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BOARD OF EDUCATION
RESOLUTION

ACCEPTANCE OF OFAC REPORT ISSUED IN CASE #ECE-008-14
REGARDING THE EARLY CHILDHOOD PRESCHOOL EDUCATION PROGRAM
PROVIDED BY JEFFERSON PARK DAYCARE CENTER FOR THE 2011/2012
BUDGET YEAR AND ADOPTION OF DISTRICT CORRECTIVE ACTION PLAN

WHEREAS, on or about June 8, 2015, the State of New Jersey Department of Education
Office of Fiscal Accountability and Compliance (“OFAC™) issued a report in Case #ECE-008-14
of its findings and recommendations related to its review of the District’s financial records
involving Jefferson Park Daycare Center for the 2011/2012 budget year; and,

WHEREAS, the District has prepared a Corrective Action Plan for adoption by the Board
of Education to enact the recommended practices set forth in the OFAC report; and,

WHEREAS, the Board of Educations is required by regulation (N.J.A.C. 6A:23A-5.6) to
publicly review and discuss (1) the findings and recommendations contained in the OFAC report
at a public meeting of the Board of Education, and (2) the Corrective Action Plan to be adopted
by the Board of Education;

NOW, THEREFORE, BE IT RESOLVED, that the Elizabeth Board of Education
acknowledges receipt of the OFAC report issued regarding Jefferson Park Daycare Center (Case
#ECE-008-14).

BE IT FURTHER RESOLVED that the Elizabeth Board of Education adopts the
Corrective Action Plan to address the recommendations and findings that were made in the OFAC
report for implementation by District personnel, as set forth in the Corrective Action Plan.

BE IT FURTHER RESOLVED that a copy of the OFAC report and Corrective Action
Plan shall be posted on the District’s website with the agenda and meeting minutes for the January
21, 2016 meeting.

BE IT FURTHER RESOLVED that a copy of the Corrective Action Plan and this
resolution shall be forwarded to OFAC immediately in accordance with N.J.A.C. 6A:23A-5.6(c).

TRUE COPY APPROVED AND ADOPTED
AT THE BOARD OF EDUCATION MEETING
HELD JANUARY 21, 2016

Harold E. Kennedy, Jb i/\
Schoo! Business Administrator/Board Secretary

Elizabeth, New Jersey 15-143
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State of Neta Jersey
CHRIS CHRISTIE DEPARTMENT OF EDUCATION
CGovernor PO Box 500
Kin GuaADAGNG TRENTON, NJ 08625-0500 Davip C, Hespe
L7 Governor Commissioner
June 8, 2015
TO: Ellen Wolock, Ed.D., Administrator

Division of Early Childhood Edugation

FROM:  RobertJ. Cicchino, Director k-] &
Office of Fiscal Accountability and Compliance

SUBJECT: Elizabeth Public Schools
Early Childhood Preschool Education Program
Tefferson Park Day Care Center, Inc.
OFAC Case #ECE-008-14

The Office of Fiscal Accountability and Compliance (OFAC) completed a fiscal review of the
2011-2012 preschool education program contract (the contract), budget and financial records of
Jefferson Park Day Care Center, Inc. (the provider), a contracting preschool provider in the
Elizabeth Public Schools (the district).

The OFAC was advised of concerns regarding certain financial and administrative operations of
the provider. A review was deemed appropriate for the 2011-2012 and the 2012-2013 contract
years and an investigator from the OFAC reviewed the financial and operational data of the
provider. The review revealed several areas of concern during the 2011-2012 contract year which
were generally resolved in the 2012-2013 contract year. A separate report will be issued for both
contract years. The OFAC recommends additional monitoring and follow-up be performed by the
district in order to prevent any occurrence of potential fraud, waste, and abuse of the educational
components in the preschool education program. The review revealed a potential violation of the
state tax laws. Accordingly, the OFAC will notify the Department of Treasury and Department of
Labor and Workforce Development.

