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Independent Auditors' 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

Members of the Board
Jefferson County Board of Education
Louisville, Kentucky

We have audited the financial statements of the Jefferson County Board of Education (the “Board”)
as of and for the year ended June 30, 2012, and have issued our report thereon dated November 1,
2012. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and the audit
requirements prescribed by the Kentucky State Committee for School District Audits in Appendix | of
the Independent Auditor's Contract — General Audit Requirements, Appendix Il of the Independent
Auditor’s Contract — State Audit Requirements, Appendix Il 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.

Internal Control Over Financial Reporting

Management of the Board is responsible for establishing and maintaining effective internal control
over financial reporting. In planning and performing our audit, we considered the Board's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Board'’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Board’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the Board’s financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies or material weaknesses.
We did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above. However, we identified certain deficiencies in internal control
over financial reporting, described in the accompanying Schedule of Findings and Questioned Costs
that we consider to be significant deficiencies in internal control over financial reporting [Iltem 2012-1
and ltem 2012-2]. A significant deficiency is a deficiency, or a combination of deficiencies, in internal
control that is less severe than a material weakness, yet important enough to merit attention by those
charged with governance.




Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Board’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

In addition, the results of our tests disclosed no instances of material noncompliance with specific
state statutes or regulations identified in Appendices |, II, Ill, and IV of the Independent Auditor’s
Contract.

We also noted certain other matters that we reported to management of the Board in a separate
letter dated November 1, 2012.

The Board’s responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Questioned Costs. We did not audit the Board's responses and,
accordingly, we express no opinion on them.

This report is intended solely for the information and use of the members of management, the Audit
Committee, the Board, the Kentucky Department of Education, 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.

Slitop) + @/7/”9/

Louisville, Kentucky
November 1, 2012
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Independent Auditors' 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, and
on the Schedule of Expenditures of Federal Awards

Members of the Board
Jefferson County Board of Education
Louisville Kentucky

Compliance

We have audited the Jefferson County Board of Education’s (the “Board”) compliance with the types
of compliance requirements described in the OMB Circular A-133 Compliance Supplement that could
have a direct and material effect on each of the Board’s major federal programs for the year ended
June 30, 2012. The Board’s major federal programs are identified in the Summary of Audit Results
Section of the accompanying Schedule of Findings and Questioned Costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the Board’s management. Our responsibility is to express an opinion
on the Board’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audit of States, Local Governments, and Non-Profit Organizations and audit requirements
prescribed by the Kentucky State Committee for School District Audits in Appendix | of the
Independent Auditor's Contract — General Audit Requirements, Appendix Il of the Independent
Auditor’'s Contract — State Audit Requirements, Appendix Ill 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. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about the Board's
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination of the Board’s compliance with those
requirements.

In our opinion, the Board complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs
for the year ended June 30, 2012. However, the results of our auditing procedures disclosed
instances of noncompliance with those requirements, which are required to be reported in
accordance with OMB Circular A-133 and which are described in the accompanying Schedule of
Findings and Questioned Costs as ltems 2012-1 through 2012-3.




Internal Control Over Compliance

The management of the Board is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the Board’s internal control
over compliance with the requirements that could have a direct and material effect on a major federal
program to determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
Board'’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material
weaknesses as defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the Board as of and for the year
ended June 30, 2012, and have issued our report thereon dated November 1, 2012, which contained
unqualified opinions on these financial statements. Our audit was conducted for the purpose of forming
our opinions on the financial statements that collectively compromise the Board’s financial statements.
The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statement
themselves, and other additional procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the Schedule of Expenditures of Federal Awards is fairly
stated in all material respects in relation to the financial statements taken as a whole.

This report is intended solely for the information and use of the members of management, the Audit
Committee, the Board, the Kentucky Department of Education, 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.
WNQ/ a’?"?/ Fsc—

Louisville, Kentucky
November 14, 2012, except for the second
to last paragraph which is November 1, 2012




Schedule of Expenditures of Federal Awards
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Notes to the Schedule of Expenditures of Federal Awards
Jefferson County Board of Education

June 30, 2012

Note A--Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the Jefferson County Board of Education and is presented on the accrual basis of accounting. The
information in this Schedule is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some amounts
presented in the Schedule of Expenditures of Federal Awards from amounts presented in or used in the
preparation of the financial statements.

