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Executive summary 
In accordance with Lake County Schools (LCS) policy #7.61 paragraph (5) (m) in conjunction with LCS policy #7.62 paragraph (5) b. 3 and supported by the board approved FY 08/09 internal audit plan, this initial comprehensive follow-up review was performed by the district auditor to determine the status of implementation of recommendations proposed within the first 12 audit and review projects performed by the contracted audit firm of RSM McGladrey (RSM), formally Bray, Beck & Koetter.  This effort is the first of several that will occur in a similar manner until such time that the district auditor is more current with follow-up efforts to where no significant back log exists.  
To edify the reader’s understanding of this type of engagement, the following is presented in the executive summary rather than within the body of the report.  
Purpose.  To determine with reasonable assurance whether and to what extent LCS management has adequately addressed and implemented, to the extent practicable, RSM’s prior report recommendations.  As alluded to several times below, it is management’s responsibility to decide if action should be taken in response to any reported audit recommendation, taking into consideration related costs and benefits, thereby assuming the risk of making the decision not to implement certain recommendations.   
Therefore, the district auditor will perform a comprehensive follow-up review once during the life of an auditor’s report because the risk associated with the findings and related recommendations have been fully communicated to management.  After that, and with regard to still open recommendations, the district auditor will ask the superintendent for her written intent as to disposition whereby, once received, the district auditor will consider closing the open recommendation(s).  As the reader can see below, the district auditor is in concert with auditing standards, to include guidance within the standards that relate to the superintendent’s fundamental responsibility to ensure that recommendations are addressed and disposed of as deemed proper, and that the superintendent establish a management tracking system to track the status of such findings and recommendations.  To the extent the superintendent reports status to the board is to be determined by the board and superintendent.  
Most importantly, the contents of this report were reviewed with the superintendent and CFO who affirm what is being stated herein. 

An important secondary purpose of this effort is to provide the superintendent with a clear and detailed record of RSM open issues and open recommendations within each issue for her future consideration as to disposition.  This report was constructed in such a manner so as to provide a de facto “business plan/1 stop shop” in that respect, all of which intended for the greater good of the organization. 
Background.  

Key facts concerning RSM as it relates to this engagement include;

· During this time period, RSM was LCS’s contracted sole provider of internal audit services since FY 03/04.  
· With the exception of current FY 08/09 co-sourced projects assigned to RSM, all prior RSM projects were executed using an outsourced contracted model, thus LCS’ ability to closely manage their audits and reviews was somewhat contractually impaired and certain of these first projects occurred prior to LCS establishing an audit committee.
· Since contract inception to the present, RSM has completed 18 projects, with one project currently with the board attorney.

· As alluded to above, LCS assigned RSM three additional projects in FY 08/09.

· From inception to the present, LCS has paid RSM in excess of $900k in audit fees.

· During this time period, and albeit that RSM has performed some follow-up as evidenced by their November, 2007 status report worksheet, there is little evidence that went to the board as to their follow-up efforts to enable the board to have reasonable assurance as to status of implementation in these matters.  

· All of RSM’s prior reports were “issues based” and for reasons unknown, they did not number their recommendations.  For example, in their first project to review the payroll process, RSM reported 19 issues and as of their aforementioned November, 2007 status report, they had closed 15 of them, leaving four as open.  The four open issues represent the district auditor’s starting point, but within these four issues, the district auditor noted 13 separate, but certainly related recommendations.  Thus, and as a consequence, the district auditor “worked around” this condition.  
Scope.  This report is the first of several whose objective is to systematically work the backlog of reports that need follow-up reviews from RSM’s inception to the present, as well as other reports, to include those of the district auditor, that require follow-up, all of which are listed in the master list of reports per attachment B.  As such, the scope of this first follow-up review includes certain of RSMs reports listed in attachment A.  Specifically, the district auditor will begin follow-up efforts starting with open items that RSM reported as still open as of their last status report dated in November, 2007, and in addition to that, the district auditor incorporated two more RSM projects into the scope of this engagement.  Thus, items previously closed by RSM, prior to that date, will not be considered for follow-up.  
The procedures employed to produce this report do not constitute an examination made in accordance with generally accepted auditing standards, thus the Auditor does not express an opinion on any of the information discussed herein.  However, and as shown below, certain standards were employed to perform this review.  In connection with the procedures employed, no matters came to the Auditor’s attention, other than as described herein, that caused the Auditor to believe in anything other than what is presented.  
Therefore, this report relates only to the items specified herein.  In addition, due to the privileged and confidential nature of information dealing in the area of Information Technology, the District Auditor chose to omit such information from this report in concert with government auditing standards (GAS).  The omitted information relates to report #’s 8 and 9 listed in table 1.  

The auditor is appreciative of the cooperation that was granted him by current management to perform selected procedures to accomplish the purpose of the engagement.

Standards.  

In addition to the LCS policy requirement for the district auditor to perform follow-up reviews, both standards that govern internal audit activity address this effort as follows:

· GAS of July, 2007 as promulgated by the Comptroller General of the United States within the United States Government Accountability Office (GAO).  
· Auditor responsibility.  Field work standards and supplemental guidance for all types of audits mentioned state that the auditor should evaluate whether the audited entity has taken appropriate corrective action to address findings and recommendations from previous engagements.

· Management responsibility.  Of great significance is that GAS assigns direct responsibility to government managers in appendix I supplemental guidance paragraph A1.08 f. as follows;

· “Government managers have fundamental responsibilities for carrying out government functions (see paragraph 1.02).  Management of the audited entity is responsible for (among many other things listed) addressing the findings and recommendations of auditors, and for establishing and maintaining a process to track the status of such findings and recommendations.” 
· Management’s “fundamental” responsibility was also reflected in an agenda item under discussion #3 of May 12, 2008, from the school board’s liaison to the audit committee entitled; “Audit report follow-up for audits performed by RSM McGladrey, from inception to the present.”  As a result, the board voted 5-0 “to require the superintendent to provide a follow up status on all open recommendations and let the board know the status.”  The minutes contained additional verbiage from the former superintendent as to her inability to provide this status, whereby the district auditor was noted as saying he would help facilitate this effort by providing a status report worksheet, which he did and is noted as such below under Methodology.  
· International standards for the professional practice of internal auditing of March, 2007 as promulgated by the Institute of Internal Auditors (IIA).  In performance standard #2500 “Monitoring Progress” it states that the; “Chief audit executive (CAE) should establish and maintain a system to monitor the disposition of results communicated to management.”  The sub-paragraphs then state;
· 2500.A1- “The CAE should establish a follow-up process to monitor and ensure that management actions have been effectively implemented or that senior management has accepted the risk of not taking action.”
· 2500.C1- “The internal audit activity should monitor the disposition of results of consulting engagements to the extent agreed upon with the client.”  The district auditor will apply this standard to selected other external audits and reviews generally starting from his hire during in FY 07/08 on forward.  See master list of reports in attachment B.
Related, in paragraph 2600 “Resolution of management’s acceptance of risks;” this standard speaks to the rare occasion when the auditor does not agree with management as to the level of risk being assumed by the organization, of not taking certain recommended actions.

Methodology.
Procedures employed included interviews with responsible parties and an examination of related documents, among others.  Thus, best practice rules of evidence (i.e., testimonial, documentary, analytical and physical) were employed to the extent necessary in order to accomplish the purpose of the engagement.  This engagement does not represent a complete reexamination of any of the RSM reports, as this would be well beyond the production capability of a one-person internal audit function.

· Status report worksheets were prepared by the district auditor and forwarded to the superintendent, for the superintendent to complete as to the current status of implementation.  

