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PURPOSE:  To present a bullet point key word outline of the key tenants of this report to expedite the board’s time to accept the report into the public record.  

METHOD:  The district auditor will brief the board on each bullet point. 

RATIONALE/FUTURE USE/RESPONSIBLE PARTIES:  Given the purpose, all subsequent actions as to either implementation or none implementation of open RSM issues/recommendations will be the domain of the new superintendent, in conjunction with designated staff.  

KEY WORD OUTLINE
Roles and responsibilities – a cross functional effort between multiple parties;

· RSM.  The audit firm who authored these 12 reports which contain auditor recommendations.

· LCS board.  Is responsible for oversight and governance to ensure that this activity is executed in the proper manner.

· LCS district auditor.  
· Per standards (Pg 5 of report); responsible for determining the current status of implementation of RSM reported open issues/recommendations as of their November, 2007 last status up-date. 
· Per standards (Pg 5 of report); responsible for tracking still open issues/recommendations on a go forward basis until such time as evidence provided by the superintendent/designees warrants closure. 

· Per standards (Pg 5 of report); to evaluate the risks of none implementation decisions; to escalate those decisions where potentially excessive risk is being assumed and/or to consider the risks assumed in future audit planning risk assessments.
· High level presentation to the board to facilitate understanding, which compliments the efforts of the superintendent
· LCS CFO.  Superintendent’s designee to help facilitate this effort between all affected LCS departments and the district auditor.

· LCS superintendent.

· Per standards (Pg 5 of report); as owner of all LCS programs and activities and a direct report to the LCS board; is fundamentally responsible for addressing auditor findings and recommendations and for establishing and maintaining a process to track status of implementation. 
· For providing the district auditor with periodic (i.e., 4-6 months or sooner) status updates on LCS’ intent to implement or not to implement to include proof of implementation.
· Compliments the efforts of the district auditor.
· LCS affected department heads and staff.  

· Responsible for actual implementation of issues/recommendations when warranted and for providing data to immediate superiors to e.g. justify none implementation.

· Major stake-holders include;

· Various other departments who have a stake in the subject matter and substance of each of the report’s findings, recommendations, intent to implement or intent not to implement.
· LCS contracted board attorney.  When needed to provide legal guidance (e.g. within RSM report #10 issue #11 of the report).
Purpose of this project;

· 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. 
· To provide the superintendent with a de facto 1-stop-shop document to assist in her fundamental responsibilities.

Project authority, scope and methodology in brief;
· Authority.  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. 

· Scope.  RSM’s first 12 reports’ open issues/recommendations per attachment A.

· Methodology.  All evidences used, as was necessary, to determine and validate status of implementation; testimonial, documentary, physical and analytical.  Only the auditor (i.e., RSM in the past and the District Auditor now and going forward) can close an issue/recommendation for audit tracking purposes.

Project efforts that adds value;
· Enhances accountability and transparency by defining everyone’s roles and responsibilities and thereafter, to enable all parties to execute their roles.
· District Auditor and Superintendent/staff roles and responsibilities compliment one another and provide the board with a better gauge by which to perform their governance function.

· Promotes enhanced monitoring and information flow, two key internal control components of particular importance in organizations with a headquarters and multiple operating units like a school district.

· Provides the superintendent with a de facto blue-print of recent history to allow her to begin to execute her fundamental responsibilities; e.g. see attachment B master list of reports. 
· Shows that audit report topics are most often cross functional in nature such that everyone must understand the others’ roles and responsibilities.

· Proposes general and project specific recommendations; the former as to what is required in the near future and the latter to highlight several noteworthy items.
· Provides the board with reasonable assurance as to how LCS management is progressing in addressing and implementing auditor recommendations.

· Provides everyone with a general understanding of the audit follow-up process per attachment C and the District Auditor’s strategic intent to continue to perform these types of follow-up reviews.
Project assumption, major findings and conclusions;

· Assumes (i.e., correctly) that auditor recommendations add value to LCS whether implemented or not.
· Is a new process for a new superintendent, several new staff in new positions and a relatively new District Auditor, whereby everyone will improve on how the process works going forward.

