
`
PENDLETON COUNTY BOARD OF EDUCATION

FINANCIAL STATEMENTS

SUPPLEMENTARY INFORMATION

And

INDEPENDENT AUDITOR’S REPORTS

Year Ended June 30, 2012
Denise M. Keene

Certified Public Accountant

P.O. Box 1444

Georgetown, Kentucky 40324

502-857-2579

PENDLETON COUNTY BOARD OF EDUCATION

TABLE OF CONTENTS

                                                                                                                                         Pages

Unqualified Opinions on Basic Financial Statements
Accompanied by Required Supplementary Information and

Supplementary Information –State and Local Governmental Entity
Independent Auditor’s Report                                                                                         1-2                                       

Management’s Discussion and Analysis                                                                        3-8                      

Basic Financial Statements:

  District-wide Financial Statements:

     Statement of Net Assets                                                                                                  9
      Statement of Activities                                                                                                   10
  Fund Financial Statements:

     Balance Sheet – Governmental Funds                                                                          11
     Reconciliation of the Balance Sheet – Governmental Funds

          to the Statement of Net Assets                                                                                 12                      

     Statement of Revenues, Expenditures and Changes in Fund 

          Balances – Governmental Funds                                                                              13
     Reconciliation of the Statement of Revenues, Expenditures, and

          Changes in Fund Balances of Governmental Funds to the

          Statement of Activities                                                                                               14
      Statement of Net Assets – Proprietary Funds                                                              15
      Statement of Revenues, Expenses and Changes in Net Assets –

          Proprietary Funds                                                                                                     16
      Statement of Cash Flows – Proprietary Funds                                                             17
      Statement of Fiduciary Net Assets – Fiduciary Funds                                                  18
PENDLETON COUNTY BOARD OF EDUCATION

TABLE OF CONTENTS

                                                                                                                                           Pages

Notes to the Financial Statements                                                                                  19-36       

Supplementary Information:

Budget Comparison:

     Statement of Revenues, Expenditures and Changes in Fund

        Balance – Budget and Actual – General Fund                                                              37
     Statement of Revenues, Expenditures and Changes in Fund

        Balance – Budget and Actual – Special Revenue Fund                                                38
Combining Statements – Nonmajor Funds:

     Combining Balance Sheet – Nonmajor Governmental Funds                                          39
     Combining Statement of Revenues, Expenditures and Changes in 

          Fund Balances – Nonmajor Governmental Funds                                                       40
Combining Statements – Fiduciary Funds:

     Combining Statement of Net Assets – Fiduciary Funds                                                   41
     Combining Statement of Receipts and Disbursements – Fiduciary Funds                       42
Statement of Receipts, Disbursements, and Due to Student Groups

    Pendleton County High School – Fiduciary Funds                                                    43-46
Schedule of Expenditures of Federal Awards                                                                47-48
Notes to the Schedule of Expenditures of Federal Awards                                             49
Report on Internal Control Over Financial Reporting and on Compliance

And Other Matters Based on an Audit of the Financial Statements Performed

In Accordance with Government Auditing Standards (No Material Weakness

Identified, No Significant Deficiencies Identified, and No Reportable Instances of

Noncompliance, and Other Matters Identified)                                                                   50-51
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 (Unqualified Opinion

On Compliance: Significant Deficiencies in Internal Control Over
Compliance Identified)                                                                                                       52-53
Schedule of Findings and Questioned Costs                                                                54-55                                                                      

Schedule of Prior Year Audit Findings                                                                               56
Management Letter                                                                                                          57-61
Unqualified Opinions on Basic Financial Statements

Accompanied by Required Supplementary Information and

Supplementary Information-State or Local Government Entity

INDEPENDENT AUDITOR’S REPORT

State Committee For School District Audits

Members of the Board of Education

Pendleton County Board of Education

Falmouth, Kentucky

I have audited the accompanying financial statements of the governmental activities, the business-type activities, each major fund, and the aggregate remaining fund information of the Pendleton County Board of Education as of and for the year then ended June 30, 2012, which collectively comprise the Board’s basic financial statements as listed in the table of contents.  These financial statements are the responsibility of the Board’s management.  My responsibility is to express opinions on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States of America, 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 and Local Governments, and Non-Profit Organizations, and the audit requirements prescribed by the Kentucky State Committee for School District Audits in Appendix I, II, III and IV to the independent auditor’s contract.  Those standards require that I plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  I believe that my audit provides a reasonable basis for my opinions.

In my opinion, the financial statements referred to previously present fairly, in all material respects, the respective financial position of the governmental activities, the business-type activities, each major fund, and the aggregate remaining fund information of the Board as of June 30, 2012 and the respective changes in financial position, and where applicable cash flows thereof for the year then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, I have also issued my report dated October 15, 2012 on my consideration of Pendleton County Board of Education’s internal control over financial reporting and on my tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.  The purpose of that report is to describe the scope of my testing of internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the internal control over financial reporting or on compliance.  That report is an integral part of an audit performed in accordance with Government Auditing Standards and should be considered in assessing the results of my audit.
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Accounting principles generally accepted in the United States of America require that the

management’s discussion and analysis on pages 3 through 8 and budgetary comparison information on pages 36 and 37 be presented to supplement the basic financial statements.

Such information, although not a part of the basic financial statements is required by the

Governmental Accounting Standards Board who considers it to be an essential part of 

financial reporting for placing the basic financial statements in an appropriate operational, economic, or historical context.  I have applied certain limited procedures to the required supplementary information in accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries of management about the methods of preparing the information and comparing the information for consistency with management’s responses to my inquiries, the basic financial statements, and other knowledge I obtained during my audit of the basic financial statements.  I do not express an opinion or provide any assurance on the information because the limited procedures do not provide me with sufficient evidence to express an opinion or provide any assurance.        

My audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the Board’s financial statements.  The combining statements for nonmajor governmental funds and fiduciary funds, the statement of receipts, disbursements, and due to student groups-Pendleton County High School are presented for purposes of additional analysis and are not a required part of the basic financial statements.   The combining statements for nonmajor funds and fiduciary funds, the statement of receipts, disbursements, and due to student groups-Pendleton County High School have been subjected to the auditing procedures applied in the audit of the basic financial statements and in my opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.  The accompanying schedule of expenditures of federal awards is presented for purpose 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 basic 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 records used to prepare the financial statements or to the financial statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America.

In my opinion, the combining statements for nonmajor governmental funds and fiduciary funds, the statement of receipts, disbursements, and due to student groups-Pendleton County High School  and the schedule of expenditures of federal awards, are fairly stated in all material respects in relation to the financial statements as a whole.

Denise M. Keene
Denise M. Keene, CPA

October 15, 2012
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PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
NOTE A – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

REPORTING ENTITY

The Pendleton County Board of Education (Board), a five member group, is the level of government which has oversight responsibilities over all activities related to public elementary and secondary school education within the jurisdiction of the Pendleton County School District (District).  The Board receives funding from local, state and federal government sources and must comply with the commitment requirements of these funding source entities.  However, the Board is not included in any other governmental “reporting entity” as defined in Section 2100, Codification of Governmental Accounting and Financial Reporting Standards as Board members are elected by the public and have decision making authority, the power to designate management, the responsibility to develop policies which may influence operations, and primary accountability for fiscal matters.

