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From: Collins, Kelly (SAO

To: SAQ Public Records; Woelfle, Scott (SAQ)

Subject: FW: Request for Workpapers Regarding North Kitsap School District Audit
Date: Friday, September 16, 2022 3:18:01 PM

Attachments: 10-19-08588 (3).pdf

Let’s discuss on Monday before any action is taken.

From: Hume, Victoria <Victoria.Hume@ed.gov>

Sent: Friday, September 16, 2022 9:40 AM

To: Collins, Kelly (SAO) <collinsk@sao.wa.gov>

Subject: Request for Workpapers Regarding North Kitsap School District Audit

External Email

Dear Ms. Collins,

Hello, this Victoria Hume with the U.S. Department of Education Office of Elementary and Secondary
Education. | am reaching out to request the work papers for Finding 2019-001 from your audit of the
North Kitsap School District for the audit period 09/01/2018- 08/31/2019. A copy of that report has
been attached to this email for your convenience.

Pursuant to OMB A-133, Section ___.515(b), you are required to provide the Department with your
working papers for this finding. This section states:

(b) Access to working papers. Audit working papers shall be made available upon request to the
cognizant or oversight agency for audit or its designee, a Federal agency providing direct or indirect
funding, or GAO at the completion of the audit, as part of a quality review, to resolve audit findings,
or to carry out oversight responsibilities consistent with the purposes of this part. Access to working
papers includes the right of Federal agencies to obtain copies of working papers, as is reasonable
and necessary.

Please respond to this email with a date by which you anticipate being able to provide the work
papers for Finding 2019-001.

Sincerely,
Victoria Hume

U.S. Department of Education
400 Maryland Avenue, SW
Washington, DC 20202-6400
Phone: 202-205-2161
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

North Kitsap School District No. 400
September 1, 2018 through August 31, 2019

SECTION I - SUMMARY OF AUDITOR’S RESULTS

The results of our audit of North Kitsap School District No. 400 are summarized below in
accordance with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).

Financial Statements

We issued an unmodified opinion on the fair presentation of the District’s financial statements in
accordance with its regulatory basis of accounting. Separately, we issued an adverse opinion on
the fair presentation with regard to accounting principles generally accepted in the United States
of America (GAAP) because the financial statements are prepared using a basis of accounting
other than GAAP.

Internal Control over Financial Reporting:

o Significant Deficiencies: We reported no deficiencies in the design or operation of internal
control over financial reporting that we consider to be significant deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.

We noted no instances of noncompliance that were material to the financial statements of the
District.

Federal Awards

Internal Control over Major Programs:

e Significant Deficiencies: We identified deficiencies in the design or operation of internal
control over major federal programs that we consider to be significant deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.
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We issued an unmodified opinion on the District’s compliance with requirements applicable to its
major federal program.

We reported findings that are required to be disclosed in accordance with 2 CFR 200.516(a).

Identification of Major Federal Programs

The following program was selected as a major program in our audit of compliance in accordance
with the Uniform Guidance.

CFDA No. Program or Cluster Title
84.041 Impact Aid

The dollar threshold used to distinguish between Type A and Type B programs, as prescribed by
the Uniform Guidance, was $750,000.

The District qualified as a low-risk auditee under the Uniform Guidance.

SECTION Il - FINANCIAL STATEMENT FINDINGS

None reported.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED
COSTS

See Finding 2019-001.
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SCHEDULE OF FEDERAL AWARD FINDINGS AND
QUESTIONED COSTS
North Kitsap School District No. 400
September 1, 2018 through August 31, 2019

2019-001 The District did not have adequate internal controls to ensure
compliance with federal Impact Aid program cost principles.

