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I. BACKGROUND 

The Mississippi Department of Education (MDE) has historically been awarded several federal grants.  These 

grants are awarded to MDE in order to accomplish specific goals, and funds from these grants must be used  

only for expenditures that help reach those goals.  These grants are awarded with an understanding from the 

grantee (MDE) that the terms and conditions of these grants must be met or the grantor (United States 

Department of Education – USDE) may request repayment (claw back) of grant funds.   

Federal grants are assigned a unique identifier that is used exclusively to distinguish and identify the individual 

grant programs so that they can be cataloged.  These identifiers are referred to as “Catalog of Federal Domestic 

Assistance (CFDA)” numbers.  CFDA numbers do not vary from state to state nor do they change from year to 

year.  Each CFDA number is assigned a grant and those grants are awarded with a specific set of criteria that 

disbursed funds must adhere to in order to be considered appropriate and necessary.  The specific set of criteria 

are commonly referred to as “activities allowed” or “allowable costs.”  If expenditures are made outside of the 

specific criteria, they are considered “unallowable” and must be reimbursed or clawed back by the federal 

grantor. 

Federal grants are also regulated by The Office of Management and Budget’s (OMB) Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Grants (Uniform Guidance).  Uniform 

Guidance contains definitions of cost principles, detailed information about the allowability of classes of costs 

(i.e. training, marketing, etc.), and special considerations for types of grantees.  Additionally, the OMB produces 

a “Compliance Supplement” that is edited and released each year that defines audit criteria and additional 

information for grantees.  The Compliance Supplement often defines specific allowable costs/activities allowed 

for each CFDA number.  

As part of the audit requirements for federal grantees defined in Uniform Guidance, if expenditures or 

disbursements do not contain sufficient documentation or appear to be for an expense that is disallowed under 

the grant requirements, those costs are considered “questioned” and should be referred to the federal grantor 

for further consideration in the audit report. 

For the purposes of this report, the Office of the State Auditor of Mississippi (OSA) reviewed expenditures 

primarily from the following grants: 

 CFDA 84.010 – Title 1 Grants to Local Educational Agencies (Title 1) – Federal grant funds are 

subgranted from MDE to provide financial assistance to local educational agencies (LEAs) and schools 

with high numbers or high percentages of children from low-income families. 

 CFDA 84.287 – 21st Century Community Learning Centers  (21st Century) – Federal grant funds are re-

granted from MDE to support the creation of community learning centers that provide academic 

enrichment during non-school hours, particularly students who attend high poverty and low 

performing schools. 

In August of 2011, MDE became aware that funds for the 21st Century program had been miscalculated and 

overcommitted.  According to MDE personnel, the over-commitment occurred because staff in the Office of 

Federal Programs neglected to factor in multi-year grant awards when calculating the amount of available funds 

for new grants.  MDE then funded new grants with previously committed funds, thereby causing a cash shortfall 

in funding.  When reimbursements were requested by afterschool learning centers, the Office of Federal 

Programs was informed by Accounting personnel at MDE that there no funds available to repay the afterschool 

centers as all the grant funds had been distributed.  The Director of the Office of Federal Programs instructed the 



2 | P a g e  
 

Accounting personnel to pay the 21st Century grant reimbursements from Title 1 funds until more money could 

be located.  This practice continued for several months until a substantial amount of Title 1 funds had been used 

to pay for 21st Century expenditures, a practice that is forbidden by grant agreements with the USDE and is 

considered unallowable costs. 

After several months of communication between federal authorities, MDE and OSA, OSA informed MDE that a 

forensic review would be performed. Grant funds for both Title 1 and 21st Century would be reviewed in a limited 

forensic review to determine the pervasiveness and extent of the unallowable costs and to formulate 

recommendations for the USDE, OIG and State Board of Education. 

A detailed timeline of communication and reports related to the forensic audit are included in “Section VI: 

Communication.” 

