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INDEPENDENT AUDITOR'S 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

November 16, 2006

To the Board of Education
School District No. 1, Multhomah County, Oregon
Portiand, Oregon

We have audited the financial statements of School District No. 1, Multnomah County, Oregon, (the
District) as of and for the year ended June 30, 2006, and have issued our report thereon dated November
16, 2006. We conducted our audit in accordance with 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal contro! over financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements caused by erroror fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters invoiving the internal control over financial reporting and its operation that we consider
to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance

Compliance and Other Matters (Continued)

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.
However, we noted certain immaterial instances of noncompliance and certain matters that we have
reported to management of the District in a separate letter dated November 16, 2006.

AN INDEPENDENTLY OWNED MEMBER OF THE RSM MCGLADREY NETWORK
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTINGAND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
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This report is intended solely for the information and use of the Board of Education, management,
Federal awarding agencies, pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

W/M & Wirwick 1L

Certified Public Accountants
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM, INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 AND THE

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

November 16, 2006

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

Compliance

We have audited the compliance of School District No. 1, Multnomah County, Oregon, (the District) with
the types of compliance requirements described in the U. S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for the
year ended June 30, 2006. 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. Compliance
with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the District’'s management. Our responsibility is to express an opinion
the District’'s compliance based on our audit. o

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.
Our audit does not provide a legal determination on the District’'s compliance with those requirements.

In our opinion, the District complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2006. However, the
results of our auditing procedures disclosed instances of noncompliance with those requirements that are
required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying Schedule of Findings and Questioned Costs as findings 06-01 and 06-02.

AN INDEPENDENTLY OWNED MEMBER OF THE RSM MCGLADREY NETWORK
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Internal Control Over Compliance

The management of the District is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the District’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance and
to test and report on internal control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants caused by error or fraud that would be material in relation to a major federal program
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over compliance
and its operation that we consider to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the District, as of and for the year ended June 30,
2006, and have issued our report thereon dated November 16, 2006. Our audit was performed for the
purpose of forming an opinion on the basic financial statements taken 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 basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole.

* k Kk k Kk Kk %
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This report is intended solely for the information and use of the Board of Education, management,
Federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

T M7 Kovela & Warwiohe, LLF

Certified Public Accountants
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SCHOOL DISTRICT NO. 1, MU_I._.TNOMAH COUNTY, OREGON
Portland, Oregon

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2006

SECTION | - SUMMARY OF AUDITOR’S RESULTS

Financial Statements:
Type of auditor’s report issued: Unqualified
Internal control over financial reporting;

Material weakness(es) identified? Yes No __x

Reportable condition(s) identified
that are not considered to be material

weakness(es) Yes X___none reported
Noncompliance material to financial
statements noted? Yes No __ x

Federal Awards:
Internal control over major programs:

Material weakness(es) identified? Yes No __ x

Reportable condition(s) identified
that are not considered to be material

weakness(es) Yes X___none reported
Type of auditor’s report issued on
compliance for major program Unqualified

Any audit findings disclosed that are
required to be reported in accordance with
Section 510 (a) of Circular A-133 Yes X No

Identification of major programs:
CFDA NUMBER(S) NAME OF PROGRAM OR CLUSTER
All passed through the State of Oregon Department of Education: )

84.027 Special Education-Grants to States

84.165A Magnet Schools Assistance

84.214A Even Start-Migrant Education

84.298 State Grants for innovative Programs

84. XXX Indian Education — Special Programs (formerly 84.299A)
84.367A Improving Teachers Quality State Grants

Dollar threshold used to distinguish
between type A and B programs $ 1,761,854

Auditee qualified as low-risk auditee? Yes__ x No

[

SECTION Il - FINANCIAL STATEMENT FINDINGS

No matters were reported.
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SCHOOL DISTRICT NO. 1, MULTNOMAH COUNTY, OREGON

Portiand, Oregon

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2006

SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COST

Finding 06-01
Federal Program:
Federal Agency:
Award Year

Condition:

Criteria:

Effect:

Cause:

Recommendation:

Management's
Response:

Finding 06-02

Federal Program

84.027 Special Education - Grants to States
Department of Education
2005-06

The Columbia Regional Grant received funds in excess of expenditures
incurred. Excess funding received was deposited in an interest-bearing account.

A Grantee may keep interest amounts up to $100 per year for administrative
expense. OMB A-133 Compliance Supplement requires that interest earned in
excess of $250 be remitted to the Department of Health and Human Services.

Interest income amounted to approximately $13,500 for the fiscal year ended
June 30.

The District interpreted the contract to allow interest income to be used as
program income.

Interest earned in excess of allowable should be returned to the federal
government on a quarterly basis. Policies and procedures should be written to
provide guidance for treatment of interest earned on funds received in advance
of expenditures.

The Columbia Regional Program is governed by a contractual relationship
between the District and the State of Oregon. The contract dictates the payment
terms and is silent about the interest earned when funds are received in advance
of expenditures. The District will work with the contractor to specify in the
contract that in the event interest is earned, it may be used by the District or the
Columbia Regional Program and not be refunded.

84.367A Improving Teacher Quality State Grants

Federal Agency Department of Education

Award Year

Condition:

2005-06

The District did not document performance of the required professional
development needs assessment with the involvement of teachers, including
teachers participating in programs under part A of Title 1. Additionally, in
October, 2005 the District was audited by the Oregon Department of Education
who noted that the District had not conducted the required needs assessment
for this program.
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SCHOOL DISTRICT NO. 1, MULTNOMAH COUNTY, OREGON
Portland, Oregon

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2006

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

Finding 06-02 (Continued)

Effect: To be eligible to receive a subgrant of Title Il, Part A funds, the District must
conduct and document an assessment of local needs for professional
development and hiring, as identified by the District and school staff.

Cause: Lack of documentation to assure compliance with grant requirements.

Recommendation: We recommend that policies and procedures be written to assure that needs
assessments are conducted and documented on a timely basis.

Management's
Response: A corrective action plan related to needs assessment for Title IIA was developed
and approved by the Oregon Department of Education in response to the
consolidated Program Review report finding issued in December, 2005. The
corrective action plan was successfully implemented in June, 2006.
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SCHOOL DISTRICT NO. 1, MULTNOMAH COUNTY, OREGON
Portland, Oregon

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2006

The 2005 Single Audit report as originally issued contained no findings. The U.S. Department of
Health and Human Services has required the District to obtain a new Single Audit report for the
year ended June 30, 2005. As of our report date, the Single Audit for the Year ended June 30,
2005 has not been completed. Therefore, a summary of prior audit findings is not available.

“&
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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. All individuals and groups shall be treated with
fairness in all activities, programs and operations, without regard to age, color,
creed, disability, marital status, national origin, race, religion, sex, or sexual

orientation.
Board of Education Policy 1.80.020-P

Contact Information for Civil Rights Matters

District Title VI & Title IX Contact:
Carolyn M. Leonard, Compliance Phone: 503-916-3183

District 504 Contact:
Carolyn M. Leonard, Compliance Phone: 503-916-3183

American Disabilities Act Contact:
Maureen Sloane, HR Legal Counsel Phone: 503-916-3025