The Board, for financial purposes, includes all of the funds and account groups relevant to the operation of the Pendleton County Board of Education.  The financial statements presented herein do not include funds of groups and organizations, which although associated with the school system, have not originated within the Board itself such as Band Boosters, Parent-Teacher Associations, etc.

The financial statements of the Board include those of separately administered organizations that are controlled by or dependent on the Board.  Control or dependence is determined on the basis of budget adoption, funding and appointment of the respective governing board.

Based on the foregoing criteria, the financial statements of the following organization are included in the accompanying financial statements:

Pendleton County School District Finance Corporation (the Corporation) – the Pendleton County Board of Education has established the Pendleton County School District Finance Corporation (a non-profit, non-stock, public and charitable corporation organized under the School Bond Act and KRS 273 and KRS Section 58.180) as an agency of the Board for financing the costs of school building facilities.  The Board Members of the Pendleton County Board of Education also comprise the Corporation’s Board of Directors.

Basis of Presentation

District-Wide Financial Statements – The statement of net assets and the statement of activities display information about the District as a whole.  These statements include the financial activities of the primary government, except for fiduciary funds.  The statements distinguish between those activities of the Board that are governmental and those that are considered business-type activities.

The district-wide statements are prepared using the economic resources measurement focus.  This is the same approach used in the preparation of the proprietary fund financial statements but differs from the manner in which governmental fund financial statements are prepared.  Governmental fund financial statements therefore include reconciliations with brief explanations to better identify the relationship between the district-wide statements and the statements for governmental funds.
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PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
The district-wide statement of activities presents a comparison between direct expenses and program revenues for each segment of the business-type activities of the District and for each function or program of the District’s governmental activities.  Direct expenses are those that are specifically associated with a service, program or department and are therefore clearly identifiable to a particular function.  Program revenues include charges paid by the recipient of the goods or services offered by the program and grants and contributions that are restricted to meeting the operational or capital requirements of a particular program.  Revenues that are not classified as program revenues are presented as general revenues of the District, with certain limited exceptions.  The comparison of direct expenses with program revenues identifies the extent to which each business segment or governmental function is self-financing or draws from the general revenues of the District.

Fund Financial Statements – Fund financial statements report detailed information about the District.  The focus of governmental and proprietary fund financial statements is on major funds rather than reporting funds by type.  Each major fund is presented in a separate column.  Nonmajor funds are aggregated and presented in a single column.  Fiduciary funds are reported by fund type.

The accounting and reporting treatment applied to a fund is determined by its measurement focus.  All governmental fund types are accounted for using a flow of current financial resources measurement focus.  The financial statements for governmental funds are a balance sheet, which generally includes only current assets and current liabilities, and a statement of revenues, expenditures and changes in fund balances, which reports on the changes in total net assets.  Proprietary funds and fiduciary funds are reported using the economic resources measurement focus.  The statement of cash flows provides information about how the District finances and meets the cash flow needs of its proprietary activities.

The District has the following funds:

I.          Governmental Fund Types
(A) The General Fund is the primary operating fund of the District.  It accounts for financial resources used for general types of operations.  This is a budgeted fund and any unrestricted fund balances are considered as resources available for use.  This is a major fund of the District.

(B) The Special Revenue Fund accounts for proceeds of specific revenue sources (other than expendable trusts or major capital projects) that are legally restricted to disbursements for specified purposes.  It includes federal financial programs where unused balances are returned to the grantor at the close of specified project periods as well as the state grant programs.  Project accounting is employed to maintain integrity for the various sources of funds.  The separate projects of federally-funded grant programs are identified in the Schedule of Expenditures of Federal Awards included in this report.  This is a major fund of the District.
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PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
(C) Capital Project Funds are used to account for financial resources to be used for the acquisition or construction of major capital facilities and equipment (other than those financed by Proprietary Funds).

1. The Support Education Excellence in Kentucky (SEEK) Capital Outlay Fund receives those funds designated by the state as Capital Outlay Funds and is restricted for use in financing projects identified in the district’s facility plan.

2. The Facility Support Program of Kentucky (FSPK) Fund accounts for funds generated by the building tax levy required to participate in the School Facilities Construction Commission’s construction funding and state matching funds, where applicable.  Funds may be used for projects identified in the district’s facility plan.  This is a major fund of the District

3. The Construction Fund includes Capital Projects Fund accounts for proceeds from sales of bonds and other revenues to be used for authorized construction and/or renovations.  

II. Debt Service Fund
The Debt Service Fund is used to account for the accumulation of resources for, and the            payment of, general long-term debt principal and interest and related cost; and, for the payment of interest on general obligation notes payable, as required by Kentucky Law.

III.        Proprietary Funds (Enterprise Fund)

1. The School Food Service Fund is used to account for school food service activities, 

       including the National School Lunch Program, which is conducted in cooperation with   

       the U.S. Department of Agriculture (USDA).  This is a major fund for the District.   

2. The Child Care Fund is used to account for after school child care activities.

3. The Adult/Community Education Fund is use to account for adult and community education activities.

IV.       Fiduciary Fund Type (Agency and  Private Purpose Trust Funds)

1. The Agency Fund accounts for activities of student groups and other types of activities 

       requiring clearing accounts.  These funds are accounted for in accordance with 

       Uniform Program of Accounting for School Activity Funds.

2. The Private Purpose Trust Funds are used to report trust arrangements under which 

       principal and income benefit individuals, private organizations or other governments.

       The District does not currently have any Private Purpose Trust Funds.
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PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on the financial statements.  District-wide financial statements are prepared using the accrual basis of accounting.  Governmental funds use the modified accrual basis of accounting.  Proprietary and fiduciary funds also use the accrual basis of accounting.

Revenues – Exchanges and Non-exchange Transactions – Revenues resulting from exchange transactions, in which each party receives essentially equal value, are recorded on the accrual basis when the exchange takes place.  On a modified accrual basis, revenues are recorded in the fiscal year in which the resources are measurable and available.  Available means that the resources will be collected within the current fiscal year or are expected to be collected soon enough thereafter to be used to pay liabilities of the current fiscal year.  For the District available means expected to be received within sixty days of the fiscal year-end.

Nonexchange transactions, in which the District receives value without directly giving equal value in return, include property taxes, grants, entitlements and donations.  On an accrual basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied.  Revenue from grants, entitlements and donations is recognized in the fiscal year in which all eligibility requirements have been satisfied.  Eligibility requirements include timing requirements, which specify the year when the resources are required to be used or the fiscal year when used is first permitted, matching requirements, in which the District must provide local resources to be used for a specified purpose, and expenditure requirements, in which the resources are provided to the District on a reimbursement basis.  On a modified accrual basis, revenues from nonexchange transactions must also be available before they can be recognized.

Deferred Revenue – Deferred revenue arises when assets are recognized before revenue recognition criteria have been satisfied.

Grants and entitlements received before the eligibility requirements are met are recorded as deferred revenue.

Expenses/Expenditures – On the accrual basis of accounting, expenses are recognized at the time they are incurred. The fair value of donated commodities used during the year is reported in the statement of revenues, expenses, and changes in net assets as an expense with a like amount reported as donated commodities revenue. 

The measurement focus of governmental fund accounting is on decreases in net financial resources (expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in which the related fund liability is incurred, if measurable. Allocations of cost, such as depreciation, are not recognized in governmental funds.

