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INDEPENDENT AUDITORS' REPORT

Board of Trustees
Lodge Grass School District No. 27 & 2
Lodge Grass, Montana

Report on the Financial Statements

We have audited the accompanying statement of net position and balance sheet - governmental funds
of the governmental activities, each major fund, and the aggregate remaining fund information of the
Lodge Grass School District No. 27 & 2 (the "District"), as of June 30, 2014, and were engaged to audit
the related statement of activities and statement of revenues, expenditures and changes in fund
balances for the year then ended, and the related notes to the financial statements. These financial
statements collectively comprise the District's basic financial statements as listed in the table of
contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on conducting the audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Because of the matter described in the Basis for Disclaimer
of Opinion paragraph, however, we were not able to obtain sufficient appropriate audit evidence to
provide a basis for audit opinions on the changes in financial position or the consistency of application
of accounting principles with the preceding year.

We conducted our audit of the statement of net position and the balance sheet - governmental funds in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the statement of net position and the balance sheet -
governmental funds is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity'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
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.



Lodge Grass School District No. 27 & 2
Independent Auditors' Report

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions on the statement of net position and the balance sheet - governmental funds.

Basis for Qualified Opinions

Because of discrepancies between the amounts reported as payroll and claims clearing cash in the
accounting records compared to the amounts reported as payroll and claims clearing cash by the
County Treasurer, we were unable to obtain sufficient appropriate audit evidence regarding the
amounts at which cash is recorded in the accompanying statement of net position and the balance
sheet - governmental funds.

Qualified Opinions

In our opinion, except for the possible effects of the matter discussed in the "Basis for Qualified
Opinions" paragraph, the statement of net position and the balance sheet - governmental funds
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, each major fund, and the aggregate remaining fund information of the Lodge
Grass School District No. 27 & 2 as of June 30, 2014, in accordance with accounting principles
generally accepted in the United States of America.

Basis for Disclaimer of Opinion on the Changes in Financial Position and Consistency

The District recorded numerous adjustments throughout the course of the year. Supporting
documentation related to these adjustments was only available for certain prior period adjustments
related to the cancellation of prior year purchase orders, other documention was not readily available.
Therefore, we were unable to obtain sufficient appropriate audit evidence about the amounts recorded
as prior period adjustments for each opinion unit, as follows: governmental activities - $41,118, general
fund - $38,137, elementary impact aid - $(52,263), high school impact aid - $98,330, elementary
miscellaneous programs - $(5,412), and the aggregate remaining fund information - $(37,674). The
amounts recorded as prior period adjustments materially affect the determination of the changes in
financial position for the year ended June 30, 2014, and the consistency of application of accounting
principles between June 30, 2014 and June 30, 2013.

Disclaimer of Opinion on Changes in Financial Position and Consistency

Because of the significance of the matter described in the "Basis for Disclaimer of Opinion" paragraph,
we have not been able to obtain sufficient appropriate audit evidence to provide a basis for audit
opinions on the changes in financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Lodge Grass School District No. 27 & 2 for the year ended
June 30, 2014, or on the consistency of application of accounting principles with the preceding year.
Accordingly, we do not express opinions on the changes in financial position for the year ended June
30, 2014, or on the consistency of application of accounting principles with the preceding year.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the budgetary
comparison information on pages 31 and 32 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We were unable to apply certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America
because of the significance of the matter described in the "Basis for Disclaimer of Opinion on the
Changes in Financial Position and Consistency" paragraph. We do not express an opinion or provide
any assurance on the information.



Lodge Grass School District No. 27 & 2
Independent Auditors' Report

Lodge Grass School District No. 27 & 2 has omitted a management discussion and analysis that
accounting principles generally accepted in the United States of America require to be presented to
supplement the basic financial statements. Such missing information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to
be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. Our opinions on the statement of net position and balance
sheet - governmental funds is not affected by this missing information.

Other Information

We were engaged for the purpose of forming opinions on the financial statements that collectively
comprise the District's basic financial statements. The accompanying statement of revenue and
expenditures - extracurricular fund and the schedule of enrollment on pages 35 through 36 are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. Additionally, the accompanying schedule of expenditures of federal awards on page 37 is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations and is not a
required part of the basic 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 basic financial statements. Because of the significance of the matter described in the
"Basis for Disclaimer of Opinion on the Changes in Financial Position and Consistency" paragraph, it is
inappropriate to and we do not express an opinion on the supplementary information referred to above.