· Once completed worksheets were received, the district auditor then applied follow-up procedures to accomplish the purpose of the engagement.  
· For reasons well beyond the control of the district auditor, the engagement timeline is as follows;

· The district auditor originally distributed worksheets to the prior superintendent on 6/13/08.  This distribution, with specific and detailed instructions, included the superintendent and her entire leadership team, with a copy sent to all board members and all audit committee members.  
· The district auditor was provided with all but one completed worksheet on 1/21/09 and as is annotated as such within the 1/21/09 audit committee meeting minutes.  Subsequent to that, the last worksheet was provided.
· Audit work then began after receipt of completed status report worksheets.
Where no evidence was provided to close a recommendation(s), the district auditor reported that recommendation(s) as still outstanding or open for the purpose of this report.  As shown above, the district auditor will require a written report from the superintendent as to disposition intent, whereby the district auditor will consider the item(s) closed for audit purposes.  For the edification of the reader, there are a myriad of reasons why an organization may choose to not implement auditor recommendations to include that; recommendations are considered no longer relevant, recommendations relate to areas or programs that have changed in a manner that make them no longer applicable due to reorganization, modification, reduction or elimination of service provided, among many others.  It should be noted that when the district auditor does close an audit recommendation based upon management’s intent not to implement, the district auditor will however consider the risk in determining future audit coverage, of non-implementation, as part of future year internal audit planning.
Lastly, only the auditor, whether the district auditor or RSM in the past, may officially close an open recommendation(s) for audit tracking purposes.  Thus, the district auditor’s efforts will complement the superintendent’s fundamental responsibilities in these matters, all of which for the good of the organization.
Summary comments and observations.

Based upon the work performed by the district auditor, and considering the circumstances, management appears to have made progress on implementing outstanding recommendations.  Further, management appears to be making progress on recommendations not yet fully implemented and reported as still open in table 1 herein.  Of these, the District Auditor believes that progress is being expedited by the new LCS management team.  The district auditor considers the following to be relevant for the reader to more fully understand the results of this review:

1.  Foundations that underlie this review.

· Auditor’s recommendations have value to the organization when properly addressed and implemented.  The organization’s enterprise risk management is therefore improved. 
· Auditor’s recommendations have value to the organization when properly addressed even if senior management decides not to implement.  By properly addressing the risk of none implementation, senior management becomes more aware of the internal control environment that surrounds the recommendation.  That awareness can then be communicated to all affected parties, whereby everyone now understands the risks of none implementation and acts accordingly to mitigate those risks via alternative means.  The organization’s enterprise risk management is likewise improved.
· Roles and responsibilities of the district auditor and superintendent are complimentary resulting again in the organization’s enterprise risk management being improved; 
· The district auditor has responsibilities as was expressed herein.
· The superintendent and management staff have responsibilities as was expressed herein.
· The district auditor necessarily has proposed recommendations (23 in total) within 11 of the 12 reports reviewed;
· General recommendations common to most reports;

· Recommended that the superintendent/staff review open issues and, at a later date, provide a written report to the district auditor of disposition intent.
· Recommended that the superintendent/staff consider reviewing previously closed issues for applicability and propriety going forward.

· Specific recommendations were made in report #’s; 1, 4, 5, 7, and 12.  Please refer to those specific reports for detail.
· The LCS board is the recipient of reports that originate from both parties to better enhance their governance responsibilities.
· This is a new process and when executed correctly, accountability and transparency is greatly enhanced.
· Even though RSM had performed follow-up in the past, their results appear not to have been fully communicated to the board in a sustainable and consistent manner.
· The follow-up process flow chart per attachment C only includes steps to be taken by the district auditor and thus does not include steps to be taken by management as is suggested herein.
2.  Evidence to validate that progress has been and continues to be made, with commentary.  Per table 1, only the first 10 reports will be analyzed in this manner because all issues were necessarily closed in report #12 for audit tracking purposes, which if included, would significantly skew the analysis;
· Original reports through RSM November, 2007 final follow-up.  RSM proposed 110 issues within their first 10 reports, whereby their follow-up procedures (note:  even this is slightly skewed in that RSM appeared not to follow-up on three of the 10 reports) closed 49 (45%) leaving 61 issues as open for district auditor follow-up.  
· RSM 61 open issues through district auditor follow-up.  Of RSM’s 61 open issues, the district auditor was able to close 14 (23%), leaving 47 issues as being open as partially implemented.
· Overall for the entire period from RSM report inception through district auditor follow-up.  Of the original 110 issues proposed, RSM and the district auditor have closed 63 (49+14), leaving the above mentioned 47 as open at the end of this follow-up period.
3.  Possible reasons why further progress has not been made.  There appear to be a myriad of possible reasons why further progress has not been made, to include the following; 

· Even though RSM has been the one relative constant throughout this period which began in FY 03/04 (i.e., see table 1 Payroll review’s report dated June, 2004),  LCS organizational dynamics and key management team changes have impacted this activity, in particular within the position of finance director and now CFO who often became the superintendent’s audit point of contact. 
· Related, and during this period, the LCS control environment (i.e., tone at the top) appears to have not been supportive of this activity.  

· E.g. there was neither evidence to indicate that prior management was cognizant of all auditor recommendations nor was there evidence to indicate that management was tracking such.  Being supportive would certainly include these foundational steps.
· As is expressed within several of the report write-ups herein, there have been budgetary constraints that have prevented and perhaps will continue to prevent resources from being budgeted and expended as recommended.

· From the district auditor’s limited view starting with his hire in January, 2008 and given common knowledge that change in top management would take place in November, 2008; it would appear that LCS’s mandatory production cycle trumped efforts that would have resulted in additional recommendations being implemented. 
The primary example of which would have been the development of certain policy and procedures mentioned in several of these reports.  This is called an opportunity cost, whereby if LCS would have taken the time to e.g. promulgate certain procedures, it would presumably not have had the time to work its production cycle.  In Covey’s seven habits of highly effective people, he mentions a time management quadrant whereby he encourages organizations to become more efficient so that they can carve out time from their production cycle (i.e., quadrant #1 urgent and important) into production capability (i.e., quadrant #2 not urgent but important) so that they can in this example, write needed procedures, among many other things that are not and presumably cannot be accomplished. 
4.  Specific reports noteworthy of summary comments, include the following;
· Table 1 #1; Review of the payroll process June, 2004.  It is important to note that the open issues will be readdressed by a payroll cross functional team that is being formed, in conjunction with RSM’s Timekeeping audit report, which will be the first of several reports to be followed-up upon during the district auditor’s next follow-up review.
· Table 1 #’s 1, 4, 5, 7 and 12 dealing with payroll, FTE, the construction process, charter schools and internal accounts.  As previously mentioned, these reports have district auditor recommendations specific to that report that are noteworthy for LCS management to respond to.  

· Table 1 #’s 2 and 12, 4, and 7, whose reports deal with internal accounts, FTE and charter schools.  All of these reports appear to have three things in common; 1) an audit or review was performed on them, 2) significant activity occurs at the school level and 3) the district has a responsibility to continuously monitor these programs.  Thus, continuous monitoring activities (i.e., management’s responsibility) and audits and reviews help organizations to improve their internal control structure along with identifying process improvement opportunities.  From RSM’s reports, the district auditor derived that LCS practices a form of school-based management (SBM).  In so doing, the principal of the school has primary responsibility over internal accounts, FTE (e.g. see report #4 issue #8 regarding out-of-field teachers), and everything pertaining to their particular charter school.  There are numerous findings and recommendations in all of these reports which, when taken as a whole, tend to indicate that LCS monitoring and evaluation along with providing technical assistance and training needs to improve.  Based upon SBM available literature, it would also appear that SBM does not change the legal governance system of schools, and school boards do not give up authority by sharing authority (i.e., presumed to include the responsibility associated with the authority granted), whereby the board’s role changes little when practicing SBM.  Since SBM literature rarely if ever discusses internal control structures, the district auditor believes that the board’s authority/responsibility properly extends into making sure that internal controls are adequate for these topics.  LCS’s recent appointment of a new charter school liaison will also assist the district with its FTE responsibilities, while the newly appointed LCS chief of administration should likewise help schools deal with their internal accounts.
To state the obvious, there must be a balance of resources provided by the district versus the school’s primary responsibility, to ensure that the school generally translates the district’s vision into high quality programs, but more specifically for these topics, that the district ensure that schools improve its internal controls and processes in these areas.  In the worst case scenario (i.e., which is not the case within LCS), and using a corporate business example, a corporate headquarters (i.e., a school district) would never allow any of its operating divisions (i.e., a school) to go without being adequately monitored.    
	                                                                                                                                             SUMMARY OF FOLLOW-UP RESULTS  
  TABLE 1.                                                                                                                   Beg O/S RSM - (a + b) =  c  = Ending O/S per DA

	RP
	Rpt

Date
	                                                                          RSM
                                                                         Entire
Report title                                                          Rpt                                                            
	RSM

Nov 07
Beg.

