
Important Audit Information for School Districts FY2020

The State Committee for School District Audits recommends an audit firm rotation once every five fiscal years as a best practice. Districts can find a list of auditors licensed to perform audits in the Commonwealth of Kentucky at the website of the Kentucky State Board of Accountancy. The Kentucky Department of Education (KDE) has provided a listing of auditors that performed school district audits for the previous fiscal year and the estimated audit costs at the following KDE website: Financial Audit Contract Information.

Some items to consider when choosing a new auditor:

· Prepare a Request for Proposals (RFP) and obtain bids from firms to perform the audit. KDE encourages finance officers to network with one another and share resources.  RFP’s for auditors are frequently shared via KYMUG. 
· Choose a firm that is in good standing with Kentucky State Board of Accountancy. The board can report if the firm has had any complaints or actions against the firm.
· Obtain the firm’s two most recent peer review reports along with any letters of comment.
· Obtain the Auditor of Public Accounts’ (APA) reviews of prior school district audits that the firm has performed and determine if the firm has had any technically deficient reviews. This information can be obtained at the Auditor of Public Account’s website or from KDE.
· Obtain KDE reviews of prior school district audits the firm has performed.
· Choose a firm that has experience performing governmental (Yellow Book) audits, 2 CFR 200 audits and school district audits. Determine how much experience the firm has in performing these types of audits by requiring firms to provide a list of governmental, 2 CFR 200 and school district audit clients.
· Inquire if the firm or its personnel has some type of certification or credential in governmental accounting or auditing.
· Consider firms’ memberships, such as the American Institute of Certified Public Accountants, the Kentucky Society of Certified Public Accountants, the Association of Governmental Accountants, and other professional organizations.
· Consider if the size of the firm will allow it to complete the audit timely, especially if it is performing other school district audits.
· Ask KDE if an auditor has routinely submitted school district audit reports past the deadline without an approved audit extension.
· Ask KDE for any other information we may have relating to the audit firm you are considering. KDE will gladly assist you as you seek to obtain a quality audit for your district.

Below is a listing of helpful websites with valuable information:

· Audit Contract – KDE webpage

· Frequently Asked Audit Questions – KDE webpage

· Finance Newsletters – KDE webpage

· District Payment Registers – KDE webpage (FY 2020 registers will be available in July 2020)

· On Behalf Payments Information – KDE webpage

· School District Audit Reports from FY 2018 through FY 2019 – KDE webpage

· APA’s A-133/2 CFR 200 Desk Reviews – APA webpage

· GASB 54 Information – KDE webpage

· MUNIS Guides and Service – KDE webpage

Year-end audit related items for the district to perform/be mindful of during the audit process:

· On behalf payments for Health Insurance, Health Reimbursement Account (HRA), Life Insurance, Administrative Fee, Teachers’ Retirement System (TRS), Technology, Debt Service and Kentucky Inter-local School Transportation Association (KISTA) energy savings capital leases must be recorded in the unaudited Annual Financial Report (AFR) due to KDE on or before July 25th and the audited AFR due to KDE on or before November 15th. Please refer to the On Behalf Payment webpage link above for coding information. Important - If the TRS amounts are not readily available, districts have two options.  The districts can estimate the TRS On Behalf amounts for the Unaudited AFR and if need be, make adjustments to get within the 5% materiality requirements when submitting the audited AFR.  The second option is to submit the unaudited AFR without recording the On Behalf amount in for TRS and when TRS releases the GASB reports, districts can input the On Behalf amounts for TRS and the entry should match what KDE posts in their final summary spreadsheet.

· Neither the school activity fund nor any individual activity account may end or begin the fiscal year with a deficit balance.

· The General Fund shall cover any negative balances in Governmental Funds.  Deficits in Enterprise/Proprietary funds, with the exception of food services, are not to be covered by General Funds, unless they are discontinued, then General Funds shall cover the deficit.

· Audit adjustments are proposed until they are accepted by the school district. The district shall record all audit adjustments agreed upon by the district and the auditor. The district’s finance officer and auditor shall compare and confirm that the district’s audited AFR, Balance Sheet and audit report agree. During KDE’s FY 2019 Audit Review of districts’ MUNIS Reports and audit reports several classification differences were identified between the reports. For example, a district recorded $50,000 in the Balance Sheet, General Fund, as Committed Fund Balance and the auditor recorded it as Restricted Fund Balance. The fund balance classifications on the MUNIS Balance Sheet report and audit report must match.