The accompanying Summary Statement of Revenues and Expenditures - All Funds is presented for the
purposes of additional analysis and is not a required part of the basic financial statements and has not
been subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 30,
2015 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 part of an audit
performed in accordance with Government Auditing Standards in considering the District's internal
control over financial reporting and compliance.

JOSEPH EVE
Certifieo Public Accountants

Billings, Montana
July 30, 2015



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Statement of Net Position

June 30, 2014

Assets
Current assets
Cash and cash equivalents
Accounts receivable
Taxes receivable
Due from other governments
Total current assets

Noncurrent assets
Depreciable capital assets, net
Total assets

Liabilities
Current liabilities
Accounts payable
Current portion of lease payable
Total current liabilities

Noncurrent liabilities
Lease payable
Accrued compensated absences
Total noncurrent liabilities
Total liabilities

Net position
Net investment in capital assets
Restricted for specific school functions and programs
Unrestricted

Total net position

See Accompanying Notes to the Financial Statements.
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Governmental
Activities

$ 763,395
9,300

64,172
197,756
1,034,623

734,793
1,769,416

————

46,233

5.168

51,401

10,767
123,734
134,501
185.902

718,858
565,500
299,156
$ 1,583,514



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2

Lodge Grass, Montana

Statement of Activities

For the Year Ended June 30, 2014

Functions/Programs
Primary government
Governmental activities
Instruction:

Regular programs

Special programs
Support services:

Student

School

General

Business

Health
Transportation
Operation and maintenance
Food services
Extracurricular
Undistributed benefits

Total governmental activities

Total primary government

General revenues
Taxes and coal gross proceeds
State equalization
Other state revenue
Impact aid
County retirement distributions
Interest income
Other
Compensation for loss of assets
Transfers to other funds
Total general revenues and transfers

Change in net position

Net position - beginning
Prior period adjustments

Net position - beginning, restated

Net position - ending

Net (Expense)
Revenue and
Changes in Net

Program Revenues Position
Operating

Charges for Grants and Governmental

Expenses Services Contributions Activities
$ 2,179,115 $ 1424966 $ (754,149)
256,377 208,903 (47,474)
86,359 (86,359)
893,740 (893,740)
213,330 (213,330)
252,641 (252,641)
29,968 (29,968)
279,266 99,489 (179,777)
976,001 $ 46,579 1,317 (928,105)
319,395 2,762 162,066 (154,567)
224,374 (224,374)
523,582 (523,582)
6,234,148 49,341 1,896,741 (4,288.066)
$ 6,234,148 $ 49,341 $ 1,896,741 (4.288.066)
374,737
1,002,867
319,663

1,745,951
484,169
80
58,583
134,270
(1,060)
4,119,260
(168,806)
1,711,202

41.118

1,752,320
$ 1,583,514

See Accompanying Notes to the Financial Statements.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Balance Sheet - Governmental Funds

June 30, 2014

High School
Elementary Impact Aid
General Fund Impact Aid Fund Fund
Assets
Cash and cash equivalents $ 332,303 $ 86,559
Accounts receivable
Taxes receivable $ 36,817
Due from other governments
Due from other funds 46,467
Total assets $ 36,81 7 $ 378,770 $ 86,559
Liabilities
Accounts payable $ (942) $ 72 $ 5,626
Due to other funds 46,467
Total liabilities 45,525 72 5,626
Deferred inflows of resources
Unavailable revenue - property taxes 36.817
Total deferred inflows of
resources 36,817 0 0
Fund balances
Restricted
Committed 378,698 80,933
Unassigned (45,525)
Total fund balances (45,525) 378,698 80,933
Total liabilities, deferred
inflows of resources, and
fund balances $ 36,81 7 $ 378,770 $ 86,559

Total governmental fund balances

Amounts reported for governmental activities in the statement of net position are different
because capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Long-term liabilities are not due and payable in the current period and, therefore, are not
reported as liabilities in the funds.

Property taxes receivable will be collected this year, but are not available soon enough to pay
for the current period's expenditures and, therefore, are recorded as unearned revenue in the
funds.

