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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 Science Hill Independent School District as of and for the year ended June 30, 2012, which collectively comprise the District’s basic financial statements as listed in the table of contents.  These financial statements are the responsibility of the District'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 and the audit requirements prescribed by the Kentucky State Committee for School District Audits in Appendix I of the independent Auditor’s Contract – General Audit Requirements, Appendix II of the Independent Auditor’s Contract – State Audit Requirements, and Appendix III of the Independent Auditor’s Contract – Electronic Submission.  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 the 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 basic financial statements referred to above 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 Science Hill Independent School District as of June 30, 2012, and the respective changes in financial position, and cash flows, where applicable thereof for year then ended in conformity with accounting principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, I have also issued my report dated October 18, 2012 on my consideration of the Science Hill Independent School District’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 important for assessing the results of my audit.

Accounting principles generally accepted in the United States of America require that the management’s discussion and analysis and budgetary comparison information on pages three and four and 27 and 28 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 District’s financial statements as a whole. The introductory section, combining and individual nonmajor fund financial statements are presented for purposes of additional analysis and are not a required part of the financial statements. The accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as required by U.S. OMB A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is also not a required part of the financial statements. The combining and individual nonmajor fund financial statements and the schedule of expenditures of federal awards are the responsibility of management and were derived from and relate 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 statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America. In my opinion, the information is fairly stated in all material respects in relation to the financial statements as a whole. 

Barry D. Daulton, CPA, PSC
Somerset, Kentucky

October 18, 2012
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SCIENCE HILL INDEPENDENT SCHOOL DISTRICT

Science Hill, Kentucky

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD & A)

For the year ended June 30, 2012
(Unaudited)

Management of the Science Hill Independent School District (District) provides to readers and users of the accompanying financial statements an analysis and overview presentation of the Board’s financial activities for the year ended June 30, 2012.  Readers and users are encouraged to consider the information presented herein in conjunction with the audited financial statements and supplementary information contained within this report.

Financial Highlights


The beginning unreserved general fund balance for the District was $ 436,384.

The District’s outstanding debt is $4,393,251 including both principal and interest at the end of fiscal year 2012.

The majority of district revenues were derived from state sources (71.7%).  Regular instruction, student support services, instructional support services and school and district administration account for 77.3% of the District’s expenditures.  The District’s remaining expenditures include pupil transportation (4%), maintenance and operations (7.8%) and debt service (8.1%).

The District’s unrestricted operating fund (General Fund) had $2,294,004 in revenues, excluding on-behalf payments from the Commonwealth.  Those revenues consist mainly of ad valorem taxes, SEEK funding and utility tax receipts.

District-Wide Financial Statements

The accompanying district-wide financial statements are designed to provide readers and users with a generally broad descriptive overview of the Board’s financial activities.  The statements are similar in nature to private-sector (non-governmental) statements.

The Statement of Net Assets contains information on all Board assets and liabilities.  The difference between these two amounts is reported as net assets.  When considered historically, increases or decreases in net assets may provide a general indication of overall improvement or deterioration of the District’s financial condition.  Net assets reflect the District’s investment in capital assets (land, buildings, improvements, vehicles, furniture and equipment) less any related debt used to acquire those assets that is still outstanding.  Capital assets are used to provide services to students and are not available for future spending.  Because the capital assets themselves cannot be used to liquidate the related liabilities, the resources needed to repay the debt must be provided from other sources.
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In the Statement of Activities, changes in net assets for the most recent fiscal year are presented.  All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of related cash flows.  Thus, revenues and expenses are reported in this statement for some items that will only result in cash flows in future fiscal periods.

Outlined in these financial statements are functions of the Board which are supported by local taxation and governmental activities.  Governmental activities include, but are not limited to, instruction, support services, plant operation and maintenance and student transportation.

Fixed assets and related debt are also supported by taxes and intergovernmental revenues.

Fund Financial Statements

Fund financial statements present a related group of accounts which maintain resources for a specific activity or objective.   The MUNIS system is a mandated uniform system and chart of accounts used by all Kentucky public school districts.  Use of fund accounting ensures compliance with finance-related statutory requirements.  Board funds are separated into three categories; governmental, proprietary and fiduciary.   Fiduciary (or trust) funds, commonly known as activity funds, aid in student education and support.  Fiduciary funds are support by outside activities such as fund-raising and ticket sales.  The district has no proprietary funds other than food service operations.  Governmental funds report all other Board activities.