A copy of the report on this matter is attached for your review. The district, in collaboration with
the provider, is required to submit a corrective action plan (CAP) to the OFAC, in conformance
with the provisions of N.JLA.C, 6A:23A-5.6. A copy of the corrective action procedures and the
CAP format will be sent to the district and the provider. The CAP format can be accessed on the
Department of Education internet site by visiting http://www state.nj. us/education/ece/budget/cap/
or contacting the county liaison with the Division of Early Childhood Education.

If you have any questions, please contact Thomas C. Martin, Manager, Investigations Unit, at
(609) 633-9615.

RIC/IAECE\Final ECE Reports\13-14 Reports\Frs\ECE_008_14 Jefferson Park Day Care Final Report 2011_2¢12.Doc
Attachment

www.nj.gov/education
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NEW JERSEY DEPARTMENT OF EDUCATION
OFFICE OF FISCAL ACCOUNTABILITY AND COMPLIANCE

REPORT OF EXAMINATION - JUNE 2015

ELIZABETH PUBLIC SCHOOLS
EARLY CHILDHOOD PRESCHOOL EDUCATION PROGRAM

EXECUTIVE SUMMARY

The Office of Fiscal Accountability and Compliance (OFAC) completed a fiscal review of
Jefferson Park Day Care Center, Inc. (the provider), a contracting preschool provider in the
Elizabeth Public Schools (the district) for the Department of Education (DOE) preschool
education program. The fiscal review was conducted to ensure compliance with the terms of the
2011-2012 preschool education program contract (the contract). The fiscal review is not a
comprehensive audit; it is a review of certain fiscal aspects of the preschool education program.

The provider was referred to the OFAC regarding certain financial and administrative operations.
A review was deemed appropriate for the 2011-2012 and the 2012-2013 contract years and an
investigator from the OFAC reviewed the financial and operational data of the provider. As of
February 2013, the provider contracted with a new director and a new accounting firm. Although
there were several areas of concern revealed during the 2011-2012 school year, the issues were
generally resolved in the 2012-2013 school year. A separate report has been issued for both

contract years.
As a result of the fiscal review, the following deficiencies were noted:

1. The OFAC review determined the provider underspent the approved 2011-2012 budget by a
total of $176,276.00. The district withheld $52,870.00 in underspent funds; therefore,

$123,406.00 remains payable to the district (see Exhibit A),

2. The investigator noted evidence of financial difficulties and the provider's lack of fiscal
controls.

3. The investigator detected accounting irregularities.

DETAILED FINDINGS

The OFAC reviewed the budget, the financial records and a sample review of the supporting
documentation for the contract period of July 1, 2011, through June 30, 2012. During the contract
year, the funds were allocated to the provider and approved by the district. The actual costs
reported were based on a six-hour and fifty-minute, 181-day comprehensive educational preschool

program,

The fiscal review was conducted to determine whether or not:

e The childcare center had a current license.
¢ The provider maintained a current facility lease.
¢ The provider had a current independent audit performed.



Report of Examination - June 2015
Eurly Childhood Preschool Education Program - Elizabeth Public Schools
Jefferson Park Day Care Center, Inc. - Case #ECE-008-14

Page 2

e The provider filed federal and state tax retums.
e The provider maintaincd a financial management system that provided timely, accurate,
current and complete disclosure of all financial activities related to the DOE preschool

education program.
e The provider maintained the proper insurance as required by the contract.
e The provider submitted the proper documentation to support the sample review of the

quarterly expenditure report.

The provider is a nonprofit childcare center located at 485 Madison Avenue with administrative
offices located at 1090 Mary Street, Elizabeth, New Jersey, and was budgeted to serve a total of
75 children funded by the DOE. The 2011-2012 approved budget totaled $1,126,957.00.

During the fiscal review, the OFAC investigator worked coltaboratively with the district and the
provider to minimize the number of compliance findings.

Below is a summary of the remaining fiscal review findings:

. DOE Preschool Education Program

The DOE funded the six-hour and fifty-minute educational component of the preschool education
program, and the wrap-around program was funded privately.

