
School District’s Fiscal Year 2016 Financial Audit Contract

The State Committee for School District Audits (SCSDA) has approved the blank Fiscal Year 2015-2016 Audit Contract template located at the following KDE web page link: http://education.ky.gov/districts/FinRept/Pages/District-Financial-Audit-Contracts.aspx.  Although the majority of the audit contract remains the same, there are some important changes and new information in the contract and supporting documents.  The changes to the audit contract and supporting documents are noted in red type within the Fiscal Year 2015-2016 Audit Contract package.  In addition, the following items have been highlighted for your convenience and as reminders:

1. The Auditor Alert section included in the contract package consists of high risk areas that auditors should consider when conducting a school district’s annual financial audit.  

2. An auditor’s contract will not be approved by the SCSDA if the auditor’s peer review has a fail rating without evidence of appropriate corrective action.

3. The SCSDA recommends an audit firm rotation once every five years as a best practice.  After five consecutive fiscal years, if there is no audit firm rotation the district shall provide a written explanation justifying why the district continues to use the same auditor.  The written explanation shall be provided to KDE through the Audit Acceptance Statement web form on or before May 28, 2016.

4. The local board of education does not have a valid audit contract with the auditor until SCSDA approves and the SCSDA Chair signs the contract.

5. One original signed FY 2015-2016 Audit Contract signed in blue ink, the auditor’s most recent peer review report, any letter of response and KyCPA Peer Review Committee letter are due to the Kentucky Department of Education (KDE) on or before May 28, 2016.  
6. The Audit Acceptance Statement electronic web form shall be completed and submitted to KDE by the district’s superintendent or finance officer, on behalf of the local board of education, through the KDE SharePoint on or before May 28, 2016.
7. The General Fund shall cover any negative balances in Governmental Funds only. Deficits in Enterprise/Proprietary funds are not to be covered by General Funds, with the exception that if Proprietary funds, other than Food Service, are discontinued then General Funds shall cover any deficit at that point.
8. On-behalf payments should be coded accurately in the MUNIS accounting system so they are properly displayed in the audit report and fully disclosed in the notes to the financial statements. The on-behalf payment amounts need to be included in the initial unaudited Annual Financial Report (AFR) that is due to KDE on or before July 25, 2016 in accordance with KRS 157.060 and the final audited AFR that is due to KDE on or before November 15, 2016.  The following on-behalf payments are required to be recorded in the district’s AFRs, audit report and fully disclosed in the notes to the financial statements:
· Health Insurance

· Life Insurance

· Administrative Fee

· Health Reimbursement Account – HRA/Dental/Vision

· Federal Reimbursements of Health Benefits (reduction)

· Kentucky Teacher’s Retirement System (KTRS)

· Technology 

· Kentucky Interlocal School Transportation Association (KISTA) Energy Savings Capital Leases

· School Facilities Construction Commission (SFCC) Debt Service

The following KDE web page link may be used by districts to obtain and record on behalf payments amounts on a monthly basis.  http://education.ky.gov/districts/FinRept/Pages/On-Behalf-Payments-Information.aspx 
9. It is important for both the school district (superintendent and finance officer) and auditor to communicate and work together to reconcile the Annual Financial Report (AFR), Balance Sheet and Audit Report prior to the reports being submitted to KDE.  The district and auditor are strongly encouraged to complete the optional Audit Review Templates accessible through the KDE SEEK program. The district and auditor may determine how and/or who to best complete these optional reconciliation templates.  KDE will be providing the districts and auditors more detailed information relating to the optional Audit Review Templates in October 2016.
10. The final audited Annual Financial Report and Balance Sheet shall be submitted to KDE upon completion of the audit. It is important that audit work be scheduled as efficiently as possible so that timely submission is made of all reports to KDE.  It is also required that the audited Annual Financial Report and Balance Sheet be in agreement with the audit report.

11. One hard copy and one electronic copy of the independent Financial Audit reports are due to KDE on or before November 15, 2016.  If the audit cannot be completed by the deadline, the auditor shall submit an Audit Extension Request form, fully completed by both the auditor and the district, to KDE on or before October 1, 2016. The form is provided in Appendix I.

12. The School District shall certify all audit adjustments have been entered into MUNIS and an audited Annual Financial Report and Balance Sheet are in agreement with the audit report that will be submitted to KDE by selecting the Statement of Certification (SOC) option during the electronic submission process of the FY 2015-2016 Audited AFR and Balance Sheet to KDE on or before November 15, 2016.  Discrepancies between the district’s MUNIS data and audit report identified during the KDE Audit Analysis Review may result in the district and/or auditor having to correct the discrepancies.

