FY12 Frequently Asked School District Financial Audit Questions
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KTRS Requirements
1.  When is the audit report due?

The audit report is due to the Kentucky Department of Education (KDE) by close of business on 
November 15, 2012.
2.  What if the audit report cannot be submitted on November 15, 2012?
If the audit report cannot be submitted by the November 15th deadline, the auditor shall submit an Audit Extension Request form, fully completed by both auditor and the district, to KDE by October 1, 2012. The form is provided in Appendix III of the audit report. If the Audit Extension Request form does not reach KDE by October 1, 2012 and the audit has not been received by KDE by November 15, 2012, then the audit will be considered late and penalties as outlined in the audit contract shall be imposed.
3.  How many hard copies of the audit report should be submitted to KDE?

Two hard copies of the audit report, including the management letter with management responses, shall be submitted to KDE. 

4.  How should the audit report be submitted electronically to KDE?

The audit report shall be delivered in one of the following formats:  Text documents shall be submitted in Microsoft Word and/or Adobe Acrobat (PDF) formats.  Spreadsheet documents shall be submitted in Microsoft Excel and/or Adobe Acrobat (PDF) formats.  No more than three (3) files total (text and spreadsheet) will be accepted electronically. If the audit report cannot be delivered electronically in the above formats, please contact KDE to make alternate arrangements. If audit reports are submitted to KDE in the wrong format auditors will be required to resubmit audit reports in the required format as referenced above.
5.  What is the email address to use when submitting the electronic audit report?

Finance.Reports@education.ky.gov with “District Name Audit” in the subject line.  

6.  Should the Data Collection Form be sent to KDE with the audit report?


No.  The district shall submit the Data Collection Form and one copy of the audit report directly to the Single Audit Clearinghouse.

7.  What are the critical dates for school district audits?

October 1, 2012 - Audit Extension Request form due at KDE.

November 15, 2012 - Audit reports (hard and electronic) due at KDE.
8.  Should the audit report include responses to the Findings & Questioned Costs and 
     Management Letter Points?

Yes. Appendix I, Point 9 states, “responses to findings and the management letter shall be submitted as a part of the audit report”. 

9.  What should be included in the audit report for the High School Activity funds?

The High School Activity Fund Schedule shall categorize each individual activity fund by account, reflecting all activity funds of the high school. The High School Activity Fund Schedule shall show at a minimum, receipts, expenditures, beginning balance and ending balance for each account.

10.  What should be included in the audit report for Elementary and Middle School Activity 
       funds?


Elementary and Middle School Activity Funds shall be summarized showing at a minimum, receipts, expenditures, beginning balance and ending balance in a single line per school. 

11.  May the school activity funds end or begin the fiscal year with a deficit balance?

No. School activity funds or individual activity accounts shall not end or begin the fiscal year 

with a deficit balance.

12.  Should there be an exit conference with the district?

Yes. Even if the district does not request an exit conference, the auditor shall meet with the district to discuss the audit.

13.  Should the audit adjustments be given to the district even if they do not request them?

Yes.  The district shall record audit adjustments after the audit has been completed and before the revised AFR is submitted to KDE on or by the November 15th deadline. Also, the district shall submit a statement certifying that all audit adjustments have been entered into MUNIS and an Annual Financial Report and Balance Sheet, which are in agreement with the audit report, will be submitted to KDE.  The district shall send a revised AFR to KDE at the same time the audit report is submitted.  
14.  What are KDE’s procedures for reviewing school district audits?
KDE staff may review the MD&A for the following sections:

a. Financial Highlights,

b. Government-Wide (District-Wide) Financial Statements Description,

c. Fund Financial Statements Description,

d. Notes to the Financial Statements Description,

e. Government-Wide (District-Wide) Financial Analysis and

f. Budgetary Implications.
KDE staff compare the ending net assets on the District Wide Statement of Net Assets to the ending net assets on the District Wide Statement of Activities. The ending fund balance on the Governmental Balance Sheet and Governmental Statement of Revenues, Expenditures and Changes in Fund Balance is also compared and reconciled to the District Wide Statement of Net Assets.
Fund balances are compared on each page within the audit report.  If the fund balances do not match, the School District’s Finance Officer or auditor is contacted and is requested to have the auditor provide an explanation and a corrected audit.