Net position of governmental activities

See Accompanying Notes to the Financial Statements.
9



214 High

115 School Total
Elementary Retirement Governmental
Miscellaneous Fund Non-Major Funds
$ 88,999 $ 22144 $ 233,390 $ 763,395
9,300 9,300
27,355 64,172
148,024 49,732 197,756
1,183 47.650
$ 247506 $ 22144 $ 310,477 $ 1,082,273
$ 5484 $ 17,900 $ 18,093 $ 46,233
1,183 47.650
5,484 17.900 19.276 93,883
27.355 64,172
0 0 27.355 64,172
242,022 4,244 291,879 538,145
459,631
(28,033) (73,558)
242.022 4.244 263.846 924,218
$ 247506 $ 22,144 $ 310,477 $ 1,082,273
$ 924,218
734,793
(139,669)
64,172
$__ 1,583,514
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds

For the Year Ended June 30, 2014

Elementary
Impact Aid High School
General Fund Fund Impact Aid Fund
Revenues
Intergovernmental
Federal sources $ $ 850,183 $ 895,768
State sources 1,835,648
County sources
Taxes and coal gross proceeds 277,283
Rental income
Interest income 1 79
Charges for services
Other income 5,831 15,263
Total revenues 2,112,931 856,015 911,110
Expenditures
Current:
Instruction:
Regular programs 670,214 298,645 418,806
Special programs 134,730 121,265 382
Support services:
Student 11,407 5,319 69,633
School 602,085 136,434 135,768
General 76,277 82,332 42,700
Business 102,422 68,912 43,875
Health 24,276 3,134
Transportation 5,928 1,290 994
Operation and maintenance 361,013 111,566 129,333
Food services 50,654 12,745 25,164
Extracurricular 138,575 36,979 46,594
Undistributed benefits
Capital outlay
Debt service
Total expenditures 2,153,305 899,763 916,383
Revenues over(under) expenditures (40,374) (43,748) (5,273)
Other financing sources (uses)
Transfers (out) (368) (14)
Proceeds from capital lease
Compensation for loss of assets
Total other financing sources (uses) (368) (14) 0
Net change in fund balances (40,742) (43,762) (5,273)
Fund balances, beginning of year (42,920) 474,723 (12,124)
Prior period adjustments 38,137 (52,263) 98,330
Fund balances, beginning of year, restated (4,783) 422460 86,206
Fund balances, end of year $ (45,525) § 378698 § 80,933

See Accompanying Notes to the Financial Statements.
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214 High

School Total
115 Elementary Retirement Governmental
Miscellaneous Fund Non-Major Funds
$ 816,542 $ 376,652 $ 2,939,145
43,229 $ 97,456 1,976,333
251,044 282,869 533,913
85,664 362,947
46,579 46,579
80
2,762 2,762
32,377 2,608 2,504 58,583
892,148 253,652 894,486 5,920,342
602,964 250,332 2,240,961
256,377
86,359
1,362 18,091 893,740
12,021 213,330
37,432 252,641
2,558 29,968
271,054 279,266
216,851 818,763
8,310 221,668 318,541
222,148
250,309 273,273 523,582
69,264 69,264
4,863 4,863
652,626 250,309 1,337,417 6,209,803
239,522 3,343 (442.931) (289.461)
(678) (1,060)
20,798 20,798
134,270 134,270
0 0 154,390 154,008
239,522 3,343 (288,541) (135,453)
7,912 901 590,061 1,018,553
(5,412) (37,674) 41,118
2,500 901 552,387 1,059,671
$ 242,022 $ 4244 % 263,846 $ 924,218

12



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances of

Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2014

Net change in fund balances - governmental funds

Amounts reported for governmental activities in the statement of activities are different
because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. In the current period, these
amounts are:

Capital outlay $ 69,264
Depreciation expense (166.854)

Capital lease proceeds provide current financial resources to governmental funds. However,
capital leases increase long-term liabilities in the statement of net position. In the current
period, proceeds were received from capital leases.

Repayment of debt principal and capital lease obligations are expenditures in the
governmental funds, but the repayment reduces long-term liabilities in the statement of net
position.

Because property taxes will not be collected for several months after the District's fiscal year
ends, they are not considered "available" revenues and are unearned in the governmental
funds. These unearned tax revenues increased by this amount this year.

Compensated absences are expended as used in the governmental funds. However, they are
expensed as earned in the statement of activities. In the current year, the amount used
exceeded the amount earned.