Note B--Food Distribution
The Board expended $2,379,859 of food commodities received from the United States Department of
Agriculture (“USDA”") during the fiscal year ended June 30, 2012. These expenditures are recorded in
the Schedule of Expenditures of Federal Awards at their fair values as determined by the USDA.
Note C--Cluster Programs
The following CFDA numbers are considered cluster programs:
U.S. Department of Education
Title I, Part A Cluster
Title | Grants to Local Educational Agencies 84.010

Title | Grants to Local Educational Agencies, Recovery Act 84.389

Special Education Cluster (IDEA)

Special Education--Grants to States (IDEA, Part B) 84.027
Special Education--Preschool Grants (IDEA Preschool) 84.173
Special Education--Grants to States (IDEA, Part B), Recovery Act 84.391

Special Education--Preschool Grants (IDEA Preschool), Recovery Act  84.392

State Fiscal Stabilization Fund Cluster
State Fiscal Stabilization Fund (SFSF) — Education State Grants,
Recovery Act (Education Stabilization Fund) 84.394
State Fiscal Stabilization Fund (SFSF) — Government Services, 84.397
Recovery Act

Vocational Rehabilitation Cluster

Rehabilitation Services — Vocational Rehabilitation Grants to States 84.126
Rehabilitation Services — Vocational Rehabilitation Grants to States,
Recovery Act 84.390
Education of Homeless Children and Youth Cluster
Education of Homeless Children and Youth 84.196
Education of Homeless Children and Youth, Recovery Act 84.387
Continued
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Notes to the Schedule of Expenditures of Federal Awards--Continued
Jefferson County Board of Education

June 30, 2012

Note C--Cluster Programs--Continued

Educational Technology State Grants Cluster
Education Technology State Grants
Education Technology State Grants, Recovery Act

Teacher Quality Partnership Grants Cluster
Teacher Quality Partnership Grants
Teacher Quality Partnerships, Recovery Act

School Improvement Grants Cluster
School Improvement Grants
School Improvement Grants, Recovery Act

U.S. Department of Agriculture

Child Nutrition Cluster

School Breakfast Program (SBP)

National School Lunch Program (NSLP)

Special Milk Program for Children (SMP)

Summer Food Service Program for Children (SFSPC)

U.S. Department of Health and Human Services

Head Start Cluster
Head Start
ARRA--Head Start
ARRA--Early Head Start

TANF Cluster

Temporary Assistance for Needy Families (TANF) State Programs

ARRA — Emergency Contingency Fund for Temporary Assistance
for Needy Families (TANF) State Programs

ARRA — Temporary Assistance for Needy Families (TANF)
Supplemental Grants

CSBG Cluster
Community Services Block Grants
ARRA — Community Services Block Grants

Continued
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84.318
84.386

84.336
84.405

84.377
84.388

10.553
10.555

10.559

93.600

93.708

93.709

93.558

93.714

93.716

93.569
93.710

10.556



Notes to the Schedule of Expenditures of Federal Awards--Continued
Jefferson County Board of Education

June 30, 2012

Note C--Cluster Programs--Continued
U.S. Department of Housing and Urban Development

Housing Voucher Cluster

Section 8 Housing Choice Vouchers
Mainstream Vouchers

Family Unification Program (FUP)

U.S Department of Transportation
Highway Planning and Construction Cluster
Highway Planning and Construction

Recreational Trails Program
Appalachian Development Highway System
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Schedule of Findings and Questioned Costs

Jefferson County Board of Education

Year Ended June 30, 2012

Section | — Summary of Audit Results

1. The Independent Auditors’ Report expresses an unqualified opinion on the financial statements
of the Jefferson County Board of Education (the “Board”).

2. Two significant deficiencies relating to the audit of the financial statements are reported.

3. No instances of noncompliance material to the financial statements of the Board were disclosed
during the audit.

4. No significant deficiencies in internal control relating to the audit of the major federal award
programs are reported.

5. The auditors’ report on compliance for the major federal programs of the Board expresses an
unqualified opinion.

6. There are no findings to be reported in accordance with Section 510(a) of OMB Circular A-133.

7. The threshold used for distinguishing Types A and B programs was $3,000,000.

8. The Board qualified to be audited as a low-risk auditee.

Continued
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Schedule of Findings and Questioned Costs--Continued
Jefferson County Board of Education

Year Ended June 30, 2012

Section | — Summary of Audit Results--Continued

9. The programs tested as major programs include:

Error! Not a valid link.
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Schedule of Findings and Questioned Costs--Continued
Jefferson County Board of Education

Year Ended June 30, 2012

Section Il — Findings — Financial Statement Audit

Item 2012-1 — Segregation of Duties

Condition & Criteria: There are accounts payable clerks that have the ability to set up and edit
vendor information, including EFT information, as well as process invoices.

Cause: There are no controls in place that allow for proper segregation of duties.
Effect: Clerks could potentially enter fraudulent invoices for payment.

Recommendation: We recommend that segregation of duties be implemented as much as
administratively possible. When not possible we recommend an alternate review, such as a vendor
audit, be performed.

Management’'s Response: During the year, we removed the vendor maintenance functions from
all clerks except the clerk responsible for the vendor file. We have substantially reduced the invoice
processing from this clerk, but we have been unable to completely remove this task without causing
the position to be less than a full-time position. We continue to perform additional reviews of the
invoices processed by this clerk and of vendor file changes.

Item 2012-2 — Proper Inclusion of Component Units

Condition & Criteria: Management believes the Jefferson County Public Education Foundation to
be a component unit and it is not included in the Board’s financial statements.

Cause: The information necessary to properly include the Foundation has not been available by the
date needed for inclusion.

