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Section I - Introduction

PURPOSE

This Reference Document is provided to support school districts in New York State, and their auditors, through the annual audit process.  Its main goal is to assist school districts to receive a quality audit.  

§2116(a) of the New York State Education Law and §170.2(r) of the Regulations of the Commissioner of Education require each school district employing eight or more teachers to obtain an annual audit of its records by an independent Certified Public Accountant or an independent Public Accountant.  The New York State Education Department (SED) requires that all audits be conducted in accordance with auditing standards generally accepted in the United States of America (GAAS), issued by the AICPA, and Government Auditing Standards (GAGAS), issued by the Comptroller General of the United States, regardless of whether the school district is subject to the Single Audit Act of 1984, including the Single Audit Act Amendments of 1996 (P.L. 104–156, 7/5/96).

This assistance is primarily focused on the need of school officials and school board members to understand the basic requirements and limitations of an audit.  The Reference Document provides assistance from the engagement of the auditor through the filing of various audit reports with the appropriate regulatory bodies.  This assistance will take the form of a general discussion, including references to more complete guidance.

Although this Reference Document is intended for school officials and school board members, it should be shared with the school district’s auditor or prospective auditor.  The auditor should not consider this document to be all‑inclusive, or a substitute for professional judgment.  Furthermore, the auditor should consider this document at the lowest level of the generally accepted accounting principles' hierarchy.

Comments or questions regarding this Reference Document should be sent to:

 XE "Addresses:SED Educational Management Services" Mary Ellen Clark

Associate for School Business Management

New York State Education Department

Educational Management Services

Room 876, Education Building Annex

Albany, New York 12234

 XE "Changes from prior editions" Changes from prior editions of the Reference DOCUMENT
Revisions to annual editions of this Reference Document are made as experience suggests ways to improve accountability, or as changes in statutes, standards and regulations require procedural updates.  

Changes in this year’s edition of the Reference Document include:

· Additional text in the sample engagement letter, relating to judicial decisions regarding privity
· Application of Circular A-87 payroll certification requirements to schoolwide programs 

· GASB Statements #48 (sales and pledges of receivables and future revenues and intra-entity transfers of assets and future revenues), #49 (pollution remediation obligations), #50 (pension disclosures), #51 (intangibles) and #52 (real estate held by endowments) are profiled briefly

· Note disclosure for pension plans was modified due to GASB Statement #50

· The sample OPEB Note was improved

· Timeline of recent pronouncements was updated for new statements’ effective dates
· Note disclosure for real estate held as investments by endowments was added in light of GASB #52 and GASB #31
· Comments on capital reserve interest earnings after the probable term has been exceeded

· Text in the sample representation letter discussing management control over the preparation of the District’s financial statements

 XE "Additional guidance sources" Additional Guidance

· Governmental Accounting Standards Board (GASB) may be contacted by calling GASB at (203) 847-0700, ext. 555; or writing GASB at 401 Merritt 7, PO Box 5116, Norwalk CT 06856-5116; or visiting the GASB Web Page at www.gasb.org. GASB offers a technical inquiry system at www.gasb.org/tech/index.html. 

· Financial Accounting Standards Board (FASB) may be contacted by calling FASB at (203)    847-0700, ext. 10; or writing FASB at 401 Merritt 7, PO Box 5116, Norwalk CT 06856-5116; or visiting the FASB Web Page at www.fasb.org. 

· American Institute of Certified Public Accountants (AICPA) may be contacted by calling the AICPA at (888) 777-7077; or writing the AICPA at Harborside Financial Center, 201 Plaza Three, Jersey City NJ 07311-3881; or visiting the AICPA Web Page at  www.aicpa.org. 

· New York State Education Department (SED) may be contacted by calling SED at (518) 474-6541, or by visiting the SED Web Page at www.emsc.nysed.gov/mgtserv/gemsho.htm 

· New York State Office of the State Comptroller (OSC) may be contacted at your local OSC regional office; or visit the OSC Web Page at www.osc.state.ny.us. 

· New York State Consolidated Laws are available at http://public.leginfo.state.ny.us/menugetf.cgi?COMMONQUERY=LAWS 
· The Office of Management and Budget provides OMB circulars and Compliance Supplement at www.whitehouse.gov/omb/circulars/ or www.whitehouse.gov/omb/circulars/index.html  

· Government Auditing Standards, as recodified, and including proposed amendments, are available at www.gao.gov/govaud/ybk01.htm. 

· Institute of Internal Auditors  www.theiia.org 
Section II - Certain Significant Accounting and Auditing Issues
This summary update is intended to inform school officials, board members, and auditors about recent developments, and areas receiving increased emphasis, involving accounting and auditing issues.  It is intended to be informative, but not all-inclusive.

School districts are required by the provisions of § XE "Statutes:GML Section 36 - USA requirement" 36 of the New York State General Municipal Law to follow the system of keeping accounts formulated and prescribed by the NYS Comptroller.  Useful documents include the school district Accounting and Reporting Manual (ARM),  XE "Basis of accounting" 

 XE "Uniform System of Accounts" Uniform System of Accounts (USA) for School Districts, and Local Government Management Guides, as developed by the Office of the State Comptroller (OSC).  The USA is intended to mirror generally accepted accounting principles, which will be followed in preparation of school district financial statements.  However, the USA is not intended to enumerate principles related to financial reporting.  The Comptroller’s Office issues accounting bulletins to update the USA for new accounting pronouncements, and to clarify the implementation of existing guidance.   XE "Generally Accepted Accounting Principles" Generally accepted accounting principles are the culmination of a variety of authoritative sources (See AU Section 411:  The Meaning of “Present Fairly in Conformity with Generally Accepted Accounting Principles”) 


This time line summarizes effective dates of some recent mandates:
	
	Effective Date

	Six Hours of School District and BOCES Board Training for Terms beginning on or after July 1, 2005               
	July 1, 2005  

	Establish Chapter 263 Audit Committee
	January 1, 2006

	GASB #42 – Insurance Recoveries and Capital Asset Impairment 
	Periods Ending

June 30, 2006

	GASB # 44-Economic Condition Reporting: The Statistical Section—an amendment of NCGA Statement 1 (Applicable for CAFR’s)
	Periods Ending

June 30, 2006

	GASB # 46-Net Assets Restricted by Enabling Legislation—an amendment of GASB Statement No. 34
	Periods Ending

June 30, 2006

	GASB #47-Voluntary Termination Benefits
	Periods Ending

June 30, 2006

	Establish Chapter 263 Internal Audit Function
	July 1, 2006

	Place Chapter 263 Internal Audit Function in Operation
	December 31, 2006

	SAS #112 – Communicating Internal Control
	Periods Ending 
June 30, 2007

	SAS #113 – Omnibus
	Periods ending 

June 30, 2007

	SSAE #14 – Attestation Engagements SSAE Hierarchy
	Periods ending 

June 30, 2007

	SAS #104 – Due Professional Care
	Periods Ending

June 30, 2008

	SAS #105 – Amend SAS #95
	Periods Ending

June 30, 2008

	SAS #106 – Audit Evidence
	Periods Ending

June 30, 2008

	SAS #107 – Risk and Materiality
	Periods Ending

June 30, 2008

	SAS #108 – Planning and Supervision
	Periods Ending

June 30, 2008

	SAS #109 – Understanding the Entity
	Periods Ending

June 30, 2008

	SAS #110 – Audit Procedures
	Periods Ending

June 30, 2008

	SAS #111 – Sampling
	Periods Ending

June 30, 2008

	GASB #45-Other Post Employment Benefits for Employers (Phase 1)
	Periods Ending

June 30, 2008

	SAS #114-Auditor’s Communication With Those Charged With Governance
	Periods Ending

June 30, 2008

	GASB #48 – Sales & Pledges of Receivables
	Periods Ending

June 30, 2008

	GASB #50 – Pension Disclosures
	Periods Ending

June 30, 2008

	GASB #49 – Pollution Remediation
	Periods Ending

June 30, 2009

	GASB #45 – Other Post Employment Benefits for Employers (Phase 2)
	Periods Ending

June 30, 2009

	GASB #52 – Real Estate Held By Endowments
	Periods Ending

June 30, 2009

	GASB #45-Other Post Employment Benefits for Employers (Phase 3)
	Periods Ending

June 30, 2010

	GASB #51 – Intangibles
	Periods Ending

June 30, 2010


Chapter 263 XE "Statutes:Chapter 263 - Training & audits"  of the Laws of 2005

School districts and auditors should obtain a copy of the legislation, and review it for details of the requirements.  NYS legislation is available from the web site listed previously in this Reference Document.   Four areas were addressed by the new legislation:

· School board training:  All school and BOCES board members are required to complete six hours of training relating to financial oversight, accountability and fiduciary responsibilities in the first year of their term beginning after July 1, 2005.  The curriculum must be approved by the Commissioner in consultation with the Comptroller. 

· Audit committees:  School districts with eight or more teachers were required to establish an audit committee by January 1, 2006.  The audit committee must have three or more members, and may be a committee of the whole, and/or may include non-board members.  Audit committee members are not required to be residents of the district.  The audit committee’s role is advisory.  It shall recommend the appointment of the external auditor, meet with the external auditor prior to commencement of the audit, review and discuss the auditor’s risk assessment, receive and review the draft audit report and draft management letter, recommend acceptance of the annual audit report, provide oversight for the internal audit function, review all corrective action plans and assist the Board in implementation of such plans.
· Independent audits:  All school districts, except the City School District of the City of New York, must use a competitive request for proposal (RFP) process when contracting for the annual independent audit, at least once every five years.  Existing auditing firms may be awarded the contract under the RFP.  The form of the RFP is at the discretion of the Board.  Sample concepts that could be considered for inclusion in the RFP are provided by OSC and SED.  Auditors must continue to provide management comments as part of the reporting process.  School districts must prepare a corrective action plan in response to the external audit (or any OSC audit), and generally must begin implementation of the corrective action plan no later than the end of the next fiscal year.  The due date of the audit report is October 15.

· Claims audit:  Boards may appoint a Claims Auditor, who shall report directly to the Board.  If a Board appoints a Claims Auditor, the powers and duties of the Board with respect to auditing, allowing or rejecting all claims against the District shall be exercised by the Claims Auditor.  
· Internal audit:  By July 1, 2006, each school district (except those with less than eight teachers, districts with general fund expenditures less than five million dollars in the preceding school year, and districts with less than three hundred students in the previous school year) were required to establish an internal audit function (required to be operational no later than December 31, 2006).  The internal audit function shall develop a risk assessment, including a review of financial policies and procedures and testing and evaluation of internal controls.  The risk assessment shall be updated annually.  The internal audit function shall report, at least annually, to the Board, analyzing significant risk assessment findings, recommending changes for strengthening controls and reducing risks, and specifying timeframes for implementation of the recommendations.
The minimum requirements of the internal audit function shall include:

· Development of a risk assessment of District operations, including a review of financial policies, procedures and practices

· Annual review and update of the risk assessment

· Annual testing of one or more areas of the District’s internal controls, based on the risk assessment

· Preparation of reports, at least annually (or more frequently as the Board may direct) which analyze significant risk assessment findings, recommend changes for strengthening controls and reducing identified risks, and specify time frames for implementation of such recommendations

The individual or entities conducting the internal audit function shall:

· Follow professional standards

· Be independent of the District 

· Have the requisite knowledge and skills to complete their work

· May use District employees, inter-municipal cooperative agreements, shared services to the extent authorized by Education Law §1950, or independent contractors to fulfill the internal audit function, provided that personnel or entities performing the function meet professional auditing standards for independence between the auditor and the District, and comply with the applicable provisions of the law.

· Report directly to the Board

The risk assessment process should begin with a meeting with the District’s audit committee to obtain an understanding of the process and ensure the District and internal auditor expectations are clearly understood.  This would be done through an engagement letter which would clearly indicate what the internal auditor’s responsibilities will be.

The risk assessment should be completed first.  Then a report should be issued and reviewed with the Audit Committee and Board, identifying high risk areas.  Testing of at least one high risk area would need to be performed subsequently, as agreed upon with the auditor and the Board.  Once the testing process has been completed, a report should be issued to the Board, and a corrective action plan should be developed to correct the deficiencies and improve the internal control structure.

 XE "GASB:Statement 34 - Basic Financial Statements" GASB #34 – Basic Financial Statements and Management’s Discussion and Analysis for State and Local Governments

GASB #34 compliant financial statements include:

· Management’s Discussion and Analysis (MD&A)

· District-wide Financial Statements

· Fund Financial Statements

· Notes to Financial Statements

· Required Supplementary Information (RSI) other than MD&A, and Supplementary Information

Management’s Discussion and Analysis (MD&A)

GASB #34 attempts to establish a basic financial reporting model that results in greater accountability by providing relevant, reliable and understandable information to reasonably knowledgeable users, including citizenry, legislative and oversight bodies, investors and creditors. The MD&A is a required component of the basic financial statements as defined by GASB #34, and is discussed in greater detail in Appendix 1 to this Reference Document.
District-wide Financial Statements

District-wide financial statements include the reporting of all governmental funds in a single column. This column reports financial information of school district funds, such as general, special revenue, school lunch, school store, public library, debt service and capital projects.  It does not include fiduciary funds. (Municipalities other than school districts that have business type funds [i.e., enterprise funds], or school districts with component units, have additional columns.) 

A significant provision of GASB #34 is that balances in the district-wide statements are reported on the accrual basis of accounting using the flow of economic resources measurement focus. Another provision is that capital assets be recorded at historical cost and depreciated over their useful lives.  

School districts must record capital assets, however, unlike other municipalities; most school districts do not have to be concerned with items such as roads, bridges, sewer mains and water lines, collectively known as infrastructure.  School districts only need to capitalize capital assets that were acquired subsequent to June 30, 1980. Further, school districts may use a capitalization threshold in the financial statements that is higher than the threshold currently used for internal control, accountability, and insurance purposes. For example, a school district could choose to use the dual thresholds of $5,000 for equipment and $50,000 for buildings in its financial statements. However, this does not prevent using a lower dollar threshold for tracking capital assets internally and for insurance purposes (e.g., $250 for equipment).

Fund Financial Statements

These statements are presented by fund types and look very similar to pre-GASB-34 financial statement presentations. The major difference is that these financial statements no longer include the general fixed assets or long-term debt account groups.
These statements are based on the modified accrual basis and flow of current financial resources measurement focus.

Information is presented for major funds individually and non-major funds in the aggregate. Major funds are defined as those funds whose assets, liabilities, revenues or expenditures/expenses are at least 10% of total assets, liabilities, revenues or expenditures/expenses of total governmental or total enterprise funds; and, 5% of combined governmental and enterprise funds.

Notes to Financial Statements

The general disclosures are required by GAAP.  They should include but not be limited to a description of district-wide statements; the significant accounting policies used in the district-wide and fund statements; the policy for capitalizing assets and for estimating their useful lives; and the types of transactions included in program revenues.
Reference Document Appendix 3 provides samples of a variety of disclosures that could be considered for inclusion in school district financial statements.

Required Supplementary Information (RSI) Other Than MD&A

The RSI should immediately follow the notes.  Reference Document Appendix 4 provides samples of RSI, as well as supplementary information required by SED.


Capital XE "Capital assets"  Assets 

According to GASB #34, the term capital assets includes land, improvements to land, easements, buildings, building improvements, vehicles, machinery, equipment, works of art and historical treasures, infrastructure, and all other tangible or intangible assets that are used in operations and that have initial useful lives extending beyond a single reporting period.  Generally, a school district will not have infrastructure assets (described above).  For example, athletic fields, parking lots and building drives are considered land improvements rather than infrastructure.

School districts should not overburden themselves with capitalizing and depreciating every asset with a life beyond a single reporting period.  For example, a capitalization threshold of $1,000 to $5,000 could be established.  The higher the limit, the lower the administrative burden.  On the other hand, if the limit is set too high, then there is a risk that the capital assets could be materially understated.  This could result in a net deficit in net assets in the invested in capital, net of debt category, on the district-wide financial statements.  A reasonable capitalization policy should be adopted, applied consistently from year to year, and reviewed periodically.
The capital assets should be valued at historical or estimated historical cost.  The cost of the asset should include all necessary costs incurred to put the asset into service.  These additional costs may include freight, site preparation, and professional fees.  If the asset is donated, then it should be capitalized at its estimated fair value at the time of the donation plus any other appropriate costs.

Depreciation must be recorded when the asset is placed in service.  Depreciation allocates the capitalized cost of the asset to the relevant periods’ activity.  The depreciation method used by the school district should be reasonable and be maintained on a consistent basis.  Although multiple methods comply with GAAP, the straight-line method is the most manageable.  All methods require the district to establish policies to determine and subsequently reassess an asset’s estimated useful life.  A standard useful life table may be consulted and adopted.  This table could come from a variety of sources including Internal Revenue Service Publication 946, “How to Depreciate Property,” the tables adopted by the Association of School Business Officials International, or the periods of probable usefulness discussed in New York State Local Finance Law Article II, Title 1, §11.00.  These provide guidance and should be considered in conjunction with district experience.  The school district should reassess the remaining useful lives annually.  Changes in the useful life might result from the level of maintenance, deterioration, and use.  These types of changes would be considered a change in accounting estimate.  Therefore, the changes would not require a prior period adjustment, and are accounted for in current and future years.


Depreciation expense is reported in the statement of activities.  Generally, depreciation expense should be allocated by function, by asset or class of assets.  An exception is made for assets that cover all functions.  Depreciation expense for these assets may be reported as a separate line item on the statement.

 XE "GASB:Statement 39 - Component Units" GASB Statement #39 – Determining Whether Certain Organizations Are Component Units – an amendment of GASB Statement No. 14

GASB #39 helps to determine if certain organizations, such as educational foundations, for which the primary government is not financially accountable should be reported as component units.  The nature and significance of each of the entities and their relationship to the primary government will determine if they are reported.  In general, an entity that raises or holds economic resources for the direct benefit of a government unit is required to be reported as a component unit.  GASB #14, as amended by GASB #39 (effective for periods beginning after June 15, 2003) requires entities associated with a primary government to be evaluated for inclusion in that government’s financial reporting entity.
Legally separate, tax-exempt entities, which meet all three of the following criteria, should be discretely presented as a component unit, if:

· The economic resources as held by the entity exist entirely (or almost entirely) for the direct benefit of the primary government, its component units.