Change in net position of governmental activities

See Accompanying Notes to the Financial Statements.
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$  (135453)

(97,590)

(20,798)

4,863

11,790

68382

$_ (168,806)



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2

Statement of Fiduciary Net Position

Assets
Cash and cash equivalents
Total assets

Liabilities
Warrants payable
Total liabilities

Net position
Held in trust for student activities
Total net position

Lodge Grass, Montana

June 30, 2014

See Accompanying Notes to the Financial Statements.
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Private-
Purpose Trust
Fund
Extracurricular
Fund Agency Fund
$ 12.956 $ 84.992
12,956 84,992
84,992
o $ 84,992
12,956
$ 12,956



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Statement of Changes in Fiduciary Net Position

For the Year Ended June 30, 2014

Additions
Revenues from student activities
Total additions
Deductions
Expenses for student activities
Total deductions
Change in net position held in trust
Net position - beginning

Net position - ending

See Accompanying Notes to the Financial Statements.
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Private-
Purpose Trust
Fund
Extracurricular
Fund

$___ 124,626

124,626

99,070

99.070

25,556

(12.600)

$ 12,956



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Notes to the Financial Statements

For the Year Ended June 30, 2014

Note 1 - Summary of Significant Accounting Policies

The basic financial statements of Lodge Grass School District No. 27 & 2 (the "District") have been
prepared on a prescribed basis of accounting demonstrating compliance with the accounting and
budget laws of the State of Montana, and conform to generally accepted accounting principles (GAAP).
The more significant School District accounting policies are described below.

A. Reporting Entity
The financial statements include all funds, boards, commissions, and authorities which meet the
criteria embodied in GASB Statement No. 14 "The Financial Reporting Entity".

Lodge Grass School District No. 27 & 2 consists of two legally separate entities, an elementary
district which provides education for kindergarten through eighth grade and a high school district
which provides education for ninth through twelfth grade. For financial reporting purposes the
two districts are combined because they are controlled by the same central board of trustees
and managed by the same administration. The board of trustees is elected by the public and it
has the authority to make decisions, appoint administrators and managers, and significantly
influence operations. GAAP requires only one general fund for each reporting entity so the
elementary and high school general funds are combined in the accompanying financial
statements.

In evaluating how to define the government for financial reporting purposes, management
evaluated the involved entities on a number of criteria. It was determined that the District is the
primary government based upon the fact that it is legally separate, its governing body is
separately selected and it is fiscally independent of other primary governments.

The government of Big Horn County provides substantial services to the District. Taxes are
levied and collected by the County. Cash is maintained and invested by the County Treasurer.
The County Commissioners have a legal right to review and approve the budget adopted by the
District. However, this is a general oversight responsibility by the County; and the District is the
primary government.

Potential component units of the District are evaluated on various criteria, the main one being
the degree of accountability the primary government has over the potential component units.
The most significant factor in the accountability assessment is the potential component unit's
financial accountability to the primary government, measured through the degree to which the
primary government can appoint a voting majority of the governing body, impose its will,
ascertain a potential financial benefit, or face a potential financial burden with regard to the
potential component unit. Based on these criteria, the District has no component units.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Notes to the Financial Statements

For the Year Ended June 30, 2014

Note 1 - Summary of Significant Accounting Policies - Continued

B. Basis of Accounting and Basis of Presentation
Basic Financial Statements
The basic financial statements of the District include the government-wide and fund financial
statements. The focus is on the District as a whole in the government-wide financial
statements, while reporting additional and detailed information about the District's major
governmental funds in the fund financial statements.

Government-wide statements
The Statement of Net Position and the Statement of Activities show information about the
overall financial position and activities of the District with the exception of the fiduciary funds.

The economic resources measurement focus and the accrual basis of accounting are utilized
for the government-wide financial statements and fiduciary funds. The activities of the District
are generally financed through state equalization funding, property taxes, and federal and state
grants. Revenues are recorded when earned and expenses are recorded at the time the liability
is incurred, regardless of when the related cash flows take place. On the accrual basis,
revenue from property taxes is recognized in the fiscal year for which the taxes are levied.
Revenue from grants, entitlements, and donations is recognized in the fiscal year in which
eligibility requirements have been met. Adjustments have been made to eliminate the double
recording of internal activities.