Effect: This component unit is not included in the Board financial statements

Recommendation: We recommend that management engage and complete in a timely manner the
audit of the component unit so that it can be properly included in the financial statements.

Management’'s Response: We have tried to get the audited financial statements of the Jefferson
County Public Education Foundation by the deadline for inclusion in our financial statements for a
number of years. We will continue to ask for them, but they are a separate entity with their own audit
schedules.
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Schedule of Findings and Questioned Costs--Continued
Jefferson County Board of Education

Year Ended June 30, 2012

Section Il — Findings and Questioned Costs — Major Federal Programs Audit

Iltem 2012-1 — Performance Reports

Condition & Criteria: During the testing of performance reports for CFDA 84.215, it was noted that
there were reports for which supporting financial documentation was not available and reports in
which the financial information reported was unverifiable.

Cause: Reports were not properly completed or reviewed.

Effect: Incomplete or inaccurate reporting could result in loss of funds.

Questioned Costs: Unknown

Recommendation: We recommend that controls be implemented in order to ensure that reports
are complete and accurate. All reports should be reviewed by someone other than the preparer prior
to submission.

Management’s Response: There was no financial impact in this case, and we will be retraining
staff to ensure that this does not occur in the future.

Item 2012-2 — Matching

Condition & Criteria: During the testing for CFDA 84.215, it was noted that documentation to
support the non-Federal match was not available and the non-Federal match for some grants was
not booked through Munis in Fund 2.

Cause: The match was not properly recorded.

Effect: Not properly meeting the matching requirements could result in loss of funds.

Questioned Costs: Unknown

Recommendation: We recommend that if a match is required that it be properly recorded in
accordance with the grant agreement.

Management’s Response: We will review our procedures to ensure that this does not occur in the
future.
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Schedule of Findings and Questioned Costs--Continued
Jefferson County Board of Education

Year Ended June 30, 2012

Section Il — Findings and Questioned Costs — Major Federal Programs Audit--Continued

Item 2012-3 — ARRA Quarterly Reports

Condition & Criteria: During the testing of CFDA 84.396, it was noted that one of the American
Recovery and Reinvestment Act (“ARRA”) quarterly reports reported an incorrect amount of funds
received. It was also noted that quarterly reports for two different quarters were exactly the same
when in fact changes during the quarter had occurred.

Cause: Reports were not properly completed or reviewed.

Effect: Incomplete or inaccurate reporting could result in loss of funds or delay in receiving
reimbursement.

Questioned Costs: Unknown

Recommendation: We recommend that controls be implemented in order to ensure that reports are
complete and accurate. All reports should be reviewed by someone other than the preparer prior to
submission.

Management’'s Response: We are reviewing our procedures to ensure that errors would be
corrected prior to submission to funding agencies. Additionally, we will require that a financial
contact be included on all new grant contracts to ensure that Finance has access to all financial
information submitted.
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Schedule of Prior Audit Findings
Jefferson County Board of Education

Year Ended June 30, 2012

Section Il — Findings — Financial Statement Audit
Item 2011-1 — Segregation of Duties

Condition & Criteria: There are accounts payable clerks that have the ability to set up and edit
vendor information, including EFT information, as well as process invoices.

Cause: There are no controls in place that allow for proper segregation of duties.
Effect: Clerks could potentially enter fraudulent invoices for payment.

Recommendation: We recommend that segregation of duties be implemented as much as
administratively possible. When not possible, we recommend an alternate review, such as a vendor
audit, be performed.

Management’'s Response: The vendor set-up and maintenance task is not enough hours that we
could dedicate one staff member to that task only. If a fraudulent transaction was processed, the
staff member would risk discovery by the school or cost center that is reviewing their budget and
would risk discovery during audit or other document review. We are currently performing periodic
additional reviews of the staff who have this permission to review transactions processed.

Current Years’ Auditor’'s Comments: This finding was included as a finding for the fiscal year
ended June 30, 2012.
Item 2011-2 — Proper Inclusion of Component Units

Condition & Criteria: Management believes the Jefferson County Public Education Foundation to
be a component unit and it is not included in the Board’s financial statements.

Cause: The information necessary to properly include the Foundation has not been made available
by the date needed for inclusion.

Effect: This component unit is not included in the Board financial statements

Recommendation: We recommend that management engage and complete in a timely manner the
audit of the component unit so that it can be properly included in the financial statements.

Management’'s Response: We have tried to get the audited financial statements of the Jefferson
County Public Education Foundation by the deadline for inclusion in our financial statements for a
number of years. We will continue to ask for them, but they are a separate entity with their own audit
schedules.

Current Years' Auditor's Comments: This finding was included as a finding for the fiscal year
ended June 30, 2012.

Continued
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Schedule of Prior Audit Findings--Continued
Jefferson County Board of Education

Year Ended June 30, 2012

Section Il — Findings and Questioned Costs — Major Federal Programs Audit

There were no findings or questioned costs relating to the major federal awards programs which are
required to be reported by OMB Circular A-133, Section 510(a).
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