· The primary government or its component units is entitled to (or has the ability to) access the economic resources of the separate organization. The “ability to access” does not necessarily imply control over the resources but may be demonstrated in several ways.  One way is if the primary government or its component units has historically received, directly or indirectly, a majority of the economic resources provided by the entity.

· The economic resources received or held by an individual organization that the primary government or its components units is entitled to or can access are significant to the primary government.


Financial statements of the reporting entity should distinguish between the primary government and its component units.  Districts should determine whether blended or discrete presentation is required.  
 XE "GASB:Statement 40 - Deposit & Investment Risk" GASB Statement #40 – Deposit and Investment Risk Disclosures

GASB #40 amends GASB #3.  GASB #40 provides guidance about disclosure of common deposit and investment risks (credit risk, concentration of credit risk, interest rate risk, and foreign currency risk) that could affect a government’s ability to provide services and to meet its obligations as they become due. 


The GASB #40 requires disclosure of the credit quality of investments in debt securities.  However, GASB indicates that unless there is evidence to the contrary, obligations of the United States government or those explicitly guaranteed by the United States government are not considered to have credit risk, and do not require disclosure of credit quality.  Interest rate risk of debt instruments is also required to be disclosed.  


GASB #40 is effective for financial statements for periods beginning after June 15, 2004, with earlier application encouraged.

 XE "GASB:Statement 41 - Budgetary Comparison Schedules" GASB STATEMENT #41 – Budgetary Comparison Schedules

GASB #41 discusses the presentation of budgetary comparisons.  Although this data can be presented either as part of the financial statements or as RSI, GASB #41 encourages governmental entities to present the information as RSI, because GASB believes that budgetary information is not essential to a user’s understanding of a government’s financial position and results of operations, and because GASB does not set standards for budgetary measures.  GASB does recognize that some governments believe that budgetary comparison information is essential, which influences them to choose to show the comparison as a Statement, rather than RSI.

GASB #41 was needed primarily because budgetary comparisons become difficult for governmental entities whose budget structure is not based on a GAAP fund structure.  For example, some governments produce budgets that prevent them from associating the estimated revenues and appropriations from their legally adopted budget to the major revenue sources and functional expenditures reported in their general fund.  


Although issued in May, 2003, GASB #41 is effective upon implementation of GASB #34.
 XE "GASB:Statement 42 - Insurance and Impairment" GASB STATEMENT #42 – Insurance recoveries & Capital Asset impairment

GASB #42, effective for the 2005-2006 school year, addresses the sudden and significant decline in the service utility of a capital asset (impairment), and establishes accounting requirements for insurance recoveries.   

Physical damage, changes in laws, technological or environmental factors, modification in the manner in which an asset is used, and construction stoppages may trigger application of this standard.  GASB #42 will apply if the observed factor produces a large decline in the service utility of the asset, the circumstance are outside the normal life cycle of the asset, and the impairment is not temporary.  

If the impairment results in the asset’s no longer being used by the district, the asset should be reported at the lower of carrying value or fair value.  If the asset will continue to be used by the district, the impairment should generally be measured using the method which best reflects the diminished service utility of the asset, such as by estimating the cost to restore the asset.  If the asset has become technologically or environmentally obsolete, impairment should generally be measured using a service units approach (such as hours of operation or mileage) which compares the service units provided by the asset before and after the impairment. 

Impairment losses should be reported in accordance with GASB #34 and APB Opinion #30.  Required disclosures in the financial statements or footnotes include the description, amount and financial statement classification of impairment losses should be disclosed in the financial statement notes.

Insurance recoveries associated with the impairment should be netted with the impairment loss in the district-wide statements, when the recovery and loss occur in the same year.  Restoration or replacement of an impaired asset should be reported separately from the insurance recovery in fund financial statements.
GASB #42 provides an example of a school building that is closed due to an enrollment decline 12 years after it was built, and converted to storage space.  GASB #42 computes an impairment loss of $5,472,000, as follows:


[image: image1.emf]Original cost 10,000,000 $  

Accumulated depreciation (2,400,000)      7,600,000 $  

Current replacement cost of a warehouse 4,200,000 $  

Accumulated depreciation (1,008,000)    3,192,000      

Commercial construction index originally 100             

Commercial construction index now 150              0.6667           2,128,000    

Impairment loss 5,472,000 $  


The impairment loss would be allocated to applicable programs and reported as program expense in the Statement of Activities.

 XE "GASB:Statement 43 - OPEB plans" GASB STATEMENT #43 – FINANCIAL REPORTING FOR POSTEMPLOYMENT BENEFIT PLANS OTHER THAN PENSION PLANS

GASB #43 establishes standards for reporting other postemployment benefit (OPEB) plans.  This generally includes postemployment benefits other than pension benefits, such as healthcare, long-term care and life insurance (if provided separately from a pension plan).  GASB #43 is applicable both to plans reported as trust, agency or fiduciary fund of the participating employer or plan sponsor, and to plans separately reported by a plan administrator, as well as to single-employer and multiple-employer plans.

The effective date for the largest New York State school districts is scheduled to be for the 2006 – 2007 school year, with other school districts implementing for the 2007 – 2008 and 2008 – 2009 years.

 XE "GASB:Statement 44 - Economic Condition Reporting" GASB Statement #44 – Economic Condition Reporting:  The Statistical Section
GASB #44 amends National Council on Governmental Accounting (NCGA) Statement #1 that was issued in 1979.  It updates guidance for the statistical section that may accompany basic financial statements, and incorporates new information that governments present as a result of GASB #34 implementation.  The statistical section is a required part of a Comprehensive Annual Financial Report (CAFR).  School districts are not required to prepare a statistical section if they do not present their basic financial statements within a CAFR.  GASB #44 is effective for statistical sections prepared for periods beginning after June 15, 2005.

 XE "GASB:Statement 45 - OPEB for employers" GASB Statement #45 – Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions
GASB #45 addresses how school districts should account for and report their costs and obligations related to postemployment healthcare and other nonpension benefits.  These benefits create a commitment of future resources that are seldom measured, let alone disclosed in the financial statements, since they are typically accounted for and reported on a “pay-as-you-go” basis.  The objective of GASB #45 is to recognize the cost of OPEB systematically, over the term of employment.  

For financial statements prepared on the modified accrual basis (governmental funds), there will be no change to the accounting and reporting of OPEB expenditures.   However, financial statements prepared on the accrual basis – the district-wide statements under GASB #34 and proprietary fund financial statements – will use actuarial methods and assumptions to value the projected benefits and establish an annual expense.  

The annual expense will include a provision for the amortization of any unfunded actuarial accrued liability, which can be amortized over a maximum of 30 years.  If the amount that the employer actually contributes to the plan is different from this expense, the difference will create a liability or an asset.  The cumulative difference between the annual expense and the actual contribution is known as the Net OPEB Obligation.  The initial Net OPEB Obligation may be set at zero.  This account will grow each year if an employer chooses not to fully fund the plan.  Funding the plan requires the employer to set aside funds in an irrevocable trust.  Merely designating funds for this purpose is not considered funding the plan under GASB #45.  NYS school districts do not currently have the authority to fund OPEB through bonding, reserves or an irrevocable trust.  Funding of the liability is not required by GASB #45.
If the District does not pay the cost of retiree health insurance, but allows employees to remain on the District’s plan, the District may have some OPEB liability.  The District will need to consult with an actuary to determine if this applies to them.


Additionally, employers will be required to disclose the actuarial value of plan assets, if any, the actuarial accrued liability, and information about employer contributions and the progress being made in funding the plan.  

GASB #45 requires that an actuarial valuation be performed at the following minimum frequency:  

· Biennially for OPEB plans with a membership of 200 or more employees, both active and currently receiving these benefits.

· Triennially for OPEB plans with a membership fewer than 200 employees, both active and currently receiving these benefits.

· A sole employer with fewer than 100 plan members, both active and currently receiving these benefits, has the option to apply a simplified “Alternative Measurement” as explained in GASB #45 instead of obtaining an actuarial valuation.

GASB #45 will be phased in over three years based on the district’s revenues in the first fiscal year ending after June 15, 1999, similar to the approach taken in GASB #34.  

	Phase 1
	Revenues of $100 million or more
	June 30, 2008

	Phase 2
	Revenues of $10 million or more but less than $100 million
	June 30, 2009

	Phase 3
	Revenues less than $10 million
	June 30, 2010


You should contact your independent auditor to discuss a strategy for implementing this new standard.  The Implementation Guide for GASB #43 and #45 (GASB Implementation Guide GQA43/45) is available and may be obtained from the GASB by calling (800) 748-0659 or on-line at www.gasb.org.  

 XE "GASB:Statement 46 - Enabling Legislation Restrictions" GASB Statement #46 – Net Assets Restricted by Enabling Legislation
GASB #46 amends GASB #34 by describing when net assets have been restricted to a particular use by the passage of enabling legislation, and to specify how those net assets should be reported in financial statements when there are changes in the circumstances surrounding such legislation.  It states that a legally enforceable enabling legislation restriction is one that a party external to a district can compel a district to honor. The amount of the district’s net assets at the end of the reporting period that are restricted by enabling legislation should be disclosed in the notes to the financial statements.  GASB #46 should be applied retroactively by reclassifying net asset information in financial statements for all prior periods presented.  GASB #46 is effective for periods beginning after June 15, 2005, with earlier application encouraged.

GASB Statement #47 XE "GASB:Statement 47 - Termination benefits"  – Accounting for termination benefits
GASB #47 provides for recognition of a liability and expense for both voluntary termination benefits (such as early retirement incentives) and involuntary termination benefits (such as severance benefits).  

On the accrual basis, the liability and expense for voluntary termination benefits are recognized when the offer is accepted and the amount can be estimated.  The liability and expense for involuntary termination benefits is recognized when a plan of termination has been approved, the plan has been communicated to the employees, and the amount can be estimated.

On the modified accrual basis, liability and expense for termination benefits should be recognized to the extent that liabilities are normally expected to be liquidated with expendable available financial resources.

With regard to termination benefits provided through an existing defined benefit OPEB plan, GASB #47 is effective in three phases, similar to GASB #34, with the largest districts implementing for periods beginning after December 15, 2006.  It is effective for all other termination benefits for periods beginning after June 15, 2005, with earlier application encouraged.
GASB Statement #48 XE "GASB:Statement 48 – Sales of receivables"  – Sales and pledges of receivables and intra-entity transfers of assets
GASB #48 discusses the exchange of an interest in expected cash flows for an immediate cash payment, and considers whether this type of transaction is more appropriately treated as borrowing or a sale.  It is effective for periods beginning after December 15, 2006. 
GASB Statement #49 XE "GASB:Statement 49 – Pollution remediation"  – pollution remediation obligations
GASB #49 provides guidance for reporting for pollution remediation obligations, such as for site assessments and cleanups.  The Statement deals with five types of events, including when the District:

· Is compelled to take remediation action because of imminent endangerment

· Violates a pollution related permit or license

· Is named or will be named as a responsible party or potentially responsible party for a remediation

· Is n amed, or will be named in a lawsuit to compel pollution remediation

· Commences or obligates itself to remediate pollution
GASB #49 is effective for periods beginning after December 15, 2007, except that Districts that have sufficient objective and verifiable information to apply the expected cash flow technique to measurements in prior periods are required to apply the provisions retroactively.

GASB Statement #50 XE "GASB:Statement 50 - Pensions"  – pension disclosures
GASB #50 requires additional disclosures in the Notes to the financial statements, including legal or contractual maximum contribution rates, if applicable, and (for cost sharing employers) a description of how the required contribution rate is determined, in addition to the three-year history of dollar and percentage contributions.   The Statement is generally effective for periods beginning after June 15, 2007, with earlier implementation encouraged.
GASB Statement #51 XE "GASB:Statement 51 - Intangibles"  – Intangibles

GASB #51 discusses capitalization and amortization of intangibles, and focuses on computer software.  Capitalization on the fund basis statements is not permitted.  The Statement is effective for periods beginning after June 15, 2009.
Statement #52 XE "GASB:Statement 52 – Real estate"  – Real estate held by endowments

GASB #52 changes the reporting of land and other real estate held as investments from historical cost to fair value.  Changes in fair value from years to year are recorded as investment income.  The District must disclose the methods and significant assumptions used to determine fair value.  GASB #52 is effective for periods beginning after June 15, 2008.
Statement on Auditing Standards #70 – Service organizations
In planning and  XE "Auditing Standards Board:SAS 70 - Service organizations" performing the audit, the auditor should consider the client’s use of service organizations to process certain transactions (SAS 70, as amended).  A service organization is defined in SAS 70 as an “entity (or segment of an entity) that provides services to a user organization that are part of the user organization’s information system.”

The services of a service organization are considered part of the user organization’s information system if they affect:

· Classes of transactions significant to the District’s financial statements;

· Procedures to initiate, record, process and report transactions in the financial statements

· The District’s accounting records, supporting information, and specific accounts in the financial statements;

· The process used to prepare the District’s financial statements, including significant accounting estimates and disclosures; and

· The process used to capture other conditions and events that are significant to the financial statements
Some examples of service organizations are entities that process payroll transactions and provide data processing services for others.  If it is determined that the District utilizes a service organization, the auditor should refer to SAS 70, as amended (AU Section 324), for guidance.  Some questions to ask in determining the need to obtain an understanding of the service organization’s internal control are as follows:

· Has the District retained responsibility for authorizing transactions;

· Is the District’s involvement required in order for the service organization to execute transactions;

· Does the District apply controls over transactions executed by the service organization;

· Are the services provided by the service organization highly standardized and used by many, as opposed to unique and used by a few; and

· Is the information maintained by the service organization verifiable by the District’s auditor?
Statement on Auditing Standards #99 – Consideration of fraud

SAS #99,  XE "Auditing Standards Board:SAS 99 - Consideration of Fraud" Consideration of Fraud in a Financial Statement Audit, provides revised guidance in an area previously covered by SAS #82 of the same title.  It discusses the auditor’s responsibility for providing reasonable assurance that the financial statements are free of material fraud.  The SAS highlights several techniques, including:

· A requirement for members of the audit team to discuss the risks of material misstatement due to fraud, bearing in mind the incentives and pressures on management to commit fraud, the opportunity to commit fraud, and the prevailing attitude toward rationalization of fraud.

· A provision for inquiry of management and others both within and outside the accounting function about the risk of fraud, and whether they may be aware of any frauds.

· Designing audit tests that are not predictable, and which may be performed in areas that might otherwise be considered low risk.

· Performing audit steps which address the risk of management override, in such areas as inappropriate journal entries or accounting estimates, recognizing the concept of “opinion-units”.

SAS #99 recognizes that fraud is usually concealed, making material misstatements due to fraud difficult to detect.  SAS #99 states that auditors should consider whether the information indicates that fraud risk factors are present, using professional judgment, and restates the well known concept that three conditions are frequently present when fraud exists:

· Incentive or pressure to perpetrate the fraud,

· Opportunity to perpetrate the fraud, and

· An attitude or rationalization to justify the fraudulent action.

The Statement requires the auditor to respond to the risk assessment in three ways:

· A response involving more general considerations apart from the specific procedures otherwise planned,

· A response to identified risks that involves the nature, timing and extent of the auditing procedures to be performed, 

· A response involving the performance of certain procedures to further address the risk of material misstatement due to fraud involving management override of controls.

Identifying the nature of potential fraud risks:


Potential fraud risks may be different in each school district audit, although there are some common denominators.  In order to identify potential fraud risks, an auditor needs to seek out district practices that may encourage fraud risk based on their background knowledge of each district.  For example, the auditing firm may know that:

Assessing the risk of material misstatement:


Those risks that do not seem to present a risk of material financial statement misstatement may not require the auditor to design a response.  Some risks, although they may exist, may not present a risk of material misstatement of the financial statements for a variety of reasons, including:

· The quantity of dollars involved, level of pervasiveness of the risk, and correlation with other risk factors do not seem to make the risk likely to be material to the financial statements.  For example, when custody and record keeping for a small scholarship trust fund invested in cash are centralized in one individual, the materiality of the risk may not be as great as for a larger scholarship trust fund that is invested in common stocks.

· There are mitigating controls that seem likely to prevent the risk from materially affecting the financial statements.  For example, the individual designated to certify payroll may provide an important control that reduces the risk of ghost employees.

· Strong budgetary control over revenues and expenditures can reduce the likelihood of fraud in certain areas, such as real property taxes and charges for services.


Risks that do seem likely to generate a material financial statement misstatement require the auditor to design a response to them.  Risks of this type often share some similar characteristics, including:

· Surrounding conditions such as motives, opportunities and the existence of other related risk factors encourage the likelihood of the risk.

· The risk may be perpetrated without discovery through the routine operating of existing control procedures.

· The dollar volume involved with the risk is significant.

Designing the audit response to fraud risks through audit planning:


Audit responses to identified risks take many forms.  Some responses may be incorporated in the auditor’s overall approach to the audit, while others may be aimed directly at specific identified risks.  


One overall response may relate to the level of experience of staff members assigned to the audit field work.  Transactions that appear normal to individuals with less experience may raise concerns in the mind of an auditor with heavy experience in performing school district audits.  It can be prudent to assign more experienced staff members to be involved in portions of the audit which suggest a higher level of risk.


Making sure to use unpredictable methods to select transactions for audit testing, and not revealing the nature of audit program steps to auditees can also enhance the auditor’s response to audit risks.  For example, voucher packets that may be selected for testing prior to year-end should be supplemented by selection of voucher packets from periods between the dates of interim and year-end field work.


Although SAS #99 focuses on the auditor’s consideration of fraud in an audit of financial statements, SAS #99 also states that it is management’s responsibility to design and implement programs and controls to prevent, deter and detect fraud.  Management, along with those who have responsibility for oversight of the financial reporting process (such as the audit committee and board of education) should set the proper tone, create and maintain a culture of honesty and high ethical standards, and establish appropriate controls to prevent, deter and detect fraud.  When management and those responsible for the oversight of the financial reporting process fulfill those responsibilities, the opportunities to commit fraud can be reduced significantly.

