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About the Cover

Portland Public Schools is the largest school district in Oregon, with 78 schools that serve over 47,000
students. The District is made up of 28 elementary schools, 29 K-8 schools, ten middle and ten high
schools, and one K-12 schools. This includes community-based and special-services programs.

The average age of PPS buildings is over 65 years. Some are more than 100 years old; more than half
were built before 1940. Only two were constructed since 1975. Decades of budget reductions have
deferred maintenance and upgrades in order to fund teaching staff and learning materials, leading to
classrooms and other learning environments with inadequate air flow and temperature control; leaky
roofs; noisy and archaic mechanical and plumbing systems; and electrical systems inadequate to support
current technology.

In November 2012, voters authorized the school district to issue up to $482 million in general obligation
bonds to fund a capital improvement program that will include full modernization of four schools,
significant improvements at 63 schools, repayment of $45 million of capital debt, and the master
planning of six more high school campuses. The Bond also defined five capital improvement categories:
Educational Facility Improvements, Seismic and other Building Improvements, Full Modernizations or
Replacements, Debt Repayment, and Program Costs.

Educational Facility Improvements along with Seismic and other Building Improvements are being
implemented through a series of annual Improvement Projects conducted primarily during the summer
break periods to minimize disruption on the educational environments at our schools. Improvement
Project 2013 completed construction work at the first five schools on time and on budget, employing
hundreds of workers from local companies.

For Improvement Project 2014, the top two selection criteria were the 2012 seismic ratings and the
combined underserved student percentage of our schools. Master planning for full modernization of
the historic Franklin and Roosevelt high schools and the replacement of Faubion PreK-8 is now
underway, with community input being provided through a series of Public Design Workshops.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITOR’S REPORT

December 16, 2013

To the Board of Education
School District No. 1J, Multnomah County, Oregon
Portland, Oregon

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, each major fund, and the aggregate remaining
fund information of School District No. 1J, Multnomah County, Oregon, (the District) as of
and for the year ended June 30, 2013, and the related notes to the financial statements,
which collectively comprise the District's basic financial statements, and have issued our
report thereon dated December 16, 2013.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the District's
internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the District's internal control. Accordingly, we do not express an opinion on the effectiveness
of the District’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the District's financial statements will not be
prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with
governance.

Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control
that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have
not been identified. We did identify a certain deficiency in internal control, described in the
accompanying Schedule of Findings and Questioned Costs as item 2013-01 that we
consider to be a significant deficiency.

An Independently Owned Member

MCGLADREY ALLIANCE % McGladrey
1

The McGladrey Alliance is a premier affiliation of independent accounting and consuiting firms. The McGladrey Alliance member firms maintain their name,
autonomy and independence and are responsible for their own client fee arrangements, delivery of services and maintenance of client relationships.



REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS (Continued)

INDEPENDENT AUDITOR’S REPORT (Continued)

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the District's financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

THE DISTRICT’S RESPONSE TO THE FINDINGS

The District’s response to the findings identified in our audit are described in the accompanying Schedule
of Findings and Questioned Costs. The District’'s response was not subjected to the auditing procedures
applied in the audit of the financial statements and, accordingly, we express no opinion on it.

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the result of that testing, and not to provide an opinion on the effectiveness of the District’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the District’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Certified Public Accountants



Talbot, Korvola
& Warwick, LLP

Certified Public Accountants
& Consultants

4800 Meadows Road, Suite 200
Lake Oswego, Oregon 97035-4293

P 503.274.2849
F503.274.2853

www.tkw.com

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM; REPORT ON
INTERNAL CONTROL OVER COMPLIANCE; AND REPORT ON SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITOR'S REPORT

December 16, 2013

To the Board of Education
School District No. 1J, Multnomah County, Oregon
Portland, Oregon

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM

We have audited the compliance of School District No. 1J, Multhomah County, Oregon, (the
District) with the types of compliance requirements described in the OMB Circular A-133
Compliance Supplement that could have a direct and material effect on each of the District's
major federal programs for the year ended June 30, 2013. The District's major federal
programs are identified in the summary of auditor's results section of the accompanying
Schedule of Findings and Questioned Costs.

