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Please share this Accounting and Auditing Alert with Superintendents, Business Managers, program office personnel, and food service personnel.  Please also share the compliance supplements of the Michigan School Auditing Manual with program office personnel and food service personnel.

DUE DATE

The financial, pupil membership, and single audits are due to the Department by November 15, 2006. State school aid cannot be released to districts with delinquent audits.
SELECT CHANGES IN THE MICHIGAN SCHOOL AUDITING MANUAL
Changes/additions are shaded in the manual.  
· The following supplements had the most changes:

· Child Nutrition Cluster (Summer Food Service Program was added) - page 36
· Title I - page 64
· A Procurement Section was added – page 242  
· More detail was added to all supplements on cash management and time and effort reporting.    
· The School Renovation, IDEA, and Technology Grant Program, CFDA 84.352A Compliance Supplement was removed.  The program ended September 30, 2004.  Nearly all available funds had been drawn by June 30, 2004.
It should be noted that the compliance supplements provided in the manual are not all inclusive; the OMB Compliance Supplement (revised annually) should be consulted for full program requirements.  Watch for changes in the Federal A-133 Compliance Supplements, as they are issued after the Michigan School Auditing Manual.
ELECTRONIC FILING OF 2006 SCHOOL DISTRICT FINANCIAL DOCUMENTS

The Office of Audits received 236, June 30, 2005 audits electronically.  In 2004, MDE piloted a process for allowing school districts, public school academies, and intermediate school districts to submit their audits electronically.  MDE will continue the process for 2006 with minimal changes.  Electronic submission is not mandatory.  The key is to send one e-mail per district, make sure that the attachments are in PDF format, are named properly (61080FS, for example), and are complete, final, signed versions.  MDE will return a standard system-generated reply when it receives the e-mail at the MDE-FinAudit@michigan.gov address.  The reply will confirm that you have sent a message to the correct address, but the system will not allow for successive replies.  If you send more than one e-mail to the address in one day, you will not receive another standard reply.  You can find the original letter detailing the requirements at:  http://www.michigan.gov/documents/sdelectronicfile2004_94200_7.pdf .
To view audits submitted electronically in 2004 and 2005, go to:

http://web1mdcs.state.mi.us/nxt/gateway.dll?f=templates&fn=default.htm\&vid=mofa:fa
SEVEN MOST COMMON MANAGEMENT LETTER ISSUES IN 2005
1.  Uniform Budgeting and Accounting Act, PA 621, violations

2.  Lack of segregation of duties
3.  Lack of timely and accurate bank reconciliations
4.  Lack of cash management and oversight
5.  Lack of fixed asset accounting/asset capitalization policy
6.  Lack of activity fund documentation and proper approvals

7.  Lack of athletic ticket reconciliations and athletic fund procedures

MEDICAID OUTREACH UPDATE 
The first-year time study results are final. The local CMS auditor is calculating the back casting figures. She expects to have preliminary numbers by the end of June 2006. The state will most likely have to repay funds. The state is expecting that. The state set aside some Medicaid Outreach funds so that it would have funds for repayment. There is no way to know whether the state set aside funds will be adequate. The local CMS auditors’ figures would then be reviewed by the CMS district office and CMS central office. After that, the state would likely negotiate with the CMS central office on a settlement amount. If this process were to result in repayments by ISDs and LEAs, we believe that it would not provide timely accrual figures for the 2006 financial statements.

NATIONAL SCHOOL LUNCH/BREAKFAST AUDIT FINDINGS WITH QUESTIONED COSTS

For National School Lunch/Breakfast audit findings with questioned costs, please be sure that the correct reimbursement rate is used when calculating the questioned costs.  For the 2006 meal reimbursement rates, please refer to the School Year 2005-06 Administrative Policy #1, located at: http://www.michigan.gov/documents/adm1_SY05-06_132328_7.pdf.  If there are audit findings with questioned costs, the Department will be contacting the auditor for the supporting working papers.  Questioned costs must be credited back to specific free/reduced source/project numbers.  If you have questions on reimbursement rates or the calculation of questioned costs, please contact Pam Miller, Department Specialist, at (517) 373-1074.