Statement on auditing standards #101 – Fair value estimates

SAS #101,  XE "Auditing Standards Board:SAS 101 - Fair value estimates" effective for audits of periods beginning on or after June 15, 2003, provides guidance on considering the administration’s methods for computing fair value estimates, and on deciding whether those measurements conform to GAAP.

SAS #101 defines fair value as “the amount at which that asset (or liability) could be bought (or incurred) or sold (or settled) in a current transaction between willing parties, that is, other than in a forced or liquidation sale”.  The Auditing Standards Board prefers fair value to be set based on observable market prices, but if such prices are not available, the information best available in the circumstances can be used.  SAS #101 also points out that the auditor is not responsible for predicting future conditions, transactions or events that, if they had been known at the time of the audit, might have affected the actions or assumptions underlying the measurements and disclosures.

Auditors are required to:

· Obtain an understanding of the district’s process for determining fair value measurements and disclosures, and of the relevant controls.

· Evaluate whether the fair value measurements and disclosures in the financial statements are in conformity with GAAP.

· Evaluate management’s intent to carry out specific courses of action, where intent is relevant to the use of fair value measurements, the related requirements involving presentation and disclosures, and how changes in fair values are reported in financial statements.

· In cases where there are no observable market prices, evaluate whether the district’s method of measurement is appropriate in the circumstances.

· Evaluate whether the district’s method for determining fair value is applied consistently, and whether consistency is appropriate considering possible changes in the environment or circumstances affecting the district, or changes in accounting principles.  

· Consider whether a specialist should be engaged.

· Test the district’s fair value measurements and disclosures.

· Test the data used to develop the fair value measurements and disclosures.

· Evaluate subsequent events and transactions.

· Review events and transactions that occur after the balance sheet date, but before completion of fieldwork, for evidence regarding fair value measurements.

· Evaluate whether fair value disclosures conform to GAAP.

· Evaluate the sufficiency and competence of audit evidence obtained about fair value, as well as the consistency of that evidence with other audit evidence.

· Obtain written representations from management regarding the reasonableness of significant assumptions, including whether they appropriately reflect managements intent and ability to carry out specific courses of action on behalf of the district, where relevant to the use of fair value measurements and disclosures.

· Determine that the audit committee is informed about the process used by management in formulating fair value estimates, and about the basis for the auditor’s conclusions regarding the reasonableness of those estimates. 

Statement on auditing standards #103 – Documentation

SAS #103,  XE "Auditing Standards Board:SAS 103 – Documentation " effective for audits of periods ending on or after December 15, 2006, supersedes SAS #96.  Among other things, SAS #103 requires documentation of who performed and reviewed the audit work, and the date those tasks were completed.  SAS #103 also requires recording the identifying characteristics of specific items tested, and requires the auditor to complete assembly of the audit file within 60 days (45 in New York State) following the report release date, or such earlier date that statutes, regulations or quality control policies may require. 

Statement on auditing standards #104 – Due Professional Care

SAS #104,  XE "Auditing Standards Board:SAS 104 – Due professional care" effective for audits of periods beginning on or after December 15, 2006, expands the definition of “reasonable assurance”.  The audit must be planned and performed to obtain sufficient appropriate audit evidence so that audit risk will be limited to a low level.  
Statement on auditing standards #105 – Amend SAS #95 - GAAS
SAS #105,  XE "Auditing Standards Board:SAS 105 – Amend SAS 95 " effective for audits of periods beginning on or after December 15, 2006, expands three concepts:
· The scope of the second standard of field work is expanded from “internal control” to “the entity and its environment, including its internal control”, 

· The purpose of the SAS is expanded from “planning the audit” to “assessing the risk of material misstatement of the financial statements whether due to error or fraud”, and

· References to specific audit procedures in the third standard of field work are eliminated, to remove the implication that those identified procedures might encompass all audit procedures.

The SAS also replaces the term “tests to be performed” with the term “further audit procedures”, recognizing that audit procedures also are performed to obtain the understanding on which the risk assessment is based.

Statement on auditing standards #106 – Audit Evidence (Supersedes SAS #31)

SAS #106,  XE "Auditing Standards Board:SAS 106 – Audit Evidence" effective for audits of periods beginning on or after December 15, 2006, defines “audit evidence” and “relevant assertions”, discusses qualitative aspects of audit evidence, and describes selected audit procedures.  

Audit Evidence is the information the auditor uses in arriving at the conclusions on which the audit opinion is based.  It includes information in the accounting records, and other information.  For example, it includes information gathered in previous audits, and during the firm’s quality control procedures for client acceptance and continuance.  Methods of obtaining audit evidence include analysis and review, reperformance, and reconciliation.  
Accounting records, alone, do not provide sufficient appropriate audit evidence on which to base an audit opinion.  Other types of information that may be used include Board minutes, third party confirmations, industry reports, comparisons with other similar entities, controls manuals, and procedures such as inquiry, observation and inspection. 
Auditors should consider the sufficiency and appropriateness of audit evidence.  Sufficiency is a measure of quantity.  Appropriateness is a measure of quality, relevance and reliability.  Higher risk implies a need for more audit evidence.  Less audit evidence may be required if the evidence is high quality.  Audit evidence may be relevant to some assertions (such as existence and valuation), but not to others (such as year-end cut-off).

Generalizations are not always accurate.  However, audit evidence may be more reliable when it is obtained from knowledgeable independent sources, vs. from within the district.  Effective internal controls may improve the reliability of evidence obtained from within the district.  Evidence which the auditor personally obtains may be more reliable than evidence obtained by inquiry.  Documentary evidence is often more reliable than oral evidence.  Original documents can provide more reliable evidence than copies (although auditors are not expected to be an expert on authentication).
The SAS mentions three categories of assertions used by the auditor:

Assertions about classes of transactions and events:

· Occurrence

· Completeness

· Accuracy

· Cutoff

· Classification

Assertions about account balances at year-end:

· Existence

· Rights and obligations

· Completeness

· Valuation and allocation

Assertions about presentation and disclosure:

· Occurrence

· Rights and obligations

· Completeness

· Classification and understandability

· Accuracy and valuation

Tests of controls are necessary in two circumstances:
· When the risk assessment includes an expectation of the operating effectiveness of controls, 

· When substantive procedures alone do not provide sufficient appropriate audit evidence.

Some audit procedures may include:
· Inspection of documents

· Inspection of tangible assets

· Observation of processes or procedures

· Inquiry

· Confirmation

· Recalculation

· Reperformance

· Analytical procedures

Statement on auditing standards #107 – Risk and Materiality (Supersedes SAS #47)

SAS #107,  XE "Auditing Standards Board:SAS 107 – Risk & Materiality" effective for audits of periods beginning on or after December 15, 2006, provides guidance on the consideration of audit risk and materiality.  “Audit risk” is the risk that the auditor may unknowingly fail to appropriately modify his or her opinion on financial statements that are materially misstated.  “Materiality” is a concept that some matters are important, and some are not, for the fair presentation of financial statements.  Misstatements should be considered in relation to users as a group, not individually.  
Misstatements may be of several types, including:

· Inaccuracy

· Departure from GAAP in reported amounts or disclosures

· Omission

· Incorrect estimates

· Unreasonable or inappropriate management judgments

The SAS states that auditors should “perform the audit to reduce audit risk to a low level, that is, in the auditor’s professional judgment, appropriate for expressing an opinion on the financial statements”.
Materiality should be considered at the financial statement level, and may also be considered for particular items of lesser amounts than when considering the financial statements taken as a whole, such as:

· When accounting standards, laws or regulations affect users’ expectations (such as related party transactions and management remuneration),

· Key industry disclosures, and

· Particular divisions that are separately disclosed.

Auditors must consider the individual and aggregate effects of known and likely misstatements that are not corrected by the District, and whether they are likely to materially misstate the financial statements taken as a whole.  Before considering the aggregate effect of uncorrected misstatements, the auditor should also consider their effect in relation to individual classes of transactions, whether offsetting some misstatements is appropriate, and whether prior period misstatements affect the current period.  Misstatements identified in test samples should be projected to the population from which the sample is drawn, to improve the auditor’s assessment of likely misstatements.
Since individual accounting estimates may not be accurate, a difference between an accounting estimate and a value presented in the financial statements may not be significant.  If the estimate presented in the financial statements is unreasonable, however, the difference should be considered a likely misstatement.  Management bias may also be indicated if accounting estimates seem to favor a particular management assertion in the aggregate.  The auditor’s judgment about potential misstatements of accounting estimates should also be influenced by qualitative factors such as the potential effect of the misstatement on the district’s compliance with regulatory provisions.

The auditor should document several parameters, including:
· Levels of materiality and tolerable misstatement, and the basis on which those levels were determined

· A summary of known and likely uncorrected misstatements and the auditor’s conclusions about them

· Known and likely corrected misstatements

Statement on auditing standards #108 – Planning and supervision (Supersedes SAS #22)

SAS #108,  XE "Auditing Standards Board:SAS 108 – Planning & supervision " effective for audits of periods beginning on or after December 15, 2006, discusses the planning process that continues throughout the audit.  Among the topics covered are:
· Early appointment of the auditor (prior to year-end) is preferable.
· The auditor should establish a written understanding regarding the services to be performed, perform procedures regarding the continuance of the client and evaluation of the auditor’s compliance with ethical requirements including independence.  
· Overall audit strategy, including scope, industry-specific reporting requirements, timing, and recent relevant industry-specific developments.

· Management, supervision and staff assignment issues.
· Discussing the nature and timing of detailed audit procedures with management might compromise the effectiveness of the audit.  
Statement on auditing standards #109 – Understanding the entity and its environment (Supersedes SAS #55)

SAS #109,  XE "Auditing Standards Board:SAS 109 – Supersede SAS 55" effective for audits of periods beginning on or after December 15, 2006, discusses obtaining an understanding of the entity and its environment, including internal controls, for assessing the risk of material misstatement and to design the nature, timing and extent of audit procedures.  Guidance is provided on:

· Risk assessment procedures and sources of information on the District’s internal control systems.

· Identification of risks of material misstatement, and design of audit procedures.

· Assessing the risks of material misstatement.

· Description of required documentation.

The Statement identifies fraud risk factors as:

· Relating to fraudulent financial reporting:


Management’s characteristics and influence over the control environment


Industry conditions


Operating characteristics and financial stability

· Relating to misappropriation of assets:


Susceptibility of assets to misappropriation


Absence of controls

Statement on auditing standards #110 – audit procedures in response to assessed risk, and evaluating audit evidence

SAS #110,  XE "Auditing Standards Board:SAS 110 - Assessed risk & evidence" effective for audits of periods beginning on or after December 15, 2006, provides guidance in four primary areas:

· Overall responses to risks of material misstatements at the financial statement level, such as:

Emphasizing the need for professional skepticism

Assigning audit staff with greater experience 

Increasing supervision

Incorporating additional elements of unpredictability in audit tests

Performing substantive tests at year-end, rather than at interim

· Audit procedures responding to risks of material misstatement at the assertion level, including
Nature, timing and extent of audit procedures

Testing the operating effectiveness of controls, not just whether they have been implemented
Agreeing financial statements and notes to the underlying accounting records

Examining material journal entries

· Evaluating the sufficiency and appropriateness of audit evidence

Ongoing process

· Documentation, including
Overall responses to address the risks of misstatement at the financial statement level

Nature, timing and extent of further audit procedures

Linkage of those procedures with the risks at the assertion level

Results of audit procedures

Conclusions about the use of prior year audit evidence about operating effectiveness of controls

The SAS Appendix provides examples of assertions and linkage to substantive procedures.

Statement on auditing standards #111 – amending SAS #39 (audit sampling)

SAS #111,  XE "Auditing Standards Board:SAS 111 - Amending SAS 39" effective for audits of periods beginning on or after December 15, 2006, amends SAS #39, by incorporating SAS #99 (consideration of fraud) and SAS #110 (performing audit procedures in response to assessed risks and evaluating audit evidence).  It also provides expanded guidance on establishing tolerable misstatements.
The SAS states that auditors should normally set tolerable misstatement for a specific audit procedure at less than financial statement materiality, so that when the results of the audit procedures are aggregated, the required overall assurance is maintained.

Statement on auditing standards #112 – Communicating Internal Control Related Matters

SAS #112,  XE "Auditing Standards Board:SSAE 112 - Communicating internal control" effective beginning with the 2006-2007 school year, replaces the term “reportable conditions” with the term “significant deficiencies”, introduces the term “control deficiencies”, which include nonreportable conditions, provides guidance about evaluating the significance of control deficiencies, requires a written report of significant deficiencies and material weaknesses and requires follow-up of prior year significant deficiencies and material weaknesses.

SAS #112 requires auditors to take a more critical look at the operating procedures of school districts.  The goals of SAS #112 include:

· Providing guidance on communicating matters related to an entity’s internal control over financial reporting identified in an audit of the financial statements

· Defining the terms “control deficiency”, “significant deficiency”, and “material weakness”

· Providing guidance on evaluating the severity of control deficiencies identified in an audit of financial statements

· Requiring the auditor to communicate to management and those charged with governance, in writing, significant deficiencies and material weaknesses identified in an audit

SAS #112 unconditionally requires:

· The auditor must evaluate identified control deficiencies and determine whether these deficiencies, individually or in combination, are significant deficiencies or material weaknesses

· The auditor must communicate significant deficiencies and material weaknesses to management, in writing.  As long as these deficiencies continue to exist, the auditor must continue to communicate them.
A control deficiency occurs when the design or operation of a control does not allow management or employees, in their normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis.  A design deficiency arises when the control necessary to meet the control objective is missing, or when the existing control is not properly designed (so that even if the control operates as designed, the control objective is not always met).  An operation deficiency arises when a properly designed control does not operate as designed, or when the person performing the control does not possess the necessary authority or qualifications to perform the control effectively.

The term “reportable condition” is no longer used when evaluating control deficiencies.  The terms “significant deficiency” and “material weakness” are used to describe control deficiencies that must be communicated to management and those charged with governance.  A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with GAAP, such that there is more than a remote likelihood that a misstatement of the financial statements that is more than inconsequential will not be prevented or detected.  A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remote likelihood that a material misstatement of the financial statements will not be prevented or detected.

SAS #112 places requirements on auditors to:

· Evaluate identified control deficiencies and determine whether these deficiencies, individually or in combination, are significant deficiencies or material weaknesses

· Understand that the significance of a control deficiency depends on the potential for a misstatement, not whether a misstatement actually has occurred.  Accordingly, the absence of an identified misstatement does not provide evidence that identified control deficiencies are not significant deficiencies or material weaknesses.

· Consider the likelihood and magnitude of the misstatement when determining whether control deficiencies, individually or in combination, are significant deficiencies or material weaknesses

· Consider multiple control deficiencies that affect the same financial statement account balance or disclosure increase the likelihood of misstatement and may, in combination, constitute a significant deficiency or material weakness, even though such deficiencies are individually insignificant

· Communicate weaknesses no later than 60 days (45 in New York State) following the report release date

SAS #112 provides better definitions and clarity to the accounting and reporting weaknesses that auditors must now report to the Board.  It also reinforces the differences between the auditor’s  and management’s responsibilities regarding the audit process.  District management can help by addressing some of the following issues:
· Document existing internal control structure within the business office

· Have adequate job descriptions of all personnel in the business office

· Identify those responsible for financial statement preparation and the management oversight process

· Prepare an internal risk assessment

Statement on auditing standards #113 – Omnibus statement on auditing standards

SAS #113,  XE "Auditing Standards Board:SAS 113 - Omnibus" effective beginning with the 2006-2007 school year, amends SAS #95 (GAAS), #99 (consideration of fraud), #101 (fair value measurements), #59 (going concern), #57 (estimates) and #85 (management representations).  
Among many other things, it requires the representation letter to be dated as of the date of the auditor’s report.


Statement on auditing standards #114 – Communication with those charged with governance

SAS #114,  XE "Auditing Standards Board:SAS 114 - Communications" effective beginning with the 2007-2008 school year, supersedes SAS #61.  

The SAS requires the auditor to communicate the responsibilities of the auditor, provide an overview of the scope and timing of the audit, and provide timely observations arising from the audit to those charged with governance.  The SAS amplifies each of those categories, explaining the required communications in more detail.

Statement on standards for attestation engagements #14 – Hierarchy

SSAE #14,  XE "Auditing Standards Board:SSAE 14 - Hierarchy " effective beginning with the 2006-2007 school year, describes attestation standards hierarchy.

Capital Reserve

The  XE "Tips:Reserve funds - Capital Reserve" purpose of Education Law §3651 authorizing the establishment of a capital reserve fund is to permit a school district to set aside a sum of money in a reserve for future capital purposes.

The capital reserve fund is established by a majority vote of the district’s voters to authorize the purpose of the fund, the ultimate amount of the fund, the probable term (life) and the source of the funds.

The reserve fund may be funded over the term established in the proposition creating the fund.  The term may be extended by a subsequent voter approved amendment.  The dollar limit established by the voter approved proposition is the maximum amount that can be put into the reserve regardless of the balance of the fund at any given time.  There is no limitation on the annual funding so long as the district does not exceed the maximum authority.  Sources of funds available to be paid into the capital reserve are generally unexpended appropriations, excess revenues, transfers from other reserves and the tax levy.
Once a capital reserve fund has reached the maximum dollar amount or has reached the end of its probable term (life), no additional resources may be transferred into the fund, nor may amendments be approved to extend the life of the fund, regardless of whether it has been fully funded to its ultimate limit. After the maximum dollar amount has been reached or the life of the fund has expired, the accumulated money in the fund may be appropriated by voter approval until the fund is depleted.

Expenditures from the capital reserve fund should be for the specified purpose for which the fund was established. The proposition to approve the proposed expenditure should state the specific purpose and must be authorized separately by the voters. In the year in which the expenditure has been authorized the reserve is reduced accordingly. The money is transferred to the capital fund and expended for the approved capital purpose.

The capital reserve should not be funded and used in the same year.  Depositing money received from current funds into a reserve only to convey the money via an interfund transfer to the district’s capital fund to expend during the same fiscal year is not an appropriate use for a reserve fund.
Interest earned by a capital reserve should continue to be credited to the reserve, even if the reserve’s probable term (life) has been exceeded.
Funding school programs

School districts XE "Funding school programs"  in New York State are authorized to levy a tax for expenses occasioned by the operation of the school’s educational program.  A school district and/or its employees are not authorized to require or give the impression that it is requiring students to sell items (e.g. “scratch off” cards, holiday wrappings, etc.) or pay a fee to defray a portion of the expenses of a school district’s educational program.  At no time should a student’s participation in an educational activity include such sales or fees.