The Statement of Activities presents a comparison between direct expenses and program
revenues for each function of the District's governmental activities. Direct expenses are those
that are specifically associated with a program or function. The District does not charge indirect
expenses to programs or function. Program revenue includes fees for services (primarily school
lunch and breakfast charges) and grants and contributions that are restricted to a particular
program. Revenue that is not classified as program revenue, including all property taxes, is
presented as general revenue. When both restricted and unrestricted resources are available
for use, it is the District's policy to use restricted resources first, then unrestricted resources as
they are needed.

Fund Financial Statements

These statements provide information about the District's funds, including a separate statement
for the District's fiduciary funds. The extracurricular fund is reported as a private-purpose trust
fund on the fiduciary fund financial statements. The emphasis of fund financial statements is on
major governmental funds. Each major fund is displayed in a separate column. All the
remaining governmental funds are aggregated and reported in a single column as non-major
funds.

The governmental funds are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Under this method, revenues are recognized
when measurable and available. Federal, state, and other governmental revenues applicable to
the current fiscal year and collected soon after year-end are recognized as revenue.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Notes to the Financial Statements

For the Year Ended June 30, 2014

Note 1 - Summary of Significant Accounting Policies - Continued

B.

Basis of Accounting and Basis of Presentation - Continued

Fund Financial Statements - Continued

Most property taxes receivable are delinquent at June 30 and amounts collected soon after
year-end are not significant. Deferred inflows of resources are recorded for these receivables.

Revenues from local sources consist primarily of property taxes. Property tax revenue and
revenues received from the State of Montana are recognized when susceptible to accrual.
Miscellaneous revenues are recorded as revenue when received in cash because they are
generally not measurable until actually received. Investment earnings are recorded as earned
since they are measurable and available. Cost reimbursement grant funds are considered to be
earned to the extent of expenditures made under the provisions of the grant and, accordingly,
when such funds are received they are recorded as deferred revenues until earned.

Expenditures are recorded when the related fund liability is incurred, except for principal and
interest on general long-term debt and payments for compensated absences which are
recognized as expenditures when paid. General capital asset acquisitions are reported as
expenditures in governmental funds and proceeds of general long-term debt and acquisitions
under capital leases are reported as other financing sources.

Fund Accounting

The accounts of the District are organized on the basis of funds, each of which is considered to
be a separate accounting entity. The operations of each fund are accounted for by providing a
separate set of self-balancing accounts. GASB Statement No. 34 requires that the general fund
be reported as a major fund and that all other governmental funds whose assets, liabilities,
revenues, or expenditures exceed 10% or more of the total for all governmental funds also be
reported as major funds. The District reports the following major governmental funds:

General Fund - Authorized by Section 20-9-301, MCA, the general fund is the general
operating fund of the District and accounts for all revenues and expenditures of the District
not encompassed within other funds. All general tax revenues and other receipts that are not
allocated by law or contractual agreement to some other fund are accounted for in this fund.
General operating expenditures and the capital improvement costs that are not paid through
other funds are paid from the general fund.

Elementary and High School Impact Aid Funds - Authorized by Section 20-9-514, MCA,
for the purpose of receipt and expenditure of Public Law 81-874 Impact Aid.

Elementary Miscellaneous 15 Fund - Authorized by Section 20-9-507, MCA, for the
purpose of accounting for local, state or federal grants and reimbursements. Donations that
allow the expenditure of both principal and interest for support of district programs are also
deposited in this fund.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Notes to the Financial Statements

For the Year Ended June 30, 2014

Note 1 - Summary of Significant Accounting Policies - Continued

C.

D.

Fund Accounting - Continued

High School Retirement Fund - Authorized by Section 20-9-501, MCA, for the purpose of
financing the employer's contribution to the Teachers' Retirement System (TRS), the Public
Employees' Retirement System (PERS), unemployment compensation, social security and
medicare. A countywide levy for retirement provides the revenues for this fund.

Fiduciary Funds

Private-Purpose Trust Funds

Student Extracurricular Fund - This fund accounts for the receipt and disbursement of
monies from student activity organizations. These organizations exist with the explicit
approval of, and are subject to revocation by, the District's Board of Trustees. This accounting
reflects the District's trust relationship with the student activity organizations.