Open 

Issues
	a
Closed
Via;
Issues

Implemented
	b
Closed
Via;
Alternative
Means

Employed
	c
Partially
Implemented/

Open
	DA
End

Issues

Still

O/S

	CFO
	Jun 04
	1. Review of the payroll process                         19
	4
	0
	0
	4
	4

	CFO/CA
	Feb 05
	2. Audit of internal accounts                               16
	5
	0
	0
	5
	5

	CFO
	Jul 05
	3. Review of sick leave bank                                6
	1
	1
	0
	0
	0

	CFO/CA
	Nov 05
	4. Audit of FTE student membership                  14
	14*
	0
	0
	14
	14

	SPT/FD
	Apr 06
	5. Audit of facilities construction – phase I         10
	6
	3
	0
	3
	3

	CFO/COO
	Feb 07
	6. Review of property control                              13
	3
	0
	0
	3
	3

	CAO/CFO
	May 07
	7. Review of charter schools                                 8
	4
	0
	0
	4
	4

	EDETS/

CFO
	May 07
	8. Audit network security phase I risk                  6
 assessment                                                            
	6*
	1
	0
	5
	5

	EDETS/

CFO 
	Jul 07
	9. Audit network security phase II threat              6

and vulnerability assessment                                        
	6*
	0
	0
	6
	6

	SFS/CFO/COO
	Aug 07
	10.Audit of food services – cash receipts            12
	12*
	9
	0
	3
	3

	
	
	RSM reported issues                                          110 
	61
	14
	0
	47
	47

	
	
	Additional reports incorporated:
	
	
	
	
	

	EDETS/

CFO 
	Oct 07
	11.Audit of 2007 Student Computer                      1  

 Lease Procurement                                                 
	1*
	1
	0
	0
	0

	CFO/CA
	Nov 07
	12.Review of internal accounts                            13
	13*
	0
	13
	0
	0

	
	
	RSM reported issues to include #11 and #12     124
	75
	15
	13
	47
	47


Key:
*

Appears that no RSM November, 2007 follow-up work was performed for these projects

SPT 

Superintendent; is overall responsible party for implementation

RP  

Responsible party in proposed organizational chart; primarily responsible for implementation

DA

District auditor

CFO  

Chief financial officer/Chief of business services
CA    

Chief of administration

FD  

Facilities director

CAO

Chief academic officer

EDETS
Executive director educational technology services

SFS

Supervisor of food service; currently appears to report to the CFO, as designated by the superintendent, prior to COO hire
O/S

Outstanding issues either at beginning or ending of the period
COO

Chief of operations to be named

Individual report follow-up comments.
1. Review of the Payroll Process - June, 2004.  
As was stated above; RSM had closed 15 of the 19 issues as of their November, 2007 status report, thus leaving four as open.  Within the four open issues the district auditor noted 13 separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up as follows;
· District auditor synopsis of the open issues include the following;
· Issue #1; Segregation of duties functions;

· Recommended payroll department reorganization such that payroll only processes paychecks and prepares payroll tax returns, while all other tasks being delegated elsewhere.

· Issue #2; Timekeeping;
· Recommended standardized timekeeping procedures; to incorporate best practices, be documented in the finance manual, and include the proper training therein and consistent execution of said training.
· Recommended the district research the cost/benefit of an automated time and attendance system.

· Recommended compliance to cut-off policy to ensure that employees (bus driver example) are only paid for the hours they work within a set period.
· Recommended independent review of time data input to better segregate duties, be documented as such in district procedures, and that reviewers and data input personnel have appropriate security protocol.

· Issue #10; Automation of documentation and calculations;
· Encouraged the district to automate and electronically file personnel files and the myriad of forms being used in this process.
· Recommended control improvements to include; all payroll calculations being performed by the system, but until then, validating system output as some calculations are done manually; both of which would free people up to perform more quality assurance functions versus data entry functions. 

· Issue #11; Compensatory time;
· Recommended compensatory time improvements to include; formalizing the process, looking into automating the process, better managing the process, and seeking legal advice in this area to include overtime regarding FLSA. 

· RSM follow-up observations.  During their November, 2007 follow-up, RSM observed (i.e., was not recommended) that the timekeeping process remained decentralized within each school and department, presumably in contrast with a more centralized process.  In addition, they also commented on a general lack of segregation of duties and inconsistent training. 
· Management’s current status representation as provided to the district auditor.  Management’s representation did not specifically address each of the above open issues.  The response did indicate that this particular audit generated a follow-up audit of Timekeeping which was done by RSM and is so noted in attachment B #17 which was issued in December, 2007 (i.e., not included in the scope of this review).  
The response also indicated that there has been some progress toward reengineering this process and that the current administration has been supportive in providing direction toward that end.  Most importantly, the response indicates that the current payroll manager will lead a cross functional team starting in February, 2009 to review and make recommendations to improve this process in the areas noted above and to include additional areas noted within RSM’s aforementioned December, 2007 Timekeeping report.   
· District auditor’s commentary, disposition and recommendations.  The district auditor concurs with management’s response because all of the precepts above must be reconsidered within the context of the aforementioned RSM Timekeeping report.  There appears to be demonstrated partial implementation as to the majority of the reported open issues and this was so noted by the district auditor and by RSM during their documented November, 2007 follow-up.  As time has moved forward, other issues have become overcome by events (OBE), intended actions have not taken place, or so much time has lapsed so as to reinforce the need to consider the issues again within the current setting.  Therefore, the district auditor considers all four issues to be partially implemented as is shown in table 1.  However, management now takes full responsibility and risk for reconsidering all of the above issues, to include additional issues within RSM’s audit of Timekeeping, during the aforementioned cross functional team’s approach to reengineer this important process, to include reporting the status of which periodically to the board, if the board so desires.  

Recommendations 
RSM 1-1. Ensure that all of the above reported issues concerning the payroll process are thoroughly discussed and disposed of as deemed proper by the aforementioned payroll process cross functional team.  The district auditor looks forward to participating with this team as an informed observer and will eventually perform follow-up of the RSM Timekeeping report which will incorporate every issue noted above. 
RSM 1-2.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review.
RSM 1-3.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration.
2. Audit of Internal Accounts – February, 2005.  
Of 16 issues posed, and as shown in table 1 above, RSM considered five issues as being open.  Unlike other similar audits of internal accounts, most of these open issues appear systemic in order to drive change to correct deficiencies observed at the school level.  Thus, within these five issues, the district auditor noted 13 separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up.  
The letter “R” will designate a recurring school level recommendation, while the letter “D” will designate the above mentioned recommendations pointed toward the district to consider a systemic approach to correct deficiencies observed at the school level;

· District auditor synopsis of the open issues include the following;
· Issue #2; Cash and related;
· R & D – i.e. compliance to policy at the school level but that the district needs to revise its policy.  Recommended improvement in the timeliness and safeguarding of deposits 
· R.  Recommended review and monitoring of monies collected forms to ensure completeness and accuracy 
· D.  Recommended a procedure to ensure that all checks received are listed on the deposit slip or separate listing,
· D.  Recommended a procedure to require receipts be issued over a certain dollar limit

· Issue #5; General ledger account review;

· D.  Recommended a periodic review of general ledger accounts by the principal or the teacher/sponsor in-charge of the account
· Issue #6; Fundraisers;