Fund balances, revenues and expenditures in the audit report are compared to the school district’s Annual Financial Report and the Balance Sheet. If there are discrepancies, the School District’s Finance Officer or auditor is contacted and a written explanation or transfer of revised MUNIS Reports is requested. 

The audit report is reviewed for inclusion of the detailed High School Activity Fund Schedule and a single line schedule for the Elementary and Middle School activity funds.   If the schedule(s) are not included in the audit report, the School District’s Finance Officer or auditor is contacted and the schedules are requested.  If any of the activity funds have a deficit balance, the district will be asked to provide a corrective action plan.
Findings and Questioned Costs are reviewed.  If a response has been included in the audit report, it is reviewed.  If the response is not sufficient or if no response was provided, the district will be asked to provide a corrective action plan.

Management Letter Points are reviewed.  If a response has been included in the audit report, it is reviewed.  If the response is not sufficient or if no response was provided, the district will be asked to provide a corrective action plan.

If Findings and Questioned Costs and/or Management Letter Points have been repeated from the previous year, it is noted in the review report.

15. Are auditors allowed to submit individual revised audit report pages to KDE?
No. 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. 

16.  How should Management Letter Points be reported in the audit report?

Management Letter Points shall be reported for each individual school.

17.   Can Fund 2 have a fund balance?

Yes, Fund 2 can have a fund balance if it is comprised only of remaining technology (KETS) funds in project 162X.  The audit report and the AFR shall match.

18.   Should the district and auditor compare the audit report and AFR before submitting them 

        to KDE?


Yes.  The district shall make the audit adjustments.  Then, the auditor and the finance officer shall compare the audit report with the AFR to make sure they agree.  When they agree, the finance officer shall then submit the revised MUNIS Reports to KDE. The district shall then submit a statement certifying to the fact that all audit adjustments have been entered into MUNIS and an Annual Financial Report and Balance Sheet, which are in agreement with the audit report, have been submitted to KDE.
19. When the state and federal revenues are reviewed, do on-behalf payments have to be 
identified?


No. On behalf payments do not have to be shown as a separate line item on the financial statements, however they must be included in total revenues and expenditures.  The auditor shall also provide a footnote in the audit report stating the amount of on-behalf payments. Please refer to the “On Behalf Payments” webpage:

http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/On+Behalf+Payments.htm
20. Should auditors explain if on-behalf payments are not budgeted?

Yes. Auditors shall footnote the Budget to Actual Statements when On-behalf payments are not budgeted.

21. Where are Donated Commodities reported?

        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.

22.  May the sheriff deduct the collection fee before the tax funds are remitted to the school 
district?


No. According to KRS 160.500, and more specifically OAG 82-587, the sheriff may not deduct the collection fee for collecting school taxes before the school tax funds are presented to the depository for the school district. 

23.  How should compliance with the State Requirements for Local School District Audits, 
       Appendix II, Item 11, Subsection (i) for the Treasurer’s Bond be verified?

      Both the Finance Officer and Treasurer shall be appropriately bonded.  Treasurer’s Bond(s)      

      shall be executed at or above the minimum levels on the Exposure Calculation Worksheet which 
      can be downloaded from the following address:
http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Bonds/Fidelity++Bond.htm 
     All staff responsible for and having access to local board funds shall be appropriately covered  

     under a blanket bond.
24.  How should compliance with the State Requirements for Local School District Audits, 

       Appendix II, Item 11, Subsection (s) for the Depository Bond be verified?

Each district depository shall be sufficiently collateralized during each month of the fiscal year in accordance with the Kentucky Administrative Regulation 702 KAR 3:090 Depository Bond, Penal Sum located on the Kentucky Legislature web site http://www.lrc.ky.gov/kar/702/003/090.htm .
25.   What is current sick leave liability?


Governmental funds are required to be reported on the modified accrual basis of accounting.  The amounts owed to all employees that have given notice to retire at June 30 but that have not been paid shall be reported as current sick leave liability in object code 7493.  Proprietary fund current sick leave is to be reported on the full accrual basis by recording the amount of sick leave expected to be paid within 60 – 90 days after year end.  

