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FY2016 Frequently Asked School District Financial Audit Questions
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State Auditor’s 2 CFR 200 Desk Review

KTRS Requirements

1. When is the audit report due?

The audit report is due to the Kentucky Department of Education (KDE) on or before November 15, 2016.
2. What if the audit report cannot be submitted on November 15, 2016?
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, 2016. The form is provided in Appendix I of the audit contract package. If the Audit Extension Request form does not reach KDE on or before October 1, 2016 and the audit has not been received by KDE on or before November 15, 2016, 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?

One signed hard copy 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 submitted to the Finance.Reports@education.ky.gov in Adobe Acrobat (PDF) format with the file name “FY2015-2016 FA District Name.pdf”.  Example:  FY2015-2016 FA Adair Co.pdf. One electronic copy of the management letter must be submitted, either included with the audit report or in a separate PDF file. If submitted separately, it must be submitted to the same address listed above for submission of the audit report with the file name “FY2015-2016 FA District Name Mgt Ltr.pdf”.  Example: FY2015-2016 FA Adair Co Mgt Ltr.pdf.  No more than two (2) files total will be accepted electronically. The audit report and management letter must be signed and saved as a PDF file. Files must be text-based PDF and unlocked for improved accessibility.  The audit report Adobe Acrobat (PDF) file shall not be password protected.  If the audit report cannot be delivered electronically in the above format, 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 the file name “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 electronically 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, 2016 - Audit Extension Request form due at KDE.
November 15, 2016 - Audit Report (hard and electronic) due at KDE.
8. Should the audit report include responses to the Findings & Questioned Costs and Management Letter Points?

Yes. Responses should be included according to professional standards and requirement number 13 on page 13 of the audit contract package that states “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.”
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’s management to discuss the audit.

13. Should audit adjustments be approved by the district?
Yes.  The audit adjustments should be discussed with and agreed to by the district before they are reflected in the financial statements. The district shall record agreed upon audit adjustments after the audit has been completed and before the audited MUNIS Annual Financial Report and Balance Sheet Report (AFR) are submitted to KDE on or before November 15, 2016. 
The district must certify that all agreed upon audit adjustments have been entered into MUNIS and audited AFR, which are in agreement with the audit report that will be submitted to KDE in conjunction with the audit report by selecting the Statement of Certification (SOC) option during the electronic submission process of the FY2015-2016 audited AFR to KDE on or before November 15.  
14. What are KDE’s procedures for reviewing school district audits?
KDE staff compare the ending net position on the District Wide Statement of Net Position to the ending net position on the District Wide Statement of Activities. The ending fund balance on the Governmental Funds Balance Sheet and Governmental Funds Statement of Revenues, Expenditures and Changes in Fund Balance is also compared and reconciled to the District Wide Statement of Net Position.
Fund balances are compared on each page within the audit report.  If the fund balances do not match, the school district’s finance officer and auditor are contacted, and the auditor is requested to provide an explanation and a corrected audit report.
Fund balance classifications and amounts, and selected revenues and expenditures in the audit report are compared to the school district’s Annual Financial Report and Balance Sheet. If there are discrepancies, the school district’s finance officer and auditor are contacted and a written explanation, revised audited AFR and/or revised audit report are 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 and auditor are contacted and a revised audit is requested.  

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. Please note that the “X” in 162X is the place marker for the corresponding letter representing the funding year.   Beginning with FY2015 projects, districts are to use a letter in the fourth digit to identify the fiscal year.  For example:  162A = FY2015, 162B = FY2016 and 162C = FY2017. 
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 agreed to by the auditor and the district.  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 audited AFR to KDE.  The district shall certify the Statement of Certification (SOC) statement by selecting the SOC option during the electronic submission process of the FY2015-2016 Audited AFR and Balance Sheet to KDE.  By selecting the SOC option, the district will be certifying that all audit adjustments have been entered into MUNIS and AFR, which are in agreement with the audit report.  Therefore, the paper version of the Statement of Certification form is no longer required to be submitted to KDE.  
19. Do on-behalf payments have to be shown as a separate line item on the financial statements?
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 for salaries and fringe benefits in accordance with GASB 24. In accordance with the FY2015-2016 Audit Contract, SFCC debt service payments, KDE technology payments and KISTA lease payments are required to be recorded in the appropriate notes to the financial statements. Please refer to the “On Behalf Payments” webpage:

http://education.ky.gov/districts/FinRept/Pages/On-Behalf-Payments-Information.aspx
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 Compliance Requirements sections 10A and 10B for the Treasurer’s Bond be verified?