USDA ENTITLEMENT & BONUS COMMODITIES

· The amounts on the Planned Assistance Level (PAL) Report are market values and need to be reported as revenues on the Schedule of Expenditures of Federal Awards (SEFA), Financial Information Database (FID), and financial statements (not as revenue on the School Meals Program Year End Report).

· The actual cost (processing and delivery costs found on warehouse invoices), NOT the market value, (found on the PAL Report) should be used for the School Meals Program Year End Report. For the School Meals Program Year End Report, the commodity and commercial food cost must be calculated as follows:

Food Cost = Cost of Beginning Inventory + Cost of Purchases – Cost of Ending Inventory.
· When the market value is used on the School Meals Program Year End Report, it creates an excess fund balance that does not really exist and it falsely increases the per meal costs.  The costs associated with lunch are used to calculate 31(d) payments.

· The market value of commodities reported on the SEFA, FID, and financial statements will NOT agree with the commodity processing and delivery costs reported on the School Meals Program Year End Report.

· To remain consistent, the market value amounts (from the PAL Report) reported on the SEFA and the financial statements must agree with the market value amounts reported in the FID (recorded as revenue in major class codes 481-482).

· MDE recommends that, for purposes of the SEFA, FID, and financial statements, an ending commodity inventory is not necessary because the market value on the PAL may be reported as receipts and expenditures. 
· But, if the district chooses to take an inventory (instead of the above method), the market value of the food MUST be included on the SEFA, FID, and financial statements.

FOOD SERVICE FUND TRANSFERS
Due to USDA restrictions on the use of food service revenues, the Department reviews transfers of funds from the food service fund to other funds for appropriateness.  It is acceptable to transfer funds from the food service fund to the general fund as long as that transfer is to reimburse indirect costs or other approved costs of the general fund.  Reimbursement of indirect costs must be for the current year only.  No recapture of prior year costs is allowed.  Example:  A school district has maximum allowable indirect costs of $12,000 (based on the approved indirect cost rate); however, the school district charged/transferred $15,000 from the food service program.  The school district has exceeded the maximum allowable indirect cost that it can charge the food service program, and must return $3,000 to the food service fund.
FOOD SERVICE PROCUREMENT
Purchases of food, supplies, and services must be bid.  For purchases over $100,000, make sure that the vendor is not suspended or debarred.  Refer to page 45 in the Michigan School Auditing Manual for more guidance.

GRANTS SECTION AUDITORS REPORT (R-7120)

The R-7120 report will continue to be available on MDE’s website at www.michigan.gov/mdeaudit ; click on Grants Section Auditors Report (R-7120).  The ISDs are asked to distribute copies of the R-7120 to each of their local districts. The R-7120 includes all federal grant payments made by MDE to the districts. It may also include a limited number of state funded grants such as state funded school lunch payments. If an award is listed with a Catalog of Federal Domestic Assistance (CFDA) number beginning with 99, the grant is state funded and should not be reported as federal revenue and should not be included on the district’s SEFA.  Please note that the R-7120 does not include payments from direct federal sources or other non-MDE sources.
IDENTIFYING AND REPORTING RELATED PARTY TRANSACTIONS

It is important that schools properly document related party transactions (RPT) in the footnotes to the financial statements. Footnotes should comply with FAS-57, which addresses reporting requirements. Footnotes should include enough details to adequately describe the situation. Examples are: borrowing and lending; sale or lease of real estate, buildings, and equipment; and management agreements. The interpretation of SAS-45 states that the auditor should apply sufficient audit procedures to provide reasonable assurance that related party transactions are adequately disclosed in the financial statements and are not materially misstated. The Department has discovered many related party transactions that were not disclosed in the footnotes. The Department is focusing on this when doing QCRs.  Practitioners Publishing Company (PPC) has a nice definition of RPT.
TIME & EFFORT REPORTING 
Time/salaries spent working on federal programs must be documented for co-funded and 100% funded staff in compliance with OMB Circular A-87, Attachment B, Item 8h.  Acceptable methods for co-funded staff include written schedules if they are documented by personnel activity reports (PARs) confirming that the schedules were followed (e.g., directors, secretaries, counselors).  The PARs must be prepared at least monthly, be signed and dated by the employee, and account for the staff person’s total activity.  Time sheets and other records should be completed after the fact.  Employees should never guess the amount of hours they will spend on federal programs before work is actually performed.  