26.   Should the Capital Project Funds Budget be a part of the audit report?

No.

27.  Other issues:

a. All debt shall be recorded in the audited financial statements, including the portion for which SFCC is responsible.

b. Technology Grant – Local revenue in the technology grant does not have to be deferred.  Districts could have Fund 2 balance equal to what is remaining in Project 162X.

c. Major Funds – The General Fund is always a major fund.  KDE has mandated that Special Revenue Fund will always be a major fund.  Calculations shall be made for other funds based on generally accepted accounting principles (GAAP).

d. Districts shall have a Board policy regarding fixed asset capitalization including when a fixed asset inventory shall be taken.  

e. Districts are responsible for writing the MD&A required by GAAP.  They can receive assistance from their auditor, but the auditor cannot write the MD&A.

f. Careful attention shall be paid to entries for recording bond issuance and refundings (See GASB 7, 23 & 34).  Debt issuance costs shall be capitalized and amortized in the government-wide statements and recorded as expenditures in the governmental funds statements.

g. A deficit in the Statement of Net Assets does not violate the KRS but does require disclosure.  KDE will review the Government and Proprietary Fund Financial Statements to determine if any deficits exist which do violate statute.

h. KDE does not expect ANY qualification in the audit report.  Any items requiring a qualification shall be reviewed by KDE prior to issuing the report. However there may be qualification on the financial statements and/or the federal funds on the Summary of Findings & Questioned Costs. 

i. The threshold for the determination of Major Programs for the Single Audit Report is $500,000 or more of federal awards in a fiscal year.

j.    Districts that have received clean opinions for the prior two years with no federal findings will qualify as low risk on the Schedule of Findings and Questioned Costs.

28.  Where are Debt Service Funds reported?
Use of Debt Service Fund is optional for districts in fiscal year 2012. Using a Debt Service Fund is actually the correct way to report Debt Service under GAAP.  Some districts probably have the Debt Service Fund (Fund 400) already set up in MUNIS.
Use of this fund would not eliminate the use of Capital Outlay and Building Funds. Districts receipt revenues into the Capital Outlay and Building Funds and then they do a FUND TRANSFER to the Debt Service Fund. In the Debt Service Fund the district would have a single revenue code for Fund Transfer Revenue (5210).  Fund 400 expenditures would be for principal (0831) and Interest (0832). KDE recommends that the districts use project numbers in Fund 400 to account for separate bond issuances. This will allow districts’ MUNIS report to mirror their audits.  Project numbers should be assigned as:

“XXBD” – Where XX is the fiscal year of the bond issue

If districts have more than one bond issue per fiscal year then they attach a number to the end of the project number (i.e. “XXBD1”).

29. Who should the auditor inform if the contracted CPA firm changes name or merges with 

      another firm after the audit contract is signed and/or during the audit?
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.

30. What type of review is done on  School District Audit Reports by the Auditor of Public Accounts (APA) and what are the most common findings?

The Auditor of Public Accounts conducts detailed A-133 desk reviews of the school district audit reports using the “Uniform Guide for Initial Review of A-133 Audit Reports.” The Auditor of Public Accounts with assistance from KDE revised the desk review guide to include KDE requirements and changes to the standards:

The purpose and objectives of the initial desk review are to:
· Ensure that audit reports meet applicable reporting standards and Office of Management and Budget (OMB) Circular A-133 reporting requirements;
Federal Compliance Requirements can be found under Circular A-133 at www.whitehouse.gov/OMB.
· Identify any follow-up audit work needed;
· Identify audits for potential quality control reviews; and,
· Identify issues that might require management attention. 
Auditors are required to correct and resubmit any FY 2012 audit reports that are determined to be unacceptable or technically deficient within thirty (30) days of being notified by KDE. 
The findings documented on the following Auditor of Public Accounts’ webpage are some of the most frequently noted issues cited in the FY 2010 desk reviews of the school district audit reports:  Link to A-133 Reports:

http://www.auditor.ky.gov/Public/Audit_Reports/Archive/2010EducationA-133DeskReviewsaup.pdf 
Independent Auditor’s Report:

