SCHOOL DISTRICT
COMPLIANCE WITH LAWS, REGULATIONS AND INDPENDENT AUDITOR'S CONTRACT
FISCAL YEAR ENDED JUNE 30,

ILAWS, REGULATIONS, ETC

Initials

W/P Ref

1. Bonded Indebtedness (KRS 157.632):

The auditor shall confirm with the trustee the beginning balance, receipts, disbursements,
and ending balance of each bond issue. The auditor shall determine if receipts were in
agreement with amounts as specified in the pay schedules and if each bond account

was reconciled for the period. The degree of compliance shall be disclosed. The composite
bond schedule shall be reviewed, including all information relative to the various issues.

2. Nickels and Equalization (KRS 157.621):

To accommodate districts with growing numbers of students, school districts meeting the
criteria in KRS 157.621 can levy an additional nickel for building fund needs. This nickel is
levied by districts that meet criteria of a growth district, which is based on growth in the
number of students, bonded indebtedness, current student enrollment in excess of
available classroom space, and facility plan requirements. The statute also provides the
criteria for the district to levy the second growth nickel, Base Realignment and Closure
(BRAC) nickel, recallable nickel, equalized facility funding nickel, and Category 5 nickel, and
state equalization.

3. Use of Local District Capital Funds (HB1 - 2010 Special Session):

Notwithstanding KRS 157.420(4) and (6), 157.440, and 157.621, a local board of education
may submit a request to the Commissioner of Education to utilize any capital funds,
regardless of the source, for general operating expenses in fiscal year 2010 - 2011 and fiscal
year 2011 - 2012 without forfeiting the district's eligibility to participate in the School
Facilities Construction Commission program. Prior to August 1, 2010, the Kentucky Board
of Education shall approve guidelines to be followed in considering such requests from local
boards of education.

4. Nepotism/Conflicts of Interest (KRS 160.180):
Securance of a signed statement from each board member attesting that they have no
knowledge of any conflict of interest or nepotism, as defined by KRS 160.180.

5. Salary Schedules (KRS 157.320(12) and KRS 157.350(3); 702 KAR 3:070):

Observance of approved single salary schedule (KRS 157.320(12) and 157.350(3); and

702 KAR 3:070) means a schedule adopted by a local board from which all teachers are paid
for one hundred eighty-five (185) days and is based on training, experience, and such other
factors as the Kentucky Board of Education may approve and which does not discriminate
between salaries paid elementary and secondary teachers. If the budget bill contains a
minimum statewide salary schedule, no teacher shall be paid less than the amount specified
in the biennial budget salary schedule for the individual teacher's educational qualifications
and experience.

6. Compliance with applicable laws and regulations governing procurement:
6A. School district purchasing procedures must comply with KRS 424.260 (Bid Law) unless

they have adopted KRS Chapter 45 A, the Model Procurement Code, by formal action
of the local board.
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6B. Bid Law KRS 424.260 and 702 KAR 3:135. The Bid Law requires districts to advertise for
sealed bids for any contract, lease or other agreement for materials; supplies except for
perishable meat, fish and vegetables; equipment; or for contractual services other than
professional, involving an expenditure of more than $20,000. The $20,000 threshold applies
to district wide purchases rather than individual schools and is deemed to apply to items
which can be purchased from the same vendor or can be grouped together by expenditure
code such as teaching supplies. Contracts for construction of new school buildings and
additions and repairs to existing buildings which exceed $7,500 must be awarded by
competitive sealed bidding (KRS 162.070).

6C. Model Procurement Code (KRS Chapter 45 A.080). The Model Procurement Code also
requires that all contracts or purchases be awarded by competitive sealed bidding unless a
determination is made by the board in writing that sealed bidding is not feasible. A brief
summary of alternative purchasing procedures follows:

6C1. Competitive Negotiations (KRS Chapter 45 A.370) are possible when specifications
cannot be made sufficiently specific to permit award on the basis of either the lowest
bid price or the lowest evaluated bid price; sealed bidding is inappropriate because
available sources of supply are limited; or the bid prices received through sealed bidding
are unresponsive or unreasonable.