It has been brought to the attention of State Education Department staff that school district employees are not only engaging in such activities, but are also depositing the proceeds in their personal accounts.  These activities may jeopardize a students’ right to participate in the educational program on a tuition and/or fee-free basis.  Further, employees engaged in such activities may be held personally liable.

School officials that find that such activities are occurring in their district are being asked to cease such practices immediately.  To deter this from happening, it may be appropriate to establish policies and procedures that clearly prohibit such activities.

GML §103 - Competitive  XE "Bidding requirements" Bidding
General Municipal Law § XE "Statutes:GML Section 103 - Bidding requirement" 103 requires competitive bidding on all purchase contracts involving an expenditure of more than $10,000 annually for items of material, supplies, and equipment. This is interpreted as covering groups of items as well as individual items. There must be formal bidding with legal advertisement if a single item to be purchased exceeds $10,000, or if the aggregate cost of an item or reasonable commodity grouping estimated to be purchased in a fiscal year would exceed that figure. (Opinion of OSC #59-647)  The limitation on public works contracts is $20,000 before formal bidding is required. Public works contracts apply to those items or projects involving both labor and materials.  

BOARD OF REGENTS –  XE "Records retention" RecordS Retention

The New York State Board of Regents issued regulations requiring CPAs to retain documentation of attest and compilation work for seven years (unless a longer period is required by law), and to adopt a written policy for records retention.    

In addition, substantive alterations of workpapers must be supported by an addendum indicating the subject, date and reason for the alteration.  The written record retention policy must identify the process and authorization requirements for the destruction of workpapers after the expiration of the retention period.

Workpapers include the CPA’s records of the procedures applied, the tests performed, the information supporting conclusions, and the material conclusions reached.  Among the documents that are contemplated by the regulation are audit programs, analyses, memoranda, letters of confirmation and representations, copies or abstracts of documents and schedules or commentaries prepared by the CPA.  Workpapers must contain sufficient documentation to enable a reviewer with relevant knowledge and experience, but having no previous connection with the specific work product, to understand the nature, timing, extent and results of the procedures performed, information obtained, conclusions reached, and the identity of the persons who performed and reviewed the work.


Chapter  XE "Statutes:Chapter 436 - Budgetary compliance" 436 - Budgetary  XE "Budgetary compliance" Compliance

Chapter 436 of the Laws of 1997 provides legislation that continues to be a challenge to implement and monitor.  Districts are required to present to the public a proposed budget for all general fund appropriations.  The presentation format separates the budget into three components:  Administrative, Program, and Capital (Ed Law §1716).  Should the voters fail to approve a district’s budget (which may only be presented to the voters twice), the Board of Education must adopt a contingent budget where the total budget, less certain exclusions, cannot exceed 120% of the Consumer Price Index, or 4% over the prior year’s original budget, whichever is less.  The current CPI percentage can be obtained from www.emsc.nysed.gov/mgtserv/gemsho.htm.  Additionally, the Administrative component cannot exceed the percentage that it comprised in the previous year’s original budget (less Capital component) or the percentage that it comprised in the last proposed defeated budget (less Capital component), whichever is less.

It is important for a district operating under a contingency budget to document its compliance with the legislated budget caps, both at the time of the contingency budget’s adoption, and throughout the school year.  When adopting a contingency budget, the law requires the board to specify the projected percentage increase or decrease in total spending for the school year.  The law also requires the board to explain the reasons for disregarding any portion of an increase in spending in formulating the contingency budget.  During the year, the board is required to continue to maintain compliance with the budget caps.

The auditor should read the district’s calculation of the budgetary caps, and consider the district’s mechanism for monitoring compliance with the budgetary caps (upon adoption of the contingency budget and throughout the school year), either when the district is operating under a contingency budget for the audited year, or for the subsequent year.  

Section III - Objectives and Limitations of the Audit

The  XE "Objectives of the audit" objectives of a school district audit are tiered.  At the basic level, the objectives of an audit are established by the AICPA through the issuance of generally accepted auditing standards (GAAS).  The State Education Department has augmented these objectives by requiring all school district audits to be conducted according to the Government Auditing Standards (GAGAS), issued by the Comptroller General of the United States.  The audit objectives are further expanded to cover Federal programs when the school district meets the single audit threshold of $500,000 of Federal expenditures in a fiscal year.  The auditor’s responsibility is limited to the scope of the audit.  The following is a brief description of each tier’s audit objective:

Financial Audit in Accordance With GAAS

The objective of a GAAS audit is the expression of an opinion on whether the financial statements fairly present, in all material respects, the financial position, results of operations, and cash flows in accordance with generally accepted accounting principles.  Materiality is defined in the Financial Accounting Standards Board’s Statement of Financial Accounting Concepts No. 2 as “the magnitude of an omission or misstatements of account information that, in light of surrounding circumstances, makes it probable that the judgment of a reasonable person relying on the information would have been changed or influenced by the omission or misstatement.”  

The standards of GAAS are expanded by the following guidance:

· Statements of Auditing Standards (SAS) issued by the AICPA’s Auditing Standards Board.  Under the AICPA’s Code of Professional Conduct, all members must adhere to these statements.

· Audit Interpretations issued by the AICPA’s Auditing Standards Board.

· Statements of Quality Control Standards issued by the AICPA’s Auditing Standards Board.

The auditor should make a judgment about the level of materiality during the planning process, because the extent and type of audit evidence relates to the size of potential misstatements.  Conclusions about materiality should also involve quantifications of tolerable misstatements and individually significant items.

Boards of Education and administrators should understand that financial statement audits required for school districts are not designed to discover every dollar of misstatements, errors, fraud or abuse.  The independent auditor’s report usually provides an opinion about whether the financial statements present fairly the financial position and changes in financial position in conformity with accounting principles generally accepted in the United States of America.   
  

Financial Audit in Accordance With GAGAS

The three AICPA generally accepted standards of field work are as follows:

1) The work is to be adequately planned, and assistants, if any, are to be properly supervised.

2) A sufficient understanding of internal control is to be obtained to plan the audit and determine the nature, timing and extent of tests to be performed.

3) Sufficient appropriate evidential matter is to be obtained through inspection, observation, inquiries and confirmations to afford a reasonable basis for an opinion regarding the financial statements under audit.

Auditors should use professional judgment and consider the needs of users in applying the preceding standards.


Generally Accepted Government Auditing Standards (GAGAS) prescribe additional standards for financial statement audits that go beyond the requirement of AICPA SASs.  Auditors must comply with these standards when citing GAGAS in their reports.  The additional GAGAS standards relate to:

1) Auditor communication.

2) Considering the results of previous audits and attestation engagements.

3) Detecting material misstatements resulting from contract provisions or grant agreements or from abuse.

4) Developing elements of a finding for financial audits.

5) Audit documentation.

Audits of public school districts in New York State should be performed under GAGAS.  Each auditor performing public school auditing should obtain and be familiar with Government Auditing Standards.  These standards are available from the GAO at www.gao.gov.

Section IV – Characteristics of a Quality Audit

The responsibility for engaging a qualified and competent Certified Public Accountant (CPA) or Public Accountant (PA) to perform the annual audit of the school district’s financial statements resides with the school district’s Board of Education.  State laws and regulations require that the annual audit be "accepted" by a resolution of the school district’s board of education.  This resolution along with the audit report must be filed with SED in a timely manner.  In addition, the independence and objectivity of the auditor may be enhanced when the board of education and audit committee perform an oversight role with respect to the hiring and performance of the auditor, as required by law.
Some factors to be considered when reviewing the qualifications of an auditor are listed below.  A better understanding of the purpose and objectives of the services to be provided by the auditor can be obtained through a general familiarity with this Reference Document and communication with the auditor throughout the audit process. 

Auditor  XE "Auditing firms:Qualifications" Qualifications

Auditors of New York school districts should meet the following minimum qualifications:

Registration and Licensing
The auditing firm should be registered with the NYS Education Department.  As part of the registration, all partners in the firm practicing in New York are identified, and SED checks to see that all are presently licensed with the State.  CPAs and PAs licensed to practice in New York must complete a minimum of 40 contact hours of acceptable formal continuing professional education (CPE) in recognized technical areas of study; or a minimum of 24 CPE contact hours in any one of the following three subject areas: auditing, accounting, or taxation in each 12‑month period from September 1 through August 31.  Whether a firm is registered with the State can be determined by calling 518‑474‑3836 (for partnerships and limited liability partnerships) or 518‑474‑8225 (for professional corporations).  SED now maintains a listing of all CPAs in the State and the status of their license on the Internet at www.nysed.gov/prof/profhome.htm.   School districts should confirm that the partner or owner of the firm assigned to the engagement maintains an active license to practice and is in good standing.

Qualification Standards of Government Auditing Standards
GAGAS require that the auditing firm ensure individuals responsible for planning, directing, conducting, or reporting on the audit complete at least 80 hours of CPE every two years that directly enhances the auditor’s professional proficiency to perform audits and/or attestation engagements.  At least 20 hours must be completed in any one year of the two‑year period.  Individuals responsible for planning, directing, conducting substantial portions of the field work, or reporting on the government audit should complete at least 24 of the 80 CPE hours in subjects directly related to the government environment and to government auditing or the unique environment in which the audited entity operates. 

Satisfactory Completion of a Triennial Peer Review

Quality Control Standards of Government Auditing Standards (GAGAS) require that audit firms have an appropriate internal quality control system in place and undergo an external quality review at least once every three years.  In addition, firms whose partners and staff CPAs are members of the American Institute of CPAs must undergo a triennial peer review as a condition of membership.  Participation in the AICPA peer review program satisfies the GAGAS requirement.  As part of the annual review of the auditor’s qualifications, the school district should determine that the auditor is current with his or her peer review, and obtain a copy of the most recent peer review report.  The auditing firm may include this peer review report with the annual engagement letter. 

Possess the Necessary Experience
Audits of school districts, especially those that must also satisfy the requirements of the Federal Single Audit Act, are highly specialized in nature.  The auditor should be experienced in audits of governmental entities conducted under GAGAS and, where applicable, the Single Audit Act requirements.  This can be demonstrated through a list of relevant service to other similar clients, including names for reference checking purposes. 

Completion of the Audit on a Timely Basis
State regulations require that the audit be completed and filed with SED in a timely manner.  The firm should demonstrate that it has sufficient staff at appropriate experience levels to complete the audit in a timely manner.  This should include assurances that the staff assigned has met the CPE requirements under GAGAS.

Engagement Letter

School districts should execute a written contract or an engagement letter with the independent auditor.  The engagement letter should identify the nature and scope of the engagement, the type of report the auditor is expected to issue, the timing of rendering the services, and a target date for issuing the auditor's report to ensure that the October 15 filing date is met.  An example of an engagement letter follows this section of the Reference Document.

Keep the Auditor Informed

Building an ongoing relationship with the auditor is the best way to facilitate the audit process and strengthen the school district’s finance systems in the long term.  It is important that the board of education, as well as the Superintendent and school business official, be kept informed on the progress and any significant findings of the audit.  Members of the board of education may want to meet periodically with the Superintendent and business official, to keep communication lines open and reduce the likelihood of surprises.

SED Guidance to Independent  XE "SED guidance to auditors" Auditors Auditing School Districts

The independent auditors must conduct their audits of NYS school districts in accordance with Generally Accepted Government Auditing Standards (GAGAS) issued by the Comptroller General of the United States. Standards contained in the 2007 Revision are organized as general, fieldwork, and reporting. Recent audits have identified some instances of non-compliance. Discussed below are some important considerations in conducting the audit.  The guidance should not be considered all-inclusive or a substitute for professional judgment.  Auditors need to understand and follow GAGAS. 

· Independence - Auditors must document that they are independent of the district being audited and free of personal and external impairments.  Auditors must establish an internal quality control system to identify any personal and external impairment and assure compliance with GAGAS independence requirements.  The internal quality control system must be clearly documented.  At a minimum, the independent auditors must:

(a) establish policies and procedures that will enable the identification of personal impairments to independence;

(b)
communicate the audit organization’s policies and procedures to all auditors in the organization and assure an understanding of requirements through training or other means such as auditors periodically acknowledging their understanding; 

(c)
establish internal policies and procedures to monitor compliance with the audit organization’s policies and procedures; 

(d)
establish a disciplinary mechanism to promote compliance with the audit organization’s policies and procedures; and 

(e)
stress the importance of independence and the expectation that auditors will always act in the public interest. 
· Internal Quality Control System - Auditors must document that their internal quality control processes adequately demonstrate compliance with government auditing standards.  The independent auditor must establish an organizational structure, and policies and procedures to provide reasonable assurance of complying with applicable standards governing audits.  The internal quality control system must include procedures for monitoring, on an ongoing basis, whether the policies and procedures related to the standards are suitably designed and are being effectively applied.  Each audit organization should prepare appropriate documentation for its system of quality control to demonstrate compliance with its policies and procedures. (Sections 3.50 through 3.54 of GAGAS)

· Internal Controls – Auditors must obtain a sufficient understanding of internal controls to plan the audit and to determine the nature, timing, and extent of tests to be performed. Auditors must document their understanding of internal controls covering the five interrelated components:  the control environment, risk assessment, control activities, information and communication, and monitoring.  Auditors must also document whether the controls are actually operating and their conclusions or evaluations for each of the components. (Section 4.03 of GAGAS)

· Planning and Supervision – The work is to be properly planned and supervised, and auditors should consider materiality, among other matters, in determining the nature, timing, and extent of auditing procedures and in evaluating the results of those procedures. 

(a) Auditors should design the audit to provide reasonable assurance of detecting material misstatements resulting from direct and material illegal acts. 

(b) Auditors should design the audit to provide reasonable assurance of detecting irregularities that are material to the financial statements.
(c) Auditors should be aware of the possibility that indirect illegal acts may have occurred. If specific information comes to the auditors’ attention that provides evidence concerning the existence of possible illegal acts that could have a material indirect effect on the financial statements, the auditors should apply audit procedures specifically directed to ascertaining whether an illegal act has occurred. (Section 4.03 of the GAGAS)
· Audit documentation – AICPA standards require that auditors obtain sufficient appropriate evidential matter.  GAGAS requires that the audit contain sufficient information to enable an experienced auditor who has had no previous connection with the audit to ascertain from the audit documentation the evidence that supports the auditors’ significant judgments and conclusions.  Audit documentation should provide a clear understanding of its purpose, the source, and the conclusions the auditors reached.  It should be organized to provide a clear link to the findings, conclusions, and recommendations contained in the audit report.  Audit documentation should show: 

(a)
the objectives, scope, and methodology of the audit;

(b) the rationale or reason for not following any of the standards and the impact of such on the audit;

(c)
the auditors’ consideration of the district’s use of information technology in planning the audit including the reliance placed on the effectiveness of internal controls over the computerized systems that produced the information; and

(d) evidence of supervisory review of the work performed. (Sections 4.19 through 4.24 of GAGAS)
· Reporting on Internal Controls and Compliance – Auditors must report on the scope of the auditors’ testing of compliance with laws and regulations and internal controls over financial reports, and present the results of those tests.  In presenting the results of those tests, auditors should report irregularities, illegal acts, other material noncompliance, significant deficiencies and material weaknesses in internal controls. (Sections 5.07 through 5.20 of GAGAS)  
SAMPLE  XE "Engagement letter sample" ENGAGEMENT LETTER

AUDIT OF SCHOOL DISTRICT

(Note: Assumes School District is subject to Single Audit Act requirements)

CPA or PA Firm's Letterhead

Date

Dear 
:

We are pleased to confirm our understanding of the services we are to provide _____________School District for the Year ended June 30,_____. We will audit the financial statements of ________________School District and its Extraclassroom Activity Fund as of and for the year ended June 30, ______.     

The document will also include Required Supplementary Information and Supplementary Information, which is not a required part of the financial statements, but is supplementary information required by the Governmental Accounting Standards Board.  We will apply certain limited procedures, which will consist principally of inquiries of management regarding the methods of measurement and presentation of the required supplementary information.  However, we will not audit that information, or express an opinion on it.

The document will also include the Schedule of Expenditures of Federal Awards, which is not a required part of the financial statements.  It will be subject to the auditing procedures applied in our audit of the financial statements upon which we will provide an opinion in relation to the basic financial statements.
Audit Objectives

The objective of our audit is the expression of an opinion as to whether your financial statements present fairly, in all material respects, the respective financial position of the governmental activities, the business-type activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining fund information of the District, and the respective changes in financial position and cash flows (where applicable) thereof for the year then ended in conformity with accounting principles generally accepted in the United States of America. The objective also includes reporting on—

· Internal control related to the financial statements and compliance with laws, regulations, and the provisions of contracts or grant agreements, noncompliance with which could have a material effect on the financial statements in accordance with Government Auditing Standards.

· Internal control related to major programs and an opinion on compliance with laws, regulations, and the provisions of contracts or grant agreements that could have a direct and material effect on each major program in accordance with the Single Audit Act Amendments of 1996 and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

The reports on internal control and compliance will each include a statement that the report is intended for the information and use of the audit committee, management, specific legislative or regulatory bodies, federal awarding agencies, and if applicable, pass-through entities, and is not intended to be and should not be used by anyone but these specified entities.

Our audit will be conducted in accordance with auditing standards generally accepted in the United States of America; the standards for financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States; the Single Audit Act Amendments of 1996; and the provisions of OMB Circular A-133, and will include tests of accounting records, a determination of major program(s) in accordance with Circular A-133, and other procedures we consider necessary to enable us to express such an opinion and to render the required reports.  Those standards require that the auditor obtain reasonable rather than absolute assurance about whether the financial statements are free of material misstatement, whether caused by error or fraud.  Accordingly, a material misstatement may remain undetected.  Also, an audit is not designed to detect error or fraud that is immaterial to the financial statements.

If our opinion on the financial statements or the Single Audit compliance opinion is other than unqualified, we will fully discuss the reasons with you in advance.  If, for any reason, we are unable to complete the audit or are unable to form or have not formed an opinion, we may decline to express an opinion or to issue a report as a result of this engagement.