Agency Funds
The Agency Funds generally are used to account for assets that the School District holds on
behalf of others as their agent in the payroll and claims clearing funds. Cash is held for
warrants which were written but have not been paid by the County Treasurer.
Payroll Fund - to account for receipts from operating funds for their portion of payroll
costs and the payroll disbursements to employees and state and federal agencies. Such
a fund is established under the authority of Section 20-9-220, MCA.
Claims Fund - to account for receipts from operating funds for their portion of operating
expenditures (other than payroll) and the disbursements to the various payees. Such a
fund is established under the authority of Section 20-9-220, MCA.

Budgetary Comparison Schedules

Budgetary comparison schedules are required for the general fund and major special revenue
funds which have a legally adopted budget. The elementary and high school impact aid funds
and the miscellaneous 15 fund do not have legally adopted budgets; therefore, no budgetary
comparison schedules are presented for these major funds. Under State statutes, the General
fund is considered a budgeted fund, which means that a budget must be adopted in order to
spend any money from this fund.
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Notes to the Financial Statements

For the Year Ended June 30, 2014

Encumbrance Accounting

State law permits the obligation (encumbrance) of contracts for construction-in-progress and for
purchase orders of personal property. Under encumbrance accounting, purchase orders and
construction contracts are recorded in order to reserve a portion of the expenditure
appropriation. Any encumbrances outstanding at fiscal year-end are reported as committed or
assigned fund balances since they do not represent expenditures or liabilities under accounting
principles generally accepted in the United States of America (GAAP).

Investments
Investments for the District are reported at fair value. The District is limited by state law to the
following types of investments:
Time or savings deposits in state or national banks, building and loan associations,
savings and loan associations, or credit unions insured by the FDIC or the NCUA,
2. Direct obligations of the U.S. Government or obligations of the following agencies: Federal
Home Loan Bank, Federal National Mortgage Association, Federal Home Mortgage
Corporation, and Federal Farm Credit Bank,
United States Government Security Money Market Fund,
The State Short-term Investment Pool,
Repurchase agreements, and
Registered warrants.

o0k w

Taxes Receivable
Information on the taxes receivable was obtained from Big Horn County records.

Capital Assets

Capital assets are carried at actual or estimated historical cost. Major additions and
betterments with a cost of $5,000 or more are recorded as additions to capital assets. Repair
and maintenance costs are not capitalized.

Fund Balances

The financial statements have been presented in accordance with the reporting model required
by GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions.
The intention of the Statement is to provide a more structured classification of fund balance and
to improve the usefulness of fund balance reporting to the users of the financial statements. The
reporting standard establishes a hierarchy for fund balance classifications and the constraints
imposed on the uses of those resources.

GASB Statement No. 54 provides for two major types of fund balances, which are
nonspendable and spendable. Nonspendable fund balances are balances that cannot be spent
because they are not expected to be converted to cash, such as inventories, prepaid amounts,
and long-term notes receivable, or they are legally or contractually required to remain intact.

In addition to the nonspendable fund balance, GASB Statement No. 54 has provided a
hierarchy of spendable fund balances, based on a hierarchy of spending constraints.
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Note 1 - Summary of Significant Accounting Policies - Continued

Fund Balances - Continued

Restricted - fund balances that are restricted for specific purposes stipulated by external
parties, constitutional provisions, or enabling legislation. Restrictions may effectively be
changed or lifted only with the consent of resource providers.

Commiitted - fund balances that can only be used for the specific purposes determined by a
formal action of the District's highest level of decision-making authority, the Board of
Trustees. Commitments may be changed or lifted only by the District taking the same formal
action that imposed the constraint originally (for example a resolution or ordinance).

Assigned - fund balances that are intended to be used by the District for specific purposes
that are neither restricted nor committed. Assigned amounts also include all residual
amounts in governmental funds (except negative amounts) that are not classified as
nonspendable, restricted or committed. Specific amounts that are not restricted or
committed in a special revenue, capital projects, debt service, or permanent fund, are
assigned for purposes in accordance with the nature of their fund type. Assignment within
the General Fund conveys that the intended use of those amounts is for a specific purpose
that is narrower than the general purposes of the District itself.

Unassigned - fund balances of the general fund that are not constrained for any particular
purposes. It is also the residual classification for all negative fund balances. In
circumstances when an expenditure is made for a purpose for which amounts are available
in multiple fund balance classifications, fund balance is depleted in the order of restricted,
committed, assigned, and unassigned.