6C2. Noncompetitive Negotiation (KRS Chapter 45 A.380) may be used when a written
determination is made that competition is not feasible due to the following
circumstances: (1) an emergency exists, (2) there is a single source within a reasonable
geographic area of the product or service to be procured, (3) contract is for professional
services other than construction management services, (4) contract is for perishable items
purchased on a weekly or more frequent basis, (5) contract is for replacement parts, (6)
contract is for proprietary items for resale, (7) contract is related to selling by students

as an educational experience, (8) contract is related to authorized travel outside the
school district, (9) contract is for purchase of supplies for sale at public auction, (10)
contract is for group health and life insurance, worker's compensation and unemployment
insurance, and (11) contract is for supplies which will result in a savings to the district.

6C3. Small Purchase (KRS Chapter 45 A.385) procedures may be used when the
aggregate amount of the contract does not exceed $20,000. Policy must be in writing
and available to the public.

6C4. State Price Contracts (KRS Chapter 45 A.420) may be used when the result is a
savings to the district.

7. Conflicts of Interest (KRS 156.480):

No employee of a school district with decision making authority over the financial position
of a school, school district, or school system shall have any pecuniary interest in an amount
exceeding twenty-five dollars ($25).

8. Collection of School Taxes (KRS 160.500 - .510):

Tax collector is entitled to a fee equal to his expenses but not less than 1.5% and not to
exceed 4% for the collection of school taxes. The tax collector will, on or before the

tenth day of each month, pay the depository of the board of education the amount of the
school tax collected up to and including the last day of the preceding month. The amount
paid, along with the classes of property from which it was received, is to be reported in
writing to the treasurer of the board. This means that the sheriff or other property tax
collector is not to deduct his fee from the taxes collected.

9. Interest on Investment of School Taxes (KRS 134.140(3)):
If the sheriff invests local tax receipts, he must turn over to the board of education a
proportionate share of interest earned on the local tax receipts.
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10. Compliance with Bonds, Penal Sum:

10A. Fidelity bond, penal sum: As stipulated in Kentucky Administrative Regulations

702 KAR 3:080 Section 2. (1) A local board of education shall require a fidelity bond from the
board treasurer, the finance officer, and others holding similar positions who are
responsible for district funds. (2) A local board of education shall determine the amount of
the penal sum of the fidelity bond for all employees by July 1st of each year. (3) The local
board of education shall submit the fidelity bonds to the Commissioner of Education for
approval no later than July 31st of each year. Review districts' personnel that have access

or responsibility for local board funds and ensure that the districts comply with the
administrative regulation by having that person(s) bonded appropriately.

10B. Depository bond, penal sum: As stipulated in Kentucky Administrative Regulations

702 KAR 3:090 Section 1. (1) A local board of education, on the advice of the superintendent,
shall determine the penal sum of the bond of depository at least thirty days prior to the
depository entering upon its duties and by July 1 of each year. (2) The depository bond

must be approved by the Commissioner of Education. (3) The penal sum of the depository
bond shall be at least equal to either 103 percent of the current daily balance in each account
as they may fluctuate throughout the life of the bond or the highest daily balance in each
account each month for all accounts in the previous year.

11. Substitute Teacher Pay (KRS 157.390 and 702 KAR 3:075):
Boards of education shall adopt a per diem pay schedule for substitute teachers which will
take into account their training and experience.

12. Transportation Reimbursement (KRS 158.110):
Transportation of non-public school (private or parochial) children and reimbursement
agreements per KRS 158.110 and accompanying attorney general opinions.

13. Payment of Salaries to School Employees:

13A. All school employees working on a continuing, regular basis shall be paid regularly
on dates determined by the board of education during the school year or during the
fiscal year for 12 month employees. (KRS 160.291 and 702 KAR 3:060).