An audit includes obtaining an understanding of the entity and its environment, including its internal control, sufficient to assess the risks of material misstatement of the financial statements to design the nature, timing, and extent of further audit procedures.  An audit is not designed to provide assurance on internal control or to identify significant deficiencies.  However, the auditor is responsible for ensuring that those charged with governance are aware of any significant deficiencies that come to the auditor’s attention.

Management Responsibilities

Management is responsible for the District’s financial statements and the selection and application of the accounting policies.

Management is responsible for establishing and maintaining internal control and for compliance with the provisions of contracts, agreements, and grants. In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of the controls. The objectives of internal control are to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition, that transactions are executed in accordance with management’s authorizations and recorded properly to permit the preparation of financial statements in accordance with generally accepted accounting principles, and that federal award programs are managed in compliance with applicable laws and regulations and the provisions of contracts and grant agreements.

Management is responsible for identifying and ensuring that the entity complies with the laws and regulations applicable to its activities.

Management is responsible for making all financial records and related information available to us. We understand that you will provide us with such information required for our audit and that you are responsible for the accuracy and completeness of that information. We will advise you about appropriate accounting principles and their application and will assist in the preparation of your financial statements, including the schedule of expenditures of federal awards, but the responsibility for the financial statements remains with you. That responsibility includes the establishment and maintenance of adequate records and the safeguarding of assets. 
Management understands that electronic sites are a means to distribute information and that we are not required to read the information contained in those sites, including financial statements and other financial information, or to consider whether other information on the sites is consistent with the original document.     
Management is responsible for adjusting the financial statements to correct material misstatements and for confirming to us in the representation letter that the effects of any uncorrected misstatements aggregated by us during the current engagement and pertaining to the latest period presented are immaterial, both individually and in the aggregate, to the financial statements taken as a whole.  We may propose standard, adjusting or correcting entries to your financial statements during the course of our engagement.  Management is responsible for reviewing those entries, and for understanding their nature and the impact they might have on the financial statements.  
Management is also responsible for designing and implementing policies, procedures and controls to prevent and detect fraud, and for informing us about all known or suspected fraud that might affect the District involving management, employees who have significant roles in internal control, and others where the fraud could have a material effect on the financial statements.  Management is also responsible for informing us of any allegations of fraud or suspected fraud affecting the District that has been received from employees, former employees, regulators or others.   Management is also responsible for establishing and maintaining an adequate system of internal accounting control, and for compliance with applicable laws and regulations, including those related to federal assistance programs.  Additionally, as required by OMB Circular A-133, it is management’s responsibility to follow up and take corrective action on reported audit findings and to prepare a summary schedule of prior audit findings and a corrective action plan. The summary schedule of prior audit findings should be available for our review on the first day of field work.

Management is responsible for taking timely and appropriate steps to remedy fraud, illegal acts, violations of provisions of contracts or grant agreements, or abuse, having a process to track the status of audit findings and recommendations, and identifying for the auditor previous financial audits, attestation engagements, performance audits, or other studies related to the objectives of the audit being undertaken and the corrective actions taken to address significant findings and recommendations.  Because the determination of abuse is subjective, Government Auditing Standards does not expect auditors to provide reasonable assurance of detecting abuse.

Audit Procedures—General

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements; therefore, our audit will involve judgment about the number of transactions to be examined and the areas to be tested. We will plan and perform the audit to obtain reasonable rather than absolute assurance about whether the financial statements are free of material misstatement, whether caused by error or fraud. As required by the Single Audit Act Amendments of 1996 and OMB Circular A-133, our audit will include tests of transactions related to major federal award programs for compliance with applicable laws and regulations and the provisions of contracts and grant agreements. Because an audit is designed to provide reasonable, but not absolute assurance and because we will not perform a detailed examination of all transactions, there is a risk that material misstatements (whether caused by errors or fraud), illegal acts, or noncompliance may exist and not be detected by us. In addition, an audit is not designed to detect immaterial misstatements, immaterial illegal acts, or illegal acts that do not have a direct effect on the financial statements or major programs. However, we will inform you of any material errors that come to our attention and any fraud that comes to our attention.  We will also inform you of any illegal acts that come to our attention, unless clearly inconsequential.  We will include such matters in the reports required for a Single Audit.  Our responsibility as auditors is limited to the period covered by our audit and does not extend to matters that might arise during any later periods for which we are not engaged as auditors.

Our procedures will include tests of documentary evidence supporting the transactions recorded in the accounts, and may include tests of the physical existence of inventories, and direct confirmation of receivables and certain other assets and liabilities by correspondence with selected individuals, creditors, and financial institutions. We will request written representations from your attorneys as part of the engagement, and they may bill you for responding to this inquiry.  At the conclusion of our audit, we will also require certain written representations from you about the financial statements and related matters.

Audit Procedures—Internal Controls

In planning and performing our audit, we will consider the internal control sufficient to plan the audit in order to determine the nature, timing, and extent of our auditing procedures for the purpose of expressing our opinions on ________________School District’s financial statements and on its compliance with requirements applicable to major programs.
We will obtain an understanding of the design of the relevant controls and whether they have been placed in operation, and we will assess control risk. Tests of controls may be performed to test the effectiveness of certain controls that we consider relevant to preventing and detecting errors and fraud that are material to the financial statements and to preventing and detecting misstatements resulting from illegal acts and other noncompliance matters that have a direct and material effect on the financial statements. Tests of controls relative to the financial statements are required only if control risk is assessed below the maximum level. Our tests, if performed, will be less in scope than would be necessary to render an opinion on internal control and, accordingly, no opinion will be expressed in our report on internal control issued pursuant to Government Auditing Standards.

As required by OMB Circular A-133, we will perform tests of controls to evaluate the effectiveness of the design and operation of controls that we consider relevant to preventing or detecting material noncompliance with compliance requirements applicable to each major federal award program. However, our tests will be less in scope than would be necessary to render an opinion on those controls and, accordingly, no opinion will be expressed in our report on internal control issued pursuant to OMB Circular A-133.

An audit is not designed to provide assurance on internal control or to identify internal control deficiencies. However, we will inform the governing body or audit committee of any matters involving internal control and its operation that we observe, and which we consider to be required to be reported by Government Auditing Standards and OMB Circular A-133.
Audit Procedures—Compliance

Our audit will be conducted in accordance with the standards referred to in the section titled Audit Objectives. As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we will perform tests of ________________School District’s compliance with applicable laws and regulations and the provisions of contracts and agreements, including grant agreements. However, the objective of those procedures will not be to provide an opinion on overall compliance and we will not express such an opinion in our report on compliance issued pursuant to Government Auditing Standards.

OMB Circular A-133 requires that we also plan and perform the audit to obtain reasonable assurance about whether the auditee has complied with applicable laws and regulations and the provisions of contracts and grant agreements applicable to major programs. Our procedures will consist of the applicable procedures described in the OMB Circular A-133 Compliance Supplement for the types of compliance requirements that could have a direct and material effect on each of ________________School District’s major programs. The purpose of those procedures will be to express an opinion on ________________School District’s compliance with requirements applicable to major programs in our report on compliance issued pursuant to OMB Circular A-133.

Audit Administration, Fees, and Other

Management is responsible for making all financial records and related information available to us.  We understand that you will provide us with the basic information required for our audit and that you are responsible for the accuracy and completeness of that information.  We will advise you about appropriate accounting principles and their application and will assist in the preparation of your financial statements, but the responsibility for the financial statements remains with you.  This responsibility includes the maintenance of adequate records and related internal controls, the selection and application of accounting principles, and the safeguarding of assets.  Additionally, as required by OMB Circular A-133, you will prepare the summary of prior audit findings.  The schedule should be available for our review on (Date)___________________.

The work papers for this engagement are the property of (Firm) _____________________ and constitute confidential information.  However, we may be requested to make certain work papers available to the U.S. Department of Education or other oversight agencies pursuant to authority given to it by law or regulation.  If requested, access to such work papers will be provided under the supervision of (Firm) _____________________ personnel.  Furthermore, upon request, we may provide photocopies of selected work papers to the U.S. Department of Education or other oversight agencies.  The U.S. Department of Education or other oversight agencies may intend, or decide; to distribute the photocopies or information contained therein to others, including other governmental agencies.

Government Auditing Standards require that we must have an external quality control review (peer review) at least once every three years and that we provide you with a copy of our most recent peer review report and letter of comments (if applicable).  Our (Date)_____________________ peer review report accompanies this letter.  Our next review will be for the year ended (Date)_______________________.  This peer review report will be provided to you when issued.

Whenever possible, we will utilize your personnel to reduce our own time requirements.  We will also provide you with a list of schedules we would like prepared for us.

Our fees for these services will be based on the actual time spent at our standard, hourly rates.  Our standard, hourly rates vary according to the degree of responsibility involved and the experience level of the personnel assigned to your engagement.  Our invoices for these fees will be rendered at the completion of our work.  Based on our preliminary estimates, the audit fee is not expected to exceed $________________.  This estimate is based on anticipated cooperation from your personnel and the assumption that unexpected circumstances will not be encountered during the audit.  If significant, additional time is necessary; we will discuss it with you and arrive at a new fee estimate before we incur the additional costs.

In addition, we will be available during the year for consultation on various accounting matters.  Our fee for such services will be at standard rates and will be discussed with you at that time.

The 2007 revision of Government Auditing Standards requires auditor independence.  The District agrees that it has not, and will not, involve our firm in nonaudit services which violate the conditions of Government Auditing Standards, which include:

a) The audit organization must not provide nonaudit services that involve performing management functions or making management decisions.

b) The audit organization must not audit its own work or provide nonaudit services in situations where the nonaudit services are significant or material to the subject matter of audits.

c) Management must be responsible for all substantive outcomes of the work and, therefore, has the responsibility to be in a position in fact and appearance to make an informed judgment on the results of nonaudit services.

d) The District must designate a management-level individual to be responsible and accountable for overseeing nonaudit services.

e) The District must establish and monitor the performance of the nonaudit services to ensure that it meets management objectives.

f) The District must make any decisions that involve management functions related to nonaudit services and accept full responsibility for such decisions.

g) The District must evaluate the adequacy of the services performed and any findings that result.

The District understands and agrees that this engagement is being undertaken solely for the benefit of the District, and that no other person or entity shall be authorized to enforce the terms of this engagement.
We appreciate the opportunity to be of service to ________________________________ School District and believe this letter accurately summarizes the significant terms of our engagement.  If you have any questions, please let us know.  If you agree with the terms of our engagement as described in this letter, please sign the enclosed copy, and return it to us.

Very truly yours,

The CPA or PA Firm

(Signature of Accountant)

Enclosures

cc:  Board President

The CPA or PA Firm:

This letter correctly sets forth the understanding of ______________________________
______________________ School District.

Signature
Title
Date

Section V - Auditor’s Reports and Other Required Communications

Requirements of Government  XE "Government Auditing Standards" Auditing Standards

Government Auditing Standards require an independent auditor’s report on compliance and on internal control over financial reporting based on an audit of the financial statements performed in accordance with government auditing standards

While the report does not provide an opinion on the internal controls, it is intended to disclose significant deficiencies and material weaknesses.  Significant deficiencies and material weaknesses are matters coming to the auditor’s attention concerning deficiencies in the internal controls that could adversely affect the entity’s ability to record, process, summarize, and report financial data consistent with the assertions of management in the financial statements.  The auditor applies procedures to the internal controls only to the extent needed to obtain a sufficient understanding to plan the audit.

This report also does not provide an opinion on the entity’s compliance with laws and regulations. As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, the auditor performs tests of the entity’s compliance with certain provisions of laws, regulations, contracts, and grants.

Reports Required By the Office of Management and Budget

The reports required to be issued pursuant to OMB Circular A‑133 are set forth by the AICPA in Statement of Position 98-3, “Audits of States, Local Governments, and Not-for-Profit Organizations Receiving Federal Awards.”  The auditor should be alert for any subsequent revisions to the reports.  The following is a summary of the reports required to be issued under the requirements of A‑133:

· An opinion on the Schedule of Expenditures of Federal Awards in relation to the financial statements taken as a whole.

· An opinion with respect to compliance with requirements applicable to each major program and a report regarding the internal controls over compliance in accordance with OMB Circular A-133.

Management  XE "Management representation letter" Letter

While there are no authoritative standards for the content of the management letter, the auditor should prepare a management letter in conjunction with the financial report.  The management letter should include non‑material instances of non‑compliance, and other conditions, with recommendation for improvement which should be brought to the board of education’s attention based on the auditor’s judgment and the Statements of Auditing Standards issued by the AICPA’s Auditing Standards Board.  The management letter must be filed with the State Education Department regardless of the nature of the comments.

The District must also file its response to any improvement opportunities or issues raised in the management letter that details any steps taken or that will be taken to address those issues.  The response should be filed with the same address used to file the financial report with SED, as soon as practical after receiving the audit report.

Legislation enacted in 2005 requires districts to prepare a corrective action plan in response to any findings contained in external audit reports or management letter, or any final audit report issued by the Comptroller, within 90 days of receipt.  In addition, districts must begin implementation of their corrective action plan no later than the end of the next fiscal year.

Representation  XE "Management representation letter" Letters

School districts should execute written communications with the auditing firm, describing certain representations made during the course of the audit. An example of a representation letter follows this section of the Reference Document.

SAS XE "Auditing Standards Board:SAS 85 - Management representations" -85 requires the auditor to obtain written representations from current management on all periods covered in the report.  In addition to the representations required by SAS-85, the representation letter should ordinarily be tailored to include additional appropriate representations relating to matters specific to the school district’s circumstances.  The Sample Representation Letter is not intended to be either authoritative or all-inclusive, but rather to provide examples of items which could be considered for inclusion in the representation letter. 

Request for legal  XE "Legal representation letter" representation letter

The audit process includes requesting a letter from the District’s legal counsel to support information that the District’s administration provides concerning litigation.  For reasons including confidentiality and authority, the request should be written by the District to its counsel, requesting that counsel’s response be sent directly to the auditor.  The letter should request information on pending or threatened litigation, and on unasserted claims identified by the administration, and should confirm that counsel will advise the administration of any unasserted claims that come to counsel’s attention, which in their judgment must be considered for disclosure in the financial statements (FASB Statement #5).  Counsel’s reply should be as of a date that is near to the date of the auditor’s report release date.  

Some attorneys are using more qualifying language in their responses to requests for legal representations than in the past.  For example, some law firms include text which attempts to avoid waiver of attorney-client and attorney work-product privilege, which does not detract from the usefulness of the letter for audit purposes.  Other attorneys point out that American Bar Association policy suggests that they cannot respond to general inquiries related to the existence of unasserted possible claims or assessments, or comment on the adequacy of the District’s listing, but can only comment on those unasserted possible claims or assessments for which the client in writing has specifically requested comment.  That comment does not need to be construed as an audit scope limitation, provided that counsel continues to confirm the District’s understanding that counsel would advise and consult with the client concerning the client’s obligation to make financial statement disclosures of unasserted possible claims or assessments.  CPAs can refer counsel to American Bar Association Statement of Policy, if additional information is needed.

Counsel’s refusal to furnish the information requested in the request for a legal representation letter is likely to constitute a limitation on the scope of the auditor’s examination that would preclude the issuance of an unqualified opinion.

While each district will need to construct a letter requesting legal representation in a manner that suits its particular circumstances, a sample that includes some of the topics that can be covered follows this section of the Reference Document.

Other Required  XE "Auditing Standards Board:SAS 61 - Other required communications" Communications

Statement on Auditing Standards (SAS) No. 114, “The Auditor’s Communication With Those Charged With Governance”, replaces SAS-61 (which established the requirement for the independent auditor to communicate certain matters related to the conduct of an audit to those who have responsibility for the oversight of the financial reporting process) for periods beginning on or after December 15, 2006.  SAS-114 establishes a requirement for the auditor to communicate with those charged with governance certain significant matters related to the audit, including the auditor’s responsibilities under GAAS, an overview of the planned scope and timing of the audit, and significant findings from the audit. The SAS is effective for periods beginning on or after December 15, 2006.
The required communication is applicable to entities that either have an audit committee or that have otherwise formally designated oversight of the financial reporting process to a group equivalent to an audit committee (i.e. the Board of Education.)  This communication can be either oral or written, and when written, the report is intended for the use of the audit committee or the board of education and, if appropriate, management.

Government Auditing Standards requires that certain matters be communicated, if present, along with a brief explanation of each:

· The auditor’s responsibility under generally accepted auditing standards;

· Significant accounting policies;

· Management judgments and accounting estimates;

· Significant audit adjustments;

· Other information in documents containing audited financial statements;

· Disagreements with management;

· Consultation with other accountants;

· Major issues discussed with management prior to retention; and

· Difficulties encountered in performing the audit.

The AICPA’s SAS- XE "Auditing Standards Board:SAS 89 - Audit adjustments" 89 requires the auditor to inform the audit committee about uncorrected misstatements aggregated by the auditor during the current engagement and pertaining to the latest period presented, that were determined by management to be immaterial, both individually and in the aggregate, to the financial statements taken as a whole.

Management’s Discussion and Analysis (MD&A)
MD&A  XE "Tips:MD&A" must be composed by the school district’s administration, not by the auditing firm.  The auditing firm may assist the administration by providing training and answering questions.  
SAMPLE REPRESENTATION  XE "Management representation letter:Sample" LETTER

AUDIT OF SCHOOL DISTRICT

School District’s Letterhead

Date

(Auditing firm)



We are providing this letter in connection with your audit of the financial statements of the __________________ School District as of June 30, 20__ and for the year then ended, for the purpose of expressing an opinion as to whether the financial statements present fairly, in all material respects, the financial position and results of operations of the District in conformity with generally accepted accounting principles.  The representations in this letter are applicable to both the school year ended June 30, 20__, and to the preceding school year.  We confirm that we are responsible for the fair presentation in the financial statements of financial position and results of operations in conformity with accounting principles generally accepted in the United States.  We are also responsible for adopting sound accounting policies, establishing and maintaining internal control, and preventing and detecting fraud.