13. The following reminders are included in the contract to assist the auditor:  

· Auditors should be aware that the Single Audit expenditure threshold for FYE 2016 was raised to $750,000.  In addition 2 CFR 200 – titled “Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards” is effective for new federal awards or some funding increments on or after December 26, 2014.  This is a staggered implementation since both old and new guidance for compliance requirements will be in effect based on date of awards and/or incremental funding dates.  Therefore, it could be possible that the same federal program could be tested under both sets of compliance requirements based on when the funds were awarded.      
· In the Independent Auditor’s Contract, Section V. A. SUPPLEMENTAL AGREEMENTS, the scope of the audit may be increased or decreased by written supplemental agreement of the BOARD and ACCOUNTANT if the reasons for the increase or decrease have first been reported in writing by the ACCOUNTANT to COMMITTEE. The audit fee may be adjusted for the increase or decrease in the scope of the audit in accordance with Section IV.C. COMPENSATION.

· The auditor must comply with all applicable standards, including GASB 54, GASB 63, GASB 68, GASB 71 and the clarity standards. 
· If there were control deficiency findings or management letter comments to report, then the auditor shall submit a written management letter to the district and refer to it in the audit report and submit it to KDE. Each management letter shall include management’s responses to current year comments and report on the status of previous management letter comments and the progress toward the resolution of concerns identified during the preceding audit. 

· If there were no control deficiency findings or no management letter comments to report, then the auditor shall submit to KDE an email or letter stating that there were no control deficiency findings or no management letter comments to report.

· If the contracted CPA firm changes names or merges with another firm, it is the firm’s responsibility to inform the local board of the name change and to inform the SCSDA through KDE.

· Auditors shall provide their most recent peer review report, any letter of response and KyCPA Peer Review Committee letter to the local board and a copy of these documents shall be submitted to KDE with each audit contract. Audit contracts submitted without the required peer review report, letter of response and KyCPA Peer Review Committee letter will not be approved by SCSDA.  Auditors who have been conducting audits for less than three years and have not yet been peer reviewed are exempted from the peer review report and related documents requirement.

· Multiple unsolicited submissions of Audit Reports is not good practice. Notification to KDE is required prior to resubmitting.
· Auditors shall be familiar with the district’s financial system and the Uniform Chart of Accounts (COA). Auditors shall use this information when recommending needed journal entries to districts.  The Uniform COA is located on the KDE website at http://education.ky.gov/districts/FinRept/Pages/Fund%20Balances,%20Revenues%20and%20Expenditures,%20Chart%20of%20Accounts,%20Indirect%20Cost%20Rates%20and%20Key%20Financial%20Indicators.aspx .

· KDE has contracted with the Auditor of Public Accounts (APA) to perform detailed 2 CFR 200 desk reviews of the school district audit reports. Auditors shall correct technically deficient audit reports and submit the electronic revised and signed audit reports within thirty (30) days of being notified by KDE.  For districts’ audit reports deemed technically deficient as a result of the prior year Desk Review, the auditor shall compare the prior year audit report and Desk Review findings to the current year audit report to verify findings are addressed and an old version of the audit report has not been used.
· If an audit report needs to be reissued and resubmitted, for whatever reason, it shall be reissued in accordance with current auditing standards. The entire audit report shall be resubmitted to the local board, KDE and all other parties to whom the original audit report was submitted. Individual audit report pages will not be accepted. The auditor shall submit the electronic revised and signed audit report to KDE within the timeframe designated by KDE.  No hard copy of the revised audit report is required to be submitted to KDE.
· No school activity fund or individual activity account shall end or begin the fiscal year with a deficit balance.

· Auditors should review activity fund transfers to ensure that schools are not transferring money from student generated funds (fees and fundraisers) to support other activity fund accounts. Student generated funds are raised for a specific purpose and should be spent for that purpose. 
· Donated Commodities shall be included in the proprietary fund financial statements and it is strongly encouraged that they be stated as a separate line item. Donated Commodities shall be stated separately as part of the nutrition cluster on the Schedule of Expenditures of Federal Awards (SEFA) and fully disclosed in the Notes to the SEFA. Donated Commodities shall also be reported in the audited AFR.

· The Schedule of Prior Year Findings and Questioned Costs shall reflect the status of prior year findings for both the financial statements and the federal awards.
If you have questions regarding the contract, please contact Jackie Chism at 502-564-3846, extension 4445 or Gail Cox at 502-564-3846, extension 4462 or via email at Jackie.Chism@education.ky.gov or Gail.Cox@education.ky.gov.
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