13B. KRS 161.011 requires that districts provide contracts for all classified employees and
that job descriptions are consistent with KDE Classification Plan for Classified Employees.

14. Publication of Annual Financial Statement and Budget:

14A. KRS 424.220 requires that local boards of education publish annual financial
statements which shall include the total amount of funds collected and received during the
fiscal year from each individual source and the amount dispersed during the fiscal year

to each individual payee and the purpose for which the funds were expended. The amount
of salaries paid to district employees shall be shown as lump sum expenditures.

14B. KRS 424.250 requires that local boards of education publish the tax rates levied
by the district after approval by the Kentucky Board of Education.

15. No Extensions of Credit:
Extension of credit by the Board of Education as prohibited in Sections 177 and 179
of the State Constitution.

16. Incompatibility:
Incompatibility of offices and employment as stated in Sections 165 and 237 of the State
Constitution. Refer also to KRS 61.080, 160.180, and 160.345.
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17. Exceeding of Budget per KRS 160.550:
17A. No expenditures are permitted in excess of the income and revenue of any year.

17B. A district is deemed to be deficit if it ends a fiscal year with a negative fund balance
in the General Fund as reported on the district's Annual Financial Report.

18. Adherence to budget cycle outlined in KRS 160.470, KRS 160.345, 702 KAR 3:246:

18A. KRS 160.470(5) states within thirty (30) days after the district board of education has
received its assessment data, the rates levied shall be forwarded to the Kentucky Board

of Education for its approval or disapproval. The failure of the district board of education

to furnish the rates within the time prescribed shall not invalidate any levy made thereafter.
KRS 160.345(2)(f) and 702 KAR 3:246 require local boards to make an allocation to school
councils by March 1 of each year which shall include the amount for certified and classified
staff based on the district's staffing policy and the amount for instructional supplies,
materials, travel, and equipment.

18B. KRS 160.470(6)(a) also requires boards of education to adopt a tentative working
budget for subsequent fiscal year by May 30 of each calendar year. The budget must
contain a minimum 2% reserve based on the district's total budget. Evidence of board
action can be found in the board's official minutes.

18C. Finally, KRS 160.470(6)(b) requires local boards to adopt a final working budget and
submit it for State Board approval by September 30 of each calendar year. Evidence of board
action can be found in the official minutes of the board.

19. Board Designation of Depositories (KRS 160.570(1) and 702 KAR 3:090):

Board designation of depositories of school funds and executed Bond of Depository per

KRS 160.570(1) and 702 KAR 3:090. Each board of education shall appoint a bank, trust
company, or savings and loan association to serve as its depository, and if its annual
receipts from all sources exceed one hundred thousand dollars ($100,000), it may designate
three (3) depositories, except boards of education of school districts in counties containing
cities of the first class may designate up to six (6) depositories. The depository may be
designated for a period not to exceed two (2) years, and before entering upon its duties
shall agree with the board as to the rate of interest to be paid on average daily or

monthly balances.

20. Leases (KRS 65.944, KRS 160.160, and 702 KAR 3:300):

20A. All leases in excess of $100,000 must be reviewed by the Division of District Support
and approved by the Commissioner of Education. Technology lease agreements of any
amount must be reviewed by the Division of District Support and approved by the
appropriate personnel in the Office of Knowledge, Information, and Data Services.

20B. No board may lease a building or public facility that has been or is to be financed at
the request of the board or on its behalf without approval of the Department.

21. SFCC Participation (KRS 157.611 - .640):

21A. The School Facilities Construction Commission was established to help local school
districts meet their school construction and education technology needs. The commission
administers two separate programs: the school construction funding program and the
education technology program. Funds appropriated for each program to the school
district are to be maintained and audited separately.

21B. For the School Facilities Construction program, noncompliance of KRS 157.611(2),
.615(1), .620(1-3), .622(5), .625(4), .627(1-3), or .632(1) shall be noted.
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21C. For the Education Technology Funding program, refer to KRS 157.650 - .660 and

Administrative Regulation 750 KAR 2:010. Expenditures from the technology fund must be

consistent with the district's approved technology plan.

