current year award ($3,540,506). The final total was 
$5,540,118. This was affirmatively voted for in the June 25, 2018 meeting and left a balance of 
$0.89 at year end. 

 

The CLA Audit also commented on the late payments of the April, May, and June invoices relating 
to the Lunch Fund. The April invoice was dated May 7, 2018 for $376,808.80. May’s invoice was 
dated June 4, 2018 for $525,692.07. June’s invoice was dated July 9, 2018 for 528,706.83. These 
were ultimately paid on August 24, 2018. CLA states “these invoices weren’t initially paid due to 
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insufficient funds.” It is not exactly known when these were received by the School Department, but 
the assumption would be a few days after they were dated. At year end, the Lunch Fund had a cash 
balance of approx. $655k. On July 10, 2018, over $1.8 million was received and deposited. By this 
time, all three of those invoices should have been signed off by the School Business Administrator 
and then processed for payment by the City Auditor’s office. However, the School Department was 
also without a School Business Administrator during the window between the July 10th cash receipt 
and late August. 

 

III. School Central Office Transfers 
 

An instance of a principal under contract with the city taking a new position was when the School 
Department hired their new Director of Accountability. This position is an Unaffiliated position that 
required authority from the School Committee to post. The approved posting had listed “SALARY: 
as per education level and experience.” When the former principal was offered the position, it was 
agreed by the administration to use that employee’s existing salary. This is documented in the 
Change of Assignment sheet signed off by the then Director of Human Resources for the School 
Department. Once hired in this Unaffiliated position, that employee was then bound under the 
constraints on the School Committee instead of the prior principal contract. I don’t believe there was 
an issue based on the approved vote from the school committee to post this position and the 
administration’s authority to hire for that role. 

 

There had been another instance in which a principal had been transitioned into another position 
during the term of the contract. In this instance, the position was not an Unaffiliated role in Central 
Office, but within the LSAA union. The School’s Negotiator/Legal Counsel notified the union of the 
School Department’s intention for that employee, but would continue to honor the salary and time 
frame in the previously agreed upon contract. A letter from the Negotiator/Legal Counsel was 
provided to my office outlining their agreement. 

 

 

IV. Principal Paid Outside of Contract 
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The payment of a $6,590 stipend to a school principal is also raised in the CLA Report. CLA notes 
“the principal was verbally promised additional pay outside of his contract for overseeing 
construction work that was being done during the summer of 2017. However, the employee was not 
paid and there is no supporting documentation showing this was pre-approved by the School 
Committee.” When this request was sent to my office for payment, it was returned to schools as it 
raised a litany of questions. First off, as noted by CLA, there is no documentation supporting this 
agreement prior to any construction supervisor work actually being done. Other concerns stemmed 
from this work being done outside the scope of the employment contract with the city, the work 
potentially conflicting with any agreements between the city and contractor on the supervision of the 
work being done, whether work done in the role of “construction supervisor” was properly bid and 
paid accordingly, if the individual is qualified to supervise construction, and any potential violations 
with MGL c. 268A regarding “Special Municipal Employees.” Ultimately, the stipend was paid 
following an affirmative 7-0 vote from the School Committee on July 25, 2018. 

It should be noted that when this was originally submitted to Auditing, the amount owed was 
$6,546.60. However, once it was placed in front of the School Committee for approval, the amount 
of the agreement was for $6,590. If this work had been fully vetted prior to occurring and approved 
by the School Committee, there would not have been any delay in facilitating payment once the 
work was satisfactorily completed. 

 

V. Employee Overpayments of Salary & Benefits 

The CLA Report also mentions an instance in which a school department employee was intended to 
be on “Leave Without Pay,” yet remained on payroll. When a school employee separates from the 
city, or has a status change such as going on Leave, that notice originates from the School’s HR 
Department. They should notify the School Department’s Payroll staff of the respective change so 
they are not included in the payroll to be generated and ultimately processed by the city. Beyond the 
apparent lack of communication between departments, the internal control in place that ultimately 
failed in this matter is the lack of attendance taken by the School Administration. Department Heads 
are required in the city to provide time sheets for each employee every week.  This allows the 
respective department payroll clerk to know they are in turn providing accurate payroll sheets to 
Auditing so payroll can be run. This also allows the city to keep accurate records on employee’s 
vacation and sick time. This poses an obvious control risk evidenced by the attached e-mails 
showing that the School Department was inadvertently paying some employees who did not return 
back with the city. 
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VI. School Department’s Legal Counsel 

In October of 2017, the School Committee met in executive session to discuss the General Legal 
Counsel. Following that meeting, a vote was taken on December 6, 2017 to expand the role with the 
Scope of Services outlined in the CLA audit and attached to this report. Following a 7-0 vote to 
approve the increased scope and salary, a Change of Assignment Form was provided by the School 
Department. With the approved minutes from the vote and the change sheet signed off by the School 
Director of HR and School Business Administrator, this employee’s position and salary were 
updated. The major issue outlined by CLA was not the actions taken to increase this employee’s 
salary, but rather the potential for overlapping duties between the School’s Legal Counsel and the 
City Solicitor’s office. It’s unclear what steps were taken to vet the expansion of this role as it relates 
to the potential for shared duties.  