Notes to Financial Statements

Additional information necessary to better understand the district-wide financial statements is presented in the notes to financial statements on pages 21 through 30.

Condensed Comparative Data







FY 2011

FY 2012

General fund revenues

          $ 2,897,346            
$ 3,223,405

General fund expenses                                        2,878,063                            3,195,766

Cash (district-wide)                                                 470,272                               470,272

Land, building and fixed assets, net                  5,865,756                            5,821,010

Bond obligations                                                   4,692,664                            4,393,251

Fund balance                                                            436,384                               561,444
Financial Management

Interested readers and users, taxpayers, citizens and creditors are encouraged to contact Board administration with questions regarding this report or requests for additional information.    The comments should be directed to Rick E. Walker, Superintendent or Mary Lois Wesley, Director of

Business Operations at (606) 423-3341.  The District mailing address is 6007 North Highway 27, Science Hill, Kentucky 42553.
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SCIENCE HILL INDEPENDENT SCHOOL DISTRICT


            NOTES TO THE FINANCIAL STATEMENTS


            JUNE 30, 2012
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
REPORTING ENTITY
The Science Hill 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 Science Hill Independent 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 and 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 Science Hill Independent School District.  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 booster organizations, 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.

The accounting policies of the Science Hill Independent School District substantially comply with the rules prescribed by the Kentucky Department of Education for local school districts and generally accepted accounting principles prescribed by the Governmental Accounting Standards Board (GASB).

District-Wide and Fund Financial Statements

The statement of net assets and the statement of activities are district-wide financial statements.  They report information on all of the District’s nonfiduciary activities with interfund activities removed.  Governmental activities include programs supported primarily by taxes, state funding and allocations and other intergovernmental revenues.

Fund financial statements provide reports on the financial condition and results of operations for three fund categories – governmental, proprietary and fiduciary.  Because the resources in the fiduciary funds cannot be used for District operations, they are not included in the district-wide statements.
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       SCIENCE HILL INDEPENDENT SCHOOL DISTRICT


NOTES TO THE FINANCIAL STATEMENTS, continued


JUNE 30, 2012
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Fund Accounting
The District maintains its accounting records in accordance with the principles of "fund" accounting.  Fund accounting is a concept developed to meet the needs of governmental entities in which legal or other restraints require the recording of specific receipts and disbursements.  The transactions of each fund are reflected in a self-balancing group of accounts which stands separate from the activities reported in other funds.  A description along with the restrictions associated with each class of funds are as follows:
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 fund balances are considered as resources available for use.  

     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 balance 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 Federal Financial Assistance included in this report. Accounts receivable in the Special Revenue Fund represent amounts due to the District through various grant agreements. Conversely, deferred revenues represent funds received by the District not yet spend under grant agreements.


C. Capital Projects 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 (unless authorized for retention in the General Fund) 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 Kentucky School Facilities Construction Commission's funding and state matching funds, where applicable.  Funds may be used for projects identified in the district's facility plan.

2. The Technology Fund accounts for the Kentucky Education Technology System (KETS) allocation and local district matching funds restricted for the purchase of technology consistent with the District's approved technology plan.
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      SCIENCE HILL INDEPENDENT SCHOOL DISTRICT


NOTES TO THE FINANCIAL STATEMENTS, continued


JUNE 30, 2012
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued 

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 costs and for the payment of interest on general obligation notes payable, as required by Kentucky Law.

III.       Proprietary Funds (Enterprise Fund)

      
The School Food Service Fund is used to account for school food service activities, including the National School Lunch and Breakfast Programs, which are conducted in cooperation with the U.S. Department of Agriculture (USDA).  Amounts for in-kind contribution of commodities from the USDA are recorded only in the proprietary Statement of Revenues, Expenses, and Changes in Fund Balance.

IV.       Fiduciary Fund Type
The Activity Fund consists of Agency funds and 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.

V.
Property Taxes
The District’s property taxes are levied each year on the assessed value listed as of the prior January 1 for all real and business tangible property located in the District.   Tax rates assessed were 49.4 per one hundred dollars of assessed value for real estate and tangible personal property.  Motor vehicle taxes are assessed at 53.2 cents per one hundred dollars of assessed value.   

Property taxes collected are recorded as revenues in the fund for which they were levied.

Budgetary Process
Budgetary Basis of Accounting: The District’s budgetary process accounts for certain transactions on a basis other than GAAP.  During the budgetary process, revenues are projected in cash amounts to be received and expenditures are projected in cash amounts to be paid.  Under GAAP, revenues and expenditures are recorded when susceptible to accrual.                 