CFDA Number and Title: 84.041 — Impact Aid

Federal Grantor Name: U.S. Department of Education
Federal Award/Contract Number: N/A

Pass-through Entity Name: N/A

Pass-through Award/Contract

Number: N/A

Questioned Cost Amount: $61,101

Description of Condition

The objective of the Impact Aid program is to provide financial assistance to local
educational agencies whose local revenues or enroliments are adversely affected by
federal activities. These activities include the federal acquisition of real property or
the presence of children residing on tax-exempt federal property or residing with a
parent employed on tax-exempt federal property (“federally connected” children).
Payments are made based on the number of federally connected children reported
on an annual application, with additional funds provided for certain federally
connected children with disabilities. During the 2018-19 school year, the District
received $1,411,842 in Impact Aid funds. Of this amount, it received $195,566 for
federally connected children with disabilities.

Much of the funding received was not subject to allowable costs/cost principles
requirement. However, those requirements are applicable to the funding it receives
for federally connected children with disabilities to conduct programs or projects
for the free appropriate public education of the federally connected children with
disabilities who generated those funds.

The District used the funding received for federally connected children with
disabilities to pay the salaries and benefits of special education staff. Of the total
$195,566 in payroll costs, the District posted a journal entry to transfer $82,189 in
costs from the Federal Special Education program to the Impact Aid program. We
reviewed the payroll transactions to determine if the District supported salaries and
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benefits charged to Impact Aid with adequate time and effort documentation as
required by federal regulations. The District provided time-and-effort
documentation to show staff worked with children with disabilities but did not show
that those students were federally connected.

Federal regulations require recipients of federal funds to establish and follow
internal controls to ensure compliance with program requirements. These controls
include understanding grant requirements and monitoring the effectiveness of
program controls. We found the District’s internal controls were not adequate to
ensure compliance with the allowable costs principles applicable to funding
received to support federally connected special education students. We consider
this deficiency in internal controls to be a significant deficiency.

This issue was not reported as a finding in the prior audit.

Cause of Condition

District staff were aware of time-and-effort requirements and thought the time and
effort documentation used in the Federal Special Education program would be
sufficient to meet Impact Aid program requirements. Staff were not aware that
when it charged the payroll costs to the Impact Aid program, the time and effort
documentation must demonstrate the charged costs served only federally connected
children with disabilities.

Effect of Condition and Questioned Costs

Although the District did not have adequate time-and-effort documentation for the
$82,189 in payroll costs charged to the Impact Aid program, the District provided
alternative documentation to show special education staff worked with federally
connected children with disabilities, supporting payroll costs of $21,088. The
District did not provide support that staff worked with federally connected students
for the remaining $61,101 in payroll costs. Therefore, we are questioning these
costs. The District’s noncompliance with grant requirements could jeopardize
future federal funding and might require it to return federal funds to the grantor.

Recommendation

We recommend the District establish and follow adequate internal controls and
monitoring to ensure it complies with all federal compliance requirements for its
Impact Aid grant. This includes obtaining adequate time-and-effort documentation
to support staff worked with federally connected children with disabilities.
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District’s Response

North Kitsap School District personnel in the Special Education Department and
the Business Department did not fully understand the requirements for
documentation of the Federal Impact Aid funding for federally connected special
education children. Thus the documentation to connect expenditures using a
detailed account code string to specific federally connected children was not
completed. However, regardless of the insufficient documentation, the North
Kitsap School District incurred more total expenditures for Special Education
Children, including federally connected children, far in excess of the revenues
received from all state and federal sources. Local levy revenues of $1,292,388 were
used to supplement Special Education revenues from state and federal sources.
While the Federal Impact Aid revenues received does not have all the
documentation required, the federal revenues were utilized to support the Special
Education needs of the federally connected Special Education children.

Auditor’s Remarks

We appreciate the District’s commitment to resolve the finding and thank the
District for its cooperation and assistance during the audit. We will review the
corrective action taken during the next regular audit.

Applicable Laws and Regulations

The American Institute of Certified Public Accountants defines significant
deficiencies and material weaknesses in its Codification of Statements on Audition
Standards, section 935, Compliance Audits, paragraph 11.

Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance), section 516, Audit findings, establishes reporting
requirements for audit findings.

Title 2 CFR Part 200, Uniform Guidance, section 303 Internal controls, establishes
internal control requirements for management of Federal awards to non-Federal
entities.