 

VII. Budget Oversight 

Lastly, I’d be remiss if I didn’t address the communication that goes on between my office and the 
School Department as it relates to Budget Oversight. There is a great deal of discussion and 
reminders to ensure that we are both on the same page as we approach year end. There is constant 
discussion and reviews as there are a great deal of payment obligations that come due in the last 
couple of weeks in June. It is critical to be on the same page to ensure that all departments abide by 
their appropriations and do not violate MGL c. 44 §56A. I’ve attached e-mailed discussions and 
reminders reiterating this, as well as other correspondence ensuring the School Department would 
not overspend against their Revolving Funds as well. Going forward, I believe it would be best for a 
standing monthly meeting with the School Department’s Assistant Superintendent of Finance & 
Operations. This will provide a venue to proactively raise upcoming issues, payment obligations, 
year-end preparations, and any other high priority items. This will allow us to get into more specific 
issues than we may in the Monthly Finance Department Meeting. However, this is certainly not 
intended to replace that, as it allows for a forum where other departments may help on broader issues 
that may involve Purchasing, MIS, Treasury, or anyone else. 

 

Should you wish to further discuss this report, please do not hesitate to contact me. 
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Thank you, 

 

Bryan Perry, CPA 
City Auditor 

 

cc:  Eileen M. Donoghue, City Manager 
   Conor Baldwin, CFO 
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ATTACHMENT I: STUDENT ACTIVITIES 

 

a. Correspondences to School Business Administrator – S/A Audit Guidelines 
 

b. Powers & Sullivan Agreed Upon Procedures – Morey School Student Activity Funds 

 
c. Powers & Sullivan Agreed Upon Procedures – Lowell High School Student Activity 

Funds 
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ATTACHMENT II: GENERAL FUND, REVOLVING FUND, & SPECIAL 
REVENUE TRANSFERS 

 

a. Procurement Finance Regulations Update, February 14, 2018 
 

b. UMAS Guidelines relating to “Prior Fiscal Year Unpaid Bills (Not Encumbered) 
 

c. School Lunch Revolving Account Notice to School Business Administrator, June 2, 2016 
 

d. Internal Review of Food Service Offsets between Lowell Public Schools and DESE, 
October 18, 2018 

 

e. Use of School Property Revolving Fund Memo and Acceptance, October 28, 2011 
 

f. MA Division of Local Services: Revolving Funds for School Department Programs 
 

g. 1127 Full Day K Revolving Fund line item in School Department’s approved budget, 
FY18 
 

h. 1127 Revolving Fund Transfer request form from School Department 
 

i. June 20, 2018 Circuit Breaker Transfer Request 
 

j. June 25, 2018 Revised Circuit Breaker Transfer Request 
 

k. June 25, 2018 School Committee minutes showing approval on Circuit Breaker request. 
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l. Initial Circuit Breaker funding approval from FY18 School Budget.  
 

m. Lunch Fund Invoices (April ’18, May ’18, & June ’18), August 24, 2018 Payment, and 
July 10, 2018 Cash Receipt. 
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ATTACHMENT III: SCHOOL CENTRAL OFFICE TRANSFERS 

 

a. Change of Assignment Sheet, Director of Accountability 
 

b. School Committee vote approving the posting of Director of Accountability 
 

c. Correspondence from School’s Legal Counsel 
 

d. E-mail questions between Auditor’s office and Schools on transfer 
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ATTACHMENT IV: PRINCIPAL PAID OUTSIDE HIS CONTRACT 

 

a. Memo from School Business Administrator dated February 8, 2018 
 

b. E-mail correspondence between City Auditor’s office and School Department, February 14, 
2018 

 

c. Approved minutes documenting affirmative vote on July 25, 2018 
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ATTACHMENT V: EMPLOYEE OVERPAYMENTS OF SALARY & 
BENEFITS 

 

a. E-mail correspondence between city and school department, Non Returning Employees from 
September 26, 2017 
 

b. E-mail between city and school department, Sick/Vacation time being entered with Payroll, 
September – November 2017 

 





















 

 

Office of the City Auditor 
City Hall • 375 Merrimack Street • Lowell, MA 01852 

P: 978.674.4080 • F: 978.970.4082 
www.LowellMA.gov 

 
Bryan Perry 

City Auditor 
 
 
 

ATTACHMENT VI: SCHOOL DEPARTMENT’S LEGAL COUNSEL 

 

a. Change of Assignment Form, Negotiator/Legal Counsel 
 

b. Scope of Legal Services 
 

c. Minutes from School Committee’s December 6, 2017 meeting approving Legal Counsel Job 
Description and Scope of Work. 
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ATTACHMENT VII: BUDGET OVERSIGHT 

 

a. Miscellaneous correspondence regarding budget oversight 
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