MANAGEMENT’S RESPONSIBILITY

Management is responsible for compliance with the requirements of laws, regulations,
contracts, and grants applicable to its federal programs.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on compliance for each of the District's major
federal programs based on our audit of the types of compliance requirements referred to
above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards issued by the Comptroller General of
the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about the District's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each
major federal program. However, our audit does not provide a legal determination of the
District's compliance.

OPINION ON EACH MAJOR FEDERAL PROGRAM

In our opinion, the District complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended June 30, 2013.

An Independently Owned Member

MCGLADREY ALLIANCE % McGladrey
3

The McGladrey Alliance is a premier affiliation of independent accounting and consulting firms. The McGladrey Alliance member firms maintain their name,
autonomy and independence and are responsible for their own client fee arrangements, delivery of services and maintenance of client relationships.



REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM; REPORT ON INTERNAL
CONTROL OVER COMPLIANCE; AND REPORT ON SCHEDULE OF EXPENDITURES OF FEDERAL
AWARDS REQUIRED BY OMB CIRCULAR A-133 (Continued)

INDEPENDENT AUDITOR'S REPORT (Continued)

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the District is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the District's internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine
the auditing procedures that are appropriate in the circumstances for the purpose of expressing an
opinion on compliance for each major federal program and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on
the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the District’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal
control over compliance with a type of compliance requirement of a federal program that is less severe
than a material weakness in internal control over compliance, yet important enough to merit attention by
those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
we identified certain deficiencies in internal control over compliance, as described in the accompanying
Schedule of Findings and Questioned Costs as items 2013-02, 2013-03 and 2013-04, that we consider to
be significant deficiencies.

The District's response to the internal control over compliance findings identified in our audit is described
in the accompanying Schedule of Findings and Questioned Costs. The District's response was not
subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no
opinion on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

REPORT ON SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED BY OMB
CIRCULAR A-133

We have audited the financial statements of the District as of and for the year ended June 30, 2013, and
have issued our report thereon dated December 16, 2013, which contained an unmodified opinion on
those financial statements. Our audit was conducted for the purpose of forming opinions on the financial
statements as a whole. The accompanying Schedule of Expenditures of Federal Awards is presented for
purposes of additional analysis as required by OMB Circular A-133 and is not a required part of the
financial statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial statements.



REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM; REPORT ON INTERNAL
CONTROL OVER COMPLIANCE; AND REPORT ON SCHEDULE OF EXPENDITURES OF FEDERAL
AWARDS REQUIRED BY OMB CIRCULAR A-133 (Continued)

INDEPENDENT AUDITOR'S REPORT (Continued)

REPORT ON SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED BY OMB
CIRCULAR A-133 (Continued)

The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the Schedule of Expenditures of
Federal Awards is fairly stated in all material respects in relation to the financial statements as a whole.
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SCHOOL DISTRICT NO. 1J, MULTNOMAH COUNTY, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2013

SECTION | - SUMMARY OF INDEPENDENT AUDITOR’S RESULTS

Financial Statements:
Type of auditor’s report issued: Unmodified
Internal control over financial reporting:
Material weakness(es) identified? No
Significant deficiency(ies) identified
not considered to be material

weakness(es)? Yes

Noncompliance material to financial
statements noted? None reported

Federal Awards:
Internal control over major programs:
Material weakness(es) identified? None reported
Significant deficiency(ies) identified
not considered to be material

weakness(es)? Yes

Type of auditor’s report issued on
compliance for major programs Unmodified

Any audit findings disclosed that are
required to be reported in accordance
with Section 510 (a) of Circular A-133? Yes

Identification of major programs:

CFDA NUMBER(S) NAME OF FEDERAL PROGRAM OR CLUSTER

10.553, 10.555, 10.559 Child Nutrition Cluster

10.558 Child & Adult Care Food Program

84.027,84.173 Special Education Cluster (IDEA)

