April 5, 2001

Hon. Robert M. Morgenthau

Didrict Attorney

New York County Digtrict Attorney’s Office
One Hogan Place

New York, NY 10013

Re Steven J. McGuire
SCI Case #99-0428

Dear Didrict Attorney Morgenthau:

By the enclosed |etter we are referring this matter to you for review and for
whatever action you deem appropriate. Please contact me or First Deputy Commissioner
Regina A. Loughran if you need any information or assstance. She can be reached at
(212) 510-1426. Thank you.

EDWARD F. STANCIK
Specid Commissioner

of Invedtigation for the

New Y ork City School Didtrict

By:

ReginaA. Loughran
First Deputy Commissioner
EFSRAL:a



April 5, 2001

Hon. Harold O. Levy

Chancellor

New York City Public Schools
110 Livingston Street, Room 1010
Brooklyn, NY 11201

Re Steven J. McGuire
SCIl Case #99-0428

Dear Chancdllor Levy:

An investigation conducted by this office has substantiated that Steven J.
McGuire, the custodian at the School of the Future in Manhattan, used Board of
Education (“BOE") funds for his persona use! During the period examined, from
January 1997 through August 2000, McGuire commingled persond funds with those
provided for custodia payroll and purchases, and used that account to pay his persona
credit card, taxes, and mortgage debts.® Further, he wrote checksin amounts above and
beyond his sdary to himsdf and others, induding hiswife, acasno in Atlartic City, and
two of hisemployees. McGuire then directed these two workers to cash the checks and
return the money to him.

In essence, McGuire used his BOE budget as a sort of interest-free credit line.
The“baance’ of improperly removed BOE funds fluctuated over the three-and-a-hdf-
year period. For example, at any given time, he could owe the Board anywhere from
about $10,000 to $57,000. Thisimproper use of BOE funds continued until McGuire
learned that his account had come under scrutiny. Evidence indicates that McGuire had
become aware of this investigation sometime after April 2000. By that August, he had
repaid most of the BOE funds he had used for persona expenses. In fact, records revea
that McGuire deposited $60,000 in just the last two months prior to that date.

! McGuireisstill custodian at the School of the Future.
2 McGuire' s activities may have begun prior to and continued beyond thistime frame.
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McGuire' s misuse of this account was able to occur because it has long been BOE
practice to dlow custodians complete control over the bank accounts containing BOE
funds. Moreover, thereisalack of supervison of custodia accounts. We found that
under current practice, annua audits would not have discovered McGuire's misconduct.®

Thisinvestigation began after this office received an anonymous phone cal
dleging that McGuire stole money from his custodia account and spent most of it in
Atlantic City. Invedtigators from this office subpoenaed his bank records and uncovered
the extent of McGuire simproprieties.

McGuire' s scheme succeeded because he violated rules and regulations set by the
BOE, the custodid contract, and the City Comptroller by commingling non-BOE funds
with BOE funds deposited into a bank account.* The BOE gave McGuire a budget to be
deposited into a bank account and used soldly for custodia expenditures and payroll.
Instead, McGuire deposited the funds into an account in his and his wife' s names, and
regularly used the money in it to pay his own persond debts. Records show deposits and
withdrawals of a persona nature, aswell as those that were BOE related.

A review of McGuire s bank records reveded that he has been writing persona
checks from the account containing both BOE and non-BOE funds. Between January 9,
1997 and August 17, 2000, McGuire paid himsdf amost $7,000 more than he was
entitlted to in sdary.

3 Thisis not the first time that this office has reported on the improprieties of custodiansin the handling of
custodial bank accounts. See, A System Like No Other: Fraud and Misconduct by New York City School
Custodians, November 1992. McGuire was also mentioned in that report in connection with a“wife-
swapping” scheme. See, pageb, infra.

* Asaresult of this office’s November 1992 report, the Office of the New Y ork City Comptroller issued
Memorandum #92-12, which expanded upon the Comptroller’s Internal Control and Accountability
Directive#11- “ Cash Accountability and Control” that established basic guidelines for safeguarding the
City’ s cash and use of bank accounts. According to Memorandum #92-12, “ Agency policies and
procedures must state clearly that under no circumstances may City funds be deposited in a bank account
that the employee uses for personal expenditures or shares with a spouse, family member or any other
person, and that the account must not be used to process non-City transactions of any kind, including
deposits, transfers or disbursements.” Then, the New Y ork City Public Schools Division of School
Facilities, Office of Building Services, Department of Plant Operations, issued Plant Operations Circular
No. 11- 1992/93 which required that, “[€]ffective January 1, 1993, custodians must maintain all Board of
Education funds separate from personal accounts and in an account containing only Board of Education
funds to be used only for Board of Education purposes.” Further, the 1994 contract between the BOE and
the custodians’ union, the last agreement between the parties to date, mandated that custodians must
“maintain all Board funds separate from personal accountsin an account containing only Board funds, to be
used only for Board purposes.”
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Further, McGuire wrote a number of checks for other persona expenses. From
the commingled account he issued:

?? eght totaing $19,843 to pay his American Express hills,
?7? threetotaling $3,000 to Champion Mortgege;

?7? two totaling $2,964 to his wife Angdla McGuire, dthough thereis no record
that she ever worked at his school;®

four checks totaling $1,000 to Caesar’s Palace;

one for $2,360.72 for his property taxes;

one check for $200 to Chase;

three checks totaling $644.32 to Citibank;

two totding $297 to The Wiz,

?? $1,000 to his daughter, Stephanie McGuire;

?7? $150to0 EZ Pess,

?? $4to the College of Staten Idand; and

?7? twenty-four checks totaling $9,650 payable to cash.

N3NNI IIAN

McGuire gave unauthorized checks to his custodial employees at the School of
the Future solely for his own benefit. Bank records reved that he issued seventy-eight
checks totaing $162,025, made payable to Fireman Adolfo Mont Etna, and six checks
totaling $20,000, made payable to Cleaner Louis Kyle. These payments were above and
beyond their standard salaries and, in fact, both employees admitted the money went to
the custodian. According to Mont Etna, over atwo-year period, McGuire wrote a series
of checks payable to him. The custodian then directed the fireman to cash them and
return the money to him. The checks were for different amounts, up to $5,000. Mont
Etna asserted that he dways gave the cash to McGuire and never kept any money for
himsdf. Kyledso told investigators that he has cashed checks and given the money to
McGuire. Both employees defended their actions as complying with a directive from
their boss®

Through his attorney, McGuire refused to be interviewed.
Early audits of McGuire' s custodia purchases by the BOE' s Office of the Auditor

Genegd (“OAG”), did not uncover hisimproprieties. Thisisnot surprisng since,
according to Steven Neuman, the director of custodid audits for the OAG, while BOE

® On one of these checks, for $2,464, McGuire noted that he was repaying AngelaMcGuire for arent loan.
6 According to both employees, McGuire did not owe them the funds from these extra checks.
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auditors review custodid purchases, they do not conduct payroll audits and, therefore,
never examine checks written to custodia employees. Further, auditors never look at a
custodian’s bank account. Only documents turned over by the custodian relating to
custodid purchases are reviewed. Thus, under current practice, a BOE audit would never
have reveaed that M cGuire was commingling BOE and non-BOE funds in one account.

However, amere observation of McGuire' s checks shows that his BOE account
was shared jointly with hiswife, as both of their names are on the face of the checks.
Regarding this practice, according to Neuman, “it's not prohibited in the custodia
contract...you can’t commingle, but nothing says you can't have your wife s name on
your account.”” On that point, Neuman was incorrect because the 1992 Comptroller's
Memorandum clearly states that City funds may not be deposited in an account that the
employee shares with a spouse.

Moreover, Neuman asserted that ideas for change have been introduced in the
pagt, but nothing has come of it. On December 4, 2000, Louis Sommo, the assstant
director of adminigtration for building services, Divison of School Fecilities, wrote a
memo to James Lonergan, senior director of building services, proposing changesin the
distribution of custodia payroll, including the direct deposit of funds into an account that
would be under the name of the individua school custodian and the BOE. The memo
specificadly sated that “no wives’ may be listed on the accounts. 1t also suggested
gpecific guiddines on what custodians could do with the funds in the account and who
would have access to review the account. Then, on January 8, 2001, Steven Neuman sent
amemo to Jess Farddlla, the Auditor Generd, suggesting similar changes that should be
made regarding custodians. According to Neuman, to date, no action has been taken on
ather memo.®

McGuire conducted many transactionsin his account that were not BOE related.
Further, he used BOE funds to cover his persona expenses that exceeded what he had in
the account. On any given day, the amount that McGuire spent over what he had on
deposgit in persond funds varied. When he spent more than he had on deposit, he relied
on BOE money to cover hisexpenses. At alater date, he replenished the persond funds
in the account.

" Asan explanation for this practice, Neuman advised that if the custodian dies, the wife could still pay the
employees. We do not find thisto be avalid explanation.