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The district-wide financial statements use the economic resources measurement focus and the accrual basis of accounting, as do the proprietary and fiduciary funds.  Revenues are recorded when
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SCIENCE HILL INDEPENDENT SCHOOL DISTRICT

NOTES TO THE FINANCIAL STATEMENTS, continued

JUNE 30, 2012
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

earned and expenses are recorded when a liability is incurred, regardless of the timing of the related cash flows.  Property taxes are recognized as revenues in the year for which they are levied.

Governmental fund financial statements use the current financial resources measurement focus and the modified accrual basis of accounting.  With this measurement focus, only current assets, current liabilities and fund balances are included on the balance sheet.  The modified accrual basis of accounting recognizes revenues in the accounting period in which they become both measurable and available and it recognizes expenditures in the accounting period in which the fund liability is incurred, if measurable.

Revenues from local sources consist primarily of property taxes.  Property tax revenues and revenues received from the State are recognized under the susceptible-to-accrual concept.  Miscellaneous revenues are recorded as revenue when received in cash because they are generally not measurable until actually received.  Investment earnings are recorded as earned, since they are both measurable and available.

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

Inventories
Supplies and materials are charged to expenditures when purchased, with the exception of the Proprietary Funds which record inventory using the accrual basis of accounting.

Encumbrances
Encumbrances are reported as a reservation of the fund balance.  They are not reported as disbursements until paid.

Payroll
District employees are paid once monthly throughout the calendar year.  Payroll checks for the summer months were processed prior to June 30, 2012.  The cash balances on June 30, 2012 have been reduced by the outstanding payroll checks.

Estimates
Preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.
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SCIENCE HILL INDEPENDENT SCHOOL DISTRICT

NOTES TO THE FINANCIAL STATEMENTS, continued

JUNE 30, 2012
Fund Balances

Restricted fund balances arise from external constraints (debt covenants, regulations, constitutional provisions, etc.) Committed fund balances are imposed by formal actions of the Board. Assigned fund balances are intended by the Board to be used for specific purposes, but are not formally restricted or committed. Unassigned fund balances are the residual amounts that are neither restricted, committed nor assigned for any specific purpose.
NOTE B - CASH AND CASH EQUIVALENTS
At year end, the carrying amount of the District's cash and cash equivalents was $742,059.  Carrying amounts do not reflect deposits in transit or outstanding checks.   Of the total cash balance, $250,000 was covered by Federal Depository Insurance, with the remainder covered by collateral held by the pledging banks' trust departments in the District's name.

Cash and cash equivalents at June 30, 2012 exclusive of activity and debt service funds, consisted of the following:

Cumberland Security Bank

 Operating Account 

$  584,054
NOTE C - 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 by the Science Hill Independent School District and the Kentucky School Facilities Construction Commission.

The District, through the General Fund, including utility taxes and the SEEK Capital Outlay Fund, is obligated to make lease payments in amounts sufficient to satisfy debt service requirements on bonds issued by the Science Hill Independent School District Finance Corporation and the Kentucky School Facilities Construction Commission to construct school facilities.  The District has an option to purchase the property under lease at any time by retiring the bonds then outstanding.

On March 1, 2007, School Building Revenue Bonds in the amount of $2,630,000 were issued for the purpose of auditorium construction.  The net proceeds of that issue, $2,553,515 were deposited in the District’s construction fund.

At July 1, 2011 total indebtedness, including both principal and interest, amounted to $4,692,664.  With no additions to long-term debt and timely principal and interest reductions, indebtedness at June 30, 2012 totaled $ 4,393,251.
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SCIENCE HILL INDEPENDENT SCHOOL DISTRICT

NOTES TO THE FINANCIAL STATEMENTS, continued

JUNE 30, 2012
NOTE D – RETIREMENT PLANS
The 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 was created by the 1938 General Assembly and is governed by Chapter 161Section 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 contacting Kentucky Teachers’ Retirement System, 479 Versailles Road, Frankfort KY 40601.

Contribution rates are established by KRS.  Members hired prior to July 1, 2009 are required to contribute 9.855% of their salaries to KTRS.  Members hired after July 1, 2009 are required to contribute an additional 1% of their salary to the medical insurance fund.  The Commonwealth of Kentucky is required to contribute 13.105% of salaries for members hired prior to July 1, 2009, and 14.105% for members hired after that date.  The federal program for any salaries paid by that program pays the matching contributions.  