Subsequent Events – Subsequent events were considered through October 15, 2012, which represents the date of my report.

The district refinanced the 2002 Bond series through a KISTA Educational Facilities Lease on July 1, 2012 for a savings of $35,026.
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NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
Property Taxes

Property Tax Revenues – Property taxes are levied each September on the assessed value listed as of the prior January 1, for all real and personal property in the county. The billings are considered due upon receipt by the taxpayer; however, the actual date is based on a period ending 30 days after the tax bill mailing. Property taxes collected are recorded as revenues in the fiscal year for which they were levied. 

The property tax rates assessed for the year ended June 30, 2012, to finance the General Fund operations were $.606 per $100 valuation for real property, $.606 per $100 valuation for business personal property and $.55 per $100 valuation for motor vehicles.

The District levies a utility gross receipts license tax in the amount of 3% of the gross receipts derived from the furnishings, within the county, of telephonic and telegraphic communications 
services, cablevision services, electric power, water, and natural, artificial and mixed gas.
Fund Balance Classification Policies and Procedures

The Board intends that accounting practices follow state and federal laws and regulations and general accepted accounting policies

Nonspendable Fund Balance 
Amounts that cannot be spent because they are either not in a spendable form (such as inventories and prepaid amounts) or are legally or contractually required to be maintained intact will be classified as Nonspendable Fund Balance.

Restricted Fund Balance

Fund balance will be reported as restricted when constraints placed on the use of resources are either; (a) externally imposed by creditors, granters, contributors, or laws or regulations or other governments; or (b) imposed by laws through constitutional provisions or enabling legislation.  The Board will use restricted amounts before unrestricted amounts when an expenditure is incurred for purposes for which both restricted and unrestricted fund balance is available.
Committed Fund Balance

Amounts that can only be used for specific purposes pursuant to constraints imposed by formal action of the Board of Education will be reported as committed fund balance.
Assigned Fund Balance

Amounts that have been assigned for a specific purpose by formal resolution of the 
Board of Education will be reported as assigned fund balance for a specific purpose.

Unassigned Fund Balance

Unassigned Fund Balance is the residual classification for the general fund.

When an expenditure is incurred for purposes for which amounts in any of the unrestricted fund balance classification could be used, the funds will first be spent from committed, then  assigned, and then finally unassigned.

Prepaid Assets
Payments made that will benefit periods beyond June 30, 2012 are recorded as prepaid items using the consumption method.  Prepaid assets are only recorded if material to the financial statements.
23
PENDLETON COUNTY BOARD OF EDUCATION

NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
Capital Assets

General capital assets are those assets not specifically related to activities reported in the proprietary funds. These assets generally result from expenditures in the governmental funds. These assets are reported in the governmental activities column of the government-wide statement of net assets but are not reported in the fund financial statements. Capital assets utilized by the proprietary funds are reported both in the business-type activities column of the government-wide statement of net assets and in the respective funds.

All capital assets are capitalized at cost (or estimated historical cost) and updated for additions and retirements during the year. Donated fixed assets are recorded at their fair market values as of the date received. The District maintains a capitalization threshold of one thousand dollars with the exception of computers, digital cameras and real property for which there is no threshold. The District does not possess any infrastructure. Improvements are capitalized; the cost of, normal maintenance and repairs that do not add to the value of the asset or materially extend an asset’s life are not.

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful lives of the related capital assets. Depreciation is computed using the straight-line method over the following useful lives for both general capital assets and proprietary fund assets:


Governmental Activities



Description


Estimated Lives



Buildings and improvements
25-50 years


Land improvements
20 years


Technology equipment
5 years


Vehicles
5-10 years


Audio-visual equipment
15 years


Food service equipment
12 years


Furniture and fixtures
20 years


Rolling stock
15 years


Other
10 years

Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund loans are classified as “interfund receivables/payables”. These amounts are eliminated in the governmental and business-type activities columns of the statements of net assets, except for the net residual amounts due between governmental and business-type activities, which are presented as internal balances.
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For The Year Ended June 30, 2012
Accumulated Unpaid Sick Leave Benefits

Upon retirement from the school system, an employee will receive from the District an amount equal to 30% of the value of accumulated sick leave.

Sick leave benefits are accrued as a liability using the termination payment method. An accrual for earned sick leave is made to the extent that it is probable that the benefits will result in termination payments. The liability is based on the School District’s past experience of making termination payments.

The entire compensated absence liability is reported on the government-wide financial statements.

For governmental fund financial statements the current portion of unpaid accrued sick leave is the amount expected to be paid using expendable available resources. These amounts are recorded in the account “accumulated sick leave payable” in the general fund. The noncurrent portion of the liability is not reported.

Budgetary Process

Budgetary Basis of Accounting: The District’s budgetary process accounts for certain transactions on a basis other than Generally Accepted Accounting Principles (GAAP). The major differences between the budgetary basis and the GAAP basis are:

Revenues are recorded when received in cash (budgetary) as opposed to when susceptible to accrual (GAAP).

Expenditures are recorded when paid in cash (budgetary) as opposed to when susceptible to accrual (GAAP).

Once the budget is approved, it can be amended. Amendments are presented to the Board at their regular meetings. Such amendments are made before the fact, are reflected in the official minutes of the Board, and are not made after fiscal year-end as dictated by law.

Each budget is prepared and controlled by the treasurer at the revenue and expenditure function/object level. All budget appropriations lapse at year-end.

Cash and Cash Equivalents

The District considers demand deposits, money market funds, and other investments with an original maturity of 90 days or less, to be cash equivalents.

Inventories

On district-wide financial statements inventories are stated at cost and are expensed when used.

On fund financial statements inventories are stated at cost. The cost of inventory items is recorded as an expenditure in the governmental fund types when purchased.

The food service fund uses the specific identification method and the general fund uses the first-in, first-out method.
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NOTES TO THE FINANCIAL STATEMENTS

For the Year Ended June 30, 2012
Bond Issue Costs
Costs associated with the issuance of bond obligations, including fiscal and rating agency fees, paying agent fees, and attorney fees are reported as expenditures in the governmental funds financial statements.  These costs are capitalized and amortized over the lives of the respective bonds on the government-wide financial statements.

Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities and long-term obligations are reported in the district-wide financial statements, and all payables, accrued liabilities and long-term obligations payable from proprietary funds are reported on the proprietary fund financial statements.

In general, payables and accrued liabilities that will be paid from governmental funds are reported on the governmental fund financial statements regardless of whether they will be liquidated with current resources. However, claims and judgments, the noncurrent portion of capital leases, accumulated sick leave, contractually required pension contributions and special termination benefits that will be paid from governmental funds are reported as a liability in the fund financial statements only to the extent that they will be paid with current, expendable, available financial resources. In general, payments made within sixty days after year-end are considered to have been made with current available financial resources. Bonds and other long-term obligations that will be paid from governmental funds are not recognized as a liability in the fund financial statements until due.

Fund Balance Reserves

The District reserves those portions of fund equity which are legally segregated for a specific future use or which do not represent available expendable resources and therefore are not available for appropriation or expenditure. Unreserved fund balance indicates that portion of fund equity which is available for appropriation in future periods. 

Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets, net of related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any borrowings used for the acquisition, construction or improvement of those assets. Net assets are reported as restricted when there are limitations imposed on their use either through the enabling legislation adopted by the District or through external restrictions imposed by creditors, grantors or laws or regulations of other governments.