· The Independent Auditor’s Report shall include a statement that the audit was conducted in accordance with GAAS and an identification of the United States of America as the country of origin of those standards (for example, auditing standards generally accepted in the United States of America or U.S. generally accepted auditing standards) and the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States, the provisions of Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and the audit requirements prescribed by the Kentucky State Committee for School District Audits in Appendix I of the Independent Auditor’s Contract – General Audit Requirements, Appendix II of the Independent Auditor’s Contract – State Audit Requirements, and Appendix III of the Independent Auditor’s Contract –  Audit Extension Request, and Appendix IV of the Independent Auditor’s Contract  –  Instructions for Submission of the Audit Report and appropriately referenced in the various reports within the audit.
Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements Performed in Accordance with GAS:

· If significant deficiencies are noted the report shall state that the significant deficiencies are described in the accompanying schedule of findings and questioned costs as items (and list the finding reference numbers).

· The Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements Performed in Accordance with GAS shall contain a statement that “We noted certain matters that we reported to management of Name of the District in a separate letter dated date of letter”
· The language in the paragraph restricting the use of the audit report shall state that the report is intended solely for the information of members of the Kentucky State Committee for School District Audits, the members of the Board of Education of Name of the District, the Kentucky Department of Education, management, and 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.  

Report On Compliance With Requirements Applicable to Each Major Program and on Internal Control Over Compliance in Accordance With OMB Circular A-133:

· The language in the paragraph restricting the use of the audit report shall state that the report is intended solely for the information of members of the Kentucky State Committee for School District Audits, the members of the Board of Education of Name of the District, the Kentucky Department of Education, management, and 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.  

SEFA:

· The National School Lunch Program (NSLP) cash assistance and non-cash assistance (commodities) shall be reported under CFDA 10.555.  Several of the school district audits reported food commodity expenditures under CFDA 10.553, 10.555, 10.556 and 10.559. School districts shall have an agreement in place with the Kentucky Department of Agriculture, in accordance with federal regulations at 7 CFR 250.12, for the distribution and use of donated foods under the National School Lunch Program – CFDA 10.555. 

· The Schedule of Expenditures of Federal Awards shall provide the total federal awards expended for each individual federal program.

· For federal awards received as a subrecipient, the Schedule of Expenditures of Federal Awards shall include the name of the federal awarding agency, as well as the name of the pass-through entity and identifying number assigned by the pass-through entity for reporting purposes. If the federal awarding agency or pass-through entity is unknown, this information shall be verified through the grant agreement or contract that the school district has in place with the state agency.

· The program titles reported in the Schedule of Expenditures of Federal Awards shall agree to the Catalog of Federal Domestic Assistance.

· A cluster of programs shall be treated as one program for determining major programs. Two clusters, the Special Education Cluster and Child Nutrition Cluster, were not identified on the Schedule of Expenditures of Federal Awards as clusters in many of the district audit reports.
A. The Child Nutrition Cluster shall include the following programs:



School Breakfast Program – CFDA 10.553



National School Lunch Program – CFDA 10.555



Special Milk Program for Children – CFDA 10.556



Summer Food Service Program for Children – CFDA 10.559

B. The Special Education Cluster shall include the following programs:




Special Education – Grants to States – CFDA 84.027




Special Education – Preschool Grants – CFDA 84.173

· The value of the Federal awards expended in the form of non-cash assistance shall be included in either the schedule or a note to the schedule. OMB Circular A-133 says that it is preferable to present this information in the schedule.  For example, there are two suggested formats for presenting cash and commodity assistance for the Child Nutrition Cluster in the SEFA.  National School Lunch Program’s cash and commodity components can be reported on separate lines under the Child Nutrition Cluster, National School Lunch Program using CFDA 10.555 for both components.   Or, the commodity component can be reported under the Child Nutrition Cluster, Non-Cash Assistance (Commodities), National School Lunch Program using CFDA 10.555 and the cash component can be reported under the Child Nutrition Cluster, Cash Assistance, National School Lunch Program using CFDA 10.555.
· There are instances where the CFDA number is not available, which is sometimes the case for new federal programs and R&D programs. In addition, cost-type contracts normally will not have a CFDA number. When the CFDA number is not available, the schedule shall indicate that fact and shall include in the schedule the program’s name and, if available, other identifying number.