· D.  Recommended a person designated by the principal to oversee all aspects of fundraisers to include verifying that the event was pre-approved and that reconciliations were completed by the sponsors

· Issue #7 Yearbook reconciliations;

· D.  Recommended yearbook financial reports and yearbook forms be included in the manual and available to all bookkeepers
· D.  Recommended the district review and improve the yearbook sales process

· Issue #10; Internal accounts manual;

· D.  Recommended that the existing manual be automated and available on the district’s intranet to include all standard forms

· Management’s current status representation as provided to the district auditor.  Management’s representation did not specifically address each of the above open issues.  The response did indicate; that this particular annual audit report’s findings are reviewed in the subsequent year, that none of the issues are material to either the district’s financial statements or the agency’s financial statements taken as a whole, that there has been variation from year-to-year in who does the audit but findings tend to be similar, and that in general, these findings are continuing deficiencies whereby more concentrated and consistent training and support is needed to ultimately correct these issues.  Finally, the school accounting specialist has retired and the position is being reevaluated prior to selecting her replacement.  
· District auditor’s commentary, disposition and recommendations.  The district auditor generally concurs with management’s response, in particular, regarding the emphasis to ultimately correct the recurring deficiencies via more consistent training and district support.  However, and as noted above, most of these recommendations are pointed toward district action.  The replacement for the recently retired school accounting specialist will be the key as to whether the district will succeed in corrective actions at the school level, to include not only being able to drive process improvement, but also to be able to annually perform the field work for this audit – a cost savings to the district. 
Lastly, the district auditor was informed by the superintendent that the chief of administration will begin to play an active role in driving improvement, along with finance in conjunction with the aforementioned replacement for the school accounting specialist. Therefore, the district auditor considers all five issues to be partially implemented and is so noted in table 1 above.  School findings and recommendations will be tested during next year’s audit of activity accounts for FY 08/09.  However, management now takes full responsibility and risk for reconsidering all of the above issues. 
Recommendations
RSM 2-1.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review. 

RSM 2-2.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration.
3.Review of Sick Leave Bank – July, 2005.  
Of six issues posed, and as shown in table 1 above, RSM considered only one issue as being open.  Within that issue, the district auditor noted two separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up as follows;
· District auditor synopsis of the open issue includes the following; 

· Issue #4; Sick, vacation accrual and related;
· Recommended that the district execute a systems change to prevent sick and annual leave from being accrued while an employee was on an extended leave of absence 
· Recommended that the district consider enhancing the automated system to produce exception reports to enhance its monitoring capability  
· Management’s current status representation as provided to the district auditor.  Management’s representation addressed the leave and sick accrual issue by indicating that a work order had been submitted to ETS to execute the needed systems change, but did not specifically address the issue of the system producing exception and monitoring reports.  
· District auditor’s commentary, disposition and recommendations.   The district auditor acknowledges management’s response.  At this writing, ETS executed the above mentioned systems change in February, 2009.  As to the other aspect of the issue, that is the system being enhanced to automatically produce exception reports; the district auditor noted RSM’s May, 2007 follow-up comments which concluded that alternative means (e.g. monitoring excel spreadsheets) are being employed in lieu of enhancing the system to accomplish the same end result.  Thus, the district auditor considers the entire issue to be closed for audit purposes and is so noted in table 1.  However, as has been stated a number of times herein, management now takes full responsibility and risk for continually ensuring that the system change is working as intended.
Recommendation
RSM 3-1.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration.
4.Audit of Full Time Equivalent Student Membership – November, 2005.  
Of 14 issues posed, and as shown in table 1 above, RSM reported all 14 issues as being open as they had performed no follow-up procedures of this process orientated report.  Within these issues, the district auditor noted 30 separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up, in a somewhat more abbreviated manner, as will be explained below;
· District auditor brief high level synopsis of the open issues is as follows;
· Issue #1; Collaboration and communication.  
· Recommended that communication of significant changes and collaboration needed improvement.  

· Issue #2; FTE projections.  
· Recommended that interactive forecasting and budget analysis should take place, all of which in coordination with an FTE committee.
· Issue #3; Changes in ESE funding.  
· Recommended that the forecasting model should reflect that Lake County does not have the required medical specialists to accommodate special need students and a review should be made of those students just below the 254 ESE score to ensure that funding is maximized for the services provided.  

· Issue #4; Contracted services and charter schools (i.e., 74% of the total dollar negative impact per the Auditor General’s report for the year ended June 30, 2004).  
· Recommended that the district determine the level of resources it is willing to devote to “monitor (i.e., identify red flags, work language into contracts, better use the intranet to communicate/obtain data, etc.)” and support these entities.
· Issue #5; Auditor General findings. 

· Recommended that the district; designate a dedicated Auditor General point of contact (POC) for all related issues to include engagement logistics, materials, etc. and that this POC circulate findings to appropriate staff in a timely manner, and that the POC should review/research/communicate and respond to every finding in an appropriate manner.
· Issue #6; Preparation at the school level.  
· Recommended; that the existing FTE checklist (i.e., to assist school based data clerks) be enhanced, that an FTE timeline be developed to facilitate all tasks within an FTE survey period, and that a comprehensive distribution list be created to facilitate the FTE process whose primary responsibility resides with the school principal.

· Issue #7; School level data clerks.

· Recommended; that the district hire another FTE specialist at the district level to bridge gaps noted in the process, and that the district adopt a peer review team for the FTE process to peer review schools on a rotating basis.
· Issue #8; Qualified instructional personnel.

· Recommended; that the district take ownership of the out-of-field teacher process, that the district consider automating the process of identifying out-of-field teachers and those who need in-service training, that the district create and manage a master list of out-of-field teachers, and that the district be responsible for notifying parents regarding instructors who are teaching out-of-field. 
· Issue #9; Reporting errors and inaccurate records.

· Recommended; that the district compare codes used for ESOL funding with eligible course numbers designated by FDOE, and that the ESE manual be posted and available on the district’s intranet.
· Issue #10; On-line and standardized attendance.

· Recommended; that the district optimize the school’s capabilities of utilizing TERMS to record attendance on-line as some schools performed it manually, and that for those schools with no on-line access, they should develop a more standardized approach to process.

· Issue #11; Unweighted FTE reconciliation.

· Recommended; that reconciliations be completed and submitted to the principal, at the beginning and ending of the FTE period, to determine whether or not the FTE final report captured all student data, and that an additional reconciliation be prepared that compares school membership to enrollment data.  

· Issue #12; Training.

· Recommended; that administrators should be trained annually on all key facts of the FTE process, that it would be mandatory for data entry clerks to be trained on TERMS one full day for each FTE survey, and that all new teachers receive direct training.

· Issue #13; Homebound students.

· Recommended that homebound students stay enrolled at their original schools which would tend to reduce errors and misplaced paperwork from student’s physicians and parents and would tend to simplify timekeeping; all of which to lead to better efficiencies in payroll, grading and tracking.
· Issue #14; Overtime.