Operating Revenues and Expenses

Operating revenues are those revenues that are generated directly from the primary activity of the proprietary funds. For the District, those revenues are primarily charges for meals provided by the various schools and collections for services such as child care and adult/community education courses.
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For The Year Ended June 30, 2012
Contributions of Capital

Contributions of capital in proprietary fund financial statements arise from outside contributions of fixed assets, or from grants or outside contributions of resources restricted to capital acquisition and construction.

Interfund Activity

Flows of cash or goods from one fund to another without a requirement for repayment are reported as interfund transfers. Interfund transfers are reported as other financing sources/uses in governmental funds and after nonoperating revenues/expenses in proprietary funds. Repayments from funds responsible for particular expenditures/expenses to the funds that initially paid for them are not presented on the financial statements.

Uses of Estimates 

The process of preparing financial statements in conformity with general accepted accounting principles of the United States of America requires management to make estimates and assumptions that affect reported amounts of assets, liabilities, designated fund balances, and disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenditures during the reporting period.  Actual results could differ from those estimates.

Encumbrances

Encumbrances are not liabilities and therefore, are not recorded as expenditures until receipt of material or service.  For budgetary purposes, appropriations lapse at fiscal year-end and outstanding encumbrances at year-end are reappropriated in the next year.  Accordingly, no differences exist between actual results and the applicable budgetary data presented in the accompanying combined financial statements.

NOTE B – PROPERTY TAX CALENDAR

Property taxes for fiscal year 2012 were levied on the assessed valuation of property located in the School District as of January 1, 2011 lien date.  The due date and collection periods for all taxes exclusive of vehicle taxes are as follows:

Description                                                                        per KRS 134.020

Due date for payment of taxes                                              Upon receipt

Face value amount payment date                                         December 31

Delinquent date, 10% penalty                                                   January 1

Vehicle taxes are collected by the County Clerk and are due and collected in the birth month of the vehicle’s licensee.
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NOTE C – CASH AND CASH EQUIVALENTS

At year-end, the carrying amount of the District’s total cash and cash equivalents was $5,581,297. Of the total cash balance, $250,000 was covered by Federal Depository insurance, with the remainder covered by collateral agreements and collateral held by the pledging banks’ trust departments in the District’s name. Cash equivalents are funds temporarily invested in securities with a maturity of 90 days or less.

Cash and cash equivalents at June 30, 2012 consisted of the following:



Bank


Book



Balance
                   Balance

General Checking Account

  General Fund                                                                                 $                             $ 2,207,155
  Fund 2 (Special Revenue)                                                                                                (179,334)
  Fund 310  (Capital Outlay)                                                                                                 179,497 
  Fund 320 (Building)                                                                                                         2,009,533
  Fund 360  (Construction)                                                                                                    352,681
  Fund 51 (Food Service)                                                                                                      411,300
  Fund 52 (Day Care)                                                                                                              11,839
  Fund 54  (Adult/Community Education)                                                                                     942
      Total General Checking Account                                                    5,732,790             4,993,613
Activity and Trust Funds                                                                          354,102                343,387
Debt Service                                                                                            162,403                162,403
Fund 360                                                                                                   81,894                  81,894
  TOTALS
                                                                              $    6,331,189          $ 5,581,297


Breakdown per financial statements:


Governmental Funds                                                                                        $  4,813,829                  

             Proprietary Funds                                                                                                    424,081

Agency Funds                                                                                                          343,387

TOTALS                                                                                                           $   5,581,297
DEPOSITS AND INVESTMENTS

As of June 30, 2012, the District has the following investments:

Cash equivalents                  $ 5,581,297
Interest rate risk:  In accordance with the District’s investment policy, interest rate risk is limited by investing in public funds with the highest rate of return with the maximum security of principal.  Investments are undertaken in a manner that seeks to ensure preservation of the capital in its portfolio.

Credit risk.  The District’s investment policy limits the types of authorized investment instruments to obligations of the United States, its agencies, and instrumentalities.  In addition, certificates of deposit or bonds of a bank or the Commonwealth of Kentucky, securities issued by a state or local government or shares of mutual funds are acceptable investments.

Concentration of credit risk.  The District may invest, at any one time, funds in any one of the above listed  categories with no limitation of the total amount of funds invested on behalf of the District.
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NOTE E – BONDED DEBT AND LEASE OBLIGATIONS

The amount shown in the accompanying financial statements as lease obligations represents the District’s future obligations to make lease payments relating to the bonds issued aggregating 

the original amount of each issue, the issue date, and interest rates are summarized below:

             Issue Date                              Proceeds                        Rates

                    2002                                  1,390,000                1.60% - 4.55%

                     2005                                     5,050,000                 3.45%
                     2007                                   13,600,000                 4.00% - 4.125%

                     2008                                     2,150,000                  2.00% - 3.25%
                     2009                                   17,340,000                  2.00% - 6.50%
The District, through the General Fund (including utility taxes and the Support Education Excellence in Kentucky (SEEK) Capital Outlay Fund) is obligated to make payments in amounts sufficient to satisfy debt service requirements on bonds issued to construct school facilities. The District has an option to purchase the property under lease at any time by retiring the bonds then outstanding.

The District entered into “participation agreements” with the School Facility Construction Commission. The Commission was created by the Kentucky General Assembly for the purpose of assisting local school districts in meeting school construction needs. The table below sets forth the amount to be paid by the District and the Commission for each year until maturity of all bond issues. The liability for the total bond amount remains with the District and, as such, the total principal outstanding has been recorded in the financial statements.

The District issued “Build America Bonds” in 2010.  The United States Treasury will pay a portion of the interest of the bonds.

The bonds may be called prior to maturity and redemption premiums are specified in each issue. Assuming no bonds are called prior to scheduled maturity, the minimum obligations of the District, including amounts to be paid by the Commission, at June 30, 2012 for debt service (principal and interest) are as follows:
	
	
	Pendleton County School
	
	SFCC
	
	
	
	U.S.
	
	

	Year
	
	Principal
	
	Interest
	
	Principal
	
	Interest
	
	Treasury
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	

	2012-13
	
	1,560,031
	
	1,201,065
	
	189,969
	
	71,074
	
	317,666
	
	3,339,805

	2013-14
	
	1,603,864
	
	1,154,166
	
	196,136
	
	64,906
	
	309,574
	
	3,328,646

	2014-15
	
	1,657,360
	
	1,102,483
	
	202,640
	
	58,402
	
	299,540
	
	3,320,425

	2015-16
	
	1,710,481
	
	1,046,913
	
	199,519
	
	51,739
	
	288,358
	
	3,297,010

	2016-17
	
	1,753,958
	
	999,416
	
	171,042
	
	45,525
	
	275,173
	
	3,245,114

	2017-18
	
	1,812,977
	
	935,105
	
	177,023
	
	39,544
	
	261,392
	
	3,226,041

	2018-19
	
	1,751,730
	
	869,967
	
	183,270
	
	33,295
	
	246,473
	
	3,084,735

	2019-20
	
	1,808,503
	
	803,451
	
	71,497
	
	26,823
	
	230,024
	
	2,940,298

	2020-21
	
	1,875,643
	
	731,917
	
	74,357
	
	23,963
	
	213,118
	
	2,918,998

	2021-22
	
	1,942,669
	
	657,183
	
	77,331
	
	20,989
	
	195,291
	
	2,893,463

	2022-23
	
	2,014,576
	
	579,637
	
	80,424
	
	17,896
	
	176,855
	
	2,869,388

	2023-24
	
	2,086,359
	
	498,501
	
	83,641
	
	14,679
	
	157,496
	
	2,840,676

	2024-25
	
	2,167,908
	
	413,010
	
	87,092
	
	11,228
	
	137,480
	
	2,816,718

	2025-26
	
	2,249,316
	
	323,407
	
	90,684
	
	7,636
	
	116,395
	
	2,787,438

	2026-27
	
	2,340,575
	
	230,440
	
	94,425
	
	3,895
	
	94,640
	
	2,763,975

	2027-28
	
	1,545,000
	
	132,876
	
	
	