In addition to the pension benefits described above, KRS 161.675 requires KTRS to provide post-retirement 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.

The post-retirement healthcare provided by KTRS is financed on a pay-as-you-go basis.  In order to fund the post-retirement healthcare benefit, one and five tenths percent (1.5%) of the gross annual payroll of members before July 1, 2008 is contributed.  One-half of this amount is derived from member contributions and one-half from state appropriation.  Members after July 1, 2008 contribute and additional 1% to the medical insurance fund.  Also, the premiums collected from retirees as described in the plan description and investment interest help meet the medical expenses of the plan.

The District’s total payroll for the year was $2,264,255.84.  The payroll for employees covered under KTRS was $1,770,424.50.  For the year ended June 30, 2012 the Commonwealth of Kentucky contributed $212,763.21 to KTRS for the benefit of participating employees.   The District’s contributions to KTRS for the year ended June 30, 2012 were $19,348.30, which represents those employees covered by federal programs.  
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SCIENCE HILL INDEPENDENT SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS, continued

JUNE 30, 2012
NOTE E - 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 on the grantors' 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.

NOTE F - INSURANCE AND RELATED ACTIVITIES
The District is exposed to various forms of loss of assets associated with the risks of fire, theft, vehicular accidents, errors and omissions, fiduciary responsibility, etc.  Each of these risk areas are covered through the purchase of commercial insurance.  The District has purchased certain policies which are retrospectively rated which includes worker's compensation insurance.

NOTE G - LUNCHROOM ACCOUNT/COMMODITIES
The Lunchroom Account keeps a current monthly inventory of the school in the Food Service Director's office at the Science Hill Independent Board of Education.  The Food Service Director has filed timely all required reports and requests for reimbursement. 

NOTE H - 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 participates 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 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, 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.
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             SCIENCE HILL INDEPENDENT SCHOOL DISTRICT

NOTES TO THE FINANCIAL STATEMENTS, continued

                                                 JUNE 30, 2012
NOTE H - RISK MANAGEMENT, continued

The District purchases 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.

NOTE I – CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2012 is detailed on the following page.

NOTE J – ON BEHALF PAYMENTS

The Commonwealth of Kentucky indirectly contributes funds of varying benefits to the District. These funds, known as “on-behalf payments” are represented as revenue from state sources in the appropriate financial statements. These funds, totaling $ 617,782 for the year ended June 30, 2012, are not budgeted by the District. Corresponding amounts are entered to reflect the appropriate expense for the contributed funds, including but not limited to retirement, insurance and other benefits.
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BARRY D. DAULTON, CPA, PSC

POST OFFICE BOX 1424

SOMERSET, KENTUCKY 42502

(606) 679-9344

 REPORT ON INTERNAL CONTROLOVER FINANCIAL REPORTING 

AND ON COMPLIANCE AND OTHER MATTERS

 BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED

 IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
Kentucky State Committee for School District Audits

Members of the Board of Education

Science Hill Independent School District

Science Hill, Kentucky 42553

I have audited the financial statements of the governmental activities, the business-type activities, each major fund, and the aggregate remaining fund information of Science Hill Independent School District as of and for the year ended June 30, 2012, which collectively comprise the Science Hill Independent School District’s basic financial statements and have issued my report thereon dated October 18, 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; U.S. Office of Management and Budget Circular A-133, and in accordance with Audits of States, Local Governments, and Non-Profit Organizations, Appendix I to the Independent Auditor’s Contract – General Audit Requirements, Appendix II to the Independent Auditor’s Contract – State Audit Requirements, and Appendix III to the Independent Auditor’s Contract – Electronic Submission.

Internal Control over Financial Reporting

In planning and performing my audit, I considered the Science Hill Independent School District’s internal control over financial reporting as a basis for designing my auditing procedures for the purpose of expressing my opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Science Hill Independent School District’s internal control over financial reporting.  Accordingly, I do not express an opinion on the effectiveness of the Science Hill Independent School 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 statements will not be prevented, or detected and corrected on a timely basis.
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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 material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Science Hill Independent School District’s financial statements are free of material misstatement, I performed tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 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.
This report is intended solely for the information and use of management, Board members, the Kentucky Department of Education, the Kentucky State Committee for School District Audits, and federal awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other than these specified parties.