Instructional staff may use their lesson plans to confirm that their written schedules were followed if:  (1) after-the-fact notes are made on those plans to indicate the completion of each scheduled activity; (2) the lesson plans account for the total time the employee is compensated; (3) the lesson plans are prepared at least monthly and coincide with one or more pay periods; and (4) the completed lesson plans are signed by the employee.  If a district elects to use this method, it must retain the lesson plans as timekeeping records.

Paraprofessionals may use their regular time sheets as long as they; (a) reflect an after-the-fact distribution of their actual activity, (b) account for the total activity for which they are compensated, showing the hours or percentages for the programs they worked on, (c) are prepared at least monthly and coincide with one or more pay periods, and (d) are signed by the employee.

OMB Circular A-87 requires that when employees are expected to work solely on a single federal award or cost objective, charges for their salaries will be supported by periodic certifications that the employees worked solely on that program for the semi-annual period covered by the certification.  These certifications must be prepared at least semi-annually and be signed by the employee or a supervisor with first-hand knowledge of the work performed by the employee.  If a supervisor has first-hand knowledge of work performed by several employees each working on a single cost objective, the supervisor can use a blanket certification that lists all of the employees, the program that they worked on and the period covered.  One supervisory signature would be adequate.

UNIFORM BUDGETING AND ACCOUNTING ACT

The Uniform Budgeting and Accounting Act establishes budget and accounting requirements for local governments and school districts, including public school academies.  MCL 141.437 (Section 17) addresses revenue.  It requires district staff to go to the board with recommendations if it is probable that revenue will be less than the budgeted revenue. MCL 141.438 & 9 (Sections 18 and 19) address expenditures.  They forbid district staff from expending funds that are not authorized in the district’s approved budget.  MCL 141.440 (Section 20) requires the Department of Education to notify the Attorney General of violations of Sections 17 to 19 that are disclosed in audits of districts that have an “absence of reasonable procedures in use by the local unit to detect such violations.”   The Department has started sending letters to board presidents and superintendents notifying them of violations of the Uniform Budgeting and Accounting Act and requesting their procedures to prevent and detect such violations.  Any district that has reasonable procedures will not be forwarded to the Attorney General.

HIGHLIGHTS FROM THE USDE OIG TITLE I AUDITS
Title I Office of Inspector General (OIG) audit – A05-D0038

The USDE OIG audited 15 LEAs and found:

· Title I funds were allocated to ineligible schools.

· Lower poverty schools were receiving higher per pupil allocations than higher poverty schools.

· Proper poverty measures were not always used.

· The data used to identify and count eligible poverty pupils were not accurate.

Title I OIG audit – A05-F0007

The USDE OIG audited six LEAs and found:

· One LEA supplanted non-federal funds with Title I funds.

· Five LEAs did not offer school choice to all eligible students.

· All three LEAs that offered school choice provided inadequate or untimely parental notification letters.

· All six LEAs provided inadequate supplemental education services (SES) notification letters or did not clearly offer SES.

· Three LEAs denied SES to eligible students and one LEA offered SES to ineligible students.

HOMELAND SECURITY GRANTS – CFDA 16.007 GRANT FUNDING YEAR 2003
According to Dawn Lake, Audit Manager for the Michigan State Police, Emergency Management Division, Homeland Security grant allocations were for very specific purposes.  The initial allocation (expended in FY 2004 and reimbursed in FY 2005) was for the following to be completed:

· Risk Analysis – Each school was required to complete a Risk Analysis from a template provided through the Michigan State Police, Emergency Management Division, Homeland Security Section.

· School Safety Response Plan – Each school was required to update its School Safety Response Guide (1999 PA 102), incorporating the Chemical, Biological, Radiological, Nuclear, and Explosive (CBRNE) concept, by working through a template of information provided.