· Recommended that the district heighten the awareness of management and staff regarding overtime requirements, as data clerks who could not complete their assignments in the time allotted were coming in on nights and weekends. 
· Management’s current status representation as provided to the district auditor. Management’s representation did not specifically address each of the above open issues.  The response did indicate that a major theme of this audit was to establish an FTE committee to meet and review all FTE estimates prior to submission to FDOE.  Management continued by indicating that the Auditor General is required to audit and report on FTE every three years and that their most recent report for the year ended June 30, 2007 (i.e., presented to the board in June, 2008) showed significant improvement in the recordkeeping and reporting for FTE.  And finally the district continues to work on providing training to data clerks who are the front line for this reporting.
· District auditor’s commentary, disposition and recommendations.  The district auditor acknowledges management’s response.  Since no evidence was forthcoming to close any of the recommendations, the district auditor will report all of them as open as is shown in table 1.  Although it would seem on the surface that this audit was somewhat redundant to the Auditor General’s triennial audit of FTE, the district auditor concluded that the objectives of the Auditor General’s audit and this audit compliment one another, rather than detract from one another.  This audit was process oriented whereby the district would do well to consider the myriad of recommendations made therein.  It would appear that one of the themes of this audit was for the district to establish a more consistent monitoring of this activity at all levels (i.e., very similar to school based internal accounts and charter schools).  If one assumes that the district can be looked at as a corporate holding company, and whereas schools can be looked at as operating divisions, then the question that must be answered is to what extent does the corporation ensure that its operating divisions are running as intended.  To accomplish this, one would have to believe that certain targets should be established to be able to evaluate how well everyone is performing their specified functions and tasks.  Hence a recommendation is made below that speaks to this premise.  It should also be noted that the recent LCS appointment of a charter school liaison is a key internal control in helping the district monitor charter school activity that impacts on FTE. 
Recommendations

RSM 4-1.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review.
RSM 4-2.  Consider establishing internal targets and metrics to help reduce the variation that causes financial penalties during Auditor General audits of FTE.  In so doing, perhaps the estimated dollar negative impact of these triennial audits could be more precisely predicted to enable the district to better plan.  Put another way, how much resources are required and where should they be deployed to enable the district to mitigate their potential financial penalty e.g. to a certain dollar threshold perhaps expressed as a percent to total FTE dollars received?  Whatever answer is planned for, becomes a cost of doing business whereby the internal controls and resources deployed should not exceed the benefit to which they are intended. To state the obvious, wild swings in the estimated dollar impact are more difficult to manage and plan for.  
RSM 4-3.  Consider reviewing the entire original report because the synopsized recommendations herein may not provide sufficient background to fully understand RSM’s intent. To that end, the district auditor has provided the original report to LCS management for consideration.
5.Audit of Facilities Construction Phase I – April, 2006.  
Of 10 issues posed, and as shown in table 1 above, RSM considered six issues as being open.  Within these issues, the district auditor noted 17 separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up as follows;
· District auditor synopsis of the open issues include the following;

· Note:  The district auditor sighted sufficient evidence to close three of the six open issues.  These were the issues; involving the use of contingency funds (Issue #5) corrected by a revision to the construction contract, owner direct purchases (ODP - Issue #6) which discussed ODP to be reconciled as part of the monthly reconciliation process which is included in Issue #4 below and thus can be closed as a separate issue, and contract language (Issue #9) which incorporated a right to audit clause into the construction contract. What follows are the open issues.
· Issue #1; Incomplete records;
· Recommended hiring a contract administration specialist to be responsible for monitoring contract compliance and administration from project initiation to project completion during the entire term of the contract.
· Issue #4; Reconciliation and close-out;

· Recommended the district consider formal and routine interim (i.e., reduces close-out procedures) reconciliation procedures (e.g. owner direct purchases on a pay application) either prior to or shortly after (i.e., to justify a credit prior to the next payment) any payments being disbursed.  Note:  See the district auditor’s commentary below for related discussion on this topic as both management and RSM appeared to have presumed that the then future hire of a district auditor would perform such procedures.
· Recommended that project costs, including sub-contractor payments and FF&E be tracked and monitored monthly and compared to budgeted amounts, with variances properly disposed of, while documenting and monitoring any major changes to include GMP, contingency, overhead and profit, among others.

· Issue #8; Contract administration and compliance;
· Recommended implementation of a formalized and documented process for construction management and contract administration.
· Recommended that a comprehensive at-a-glance contract provision summary checklist be developed of key contract provisions to enable consistent monitoring of contract compliance and performance.  Such a checklist would then be updated monthly preferably prior to approval of pay applications and be maintained in the project official files to document monitoring efforts with copies being distributed as is necessary to all key stake holders.
· Management’s current status representation as provided to the district auditor.  Albeit that management did not address all of the open issues, their representation did address that budgetary constraints did not then permit LCS to add a contract administration specialist, whereby additional finance procedures were established to help provide this pre-audit function.  However, the representation did also indicate that there was still a need for a contract specialist and that this need will be explored during the up-coming budget process for FY 09/10.  Meanwhile, RSM’s construction contract compliance reviews will continue to serve as an indication of how well our finance procedures are working toward providing oversight and review of contractor payments.  Lastly, management did note that RSM had mentioned a Phase II audit which, for the record, did not take place.
· District auditor’s commentary, disposition and recommendations.  The district auditor acknowledges and generally concurs with management’s response.  As a result, the district auditor will close three issues and leave three as partially implemented, all of which are shown in table 1.  A note of clarification is needed regarding both management and RSM appearing to have presumed that the then future hire of a district auditor would perform contract close-out procedures.  The responsibility to monitor all aspects of construction contract compliance and performance vests with LCS management.  The district auditor then comes alongside management to ensure that they are performing their monitoring responsibilities.  These are the proper responsibilities as distinguished between the district auditor and LCS management, and they are of particular importance within a one-person internal audit function.
Recommendations
RSM 5-1.  Re-consider the need during the FY 09/10 budget process for the aforementioned contract administration specialist position within LCS.  The establishment of “front-end” controls helps to ensure that large construction projects are administered properly, throughout the term of the contract, as to both parties complying with contract terms and performing per contract terms.  Until such time as either LCS considers such an individual or alternative means are established to provide the necessary oversight and review of construction contracts, contracted construction contract compliance reviews (i.e., close-out audits) will most probably have to continue and be paid for with audit fees as expended from within the office of the district auditor.

 RSM 5-2.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review. 

RSM 5-3.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration.
6.Review of Property Control – February, 2007.  
Of 13 issues posed, and as shown in table 1 above, RSM considered three issues as being open.  Within these issues, the district auditor noted six separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up as follows;
· District auditor synopsis of the open issues include the following;

· Issue #1; Reconciliation of detailed property records to the general ledger;
· Recommended that the district formally document and distribute a policy to state that source documentation needed to support/verify acquisition details be provided to the property control department.  The policy should be incorporated into the existing property control policy and procedures manual.  Albeit that finance now performs this task, the recommendation remains open pending consideration of a formal written policy (i.e., more like procedures).  

· Recommended a formal written procedure be developed to ensure that capital expenditures and capital asset detail records are reconciled at least quarterly.  Similar to the above, albeit that finance now performs this task, the recommendation remains open pending consideration of a formal written policy (i.e., more like procedures).  
· RSM’s recommendation to provide more training and to better utilize TERMS to perform these reconciliations is considered closed via finance using alternative means to accomplish in the finance department.
· Issue #10; Acquisition of technology equipment;

· Recommended that a separate financial threshold be set for tracking technology equipment as distinguished from the $1,000 capital asset threshold.  Albeit that LCS does track certain types of equipment such as CPU’s and laptops, the recommendation remains open pending LCS consideration of such a threshold.
· Recommended that LCS utilize certain FDOE Red Book approved control accounts to separately track these acquisitions.  LCS does indeed utilize these accounts such that the district auditor considers this recommendation closed.
· Issue #13; Communication of facilities projects and coding of ODP;

· Recommended implementation of a formal process to communicate facilities status of progress of completion to help ensure timely tagging and recording of new capital assets.  
· Management’s current status representation as provided to the district auditor.  Albeit that management did not address all of the open issues, their representation did address the fact that finance now performs these reconciliations, not the property control department and that external financial audits which always look at fixed asset reconciliation procedures have not reported any specific deficiencies regarding this process.
· District auditor’s commentary, disposition and recommendations.  The district auditor generally concurs with management’s response.  As the reader can see, the district auditor closed certain recommendations within several issues based upon observation and inquiry.  However, the district auditor will consider all three issues as partially implemented, all of which are shown in table 1.  Finally, issue #13 is noteworthy as it represents another example of the district’s long term challenge to improve its cross functional flow of information and communication.  
Recommendations

RSM 6-1.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review. 