	
	
	71,549
	
	1,749,425

	2028-29
	
	1,600,000
	
	67,600
	
	________
	
	_______
	
	36,400
	
	1,704,000

	Totals
	
	31,480,950
	
	11,747,137
	
	1,979,050
	
	491,594
	
	3,427,424
	
	49,126,155
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NOTE E – BONDED DEBT AND LEASE OBLIGATIONS (continued)

A summary of the changes in the outstanding bonds during the fiscal year ended June 30, 2012 is as follows:

	
	
	Balance
	
	
	
	
	
	Balance

	Issue
	
	Beginning
	
	Additions
	
	Payments
	
	Ending

	
	
	
	
	
	
	
	
	

	2002
	
	740,000
	
	
	
	95,000
	
	645,000

	2005
	
	3,560,000
	
	
	
	670,000
	
	2,890,000

	2007
	
	12,975,000
	
	
	
	170,000
	
	12,805,000

	2008
	
	1,685,000
	
	
	
	95,000
	
	1,590,000

	2009
	
	16,210,000
	
	
	
	680,000
	
	15,530,000

	
	
	35,170,000
	
	
	
	1,710,000
	
	33,460,000


NOTE F – CAPITAL LEASE PAYABLE  
The District leases buses under capital leases with KISTA.  The leases expire on various dates from June 2012 through June 2021.


Book value as of



Classes of Property


June 30, 2012



Buses

$
      1,048,111
The following is a schedule by years of the future minimum lease payments under capital lease together with the present value of the net minimum lease payments as of June 30, 2012:



Year Ending


Capital Lease



June 30,


Payable


2013
    $        289,670

2014


270,658
2015                                                                  223,054
2016                                                                  191,386
2017                                                                  157,490

Thereafter


258,276

Total minimum lease payments


1,390,534

  Less: Amount representing interest


(152,452)


Present Value of Net Minimum


  Lease Payments
$

1,238,082
31
PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
NOTE F – CAPITAL LEASE PAYABLE  (continued)

A summary of the changes in capital lease payable during the fiscal year ended June 30, 2012 is as follows:



Minimum Lease


Minimum Lease



Payable as of


Payable as of



July 1, 2011
Additions
Payments
June 30, 2012


1,370,288
118,872
251,078
1,238,082
NOTE G – COMMITMENTS UNDER NONCAPITALIZED LEASES

Commitments under operating lease agreements for office equipment provide the minimum future rental payments as of June 30, 2012 as follows:

Year ending June 30:

2013                                        $               37,421         

2014                                                         37,421
2015                                                         36,903
2016                                                                 0
2017                                                                 0

Total minimum payments
$
            111,745
NOTE H – RETIREMENT PLANS

Plan Description – The Pendleton County 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 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.
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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, KRS 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 descriptions 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.

Substantially all other employees (classified personnel) are covered under the County Employee’s Retirement System (CERS), a cost sharing multiple-employer, public employers retirement system.  Funding for the plan is provided through payroll withholdings of 5.00% and a district contribution of 18.96% of the employee’s total compensation subject to contribution.

The following are payroll and retirement amounts for the years ended June 30, 2012, 2011, and 2010.

	
	2012
	2011
	2010

	Total payroll
	$13,696,882
	$14,401,984
	$14,466,436

	KTRS total payroll
	$9,835,542
	$10,775,367
	$10,804,605

	CERS total payroll
	$3,152,113
	$3,477,214
	$3,431,745

	Contribution requirement for CERS
	$757,333
	$762,599
	$721,099

	District portion - CERS contribution
	$597,603
	$588,126
	$547,511

	Employee portion - CERS contribution
	$159,730
	$174,473
	$173,588

	KTRS contribution - Commonwealth of KY
	$1,297,408
	$1,247,576
	$1,338,124

	KTRS contribution - district federal employees
	$163,230
	$171,134
	$83,719


Benefits under both plans will vary based on final compensation, years of service and other factors as fully described in the Plan documents.
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The “pension benefit obligation” is a standardized disclosure measure of the present value of pension benefits, adjusted for the effects of projected salary increases and step-rate benefits, estimated to be payable in the future as a result of employee service to date. The measure, which is the actuarial present value of credited projected benefits, is intended to help users assess the pensions’ funding status on a going-concern basis, assess progress made in accumulating sufficient assets to pay benefits when due, and make comparisons among the plans and employers.

KTRS and CERS do not make separate measurements of assets and pension benefit obligation for individual employers. 

As the District is only one of several employers participating in the Plan, it is not practicable to determine the District's portion of the unfunded past service cost or the vested benefits of the District’s portion of the Plan assets.

The District also offers employees the option to participate in a defined contribution plan under Section 403(B), 401(K) and 457 of the Internal Revenue Code. All regular full-time and part-time employees are eligible to participate and may contribute up to the maximum amount allowable by law. The District does not contribute to these plans.

NOTE I - CONTINGENCIES

The District receives funding from Federal, State and Local government agencies and private contributions. These funds are to be used for designated purposes only. For government agency grants, if based upon the grantor's review, the funds are considered not to have been used for the intended purpose, the grantors may request a refund of monies advanced, or refuse to reimburse the District for its disbursements. The amount of such future refunds and unreimbursed disbursements, if any, is not expected to be significant. Continuation of the District's grant programs is predicated upon the grantors' satisfaction that the funds provided are being spent as intended and the grantors' intent to continue their programs.  The District has not currently received approval for the capital funds used during the year for property insurance.  The District has requested approval and does anticipate approval.  However, if approval is not received the property insurance paid by capital funds would need to be transferred to the general fund.
NOTE J - INSURANCE AND RELATED ACTIVITIES

The District is exposed to various forms of loss of assets associated with the risks of fire, personal liability, theft, vehicular accidents, errors and omissions, fiduciary responsibility, etc. Each of these risk areas is covered through the purchase of commercial insurance. The District has purchased certain policies which are retrospectively rated which includes Workers' Compensation insurance.

