November December 2019 Finance Newsletter 

News from School and Community Nutrition

SCN is currently in the process of reviewing the SY 18-19 annual financial information for the nonprofit school food service fund submitted by districts to the Division of District Support at KDE. The district’s submission satisfies the requirement to report the financial position of the food service account on an annual basis. The food service fund includes funds for all child nutrition programs. 

SCN also utilizes this the submitted financial information to ensure compliance with 7 CFR 210.9(b)2. Per 7 CFR 210.9(b)2, a district shall limit its net cash resources to an amount that does not exceed 3 months average expenditures for its nonprofit school food service fund. SCN evaluates the reported information to determine if a potential excess balance exists. If so, SCN will work with districts to determine if the excess balance is accurate before putting into place an excess balance spend down plan in order to meet this requirement. Spend down plans will be individually developed to ensure they are effective and reasonable for the district’s financial situation. SCN and the district will be responsible for monitoring the spend down plan to ensure that it remains relevant as the financial position of the program changes. Spend down plans can vary with regards to purchases and timeframe, i.e. they may be short-term (in place for a few months) or may be multi-year. 

All districts will be contacted this fall by SCN regarding the outcome of the financial review. SCN will send information to the food service director as well as the finance office to ensure effective communication. For any questions or assistance, please contact your School and Community Nutrition Point of Contact. 

Occupational Fraud in the Education Industry

Unfortunately, there is a great opportunity to commit fraud in the education industry as evidenced by a weak internal control structure in many school districts. Occupational fraud often begins with a district employee, such as the finance officer and/or bookkeeper, who fails to provide receipts for collections; substitutes nonrecurring revenues for cash; utilizes school checks for their personal purchases; doesn’t account for, or deposits school sporting game receipts; generates fraudulent invoices and accounting entries; creates fictitious bank accounts and uses the school’s credit card for personal purchases. Common audit comments relating to these type of fraudulent acts include: ‘misappropriation of assets’; ‘expenditures and liabilities for an improper purpose’; ‘revenue and assets obtained by fraud’; ‘improper segregation of duties’ and ‘costs and expenses avoided by fraud’. 
FY2018 fraud statistics, detailed in the Report to the Nations, by the Association of Certified Fraud Examiners (ACFE), provided the following data:
· There were 97 cases of occupational fraud in the nationwide education industry.
· The median duration of a fraud scheme is 24 months.
· The median loss per fraud case is $62,000.
· The most common schemes are: 38% corruption; 23% billing; 19% cash larceny; 19% cash on hand and 19% noncash.
· Skimming was more common in education than any other industry (25% of cases).
· The most common behavioral red flags: 40% living beyond means; 34% financial difficulties and 23% control issues (unwillingness to share duties).
· Fraudsters who had been with organizations longer, caused significantly larger losses- more than 5 years tenure, $98,000 median loss and 5 years’ tenure or less, $25,000 median loss.
· The three most common departments where perpetrators worked: accounting (17% of cases); administrative support (13% of cases) and operations (12% of cases).
· In 38% of cases, the perpetrator was an employee, 37% a manager and 21% an owner/executive.
· The most common detection of occupational fraud in the education industry are: tips (44%); internal audit (14%); management review (10%); external audit (6%); by accident (5%) and notified by law enforcement (5%).
· The most common anti-fraud controls are: external audit of financial statements (85%); code of conduct (79%); external audit of internal controls over financial reporting (76%); management certification of financial statements (68%); internal audit department (63%); employee support programs (61%); independent audit committee (52%); hotline (50%); management review (43%); anti-fraud policy (33%) and fraud training for employees (30%).
In Kentucky, there were two cases of education fraud for FY2018. Both cases involved the embezzlement of monies by the district finance officer, and were reported through “tips” with the following details:
· A banking institution provided tips to KDE regarding the fraudulent activities taking place in a district where the finance officer embezzled approximately $200,000 during their tenure while having full access to the district’s benefits, payroll and activity funds. A “ghost” account was established and the finance officer knew Munis well enough to hide this account. 
· The finance officer in another district, created many false invoices and “forced” many employees to make fraudulent entries, along with using the district’s credit card for personal purchases. 
*Year to date, FY2019 has one fraud case involving finance officer embezzlement which is currently under judicial review. 
To aid in combatting fraud with guidance in state mandated accounting procedures, the 2019 Accounting Procedures for Kentucky School Activity Funds (Redbook) as required and referenced in 702 KAR 3:130, Section 2 and KRS 156.070, is incorporated by reference, and becomes a part of the Kentucky Administrative (KAR) cited. Direction from the Redbook will assist schools to present an efficient system of accounting and will be dependent on the soundness and effectiveness of the board of education policies and guidelines for the safeguarding and accounting of school activity funds. KDE strongly encourages annual training for all central office and school employees who not only handle district monies, but who are also responsible for the policies and procedures relating to the preservation of school activity funds. 
KDE is consistently focusing on improving district and school operations by encouraging all districts’ to utilize various Redbook training opportunities in order to employ sound internal control practices. Although the recent Redbook survey results indicated 96% of school bookkeepers and 74% of central office staff obtain Redbook training, only 18% of teachers receive the training. KDE strongly encourages teacher training, as they are the employees who work regularly with receipt of school monies and Redbook forms, such as the Multiple Receipt form.
Additional training for the assurance of accurate accounting for all financial records, together with proper expenditure of school activity funds, is also encouraged through SFMI, KASBO, and KDE communications. For additional information or questions regarding this survey, Redbook training and other various training opportunities, please contact the DFMB staff.

KDE AFR and Balance Sheet Validation Module (Audit Review Template) 

The KDE AFR and Balance Sheet Validation Module, also known as the “Audit Review Template,” is now available. It is located within the SEEK District Data Submission Program, which the districts are familiar with using in order to submit financial information. KDE encourages districts’ superintendents and/or finance officers, working with their auditors, to complete the optional AFR and Balance Sheet Validation module. The module will assist the district in determining any material discrepancies between the districts’ fiscal year 2019 Audited Annual Financial Report and Balance Sheet submitted to KDE, and the fiscal year 2019 Audit Report or proposed audit data. If any material discrepancies are noted prior to the due date, KDE will allow the districts and/or auditors to correct and resubmit the Audited Annual Financial Report and Balance Sheet, and/or Audit Report.
 
The AFR and Balance Sheet Validation Instructions, are posted at District Financial Audits. Please forward any questions to Kim Carter at kimberly.carter@education.ky.gov, Becky Walsh at Becky.walsh@education.ky.gov, Gail Cox at gail.cox@education.ky.gov, or Jackie Chism at jackie.chism@education.ky.gov.

Chart of Accounts and ORGs Update since July 1, 2019

KDE has added some items to the Chart of Accounts that will aid the district in reporting financial data more accurately.  Below is a list of those additions made since July, 1, 2019.
Chart of Accounts Revisions

NEW GRANTS: Below are new grant numbers that were added.

Federal:
	FUNDING SOURCE
	FEDERAL GRANT TITLE
	PROJECT CODE
	CFDA

	Health & Human Services, Department of
	Preschool Development Grant Birth through Five
	646XB
	93.434

	Education, Department of
	Southeastern KY Mental Health Service Professional Development
	534XP
	84.184X
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