RSM 6-2.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration.
7.Review of Charter Schools – May, 2007.  
Of eight issues posed, and as shown in table 1 above, RSM considered four issues as being open.  Within these issues, the district auditor noted eight separate, but certainly related (i.e., but not numbered) recommendations.  What follows will constitute the district auditor’s follow-up as follows;
· District auditor synopsis of the open issues include the following;

· Issue #1; Financial Monitoring;
· Recommended developing a tracking tool to track monthly report due dates to include when the report was received.
· Recommended developing a tracking tool to document, track and ultimately resolve outstanding issues identified upon review of monthly financial reports.
· Recommended that monthly financial reports should be compared against the prior month’s results, whereby this effort should be documented to include the initials of the reviewer, to include providing the charter school with any feedback that would require their attention.
· Issue #2; Formal monitoring of charter schools;

· Recommended that the district perform annual team site visits to all charter schools to foster monitoring and satisfy the monitoring requirements in Florida Statutes…..thereby identifying issues to be resolved.
· Recommended developing a tracking form which would list all of the items required to be submitted to LCS from each charter school.
· Issue #5; Academic monitoring;

· Recommended that academic monitoring be coordinated between the charter school reading coach and the program accountability department.
· Recommended that the charter school reading coach establish the following; a set schedule and frequency to visit charter schools, document whether and to what extent recommendations have been implemented, and provide updates to the charter school liaison.

· Issue #8; Charter school contact information;

· Recommended that a process be implemented to ensure that up-to-date charter school contact information is contained within the district’s website and official records.
· Management’s current status representation as provided to the district auditor.  Albeit that management did not address all of the open issues, their representation did address the fact that certain finance procedures had been put in place, and most importantly, RSM is currently conducting another charter school review for LCS and would follow-up upon these areas as is practicable considering that LCS has just recently appointed another charter school liaison and LCS’s finances did not allow for a program specialist to be hired.  As to the latter point, management did indicate that compensating control procedures were and will continue to be identified and implemented in finance and the charter office in that regard. 
· District auditor’s commentary, disposition and recommendations.  The district auditor generally concurs with management’s response and does recognize that this program in recent history has not been consistently managed during this time period.  Because RSM is currently in the process of executing another charter school review, the district auditor will consider all four open issues as partially implemented and will so note this status within table 1.  In addition, the district auditor will provide this section write-up to the RSM auditors for follow-up consideration, whereby RSM should be able to easily discern current status based upon their current audit plan, to include all of the initiatives that the newly appointed charter liaison has undertaken, and their prior follow-up report dated 11/26/07.
Recommendations

RSM 7-1.  Within the context of the up-coming RSM charter schools review report, determine in conjunction with the district auditor, which open recommendations within the open issues can be closed and which should remain open.  In so doing, the district auditor’s status report record and the corresponding status report record as maintained by management will be identical in this instance. If any of these open issues are still open after the RSM current review is completed, in all probability, the district auditor will close these whereby RSM’s more current report will indicate that they are open issues to be followed-up upon at a later date.
RSM 7-2.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration. As alluded to above, this may not be totally necessary as so many things have changed from RSM’s original report to the present.
8.Network Security Phase I – Risk Assessment – May, 2007.  
Due to the nature of the topic, the district auditor considers the subject matter to be privileged and confidential information in concert with several chapters within GAS, and as a result, will omit such information from this report.  As such, the District Auditor intends to follow-up upon the status of open issues with the superintendent, CFO and executive director of ETS.   As the reader can see, the recommendations are still relevant as shown below.

Recommendations
RSM 8-1.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review. 

RSM 8-2.  Consider reviewing the entire original report because the recommendations herein may not provide sufficient background to fully understand RSM’s intent. To that end, the district auditor has provided the original report to LCS management for consideration.
9.Network Security Phase II – Threat and Vulnerability Assessment – July, 2007.  
In like manner to the above report; and due to the nature of the topic, the district auditor considers the subject matter to be privileged and confidential information in concert with several chapters within GAS, and as a result, will omit such information from this report.  
As such, the District Auditor intends to follow-up upon the status of open issues with the superintendent, CFO and executive director of ETS.   As the reader can see, the recommendations are still relevant as shown below.

Recommendations
RSM 9-1.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review. 

RSM 9-2.  Consider reviewing the entire original report because the recommendations herein may not provide sufficient background to fully understand RSM’s intent. To that end, the district auditor has provided the original report to LCS management for consideration.
10.Audit of Food Services Cash Receipts – August, 2007.  
Of 12 issues posed, and as shown in table 1 above, RSM considered all 12 issues as being open.  Within these issues, the district auditor noted 12 recommendations (i.e., again not numbered), one each for each issue, but their recommendations had multiple components which made follow-up more difficult to validate all components of a compound recommendation/issue.  What follows will constitute the district auditor’s follow-up which was altered to better facilitate dealing with 12 issues, as follows:
District auditor synopsis of each of the 12 issues along with applicable portions of management’s original response and current status response and district auditor’s commentary, disposition and recommendations are all as follows;
Issue #1; Improper segregation of duties;

· RSM recommendations;
· Recommended that a second independent party review the breakfast cashier’s drawers.
· Recommended that relatives of cafeteria managers who work within cash handling functions should not be daily taking cash to the bank.
· Recommended that cafeteria managers should have a second independent party enter daily cash receipts into the system.
· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue.
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes.
Issue #2; Inadequate procedures for verification of cash;

· RSM recommendations;
· Recommended segregating verification of cash receipts with entering of daily cash into the system.

· Recommended that managers validate cash placed in the change fund bags prior to the terminal being balanced for that day.

· Recommended that cash verification sheets be signed by the cashier and the cafeteria manager only after cash has been verified for the session.

· Recommended that cash verification sheets be completed in pen ink.
· Recommended that cafeteria managers should sign off on the verification forms only after the lunch session is over and all cash is accounted for.
· Recommended that cash verification forms are completed daily and signed off by the cashier and the cafeteria manager.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue.
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #3; Inadequate safeguards of cash during end of day close;

· RSM recommendations;

· Recommended that the cafeteria manager lock the safe at all times while not in use.
· Recommended that cashiers have a designated, separate and secure area to balance their terminals at day end.

· Recommended that delivery of goods by external parties be discouraged during the cash close out time frame.

· Recommended that external doors be secured during the end of the day reporting to enhance physical safeguards.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue.
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #4; Transactions can be edited after session is closed without proper backup;

· RSM recommendations;

· Recommended that all transactions that are adjusted/altered on the GHI system on the cafeteria manager’s terminal be properly documented, supported and approved by the cafeteria manager and district personnel.
· Recommended that food services personnel monitor the above mentioned adjustments for reasonableness at minimum monthly.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue.
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #5; Unrestricted access to cafeteria manager’s office – including computer, cash and safe;
· RSM recommendations;

· Recommended that managers limit access to their office by locking their door when not occupied.
· Recommended that managers either log-off their terminals or program their terminal to log-off automatically when away from their desk.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue.
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #6; Counterfeit pens are not consistently used to verify cash;

· RSM recommendations;

· Recommended that counterfeit pens be utilized for bills greater than $20.
· Recommended that counterfeit pens be issued to all cashiers at the beginning of the school year and reissued as necessary.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue.  Albeit that RSM recommended $20 and above, the district auditor noted that these pens are being used for bills in denominations of $10 and above.
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #7; SAS #70 report;

· RSM recommendations;

· Recommended that management obtain a more current SAS #70 report for JKL company
· Recommended that such SAS #70 reports should be requested annually and evaluated annually.

· Recommended that food services and finance work together to properly evaluate the significance of the SAS #70 report, once received.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Albeit that RSM’s report indicated that they cited a SAS #70 report from a prior period, and management’s initial response indicated that they would obtain this report for the current period, at this writing, management is attempting to obtain this report.
· District auditor’s commentary, disposition and recommendations;
· The district auditor will keep this issue open until such time that LCS receives a current SAS #70 report and evaluates it to determine if the JKL company software is working as intended.  
Issue #8; Inconsistent process around satellite school daily cash reporting;

· RSM recommendations;

· Recommended that cash verification procedures be developed for these schools similar to procedures employed by food services for the main cafeteria.
· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that this recommendation has been adequately addressed and implemented to enable the district auditor to completely close this issue. 
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #9; Lack of rotation of cashiers;

· RSM recommendations;

· Recommended a policy and procedures update to reflect a requirement to rotate cashiers.