· CBRNE Training Exercise – Each school individually, working in conjunction with schools within its district, or in a coordinated effort with its community, was to participate in a simulated exercise to a CBRNE event.  Training and information was to be provided to successfully complete this initiative.

· Post Exercise Evaluation/Needs Assessment – Each district was required to complete and submit a CBRNE Post Exercise Evaluation/Needs Assessment using a provided template.

There were two school districts in the state that received $100,000 from the first allocation.

The second allocation was for specific types of equipment.  The schools had to select the equipment from an authorized listing of what was available.  Most schools purchased radios, Automated External Defibrillators, first aid kits, etc. 
OTHER

Consistency – Please be sure that data are consistent in financial statements submitted to the state (i.e., audit figures should match FID figures; special education reposting should also match FID figures).

The Michigan School Auditing Manual is available on our website at: www.michigan.gov/mdeaudit . Questions about Single Audits or the Michigan School Auditing Manual can be directed to Roxanne Nicholas at (517) 373-4591, or e-mail: nicholasrr@michigan.gov .  

2005-2006 COMPREHENSIVE ANNUAL FINANCIAL REPORT (FORMERLY FORM B) 

Due Date:

The 2005-06 comprehensive annual financial data will be collected electronically via the Financial Information Database (FID) and is due November 15, 2006.  Sections 18(3) and 18(8) of the State School Aid Act set the legal mandate for this reporting and require MDE to withhold state school aid payments for non-compliance.

The FID continues to be the only submission option for fiscal year 2005-06 financial data.  The Center for Educational Performance and Information (CEPI) is the entity responsible for collecting the data from districts.  MDE will maintain responsibility for monitoring proper accounting and reporting by the districts.  Instructions are available from CEPI.  The website address is www.michigan.gov/CEPI , choose MEIS Data Services, then FID.
Reminders:

Supplemental Schedule – Districts that purchase services in an amount equal to or greater than 50% of their general fund current operating expenditures as reported on the 2005-2006 FID must complete a Supplemental Schedule of Purchased Services. The schedule will collect expenditure detail for services that are purchased from educational service providers. 
Deficit Fund Balance - A district reporting a general fund deficit (negative fund balance before reserves) must notify the Michigan Department of Education as soon as the deficit is confirmed and should not wait until the FID report is filed. Section 102 of the State School Aid Act discusses deficit districts. The notification should be in written form and mailed to: Glenda Rader, State Aid and School Finance, PO Box 30008, Lansing, MI 48909.

State School Aid Revenue Recognition - State school aid unrestricted revenue reported on the 2005-2006 financial data submission should be consistent with amounts shown on the district’s August 2006 State School Aid Status Report. Minor differences may occur as the result of accounts payable or receivable issues the district has established.  Care should be taken to record the revenues in the appropriate funds and categories as discussed in the Michigan Public School Accounting Manual Appendix.  Account numbers for State Aid may be found on our website at http://www.michigan.gov/mde/0,1607,7-140-6530_6605-21356--,00.html .
Transfer of Funds Between School Districts – There are three separate major class codes used to record pass-through funds received from another Michigan public school district.  Local pass-through funds (Act 18, tuition, transportation, etc.) should be reported in revenues, major class codes 511-519.  State pass-through revenues (state aid categoricals, etc.) should be reported in major class codes 317-318.  Federal pass-through revenues (IDEA, Title I, etc.) should be reported in major class codes 417-418.  

Expenditures Made to Other Public Schools – Beginning in 2006, districts may record expenditures made to other public schools in the function code purchased.   For example, business services will be recorded in function 252 and object 8290.  Tuition paid to another public school will be recorded in function 11 and object 8210.  Please see the December 2005 Michigan School Accounting Manual Change Notice for details.  Beginning in fiscal year 2006-07 this will be the required reporting for expenditures.

Medicaid Funds – The medical services or “fee-for-service” component of the Medicaid School Based Services program is not subject to the Single Audit Act of 1996. The “fee-for-service” component should be recorded as local source revenue by the district; the appropriate major class code is “181” or “519” if received through another public school. The Transportation and Medicaid Administrative Outreach components are subject to the Single Audit Act and should be recorded as federal revenues by the district; the appropriate major class code is either “412” or “418” depending on how the funds are received by the district. (See the Medicaid compliance supplement in the Michigan School Auditing Manual for further information.)