8 In June 1996, New Y ork City Comptroller Alan G. Hevesi released an audit report that examined whether
custodians complied with the custodian’ s union contract, NY C Comptroller’s Directive #11, and
Memorandum 92-12, which required them to establish a bank account, which was separate from personal
funds, for the deposit of the BOE’sallocation. The audit concluded that the BOE did not ensure that the
union contract and other regulations were adhered to and therefore, City funds were being exposed to the
risk of misappropriation. The report suggested a number of recommendations. By all appearances no
changes were made. However, if there were any changes, they were insufficient to stop McGuire.
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Thus, the amount of BOE money that McGuire used for his own purposes
fluctuated throughout the whole time period we reviewed. At any given time, he could
owe the BOE from about $10,000 up to $57,000. However, areview of the account on
August 14, 2000, disclosed that McGuire had repaid dl but around $4,000 of the BOE
funds he “borrowed.” In fact, the records show that McGuire deposited over $60,000 in
just the two months prior to August 14, 2000, including approximately $50,000 from the
liquidation of stock in June 2000. By thistime, McGuire must have been aware of the
investigation being conducted by this office. When we subpoenaed documents from
American Expressin April 2000, that company informed us thet its client would be
notified of our request.

Thisis not the firgt time McGuire has taken advantage of the custodia system.
Like this arrangement, in which McGuire used a bank account in his and hiswife' s
names for BOE transactions, hislast scheme dso involved his spouse. 1n 1992, it was
discovered as aresult of an investigation by this office that McGuire wasinvolved in a
“wife-swapping” scheme.® In that case, McGuire and another custodian, in order to
circumvent the anti- nepotism rules, hired each other’ swives. Asaresult of that report,
changes were made in the 1994 custodia contract that now specifically prohibit the
practice of job swapping between custodians and their relatives.

For years, Steven McGuire has been abusing his position as custodian. He has not
only been commingling fundsin violation of both Plant Operations Circular No. 11 and
the terms of the 1994 custodia contract, but he has aso been using BOE funds to cover
persond expenses paid out of the commingled account in his and his wife s names.
Moreover, his prior scheme of circumventing the anti- nepotism rules demongtrates his
propengty to repestedly manipulate the system for his own benefit. For these reasons, it
is the recommendation of this office that McGuire' s employment with the BOE be
terminated and this matter be considered should he ever apply for reemployment with the
Board.

Additionally, the BOE should review the actions of Adolfo Mont Etnaand Louis
Kyleto determine if disciplinary action is gppropriate.

% See, A System Like No Other; Fraud and Misconduct by the New York City School Custodians, November
1992, page 78.
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Further, we recommend that BOE custodia auditing guidelines be reviewed and
changed as necessary through regulations and collective bargaining.'® Specificaly,
audits should be done on payroll, as well as purchases and no one but the custodian and
the BOE should be permitted to be joint holders of BOE fund accounts. Thisistherule
as per the Comptroller’s Memorandum #92- 12, and must become BOE policy in order to
avoid an unnecessary risk of improprieties such as those committed by McGuire.
Further, it isimpossible for an auditor to thoroughly examine a custodid account unless a
custodian is required to turn over bank records. The Plant Operations Circular from
1992/93, mandates that BOE funds must be kept separate from personal accounts.
Custodia accounts are supposed to be used solely for BOE spending purposes. Even a
cursory look a McGuire' s bank account records would have revealed to an auditor that
he was violating these rules and a more detailed look would have reveded that McGuire
had been using this account for his persond expenses.

We are forwarding a copy of this|etter to the Office of Lega Services. Should
you have any inquiries regarding the above, please contact Vicki L. Multer, the attorney
assigned to the case. She can be reached at the above address or by telephone at (212)
510-1454. Please notify Ms. Multer within thirty days of receipt of thisletter of what, if
any action has been taken or is contemplated againgt Steven McGuire. Thank you for
your attention to this matter.

Sincerdly,

EDWARD F. STANCIK
Specid Commissoner

of Invegtigation for the

New York City School Didtrict

By:

ReginaA. Loughran
Firgt Deputy Commissioner

EFSRAL:VLM:a
C. Chad Vignola, Eq.

10 Custodians are bound by both the Plant Operations Circulars and the terms of their contract with the
BOE. In some cases, the Circular regulations are incorporated in the next contract, and in some cases they
arenot.
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Hon. Ninfa Segarra

President

New York City Board of Education
110 Livingston Street, Room 1130
Brooklyn, NY 11201

Re Steven J. McGuire
SCIl Case #99-0428

Dear President Segarra:

An investigation conducted by this office has substantiated that Steven J.
McGuire, the custodian at the School of the Future in Manhattan, used Board of
Education (“BOE”) funds for his persona use.! During the period examined, from
January 1997 through August 2000, M cGuire commingled persona funds with those
provided for custodia payroll and purchases, and used that account to pay his persona
credit card, taxes, and mortgage debts.? Further, he wrote checks in amounts above and
beyond his sdary to himsdf and others, induding hiswife, acasino in Atlantic City, and
two of hisemployees. McGuire then directed these two workers to cash the checks and
return the money to him.

