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(AICPA con’t) 

Why is it important?  This SAS lowers the threshold of significance; therefore, more findings will be considered significant.
What is internal control?

This is a process designed to provide reasonable assurance regarding the achievement of the following objectives:

· reliability of the financial statements

· effectiveness and efficiency of operations

· compliance with applicable laws and regulations

How will SAS 112 affect you?

First, more audit findings will be reportable, which means “published” rather than just discussed in the exit conference.  We must report the potential for misstatement, not whether a misstatement actually occurred.  It doesn’t have to be material, just more than inconsequential.  
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New Tax Code for Teachers


For school years beginning after January 1, 2008, teachers must comply with the requirements of Internal Revenue Code Section 409A in order to avoid paying additional taxes on their salaries. Section 409A applies to teachers in school districts that offer their employees an election between being paid over the school year and being paid over a 12-month period, referred to as annualizing their salary. Teachers employed by districts that allow, but do not require them to annualize their salaries, must submit a written notice to their school districts after January 1, 2008.  In Kentucky schools, this means that a written request must be submitted at the start of the 2008-09 school year.  If there is no written notification or agreement, then the IRS may penalize teachers.  School districts must establish a process now and communicate it to avoid penalties for their staff.  Unless teachers submit a written notice that they want to be paid over 12 months, they will automatically be paid on the 10- or 11-month compensation plan.  Please contact James Driver, state Social Security program manager at (502) 564-6888 for more information. You also may review this ruling from the IRS at the link below:


� HYPERLINK "http://www.irs.gov/newsroom/article/0,,id=172883,00.html" �http://www.irs.gov/newsroom/article/0,,id=172883,00.html�








 





 			





Introduction





The Audit and Compliance Branch would like to introduce two new educational financial analysts: Ken Smith and Debbie Kamer.  They are available to assist school districts with financial audit questions or issues, along with the KDE audit field staff already assigned to your districts.





If you have any suggestions or comments on how the Branch can better assist your district please e-mail Ken Smith at � HYPERLINK "mailto:ken.smith@education.ky.gov" ��ken.smith@education.ky.gov� or Debbie Kamer at � HYPERLINK "mailto:debbie.kamer@education.ky.gov" ��debbie.kamer@education.ky.gov� or call them at (502) 564-3846.
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AICPA Statement on Auditing Standard No. 112


Communicating Internal Control-Related Matters Identified in an Audit


KDE Contacts: Debbie Kamer or Ken Smith, (502) 564-3846





What is SAS 112?


A new auditing standard that requires auditors to:





evaluate identified control deficiencies and determine whether those deficiencies are significant 


communicate, in writing, significant deficiencies and material weaknesses to management and those charged with governance





											(continued on next page)

















 


Second, the audit process will take longer, because the auditor must gather more evidence and documentation to determine whether or not findings are significant.   We are unsure what the additional costs may be.  In some audits, it may be minimal. In other cases, it could be significant, depending on the issues identified that require more work.





How is this different than current audit work?





Communication regarding internal control-related audit findings from the auditor to the auditee must be in writing.


Auditors now have less ability to use discretion in determining what will be reported.





� EMBED MS_ClipArt_Gallery.5  ���





What can you do to prepare?





Identify weaknesses by reviewing prior-year audits, key processes and controls in your office and all existing documentation. Ensure all staff members have received adequate training.  Determine steps that might be taken to improve the control environment in your office by asking yourself these questions:


What controls are in place over financial reporting?


Does supporting documentation exist to support financial activity?


Are duties adequately segregated?


Are IT controls over significant computer systems in place?


Are routine reconciliations performed? Is review and approval evident?


Are controls in place to adequately track and safeguard capital assets?


Does documentation exist to demonstrate that internal controls were performed as planned?





Areas of concern that may be control deficiencies, significant deficiencies or material weaknesses:





employees who lack the qualifications and training to fulfill their assigned functions


inadequate documentation of the components of internal control


inadequate design of internal controls over the preparation of financial statements; or a significant account or process


inadequate segregation of duties within a significant account or process


employees who are dishonest with the auditor


management override of controls					          (continued on next page)












































Areas of concern that will be strong indicators of a material weakness:





ineffective oversight of financial reporting and internal control by management


the restatement of previously-issued financial statements to reflect the correction of a material misstatement due to error or fraud


material misstatement identified by the auditor that was not caught by internal controls


identification of fraud on the part of senior management


management’s failure to assess the effect of previously reported significant deficiencies


ineffective control environment




















(AICPA con’t) 





Areas of concern that will be (at least) significant deficiencies:





ineffective antifraud programs and controls


ineffective controls over unusual and/or manual transactions


ineffective controls over period-end financial reporting processes
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Common Repeat Findings in 2007 School District Audits 