Title 2 CFR Part 200 Uniform Guidance, Subpart E, Cost Principles, — establishes
requirements for determining allowable costs and supporting costs allocated to
federal programs.

Office of Superintendent of Public Instruction (OSPI) Addendum to
Bulletin 048-17, Federal Fiscal Policy, establishes requirements for documenting
time-and-effort for employees that work in federal programs.
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
EACH MAJOR FEDERAL PROGRAM AND REPORT ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH THE UNIFORM GUIDANCE

North Kitsap School District No. 400
September 1, 2018 through August 31, 2019

Board of Directors
North Kitsap School District No. 400
Poulsbo, Washington

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM

We have audited the compliance of North Kitsap School District No. 400, with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB)
Compliance Supplement that could have a direct and material effect on each of the District’s major
federal programs for the year ended August 31, 2019. The District’s major federal programs are
identified in the accompanying Schedule of Findings and Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the District’s major federal
programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and the audit
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).
Those standards and the Uniform Guidance require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
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referred to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about the District’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. Our audit does not provide a legal determination on the District’s compliance.

Opinion on Each Major Federal Program

In our opinion, the District complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended August 31, 2019.

Other Matters

The results of our auditing procedures disclosed an instance of noncompliance with those
requirements, which is required to be reported in accordance with the Uniform Guidance and
which is described in the accompanying Schedule of Federal Award Findings and Questioned
Costs as Finding 2019-001. Our opinion on each major federal program is not modified with
respect to these matters.

District’s Response to Findings

The District’s response to the noncompliance findings identified in our audit is described in the
accompanying Schedule of Federal Award Findings and Questioned Costs. The District’s response
was not subjected to the auditing procedures applied in the audit of compliance and, accordingly,
we express no opinion on the response.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the District is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning
and performing our audit of compliance, we considered the District’s internal control over
compliance with the types of requirements that could have a direct and material effect on each
major federal program in order to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major federal
program and to test and report on internal control over compliance in accordance with the Uniform
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serves to disseminate information to the public as a reporting tool to help citizens assess government
operations.

N ﬂzz{%%

Pat McCarthy
State Auditor
Olympia, WA

July 20, 2020
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design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the District’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant account estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Unmodified Opinion on Regulatory Basis of Accounting (Accounting Manual)

As described in Note 1, the District has prepared these financial statements to meet the financial
reporting requirements of state law using accounting practices prescribed by the Accounting
Manual. Those accounting practices differ from accounting principles generally accepted in the
United States of America (GAAP). The difference in these accounting practices is also described
in Note 1.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of North Kitsap School District No. 400, as of August 31, 2019, and the
changes in financial position thereof for the year then ended in accordance with the basis of
accounting described in Note 1.

Basis for Adverse Opinion on U.S. GAAP

Auditing standards issued by the American Institute of Certified Public Accountants (AICPA)
require auditors to formally acknowledge when governments do not prepare their financial
statements, intended for general use, in accordance with GAAP. GAAP requires presentation of
government-wide financial statements to display the financial position and changes in financial
position of its governmental activities.

As described in Note 1, the Accounting Manual does not require the District to prepare the
government-wide financial statements, and consequently such amounts have not been determined
or presented. We are therefore required to issue an adverse opinion on whether the financial
statements are presented fairly, in all material respects, in accordance with GAAP.

Adverse Opinion on U.S. GAAP

The financial statements referred to above were not intended to, and in our opinion they do not,
present fairly, in accordance with accounting principles generally accepted in the United States of
America, the financial position of North Kitsap School District No. 400, as of August 31, 2019, or
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the changes in financial position or cash flows thereof for the year then ended, due to the
significance of the matter discussed in the above “Basis for Adverse Opinion on U.S. GAAP”
paragraph.

Matters of Emphasis

As discussed in Note 14 to the financial statements, in February 2020, a state of emergency was
declared that could have a negative financial effect on the District. Our opinion is not modified
with respect to this matter.