In essence, McGuire used his BOE budget as a sort of interest-free credit line.
The “baance’” of improperly removed BOE funds fluctuated over the three-and-a- hdlf-
year period. For example, at any given time, he could owe the Board anywhere from
about $10,000 to $57,000. Thisimproper use of BOE funds continued until McGuire
learned that his account had come under scrutiny. Evidence indicates that McGuire had
become aware of this investigation sometime after April 2000. By that August, he had
repaid mogt of the BOE funds he had used for persona expenses. In fact, records revea
that McGuire deposited $60,000 in just the last two months prior to that date.

! McGuireisstill custodian at the School of the Future.
2 McGuire' s activities may have begun prior to and continued beyond this time frame.
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McGuire' s misuse of this account was able to occur because it has long been BOE
practice to dlow custodians complete control over the bank accounts containing BOE
funds. Moreover, thereisalack of supervison of custodiad accounts. We found that
under current practice, annua audits would not have discovered McGuire' s misconduct.®

Thisinvestigation began after this office received an anonymous phone cal
adleging that McGuire stole money from his custodid account and spent most of it in
Atlantic City. Investigators from this office subpoenaed his bank records and uncovered
the extent of McGuire simproprieties.

McGuire' s scheme succeeded because he violated rules and regulations set by the
BOE, the custodid contract, and the City Comptroller by commingling non-BOE funds
with BOE funds deposited into a bank account.* The BOE gave McGuire a budget to be
deposited into a bank account and used soldly for custodia expenditures and payroll.
Instead, McGuire deposited the funds into an account in his and his wife' s names, and
regularly used the money in it to pay his own persona debts. Records show deposits and
withdrawals of a personal nature, as well as those that were BOE related.

A review of McGuire s bank records reveded that he has been writing persona
checks from the account containing both BOE and non-BOE funds. Between January 9,
1997 and August 17, 2000, McGuire paid himsdf amost $7,000 more than he was
entitted to in Aary.

3 Thisis not the first time that this office has reported on the improprieties of custodiansin the handling of
custodial bank accounts. See, A System Like No Other: Fraud and Misconduct by New York City School
Custodians, November 1992. McGuire was also mentioned in that report in connection with a“wife-
swapping” scheme. See, pageb, infra.

* Asaresult of this office’s November 1992 report, the Office of the New Y ork City Comptroller issued
Memorandum#92-12, which expanded upon the Comptroller’s Internal Control and Accountability
Directive#11- “ Cash Accountability and Control” that established basic guidelines for safeguarding the
City’ s cash and use of bank accounts. According to Memorandum #92-12, “ Agency policies and
procedures must state clearly that under no circumstances may City funds be deposited in a bank account
that the employee uses for personal expenditures or shares with a spouse, family member or any other
person, and that the account must not be used to process non-City transactions of any kind, including
deposits, transfers or disbursements.” Then, the New Y ork City Public Schools Division of School
Facilities, Office of Building Services, Department of Plant Operations, issued Plant Operations Circular
No. 11- 1992/93 which required that, “[€]ffective January 1, 1993, custodians must maintain all Board of
Education funds separate from personal accounts and in an account containing only Board of Education
fundsto be used only for Board of Education purposes.” Further, the 1994 contract between the BOE and
the custodians’ union, the last agreement between the parties to date, mandated that custodians must
“maintain all Board funds separate from personal accountsin an account containing only Board funds, to be
used only for Board purposes.”
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Further, McGuire wrote a number of checks for other personal expenses. From
the commingled account he issued:

?? eght totaing $19,843 to pay his American Express hills,
?7? threetotaling $3,000 to Champion Mortgage;

?7? two totaling $2,964 to his wife Angdla McGuire, dthough thereis no record
that she ever worked at his school;®

four checks totaling $1,000 to Caesar’s Palace;

one for $2,360.72 for his property taxes;

one check for $200 to Chase;

three checks totaling $644.32 to Citibank;

two totding $297 to The Wiz,

?? $1,000 to his daughter, Stephanie McGuire;

?7? $150to0 EZ Pess,

?? $4to the College of Staten Idand; and

?7? twenty-four checks totaling $9,650 payable to cash.

N3NNI IIAN

McGuire gave unauthorized checksto his custodia employees at the School of
the Future solely for his own benefit. Bank records reved that he issued seventy-eight
checks totaing $162,025, made payable to Fireman Adolfo Mont Etna, and six checks
totaling $20,000, made payable to Cleaner LouisKyle. These payments were above and
beyond their standard salaries and, in fact, both employees admitted the money went to
the custodian. According to Mont Etna, over atwo-year period, McGuire wrote a series
of checks payable to him. The custodian then directed the fireman to cash them and
return the money to him. The checks were for different amounts, up to $5,000. Mont
Etna asserted that he dways gave the cash to McGuire and never kept any money for
himsdf. Kyle aso told investigators that he has cashed checks and given the money to
McGuire. Both employees defended their actions as complying with a directive from
their boss®