Contact: Debbie Kamer (502) 564-3846





receipts not deposited in a timely manner


checks without two signatures


Activity Fund account ending the year with a deficit balance                                                                       


Fixed Assets not reconciled to general ledger


Activity Fund budget not prepared


transfer forms not properly used


invoices not cancelled after payment


Inventory Control and Fundraiser Worksheets not being used


lack of documentation


purchases made prior to approval











Revised Redbook – 702 KAR 3:130


The Accounting Procedures for School Activity Funds (or REDBOOK) handbook provides a method of uniform accounting for school activity funds. This handbook is incorporated by reference and is part of Kentucky Administrative Regulation � HYPERLINK "http://www.lrc.ky.gov/kar/702/003/130.htm" �702 KAR:3:130�. All Kentucky schools are currently using the 2001 version of the REDBOOK and will complete this school year with that version.  They should retain that copy for any audit questions that might arise.  The 2008 REDBOOK should be used after July 1, 2008. For more information, contact Ken Smith at (502) 564-3846. 


Here is the link to the 2008 REDBOOK:


� HYPERLINK "http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Accounting+Procedures+for+School+Activity+Funds.htm" ��http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Accounting+Procedures+for+School+Activity+Funds.htm� 


Redbook Reminders….





Although the revised REDBOOK is not effective until July 1, 2008, there are some items districts should be examining now, such as:


Policies for responsibility over any gifts or grants should be established by all local school boards. 


All student fees and charges shall be adopted by the local boards.








Annual Audit Contract


Local school districts are audited each year by independent certified public accountants (CPAs).  The audit contract for 2007 – 08 is updated and available for review or download at the following link:


� HYPERLINK "http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Financial+Audits/Financial+Audit+Contract+Information.htm" ��http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Financial+Audits/Financial+Audit+Contract+Information.htm�





Contact: Debbie Kamer, (502) 564-3846

















Referee Pay


  


The IRS has repeatedly clarified its position regarding referee pay, and we recommend that school districts adhere to this ruling so that they are in compliance.  According to the IRS, an employer should not provide both W2 wages and 1099 payments to the same individual.  This sends up a red flag to the IRS and should be avoided.





Any referee who is not already an employee of the school district should be paid as an independent contractor, with a 1099 issued for any compensation over $600 in a calendar year.  Any referee who is also an employee (whether teacher, administrator or classified employee) of the school board should be paid through payroll. Taxes should be withheld appropriately and reflected on the employee’s W2 form.  





If a school board disagrees with this ruling from the IRS, the school board should continue to withhold on employees while it seeks an IRS ruling through the filing of an appeal Form SS-8 “Determination of Worker Status for Purposes of Federal Employment Taxes and Income Tax Withholding. “ The form can be accessed at � HYPERLINK "http://www.irs.gov/pub/irs-pdf/fss8.pdf" \o "blocked::http://www.irs.gov/pub/irs-pdf/fss8.pdf" �http://www.irs.gov/pub/irs-pdf/fss8.pdf� .





Contact: James Driver, state Social Security program manager, (502) 564-6888





  











 





   





Finance Officers Reporting on Staff Data Reports





By October 1, KDE should receive the Professional and Classified Staff Data report that was compiled as of September 15 as required by 702 KAR 3:100. How can you be sure whether to report your finance officer with the PSD or CSD?





Reporting a finance officer as a “certified” employee does not require an official certification. However, the regulation does require that the employee be a “school business administrator,” which we cross-reference to “jobclass 0040” with one or more of the following: 





Kentucky certification for school superintendent


OR


bachelor’s or advanced degree in business (for the LEAD report, simply ask for a photocopy of a transcript showing a major in business/finance at either the bachelors or masters degree level)


OR 


a valid Kentucky certification for School Business Administrator (701 KAR 4:010 Section 2) issued prior to September 1, 1994





The district has discretion to write a job description that includes minimum qualifications and indicates how an employee in this position will be classified.  Classified employees can be in the Kentucky Teachers Retirement System (KTRS) and be paid from a schedule similar to the school district’s certified salary schedule.  


	


If a finance officer does not meet the requirements above, he or she must be reported with the Classified Staff Data (CSD).





KDE Contact: Karen Conway, (502) 564-3846














School Financial Management Institute – University of Kentucky


This institute prepares participants to take the Certified School Financial Manager exam. The program is a collaboration between the � HYPERLINK "http://www.gatton.uky.edu" \t "_blank" �Gatton College of Business and Economics�, the � HYPERLINK "http://www.uky.edu/Education/" \t "_blank" �College of Education� and an advisory board of education professionals in Kentucky. The agenda of topics and description can be accessed by clicking on the � HYPERLINK "http://www.gattonibmc.org/SFMI.html" \l "GI" �program� link provided below. Please note: This program will require your full participation during the week.