· There may be instances where the individual sources (that is, federal, state, and local) of federal awards may not be separately identifiable because of commingled assistance from different levels of government. If the commingled portion cannot be separated to specifically identify the individual funding sources, the total amount shall be included in the schedule, with a note to the schedule describing the commingled nature of the funds.

Schedule of Findings and Questioned Costs:

· The report on internal control over financial reporting and on compliance and other matters shall refer to the schedule of findings and questioned costs, which shall describe the findings required to be reported under Government Auditing Standards.

· Not all of the findings noted in the Report on Internal Control Over Financial Reporting and the Report on Compliance With Requirements Applicable to Each Major Program were carried over to Section I of the Schedule of Findings and Questioned Costs.  

· Section 315(a) of OMB Circular A-133 requires that the auditee prepare a corrective action plan for current year audit findings.

· There shall be a statement on whether the audit disclosed any audit findings.  If there is no finding, the statement shall be “The audit did not disclose any audit finding.” 

Summary Schedule of Prior Audit Findings:

· The auditee is responsible for follow-up and corrective action on all audit findings. As part of this responsibility, Section 315(a) of OMB Circular A-133 requires that the auditee prepare a summary schedule of prior audit findings.

· The summary schedule of prior audit findings shall report the status of all audit findings included in the prior audit’s schedule of findings and questioned costs relative to federal awards. 

· A summary schedule of prior audit finding shall be prepared even if there are no matters reportable therein.  

Management Letters: 

· KDE requires the auditor to communicate to the auditee in a management letter the following matters unless they are clearly inconsequential—deficiencies in internal control that are not significant deficiencies or material weaknesses, immaterial violations of provisions of contracts or grant agreements, and immaterial abuse. Such communications in a management letter shall be referred to in the report on internal control.

· The management letter shall report on the status of prior year management letter comments and the progress toward the resolution of concerns identified during the preceding audit.

·    Management letters shall include management’s response to the auditor’s    

   recommendations.
Examples of errors in fiscal year 2010 audit reports resulting in an audit being classified as substandard or technically deficient
Substandard
· Differences between the information in the 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 (Yellow Book Report) opinion letter and the Schedule of Findings and Questioned Costs.

· Referencing June 30, 2009 in the opinion paragraph of the Report On Compliance With Requirements That Could Have a Direct and Material Effect on Each Major Program and on Internal Control Over Compliance in Accordance with OMB Circular A-133 (A-133 Compliance Report).

· Leaving out significant opinion sentences from both the Yellow Book Report and the A-133 Compliance Report 

· Referencing a different school district than the one being audited in the Yellow Book Report. This report also referenced June 30 2009 instead of 2010 in the Summary of Auditor’s Results.

Technically deficient

· Not referencing the opinion units audited in the introduction paragraph of either the Independent Auditor’s Report or the Yellow Book Report or the A-133 Compliance Report.
· Leaving out a significant sentence or a paragraph from either the Independent Auditor’s Report or the Yellow Book Report or the A-133 Compliance Report..

· Large math errors in the financial statements.

· Using outdated language on either the Independent Auditor’s Report, or the Yellow Book Report or the A-133 Compliance Report.
· Having discrepancies between two paragraphs in the Yellow Book Report.

· Referring to internal control over financial reporting instead of internal control over compliance in the A-133 Compliance Report.

· Not including a column to identify pass through numbers for federal grants on the Schedule of Expenditures of Federal Awards.

· Not including an opinion on the Schedule of Expenditures of Federal Awards.

· Having discrepancies between the Schedule of Findings and Questioned Costs and the opinion letters.

· Not including the Summary Schedule of Prior Audit Findings.

· Not including management letters.

· Having discrepancies between the management letter and the opinion letters regarding the classification of material weaknesses.

Kentucky Teachers' Retirement System Audit Considerations 

An audit of a local school district in accordance with Government Auditing Standards requires the auditor to test the district’s compliance with applicable laws and regulations under the Kentucky Teachers’ Retirement System (KTRS).

