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Department of Education 
For the Year Ended June 30, 2004 

 
 

EXECUTIVE SUMMARY 
 

 
 

Finding  
 

The department allocated unallowable expenditures to Title I. 
 
 
 
 
 
 
 
 
 
 
 

This report addresses reportable conditions in internal control and noncompliance 
issues found at the Department of Education during our annual audit of the state’s 
financial statements and major federal programs.  For the complete results of our 
audit of the State of Tennessee, please see the State of Tennessee Comprehensive 
Annual Financial Report for the year ended June 30, 2004, and the State of Tennessee 
Single Audit Report for the year ended June 30, 2004.  The scope of our audit 
procedures at the Department of Education was limited.  During the audit for the year 
ended June 30, 2004, our work at the Department of Education focused on the 
Education Trust Fund, a major fund in the Comprehensive Annual Financial Report 
of the State of Tennessee.  Our audit of the fund included determining whether the 
department had an adequate system of internal control over financial reporting.  We 
also performed certain audit procedures to obtain reasonable assurance about whether 
the State of Tennessee’s financial statements were fairly presented.  In addition, our 
work at the Department of Education included four major federal programs: Child 
Nutrition Cluster, Title I Grants to Local Educational Agencies, Special Education 
Cluster, and Improving Teacher Quality State Grants.  We audited these federally 
funded programs to determine whether the department complied with certain federal 
requirements and whether the department had an adequate system of internal control 
over the programs to ensure compliance.  Management’s response is included 
following the finding. 
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S T A T E  O F  T E N N E S S E E  

COMPTROLLER OF THE TREASURY 
S t a t e  Ca p i to l  

N a s hv i l l e ,  T e n n e s se e  3 7 2 4 3 - 0 2 6 0  
(6 15 )  7 41 - 2501  

John G. Morgan 
  Comptroller 

 

 
April 28, 2005 

 
The Honorable Phil Bredesen, Governor 
  and 
Members of the General Assembly 
State Capitol 
Nashville, Tennessee 37243 
  and 
The Honorable Lana Seivers, Commissioner 
Department of Education 
Suite 600, Andrew Johnson Tower 
Nashville, Tennessee 37243 
 
Ladies and Gentlemen: 

 
Transmitted herewith are the results of certain limited procedures performed at the 

Department of Education as a part of our audit of the Comprehensive Annual Financial Report of 
the State of Tennessee for the year ended June 30, 2004, and our audit of compliance with the 
requirements described in the U.S. Office of Management and Budget Circular A-133 
Compliance Supplement. 
 

Our review of management’s controls and compliance with laws, regulations, and the 
provisions of contracts and grants resulted in a certain finding which is detailed in the Finding 
and Recommendation section.  

 
Sincerely, 

 John G. Morgan 
 Comptroller of the Treasury 
04/099 
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STATE OF TENNESSEE 

C O M P T R O L L E R  O F  T H E  T R E A S U R Y  
DEPARTMENT OF AUDIT 

DIVISION OF STATE AUDIT 
S U I T E  1 5 0 0  

JAMES K. POLK STATE OFFICE BUILDING 
NASHVILLE, TENNESSEE  37243-0264 

PHONE (615) 401-7897 
FAX (615) 532-2765 

 
 

December 13, 2004 
 

 
 
The Honorable John G. Morgan 
Comptroller of the Treasury 
State Capitol 
Nashville, Tennessee 37243 
 
Dear Mr. Morgan: 
 
 We have performed certain audit procedures at the Department of Education as part of 
our audit of the financial statements of the State of Tennessee as of and for the year ended June 
30, 2004.  The scope of our work included the Education Trust Fund, a major fund in the 
Comprehensive Annual Financial Report of the State of Tennessee.  Our objective was to obtain 
reasonable assurance about whether the State of Tennessee’s financial statements were free of 
material misstatement.  We emphasize that this has not been a comprehensive audit of the 
Department of Education. 
 
 We also have audited certain federal financial assistance programs as part of our audit of 
the state’s compliance with the requirements described in the U.S. Office of Management and 
Budget (OMB) Circular A-133 Compliance Supplement.  The following table identifies the State 
of Tennessee’s major federal programs administered by the Department of Education.  We 
performed certain audit procedures on these programs as part of our objective to obtain 
reasonable assurance about whether the State of Tennessee complied with the types of 
requirements that are applicable to each of its major federal programs. 
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The Honorable John G. Morgan 
December 13, 2004 
Page Two 
 
 

 
Major Federal Programs Administered by the 

Department of Education 
For the Year Ended June 30, 2004 

(in thousands) 
 

CFDA  Federal  
Number Program Name Disbursements 

10.553 School Breakfast Program $37,980
10.555 National School Lunch Program $137,000
10.556 Special Milk Program for Children $22
84.010 Title I Grants to Local Educational Agencies $160,762
84.027 Special Education_Grants to States $188,781
84.173 Special Education_Preschool Grants $6,602
84.367 Improving Teacher Quality State Grants $40,661

  
  

Source: State of Tennessee’s Schedule of Expenditures of Federal Awards for the year ended June 30, 2004. 
 