Barry D. Daulton, CPA, PSC
Somerset, Kentucky

October 18, 2012
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BARRY D. DAULTON, CPA, PSC

POST OFFICE BOX 1424

SOMERSET, KENTUCKY 42502

(606) 679-9344

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE 

WITH REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT 

ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROLOVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Kentucky State Committee for School District Audits

Members of the Board of Education

Science Hill Independent School District

Science Hill, KY 42553

Compliance
I have audited the Science Hill Independent School District’s compliance with the types of compliance requirements described in the U.S. Office of Management and Budget (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, Appendix I to the Independent Auditor’s Contract – General Audit Requirements, Appendix II – State Audit Requirements, and Appendix III – Electronic Submission.  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 of the District’s compliance with those requirements.
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In my opinion, the Science Hill Independent School 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.  

Internal Control Over Compliance





The management of the Science Hill Independent School District 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 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 in order to determine my 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 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. 

This report is intended solely for the information and use of management and board members and federal awarding agencies and pass-through entities and is not intended to be should not be used by anyone other than these specified parties.  

Barry D. Daulton, CPA, PSC
Somerset, Kentucky

October 18, 2012
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SCIENCE HILL INDEPENDENT SCHOOLS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

for the year ended June 30, 2012
SUMMARY OF AUDITOR’S RESULTS

1. The auditor’s report expresses an unqualified opinion on the financial statements of Science Hill Independent Schools.

2. There are no significant deficiencies or material weaknesses in internal control noted in the audit of the financial statements.

3. There are no questioned costs reported in the audit of the financial statements.

4. No instances of noncompliance material to the financial statements of Science Hill Independent Schools, which would be required to be reported in accordance with Government Auditing Standards, were disclosed during the audit.  There are no findings required to be reported under Section 510(a) of Circular A-133.

5. The auditor’s report on compliance for the major federal award programs for Science Hill Independent School expresses an unqualified opinion on all major federal programs.

6. Science Hill Independent School District qualifies as a low-risk auditee.
7. The programs tested as major included Edu Jobs (CFDA 84.386A), National School Breakfast Program (CFDA 10.553), National School Lunch Program (CFDA 10.555).
8. The threshold for distinguishing Type A and Type B programs was $300,000.
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SCIENCE HILL INDEPENDENT SCHOOL

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

June 30, 2012
There are no prior audit findings.
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                                       Barry D. Daulton, CPA, PSC

423 East Mount Vernon Street

P.O. Box 1424
Somerset, Kentucky  42502

(606) 679-9344
MANAGEMENT LETTER

Superintendent and Members of the Board of Education

Science Hill Independent School District

Science Hill, Kentucky  42553

In planning and performing my audit of the financial statements of Science Hill Independent School District for the year ended June 30, 2012, I considered the District’s internal control in order to determine my auditing procedures for the purpose of expressing an opinion on the financial statements and not to provide assurance on internal control.  However, during my audit, I became aware of some matters that are opportunities to strengthen internal controls and operate in a more efficient manner.

Current Year Conditions

Condition 1:

Statement of Condition: Ticket Requisition forms for the Activity Fund are not being completed properly or approved by a responsible party.
Criteria for Condition: Proper documentation of revenues ensures accountability of student funds.

Effect of the Condition: Because forms are not being completed properly, it is difficult to account for all activity fund revenue.

Recommendation: Ticket Requisition forms should be completed and approved for all events for which an admission fee is charged.
Comment: Management will implement the recommendation.

Condition 2:

Statement of Condition: Activity fund event revenues (i.e. basketball) are not being deposited timely.

Criteria for Condition: All revenues should be deposited timely to ensure proper accountability of student funds.

Effect of the Condition: Because timely deposits are not being made, student funds could be misplaced or misapplied.

Recommendation: All cash receipts should be deposited in a timely manner, as soon as practical after the event.
Comment: Management will implement the recommendation.
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Condition 3:

Statement of Condition: Receipts are not issued for all activity funds.

Criteria for the Condition: Proper documentation of revenues ensures accountability of student funds.

Effect of the Condition: Because receipts are not issued consistently, it is difficult to account for all activity fund revenue.

Recommendation: Receipts should be issued for all activity fund revenues to ensure proper accountability for student funds.

Comment:  Management will implement the recommendation.
There were no management recommendations included in the June 30, 2011 report. I have reported on the District’s internal control structure in my report dated October 18, 2012.  This letter does not affect my report dated October 18, 2012 on the financial statements of Science Hill Independent School District.  
I wish to thank the personnel for their support and assistance during the audit.

This report is intended solely for the information and use of the Board and management of Science Hill Independent School District.

Sincerely,

Barry D. Daulton, CPA, PSC
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