Clearing Accounts

The District utilizes claims and payroll clearing accounts through the Big Horn County Treasurer
to clear all warrants. Monies from the various funds are transferred to accounts in the exact
amount necessary to pay the warrants issued each month.

Commodities

During the fiscal year, the District received $4,437 of U.S. Department of Agriculture
Commodities, which was used to supplement the school food program. The value of these
commodities and their subsequent usage is recorded in the accompanying financial statements.
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Note 1 - Summary of Significant Accounting Policies - Continued

L.

N.

Vacation and Sick Leave

The District employees accumulate vacation and sick leave for later use or for payment upon
termination, death, or retirement. The District employees earn vacation leave at the rate of 15
days per year during the first 10 years of employment, and at increasing rates thereafter to a
maximum of 24 days per year after 20 years of employment. There is no requirement that
vacation leave be taken, but the maximum permissible accumulation is the amount earned in
the most recent two-year period. At termination, employees are paid for any accumulated
vacation leave at the current rate of pay. The District employees earn sick leave at the rate of
one day per month. There is no limit on the accumulation of unused sick leave. However, upon
termination, only 25% of accumulated sick leave is paid.

Liabilities incurred because of unused vacation and sick leave accumulated by employees are
reflected in the financial statements. Expenditures for unused leave are recorded when paid in
governmental funds and when earned in the statement of activities.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Accordingly, actual results could differ
from those estimates.

Recent Accounting Pronouncements

In March 2012, GASB issued Statement No. 65, "ltems Previously Reported as Assets and
Liabilities," which clarifies the appropriate reporting of deferred outflows of resources and
deferred inflows of resources to ensure consistency in financial reporting. GASB 65 reclassifies
certain items currently being reported as assets and liabilities as deferred outflows of resources
and deferred inflows of resources. In addition, GASB 65 recognizes certain items currently
being reported as assets and liabilities as outflows of resources and inflows of resources. The
District implemented GASB 65 this year.

GASB Statement No. 67, "Financial Reporting for Pension Plans.” This statement replaces the
requirements of Statement No. 25, Financial Reporting for Defined Benefit Pension Plans and
Note Disclosures for Defined Contribution Plans, and Statement No. 50 as they relate to
pension plans that are administered through trusts or similar arrangements meeting this criteria.
The statement builds upon the existing framework for financial reports of defined benefit
pension plans, which includes a statement of fiduciary net position (the amount held in a trust
for paying retirement benefits) and a statement of changes in fiduciary net position.
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Note 1 - Summary of Significant Accounting Policies - Continued
N. Recent Accounting Pronouncements - Continued

Statement No. 67 enhances note disclosures and Required Supplementary Information (RSI) for
both defined benefit and defined contribution pension plans. Statement No. 67 also requires the
presentation of new information about annual money-weighted rates of return in the notes to the
financial statements and in 10 year RSI schedules. The provisions in this Statement are
effective for financial statements for periods beginning after June 15, 2013. The District has
implemented this statement for the current fiscal year end.

Note 2 - Property Tax

The District's real estate property tax is levied on the assessed value listed as of January 1st on all real
property located in the District. Assessed values are established by the State Department of Revenue
based on market value. A revaluation of all property is required to be completed on a periodic basis.
Taxable value is defined by State statute as a fixed percentage of assessed value.

The District is permitted by State statutes to levy taxes up to certain fixed limits for various purposes.
The taxes levied by the District for the year ended June 30, 2014 were within the legal limits.

For fiscal year 2014 the District Board of Trustees approved a 57.93 and 30.35 mill levy for the
Elementary and High School, respectively. Taxes levied were based on taxable values of $1,718,513
and $2,767,111 for the Elementary and High School Districts, respectively.

Taxes are normally billed in October and are payable 50 percent on November 30th, and 50 percent on
May 31st. Property taxes are maintained and collected by the County Treasurer; the District records
such cash receipts when reported by the Treasurer.

Note 3 - Budgets
A budget is adopted by the Board of Trustees each fiscal year for the general fund and those other

governmental fund types classified by State law as budgeted funds. All budgets are formulated in
accordance with State law.