Certain representations in this letter are described as being limited to matters that are material.  Items are considered material, regardless of size, if they involve an omission or misstatement of accounting information that, in the light of surrounding circumstances, makes it probable that the judgment of a reasonable person relying on the information would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of the date of the auditor’s report, the representations made to you during your audit, including:


The financial statements referred to above are fairly presented in conformity with generally accepted accounting principles.


We are responsible for establishing and maintaining an adequate system of internal accounting control, and for compliance with applicable laws and regulations, including those related to federal assistance programs.


We have made available to you all financial records and related data and the minutes of the meetings of the Board of Education, or summaries of actions of recent meetings for which minutes have not been prepared.


We acknowledge our responsibility for the design and implementation of programs and controls to prevent and detect fraud.  We have no knowledge of any fraud or suspected fraud affecting the entity involving management, employees who have significant roles in internal control, or others where the fraud could have a material effect on the financial statements.  

We have no knowledge of any allegations of fraud affecting the entity received in communications from employees, former employees, analysts, regulators, short sellers or others.


There have been no:

Errors or unrecorded transactions in the financial statements;

Fraud or irregularities involving others that could have a material effect on the financial statements.

Communications from regulatory agencies concerning noncompliance with, or deficiencies in, financial reporting practices that could have a material effect on the financial statements;

Material transactions that have not been properly recorded in the accounting records underlying the financial statements.


We have no plans or intentions that may materially affect the carrying value of, or classification of, assets and liabilities.


The following have been properly recorded or disclosed in the financial statements:

Related party transactions, including sales, purchases, loans, transfers, leasing arrangements, guarantees, and provision of services, and amounts receivable from or payable to related parties;

Federal assistance received or receivable;

Guarantees, whether written or oral, under which the District is contingently liable, and arrangements with financial institutions involving compensating balances or other arrangements involving restrictions on cash balances or similar arrangements;

Agreements to repurchase assets previously sold;

Significant estimates and material concentrations known to management that are required to be disclosed in accordance with the AICPA’s Statement of Position 94-6, Disclosure of Certain Significant Risks and Uncertainties, such as estimates at the balance sheet date that could change materially within the next year, and concentrations in volume of revenues, available sources of supply or geographic areas for which events could occur that would significantly disrupt normal finances within the next year.


There are no violations or possible violations of laws or regulations whose effects should be considered for disclosure in the financial statements, or as a basis for recording a loss contingency, nor are there any other material liabilities or gain or loss contingencies that are required to be accrued or disclosed.


There are no unasserted claims or assessments that our lawyer has advised us are probable of assertion and must be disclosed in accordance with Financial Accounting Standards Board (FASB) Statement Number 5, Accounting for Contingencies.


There are no other liabilities or gain or loss contingencies that are required to be accrued or disclosed by FASB Statement Number 5.


The District has:

Identified in the schedule of federal financial assistance all assistance provided by federal agencies in the form of grants, contracts, loans, loan guarantees, property, cooperative agreements, interest subsidies, insurance, or direct appropriations;

Identified the requirements governing political activity, the Davis-Bacon Act, civil rights, cash management, relocation assistance and real property management, federal financial reports, allowable costs/cost principles, drug-free workplace, and administrative requirements over federal financial assistance;

Identified the requirements governing types of services allowed or disallowed, eligibility, matching, level of effort or earmarking, reporting, claims for advances and reimbursements, and amounts claimed or used for matching that are applicable to its major federal financial assistance programs, which are identified in the schedule of federal financial assistance;

Complied with reporting requirements in connection with federal financial assistance;

Presented information in federal financial reports and claims for advances and reimbursements which is supported by the books and records from which the basic financial statements have been prepared;

Determined amounts claimed or used for matching in accordance with OMB Circular A-87 (Cost Principles for State and Local Governments), and the OMB’s Uniform Administrative Requirements for Grants and Cooperative Agreements to State and Local Governments;

Monitored subrecipients, if any, to determine that the subrecipients expend financial assistance in accordance with applicable laws and regulations and have met the requirements of OMB Circular A-133;

Taken appropriate corrective action on a timely basis after receipt of a subrecipient’s auditor’s report, if any, that identifies noncompliance with federal laws and regulations;

Considered the results of subrecipients’ audits, if any, and made any necessary adjustments to the District's own books and records;

Identified and disclosed to the auditor all amounts questioned and known noncompliance with requirements that could have a material effect on a major federal financial assistance program;

Identified and disclosed all laws and regulations that have a direct and material effect on the determination of financial statement amounts.


The District has complied with all material terms and conditions of federal award agreements, has not used federal funds to supplant non-federal funds, and has disclosed all sources and amounts of all financial assistance, and the programs through which that assistance was provided.  With respect to that assistance, management has identified all requirements having a direct and material effect on the determination of financial statement amounts.


Amounts reported in the financial statements for payroll expense and related payroll taxes and retirement payments have been accrued through the end of the fiscal year, and represent payments to or for the benefit of bona fide employees of the District for services actually rendered at approved pay rates.


There are no civil rights suits adjudicated or pending against the District.


The District has not been designated as a potentially responsible party by the Environmental Protection Agency.


The District has satisfactory title to all owned assets and there are no liens or encumbrances on such assets, nor has any asset been pledged as collateral.


The carrying value of long lived assets in the financial statements does not exceed the estimated future total cash flows from their use and disposition.

Management:

Acknowledges management’s responsibility for complying with legal, regulatory and contractual requirements;

Acknowledges management’s responsibility for establishing and maintaining an effective internal control structure over compliance;

Acknowledges management’s responsibility for establishing an accounting and financial reporting process for determining fair value measurements, and believes that reasonable assumptions, including reflecting management’s intent and ability to carry out specific courses of action on behalf of the District where relevant to the use of fair value measurements or disclosures, are used.  Management believes that the measurement methods, including related assumptions, used by management in determining fair value are appropriate, and consistently applied, the disclosures related to fair values are complete and adequate, and any subsequent events that might require material adjustment to the fair value measurements and disclosures are included in the financial statements.

Agrees that management has performed an evaluation of the District's internal control policies and procedures for ensuring compliance and detecting noncompliance;

Asserts that the District has complied with all legal, regulatory and contractual requirements that could have a material effect on the financial statements in the event of noncompliance;

Would disclose all instances of noncompliance with legal, regulatory and contractual requirements, if any had existed;

Has made available all documentation related to compliance with legal, regulatory and contractual requirements;

Has disclosed any communications from regulatory agencies, internal auditors and other practitioners concerning possible noncompliance with legal, regulatory and contractual requirements, received between June 30, 20__ and the date of the auditor’s report;

States that management would disclose all instances of noncompliance with legal, regulatory and contractual requirements occurring subsequent to the date below, if any had occurred.

Has adjusted the financial statements to correct material misstatements, and represents that the effect of any uncorrected misstatements aggregated by the auditor during the current engagement and pertaining to the latest period presented (summarized in the accompanying schedule, if applicable) are immaterial, both individually and in the aggregate, to the financial statements taken as a whole.                            


If SEC disclosure rules are applicable, (especially Rule Number 240.15c2-12 effective for fiscal years ending after January 1, 1996) for reporting annual financial information and material events to nationally recognized municipal securities information repositories and to a state information repository, the District has complied with those SEC rules.


Management has provided only true copies of reports submitted or electronically transmitted to federal awarding agencies or pass-through entities.


Receivables recorded in the financial statements represent valid claims against debtors for charges arising on or before June 30, 20__, and have been appropriately reduced to their estimated net realizable value, if required.


If tax exempt bonds have been issued by the District, they have retained their tax exempt status.


We believe that the actuarial assumptions and methods used to measure pension liabilities and costs for financial accounting purposes are appropriate in the circumstances.  We are unable to determine the possibility of a withdrawal liability in a multiemployer plan.


Form ST-3 which we provided to you is the same as the one which the District has filed, or will file.


We have complied with §436 budget caps, as well as all other applicable laws and regulations in adopting, approving and amending budgets, to the extent applicable to the District.


We have not engaged your firm to provide non-audit services for the District, nor to make management decisions or perform management functions, which might impair your independence under GAO Government Auditing Standards.  In furtherance of preserving your firm’s independence under those standards, management reviews, approves and is responsible for the outcome of discussions we have with your firm in areas such as internal controls, implementing audit recommendations, technical issues, staff training, tax matters and similar items.


In connection with requirements of Governmental Accounting Standards Board Statement #34, we represent that:

a) The financial statements properly classify all funds and activities;

b) All funds that meet the quantitative criteria in GASB #34 for presentation as major are identified and presented as such, and all other funds that are presented as major are particularly important to financial statement users;

c) Net asset components (invested in capital assets, net of related debt; restricted; and unrestricted) and fund balance reserves and designations are properly classified and, if applicable, approved;

d) Expenses have been appropriately classified in or allocated to functions and programs in the statement of activities, and allocations have been made on a reasonable basis;

e) Revenues are appropriately classified in the statement of activities within program revenues, general revenues, contributions to term or permanent endowments, or contributions to permanent fund principal;

f) Interfund, internal, and intra-entity activity and balances have been appropriately classified and reported;

g) Special and extraordinary items are appropriately classified and reported;

h) Capital assets, including infrasctucture assets if applicable, are properly capitalized, reported, and, if applicable, depreciated;

i) Required supplementary information is measured and presented within prescribed guidelines.


No events have occurred subsequent to June 30, 20__ and through the date of this letter that would require adjustment to, or disclosure in, the financial statements.


Management has exercised control over the preparation of the District’s financial statements, and possesses the necessary accounting expertise to prevent, detect and correct a potential misstatement in its financial statements, including the government-wide statements (accrual basis), fund statements (modified accrual basis), MD&A, footnotes and supplementary information.  The District agrees that your firm, as external auditor, cannot, and does not, form a part of the District’s internal control system which exercises this control over financial statement preparation.

Management has approved the District’s chart of accounts, trial balance, and any adjusting, correcting and closing entries for the year ended June 30, 20__ that were used to prepare draft financial statements, and has provided the information used to draft notes to the financial statements.  With regard to any services provided by your firm that are determined to be nonaudit services, the District has concluded that those services do not impair your firm’s independence with respect to the District, and that: 
a) The nonaudit services do not involve performing management functions or making management decisions,

b) Your firm has not audited its own work or provided nonaudit services in situations where the nonaudit services are significant or material to the subject matter of audits.

c) The District is responsible for the substantive outcomes of the work and, therefore, is in a position in fact and appearance to make an informed judgment on the results of nonaudit services.

d) The District has designated __________________, who is a management-level individual capable of being responsible and accountable for overseeing nonaudit services.

e) The District has established and monitored the performance of the nonaudit services to ensure that it meets management objectives.

f) The District has made all decisions that involve management functions related to nonaudit services and accepts full responsibility for such decisions.

g) The District has evaluated the adequacy of the services performed and any findings that result.

The District has designated ___________________________________, who is a management-level individual qualified to perform these functions, to be responsible for effective oversight of the District’s financial reporting (including financial statements, notes to financial statements and supplementary information), and internal control.  






Yours truly,






SCHOOL DISTRICT






___________________ Business Official





___________________ Superintendent





by: _____________________  date: ________

SAMPLE REQUEST FOR LEGAL COUNSEL  XE "Legal representation letter:Sample" REPRESENTATION LETTER

AUDIT OF SCHOOL DISTRICT

School District’s Letterhead

Date

(District’s Attorney)



In connection with the audit of our annual financial statements, will you please furnish, direct to our independent auditors: (Auditing firm name and address), the information requested below, involving matters about which you have been engaged, and to which you have devoted substantive attention on behalf of the District in the form of legal consultation or representation.

1. Pending or threatened litigation (excluding unasserted claims and assessments)

Please furnish our auditors a description of all material pending or threatened litigation, claims, and assessments against this school district (excluding unasserted claims and assessments), including an evaluation of the likelihood of an unfavorable outcome, and an estimate (if one can be made) of the amount or range of potential loss.  If you are currently aware of no items of this nature, please advise them of that fact.

2. Unasserted claims and assessments

Please confirm to our auditors that whenever, in the course of performing legal services for the District with respect to a matter recognized to involve an unasserted possible claim or assessment that may call for financial statement disclosure, you form a professional conclusion that we should disclose or consider disclosure concerning such possible claim or assessment, as a matter of professional responsibility to the District you will so advise the District, and will consult with the district concerning the question of such disclosure and the applicable requirements of Statement of Financial Accounting Standards #5.

In this connection, it may help you to know that we have advised our auditors that there are no unasserted possible claims or assessments that you have advised us are probable of assertion and must be disclosed in accordance with Statement of Financial Accounting Standards #5.  Accordingly, we anticipate that you will assure our auditors that you would have advised and consulted with us as indicated above, had there been an occasion to do so.

Response

Your response, separately addressing each of the two areas identified above, should include matters that existed as of the end of the school year just completed, and during the period from that date to the effective date of your response.  Please specifically identify the date of your response, and the nature of, and reasons for, any limitations on your response.  Thank you for your help with this matter.






Yours truly,






___________________ School District





by: _____________________  date: ________ 
Section VI – Filing  XE "Filing requirements" Requirements

The following filing requirements must be followed in order to ensure the audit report is prepared and submitted in compliance with applicable legal requirements:

1. Audited financial statements for school districts are to be prepared in accordance with generally accepted accounting principles.

2. The Audit is to be performed in accordance with generally accepted auditing standards and Government Auditing Standards (GAGAS), issued by the Comptroller General of the United States.  The auditor’s report is to cover supplemental schedules and the notes.  The supplemental schedules are not considered necessary for the fair presentation of the financial statements and must be reported by the auditor in accordance with Section 610.02 of SAS-29.

3. The amounts included in the audited financial statements are to agree in summary with the Annual Report (ST‑3).  Differences should be investigated by the school district and corrected by amending the ST‑3.

4. In addition, the auditor must submit a management letter, when applicable.  The auditor must also submit all applicable reports required by GAGAS regarding internal controls and compliance.  If engaged to audit the Extraclassroom Activity Funds, the auditor should also submit an audit report of the Extraclassroom Activity Funds. 

5. If the school district is subject to the Single Audit Act Amendments of 1996, then the reporting requirements and filing requirements of Circular A‑133 must be followed.  The following is a summary of these requirements:

· The auditor must opine as to whether the Schedule of Expenditures of Federal Awards is fairly presented, in all material respects, in relation to the financial statements taken as a whole.

· The auditor must issue a report on internal controls with respect to the financial statements and major programs.

· The auditor must report on the school district’s compliance with laws, regulations, and provisions of contracts or grant provisions, which could have a material effect on federal programs, and is to contain an opinion with respect to the material effect on each major program.  The report should refer to the Schedule of Findings and Questioned Costs when applicable.

· The auditor shall prepare a Schedule  XE "Single Audit Act:Schedule of Findings and Questioned Costs" of Findings and Questioned Costs, in compliance with Circular A-133, §___.505(d).

· The district shall prepare a Corrective  XE "Single Audit Act:Corrective Action Plan" Action Plan in accordance with the guidance of Circular A‑133, §___.315(c).  The Corrective Action Plan must address each audit finding included in the current year auditor’s report.  It should provide the name of the contact person responsible for corrective action, a description of the corrective action planned, and the anticipated completion date of the corrective action.  In appropriate circumstances, the Corrective Action Plan can also express the District’s disagreement with the audit findings, or belief that corrective action is not required.  An explanation of those views should be provided.

· The district shall prepare a summary  XE "Single Audit Act:Schedule of Prior Audit Findings" schedule of prior audit findings, in accordance with Circular A-133, §___.315(b).   The Summary Schedule of Prior Audit Findings must report the status of all audit findings included in the prior audit’s Schedule of Findings and Questioned Costs relative to federal awards, and in the prior audit’s Summary Schedule of Prior Audit Findings (except findings listed as corrected, or no longer valid, or not warranting further action).  When findings are fully corrected, the Schedule is only required to list the finding and state that corrective action was taken.  When findings were not corrected, or were only partially corrected, the Schedule should describe the planned corrective action, as well as any partial corrective action taken.  When the District believes the audit findings are no longer valid, or do not warrant further action, the reasons for that position should be described.  

· The auditor shall sign the Data Collection Form (Form SF-SAC) prepared by the school district.  

6. Reports must be sent by October 15 to the following addresses with a copy of the school district’s corrective action plan (See Item 5), if applicable:

NYS Education Department

Office  XE "Addresses: SED Office of Audit Services" of Audit Services

89 Washington Avenue

Room 524EB

Albany, New York  12234

(One Copy)

Office of the XE "Addresses:NYS Comptroller"  NYS Comptroller

Division of Local Government Services & Economic Development

Data Management Unit, 12th Floor

110 State Street

Albany, New York  12236

(One Copy)

School districts may wish to use delivery services that track receipt of the documents, since SED has experienced instances where school districts state that the financial information was sent, although SED has no record of receiving it.

If subject to the Single Audit Act of 1996, then one copy of the reporting package (financial statements and Schedule of Federal Awards, summary schedule of prior audit findings, auditor’s report and corrective action plan) must be submitted within the earlier of 30 days of receipt from the auditor or by March 31st to the following addresses:

Federal Audit Clearinghouse


Bureau of the Census


1201 E. 10th Street


Jeffersonville, IN  47132


(One Copy)


New York State Education Department

Office of Audit Services

89 Washington Avenue, Room 524EB

Albany, New York  12234

(One Copy)

Additional copies of the audit report may need to be sent to the Federal Audit Clearinghouse; the  XE "Filing requirements:Number of copies" number of copies required is computed on Form SF-SAC.

7. Article 3,  XE "Filing requirements:Public notice" 

 XE "Filing requirements:Written response to report" §35 of the General Municipal Law requires that within 10 days after the filing of a report of an external audit performed by an independent public accountant (or any management letter prepared in conjunction with such an external audit) with the Clerk of the district, the Clerk shall give public notice in substantially the form provided in the legislation.  

§35 also permits the Board to provide to the Comptroller and the Commissioner of Education, and to file in the office of the clerk of the district, a written response to the findings and recommendations in the report or letter, not later than 90 days after their presentation to the Board.  (Districts should also consider requirements of 2005 legislation which requires districts to prepare a corrective action plan, as discussed previously in this Reference Document.)  The written response prepared pursuant to §35 shall include, with respect to each finding or recommendation, a statement of the corrective actions taken or proposed to be taken, or if corrective action is not taken or proposed, an explanation of the reasons therefore.  Any such response shall also include a statement of the status of corrective actions taken on findings or recommendations contained in any previous report of an external audit, or any management letter prepared in conjunction with one, for which a written response was required.  