The board treasurer, the finance officer, and others holding similar positions who are responsible for district funds or who receive and expend funds on behalf of the school district 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://education.ky.gov/districts/FinRept/Pages/Bonds.aspx .
24. How should compliance with the State Compliance Requirements sections 10C and 10D for the Depository Bond be verified?

Each district depository shall be sufficiently collateralized according to the penal sum calculation that is figured by the district by July 1 of each fiscal year and 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 & 65).  Debt issuance costs shall be expensed in the period incurred except any portion of prepaid insurance costs which should be reported as a prepaid asset and amortized over the life of the debt in the government-wide statements. Previous guidance had reported debt issuance costs as an asset and amortized over the life of the debt. Because the statement is retroactive, a restatement of the Statement of Net Position will be required to remove any unamortized debt issuance costs from the statement.  Debt issuance costs should continue to be recorded as expenditures in the governmental funds statements. 
g. A deficit in the Statement of Net Position 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.

28. Where are Debt Service Funds reported?
The use of a debt service fund (fund 400) for principal and interest payments on bonded indebtedness is required in accordance with GAAP.  Principal and interest payments on capital leases may be recorded in either fund 400 or in the fund in which the lease is recorded. KDE recommends the use of project numbers in fund 400 to account for separate bond issuances.
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 findings?

The Auditor of Public Accounts conducts detailed 2 CFR 200 desk reviews of the school district audit reports using the “Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards.”  The Auditor of Public Accounts with assistance from KDE revised the desk review guide to include audit contract and 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) Uniform Guide 2 CFR Part 200 reporting requirements;
Federal Compliance Requirements can be found under 2 CFR Part 200 at http://www.ecfr.gov/cgi-bin/text-idx?node=2:1.1.2.2.1&rgn=div5 .
· 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 2016 audit reports that are determined to be technically deficient or unacceptable 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 2014 desk reviews of the school district audit reports:  The A-133 Reports are listed at http://auditor.ky.gov/auditreports/Pages/OnlineAuditSearch.aspx . To review the reports, type “A-133 Desk Review” in the box titled “Type keywords or search terms here” under the “Online Audit Search, Audit Reports” headings, click the “Begin Search” button, and then select the specific fiscal year A-133 Desk Review Report. 
Selective FY2014 Desk Review Summary of Findings are listed in the following section:

Prior Year Findings and Other Items

· The Statement of Changes in Fiduciary Net Position is required whenever an entity reports fiduciary funds other than agency funds, but it was often omitted from the basic financial statements when required.  
· Prior year desk review findings were not corrected. 

· Financial statements did not consistently replace obsolete language “Net Assets” with “Net Position.” This was a common issue noted during the desk reviews. 
· Net position was improperly classified using types appropriate only for governmental fund balance: nonspendable, committed, assigned, and/or unassigned. Net position classifications are capital assets, net of related debt; restricted; and unrestricted.

· Governmental fund balance was improperly classified using types appropriate only for net position: capital assets, net of related debt and/or unrestricted. Governmental fund balance classifications are nonspendable, restricted, committed, assigned, and unassigned. In addition, the components of fund balance were reported out of order. Fund balance components should be listed from least to most available. 

Reporting-Independent Auditor's Report

· The Independent Auditor’s Report failed to include an “Other Matter” Paragraph titled “Other Information”, which should report supplementary information.
· In the Independent Auditor’s Report the auditor’s Responsibility and Opinion paragraph was incorrectly stated. A paragraph should have been stated “audit evidence obtained is sufficient and appropriate to provide a basis for our modified opinion.” 