84.287 Twenty-First Century Community Learning Centers (CLCs)

84.334 Gaining Early Awareness and Readiness for Undergraduate
Programs (GEAR UP)

93.501 Grants for School-Based Health Center Capital (SBHCC)

84.367 Improving Teacher Quality State Grants

84.377, 84.388 School Improvement Grants

84.361A Voluntary Public School Choice
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SCHOOL DISTRICT NO. 1J, MULTNOMAH COUNTY, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2013

SECTION | - SUMMARY OF INDEPENDENT AUDITOR’S RESULTS (Continued)

Dollar threshold used to distinguish
between type A and B programs: $ 1,756,664

Auditee qualified as low-risk auditee? No

SECTION Il - FINANCIAL STATEMENT FINDINGS

Finding 2013-01

Criteria:

Condition:

Context:

Effect:

Cause:

Recommendation:

View of responsible
official and District
corrective action
plan:

The District should have a system of internal controls over purchasing card
transactions such that misstatement of the accounting records would be
prevented, or detected and corrected by management or employees in the
normal course of their duties.

The District has not properly designed and implemented a process for all
purchasing card transactions resulting in the transactions not being subjected to
a proper control environment (reviewed and approved at the appropriate level).

The volume and dollar value of purchasing card transactions being processed
could be significant to the financial statements. It is possible expenses without a
clear business purpose, necessary to perform job functions, are being charged to
the District in error.

It was not feasible to determine the dollar amount of purchase card transactions
not subject to review and approval.

The apparent underlying cause of the District's lack of internal controls over
purchasing card transactions is a lack of management oversight.

We recommend that the District develop appropriate internal controls including
policies and procedures for reviewing and approving purchasing card
transactions to ensure the appropriateness of the business expense.

We understand and concur with the finding and recommendation. To prevent a
recurrence, the District will pull all P-Card transaction logs and verify that every
log is signed off by the appropriate supervisor for each department or program.
The District is also in the final stages of implementing a new P-Card software
program with more built in controls than the current system in use. The software
has an implementation targeted for February 2014.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Finding 2013-02
CFDA:

Program Title:

84.334

Gaining Early Awareness and Readiness for Undergraduate Programs (GEAR
UP)
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SCHOOL DISTRICT NO. 1J, MULTNOMAH COUNTY, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2013

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

Finding 2013-02 (Continued)

Criteria:

Condition:

Context:

Effect:

Cause:

Recommendation:

View of responsible
official and District
corrective action
plan:

Finding 2013-03
CFDA:

Program Title:

Criteria:

Condition:

The District should have a system of internal controls over purchasing card
transactions such that misstatement of the accounting records and of
expenditures of federal awards would be prevented or detected and corrected by
management or employees in the normal course of their duties.

The District has not properly designed and implemented a process for approving
all purchasing card transactions resulting in the transactions not being
consistently subjected to a proper control environment (reviewed and approved
at the appropriate level).

TKW inspected a sample of 40 non-payroll expenditures. Of these, 1 item was
found to exhibit a lack of purchase approval. TKW noted no known or likely
questioned costs.

Lack of consistent, proper review over purchasing card expenditures could result
in noncompliance with federal award requirements or a misstatement of the
accounting records or of reported levels of expenditures of federal awards.

The apparent underlying cause of the District's lack of internal controls over
purchasing card transactions is a lack of management oversight.

We recommend that the District develop appropriate controls including policies
and procedures for reviewing and approving all purchasing card transactions to
ensure that amounts charged to federal awards are allowable and within the
period of availability.

We understand and concur with the finding and recommendation. To prevent a
recurrence, the District will pull all P-Card transaction logs and verify that every
log is signed off by the appropriate supervisor for each department or program.
The District is also in the final stages of implementing a new P-Card software
program with more built in controls than the current system in use. The software
has an implementation targeted for February 2014.

10.553, 10.555, 10.559
Child Nutrition Cluster

The District should have a system of internal controls over purchasing card
transactions such that noncompliance or misstatement of accounting records
would be prevented or detected and corrected by management or employees in
the normal course of their duties.