Through his attorney, McGuire refused to be interviewed.
Early audits of McGuire' s custodia purchases by the BOE' s Office of the Auditor

Genegd (“OAG”), did not uncover hisimproprieties. Thisisnot surprisng since,
according to Steven Neuman, the director of custodid audits for the OAG, while BOE

® On one of these checks, for $2,464, McGuire noted that he was repaying AngelaMcGuire for arent loan.
6 According to both employees, McGuire did not owe them the funds from these extra checks.
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auditors review custodid purchases, they do not conduct payroll audits and, therefore,
never examine checks written to custodial employees. Further, auditors never look at a
custodian’s bank account. Only documents turned over by the custodian relating to
custodia purchases are reviewed. Thus, under current practice, a BOE audit would never
have revedled that M cGuire was commingling BOE and non-BOE funds in one account.

However, amere observation of McGuire' s checks shows that his BOE account
was shared jointly with hiswife, as both of their names are on the face of the checks.
Regarding this practice, according to Neuman, “it’s not prohibited in the custodia
contract...you can’t commingle, but nothing says you can't have your wife s name on
your account.”” On that point, Neuman was incorrect because the 1992 Comptroller's
Memorandum clearly states that City funds may not be deposited in an account that the
employee shares with a spouse.

Moreover, Neuman asserted that ideas for change have been introduced in the
pagt, but nothing has come of it. On December 4, 2000, Louis Sommo, the assstant
director of adminigtration for building services, Divison of School Facilities, wrote a
memo to James Lonergan, senior director of building services, proposing changesin the
distribution of custodia payroll, including the direct deposit of funds into an account that
would be under the name of theindividua school custodian and the BOE. The memo
specificaly stated that “no wives’ may be listed on the accounts. It dso suggested
gpecific guiddines on what custodians could do with the funds in the account and who
would have access to review the account. Then, on January 8, 2001, Steven Neuman sent
amemo to Jess Fardella, the Auditor Generd, suggesting smilar changes that should be
made regarding custodians. According to Neuman, to date, no action has been taken on
ather memo.®

McGuire conducted many transactionsin his account that were not BOE related.
Further, he used BOE funds to cover his persona expenses that exceeded what he had in
the account. On any given day, the amount that McGuire spent over what he had on
deposit in persond funds varied. When he spent more than he had on deposit, he relied
on BOE money to cover hisexpenses. At alater date, he replenished the persona funds
in the account.

" Asan explanation for this practice, Neuman advised that if the custodian dies, the wife could still pay the
employees. We do not find thisto be avalid explanation.

8 In June 1996, New Y ork City Comptroller Alan G. Hevesi released an audit report that examined whether
custodians complied with the custodian’ s union contract, NY C Comptroller’ s Directive #11, and
Memorandum 92-12, which required them to establish a bank account, which was separate from personal
funds, for the deposit of the BOE’s allocation. The audit concluded that the BOE did not ensure that the
union contract and other regulations were adhered to and therefore, City funds were being exposed to the
risk of misappropriation. The report suggested a number of recommendations. By all appearances no
changes were made. However, if there were any changes, they were insufficient to stop McGuire.
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Thus, the amount of BOE money that McGuire used for his own purposes
fluctuated throughout the whole time period we reviewed. At any given time, he could
owe the BOE from about $10,000 up to $57,000. However, areview of the account on
August 14, 2000, disclosed that McGuire had repaid al but around $4,000 of the BOE
funds he “borrowed.” In fact, the records show that McGuire deposited over $60,000 in
just the two months prior to August 14, 2000, including approximately $50,000 from the
liquidation of stock in June 2000. By thistime, McGuire must have been aware of the
investigation being conducted by this office. When we subpoenaed documents from
American Expressin April 2000, that company informed us that its client would be
notified of our request.

Thisisnat thefirst time McGuire has taken advantage of the custodia system.
Like this arrangement, in which McGuire used a bank account in hisand hiswife' s
names for BOE transactions, hislast scheme dso involved his spouse. 1n 1992, it was
discovered as aresult of an investigation by this office that McGuire was involved in a
“wife-swapping” scheme.® In that case, McGuire and another custodian, in order to
circumvent the anti- nepotism rules, hired each other’ swives. Asaresult of that report,
changes were made in the 1994 cugtodia contract that now specificaly prohibit the
practice of job swapping between custodians and their relatives.

For years, Steven McGuire has been abusing his position as custodian. He has not
only been commingling fundsin violaion of both Plant Operations Circular No. 11 and
the terms of the 1994 custodia contract, but he has aso been using BOE funds to cover
personal expenses paid out of the commingled account in his and hiswife's names.
Moreover, his prior scheme of circumventing the anti- nepotism rules demongtrates his
propengty to repestedly manipulate the system for his own benefit. For these reasons, it
is the recommendation of this office that McGuire' s employment with the BOE be
terminated and this matter be considered should he ever apply for reemployment with the
Board.