The director signed the quarterly expenditure report certifying it was accurate and complete.
During the district’s review, the provider did not submit all of the supporting documentation for
numerous line items, which resulted in the district disallowing those expenses. In a meeting with
the Division of Early Childhood Education (DECE), it was determined the OFAC would accept
all of the legitimate DOE preschool education program expenditures that were supported by
invoices previously missing from the district’s year-end review.

Based on the results of the fiscal review, the OFAC identified $176,276.00 in underspent DOE
preschool education program funds. The district withheld $52,870.00; therefore, $123,406.00

remains payable to the district (see Exhibit A).

Recommendation:

The OFAC recommends the district recover the underspent funds from the provider totaling
$123,406.00. The recovery should include an agreed upon plan between the district and the
provider which is aggressive, but also takes into account the provider’s ability to meet the current
costs of the program. In addition, the district and the provider should review the issues below and

make the necessary adjustments,
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. The_investigator noted evidence of financial difficulties and the provider’s lack of fiscal

controls

The provider may be experiencing financial difficulties as a direct result of the lack of fiscal

controls,

A review of the Independent Auditor’s Reports for the year ended June 30, 2012, revealed the
auditors identified a financial statement finding for recurring operating deficits which stated,
“The organization has incurred recurring deficits for the last several fiscal years. These
deficits were financed using available funds in the organization’s investment accounts.
However, as of June 30, 2012, the investment account funds had been fuily depleted.”

A review of the audited financial statements compared to the check register revealed the
provider's non-DOE expenditures were greater than the non-DOE income, resulting in the use

of surplus DOE funds to subsidize the non-DOE expenses.

o The non-DOE payments included legal fees totaling $29,102.00, architect fees totaling
$5,908.00, training fees totaling $5,665.00, website development charges totaling
$4,634.00, an environmental study for $1,900.00 and other miscellancous charges totaling
approximately $18,832.00. The provider should ensure State dollars are not used to fund

non-DOE expenditures.

o The director made two bank withdrawals in December 2011, in addition to the director’s
own DOE paychecks. The provider should ensure State dollars are not used to fund salary

advances for employees.

o The provider operated the before and after-care program and did not receive funding from
the Department of Human Services (DHS) during the 2011-2012 school year. The wrap-
around program salaries totaled $116,889.00 while the private income and donations

totaled $65,015.00.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

The review of the general ledger revealed the rent, mortgage, and other space costs; the
building, grounds and maintenance; the utilities; and the insurance accounts included
numerous instances of both duplicate payments or duplicate postings.

A review of the payroll registers, the accounts payable check register and the New Jersey WR-
30 (NJWR-30) revealed the provider did not have proper procedures in place to report manual
payroll checks or salary advance withdrawals to the payroll company in a timely manner;
therefore, the NJWR-30 was incorrectly stated,
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This issue has been resolved based on the OFAC review of the 2012-2013 school year,
Therefore, this issue does not need to be addressed in the corrective action plan,

e A review of the benefit line items revealed the policy through Horizon Blue Cross Blue Shield
was cancelled for the months of July 2011 through September 2011 for lack of payment. The
provider resumed medical coverage through Oxford United Healthcare in October 2011 and

had continuous coverage through June 2012.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

e A review of the indirect cost line items revealed the following:

0

The accounting line item invoices from July 2011 through November 2011 for
Accountemps were outstanding for over a year until paid on December 5, 2012, In
addition, the building, grounds and maintenance invoice for Daryl Rhodes, dated March

14, 2012, was not paid until June 5, 2012.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

The rent, mortgage, and other space costs line item included monthly mortgage statements
for the building located at 1090 Mary Street with numerous late payments and late fees.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

The utilities, the insurance and the accounting line items included invoices with numerous
shut-off notices, pending cancellation notices, cancellation and reinstatement notifications,

and carried-forward balances.

» A sample review of the bank statements revealed numerous overdraft and returned item fees.