Other Matters
Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements taken as
a whole. The Schedule of Expenditures of Federal Awards is presented for purposes of additional
analysis as required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance). The Schedule of Long-Term Liabilities is also presented for purposes of
additional analysis, as required by the prescribed Accounting Manual. These schedules are not a
required part of the financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to
prepare the financial statements. The information has been subjected to the auditing procedures
applied in the audit of the financial statements, and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the financial statements taken as a whole.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated July 20,
2020 on our consideration of the District’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral
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part of an audit performed in accordance with Government Auditing Standards in considering the
District’s internal control over financial reporting and compliance.

N %zz{%%

Pat McCarthy
State Auditor
Olympia, WA

July 20, 2020
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‘ h Business Office
f 18360 NE Caldart Avenue
'\I‘l.l. Poulsbo, WA 98370

NORTH KITSAP (360)-396-3010
Nkschools.org

CORRECTIVE ACTION PLAN FOR FINDINGS REPORTED UNDER
UNIFORM GUIDANCE

North Kitsap School District No. 400
September 1, 2018 through August 31, 2019

This schedule presents the corrective action planned by the District for findings reported in this report in
accordance with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).

Finding ref number: | Finding caption:
2019-001 The District did not have adequate internal controls to ensure compliance with
Federal Impact Aid program cost principles.

Name, address, and telephone of District contact person:

Jason Rhoads, Executive Director of Business, Finance and Operations
18360 Caldart Avenue N.E.

Poulsbo, WA 98370

Tel: (360) 396-3010

Corrective action the auditee plans to take in response to the finding:

North Kitsap School District has already taken steps to start correcting issues described in Finding
2019-001.

To assure our understanding and compliance with federal Impact Aid program cost principles we have
obtained Addendum 048-17, Federal Fiscal Policy, from the Superintendent of Public Instruction
(OSPI) that establishes requirements for documenting time and effort for employees that work in the
federal program.

We now understand the grant requirements that all employees charged to Impact Aid grant must
document time and effort they spent working specifically with federally connected children. We are in
the process of establishing internal controls to assure that payroll costs charged to program 29
(federally connected children with disabilities) will have adequate time and effort documentation.

Our District appreciates the State Auditor’s recommendations and will establish monitoring procedures
to assure the effectiveness of internal controls.

Anticipated date to complete the corrective action: August 31, 2020
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ABOUT THE STATE AUDITOR’S OFFICE

The State Auditor’s Office is established in the state’s Constitution and is part of the executive branch of
state government. The State Auditor is elected by the citizens of Washington and serves four-year terms.

We work with our audit clients and citizens to achieve our vision of government that works for citizens,
by helping governments work better, cost less, deliver higher value, and earn greater public trust.

In fulfilling our mission to hold state and local governments accountable for the use of public resources,
we also hold ourselves accountable by continually improving our audit quality and operational efficiency
and developing highly engaged and committed employees.

As an elected agency, the State Auditor’s Office has the independence necessary to objectively perform
audits and investigations. Our audits are designed to comply with professional standards as well as to
satisfy the requirements of federal, state, and local laws.

Our audits look at financial information and compliance with state, federal and local laws on the part of
all local governments, including schools, and all state agencies, including institutions of higher education.
In addition, we conduct performance audits of state agencies and local governments as well as fraud, state
whistleblower and citizen hotline investigations.

The results of our work are widely distributed through a variety of reports, which are available on our
website and through our free, electronic subscription service.

We take our role as partners in accountability seriously, and provide training and technical assistance to
governments, and have an extensive quality assurance program.

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (564) 999-0950

Toll-free Citizen Hotline | (866) 902-3900

Website | www.sao.wa.qov
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https://www.sao.wa.gov/report-a-concern/how-to-report-a-concern/fraud-program/


https://www.sao.wa.gov/report-a-concern/how-to-report-a-concern/whistleblower-program/


https://www.sao.wa.gov/report-a-concern/how-to-report-a-concern/the-citizen-hotline/


https://www.sao.wa.gov/reports-data/audit-reports/


https://www.sao.wa.gov/about-sao/sign-up-for-news-alerts/


mailto:PublicRecords@sao.wa.gov
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E-mail: Victoria.hume@ed.gov



mailto:Victoria.hume@ed.gov