Additionally, the BOE should review the actions of Adolfo Mont Etnaand Louis
Kyleto determine if disciplinary action is gppropriate.

% See, A System Like No Other; Fraud and Misconduct by the New York City School Custodians, November
1992, page 78.
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Further, we recommend that BOE custodid auditing guidelines be reviewed and
changed as necessary through regulations and collective bargaining.'® Specificaly,
audits should be done on payroll, as well as purchases and no one but the custodian and
the BOE should be permitted to be joint holders of BOE fund accounts. Thisistherule
as per the Comptroller’s Memorandum #92- 12, and must become BOE policy in order to
avoid an unnecessary risk of improprieties such as those committed by McGuire.
Further, it isimpossible for an auditor to thoroughly examine a custodiad account unless a
custodian is required to turn over bank records. The Plant Operations Circular from
1992/93, mandates that BOE funds must be kept separate from personal accounts.
Custodial accounts are supposed to be used solely for BOE spending purposes. Even a
cursory look at McGuire' s bank account records would have revealed to an auditor that
he was violating these rules and a more detailed look would have reveded that McGuire
had been using this account for his persona expenses.

Should you have any inquiries regarding the above, please contact me or Firgt
Deputy Commissioner Regina A. Loughran. She can be reached at the above address or
by telephone at (212) 510-1426.

Sincerdly,

EDWARD F. STANCIK
Specid Commissoner

of Invedtigation for the

New York City School Didtrict

By:

ReginaA. Loughran
Firs Deputy Commissioner

EFSRAL:VLM:a
(o Members of the Board

10 Custodians are bound by both the Plant Operations Circulars and the terms of their contract with the
BOE. In some cases, the Circular regulations are incorporated in the next contract, and in some cases they
arenot.
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Hon. Edward J. Kuriansky

Commissioner

New York City Department of Investigation
80 Maiden Lane, 18" Floor

New York, NY 10038

Re Steven J. McGuire
SCIl Case #99-0428

Dear Commissioner Kuriansky:

An investigation conducted by this office has substantiated that Steven J.
McGuire, the custodian at the School of the Future in Manhattan, used Board of
Education (“BOE") funds for his persona use! During the period examined, from
January 1997 through August 2000, McGuire commingled persond funds with those
provided for custodia payroll and purchases, and used that account to pay his persona
credit card, taxes, and mortgage debts.® Further, he wrote checksin amounts above and
beyond his sdary to himsdf and others, including hiswife, acasino in Atlantic City, and
two of hisemployees. McGuire then directed these two workers to cash the checks and
return the money to him.

In essence, McGuire used his BOE budget as a sort of interest-free credit line.
The“baance’ of improperly removed BOE funds fluctuated over the three-and-a- hdf-
year period. For example, at any given time, he could owe the Board anywhere from
about $10,000 to $57,000. Thisimproper use of BOE funds continued until McGuire
learned that his account had come under scrutiny. Evidence indicates that McGuire had
become aware of this investigation sometime after April 2000. By that August, he had
repaid most of the BOE funds he had used for persona expenses. In fact, records revea
that M cGuire deposited $60,000 in just the last two months prior to that date.

! McGuireisstill custodian at the School of the Future.
2 McGuire' s activities may have begun prior to and continued beyond thistime frame.
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McGuire' s misuse of this account was able to occur because it has long been BOE
practice to allow custodians complete control over the bank accounts containing BOE
funds. Moreover, thereisalack of supervison of custodia accounts. We found that
under current practice, annual audits would not have discovered McGuire' s misconduct.

Thisinvestigation began after this office received an anonymous phone call
dleging that McGuire stole money from his custodid account and spent most of it in
Atlantic City. Investigators from this office subpoenaed his bank records and uncovered
the extent of McGuire simproprieties.

McGuire' s scheme succeeded because he violated rules and regulations set by the
BOE, the custodia contract, and the City Comptroller by commingling non-BOE funds
with BOE funds deposited into a bank account.* The BOE gave McGuire a budget to be
deposited into a bank account and used soldly for custodia expenditures and payroll.
Instead, McGuire deposited the funds into an account in his and his wife' s names, and
regularly used the money in it to pay his own persond debts. Records show deposits and
withdrawals of a personal nature, as well as those that were BOE related.

A review of McGuire s bank records revealed that he has been writing persond
checks from the account containing both BOE and non-BOE funds. Between January 9,
1997 and August 17, 2000, McGuire paid himself amost $7,000 more than he was
entitlted to in dary.