22. Requirements on Notification and Approval of Leases (KRS 65.944):

22A. In addition to the notification required by KRS 65.117, no county, except an urban-
county, shall enter into a lease if the lease price exceeds five hundred thousand ($500,000)
without first receiving the approval of the lease from the state local debt officer. The state
local debt officer may prescribe procedures and adopt regulations for granting approval

of the leases.

22B. In addition to the notification required by KRS 65.117, no school district shall enter
into a lease if the lease price exceeds one hundred thousand dollars ($100,000) without
first receiving the approval of the lease from the chief state school officer. The chief
state school officer shall recommend administrative regulations to the State Board of
Education for implementation of KRS 65.940 to 65.956.

22C. The state local debt officer may provide technical and advisory assistance regarding
the entering into leases by a governmental agency whose governing body requests
assistance.

22D. Local school districts may borrow money on short term basis subject to the restriction
imposed by KRS 160.540.

23. Interest Earned on Restricted Accounts (KRS 157.615 and KRS 157.620):

23A. The school district shall transfer all available local revenue, as defined by KRS
157.615(1), to a restricted account for school building construction, to be utilized for the
priorities defined by the approved school facilities plan.

23B. Interest earned on funds deposited in the restricted accounts required by KRS
1557.620(2) shall be deposited in the restricted account and shall become part of the
restricted funds.

24. Retirement Systems:

Compliance with applicable statutes and regulations governing the Kentucky Teachers'
Retirement System (KTRS) and the County Employees' Retirement System (CERS). The
statutes can be found at the link: http://ktrs.ky.gov/05_publications/index/htm.

25. Property Insurance (KRS 160.105 and 702 KAR 3:030):

Insurance required per KRS 160.105 and 702 KAR 3:030. The school district shall provide
for fire and extended insurance coverage on each building owned by the board that is not
surplus to its needs as shown by the approved facility plan. This coverage must be an
amount equal to the estimated replacement cost per square foot as provided below.

July - December 2010 January - June 2011
Elementary Schools $197.60 $200.20
Middle Schools $201.50 $204.10
High Schools $214.50 $217.10
Vocational Schools $204.10 $205.40
Central Offices $200.20 $202.80
Bus Garages $166.40 $167.70

Storage Buildings $110.50 $111.15
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26. Sick Leave (KRS 157.420(3)):

Unused sick leave per KRS 157.420(3) provides guidance to school districts for funding a
restricted escrow account, and compensating teachers or employees, for unused sick leave.
A district that compensates it teachers or employees for unused sick leave at the time of
retirement, pursuant to KRS 161.155, may create an escrow account to maintain the amount
of funds necessary to pay teachers or employees who qualify for receipt of the benefit.

The fund is limited to not more than fifty percent (50%) of the maximum liability for the
current year to be determined according to the number of staff employed by the district

on September 15. Interest generated by the account shall be calculated as part of the

total amount. The funds shall not be used for any purpose other than compensation for
unused sick leave at time of retirement and shall not be considered as part of the general
fund balance in determining available local revenue for purposes of KRS 157.620. Full
disclosure of findings is desired.

IVARIOUS CONTRACT REQUIREMENTS

1. Examination of Board Minutes, Insurance Policies, Bids and Collateral:

An examination of these documents shall be made insofar as they affect the financial
transactions of the district and the district's compliance with statutes and regulations. Of
special concern are adherences to bid laws, risk management, conflict of interest, and
contract approvals.

2. Examination and Analysis of Sources of Income:

Auditors having approved contracts with local boards of education receive a District Payment
Register listing all payments to the district from the Kentucky State Treasurer. This report,
sheriff's reports on tax receipts (sheriff's settlement), bond issues, interest recaps, and

other documentation shall be used to verify and classify receipts. Auditors also receive
health insurance, flexible spending account, life insurance, administrative fee, KTRS and
Voc-ED information for their review. The auditor shall also be concerned with the propriety
of the allocation of tax receipts between the general ledger and the building funds.