II. SCOPE AND PROCEDURES PERFORMED 

The Scope of Services provided by OSA had two primary goals.  The first goal was to pinpoint and determine the 

exact amount of the misappropriation of Title 1 Funds to 21st Century.  During the months immediately 

preceding the forensic review, the amount reported by MDE varied between a first estimate of $21 million to a 

final estimate of $7.6 million.  According to conversations with OIG representatives, the USDE required more 

exact information on the amount of misspent funds to determine the probable course of action in requesting 

repayment.   

The second goal was to determine if and how MDE had taken steps to fulfill the Title 1 obligations in full and if 

steps had been taken to “make the program whole” before intervention of USDE.  According to email 

correspondence between MDE and USDE, and additional inquiry from OSA, MDE personnel were informed that 

the concern of USDE was that the Title 1 program would not meet its obligations to grantees unless additional 

funds were paid from state funds.   

In order to achieve the first goal of the forensic review, OSA needed to determine if there were any other 

shortfalls in the Title 1 Program and the 21st Century program.  Additionally, OSA needed to confirm that funds 

from other federal grants were not comingled and used to offset the initial 21st Century deficit.  OSA performed 

reconciliations of the grant funds that were awarded to subgrantees (via subgrantee award notices) to the actual 

amount of funds expended per grantee (via statewide accounting records).  These reconciliations were 

performed for both the Title 1 and 21st Century programs.  OSA personnel also verified the allowability of 100% 

of transactions in the Title 1 and 21st Century programs.  Reimbursement requests were verified and traced back 

to payments to verify correct grant funds were used to pay expenditures.  OSA also sampled transactions from 

other federal grants to determine if costs paid were allowable and from the proper and appropriate federal 

revenue funds. 

Additionally, OSA requested audit trail documentation of any reimbursement from State appropriated funds 

that was made by MDE.  Reports were independently verified in the statewide accounting system and were 

traced back to source documentation. 

A tertiary goal of the report was to determine the sequence of events that led to the misappropriation of funds 

and to determine that the terminations referred to by MDE as corrective action included all those responsible 

for the circumvention of controls.  OSA performed these procedures by reviews of personnel records and 

interviews with MDE staff – current and former. 
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III. RESULTS OF PROCEDURES PERFORMED 

 

1) Through re-performance of procedures, reconciliations and additional testwork, it was determined 

that the initial misappropriation of funds from Title 1 to 21st Century totaled $11,644,855.02. 

a. The initial estimate of $19 - $21 million was a calculation performed by MDE of the total 

amount of the deficit in 21st Century grant funds due to the miscalculation of obligated 

funds.  This amount did not reflect the amount of misappropriated funds from Title 1 as 

all grant expenditures from 21st Century had not been requested at the time the error 

was discovered. 

2) Per correspondence with MDE and through verification from OSA, $149,045.92 of the initial 

amount referred to above was returned by grantees to MDE thereby reducing the amount of the 

misappropriation to $11,495,809.10. 

3) The amount of misappropriated funds for fiscal year 2017 totaled $3,952,146.20.  Funds from 

current year grant revenue from the 21st Century Grant were transferred to Title 1 to repay this 

misappropriation.  OSA verified the accuracy and completeness of the journal entries in the 

statewide accounting system transferring the funds from one federal grant to the other. 

4) After considering the repayment of funds referenced in item 3 and the journal entries to transfer 

funds in item 4, the total amount of the misappropriation is $7,543,662.90.  OSA has confirmed 

MDE’s calculation of the total amount of unallowed costs. 

5) OSA, through inquiry, determined the cause of the misappropriation was limited to the collusion 

of personnel at MDE and the circumvention of controls by senior management in the Office of 

Federal Programs.  OSA could not find evidence that any personnel still employed at MDE 

participated in the collusion or circumvention. 

6) MDE personnel have implemented a plan of repayment in order to fulfill the State’s obligation to 

reimburse the Title 1 grant funds for the misappropriated $7,543,662.90 by September 2017.  HB 

1502, Regular Session 2017, granted MDE the authority to expend $7.6 million of state 

appropriated funds to repay the Title 1 grant program (Attachment K). As reimbursements have 

are requested from subgrantee school districts of the Title 1 program, MDE is allowed to request 

drawdowns to reimburse these expenditures from grant funds.  A portion of reimbursements each 

month are being paid with these state funds.  OSA was able to verify the amounts withheld from 

reimbursement draw down requests are for Title 1 and that as of September 2017, $7,543,662.90 

has been reimbursed from appropriated state funds. 