Module one is a week-long in-residence program for all participants and is held in Lexington. A reception and program orientation will begin the activities on the first day of the program. During this time, you will be assigned to your work groups for the week. The success of this program depends on your professionalism and ability to participate in ALL the activities, classes and discussions. Full attendance is extremely important. 


WHO WILL BENEFIT


School district employees with the following responsibilities:


• School District Finance�• Grant Management�• Cash Management�• Facility Manager�• School Financial Activities


Institute participants include individuals from different backgrounds and levels of experience, including:


• administrators who could benefit from a broader perspective in education management�• business and financial administrators wishing to keep up with new developments and current issues�• recently hired or promoted financial officers�• staff with management potential


�








�





GENERAL INFORMATION�Program Dates�(click on each program for further details regarding topics of study per program)��� HYPERLINK "http://www.gattonibmc.org/sfmiweek1.html" �School Week One:� November 10 - 14, 2008�Registration Check-in: 8 a.m. �Holiday Inn North�Lexington, KY


� HYPERLINK "http://www.gattonibmc.org/sfmiweek2.html" �School Week Two:� TBA 2009�Registration Check-in: TBA�Holiday Inn North � HYPERLINK "http://www.gattonibmc.org/infofiles/Four%20Points%20Sheraton.jpg" ���Lexington, KY


� HYPERLINK "http://www.gattonibmc.org/sfmiweek3.html" �School Week Three:� November 10 - 13, 2008�Registration Check-in: noon �� HYPERLINK "http://www.gattonibmc.org/infofiles/Four%20Points%20Sheraton.jpg" �TBA�� HYPERLINK "http://www.gattonibmc.org/infofiles/Four%20Points%20Sheraton.jpg" ���Lexington, KY


� HYPERLINK "http://www.gattonibmc.org/SFMI-registration.html" �School Exam Registration: November 14, 2008��Exam Registration begins promptly at 8 a.m.�Holiday Inn North�Lexington, KY��For further information regarding the program, hotel reservations and cancellation policy, you can download the brochure or refer to your confirmation packet. 





Excerpted from � HYPERLINK "http://www.gattonibmc.org/sfmi_overview.html" ��http://www.gattonibmc.org/sfmi_overview.html� 


Contact Debbie Reed, University of Kentucky, (800) 284-6407�





From the Kentucky Public Employees’ Deferred Compensation Authority





Experience in recent years indicates that many retiring employees will want to shelter their payout of accumulated sick leave by deferring those dollars to their 457 Deferred Comp accounts.  Such an action allows them to avoid paying a lump sum tax rate on the amounts, thereby providing a substantial tax savings for the retiring employees.





The Internal Revenue Service regulations that govern our plans require all paperwork filed with the Kentucky Public Employees’ Deferred Compensation Authority to shelter the sick leave payout be signed and dated by the retiring employee no later than the month prior to the month the payout for the sick leave will be made.  Therefore, if a district has employees who will be retiring effective July 1, 2008, and the retiring employees payout check is to be cut during June 2008 ( prior to the end of the 2007-2008 fiscal year) then the employees must complete, sign and date the required paperwork prior to close of business on May 30, 2008.





Please inform all retiring employees of the requirement noted above, especially those who will retire effective July 1, 2008.  Please feel free to contact the authority’s marketing staff if you have any questions or need additional information.  The toll-free telephone number is (800) 542-2667.








A Few AFR Reminders…


KDE Contact: Karen Conway, (502) 564-3846





Fund 2 and Fund 360 always must be linked to specific, approved projects. These funds should never be used without setting up a specific project code.





Fund 2 – Special Revenue Fund


This fund is used to account for proceeds of specific revenue sources (other than trusts or major capital projects) that are legally restricted to expenditures for specified purposes.





Fund 360 – Capital Project (Construction) Fund


This fund is used to account for financial resources to be used to acquire or construct major capital facilities (other than those of proprietary funds and trust funds). The most common source of capital projects funding is the sale of bonds or other financing instruments. 











�





Extra Duty Job Class Code Added


KDE Contact: Karen Conway, (502) 564-3846





KDE has added a new extra-duty director of pupil personnel job class code to the job tables.  This will help  better track the salaries tied to the position.  Beginning with the staff reporting of 9/15/2008 for the fiscal year 2008-09, please use the following job class code when reporting extra duty for the director of pupil personnel:   





5241 Extra Duty DPP (Director of Pupil Personnel)





Performance Bond





Per KRS 160.560 and 702 KAR 3:080, each district treasurer and any other school employee who is responsible for district funds must be bonded for faithful performance of duties.





You will find the suggested penal sum along with the required Performance Bond form provided at the following Web address:





�HYPERLINK http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Bonds/Performance+Bond.htm ��http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Bonds/Performance+Bond.htm�





Please send a completed and signed copy of your district's 2008-09 Performance Bond form for each person responsible for local board of education funds by July 1, 2008, to:  Office of District Support Services, Division of District Operations, 500 Mero St., 15th Floor, Frankfort, KY 40601, for approval.