· Recommended that training for cafeteria managers be updated to reflect the importance of cashier rotation as an effective control.

· Recommended that cafeteria managers rotate cashiers monthly between terminals.
· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that these recommendations have been adequately addressed and implemented to enable the district auditor to completely close this issue. 
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Issue #10; Inadequate safeguarding of student pin numbers;

· RSM recommendations;

· Recommended that policy and procedures be updated to provide additional guidance for how to validate student identity when issues on pin numbers arise and the annual in-service training for cafeteria managers.
· Recommended that the pin number keypad be placed in an area that is not in full view of other students.

· Recommended that cashiers should ask all students to state their name every time they enter their pin number.

· Management current status response to include applicable portions of their original management response to the RSM report;
· Except for placing the keypad in a more secure area whereby the district auditor was not provided with the current status; based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that the other two recommendations have been adequately addressed and implemented.  Therefore, the district auditor will keep the issue open and denote as partially implemented at this time. 
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue will remain open for audit tracking purposes until such time that the district auditor receives evidence as needed to close per above.
Issue #11; Lack of monitors and non-recording cameras in cafeterias.

· RSM recommendations;

· Recommended that cameras are installed with reviewable footage that monitors each cashier.
· Recommended that the board attorney evaluate any legal issues of monitoring staff with cameras.

· Management current status response to include applicable portions of their original management response to the RSM report;
· The original management response alluded to the installation of cameras in all new cafeterias while current management response indicated that although cameras were installed in the East Ridge middle school cafeteria in August, 2008, and due to budget constraints, installation of cameras in new school specifications is not a given and will be recommended and that it is not financially feasible to install cameras in existing schools, but that this would be evaluated during the FY 09/10 budget process.
· District auditor’s commentary, disposition and recommendations;
· The district auditor will keep this issue open until such time as the new superintendent officially decides on a future course of action, whether to buy cameras for all schools or not to buy and thus assume the risk of none implementation.
Issue #12; Cash not removed from machines on a consistent basis;

· RSM recommendations;

· Recommended that cash from vending machines be retrieved at least weekly and verified by the party retrieving the cash and the cafeteria manager.  

· Management current status response to include applicable portions of their original management response to the RSM report;
· Based upon management’s initial response and actions previously taken in September of 2007, in concert with newly appointed management’s subsequent actions to ensure that previous enhancements continue to be effective, there is sufficient evidence to indicate that this recommendation has been adequately addressed and implemented to enable the district auditor to completely close this issue. 
· District auditor’s commentary, disposition and recommendations;
· As is stated above, this issue has been closed for audit tracking purposes
Recommendations

RSM 10-1.  Study all open recommendations within the open issues and provide a written report to the district auditor as to disposition intent of each issue recommendation. Once received, the district auditor will consider closing the open issue to include its recommendation(s) and will note as such within the next district auditor follow-up review. 

RSM 10-2.  Consider reviewing the original report’s closed issues and recommendations made therein for applicability and propriety going forward. To that end, the district auditor has provided the original report to LCS management for consideration.
11.Audit of 2007 Student Computer Lease Procurement – October, 2007.  
This report resulted from a special request by one of the board members whereby the objective was to validate the procurement process involving the student computer lease procurement with regard to the summer of 2007 refresh of computers.  Based upon RSM’s work, the process was validated and resulted in the receipt of over 5,000 DEF company computers at the stated contract price.  In executing the objective of this special project, RSM did recommend the following which was taken directly from their report as follows;

 “We recommend the district update procurement policies to re-address and standardize at a minimum;
· Board established thresholds for all types of purchases 

· Standard operating procedures for piggy-backing and the RFQ process to include timeliness, consistency with vendors, selection and ranking of bidders and awarding criteria 

· Communication with vendors including an outline of limitations.
 

We noted that purchasing is in the process of revising the existing policies and has been working with the chairman of the board.  We reviewed the training power point document and proposed new forms provided by the purchasing department and believe it will adequately address the recommended updates outlined above.”
It is clear that at the time RSM completed their report, the district had not formally incorporated the above precepts into existing LCS policy.  However, and upon discussion with the purchasing manager, the district auditor was informed that current LCS policy 7.70 does indeed contain the essence of the above recommendations, and that LCS is in the process of updating its policy to provide further clarity and plans to train all staff in this regard.  Based upon the main objective of this special project and management’s prior work done (e.g. to include a training presentation, updates on the purchasing website, etc.) and near future intent, there is no need for the district auditor to keep the recommendation open, thus it is reported as closed in table 1.
12.Review of Internal Accounts – November, 2007.  
Unlike the majority of the open recommendations made within the audit of internal accounts in #2 above, the majority of which pertained to actions to be considered by the district, the recommendations made in this review were all pertinent to individual schools as reflected in the report’s overall comments graph.  Each type of finding noted was followed-up upon via current year testing as reported within the recent review of internal accounts FY 08/09-2 report, which is shown as #31 within the master list of reports per attachment B herein.  Therefore, for audit tracking purposes, there is no value to keep these 13 issues open, thus the district auditor will close all issues at this time under the caption of “alternative means employed”.     
To reiterate relevant statements made by management as shown in #2 above; these school level findings are continuing deficiencies whereby more concentrated and consistent training and district support is needed to ultimately correct them.  Management went on to state that the replacement for the recently retired school accounting specialist will be a key as to whether the district will succeed in corrective actions at the school level, to include not only being able to drive needed process improvements, but also to be able to annually perform the field work for this audit, which is a recurring gross cost avoidance to the district of approximately $50k, along with the necessity for the district to obtain an unqualified external audit opinion on this agency fund within the district.  And, as stated above in #2; the district auditor was informed by the superintendent that the chief of administration will begin to play an active role in driving improvement, along with finance in conjunction with the aforementioned replacement for the school accounting specialist. 
Recommendation
RSM 12-1.  Consider expediting the hire of the above mentioned school accounting specialist as this individual will play a key role in monitoring internal accounts at the school level, while beginning to be trained as to the audit role this individual will assume each year. In so doing, play particular attention to the aforementioned open recommendations in report #2 above, which are directed at the district level. 
Attachment A:  List of RSM projects

	Description
	Report Date
	Scope included?

	1.  Review of the Payroll Process
	Jun 04
	Yes

	2.  Audit of Internal Accounts 
	Feb 05
	Yes

	3.  Review of Sick Leave Bank
	Jul 05
	Yes

	4.  Audit of Full Time Equivalent Student Membership
	Nov 05
	Yes

	5.  Audit of Facilities Construction Phase I
	Apr 06
	Yes

	6.  Review of Property Control
	Feb 07
	Yes

	7.  Review of Charter Schools
	May 07
	Yes

	8.  Network Security Phase I – Risk Assessment
	May 07
	Yes

	9.  Network Security Phase II – Threat and Vulnerability Assessment
	Jul 07
	Yes

	10.Audit of Food Services – Cash Receipts
	Aug 07
	Yes

	11.Audit of 2007 Student Computer Lease Procurement
	Oct 07
	Yes

	12.Review of Internal Accounts
	Nov 07
	Yes

	13.Report of Timekeeping
	Dec 07
	A

	14.IT Access Control (public and closed portions)
	Jan 08
	A

	15.Review of Mount Dora High School
	May 08
	A

	16.Audit of Control of Positions
	May 08
	A

	17.Review of Additions to South Lake High School
	Aug 08
	A

	18.Review of Minneola Elementary Charter School Replacement
	Jan 09
	A

	-   Review of Carver Middle School – still pending
	N/A
	No


Key:
A – to be considered during subsequent follow-up reviews
Attachment B.  Master List of reports to be followed-up upon
in report date order

Key:
RSM
RSM McGladrey

PG
Purvis Gray

AG
Auditor General

DA
District Auditor

	
	Auditor
	Description
	Report

Date
	Has district auditor performed follow-up?