· Payments for bond principal and interest must be recorded in Fund 400 for the fiscal year in accordance with generally accepted accounting principles. Please refer to the “Accounting Guidance for Debt Service on Bonds and Capital Leases” document located at the Fund Balances, Revenues and Expenditures, Chart of Accounts, Indirect Cost Rates and Key Financial Indicators and Key Financial Indicators webpage, under the Chart of Accounts section. The guide provides detailed instructions for recording bond principal and interest payments in fund 400. Edit checks will be examining MUNIS account segments during AFR submission to ensure that debt service payments have been properly recorded. Neither un-audited nor audited AFRs will be allowed to be submitted if Fund 400 does not have financial activity. If you have any questions relating to payments for bond principal and interest, please send an e-mail to Finance.Reports@education.ky.gov. The subject line should state Debt Service, and a KDE representative will ensure that you get a response within 24 hours.

· Unrestricted net asset balances in proprietary funds should be recorded in object code 8712 – Unrestricted Net Assets, not 8770 – Unassigned Fund Balance. Likewise, restricted net asset balances in proprietary funds should be recorded in object code 8739 – Restricted Net Assets.

· The district will need to confirm the Statement of Certification (SOC) statement by selecting the SOC option during the electronic submission process of the FY2019-2020 Audited AFR and Balance Sheet to KDE. 

· According to the United States Department of Agriculture (USDA), un-redacted eligibility information may be provided to the districts’ independent auditors in order for the auditors to complete their testing/reviews of Free/Reduced Lunch applications. A memorandum of understanding would need to be entered into between the auditor’s office and the school district which clearly spells out what information is to be shared, how it is to be shared, what it is to be used for, and what happens to the eligibility information once the review of that area is complete.
Service Organization Control (SOC-1) Reports are examination engagements undertaken by a service auditor to report on controls at Tyler Technologies, Inc., a vendor that provides services to the Kentucky public school districts, when those controls are likely to be relevant to financial reporting within the MUNIS financial system.
In the event an independent audit firm or auditor requests a district to provide a SOC-1 Report in relation to the compliance of the MUNIS financial reporting system, the district will be required to provide Tyler with a written district approval for the auditor to obtain the SOC-1 Report. The district will also be required to have a current Non-Disclosure Agreement for information security documents in place with NDA. The district will need to submit a written request and approval (one correspondence) for the SOC-1 Report to Sheila Miller at Sheila.Miller@tylertech.com. Sheila can also be contacted to request the NDA referenced above, as necessary. When the appropriate paperwork is in place, Tyler will provide the SOC-1 Report to both the district and auditor. Please consult with the district’s auditor for more information about a SOC-1 Report.

FY2019-2020 Audit Contract Package changes and reminders:

The entire FY2019-2020 Audit Contract Package is located on the Financial Audit Contract Information webpage.

· If the audit report consists of management letter comments, the auditor shall complete the Management Letter Comments spreadsheet located on the KDE website under Financial Audit Report Information.

· The Audit Acceptance Statement document is a web form that will be submitted through KDE SharePoint. If a district wishes to contract with the same auditor it has used for five consecutive fiscal years, then the district will need to provide an explanation justifying why the district continues to use the same auditor within the Audit Acceptance Statement web form.

· Auditors should review activity fund transfers to ensure that schools are not transferring money from student generated funds (fees and fundraisers) to support other activity fund accounts. Student generated funds are raised for a specific purpose and should be spent for that purpose.

· Auditors shall be familiar with the district’s financial system and the Uniform Chart of Accounts (COA). Auditors shall use this information when recommending needed journal entries to districts. The Uniform COA is located on the KDE website under Chart of Accounts. The Uniform COA information for the two most recent fiscal years is located on the website.

· It is important for the school district (superintendent and finance officer) and auditor to communicate and work together to reconcile the Annual Financial Report (AFR), Balance Sheet and Audit Report prior to the reports being submitted to KDE. The district, working with its auditor, is strongly encouraged to complete the optional Audit Review Templates accessible through the KDE SEEK program and resolve any discrepancies identified among the AFR, Balance Sheet and Audit Report. Detailed instructions relating to the optional Audit Review Templates are posted on KDE’s website under Financial Audit Report Information .

· Auditors shall correct technically deficient audit reports within 30 days of being notified by KDE as a result of the prior fiscal year 2 CFR 200 Desk Review. The auditors shall correct all findings noted, in addition to correcting the technically deficient matters. If the auditor does not issue a corrected audit report, then the auditor may not be allowed to conduct future Kentucky public school district audits. For district audit reports deemed technically deficient, the auditor shall compare the prior fiscal year audit report and Desk Review findings to the current fiscal year audit report to verify all findings are addressed and an old version of the audit report has not been used.

· Auditors should not submit multiple unsolicited versions of Audit Reports. Auditors shall notify KDE prior to resubmitting.

The auditor is required to submit only one hard copy and one electronic copy of the district independent audit reports to KDE.
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