31.  Who can I contact concerning KTRS laws?

If you have questions, please call Mark Whelan, KTRS Chief Financial Officer, at (502) 848-8640.

32.   Which local school district employees are covered under KTRS? 

KRS 161.220(4) requires that employees who occupy a position requiring certification or graduation from a four-year college or university must participate in KTRS. (Positions that allow experience to substitute for either of these requirements do not participate in KTRS.)   Each employee should have a written job description that indicates these requirements. 

33.  Do substitutes and part-time employees, including KTRS retirees, contribute to KTRS? 

Yes, effective July 1, 2002, KRS 161.612 stipulates that any individual occupying a position on a part-time basis that requires certification or graduation from a four-year college or university as a condition of employment and any individual providing part-time or substitute teaching services that are the same or similar to those teaching services provided by certified, full-time teachers shall be a member of KTRS.  Individuals who provide part-time or substitute teaching services that are the same or similar to those teaching services provided by certified, full-time  teachers shall contribute to KTRS even if their employment does not require certification or a four-year degree.

 

34.  What about the employees who occupy a position not requiring certification or a four-year 
degree? 

Employees occupying these positions, except those who provide part-time or substitute teaching services that are the same or similar to those teaching services provided by certified, full-time teachers, should contribute to the County Employees Retirement System (CERS) and to social security. Examples of these positions are bus drivers, cafeteria workers, clerical workers, custodians, timekeepers and gatekeepers.

35.   Which compensation should have KTRS contributions withheld?  

KRS 161.220(10) defines annual compensation as the total salary received by a member for all services performed in employment covered by the retirement system during a fiscal year. However, the compensation must be available to all of the local school district employees to be allowed under KTRS. Examples of non-allowed compensation (for which KTRS contributions would not be withheld) are vehicle usage and mileage reimbursement, distinguished educator pay, and health insurance reimbursements. 

36.  What is the employee’s KTRS contribution rate? 

Effective July 1, 2011, individuals who became members of KTRS (or another Kentucky retirement system) before July 1, 2008 contribute 10.355% of their gross salary to KTRS and individuals who became members of KTRS or the Kentucky Retirement Systems after June 30, 2008 contribute 10.855%. However, they do not contribute to social security.   

37. What is the employer’s matching KTRS contribution rate? 

The local school districts pay employer matching on all employees who do not occupy federally funded positions.  As part of the Shared Responsibility Plan, beginning July 1, 2010 each employer is required to pay the amount equal to the increase in employee contributions. Effective July 1, 2011, the current employer match is .50% of total gross non-federal salaries in the district and for individuals employed in federally funded positions who became members of KTRS (or another Kentucky retirement system) prior to July 1, 2008, the employer-matching rate is 13.605% and 14.105% for those after June 30, 2008. 

38.  Who pays the matching for employees not in federally funded positions? 

In addition to the matching paid by local school district employers under Shared Responsibility, for employees not occupying federally funded positions, the Commonwealth of Kentucky contributes 13.105% of the gross salary of all local school district KTRS participants hired before July 1, 2008 and 14.105% for KTRS participants hired after June 30, 2008.

39.  When must a local school district remit contributions to KTRS?

KRS 161.560 requires that the employer forward all contributions to KTRS no later than 15 days following the end of each payroll pay date.

40.  When is the local school district’s KTRS annual report due? 

Each KTRS employer must submit an annual report by July 15 of each year. This report lists the wages paid and contributions withheld for each employee contributing in KTRS. On a test basis, please verify that the wages reported on the annual report agree with the payroll records.
 

41. KTRS attached documents and additional information consisting of KTRS background information and a sample footnote for compliance with GASB 27.



ATTENTION: KTRS Reporting Officials
This information provides required information for inclusion in your school district’s annual financial report. If you are not involved with the financial statement preparation, please forward this document to the school district’s FINANCIAL/ACCOUNTING MANAGER or the school district’s outside auditor.