 
 We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards contained in Government Auditing Standards, issued 
by the Comptroller General of the United States. 
 
 We have issued an unqualified opinion, dated December 3, 2004, on the State of 
Tennessee’s financial statements for the year ended June 30, 2004.  We will issue, at a later date, 
the State of Tennessee Single Audit Report for the same period.  In accordance with Government 
Auditing Standards, we will report on our consideration of the State of Tennessee’s internal 
control over financial reporting and our tests of its compliance with certain laws, regulations, and 
provisions of contracts and grants in the Single Audit Report.  That report will also contain our 
report on the State of Tennessee’s compliance with requirements applicable to each major 
federal program and internal control over compliance in accordance with OMB Circular A-133. 
 
 As a result of our procedures, we identified a compliance issue related to the major 
federal programs at the Department of Education.  This issue, along with management’s 
response, is described immediately following this letter.  We have reported other less significant 
matters involving the department’s internal control and instances of noncompliance to the 
Department of Education’s management in a separate letter. 
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The Honorable John G. Morgan 
December 13, 2004 
Page Three 
 
 
 This report is intended solely for the information and use of the General Assembly of the 
State of Tennessee and management, and is not intended to be and should not be used by anyone 
other than these specified parties.  However, this report is a matter of public record.  
 
 Sincerely, 

 
 Arthur A. Hayes, Jr., CPA,  
 Director 
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FINDING AND RECOMMENDATION 
 

 
 

The department allocated unallowable expenditures to Title I 
 

Finding 
 
 The Department of Education allocated unallowable expenditures totaling $27,310.54 to 
Title I Grants to Local Educational Agencies (Title I).  The department contracted with The 
University of Memphis to conduct state-wide training, professional development, and technical 
assistance related to the No Child Left Behind (NCLB) legislation.  Some of these services were 
related to one federal program, while other services related to multiple federal programs.  This 
contract was funded by multiple federal grants, two of which were Title I and State Grants for 
Innovative Programs. 
 
 Normally, The University of Memphis submits an invoice for expenditures incurred using 
a “Request for Reimbursement” form.  The invoice is received and reviewed by the Department 
of Education’s Office of Federal Programs.  Once approved by the Office of Federal Programs, 
the invoice is delivered to the Accounting Office for further processing, which includes being 
paid and entered into the State of Tennessee Accounting and Reporting System (STARS).  In the 
case noted in paragraph one, The University of Memphis invoiced the state for services 
performed during the period July 1, 2003, through September 30, 2003.  During the review 
process, both the Office of Federal Programs’ and the Accounting Office’s staff modified 
portions of the invoice.  However, the portion of the invoice related to the $27,310.54 was not 
modified by either office’s staff.  When the expenditures were initially recorded in STARS, 
$27,310.54 was charged against State Grants for Innovative Programs.  A few days later, before 
the federal funds were requested, the Accounting Office moved the $27,310.54 in expenditures 
out of State Grants for Innovative Programs and charged it against Title I.  According to 
supporting documentation for the invoice, the expenditures were related to programmatic uses 
for State Grants for Innovative Programs.  According to The University of Memphis staff, these 
expenditures related specifically to training on charter schools. 
 
 United States Code, Title 20, Chapter 70, Section 6312, states, “A local educational 
agency may receive a [Title I] subgrant . . . only if such agency has on file with the State 
educational agency a plan.”  However, not all charter schools had submitted applications to the 
state’s Department of Education to receive Title I funding.  Therefore, the performed services 
relating to charter schools were not allowable expenditures for Title I. 
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Recommendation 

 
 The Accounting Office’s staff should exercise caution when allocating expenditures 
between different federal programs to ensure that only allowable expenditures are charged to the 
programs. 
 
 

Management’s Comment 
 

We concur.  The department has made the necessary accounting adjustments to charge 
the $27,310.54 to State Grants for Innovative Programs and to credit the Title I Grants to Local 
Education Agencies Program. 
 
 

 
STATUS OF PRIOR AUDIT FINDINGS 

 
 
 
State of Tennessee Single Audit Report for the year ended June 30, 2003 
 
Audit findings pertaining to the Department of Education were included in the Single Audit 
Report.  The updated status of these findings, as determined by our audit procedures, is described 
below. 
 
 
Resolved Audit Finding 
 
The current audit disclosed that the Department of Education has taken action to correct the 
previous audit finding concerning the documentation regarding subrecipient monitoring related 
to the Vocational Education Program. 
 