7) Approximately $139,567 of reimbursement requests for the 21st Century Grant program for fiscal 

year 2015 could not be located by MDE personnel.  School district business managers were 

contacted; however, documentation remained unaccounted for by MDE. 

 

IV. CONCLUSIONS FROM TESTWORK 

 

1) Personnel from the Mississippi Department of Education miscalculated available, unobligated 

grant funds for the 21st Century grant program.  The cause of this miscalculation is due to poor 

grant management policies, procedures and tracking.  The lack of understanding of the statewide 

accounting system contributed to the inability of the Office of Federal Programs to correctly 

reconcile unobligated balances for federal grants.  Additionally, OSA found that grant numbers 

assigned by MDE personnel for internal accounting often conflicted with other documentation (i.e. 

internal order number listings) and could have contributed to the lack of grant management. 
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2) Personnel from the Mississippi Department of Education knowingly and intentionally colluded and 

circumvented existing controls to try to conceal the miscalculation of grant balances.  Personnel 

were aware that grant funds were not available to reimburse 21st Century subgrantees and 

directed accounting personnel to overwrite the request for 21st Century funds and reimburse 

payments with Title 1 grant monies.  OSA could not find evidence that any current employees 

participated in the collusion or circumvention. 

 

3) Due to the lack of monitoring by management and the circumvention of controls, MDE did pay 21st 

Century reimbursement expenditures with Title 1 grant money, an act that is considered 

unallowable for the Title 1 grant system.  Initially, this resulted in questioned costs of 

$7,543,662.90 for fiscal year 2016 and $3,952,146.20 of questioned costs for fiscal year 2017.  MDE 

rectified the questioned costs for fiscal year 2017 during the same period; therefore reducing the 

total amount of questioned costs to $7,543,662.90. 

 

4) MDE could not provide supporting documentation for reimbursement requests in the amount of 

$139,567 for fiscal year 2015.  These costs could not be verified as expenditures allowable by 21st 

Century grant funds; therefore, they are also considered questioned costs. 

 

5) MDE has prepared a method of reimbursement to the Title 1 program in order to make the Title 1 

program whole in terms of grant monies.  After review of documentation provided, it appears that 

MDE has fulfilled its obligation to repay the $7,543,662.90 to the Title 1 program from state 

appropriated funds.  While the method chosen by MDE can appear convoluted and unnecessarily 

complex, the objective of having the funds repaid was met by MDE by September 2017. 

 

6) Due to the miscalculation of unobligated funds by MDE, numerous afterschool community learning 

centers were denied committed grant funds.  Grant contracts for approximately 46 afterschool 

learning centers were de-committed in fiscal year 2016 causing an undue burden on subgrantees. 

 

V. RECOMMENDATIONS 

 

1) MDE should strength controls over federal grants and federal revenue.  Additional policies and 

procedures should be implemented to prevent further instances, whether intentional or 

accidental, of questioned costs and unallowable activities.  Staff should be better trained to 

understand the grant management functions of the statewide accounting system and should 

endeavor to practice increased diligence when preparing grant schedules, reports, etc. so that 

information is correct and verifiable. 

 

2) MDE should submit all documentation supporting the reimbursement of the $7,543,662.90 to the 

USDE and OIG to ensure that reimbursement methods are sufficient and have been accepted by 

federal authorities. 

 

3) MDE should strengthen controls over grant monitoring by management personnel to ensure that 

circumvention of existing internal controls has not occurred. 
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4) MDE should strengthen controls over the tracking of obligated and unobligated grant balances to 

ensure monies are appropriately accounted for and distributed in accordance with grant 

agreements – both federal grant agreements and those signed with subgrantees.   

 

5) MDE should prepare monthly reconciliations of grant funds received, committed, obligated, 

expended and paid on a grant by grant, year by year basis to prevent unauthorized payments in 

the wrong period of availability and to ensure that adequate audit trails are maintained. 