The Governmental Accounting Standards Board (GASB) Statement 27, Accounting for Pensions by State and Local Government Employers, which became effective for periods beginning after June 15, 1997, requires that certain actuarial and pension disclosures by school districts be included in their financial statements. The Teachers’ Retirement System of Kentucky is furnishing this information so that districts can comply with the GASB requirements.

Additional information required by GASB Statement 27, such as covered payroll, amount of employee contributions, amount of state contributions made on behalf of the employee, etc., will have to be derived from the reporting district’s payroll records. Additional questions may be resolved by consulting with your school district financial auditor.

Plan Description

The Teachers’ Retirement System of the State of Kentucky (KTRS) was created by the 1938 General Assembly and is governed by Chapter 161 Section 220 through Chapter 161 Section 990 of the Kentucky Revised Statutes (KRS). KTRS is a blended component unit of the Commonwealth of Kentucky and therefore is included in the Commonwealth’s financial statements. KTRS is a cost-sharing multiple-employer defined benefit plan established to provide pension benefit plan coverage for local school districts and other public educational agencies in the state.

Types of employees covered

As of June 30, 2011 a total of 208 employers participated in the plan. Employers are comprised of 174 local school districts, 18 Department of Education Agencies and other educational organizations, 5 universities and also the Kentucky Community and Technical College System. According to KRS 161.220

“ . . . any regular or special teacher, or professional occupying a position requiring certification or graduation from a four (4) year college or university . . . “ is eligible to participate in the System. 
Benefit provisions

For members who have established an account in retirement system administered by the Commonwealth prior to July 1, 2008, members become vested when they complete five (5) years of credited service. To qualify for monthly retirement benefits, payable for life, members must either:

1.) Attain age fifty-five (55) and complete five (5) years of Kentucky service, or

2.) Complete 27 years of Kentucky service.

Participants that retire before age 60 with less than 27 years of service receive reduced retirement benefits. Non-university members with an account established prior to July 1, 2002 receive monthly payments equal to two (2) percent (service prior to July 1, 1983) and two and one-half (2.5) percent (service after July 1, 1983) of their final average salaries for each year of credited service. New members (including second retirement accounts) after July 1, 2002 will receive monthly benefits equal to 2% of their final average salary for each year of service if, upon retirement, their total service less than ten years. New members after July 1, 2002 who retire with ten or more years of total service will receive monthly benefits equal to 2.5% of their final average salary for each year of service, including the first ten years. In addition, members who retire July 1, 2004 and later with more than 30 years of service will have their multiplier increased for all years over 30 from 2.5% to 3.0% to be used in their benefit calculation.  Only actual worked service (or service purchased as a leave of absence or to complete an unfinished year) in excess of thirty years is eligible for the 3.0% multiplier.  Effective July 1, 2008, the System has been amended to change the benefit structure for members hired on or after that date.

Final average salary is defined as the member’s five (5) highest annual salaries for those members who retire with less than 27 years of service or who are less than age 55 at the time of retirement. Members at least age 55 with 27 or more years of service may use their three (3) highest annual salaries to compute the final average salary. The system also provides disability benefits for vested members at the rate of sixty (60) percent of the final average salary during their first five (5) years of disability retirement and a recalculated allowance thereafter. A life insurance benefit, payable upon the death of a member, is $2,000 for active contributing members and $5,000 for retired or disabled members.

Cost of living increases are one and one-half (1.5) percent annually. Additional ad hoc increases, and any other benefit amendments, must be authorized by the General Assembly.

Funding Policy

Contribution rates are established by Kentucky Revised Statutes (KRS). Effective July 1, 2011, for members who have established an account in a retirement system administered by the Commonwealth prior to July 1, 2008, members are required to contribute 10.355% of their salaries to the System. University members are required to contribute 8.715% of their salaries. KRS 161.580 allows each university to reduce the contribution of its members by 2.215%; therefore, university members contribute 6.5% of their salary to KTRS. Non-university members hired on or after July 1, 2008 pay an additional 0.5% of their salary to the medical insurance fund and university members hired on or after July 1, 2008 pay an additional 0.66% of their salary to the medical insurance fund.