§35 provides similar requirements for reports of examinations by the Office of the State Comptroller.


Wording for the public notice suggested in the legislation is:

Notice is hereby given that the fiscal affairs of ______________ District for the period beginning  on ________  and  ending  on ________,   have   been examined  by  (the Office of the State Comptroller or an independent public accountant), and that the (report of examination performed by the Office of the State  Comptroller  or  report  of,  or  management letter prepared in conjunction with the external audit by the independent public  accountant) has  been  filed  in my office where it is available as a public record for inspection by all interested persons. Pursuant to §35 of the General  Municipal  Law,  the  governing  board  of ____________ District may, in its discretion,  prepare a written response to the (report of examination performed by the Office of the State Comptroller or the report of external audit or management  letter by  independent  public accountant) and file any such response in my office as a public record for inspection by all interested persons not later  than __________.

8. The board  XE "Filing requirements:Board resolution" resolution accepting the report must be submitted to the State Education Department at the above address.  The resolution can be filed after the audit report has been mailed.

SED Financial Statements XE "Filing requirements:Checklist"  Checklist
School districts and auditors should use the following checklist to help ensure their reports do not contain recurring problems and issues identified by SED’s review of recent school district financial statements.  This list is not meant to be all inclusive of the requirements for financial statements.  

School districts should ensure that:

· Reports are submitted timely to the correct SED address and room number.  Districts that mail their reports to an incorrect SED address delay the logging of receipt of the report into the State Aid system.  Payments may be delayed if reports are more than 30 days late.  

· All required reports, statements and supplemental schedules, as specified in the Reference Document, are submitted and complete.  The following are common areas that need improvement:

Budget revisions on the Schedule of Change from Adopted Budget to Revised Budget need to be 

  adequately explained.

Whenever there are active capital projects, the Capital Projects Schedule of Project Expenditures 

  must be submitted.

Schedule of Certain Revenues and Expenditures Compared With ST-3 Data must be submitted, 

  including explanation for any differences on the face of the schedule or in the notes.
Extraclassroom Activity Fund Audit must be submitted whenever there are classroom activities 

  carried out by the students.

Management Letter and, when applicable, the district’s response to findings noted in the 

  management letter, must be submitted.

Reconciliations between the district-wide and district fund statements should always be included and 

  the reconciling items should be adequately explained.

· Necessary note disclosures to the financial statements should be accurate and complete.  Notes that do not pertain to the district should not be included.  Sample notes should be edited to accurately reflect the particular circumstances of the district.  The following are common areas that need improvement:

Note concerning deficit fund balance(s) should be included when applicable and disclose what 

  caused the deficit and what steps are being taken to eliminate the deficit.

Notes on fund balance reservations and designations need to be complete.

Notes on interfund transactions need to be tailored to each district and detailed enough to enable the 

  financial statement user to easily reconcile the schedules in the notes to the financial statements.

Extraclassroom Activity Fund note on accounting policy should be provided.

· Appropriations must be available before expenditures or encumbrances are made as required by §1718 of the Education Law.  Many districts are overspending general fund appropriation functions contrary to this requirement.
· Many districts are retaining unreserved undesignated fund balance in excess of four percent of the district’s budget for the upcoming year in violation of §1318 of the Real Property Tax Law.

· Reserve funds are established only for legally authorized purposes.  Some districts appear to have established reserve funds for other than legally authorized purposes.  For example, miscellaneous reserves are not appropriate.  In addition, reserves should always be positive and should only be established in an amount that does not exceed the available unreserved, undesignated fund balance.

· Material budget revisions are adequately disclosed (both source of revenue and expenditure function) on Supplemental Schedule-3 or in the notes to the financial statement.

· Financial stability is achieved and adequate resources are available to operate programs.  Some districts had low fund balances.

· Extraclassroom activity clubs are only established and maintained for appropriate purposes, have names that adequately identify the activity, and inactive clubs are closed according to board policy.  Steps should be taken to ensure that there are no negative balances.

· The amounts that are included in the audited financial statements agree in summary with the Annual Report (ST‑3).  (See instructions in this Reference Document for amendment of ST-3.    Many districts are not amending their ST-3 when necessary.)

· The capital reserve is reported in the general fund as required.
· The MD&A is prepared by the district with the help of the auditors.  The district should not rely on the auditor to prepare it for them.

The auditor should ensure that the opinion report includes all applicable wording (preferably in a format consistent with the AICPA suggested format) and only includes information appropriate to the district’s financial statements.

Section VII – Federal  XE "Single Audit Act" Single Audit

The Single Audit Act, and Office of Management and Budget Circular A-133, require districts that expend total federal awards of $500,000 or more in a year to be audited in accordance with the Single Audit Act.  OMB Circular A-133 (revised June 27, 2003) can be obtained from http://www.whitehouse.gov/omb/circulars/a133/a133.html.  Compliance requirements for a large number of federal programs are summarized in the annually updated Compliance Supplement, which is available for sale as a printed document from the United States Government Printing Office by calling (202) 512-1800, or electronically at    http://www.whitehouse.gov/omb/circulars/a133_compliance/08/08toc.html  

The threshold for Single Audit is $ XE "Single Audit Act:Threshold" 500,000 or more in total expenditures of federal awards.  The $500,000 requirement was published in the June 27, 2003 Federal Register, Volume 68, Number 124, and is effective for fiscal years ending after December 31, 2003, replacing the old $300,000 threshold.  The threshold for determining major programs has not changed.
Governing literature

There are many guidance documents which explain Single Audit requirements, among them being the Single Audit Act of 1984, the Single Audit Act Amendments of 1996, OMB Circular A-133 (Audits of States, Local Governments and Non-Profit Organizations), and OMB Circular A-133 Compliance Supplement, cited above.  In addition, auditing firms and school districts can refer to:

· Government Auditing Standards (Yellow Book), which provides standards relating to such elements as workpaper documentation, components of text for significant deficiencies and material weaknesses, district follow-up on findings, continuing professional education, independent quality review, and reporting issues.

· OMB Common Rule for Uniform Administrative Requirements for Grants and Cooperative Agreements to State and Local Governments, which establishes national terms for federal grants.

· OMB Circular A-87 (Cost Principles for State, Local, and Indian Tribal Governments), which explains rules for allowable costs and expenses in federally funded projects.

· USGAO Government Auditing Standards Interpretation of Continuing Education and Training Requirements.

· USGAO Government Auditing Standards Answers to Independence Questions.

Many documents published by the federal government can be purchased in printed form from Superintendent of Documents, United States  XE "Addresses:US Government Printing Office" Government Printing Office, PO Box 371954, Pittsburgh, Pennsylvania  15250, or http://bookstore.gpo.gov/index.html.  Some of the same documents are available on the internet at sites such as www.ignet.gov, www.whitehouse.gov/omb, and www.gao.gov. 

A completely new Yellow Book was published in June, 2007, superseding the 2003 version.  The Yellow Book requires many activities, including:

· Requiring a report on internal control and compliance, in situations where the auditor disclaims on the financial statements.

· Imposing logistical duties on auditing firms, such as application of professional skepticism, integrity, and recruitment, hiring, development and evaluation of staff.

· Mandating that the internal quality control system includes procedures for monitoring, and that the audit firm prepare documentation demonstrating compliance with its policies and procedures for its system of quality control.

· Obliging auditors to transmit their peer review reports, including the letter of comments, to appropriate oversight bodies.

School  XE "Single Audit Act:School district responsibilities" district responsibilities
The district is required to identify the amounts and federal programs for all federal awards received and expended.  Federal awards may take different forms, including grants, loans, loan guarantees, property, interest subsidies and insurance.   Some federal assistance (such as certain Medicare and Medicaid payments) is not considered a federal award expended.  Guidance on the basis for determining federal awards expended, and for valuing non-cash assistance, is provided in §___.205 of Circular A-133.  District records must show the CFDA title and number, award number and year, name of the federal agency, and name of the pass-through agency, if any.

The district is also responsible for maintaining internal control over federal programs that provides reasonable assurance that the district is managing the awards in compliance with laws, regulations, and the provisions of contracts or grant agreements that could have a material effect on each program.  The district must also follow up and take corrective action on audit findings, if any, including preparation of a summary schedule of prior audit findings and a corrective action plan.

The district must prepare appropriate financial statements, including the Schedule of Expenditures of Federal Awards, in accordance with requirements of Circular A-133.  The financial information it presents should be derived from the same accounting records that underlie the financial statements, and should be consistent with information reported on other federal and State pass-through grant reports.  While the Schedule’s data must be reconcilable to those grant reports, the grant reports may be prepared on a different fiscal period, or may include cumulative data from prior periods, and may not directly agree with the Schedule.  A sample format for the Schedule of Expenditures of Federal Awards is provided in Appendix 5 of this Reference Document.

Determination  XE "Single Audit Act:Major programs" of major programs

In order to perform the Single Audit properly, it is necessary to determine which programs are “Major Programs”, since Circular A-133 requires the auditor to report on whether the recipient has complied with laws and regulations that may have a direct and material effect on major federal award programs.  A risk based approach is used to determine which programs are major programs, and includes consideration of current and prior audit experience, federal agency oversight, and the inherent risk of the programs.  The auditor is required to document the risk analysis process in the working papers.  This process can best be thought of as a series of steps, including:

· Identify the larger federal programs, called “Type A” programs, which for most school districts are those expending $300,000 or more, and the remaining “Type B” programs.  Additional details for making this determination are available in Circular A-133, §___.520.

· Determine which Type A programs are “low risk”.  Low risk programs need to have been audited as a major program in at least one of the two most recent audits, with no audit findings in the most recent audit.  (Additionally, some prior audit findings may not preclude treating a program as low risk under circumstances explained in Circular A-133, §___.520(4)(c)(1), and some programs may be mandated to be excluded from the low risk category under §___.520(4)(c)(2)).  

· Determine which Type B programs are “high risk”.  The auditor is not expected to perform a risk assessment on relatively small programs, which (for many districts) will be those where less than $100,000 of expenditures are made.  Additional limits applicable to some school districts are provided in Circular A-133, §___.520(d)(2).  Several factors can cause a program to be considered high risk, such as:

· Internal control weaknesses,

· Complexity or newness of the record keeping system,

· Prior audit findings with significant impact,

· How recently the program has been audited,

· Complexity of the program’s operations, and extent to which it contracts for goods and services,

· Lack of a history of the district’s prior operation of the program,

· Inherent risk of the program, such as a complex or active stage in its own life cycle.

· Identify “Major Programs”, which will be:

· All Type A programs, except those excluded as low risk,

· High risk Type B programs, identified under either of the following two options:

· At least half of high risk Type B programs, limited to the number of low risk Type A programs, or

· One high risk Type B program for each Type A program identified as low risk.

· Additional programs as may be necessary to cover at least 50% of total expenditures (25% for certain low risk auditees as defined in Circular A-133, §___.530).

Data  XE "Single Audit Act:Form SF-SAC" collection form

The federal reporting package, defined in detail in the Compliance Supplement, §___.320, includes the Bureau of the Census Form SF-SAC, data collection form.  The data collection form helps the federal government accumulate information on the thousands of single audits that are performed.  The Federal Audit Clearinghouse (FAC) is the entity responsible for receiving data collection forms.  The FAC is also responsible for maintaining a database of the information from the forms.  It is strongly suggested that school districts and auditors process data collection forms online.  This electronic process edits the entered data before permitting submission of the form and does not permit submission if there are unresolved edit failures.  The online SF-SAC form submission process is on the FAC Web site at http://harvester.census.gov/fac/collect/ddeindex.html.  Interim drafts of Form SF-SAC can be printed out for pre-filing review, but once the form is filed, FAC’s computer locks it to prevent subsequent changes.  If a Form SF-SAC is found to need correction, between the time it is electronically filed and the time a paper copy is mailed, unlocking the form can be arranged by a new procedure on the Bureau of the Census web site.  Although the form is submitted electronically through this process, it still needs to be printed, signed and dated by the school district and auditor, and mailed to the FAC with the appropriate number of audit reporting packages.

Certification  XE "Single Audit Act:Payroll certification" of payroll funded through federal awards


There are many federal documentation requirements that auditors need to keep in mind during school district audits.  Because payroll expense is likely to be material in relation to the Single Audit of federally aided programs, it is important to be sure that school districts are complying with federal, as well as State, payroll certification requirements.


Federal cost principles state that compensation costs must be determined and supported under specific rules, many of which are enumerated in Circular A-87, Attachment B, §11.  Some of the rules, such as being based on payrolls documented in accordance with the generally accepted practice of the district, and approved by a responsible official, are frequently complied with.  Rules requiring written employee documentation may be less frequently observed.  These rules are additionally amplified at 4.84-000-9 et seq. of the 2008 Compliance Supplement.


There are two separate sets of rules for employee certification, depending on whether the employee works solely on a single federal award, or on multiple activities.  When an employee is expected to work solely on a single federal award, charges for salaries need to be supported by periodic certifications that the employee worked solely on that program for the period covered by the certification.  This type of employee certification needs to be prepared at least semiannually, and needs to be signed by the employee, or by a  supervisory official having first hand knowledge of the work performed by the employee.


When an employee works on multiple activities (such as more than one federal award, or a federal and a non-federal program), a distribution of their salary needs to be supported by an activity report which meets additional standards.  Budget estimates or other distribution percentages determined before the services are performed do not qualify as support for charges to federal awards.  The additional standards include:

· They must reflect an after-the-fact distribution of the actual activity of each employee,

· They must account for the total activity for which each employee is compensated,

· They must be prepared at least monthly and must coincide with one or more pay periods, and

· They must be signed by the employee.

There are alternatives to the personnel activity reports, such as obtaining approval of the cognizant federal agency to substitute a statistical sampling system.  For many school districts, complying with the basic requirement may be the most practical approach, rather than applying for approval of alternate systems.

Application of the A-87 requirements to employees in a school operating a schoolwide program varies under different circumstances.   For example, if a school operating a schoolwide program consolidates federal, State and local funds in a consolidated schoolwide pool, an employee who is paid with funds from that pool is not required to file a semi-annual certification.  Because federal funds are consolidated with State and local funds in a single consolidated schoolwide pool, there is no distinction between staff paid with federal funds and staff paid with State or local funds.  If a school operating a schoolwide program does not consolidate federal funds with State and local funds in a consolidated schoolwide pool, and employee who works in whole or in part on a federal program or cost objective must meet the Circular A-87 requirements.
SUSPENSION  XE "Single Audit Act:Suspension & debarment" AND DEBARMENT

In administering federal funds, districts are prohibited from contracting with, or making subawards under covered transactions to parties that are suspended or debarred, or whose principals are suspended or debarred, under rules that were revised in November, 2003.  Verification of whether a party is suspended or debarred can be accomplished by reviewing the electronic version of the Excluded Parties List System maintained by General Services Administration at http://epls.arnet.gov. 

Single  XE "Single Audit Act:Office of Audit Services" audit reminders from SED Office of Audit Services

School districts and auditors should use the following list to help ensure their reports do not contain recurring problems and issues identified by SED’s review of federal single audits.  This list is not meant to be inclusive of all requirements.  References refer to sections of OMB Circular A-133.

School districts should ensure that:

· The federal program CFDA numbers on the A-133 report match the CFDA numbers on record with the Department for those federal programs where the Department is the pass-through entity.  This information can be obtained from http://www.oms.nysed.gov/cafe/ctytxt95.htm. 

· The schedule of expenditures of federal awards is prepared in accordance with §___.310 (b). 

· A Summary Schedule of Prior Audit Findings is prepared (if there were no prior findings, the Schedule can simply state that fact) in accordance with §___.315 (b).

· A corrective action plan, if needed, is prepared in the format specified by §___.315(c).

Reports are filed within 30 days of receipt or nine months subsequent to the end of the agency’s fiscal year, whichever is earlier.  If this timeline cannot be met, an extension could be requested from the USDOE Post Audit Group.  A list of federal agency contacts is included as an appendix to the Compliance Supplement (www.whitehouse.gov/omb/circulars/index.html).  See Appendix 3 – Federal Agency Contacts for A-133 Audits at www.whitehouse.gov/omb/circulars/a133_compliance/05/cs5updates.html.

The auditor should ensure that:

· The schedule of findings and questioned costs includes all required components.

· Findings relating to the financial statements, which are required to be reported in accordance with Government Auditing Standards, are included in the Schedule of Findings and Questioned Costs as required by §___.505.  The auditor should not include a reference to the management letter.

· Program “clusters” are considered as one program for determining major programs as required by §___.105.  Typically, SED provides pass-through funding for the following program clusters (see Part 5 of the compliance supplement for a complete listing of clusters): 

USDA - Child Nutrition Cluster 

10.553 - School Breakfast Program 

10.555 - National School Lunch Program

10.556 - Special Milk Program for Children 

10.559 - Summer Food Service Program for Children

ED - Special Education Cluster 

84.027 - Special Education--Grants to States (IDEA, Part B)  

84.173 - Special Education--Preschool Grants (IDEA Preschool)

· Type A programs are audited at least once every three years as required by §___.520 (e) (1).

· The percentage of coverage rule as required by §___.520 (f) is met.

· Information reported in the schedule of findings and questioned costs is consistent with the information included in the auditor’s reports.

· School districts identified as low-risk auditees meet all the criteria identified in §___.530.

· Type A threshold computations are accurate (§___.520 (b)).

· Audit findings are presented in sufficient detail in accordance with §___.510(b), including CFDA numbers.

Section VIII – Opinion and Comment

Editor’s  XE "Opinion and Comment" Note

This Reference Document is provided to support school districts in New York State, and their Boards of Education, administrators, business officials and auditors, through the annual audit process.  Its main goal is to assist school districts to receive a quality audit.      

Organization is always important when presenting information, and the majority of the Reference Document is divided into specific topics.  In this section of the Reference Document, you will find no organization at all.  We are simply offering you an assortment of topics, with an emphasis on those which might answer a question you have.  We do not expect that all of the information will be new to you … different people know different things.  Still, if a few of the points help you, or prompt you to delve deeper into a topic, our goal will be achieved.  You should also know that none of the information expressed here is authoritative, but all of it benefits from a lively discussion among professionals such as yourself.  Comments for improvement are both solicited and welcome. 