3 Thisis not the first time that this office has reported on the improprieties of custodiansin the handling of
custodial bank accounts. See, A System Like No Other: Fraud and Misconduct by New York City School
Custodians, November 1992. McGuire was also mentioned in that report in connection with a“wife-
swapping” scheme. See, pageb, infra.

* Asaresult of this office's November 1992 report, the Office of the New Y ork City Comptroller issued
Memorandum #92-12, which expanded upon the Comptroller’s Internal Control and Accountability
Directive#11- “ Cash Accountability and Control” that established basic guidelines for safeguarding the
City’ s cash and use of bank accounts. According to Memorandum #92-12, “ Agency policies and
procedures must state clearly that under no circumstances may City funds be deposited in a bank account
that the employee uses for personal expenditures or shares with a spouse, family member or any other
person, and that the account must not be used to process non-City transactions of any kind, including
deposits, transfers or disbursements.” Then, the New Y ork City Public Schools Division of School
Facilities, Office of Building Services, Department of Plant Operations, issued Plant Operations Circular
No. 11- 1992/93 which required that, “[€]ffective January 1, 1993, custodians must maintain all Board of
Education funds separate from personal accounts and in an account containing only Board of Education
funds to be used only for Board of Education purposes.” Further, the 1994 contract between the BOE and
the custodians’ union, the last agreement between the parties to date, mandated that custodians must
“maintain all Board funds separate from personal accountsin an account containing only Board funds, to be
used only for Board purposes.”
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Further, McGuire wrote a number of checks for other persona expenses. From
the commingled account he issued:

?7? eight totaing $19,843 to pay his American Expresshills
?7? threetotaling $3,000 to Champion Mortgage;

?7? two totaling $2,964 to his wife Angdla McGuire, dthough thereis no record
that she ever worked at his school;®

four checks totaling $1,000 to Caesar’s Palace;

one for $2,360.72 for his property taxes;

one check for $200 to Chase;

three checks totaling $644.32 to Citibank;

two totding $297 to The Wiz,

?? $1,000 to his daughter, Stephanie McGuire;

?7? $150to0 EZ Pess,

?? $4to the College of Staten Idand; and

?7? twenty-four checks totaling $9,650 payable to cash.

N3NNI IIAN

McGuire gave unauthorized checksto his custodia employees at the School of
the Future solely for his own benefit. Bank records reved that he issued seventy-eight
checks totaing $162,025, made payable to Fireman Adolfo Mont Etna, and six checks
totaling $20,000, made payable to Cleaner LouisKyle. These payments were above and
beyond their standard salaries and, in fact, both employees admitted the money went to
the custodian. According to Mont Etna, over atwo-year period, McGuire wrote a series
of checks payable to him. The custodian then directed the fireman to cash them and
return the money to him. The checks were for different amounts, up to $5,000. Mont
Etna asserted that he dways gave the cash to McGuire and never kept any money for
himsdf. Kyle dso told investigators that he has cashed checks and given the money to
McGuire. Both employees defended their actions as complying with a directive from
their boss®

Through his attorney, McGuire refused to be interviewed.
Early audits of McGuire s custodia purchases by the BOE' s Office of the Auditor

Genegd (“OAG”), did not uncover hisimproprieties. Thisisnot surprisng since,
according to Steven Neuman, the director of custodid audits for the OAG, while BOE

® On one of these checks, for $2,464, McGuire noted that he was repaying AngelaMcGuire for arent loan.
6 According to both employees, McGuire did not owe them the funds from these extra checks.
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auditors review custodid purchases, they do not conduct payroll audits and, therefore,
never examine checks written to custodia employees. Further, auditors never look at a
custodian’ s bank account. Only documents turned over by the custodian relating to
custodia purchases are reviewed. Thus, under current practice, a BOE audit would never
have reveaed that M cGuire was commingling BOE and non-BOE funds in one account.

However, a mere observation of McGuire' s checks shows that his BOE account
was shared jointly with hiswife, as both of their names are on the face of the checks.
Regarding this practice, according to Neuman, “it's not prohibited in the custodia
contract...you can’'t commingle, but nothing says you can't have your wife'sname on
your account.”” On that point, Neuman was incorrect because the 1992 Comptroller's
Memorandum clearly states that City funds may not be deposited in an account that the
employee shares with a spouse.

Moreover, Neuman asserted that ideas for change have been introduced in the
pagt, but nothing has come of it. On December 4, 2000, Louis Sommo, the assstant
director of adminigtration for building services, Divison of School Fecilities, wrote a
memo to James Lonergan, senior director of building services, proposing changesin the
distribution of custodia payroll, including the direct deposit of funds into an account that
would be under the name of the individua school custodian and the BOE. The memo
specificdly stated that “no wives’ may be listed on the accounts. It also suggested
gpecific guiddines on what custodians could do with the funds in the account and who
would have access to review the account. Then, on January 8, 2001, Steven Neuman sent
amemo to Jess Farddla, the Auditor Generd, suggesting Smilar changes that should be
made regarding custodians. According to Neuman, to date, no action has been taken on
ather memo.®

McGuire conducted many transactionsin his account that were not BOE related.
Further, he used BOE fundsto cover his personal expenses that exceeded what he had in
the account. On any given day, the amount that McGuire spent over what he had on
deposgit in persond funds varied. When he spent more than he had on deposit, he relied
on BOE money to cover hisexpenses. At alater date, he replenished the persond funds
in the account.