The District has not properly designed and implemented a process for approving
all purchasing card transactions resulting in the transactions not being
consistently subjected to a proper control environment (reviewed and approved
at the appropriate level).
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SCHOOL DISTRICT NO. 1J, MULTNOMAH COUNTY, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2013

SECTION Iil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

Finding 2013-03 (Continued)

Context:

Effect:

Cause:
Recommendation:
View of responsible
official and District

corrective action
plan:

Finding 2013-04

CFDA:
Program Title:

Criteria:

Condition:

Context:

Effect:

TKW inspected a sample of 60 non-payroll expenditures. Of these, 2 purchasing
card expenditures were found to exhibit a lack of purchase approval. TKW noted
no known or likely questioned costs.

Lack of consistent, proper review over purchasing card expenditures could result
in noncompliance with federal award requirements or a misstatement of the
accounting records or of reported levels of expenditures of federal awards.

The apparent underlying cause of the District’'s lack of internal controls over
purchasing card transactions is a lack of management oversight.

We recommend that the District develop appropriate controls including policies
and procedures for reviewing and approving all purchasing card transactions to
ensure that amounts charged to federal awards are allowable and within the
period of availability.

We understand and concur with the finding and recommendation. To prevent a
recurrence, the District will pull all P-Card transaction logs and verify that every
log is signed off by the appropriate supervisor for each department or program.
The District is also in the final stages of implementing a new P-Card software
program with more built in controls than the current system in use. The software
has an implementation targeted for February 2014.

10.558
Child & Adult Care Food Program

The District should have a system of internal controls over purchasing card
transactions such that noncompliance or misstatement of accounting records
would be prevented or detected and corrected by management or employees in
the normal course of their duties.

The District has not properly designed and implemented a process for approving
all purchasing card transactions resulting in the transactions not being
consistently subjected to a proper control environment (reviewed and approved
at the appropriate level).

TKW inspected a sample of 60 non-payroll expenditures. Of these, 2 purchasing
card expenditures were found to exhibit a lack of purchase approval. TKW noted
no known or likely questioned costs.

Lack of consistent, proper review over purchasing card expenditures could result

in noncompliance with federal award requirements or a misstatement of the
accounting records or of reported levels of expenditures of federal awards.
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SCHOOL DISTRICT NO. 1J, MULTNOMAH COUNTY, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2013

SECTION lil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

Finding 2013-04 (Continued)

Cause:

Recommendation:

View of responsible
official and District
corrective action
plan:

The apparent underlying cause of the District's lack of internal controls over
purchasing card transactions is a lack of management oversight.

We recommend that the District develop appropriate controls including policies
and procedures for reviewing and approving all purchasing card transactions to
ensure that amounts charged to federal awards are allowable and within the
period of availability.

We understand and concur with the finding and recommendation. To prevent a
recurrence, the District will pull all P-Card transaction logs and verify that every
log is signed off by the appropriate supervisor for each department or program.
The District is also in the final stages of implementing a new P-Card software
program with more built in controls than the current system in use. The software
has an implementation targeted for February 2014.
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Portland Public Schools Nondiscrimination Statement

Portland Public Schools recognizes the diversity and worth of all individuals and groups and
their roles in society. It is the policy of the Portland Public School Board that there will be no
discrimination or harassment of individuals or groups on the grounds of age, color, creed,
disability, marital status, national origin, race, religion, sex or sexual orientation in any

educational programs, activities or employment.
Board of Education Policy 1.80.020-P

Contact Information for Civil Rights Matters

District Title VI and Title IX:

Greg Wolleck Phone: 503-916-3963
District 504:
Tammy Jackson Phone: 503-916-2000 x71004

American Disabilities Act:
Stephanie Harper, HR Legal Counsel Phone: 503-916-3246

2012-13 Single Audit Act and OMB Circular A-133 Preparation

Chief Financial Officer Neil Sullivan, RSBO, CGFM
Accounting and Payroll Director Sharie Lewis, CPA

Grant Accounting

Sr. Manager of Grant Accounting David Shick, CPA
Sr. Financial Analyst Christie Christie
Grant Accountant 11l Chris Roe

Grant Accountant Il Kate Brown

Grant Accountant Il Ruby Beecham