NOTE K – ACCUMULATED UNPAID SICK LEAVE BENEFITS

Upon retirement from the school system, a certified employee will receive from the district an amount equal to 30% of the value of accumulated sick leave.  At June 30, 2012, this amount totaled $362,370 for those employees eligible to retire, of which $181,185 is reserved in the current year fund balance of the General Fund.  
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NOTE L – INTERFUND RECEIVABLES AND PAYABLES

There were no interfund balances as of June 30, 2012.
NOTE M – RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors and omissions; injuries to employees; and natural disasters.  To obtain insurance for workers’ compensation, errors and omissions, and general liability coverage, the District purchases various insurance policies, including participating in the Kentucky School Boards Insurance Trust Liability Insurance Fund.  These public entity risk pools operate as common risk management and insurance programs for all school districts and other tax supported educational agencies of Kentucky who are members of the Kentucky School Boards Association.  The district pays an annual premium to each fund for coverage.  Contributions to the Workers’ Compensation Fund are based on premium rates established by such fund in conjunction with the excess insurance carrier, subject to claims experience modifications and a

group discount amount.  Dividends may be declared, but are not payable until twenty-four (24) months after the expiration of the self-insurance term.  The Liability Insurance fund pays insurance premiums of the participating members established by the insurance carrier.  The Trust can terminate coverage if it is unable to obtain acceptable excess general liability coverage and for any reason by giving ninety (90) days notice.  In the event the Trust terminated coverage, any amount remaining in the Fund (after payment of operational and administrative costs and claims for which coverage was provided) would be returned to the member on a pro rata basis.

The District purchased unemployment insurance through the Kentucky School Boards Insurance Trust Unemployment Compensation Fund; however, risk has not been transferred to such fund.  In addition, the District continues to carry commercial insurance for all other risks of loss.  Settled claims resulting from these risks have not exceeded commercial insurance coverage in any of the past three fiscal years.

NOTE N – DEFICIT OPERATING/FUND BALANCES

Funds with a current year deficit of revenues over expenditures

Capital Outlay Fund                                        $  (       148,425)

Building Fund                                                      (   1,342,597)

Food Service                                                       (      112,250)
NOTE O – COBRA

Under COBRA, employers are mandated to notify terminated employees of available continuing insurance coverage.  Failure to comply with this requirement may put the school district at risk for a substantial loss.  The District notifies the Department of Employee Insurance (DEI) when an employee is no longer employed.  DEI sends the employee the COBRA requirements.  The District continues to be responsible for COBRA letters other than health insurance.
35
PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE FINANCIAL STATEMENTS

For The Year Ended June 30, 2012
NOTE P – TRANSFER OF FUNDS

The following transfers were made during the year.

Type                     From Fund    To Fund    Purpose                       Amount

Operating                        1                 2       KETS Matching        $   75,239
Operating                      51                 1       Indirect Cost                  74,819
Debt Service               310             400       Bond Payment             234,502

Debt Service               320             400       Bond Payment          1,912,741
Debt Service                   1             400       Bond Payment             620,164
Construction               320             360       Construction                 504,008
Excess Taxes             320                 1       Reverse Contribution   888,442
NOTE Q – ON-BEHALF PAYMENTS

The financial statements include payments made by the Commonwealth of Kentucky for insurance, flexible spending, vocational and retirement benefits.  The following amounts are included in the financial statements.

Health Insurance                                                          $ 2,359,335
Flex Spending                                                                    164,832
Administrative Fee                                                               27,624
Life Insurance                                                                        5,900
Federal Reimbursement                                                 (181,736)
KTRS                                                                              1,297,408
Technology                                                                          79,375

Vocational                                                                            40,119
Total                                                                             $ 3,792,857
NOTE R – PRIOR PERIOD ADJUSTMENT
A KDE representative discovered an error in Fund 360, Construction Fund from a prior year.  The representative recommended a prior period adjustment of $74,717, which the district did.
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PENDLETON COUNTY BOARD OF EDUCATION
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For The Year Ended June 30, 2012
Note 1 – Basis of Presentation

The accompanying schedule of expenditures of federal awards (the “Schedule”) includes the federal grant activity of Pendleton County School District (the “District”) under programs of the federal government for the year ended June 30, 2012.  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.  Because the Schedule presents only a selected portion of the operations of the District, it is not intended to and does not present the financial position, changes in net assets or cash flows of the District.

Note 2 – Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the accrual basis of accounting.  Such expenditures are recognized following the cost principles contained in OMB Circular A-87, Cost Principles for State, Local and Indian Tribal Govenments, wherein certain types of expenditures are not allowable or are limited as to reimbursement.  Negative amounts shown on the Schedule represent adjustments or credits made in the normal course of business to amounts reported as expenditures in prior years.  Pass-through entity identifying numbers are presented where available.
Note 3 – Food Distribution

Nonmonetary assistance is reported in the Schedule at the fair market value of the commodities disbursed, totaling $77,761.  
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REPORT ON INTERNAL CONTROL OVER FINANCIAL

REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
(No Material Weaknesses Identified, No Significant Deficiencies Identified, and
Reportable Instance of Noncompliance, and Other Matters Identified)

State Committee For School District Audits

Members of the Board of Education

Pendleton County School District

Falmouth, Kentucky

I have audited the financial statements of Pendleton County School District as of and for the year ended June 30, 2012, and have issued my report thereon dated October 15, 2012.  I conducted my audit in accordance with auditing standards generally accepted in the United States of America, 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 and Local Governments, and Non-Profit Organizations, and the audit requirement prescribed by Appendix I, II, III and IV to the independent auditor’s contract.

Internal Control Over Financial Reporting

Management of Pendleton County School District is responsible for the establishing and maintaining effective internal control over financial reporting.  In planning and performing my audit I considered the District’s internal control over financial reporting as a basic for designing my auditing procedures for the purpose of expressing my opinion on the financial statements, but not for the purpose of expressing an opinion the effectiveness of the District’s internal control over financial reporting.  Accordingly, I do not express an opinion on the effectiveness of the District’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 entity’s financial statement will not be prevented or detected and corrected on a timely basis.
My 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.  I did not identify any deficiencies in internal control over financial reporting that I consider to be a material weakness, as defined previously.  
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are

free of material misstatement, I 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 my audit, and accordingly,

I do not express such an opinion.  The results of my tests disclosed no instances of noncompliance or other matters that are required to be reported under Government Auditing Standards.
In addition, the results of my tests disclosed no instances of material noncompliance of specific state statutes or regulations identified in Appendix II of the Independent Auditor’s Contract – State Audit Requirements, as described in the accompanying schedule of findings and questioned costs as items:

I noted certain matters that I reported to management of the District in a separate letter dated October 15, 2012.
This report is intended solely for the information and use of the audit committee, management, federal awarding agencies, pass-through entities and specified legislative or regulatory bodies and is not intended to be and should not be used by anyone other than these specified parties.

Denise M. Keene
Denise M. Keene, CPA

October 15, 2012
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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

(Unqualified Opinion on Compliance: 

Significant Deficiencies in Internal Control Over Compliance Identified)

INDEPENDENT AUDITOR’S REPORT
State Committee For School District Audits

Members of the Board of Education

Pendleton County School District

Falmouth, Kentucky

I have audited Pendleton County School District’s (the “District”) 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 District’s major federal programs for the year ended June 30, 2012.  The District’s major federal programs are identified in the summary of auditor’s 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 District’s management.  My responsibility is to express an opinion on the District’s compliance based on my audit.

I conducted my 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, Audits of States, Local Governments, and Non-Profit Organizations and the audit requirements prescribed by Appendix I, II, III, and IV to the independent auditor’s contract.  Those standards and OMB Circular A-133 require that I 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 District’s compliance with those requirements and performing such other procedures as I considered necessary in the circumstances.  I believe that my audit provides a reasonable basis for my opinion.  My audit does not provide a legal determination on the District’s compliance with those requirements.