If you have any questions, please contact Piper Lewis at (502) 564-5279 or by e-mail at � HYPERLINK "mailto:piper.lewis@education.ky.gov" ��piper.lewis@education.ky.gov�.








Classified Staff Job Codes


Classified job codes and descriptions guide local school districts in defining positions by the level of training and responsibility. The descriptions for Educational Interpreters I, II and III have been updated. These are code numbers 7338, 7336 and 7339, respectively. For more information, you may review the classified staff job code information online: � HYPERLINK "http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/District+Personnel+Information/Employee+Contracts+and+Classified+Job+Descriptions.htm" ��http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/District+Personnel+Information/Employee+Contracts+and+Classified+Job+Descriptions.htm� 


Contact: Ken Smith, (502) 564-3846








Staff Transfer or Reassignment





When can a local superintendent transfer staff and reassign personnel without posting the positions?


�Under KRS 160.380(2) (a) and KRS 161.760(2), after February 1, and up until 30 days before the first student attendance day, a superintendent may transfer personnel within the district or the principal, in accordance with SBDM policy, may reassign personnel within the school for the new school year.  The district may choose to post every position up for reassignment (within a school). Principals may make reassignments of staff on board and then post any openings remaining due to reassignment, resignation, dismissal, transfer, death or creation of new positions.  Within 30 days of the first student attendance day,  when certified positions become available as described in KRS 161.760(2) due to resignation, dismissal, transfer, death, non-renewal of contract, creation of new positions or other activity, those openings also must be posted.  It is necessary to post each vacancy as it occurs after that date whether ultimately filled by transfer or new hiring.  Transfer of staff into SBDM schools may occur only if the principal selects that person after consultation with the school council or if the district has a contractual obligation to place a tenured teacher into the position for which that individual holds the appropriate certification and the only position available is at the SBDM School. More information is available from the KDE personnel Web page: � HYPERLINK "http://education.ky.gov/KDE/Administrative+Resources/Educator+Quality+and+Diversity/Posting+of+Certified+Vacancies/" ��http://education.ky.gov/KDE/Administrative+Resources/Educator+Quality+and+Diversity/Posting+of+Certified+Vacancies/� 


KDE Contact: Michael Dailey, (502) 564-1479










































































Frequently Asked Audit Questions





The 2008 FAQ for financial audits is available on the Web at the following link:


 � HYPERLINK "http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Financial+Audits/Frequently+Asked+Audit+Questions.htm" \o "blocked::http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Financial+Audits/Frequently+Asked+Audit+Questions.htm" �http://www.education.ky.gov/KDE/Administrative+Resources/Finance+and+Funding/School+Finance/Financial+Information/Financial+Audits/Frequently+Asked+Audit+Questions.htm�











Upcoming Events





Notice of Non-Renewal for Certified Staff		May 15





Notice of Non-Renewal for Classified Staff		May 15





Notification of Reduction of Responsibility	May 15 or not later


& Salary for a Teacher 	than 90 days before


first student


attendance day, whichever occurs


earlier


				


Audit Contracts Due to KDE				May 30





Section 7 Allocations Due to School Councils 	May 30





Tentative Budgets Due to Local Boards and KDE	May 30





Notification of Best Estimate of Salary to 		June 15 or not later 


Teachers 						than 45 days before


first student


attendance day,


whichever occurs


earlier


			


School Calendar (Upcoming Year) Due to KDE	June 30





Amended School Calendar (Current Year) Due to 	June 30


KDE					








(Upcoming Events continued on next page)
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(Upcoming Events con’t)








Superintendent’s Annual Attendance Report


(SAAR) Due to KDE    				June 30





Safe Schools Data Report Due to KDE		June 30





KEES Report Due to KDE				June 30


 


Home/Hospital Forms Due to KDE			June 30





Transportation Adjustment Form EOY Report Due


to KDE							June 30





Amendments to Contracts for Non-Resident 


Students Due to KDE					June 30





VT-2 District Annual Claim – Reimbursement for 


Transporting Vocational Students Due to KDE	June 30





District Assurances for Improvement Planning 


Due to KDE						June 30








Office of District Support Services


Division of Data Management


15th Floor, 500 Mero Street    


Frankfort, KY 40601





Phone:		(502) 564-3846


Fax: 		(502) 564-1543 or (502) 564-7574





KDE standard e-mail addresses: firstname.lastname@education.ky.gov





ODSS Web Page:





� HYPERLINK "http://www.education.ky.gov/KDE/Administrative+Resources/District+Support+Services/" ��http://www.education.ky.gov/KDE/Administrative+Resources/District+Support+Services/� 
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