· Various required headings or sub-headings were missing from the Independent Auditor’s Report, such as Emphasis of Matter, Other Matters, or Other Information.
· An Emphasis of Matter paragraph in the Independent Auditor’s Report omitted required information that the auditor’s opinion is not modified with respect to the matter emphasized. 
Reporting-Government Auditing Standards Report

· 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 failed to include a reference to the modified opinion stated in the Independent Auditor’s Report. 
· 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 did not include a statement that the auditor did not identify any deficiencies in internal control over financial reporting that the auditor considers to be material weaknesses. 
· 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 did not include a statement that additional matters were communicated to the auditee in a management letter. 
· 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 stated discretely presented component units were audited when none were present. 
Reporting-A-133 Report

· The Independent Auditor’s 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 failed to include a paragraph that states the purpose of the report on internal control over compliance is solely to describe the scope of the testing of internal control over compliance and the results of that testing based on the requirements of OMB Circular A-133. Accordingly, the report is not suitable for any other purpose.
· 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 omitted a statement that management’s response to findings was not audited and the auditor expresses no opinion on it. 
Schedule of Expenditures of Federal Awards (SEFA)
· Some pass through numbers on the SEFA were omitted, especially for noncash programs.
· The amount of noncash expenditures was not presented in either the schedule or notes to the SEFA.
Schedule of Findings and Questioned Cost

· Schedule of Findings and Questioned Costs failed to report multiple opinions where needed - Disclaimer opinion on Governmental Activities and Unmodified opinion on Business types activities and on Major Programs. 
· The Schedule of Findings and Questioned Costs should contain a statement whether any significant deficiencies or material weaknesses in internal control over financial statements or major programs were disclosed by the audit. However, auditors should not state no significant deficiencies were identified. The statement should instead use the term “none reported” as required by the AICPA Audit Guide.
Corrective Action Plan

· The corrective action plan omitted the expected completion date.
Summary Schedule of Prior Audit Findings
· A summary schedule of prior audit findings was not included with the report. 
Management Letters

· The management letter did not report on the status of previous management letter comments and the progress toward the resolution of concerns identified during the preceding audit.  

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 law also provides annual compensation must be available to all of the local school district employees to be allowed under KTRS.   Examples of non-allowed annual compensation (for which KTRS contributions would not be withheld) are vehicle usage and mileage reimbursement, distinguished educator pay, and health insurance reimbursements, professional dues or retirement contributions, or other payments or salary adjustments not available to the other KTRS members of an employer.

An employment contract should be reviewed in those situations in which there is an unusual increase or decrease in salary for the last three years of employment immediately preceding retirement.  An unusual decrease results in further review to determine if the employer made a reporting mistake.  An unusual increase is investigated to determine whether there is a reporting mistake, or, if not, whether the increase can be allowed under KRS 161.220(9)(b).  This provision limits for retirement calculation purposes any salary increases received during the last three years immediately preceding retirement to the greatest increase received by any one rank and step on the salary schedule, or, the increase received by all other members for institutions and agencies other than local school districts.

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

Effective July 1, 2015, all local school district members of KTRS contribute 12.855% of their gross salary to KTRS.  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, 2015, the current employer match is 3.00% of total gross non-federal salaries in the district and for individuals employed in federally funded positions the employer-matching rate is 16.105%.

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. Penalties will apply for any contributions remitted after the deadline.

40. Where can an employer find the amount of state paid retirement contributions paid on-behalf of a member employed by a local school district?

On Behalf Payments

For the final FY 2016 KTRS On Behalf Payments amount that will be recorded in the district’s governmental funds financial statements in object code 0280, KDE will accept only the “Schedule of Employer Allocations” totals from the state contributions column recorded in the "GASB 68 Auditor's Report as of June 30, 2015" as found on the Teachers' Retirement System Kentucky website at https://trs.ky.gov/financial-reports-information/. This amount should be allocated to various org codes and may be the same ones used to record the KTRS employer portion in object code 0231.  The FY 2016 KTRS On-Behalf Payments amount is required to be recorded in Munis and in the district audit report’s financial statements and Notes to the Financial Statements. 

Net Pension Liability

Use the state’s proportionate share of net pension liability totals from the “Schedule of Pension Amounts By Employer” section recorded in the "GASB 68 Auditor's Report as of June 30, 2015" (link above) to record the amount in the audit report’s Required Supplementary Information (RSI) section only. 

The districts’ FY 2016 Audit Reports and Audited AFRs are due to KDE on or before November 15, 2016, and should include on behalf payments, net pension liability and RSI figures as referenced above. 

41. Where can I find a sample footnote for compliance with GASB 68? 
KTRS has provided a sample footnote for compliance with GASB 68. This document is located on KTRS website https://ktrs.ky.gov/employers/information/gasb-65-67/ .
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