· Prior management appears to have made progress in implementing outstanding recommendations.  Further, current management appears intent on accelerating making progress on recommendations that have been partially implemented and reported as still open in table 1 herein.  Here are the results per table 1.

· 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.
· Possible reasons why further progress has not been made include (see report Executive Summary for detailed write-up), but not be limited to;
· Tone at the top of prior management appeared not supportive.
· Organizational dynamics in particular the position of CFO.

· Budgetary constraints.

· Lack of staff time beyond their production cycle.

· Auditor conclusion:  Findings are as expected.

· District auditor recommendations within the report;

· General.  In 11 of 12 reports; for the superintendent to provide periodic status updates and where needed, for the superintendent to review RSM’s previously closed recommendations.

· Specific.  Recommendations were made in report #’s; 1,4,5,7 and 12.  Please refer to these reports.

· Snap-shot of selected individual projects;

· Review of the payroll process June, 2004.  Will incorporate all open issues and recommendations with RSM Timekeeping report (see attachment B #17) whereby LCS will form a cross functional team to reengineer certain processes.

· Selected open recommendation and District Auditor consideration that require the hire of individuals to either replace staff or create a new staff position;

· In general, Auditor has “no dog in the hunt” as to what management decides, other than assessing the risk of e.g. none implementation.
· RSM report #5:  Audit of facilities construction phase I – issue #1 recommended hiring a contract administration specialist to be responsible for monitoring all aspects of contract administration to include contract compliance and performance from project initiation to project completion during the entire term of the contract.  

· LCS management indicated that a need still exists for such a person, and that management would re-consider during the FY 09/10 budget process.

· Alternatives;
· If LCS does hire a person, than the relative risk of construction projects may be reduced eventually to a point where LCS may not have to hire auditors to perform construction contract compliance reviews (CCCR’s).

· If LCS does not hire such a person, than the relative risk of construction projects continues to be high which will lead to continuing to hire firms to perform CCCR’s.  In addition, finance will continue to employ compensating controls for the absence of such an individual.  Based upon these compensating controls, the district auditor does not believe that the district is assuming excessive risk in this instance, at this time, when construction activity is relatively low.
· In all cases, management is totally responsible for monitoring this activity, as they are with all activities.

· RSM report #’s 2 and 12 both dealt with their audit of activity accounts.  Concerning the former report, there are open recommendations applicable at the district level.  Concerning the latter report, the district auditor highlighted the already acknowledged (i.e., by LCS management) need and intent to hire a replacement for the recently retired school accounting specialist to monitor activity accounts throughout the year and to perform the field work for the yearly required audit of activity funds.  To edify the reader’s understanding regarding the thought process regarding decisions of this nature, the following in presented;
· What happens if such a person is not hired (worst case, which is not the case within LCS)?

· District does not monitor school activity funds.
· The probability of errors and irregularities increases significantly.
· Errors and irregularities can lead to bad press for the district

· CPA firm who audits activity funds then has to increase their scope of work/fees.
· CPA firm could qualify their opinion, as no monitoring would be considered a significant deficiency.

· District then also needs to hire an audit firm to audit the 37 schools, historically costing over $50k. 
· If the CPA activity accounts opinion is qualified, then LCS’s bond ratings would probably suffer because the CPA firm (Same firm or the Auditor General) would not be able to give the district an unqualified opinion on the district’s basic financial statements.

· In this worst case scenario, which is not the case within LCS, the District Auditor would consider the risk being assumed to be excessive. 

· What can happen when this person is hired (best case)?

· In the best case, none of the above occurs. 
· Given that LCS practices a form of school-based accountability (SBA), the District Auditor commented on areas that require district monitoring (i.e., the aforementioned activity accounts, FTE and charter schools) where major functions and tasks are being performed at the school level.  Specifically, that the district must find the proper balance between the resources employed to monitor and to ensure the proper flow of information and communication, versus the cost of those resources.   
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