In my opinion, the District 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.  
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Internal Control Over Compliance

Management of the Pendleton County School District is responsible for establishing and maintaining effective internal control over compliance with requirements of laws, regulations, contracts and grants applicable to federal programs.  In planning and performing my audit, I considered the District’s internal control over compliance with requirements that could have a direct and material effect on a major federal program to determine the auditing procedures for the purpose of expressing my 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, I do not express an opinion on the effectiveness of the District’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.   

My 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.

I did not identify any deficiencies in internal control over compliance that I consider to be material weaknesses, as defined above.  However, I identified a certain deficiency in internal control over compliance that I considered to be a significant deficiency as described in the accompanying scheduled of findings and questioned costs as item 2012-01 and 2012-02.  A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance requirement of a federal program that is less severe than a material weakness in internal control over compliance, yet important enough to merit attention by those charged with governance.

The District’s response to the findings identified in my audit are described in the accompanying schedule of findings and questioned costs.  I did not audit the District’s response and, accordingly, I express no opinion on the response.
This report is intended solely for the information and use of the audit committee, management, specified legislative or regulatory bodies, 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.

Denise M. Keene
Denise M. Keene, CPA

October 15, 2012
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For The Year Ended June 30, 2012
Section I – Summary of Auditor’s Results

Financial Statements

An unqualified opinion was issued on the financial statements.

Internal control over financial reporting

  Material weakness(es) identified?                                           __ yes   X  no

  Significant deficiency(s) identified that are not                        

     considered to be material weakness(es)?                           __ yes    X none reported

Noncompliance material to financial statements noted?           __  yes   X  no

Federal Awards

Internal control over major programs:

  Material weakness(es) identified?                                          __  yes   X  no

  Significant deficiency(s) identified that are not

      Considered to be material weakness(es)?                         _X_  yes   _  none reported

An unqualified opinion was issued on compliance for all major programs.

Any audit findings disclosed that are required to be reported

  in accordance with section 510(a) of Circular A-133?            _X_  yes   __  no

Identification of major programs


CFDA Number(s)                            Name of Federal Program or Cluster
              84.010, 84.389                               Title I, Part A Cluster
              84.027, 84.173, 84.391, 84.392    Special Education Cluster (IDEA)
              17.258, 17.278                                WIA Cluster
Dollar threshold used to distinguish between type A and type B programs:    $300,000

Auditee qualified as low-risk auditee?                                       __  yes   X  no

Section II – Financial Statement Findings

None reported
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Section III – Federal Award Findings and Questioned Costs

2012-01  

Identification : CFDA 84.010, CFDA 84.027, CFDA 17.258, and CFDA 17.278  Title I and IDEA , 7/1/11 to 9/30/13, WIA Cluster 7/1/11 to 6/30/12
Department of Education. and Department of Labor
Criteria:  The District did not allocate costs in accordance with relative benefits received by two programs.

Condition:  The District estimated the percentage of time spent between Title I and IDEA.  The estimate was based on expected time to complete assigned duties and not on a time study.  The District also estimated time spent with the WIA cluster.  The time study for the WIA cluster needs to distinguish between direct time with clients and administrative time for the director.
Questioned Cost:  Undetermined.  The percentage allocated seems reasonable, but cannot be determined without a time study.
Information:  The District estimated the percentage of time spent between Title I and IDEA.  Staff salaries and related benefits were split between the two programs based on the estimate.
Possible effect:  One of the federal programs may have been charged too much expense while the other may have been undercharged.
Recommendation:  Staff should do time studies twice a year to determine a basis for allocation of salaries and benefits between Title I and IDEA.

Management’s Response:   The program directors in charge of the three programs will meet with the auditor to determine the best way to conduct a time study to determine appropriate expenditures.
2012-02  

Identification : CFDA 84.010 and CFDA 84.027  Title I and IDEA , 7/1/11 to 9/30/13,

Department of Education.

Criteria:  Quarterly financial reports are to be filed by the 25th of the month following the end of the quarter.  Quarterly ARRA reports are to be filed by the 6th of the month following the end of the quarter.

Condition:  The District filed all of the quarterly financial reports and all of the quarterly ARRA reports late.

Questioned Cost:  None

Information:  The District did not file financial or ARRA reports timely.

Possible effect:  The report information may not have been included with the consolidated reports the Kentucky Department of Education are required to file..

Recommendation:  Staff should file all reports timely.  Someone should monitor report filings.
Management’s Response:  The superintendent will work with the finance director to establish a monthly check off list of all reports that are filed with that office.  The check off sheet will show not only when task is completed, but will require the date completed as well.  This will allow the superintendent at any time to monitor the submission of reports to KDE and other government agencies.
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SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

For The Year Ended June 30, 2012
PRIOR YEAR – FINANCIAL STATEMENT FINDINGS
None were reported last year.
PRIOR YEAR – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
None were reported last year.
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MANAGEMENT LETTER

Pendleton County Board of Education

Falmouth, Kentucky

I have audited the financial statements of the Pendleton County Board of Education for the year ended June 30, 2012 and have issued my report thereon dated October 15, 2012.  As part of my audit, I made a study and evaluation of the District’s system of internal accounting control to the extent I considered necessary to evaluate the system as required by auditing standards generally accepted in the United States of America.  The purpose of my study and evaluation was to determine the nature, timing and extent of the auditing procedures necessary for expressing an opinion on the District’s financial statements.  My study and evaluation was more limited than would be necessary for expressing an opinion on the system of internal accounting control taken as a whole.

The management of the Pendleton County Board of Education is responsible for establishing and maintaining a system of internal accounting control.  In fulfilling this responsibility, estimates and judgements by management are required to assess the expected benefits and related costs of control procedures.  The objectives of a system are to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition, and that transactions are executed in accordance with management’s authorization and recorded properly to permit the preparation of financial statements in accordance with generally accepted accounting principles.

Because of inherent limitations in any system of internal accounting control, errors, or irregularities may nevertheless occur and not be detected.  Also, projections of any evaluation of the system to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the degree of compliance with procedures may deteriorate.

My study and evaluation made for the limited purpose described in the first paragraph would not necessarily disclose all material weaknesses in the system of internal accounting control.  Accordingly, I do not express an opinion of the system of internal accounting control of the Pendleton County School District taken as a whole.  My study and evaluation disclosed no condition that I believe to be a material weakness.

The following items from last year’s management letter were corrected during the current fiscal year as outlined in the District’s response.

2011-02, 2011-03, 2011-04, 2011-05, 2011-09
The following items from last year’s management letter were not corrected during the current fiscal year.

2011-01, 2011-06, 2011-07, 2011-08, 2011-10
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CURRENT YEAR MANAGEMENT POINTS

2012-01
The District did allocate costs in accordance with relative benefits received by two programs.  It did not do a time study to determine proper allocation between two federal programs.  Staff who work with more than one program should be time studies twice a year to determine the proper allocation between the programs.
Management’s response:

The program directors in charge of the three programs will meet with the auditor to determine the best way to conduct a time study to determine appropriate expenditures.

2012-02

The District did not file quarterly federal financial reports or quarterly ARRA reports on time.  Staff should file reports timely.  Someone should monitor the filing of reports.
Management’s response:

The superintendent will work with the finance director to establish a monthly check off list of all reports that are filed with that office.  The check off sheet will show not only when task is completed, but will require the date completed as well.  This will allow the superintendent at any time to monitor the submission of reports to KDE and other government agencies.