" Asan explanation for this practice, Neuman advised that if the custodian dies, the wife could still pay the
employees. We do not find thisto be avalid explanation.

8 In June 1996, New Y ork City Comptroller Alan G. Hevesi released an audit report that examined whether
custodians complied with the custodian’ s union contract, NY C Comptroller’ s Directive #11, and
Memorandum 92-12, which required them to establish a bank account, which was separate from personal
funds, for the deposit of the BOE's allocation. The audit concluded that the BOE did not ensure that the
union contract and other regulations were adhered to and therefore, City funds were being exposed to the
risk of misappropriation. The report suggested a number of recommendations. By all appearances no
changes were made. However, if there were any changes, they were insufficient to stop McGuire.
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Thus, the amount of BOE money that McGuire used for his own purposes
fluctuated throughout the whole time period we reviewed. At any given time, he could
owe the BOE from about $10,000 up to $57,000. However, areview of the account on
August 14, 2000, disclosed that McGuire had repaid dl but around $4,000 of the BOE
funds he “borrowed.” In fact, the records show that McGuire deposited over $60,000 in
just the two months prior to August 14, 2000, including approximately $50,000 from the
liquidation of stock in June 2000. By thistime, McGuire must have been aware of the
investigation being conducted by this office. When we subpoenaed documents from
American Expressin April 2000, that company informed us that its client would be
notified of our request.

Thisis not the firgt time McGuire has taken advantage of the custodia system.
Like this arrangement, in which McGuire used a bank account in hisand hiswife's
names for BOE transactions, hislast scheme dso involved his spouse. 1n 1992, it was
discovered as aresult of an investigation by this office that McGuire wasinvolved in a
“wife-swapping” scheme.® In that case, McGuire and another custodian, in order to
circumvent the anti- nepotism rules, hired each other’ swives. Asaresult of that report,
changes were made in the 1994 custodia contract that now specifically prohibit the
practice of job swapping between custodians and their rdlatives.

For years, Steven McGuire has been abusing his position as custodian. He has not
only been commingling fundsin violation of both Plant Operations Circular No. 11 and
the terms of the 1994 custodia contract, but he has adso been using BOE funds to cover
personal expenses paid out of the commingled account in his and hiswife's names.
Moreover, his prior scheme of circumventing the anti- nepotism rules demongtrates his
propengty to repeatedly manipulate the system for his own benefit. For these reasons,
we have recommended that McGuire s employment with the BOE be terminated and this
meatter be consdered should he ever gpply for reemployment with the Board.

Additiondly, we have recommended that the BOE should review the actions of
Adolfo Mont Etna and Louis Kyle to determineif disciplinary action is gppropriate.

% See, A System Like No Other; Fraud and Misconduct by the New York City School Custodians, November
1992, page 78.
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Further, we have recommended that BOE custodia auditing guidelines be
reviewed and changed as necessary through regulations and collective bargaining.*°
Specificdly, audits should be done on payroall, as well as purchases and no one but the
custodian and the BOE should be permitted to be joint holders of BOE fund accounts.
Thisistherule as per the Comptroller’ s Memorandum #92- 12, and must become BOE
policy in order to avoid an unnecessary risk of improprieties such as those committed by
McGuire. Further, it isimpossble for an auditor to thoroughly examine a custodid
account unless a custodian is required to turn over bank records. The Plant Operations
Circular from 1992/93, mandates that BOE funds must be kept separate from persona
accounts. Cugtodia accounts are supposed to be used solely for BOE spending purposes.
Even acursory look a McGuire' s bank account records would have revedled to an
auditor that he was violating these rules and a more detailed ook would have reveded
that McGuire had been using this account for his personal expenses.

Should you have any inquiries regarding the above, please contact me or First
Deputy Commissioner Regina A. Loughran. She can be reached at the above address or
by telephone at (212) 510-1426.

Sincerdly,

EDWARD F. STANCIK
Specid Commissoner

of Invedtigation for the

New Y ork City School Digtrict

By:

ReginaA. Loughran
Firs Deputy Commissioner

EFSRAL:VLM:a

10 Custodians are bound by both the Plant Operations Circulars and the terms of their contract with the
BOE. In some cases, the Circular regulations are incorporated in the next contract, and in some cases they
arenot.