 

6) In order to fully comply with requests from USDE, MDE should procure or allow OSA to perform a 

final reconciliation on Title 1 funds at the end of the grant period for 2016 to ensure that the Title 

1 grantees are awarded their full awards and that the program is, in fact, completely made whole 

by MDE. 

 

 

VI. COMMUNICATION TIMELINE 

On August 11, 2016, MDE released a press update regarding the over commitment of federal funds for the 21st 

Century Community Learning Centers grant for fiscal year 2015/2016 (Attachment A).  The press release stated 

that MDE was facing a $19 million deficit in grant funds due to a shortfall.   MDE further clarified that grants 

made from MDE to afterschool programs were renewable for up to five years and that MDE personnel granted 

46 new grants in fiscal year 2015/2016 without accounting for the renewable portion of the original 65 grantees.  

Additionally, MDE acknowledged that, due to the cash shortfall of 21st Century Grant Funds, reimbursements 

for 21st Century grantees had been paid from the Title 1 grant funds.  MDE informed afterschool grantees that 

it was “working with the U.S. Department of Education (USDE) to develop a comprehensive plan to fill the deficit 

while attempting to minimize the impact to grantees.”  MDE also acknowledged that the employees it 

considered responsible for the mistake had been terminated. 

OSA, having been alerted to the possibility of $19 million in questioned costs for the Title 1 program via the 

August press release, requested, via letter dated August 30, 2016, that personnel at MDE supply detailed 

information to OSA so that swift and appropriate action could be taken to minimize the impact of possible 

federal claw backs.  OSA also needed this information to assess the risk of material misstatement or material 

noncompliance that had occurred in additional federal programs and to what extent these errors would affect 

overall risk assessment of the Consolidated Annual Financial Report (CAFR) and the Statewide Single Audit.  This 

letter is included as Attachment B. 

On September 16, 2016, MDE published a news release announcing that they had developed a plan to continue 

paying afterschool centers as much as funds would allow.  Per the news release “After receiving guidance from 

the U.S. Department of Education, we decided to scale back programming in 2016/2017 while we re-evaluated 

how 21st Century grants are awarded and monitored.”  MDE announced that grantees in the fourth or fifth year 

of the funding cycle would receive full funding and that new grants that were over committed would be 

discontinued.  Additionally, MDE announced that the shortfall deficit had been reduced to $7.6 million after 

reconciliations were performed in house.  This news release is included as Attachment C. 

On September 21, 2016, MDE responded to the initial request of OSA, reiterating that the three employees had 

been terminated and enclosing the previously mentioned press releases.  Specific information that was 

requested from MDE regarding the underlying cause of the error, detailed listings of expenditures misallocated, 

etc. was not provided.  This correspondence is listed as Attachment D. 
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On October 5, 2015, State Auditor Stacey Pickering informed Dr. Carey Wright, State Superintendent, and the 

Mississippi State Board of Education (the Board) that OSA did not feel that the answers submitted by MDE were 

fully responsive and that, in light of information to the contrary, all Type A and Type B federal programs (as 

defined by Uniform Guidance) would be considered “high risk” and would require additional audit procedures 

for fiscal year 2016.  This correspondence is listed as Attachment E. 

OSA was contacted by individuals from the State and Local Advisory and Assistance Services at the Office of the 

Inspector General and individuals from the U. S. Department of Education Office of the Inspector General in 

regards to the misappropriated costs from Title 1 grants.  A conference call was held with personnel from OSA 

and personnel from the OIG to discuss what actions had been taken by MDE to address the error and what 

actions might be taken by the USDE.  On this call Rich Rasa, Director of the State and Local Advisory and 

Assistance Services at the OIG, informed OSA that a representative from MDE had contacted Mr. Rasa and 

requested guidance on how to handle the misappropriation/disallowed/questioned costs that were 

inappropriately paid from the Title 1 grant funds to reimburse 21st Century expenses.  Mr. Rasa advised that 

MDE use Cooperative Audit Resolution and Oversight Initiative (CAROI) guidance.  CAROI suggests that an “Audit 

Resolution Team” comprised of individuals from the Program, Fiscal, and Legal divisions at MDE meet to 

consider what exactly occurred, how it occurred, what controls were bypassed to allow it to occur, and what 

controls should be implemented to ensure compliance in the future.  Mr. Rasa also encouraged MDE to procure 

a forensic audit from an independent auditor to evaluate the Department and to provide feedback on the same 

questions the Audit Resolution Team was evaluating.  During the call with the OIG and OSA, the main question 

that remained unanswered was how pervasive the misappropriation of funds was and how long had it occurred. 