Recommendation:

The financial position of the provider's DOE preschool education program should be determined
as soon as possible. The OFAC recommends the provider establish sound fiscal controls and
work with the district to determine an exception to the standard proration based on the lack of
funds received from the DHS to ensure the DOE funds are managed appropriately, The provider
should ensure the medical insurance payments are uninterrupted, the vendor payments are
disbursed timely, the manual paychecks are reported to the payroll company accurately and in a
timely manner, and eliminate the instances of duplicate payments and postings in the general

ledger.
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. The investipator detected accounting irregularities

The investigator noted the following irregularities:

» The quarterly expenditure report received from the provider did not reconcile to the quarterly
expenditure report received from the district.

e A review of the substitute teacher and substitute teacher assistant, the family worker, the
director and the clerical worker salary line items revealed the provider understated the salaries.
The provider issued numerous manual checks which were not reported in a timely manner to
the payroll company and did not appear on the payroll registers; therefore, the district
disallowed the costs. The OFAC reviewed the copies of the cancetied manual payroll checks
and included the salary payments in the OFAC calculation of allowable DOE funded salaries.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

e The provider reported earnings for the teacher assistants, the family workers, the food worker,
the director, the clerical worker, the custodian, and the security guard on the NYWR-30 which
was less than the earnings included on the payroll registers and the employee earnings record.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

e A review of the benefit line items revealed the following:

o The teacher and teacher assistant, the family worker, the director, and the clerical worker
benefit line items were understated. In a meeting with the DECE, it was determined all of
the legitimate benefit invoices, which were previously missing from the district’s year-end
review, would be considered allowable expenditures. '

o The provider incorrectly reduced the administrative employees’ ten-month benefit expense
by the DOE share of the annual costs equal to 73.88 percent rather than report the ten-

month expense at 100 percent.

This issue has been resolved based on the OFAC review of the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

e The provider reported the payroll taxes based on the budgeted percentage rather than the
actual costs. In addition, the provider did not take into consideration the $29,600.00 threshold
for the unemployment and the disability payroll taxes.

s Areview of the indirect cost line items revealed the following:
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O

Although the DOE has allowed flexibility when the DHS funding is not available to cover
the provider's standard calculation for a line item, a sample review of the rent, mortgage,
and other space costs and the building, grounds and maintenance line items revealed the
provider's quarterly expenditure report did not consistently allocate the agreed-upon DOE
share of the costs equal to 83.33 percent to the correct approved line items.

This issue has been resolved based on the OFAC review aof the 2012-2013 school year.
Therefore, this issue does not need to be addressed in the corrective action plan.

The rent, mortgage, and other space costs, the building, grounds and maintenance, the
security, the utilities, the insurance and the accounting line items were understated. In a
meeting with the DECE, it was determined all of the legitimate invoices, which were
previously missing from the district’s year-end review, would be considered allowable

expenditures.

A review of the indirect cost line items on the quarterly expenditure report revealed the
expenditures did not reconcile, on a quarterly or yearly basis, to the general ledger.

e The provider included late fees and the Directors and Officers Liability insurance policy on
the quarterly expenditure report, which are considered unallowable costs to the DOE funded

program.

Recommendation:

The OFAC recommends the provider enhance its current financial management system, in order
to ensure the accurate disclosure of ail financial activities related to the DOE preschool education
program. The provider should ensure a final version of the quarterly expenditure report is
completed, agreed upon, and maintained by both the district and the provider. In addition, the
provider should ensure the general ledger reconciles to the quarterly expenditure report; and the
salaries, the benefits, the payroll taxes and the administrative and indirect costs are reported
accurately. The provider should also ensure all expenditures reported on the quarterly expenditure
report are supported by actual invoices and proof of payment, and submitted to the district with

each quarterly submission in a timely manner.

Submitted by: W’

mas C, Martin, Manager

Robert I. Cicéhino, Director

Investigations Unit Office of Fiscal Accountability and Compliance

Special Investigator:

Suzanne Fenske
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