3. Verification of District Posting Audit Adjustments to MUNIS:

The district shall provide the auditor with an AFR and Balance Sheet that is in agreement

with the audit report. Failure of the district to post all audit adjustments and generate an
AFR and Balance Sheet that agree to the audit report will result in a written audit finding.

4. Verification and Legal Authorization of Disbursements:

Determine the propriety of disbursements on a test basis using the following documents:
(1) Official Minutes, (2) Standard Invoices, (3) Vendor Invoices, (4) Orders of the Treasurer,
(5) Cancelled Checks, (6) Purchase Orders, (7) Signed Claims for Reimbursement,
Advancements, etc., (8) Payroll Reports, (9) BG-1s, (10) Interfund Transfer Forms,

(11) Board Orders, (12) Contracts and/or Lease Agreements, (13) Board Policy for Pro Rata
Allocation Among Funds and Other Board Policy Pertaining to Disbursements, and

(14) Auditors Should Consider Reviewing Employee Contracts, Overtime, Extra Duty Pay,
and Hand-Written Payroll, Finance, and Superintendent Offices. Auditors should consider
reviewing these items for other school employees through sampling.

5. Long-Term Leases:

Examine any long-term lease agreements, lease-purchase agreements, or other multi-year
funding arrangements for adherence to bid laws, payments being made from the proper
fund, and terms and conditions meeting statutory requirements.

6. Budgets:

A copy of the Tentative Budget and Working Budget (AFR), as adopted, with amendments,
shall be given to the auditor at the beginning of the engagement. Comparison of actual
income and disbursements with the budget may disclose fiscal management weaknesses
or extraordinary events to be investigated. Full disclosure of findings is desired.
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7. Accounts Receivable:

Accounts receivable are recognized on the modified accrual basis of accounting. GASB 33
establishes general standards for the recognition of assets on the balance sheet (i.e., cash
or accounts receivable) and the income statement (i.e., revenue). The asset recognition
question arises when cash has not yet been received, and a determination must be made
for recognizing the receivable as an asset on the balance sheet.

Pursuant to GASB 33, there are eligibility and timing requirements to consider. Transactions
are eligible to be recognized when measurable and probable. Transactions such as state
and federal mandated programs, grants, and donations are recognized when all eligibility
requirements are met. Property taxes are defined as imposed non-exchange transactions.
Recognition or property taxes is based upon a timing requirement, which is "when
enforceable legal claim and period for which is levied." Consistent with GASB 33, real
property taxes levied as of January 1, 2009, but not yet billed, will not be recorded

as receivables on the balance sheet of Kentucky school districts.

8. Accounts Payable

Accounts payable arise with the recognition of the liability of the school district to pay for
goods received or services rendered, resulting in the identification of an asset or recording
of an expense. Accounts payable are generally those liabilities whose liquidation is
reasonably expected to require use of existing resources.

Because school districts must order supplies and equipment in the spring for the following
school year, care should be taken to discern the amounts to be classified as Purchase
Obligations rather than payable. The fund balance may be proportionately shown as
Assigned - Purchase Obligations (Current Periods 1 - 12) and Assigned - Purchase Obligations
(Periods 13 - Year End). Those purchase orders and contracts expected to be honored in the
new year with new revenue should be classified as Purchase Obligations. No detail of
Purchase Obligations need by provided. The measurement of accounts payable is
principally from vendor invoices submitted to the school district for payment, from existing
contractual arrangement, or from board orders.