Average Teacher Salary - Average teacher salary will be calculated by dividing the total dollar amount from functions 111-113 and object 1240 reported in the FID by the full-time equivalency reported in those same functions from the 2005-2006 REP.  Please coordinate the reporting to assure reasonable average teacher salary computations.

Special Education Expenditures – FID expenditures for Special Education instruction (function 122) should be equal to or greater than the amounts reported on the SE4096, Allowable Special Education Cost Report.  The comparison is done by object code category.
Debt Retirement Funds - The Uniform Budgeting and Accounting Act (MCL 141.422a) no longer requires districts to adopt a budget for debt retirement funds.  

USF – Universal Service Funds – For non-material amounts, the districts should record the amounts as discounts.  The district will only be billed for its share of service costs.  The discount is separately billed to the USF.  For material amounts, the districts should consider reporting the discount as revenue (major class code 192).  These are not considered federal revenues.  Amounts received in the current year for expenditures incurred in a prior year should be reported as local revenue (major class code 192).

Deferred Revenue – Any restricted federal/state grant funds (i.e., At Risk, Adult Education, Title I, Title V…) remaining unspent at year-end should be recorded in the financial statements as deferred revenue (major class 471) rather than as a reserve of fund balance (major class 71x).  This does not apply to funds that are awarded without restriction as to use.  The logic is that restricted funds aren’t earned until they are used for the restricted grant purpose.   If the funds aren’t used for the grant purpose in a subsequent year, they are due back to the grantor.

GASB #47 – Relates to Other Post Employment Benefits.  This GASB explains when other post employment benefits are to be recognized dependent on whether the benefit is for voluntary or involuntary termination of employment.  Reporting is primarily at the district-wide, full accrual level, not at the modified accrual level.

Upcoming Accounting Pronouncement – GASB #42 – GASB Statement #42, Impairment of Capital Assets, will be effective for the districts for the year ended June 30, 2006.  GASB #42 outlines the requirements for recognizing an impaired asset in the financial statements and addresses the accounting for any related insurance proceeds.  Capital assets are considered to be impaired when the service utility has declined significantly and unexpectedly.  We encourage the districts to evaluate its recorded capital assets for impairment and evaluate the impact of potential asset write-downs that may be required under the new pronouncement.  We encourage you to pay particular attention to idle buildings and equipment that are no longer used for educational or business purposes by the districts.

Upcoming Accounting Change – GASB #44 – GASB Statement #44, Statistical Section amendment, will be effective for the districts for the year ended June 30, 2006.  GASB #44 is applicable for districts that issue a CAFR, not for financial statements.  GASB #44 is intended to improve the understanding and usefulness of the statistical section information of the annual comprehensive financial report by addressing the comparability problems that have developed in practice and by adding information from the new financial reporting model required by GASB #34.  The CAFR will now include ten-year trend information about net assets and changes in net assets.  The debt information will be more comprehensive due to the inclusion of information from the government-wide financial statements and notes.  There will also be a requirement to add to existing schedules footnotes regarding sources, methodologies and assumptions.  We encourage the districts to review its statistical section and the pronouncement details to ensure compliance.
GASB #43 & #45

Phase one of GASB #43 entitled, “Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans” has an effective date of December 15, 2006.  Other postemployment benefits include health care benefits plus any benefit that is not provided under a defined benefit pension plan (for example life insurance, disability).  The purpose of GASB #43 is to require the accrual of liabilities of other postemployment benefits generally over the working career of plan members rather than on a pay-as-you-go basis which is the current practice for most government sponsored plans.  The purpose of GASB #45 is to require the accrual of the other postemployment benefits expenses over the same period of time.
Copies of the Michigan Public School Accounting Manual can be found on the Michigan Department of Education’s website at: www.michigan.gov/mde under Keywords, Michigan Public School Accounting Manual.  Questions regarding accounting issues may be addressed to Glenda Rader. Email:   raderg@michigan.gov or phone: 517-335-0524.
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