One issue that is uppermost in current school district literature is ethics.  We feel it is important to highlight our thoughts about ethics succinctly in this space.  We sifted through a large number of different views.  Professional standards evolve and are refined, over time.  Ethics do not change.  The comment that we believe was best originated many years ago, but remains true today, and will continue to be true always:  In a XE "Ethics"  school district, the conflict between personal and district interest does not always result in damage that is easily calculated, but its very existence creates unhealthy conditions and should be avoided.  It is the handling of everyday ethical decisions that shape the overall ethics of the district.  As a professional in school district administration, the issue is not whether you know right from wrong.  You do.  The issue is whether you have the courage to change the things that you know are wrong.  In public administration, decisions related to right and wrong are rather cut and dry:  what law and regulations permit.
This is the eighth year that we have edited this publication for you.  We completely rewrote the Reference Document, starting with sample notes to the financial statements, and moving on to GASB #34 financial statement formats, internal controls, new accounting and auditing standards, filing instructions, tips, timelines of coming events, representation letter, engagement letter, legal representation letter, federal award rules and supplementary information guidance.  It has been an enormous amount of fun.  The result has been a high quality document, provided to you for free.  It would not have been possible without our group of volunteer contributors, the support and guidance of the State Education Department, and our ability to rely on each other.  My very sincere thank you goes to Mary Ellen Clark and the late Russ Horth, without whom this publication would not exist.
 With no attempt at all to flow predictably from one topic to another, here are some other miscellaneous bullet points:

· AICPA Professional Issues Task Force provided guidance relating to audit confirmations at www.aicpa.org/download/secps/pralert_03_01.pdf in the form of an update to guidance previously issued in 2003.
· The auditor needs to have the signed management representation letter in hand prior to releasing the auditor’s report, since management’s refusal to furnish written representations constitutes a limitation on the scope of the audit sufficient to preclude an unqualified opinion.

· The acceptance of electronic responses to confirmation requests, like other methods, involves some risk of interception, alteration or fraud.  Some techniques to improve the value of electronic confirmation responses include encryption, digital signatures and procedures to verify web site authenticity.

· 2007 revisions to the Yellow Book XE "Government Auditing Standards"  are posted to www.gao.gov/govaud/ybk01.htm.  The July, 2007 revision of Government Auditing Standards will be effective for audits for periods beginning on or after January 1, 2008, with early implementation encouraged.
· FASB has debuted its Accounting Standards Codification XE "Tips:FASB Codification"  for nongovernmental entities.  The service is currently free of charge, and is available at http://asc.fasb.org 

· GASB is proposing XE "GASB:Fund balance proposal"  to establish new fund balance classifications in the fund basis portion of the financial statements, that it feels will be easier to understand, based primarily on the extent to which a District is constrained on how it can use the amounts.  For example, fund balance associated with inventories would be deemed unspendable.  Fund balance would be divided into four categories (restricted, limited, assigned, and unassigned).  The effective date of these proposals, if finalized, will probably be delayed until June, 2011.
· Application of the A-87 requirements XE "Tips:Payroll in schoolwide programs"  to employees in a school operating a schoolwide program varies under different circumstances.   For example, if a school operating a schoolwide program consolidates federal, State and local funds in a consolidated schoolwide pool, an employee who is paid with funds from that pool is not required to file a semi-annual certification.  Because federal funds are consolidated with State and local funds in a single consolidated schoolwide pool, there is no distinction between staff paid with federal funds and staff paid with State or local funds.  If a school operating a schoolwide program does not consolidate federal funds with State and local funds in a consolidated schoolwide pool, an employee who works in whole or in part on a federal program or cost objective must meet the Circular A-87 requirements.

· With regard to §403(b) plans,  XE "Tips:§403(b) and Form 5500" and U.S. Department of Labor's Notice of Adoption of Revisions to Annual Return/Report Forms issued on November 16, 2007 which places ERISA-covered §403(b) plans in a Form 5500 reporting category similar to §401(k) plans effective for 2009, ERISA section 4(b)(1) provides that Title I of ERISA does not apply to any employee benefit plan that is a “governmental plan” as defined in ERISA §3(32).   §3(32) of ERISA defines the term “governmental plan” as including “a plan established or maintained for its employees … by the government of any State or political subdivision thereof”.  

· SED has published guidance regarding filing audit reports on time at http://stateaid.nysed.gov/IA_memo_082107.htm
· Auditors should consider whether indemnification clauses in engagement letters may void malpractice insurance coverage.

· OSC XE "OSC:School audit reports"  has posted many school district audit reports to its internet site http://www.osc.state.ny.us/localgov/audits/schools/index.htm.  School internal auditors, external auditors, claims auditors, audit committees and staff are encouraged to read the details of each report.  Some of the reports relate to procurement of quality audit services, and others relate to fiscal operations of school districts.  Comments in the reports include:  

· Duties and access rights for users of the financial management system are not sufficiently segregated

· Multiple copies of the Treasurer’s signature disk are widely available to staff

· Management does not ensure that complete and independent bank reconciliations are performed

· The Board did not audit claim vouchers or appoint a claims auditor

· District personnel routinely use confirming purchase orders

· The Board was not diligent in monitoring budget status reports

· Budget transfers are prepared only at the end of each fiscal year

· BOCES personnel apply the Treasurer’s signature on checks when District disbursements are processed at BOCES, but the Treasurer does not directly supervise the signature process

· District failed to obtain and review images of both sides of cancelled checks

· BOCES personnel do not change passwords regularly

· Lack of a disaster recovery plan for District financial data

· Claims auditor does not report directly to the Board

· Health insurance bills did not identify the individuals insured

· Fringe benefits for non-union department heads were not in writing

· Not all vehicles were included in capital asset records

· Board member’s business had a prohibited conflict of interest in contracts with the District

· Vendors’ names could be changed after checks have been processed

· District does not always verify quantity of goods received prior to payment

· Payroll clerk’s duties are not properly segregated

· SAS #112 requires several changes, including:

· The term “reportable condition” is no longer used.  The new terms include “significant deficiency” and “material weakness”.  Some items previously described as “reportable conditions” may now be considered “material weaknesses”, and some items formerly relegated to the management letter may now be considered “significant deficiencies”.

· Significant deficiencies and material weaknesses communicated to management in prior years must continue to be communicated, in writing, no later than 60 days following the report release date, if they continue to exist.

· Audit findings relating to internal control deficiencies should include six elements defined by the Yellow Book:

· Criteria

· Condition

· Cause

· Effect

· Recommendation for corrective action

· Views of District management, including corrective action plans

· GASB  XE "Tips:GASB #45 CAFR samples" offers links to CAFRs of governments that have implemented GASB #45 at www.gasb.org/project_pages/other_postemployment_benefits.html.  Although nonauthoritative, examples offered in these links can assist you in seeing how others are presenting this information.   
· AICPA  XE "Tips:Understanding SAS #103" Practice Alert 2007-1 provides guidance on dating of the auditor’s report under SAS #103, including:
The auditor’s report should not be dated earlier than the date on which the auditor has obtained sufficient appropriate audit evidence
The audit file should be completed no later than 60 days (45 in NYS) following the report release date.  The report release date is the date that the auditor gives permission to use the auditor’s report in connection with the financial statements, and is often close to the auditor’s report date.  Additions to the audit file after that time period should document when and by whom the changes were made and reviewed, the reason for the change, and the effect (if any) on the auditor’s conclusions.

The dating of the auditor’s report is not ordinarily impacted by the timing of approval by the audit committee.

· The AICPA released a SAS Interpretation titled Auditing Interests in Trusts Held by a Third-Party Trustee  XE "Tips:Third-party trustee" and Reported at Fair Value.  The interpretation cautions that simply receiving a confirmation from the trustee does not necessarily constitute adequate audit evidence with respect to fair value.  For example, statements about aggregate value may be insufficient.  However, receiving confirmation from the trustee on an investment-by-investment basis typically would constitute adequate audit evidence for the existence assertion.
· The AICPA offers  an Audit Committee Toolkit:  Government Organizations XE "Tips:Audit committee toolkit" , available at www.aicpa.org/Audcommctr/toolkitsgovt/homepage.htm.

· The General Fund  XE "Tips:Budgetary comparison statement/schedule" budgetary comparison, which is presented as Required Supplementary Information in this Reference Document sample, can alternatively be presented as a statement.  Variance columns are optional.  For example, a variance column could be added to compare the Original and Final budgets.  A District’s budgetary basis may conform to GAAP.  Questions have arisen concerning why the Reference Document labels Supplemental Schedule #1 (Schedule of Revenues, Expenditures and Changes in Fund Balances) XE "Tips:Non-GAAP presentation"  as being presented on a non-GAAP basis.  Encumbrances are not contemplated by GAAP, but are an integral part of this schedule, making the schedule non-GAAP.  GASB does not prescribe GAAP for budgetary basis.
· Some practitioners have inquired why the Reference Document displays surplus food as non-cash assistance with a 10.555 CFDA XE "Single Audit Act:Surplus Food CFDA"  number, rather than CFDA 10.550 which is assigned to the Commodity Distribution Program.  USDA has advised that CFDA 10.555 is appropriate for school districts that use surplus food as a part of the National School Lunch Program.  CFDA 10.550 would be used if commodities were distributed as a separate program.  The distinction could have an impact on how projects are selected for Single Audit testing, and whether the 50% threshold was met.

· General Municipal Law §6-r XE "Statutes:GML §6-r – Retirement Reserve"  provides for a retirement contribution reserve.  The law defines retirement contributions as amounts payable to either NYS and local employees’ retirement system or police and fire retirement system.  It does not include NYSTRS.
· Some practitioners have inquired why the Reference Document describes an “adopted”, “original” XE "Tips:Original budget"  and “final” budget in Supplemental Schedule #2 (Schedule of Changes from Adopted Budget to Final Budget), and why the corresponding “original” budget column in Supplemental Schedule #1 does not equal SBM-1.  GASB #34 defines the “original” budget as including appropriation amounts automatically carried over from prior years by law.  For example, a legal provision may require the automatic rolling forward of appropriations to cover prior year encumbrances.  
· The AICPA’s Audit Risk Alert  XE "Tips:GAS deficiencies" series of publications continued to identify errors in auditors’ application of Generally Accepted Auditing Standards, Government Auditing Standards and Circular A-133 requirements.  Practitioners should refer to the Audit Risk Alerts for additional guidance.  Some of the deficiencies noted included:

Financial Statements and Reports

· Failure to report significant deficiencies and material weaknesses or material noncompliance when required

· Incorrect report language, as well as total omission of the report on internal control over compliance, and opinion on compliance for each major program, which are required by Circular A-133

· Restricted use paragraph in the GAS and A-133 reports did not conform to SAS #87

· Incorrect dollar threshold used in the Schedule of Findings and Questioned Costs to distinguish Type A programs

· No follow-up on prior audit findings

· Incorrect or missing CFDA numbers

· Auditor failed to comment on the client’s failure to address prior year findings in the current year’s Summary Schedule of Prior Audit Findings (see §315(b) and §510(b)(7) of Circular A-133)

· Audit documentation disclosed potential significant deficiencies, material weaknesses and other findings, but did not indicate how the auditor disposed of them

· Form SF-SAC was not properly completed

Compliance Testing

· No indication that the auditor verified underlying data in documents used as audit evidence

· Documentation of testing of cost principles and allowable costs was weak

· Workpaper documentation of sample selections did not clearly identify which items related to which federal program, or what attributes were tested
· Workpapers do not describe how the auditor computed sample sizes for each program tested

· Auditors have not reported on LEA’s charging unallowable costs to federal programs

· Workpapers did not document how the auditor tested eligibility of individuals served by federal programs

· Audit documentation did not include a conclusion concerning why observed internal control weaknesses should or should not be reported

· Documentation of follow-up of annotated deficiencies was weak

GAAS Issues

· Use of outdated reference material

· No documentation of engagement planning

· No documentation of analytical review procedures

Other Items

· Not providing peer review reports (and letter of comments, if any) to the required parties

· Failure to complete appropriate continuing education requirements

· Missing or deficient client representation letter

· Failure to document a risk assessment
· Weak documentation of whether an auditee is “low risk”

· Using preliminary data to determine major programs, without revisiting that determination when complete data is available

· Failure to identify as “major” Type A programs that were not tested as major programs in at least one of the two most recent audit periods (see Circular A-133 §520(c)(1)

· MD&A is light on discussion and analysis, and heavy on numerical data

· Physical assembly of the report package does not comply with GASB’s requirements

· Computation of restricted net assets evidences a variety of conceptual errors.  Reserves from the fund statements were recorded as restricted net assets even though they did not meet the criteria, and negative restricted assets were reported.  According to the 2000 GASB-34 Implementation Guide (Exercise #3 on page 220), no category of restricted net assets can be negative.  If liabilities that related to restricted net assets exceed those assets, no balance should be reported.  The negative amount should be reported as a reduction of unrestricted net assets.

· Employee benefits expense is incorrectly identified as a program expense

· The composition of capital assets and depreciation by major class is not disclosed

· The funds involved in interfund receivables/payables are not detailed

· Beginning account balances did not always agree with the prior year ending balances (e.g., the beginning unreserved General fund fund balance did not agree with the ending balance from the prior year)

· Current and non-current portions of long-term debt were not itemized.  Summary totals are difficult to reconcile to the rest of the financial statements.

· The AICPA and OIG remind auditors that Circular A-87 XE "Single Audit Act:Circular A-87"  prescribes cost accounting policies for the administration of federal grants.  It describes allowable and unallowable costs divided into several categories of expense.  Auditors should use the latest revision of Circular A-87.
· During audit planning, auditors should be interested in statistics about the characteristics of people who have committed fraud in the past, what types of things they have stolen, and the approaches that have been successful in arresting their activity.  

· GASB’s  XE "Tips:TRS accrual" 

 XE "Tips:ERS accrual" 

 XE "GASB:Technical Bulletin 2004-2" Technical Bulletin 2004-2, and the NYS Comptroller’s January, 2005 accounting bulletin, require accrual of NYSTRS and NYSERS contributions.  In general, schools must accrue 100% of NYSTRS contributions based on the year’s salaries, plus 3 months of NYSERS contributions (April, May and June).  The long-term portion of the liability for retirement incentives (if any) should be recorded as a liability in the district-wide statements, but not in the fund-basis statements.  

· To emphasize that the  XE "Tips:MD&A" MD&A is “management’s” discussion and analysis, not “the auditors’” discussion and analysis, it would be helpful for the MD&A to be printed on District letterhead, and signed by a responsible management-level person.

· GASB concluded that custodial  XE "Tips:Custodial credit risk" credit risk disclosures for investments and deposits classified as “Category 1” [insured or collateralized with securities held by the government or by its agent in the government’s name] are no longer necessary and should be eliminated.  There is also a conceptual difference between the District’s financial statement cash and the quantity of cash that may be subject to collateralization which needs to be considered when comparing GASB-40 Note disclosures to the District’s balance sheet amounts.

· Districts are prohibited from  XE "Tips:Prepayments" prepaying for services, including the first payroll of the year, which some districts have been distributing before all of the related services have been provided by the employees.

· Discussion of  XE "Tips:Internal controls" internal controls and segregation of duties again raised common issues of:

· Too few staff members to accomplish full segregation of duties;

· Potential that increasing segregation of duties might increase errors due to insufficiently trained staff;

· Effective control is often centralized in one, or a few, senior staff members.

Some offsetting controls that were suggested that are relatively straight-forward to implement included:

· Controlling check signing machines, as to their key, computerized signature media and quantity of checks logged;

· Safeguarding unsigned checks;

· Restricting access to unmailed, signed checks;

· Requiring documented Board and personnel department direction to the payroll department for all payroll additions, deletions and modifications;

· Cross-train financial staff as extensively as possible;

· Assure that bank reconciliations are prepared by staff outside the accounting process;

· Require incoming receipts to be logged by staff outside the accounting function, with the log compared to recorded cash receipts;

· Separate custody of assets, for example scholarship investments, from accounting for them;

· Apply budgetary control to activities that may not previously have had it, such as Extraclassroom fund raisers;

· Internal auditor and Claims Auditor should report to the Board;

· Make analysis of implications of non-routine events, such as late or unanticipated aid claims, unusual budget variances, and balance sheet items a frequent Board agenda item;

· Document each authorization in the payment process, including encumbrance, receiving agent, officer giving rise to claim, and Board or Claims Auditor approval;

· Perform periodic live labor tests, with attention to how the tests should be performed;

· Increase transparency of top-level accounting functions, though such activities as a documented review process for general journal entries.

· Extraclassroom Activity Fund groups should be bona fide  XE "Tips:Extraclassroom groups" student groups, as discussed in SED’s Finance Pamphlet #2.

· SED discussed some deficiencies it has seen in the course of review of audited financial statements.  Some of the findings were:

· District’s response to the management letter was not included, or did not provide a specific plan to address management letter items.

· Management letter was not provided to SED by the district.

· MD&A had insufficient analysis of the changes in net assets, fund balances, or budget.

· MD&A did not include the name of a contact person.

· Reserve for encumbrances included as a restricted net asset in the Statement of Net Assets.

· No depreciation expense reported.
· Debt service not broken down between principal and interest.

· Reconciliation between fund basis and District-wide did not include all required items.

· Capitalization thresholds very low, or very high, or not disclosed at all.

· Inadequate disclosure of interfund transactions.

· Expenditures exceed available appropriations.

· Schedule of use of fund balance does not agree with prior year fund balance.

· Capital projects not broken down by project number.

· Titles of Extraclassroom activities were insufficient to determine nature of activities.

· Inactive Extraclassroom activities that should be considered for closure.

· The 1946 edition of ST-3 is said to have been four pages long.  At that time, the Reference Document was much shorter, and did not need an index.
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Sheet1

		Original cost						$   10,000,000

		Accumulated depreciation						(2,400,000)		$   7,600,000

		Current replacement cost of a warehouse				$   4,200,000

		Accumulated depreciation				(1,008,000)		3,192,000

		Commercial construction index originally				100

		Commercial construction index now				150		0.6667		2,128,000

				Impairment loss						$   5,472,000