Yes                  No
	Comments

	1
	RSM
	Review of the Payroll Process
	Jun 04
	Yes
	
	

	2
	RSM
	Audit of Internal Accounts 
	Feb 05
	Yes
	
	

	3
	RSM
	Review of Sick Leave Bank
	Jul 05
	Yes
	
	

	4
	RSM
	Audit of Full Time Equivalent Student Membership
	Nov 05
	Yes
	
	

	5
	RSM
	Audit of Facilities Construction Phase I
	Apr 06
	Yes
	
	

	6
	RSM
	Review of Property Control
	Feb 07
	Yes
	
	

	7
	RSM
	Review of Charter Schools
	May 07
	Yes
	
	RSM will perform follow-up during their FY 08/09 charter school review

	8
	RSM
	Network Security Phase I – Risk Assessment
	May 07
	Yes
	
	

	9
	AG
	FEFP FTE Students and Transportation
	Jun 07
	
	
	

	10
	PG
	Compliance report in accordance with OMB Circular A-133
	Jun 07
	
	
	

	11
	PG 
	Report on internal control of financial reporting etc. in accordance with GAS
	Jun 07
	
	
	

	12
	PG
	Management letter
	Jun 07
	
	
	

	13
	RSM
	Network Security Phase II – Threat and Vulnerability Assessment
	Jul 07
	Yes
	
	

	14
	RSM
	Audit of Food Services – Cash Receipts
	Aug 07
	Yes
	
	

	15
	RSM
	Audit of 2007 Student Computer Lease Procurement
	Oct 07
	Yes
	
	

	16
	RSM
	Review of Internal Accounts
	Nov 07
	Yes
	
	

	17
	RSM
	Report of Timekeeping
	Dec 07
	
	
	

	18
	RSM
	IT Access Control (public and closed portions)
	Jan 08
	
	
	

	19
	DA
	Review of NIET TAP FY 07/08-1
	Mar 08
	
	
	

	20
	DA
	Review of VPK FY 07/08-2
	May 08
	
	
	

	21
	RSM
	Review of Mount Dora High School
	May 08
	
	
	

	22
	RSM
	Audit of Control of Positions
	May 08
	
	
	

	23
	DA
	Review of NIET TAP FY 07/08-3
	Jun 08
	
	
	

	24
	AG
	Report on internal control of financial reporting etc. in accordance with GAS 
	Jun 08
	
	
	

	25
	AG
	Compliance report in accordance with OMB Circular A-133 
	Jun 08
	
	
	

	26
	AG
	Operational audit of LCS
	Jun 08
	
	
	

	27
	PG
	Management letter – internal funds
	Jun 08
	
	
	

	28
	PG
	Report on internal control of financial reporting etc. in accordance with GAS – internal funds
	Jun 08
	
	
	

	29
	RSM
	Review of Additions to South Lake High School
	Aug 08
	
	
	

	30
	DA
	Review of Title I FY 08/09-1
	Nov 08
	
	
	

	31
	DA
	Review of Internal Accounts FY 08/09-2
	Jan 09
	
	
	

	32
	RSM
	Review of Minneola Elementary Charter School Replacement
	Jan 09
	
	
	

	-
	RSM
	Review of Carver Middle School – still pending
	N/A
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1.  Reports with recommendations are completed by district auditor (DA), co-sourced firms and various external 

auditors.

2.  DA receives a copy of all reports.

3.  Allowing time for clients to implement, DA then selects reports to be followed-up upon.  

-Rule of thumb; allow about 6 months

-At LCS, must work the backlog first and must have total cooperation

4.  Follow-up audit(s) then incorporated into the board approved internal audit plan

5.  Follow-up worksheets then prepared to show finding, recommendation(s), response/parties/ETC

6.  Follow-up worksheets then given to client(s) for them to insert the current status of implementation

-Request attached supporting backup to facilitate DA validation process in #7

7.  Completed follow-up worksheets then given back to DA who performs audit validation to determine propriety of 

client current status.

-Evidences are physical, testimonial, documentary and analytical

-Is recommendation still valid?  If not and OBE, then DA will close recommendation

-DA examines evidence and determines which recommendations to close and which to report as still open

8.  DA then drafts a report and reviews with superintendent and CFO and agreement by consensus must take place.

-Attempt to avoid “disagree” which is a lose-lose for all parties involved

9.  DA then finalizes the report and;

-Presents to the audit committee for discussion and motion to move forward to the board

-Presents report to the board for acceptance into the public record, like all other reports.

-The process starts over and is continuous

10. Other comments

-This effort is not the same as performing a follow-up audit!  LCS has not provided the audit staff budget for the 

DA/staff to perform follow-up audits.

-This effort is to FOLLOW-UP ON THE STATUS OF IMPLEMENTATION OF REPORT RECOMMENDATIONS, 

using audit tools and techniques well grounded and proven.

-This effort should be a learning tool for everyone involved and should shed light on the value of audit by looking 

at e.g. percentage of audit recommendations that were implemented. 

-Only the Auditor (i.e., DA, RSM in the past) can close a recommendation.
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INTERNAL AUDIT MISSION & OBJECTIVE:





To provide leadership in the promotion of accountability and integrity within Lake County Schools (LCS).  





To assist in the effective discharge of the school board and superintendent’s responsibility to maintain 1) effective and efficient operations, 2) reliability of financial and operational reporting, 3) compliance with laws and regulations, and 4) safeguarding of LCS assets.  Reporting independently to the school board, through LCS’s advisory audit committee, the District Auditor comes alongside management to help them achieve their goals and objectives.  This, in turn, helps LCS achieve its stated mission through goal achievement.
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2.  DA receives a copy of all reports.
3.  Allowing time for clients to implement, DA then selects reports to be followed-up upon.  
	-Rule of thumb; allow about 6 months
	-At LCS, must work the backlog first and must have total cooperation
4.  Follow-up audit(s) then incorporated into the board approved internal audit plan
5.  Follow-up worksheets then prepared to show finding, recommendation(s), response/parties/ETC
6.  Follow-up worksheets then given to client(s) for them to insert the current status of implementation
	-Request attached supporting backup to facilitate DA validation process in #7
7.  Completed follow-up worksheets then given back to DA who performs audit validation to determine propriety of client current status.
	-Evidences are physical, testimonial, documentary and analytical
	-Is recommendation still valid?  If not and OBE, then DA will close recommendation
	-DA examines evidence and determines which recommendations to close and which to report as still open
8.  DA then drafts a report and reviews with superintendent and CFO and agreement by consensus must take place.
	-Attempt to avoid “disagree” which is a lose-lose for all parties involved
9.  DA then finalizes the report and;
	-Presents to the audit committee for discussion and motion to move forward to the board
	-Presents report to the board for acceptance into the public record, like all other reports.
	-The process starts over and is continuous
10. Other comments
	-This effort is not the same as performing a follow-up audit!  LCS has not provided the audit staff budget for the DA/staff to perform follow-up audits.
	-This effort is to FOLLOW-UP ON THE STATUS OF IMPLEMENTATION OF REPORT RECOMMENDATIONS, using audit tools and techniques well grounded and proven.
	-This effort should be a learning tool for everyone involved and should shed light on the value of audit by looking at e.g. percentage of audit recommendations that were implemented. 
	-Only the Auditor (i.e., DA, RSM in the past) can close a recommendation.


ATTACHMENT C:  FOLLOW-UP PROCESS FLOW CHART







Completed reports


Select reports to F/U:
F(time)



Reports selected for F/U



Prepare F/U work-
sheets


F/U worksheets
Sent to owners to complete status


Completed worksheets sent to DA for audit validation


Write report and present to AC and board


End


Steve Wolkmir


N/A


Follow-up process


District Auditor


Incorporate into board approved audit plan


End



_1267078852.doc
[image: image1.png]





 