9. Findings

The report shall contain all control deficiencies identified during the audit which are
considered significant deficiencies and/or material weaknesses, including significant
deficiencies and material weaknesses that were communicated in previous audits. These
control deficiencies must be appropriately segregated and identified in the report and coded
by the fiscal year under audit (i.e. 2011-1, 2011-2). Control deficiencies presented as part

of the report shall be well developed and shall consist of the following components:

1. A statement of finding(s).
2. The criteria

3. The cause

4. The effect

5. A recommendation

6. Management’s response

A written management letter is required to be submitted to the district and included as part
of the audit that is submitted to KDE. Each management letter shall report on the status of
previous management letter comments and the progress toward the resolution of concerns
identified during the preceding audit. The management letter comments are not required to
consist of all of the components listed above.
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10. Activity Fund Schedules

The High School Activity Fund Schedule should categorize each individual activity fund by
account, reflecting all activity funds of the high school. The High School Activity Fund
Schedule must show receipts, expenditures, beginning balance and ending balance.
Elementary and Middle School Activity Funds should be summarized showing receipts,
expenditures, beginning balance and ending balance in a single line per school.

11. Compensated Absences

The auditor shall ensure compensated absences are properly reported in the financial
statements. GASB Statement No. 16, Accounting for Compensated Absences , as
interpreted by GASB Interpretation No. 6, provides guidance for measuring liabilities for
compensated absences, which are absences for which employees will be paid, such as

as vacation, sick leave and sabbatical leave. GASB Statement No. 16 provides different
liability measures depending on the characteristics of particular benefits. It also provides
alternatives — the termination payment method and the vesting method — for recognizing
liabilities for sick leave and other compensated absences with similar characteristics.

The government-wide and proprietary and trust fund financial statements should
recognize compensated absences expenses when the liability is incurred.

12. GASB 54 Fund Balance Reporting and Governmental Fund Type Definitions

The requirements of this Statement are effective for financial statements for periods
beginning after June 15, 2010. The auditor should review documentation to support the
District's classification of fund balances.

Sample Note:

Restricted fund balances arise when constraints placed on the use of resources are either externally
imposed by creditors (such as through debt covenants), grantors, contributors, or laws or regulations
of other governments or imposed by law through constitutional provisions or enabling legislation. At
June 30, 2010, the District had $3,864,556 as restricted for capital projects in the Construction Fund
and $1,897,288 restricted in the nonmajor funds ($571,278 restricted for capital projects and
$1,326,010 restricted for debt service).

Committed fund balances are those amounts that can only be used for specific purposes pursuant to
constraints imposed by formal action of the government's highest level of decision-making authority,
which, for the District is the Board of Education. The Board of Education must approve by majority vote
the establishment (and modification or rescinding) of a fund balance commitment. The District had the
following commitments at June 30, 2010: $750,000 for buses, $47,079 for land, $368,538 for nurses,
$398,072 for debt service and $950,000 for sick leave.

Assigned fund balances are those amounts that are constrained by the government's intent to be used
for specific purposes, but are neither restricted nor committed. The Board of Education allows
program supervisors to complete purchase orders which result in the encumbrance of funds. The
amount assigned related to encumbrances at June 30, 2010, was $1,016,057. Assigned fund balance
also includes (a) all remaining amounts (except for negative balances) that are reported in
governmental funds, other than the general fund, that are not classified as nonspendable and are
neither restricted nor committed and (b) amounts in the general fund that are intended to be used for
a specific purpose.

Unassigned fund balance is the residual classification for the general fund. This classification
represents fund balance that has not been assigned to other funds and that has not been restricted,
committed, or assigned to specific purposes within the general fund.
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The District considers unrestricted amounts to have been spent when an expenditure is incurred for
purposes for which both restricted and unrestricted fund balance is available. Also, the District has
established the order of assigned, committed and restricted when an expenditure is incurred for
purposes for which amounts in any of those unrestricted fund balance classifications could be used.

13. On-Behalf Payments

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 of the

financial statements.

Sample Note:

The District receives on-behalf payments from the State of Kentucky for items including retirement

and insurance. The amount received for the fiscal year ended June 30, 2010, was $18,654,589. These
payments were recorded as follows:

General Fund $17,798,808
Food Service Fund 757,075
School Age Child Care Fund 89,686
Educational Television Fund 9,020

Total $18,654,589