On November 29, 2016, OSA advised Washington Cole, IV, Deputy State Superintendent, that it had spoken to 

representatives from the OIG and that MDE had still not responded to the initial inquiries made regarding the 

misappropriation and comingling of Title 1 funds.  OSA also inquired of MDE what steps from CAROI guidance 

had been implemented and if MDE had taken any of the steps Mr. Rasa mentioned to them.  OSA again 

requested information from MDE – specifically a detailed list of corrective actions that had been taken to 

address the misappropriation; recommendations that any USDE or OIG representative had made or that MDE 

had implemented regarding the misappropriation; an updated estimate of the misappropriation, an exact listing 

of the payments that comprised the misappropriation; and a planned method of repayment for the 

misappropriated funds.  This correspondence is listed as Attachment F. 

MDE responded to OSA’s request on December 14, 2016 indicating that MDE had formulated a corrective action 

plan and that further action would be taken after MDE received the results of the Single Audit performed on 

contract by CliftonLarsonAllen.  Additionally, MDE provided a listing of the payments that comprised the 

misappropriation in the updated amount of $7,543,662.90.  MDE also informed OSA that no plan had been 

formed to fulfill the existing obligations of Title 1 due to the misappropriation, but that management was 

continuing to evaluate options.  This correspondence is listed as Attachment G.  MDE also informed OSA that it 

was beginning the process of securing a forensic audit. 

On February 9, 2017, Auditor Pickering informed Dr. Carey Wright that OSA would be performing a forensic 

review of the payments made from the 21st Century and Title 1 grants for fiscal year 2016 pursuant to concerns 

raised by the OIG.  MDE was informed that the work would begin in approximately March of 2017 and that the 

scope of the project would be re-evaluated as procedures deemed necessary.  This correspondence is included 

as Attachment H. 
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During the period from December 2016 to February 2017, MDE separately procured a contract with the 

Maryland based accounting firm CliftonLarsenAllen (CLA) to conduct a forensic audit of the controls that failed 

and were circumvented to allow the misappropriation to take place.  Conversations between MDE, CLA and OSA 

clarified that the scope of the two projects (OSA’s forensic review and CLA’s forensic review) were similar only 

in that the same data would be examined.  OSA’s primary objective was to determine the pervasiveness of the 

error and to determine an accurate accounting of the misappropriated funds while CLA’s primary objective was 

to determine what controls were circumvented and how these errors could be fixed. 

CLA was also engaged by MDE to perform requested financial and federal audit work for the CAFR and Single 

Audit for fiscal year 2016.  CLA issued their independent audit report on the financial and federal statements on 

April 21, 2017 (Attachment I).   Finding 2016-035, classified as a Material Weakness, states “Management 

overrode internal controls and procedures and charged unallowed costs to the Title 1 Program.”  The finding 

details the circumvention of controls that resulted in the misappropriation of Title 1 funds.  MDE staff 

acknowledged the finding and stated in the corrective action plan that steps were being implemented to prevent 

reoccurrence.   The report also contains finding 2016-038 “Internal Controls over posting federal program costs 

to the general ledger should be strengthened.”  The finding refers to approximately $7.6 million in questioned 

costs related to the misappropriation of Title 1 Funds to 21st Century.  Again, MDE acknowledged the finding 

and stated that steps were being implemented to correct the lack of controls. 

Representatives from OSA, MDE and OIG convened on May 4, 2017 to participate in an Entrance Conference for 

the limited forensic review of the Title 1 and 21st Century grant programs.  MDE was presented with an 

Engagement letter detailing the scope of the audit work (Attachment J).  OSA commenced work on the forensic 

review on May 5, 2017. 
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