2012-03
The District did comply with the Model Procurement Act.  The District did not bid Bunnies N Such and Silco Fire Protection Company.   Bunnies N Such purchases were made at the school level.  That vendor refused to submit a bid.  I would recommend banning the schools from purchasing from that vendor.  Someone needs to monitor expenditures by vendors.  If the District is getting close to spending $20,000 with a vendor and has not done a bid, purchases either need to be halted, or a bid needs to be done.  This is a repeat finding from last year. (2011-01)
Management’s response: 
In regards to your suggestion about Bunnies and Such a directive from the superintendent was sent to all schools and departments on October 16, 2012 to not purchase any items from the business until some form of monitoring or bidding process has been established.  Items ordered prior to that date can be delivered and payments issued.  In an effort to prevent this from happening again, the finance department will work with the schools and other departments to establish a process and procedure that better fits the Model Procurement Act.
2012-04
The District did not comply with “the local board of education shall publish the tax rates levied by the district after approval by the Kentucky Board of Education.”  The district did have a hearing and published the rates after the local board had approved, but did not publish the rates after the Kentucky Board had approved. 
Management’s response:

This duty will be included on the check off sheet reference earlier in the response document.
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2012-05
Purchase orders shall be completed and sent to the Superintendent/designee for approval.  All purchases shall require the prior approval of the Superintendent or the Superintendent’s designee.  Testing disclosed 14 of 71 invoices had dates prior to the purchase order date, and 19 of 71 did not have a purchase order at all.

Management’s response:

Superintendent will ask finance department to review process and procedures for gaining purchase orders.  Upon review the process will be shared again with all staff of the district involved in purchasing.  Also the superintendent will instruct accounts payable office to decline payment for invoices that do not have purchase orders or proper dates to correspond with paperwork. Employees that violate process will be reported to immediate supervisor.
NORTHERN ELEMENTARY SCHOOL

2012-06
According to the “Accounting Procedures for Kentucky School Activity Funds” (the Red Book), “to initiate a purchase a Purchase Order (Form F-SA-7) shall be prepared and approved by the sponsor and principal before the payment is obligated.  Testing disclosed that several invoices had dates prior to the approval date.

Management’s response:

All purchases are generated by the club account sponsors and then signed by the Principal before payment is made.  The incorrect dates on the purchase orders were an oversight on our part and in the future all purchases will be approved before payment is submitted, and this will be reflected by the dates on the purchase orders.

SOUTHERN ELEMENTARY SCHOOL
2012-07
There is an unreasonable delay between the date staff receive money and the time it is turned into the school treasurer.   According to Accounting Procedures for Kentucky School Activity Funds (the Redbook), all money collected by a teacher/sponsor shall be given to the school treasurer on the day collected.  I recommend the Principal instruct all staff to turn in money collected on a daily basis.  This is a repeat finding from the prior year. (2011-06)
Management’s response:

Procedures have been put in place to address this in the following manner:  A lock box has been purchased so that teachers are turning money directly into the school treasurer on a daily basis.  Due to the number of contract days in the school treasurer’s contract being increased, she was scheduled to work during Good Start and parents paid student fees directly to her (not the classroom teacher) at this event.  Teachers are reminded through our daily staff bulletin to turn money into the school treasurer each day.  During the 2011-2012 school year, any staff members holding money received a written or verbal reprimand.
2012-08

According to the Redbook, each club and organization shall prepare a tentative budget, due to the principal by April 15.  The principal shall submit the Principal’s Combining Budget and attached individual activity fund budgets to the superintendent by May 15th.  Only nine (9) of the fifty-five (55) accounts did individual budgets.  The Principal did not do a combining budget.  The Principal should obtain individual budgets from sponsors and prepare the combining budget by May 15th.

Management’s response:

Leadership was only aware of the 9 accounts.  Training will be provided to identify the remaining accounts and ensure that redbook procedures are followed for 2012-2013 school year.
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2012-09

The school opened a “Charitable Gaming” checking account during the year.  However, it is not shown on the annual financial report.  The charitable gaming account should be listed on the annual financial report as a separate activity account.

Management’s response:

The Charitable gaming account will be included in the EPES program so that the AFR will reflect this account in the 2012-2013 school year.

PHILLIP A SHARP MIDDLE SCHOOL
2012-10
There is an unreasonable delay between the date staff receive money and the time it is turned into the school treasurer.  This was identified in last three year’s audits.  According to Accounting Procedures for Kentucky School Activity Funds (the Redbook), all money collected by a teacher/sponsor shall be given to the school treasurer on the day collected.  All money collected from a student or from an athletic event should be turned in to the school treasurer on the day collected.  I recommend the Principal instruct all staff to turn in money collected on a daily basis. The bookkeeper should note any delays in money being turned in and alert the Principal so that action can be taken immediately.  This is a repeat finding from the prior year. (2011-07)
Management’s response:  

We will stress to staff members to turn in money each day and those that aren’t following procedures will be reported to administration who will follow up with best practice.
2012-11
According to the Accounting Procedures for Kentucky School Activity Funds(the Redbook), each club and organization shall prepare a tentative budget, due to the principal by April 15.  The principal shall submit the Principal’s Combining Budget and attached individual activity fund budgets to the superintendent by May 15th.    Only nine(9) out of fifty-five(55) accounts did individual budgets.  The Principal did not do a combining budget.  The Principal should obtain individual budgets from sponsors and prepare the combining budget by May 15th.  This is a repeat finding from the prior year. (2011-08)
Management’s response:

Administration, including athletic director, will require budgets to be done before spring break in order to look at before finalizing of the 4/15 deadline.
2012-12
Ticket sale forms are not being properly signed.  Of the 54 forms, 2 were not signed by the person in charge upon receiving the tickets and money, 16 were not signed by the person in charge when turning the money and tickets into the treasurer, 9 were not signed by the ticket taker and 3 were not signed by the treasurer.  The treasurer should assure that all signatures are obtained at the appropriate time.
Management’s response:

The Principal will conference with the athletic director and go over best practice.  The Principal will also conference with the bookkeeper to make sure this practice is followed. 
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PENDLETON COUNTY HIGH SCHOOL
2012-13
The beginning balance of the annual report did not agree to the ending balance of the prior year.

A deposit was entered in the wrong period.  Assistance to correct the entry needs to be obtained so this will not continue to be a problem.  This is a repeat finding from the prior year. (2011-10)
Management’s response:  

The management point has been addressed and we have not been able to find a solution.  We have contacted the help line from EPES several times and they have not been able to fix the issue with the accounting software.  Ms. Keene has been aware of the issue.  We will need a manager from EPES to visit the school and fix the program.
2012-14

According to the Accounting Procedures for Kentucky School Activity Funds(the Redbook), each club and organization shall prepare a tentative budget, due to the principal by April 15.  The principal shall submit the Principal’s Combining Budget and attached individual activity fund budgets to the superintendent by May 15th.    The Principal did not do a combining budget.  The Principal should obtain individual budgets from sponsors and prepare the combining budget by May 15th.  
Management’s response:

This is the first time this has been brought to our attention.  We have submitted individual activity budgets as required.  We will prepare a Principal’s Combining Budget for this year and all following years as directed.
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