The Commonwealth of Kentucky pays matching contributions of the amount 13.105% of salaries for local school district and regional cooperative employees hired before July 1, 2008 and 14.105% for those hired after July 1, 2008. Effective July 1, 2011, University employers contribute 14.18% of salaries of members hired before July 1, 2008 and 14.84% for those hired after that date. For local school district and regional cooperative members whose salaries are federally funded, the employer contributes 13.655% of salaries for those members hired before July 1, 2008 and 14.105% for those hired after that date.

The member and employer contributions consist of pension contributions and post-employment contributions to the medical insurance fund. The post-employment contribution of .75% from employee and employer contribution rates help finance KTRS’ retiree medical insurance plan. Members who join after July 1, 2008 pay an additional 1.0% into the medical insurance fund. Additionally, under the Shared Responsibility Plan, the local school district employers pay 0.5% of members’ salary for the 2011-2012 fiscal year.

If an employee leaves covered employment before becoming eligible to retire, the employee contributions credited to their retirement annuity account plus interest are refunded to the employee upon the member’s request.



SAMPLE NOTE DISCLOSURE:
Kentucky Local School District Notes to the Financial Statements

For the Year Ended June 30, 2012

Pension Plan

The Kentucky Local School District contributes to the Teachers’ Retirement System of Kentucky (KTRS), a cost-sharing, multiple employer defined benefit pension plan. KTRS administers retirement and disability annuities, and death and survivor benefits to employees and beneficiaries of employees of the public school systems and other public educational agencies in Kentucky. KTRS requires that members of KTRS occupy a position requiring either a four (4) year college degree or certification by KY Department of Education (KDE).  Job classifications that permit experience to substitute for either of these requirements do not participate in KTRS.

KTRS was created by the 1938 General Assembly and is governed by Chapter 161 Section 220 through Chapter 161 Section 990 of the Kentucky Revised Statutes (KRS). KTRS issues a publicly available financial report that includes financial statements and required supplementary information for the defined benefit pension plan. That report can be obtained by writing to Kentucky Teachers’ Retirement System, 479 Versailles Road, Frankfort, KY 40601 or from the KTRS web site at http://www.ktrs.ky.gov/.

Funding policy - Contribution rates are established by KRS. Members who established an account in a state retirement system before July 2008 are required to contribute 10.355% of their salaries to KTRS. Members after July 2008 contribute an additional 0.5%. The Commonwealth of Kentucky is required to contribute 13.105% of salaries for members in a state retirement system before July 1, 2008 and 14.105% of salaries for members who started their account after July 1, 2008. The federal program for any salaries paid by that program pays the matching contributions. 

Medical Insurance Plan

Plan description - In addition to the pension benefits described above, Kentucky Revised Statute 161.675 requires KTRS to provide access to post-employment healthcare benefits to eligible members and dependents. The KTRS Medical Insurance benefit is a cost-sharing multiple employer defined benefit plan. Changes made to the medical plan may be made by the KTRS Board of Trustees, the Kentucky Department of Employee Insurance and the General Assembly.

To be eligible for medical benefits, the member must have retired either for service or disability. The KTRS Medical Insurance Fund offers coverage to members under the age of 65 through the Kentucky Employees Health Plan administered by the Kentucky Department of Employee Insurance. Once retired members and eligible spouses attain age 65 and are Medicare eligible, coverage is obtained through the KTRS Medicare Eligible Health Plan. 

Funding policy – In order to fund the post-employment healthcare benefit, active member contributions are matched by the state at .75% of members’ gross salaries. Those who became members before July 1, 2008 contribute 1.25% of salary to the plan. Member contributions are 1.75% of salary for those who became members after July 1, 2008. Also, the premiums collected from retirees as described in the plan description and investment interest help meet the medical expenses of the plan. Additionally, under the Shared Responsibility Plan, the local school district employers pay 0.5% of members’ salary for the 2011-2012 fiscal year.

The Kentucky Local School District total payroll for the year was $_________.  The payroll for employees covered under KTRS was $_________.  For the year ended June 30, 2011, the Commonwealth contributed $_________ to KTRS for the benefit of participating employees. The School districts contributions to KTRS for the year ending June 30, 2011 were $________, which represents those employees covered by federal programs.
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