The general fund budget is based on the State's Foundation Program, which is designed to equalize
taxing efforts throughout the State and bases the budgets primarily on enroliment. Budgets of other
funds are based primarily on estimated expenditures and revenues. Budgeted fund expenditures are
limited by State law to budgeted amounts, except that they can be increased for emergencies as
defined by State law. Transfers may be made between expenditure objects and/or functions within the
same fund. The budgeted amounts as shown in the financial statements are as originally adopted or
as revised by legal budget amendments, if applicable.
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Note 4 - Cash and Deposits

Cash includes amounts in demand deposits, as well as short-term investments as authorized by State
statutes. Montana Code Annotated (MCA) allows school districts to invest public money not necessary
for immediate use in United States government treasure bills, notes, bonds; certain United States
treasury obligations; United States government security money market fund if investments consist of
those listed above; time or savings deposits with a bank, savings and loan association, or credit union
which is FDIC, FSLIC, or NCUA insured and are located in the state; or in repurchase agreements as
authorized by MCA, or Montana Board of Investments Short Term Investment Pool (STIP). Interest
earned on the pooled investments is kept by Big Horn County. Investments are recorded at fair market
value.

Cash resources of the District are held and managed by the Big Horn County Treasurer. They are
combined with cash resources of other governmental entities within Big Horn County to form a pool of
cash and cash equivalents. Investments of pooled cash consist primarily of STIP and are carried at fair
value.

Information regarding the collateral and security for cash is not available to the District. However,
State statute requires that United States government securities or agencies be held as collateral to
secure deposits of public funds in excess of Federal Deposit Insurance Corporation (FDIC) insurance.
The external investment pool is audited as part of Big Horn County's financial statements. This
investment pool is not registered with or monitored by the Securities and Exchange Commission (SEC).

The District issues warrants in payment of its obligations. When the warrants are presented to the
County Treasurer, the District's cash balance is reduced to pay the warrant. The cash and warrants
payable for the payroll and claims clearing agency funds are netted for reporting purposes. The District
has not completely reconciled its cash balances to the County Treasurer. District cash (including
payroll and claims clearing agency funds) held at the County and included in the financial statements is
$848,388. The County Treasurer reports cash of $773,890. Warrants payable per the trial balance do
not agree to the County Treasurer's report. The trial balance reports warrants payable in the claims
and payroll clearing accounts of $26,186 and $58,807, respectively. The County Treasurer's balances
are $(16,490) and $26,985, respectively. The variance between the two is $74,498.
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Note 4 - Cash and Deposits - Continued

The cash and warrants payable in the claims and payroll clearing accounts are recorded as follows in
the District's accounting records:

Claims Clearing Payroll Clearing
Cash $ 26,186 $ 58,807
Warrants payable $ 26,186 $ 58,807

The cash of the Extracurricular Funds is held separately by the District, not at the County, and is
covered by FDIC insurance.

Extracurricular cash consists of the following at June 30, 2014:

Bank deposits $ 12,956

—

Note 5 - Deferred Inflows of Resources

Deferred inflows of resources in the governmental funds represents property taxes levied but not yet
available. The June 30, 2014, balance consists of the following:

Unavailable revenue-property taxes:

General fund $ 36,817
Non-major governmental funds 27,355
$ 64,172

Note 6 - Due from Other Governments

Due from other governments represents federal and state grant funds earned but not yet received. The
June 30, 2014 balance consists of the following:

Elementary miscellaneous 15 fund $ 148,024
Non-major governmental funds 49,732
Total due from other governments $_ 197,756
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Note 7 - Capital Assets
The following schedule details the changes in the District's capital assets:

Balance Balance
7/1/2013 Additions 6/30/2014

Capital assets being depreciated

Buildings and improvements $ 9,698,009 $ 9,698,009
Machinery and equipment 297.698 $ 69,264 366,962
Total capital assets being depreciated 9,995,707 69,264 10,064,971
Less accumulated depreciation
Buildings and improvements (8,978,083) (141,610) (9,119,693)
Machinery and equipment (185.241) (25.244) (210.485)
Total accumulated depreciation (9.163.324) (166.854) (9,330,178)
Net capital assets being depreciated 832,383 (97.590) 734,793
Net capital assets $ 832383 $_ (97,590) $_ 734,793

The depreciation expense was allocated to the following functions in the Statement of Activities:

Instruction $ 6,536
Operations and maintenance 157,238
Food services 854
Extracurricular 2,226

Total $ 166,854

Note 8 - Long-Term Liabilities
Long-term liabilities during the year ended June 30, 2014, are summarized as follows:

Balance Balance Due within

7/1/2013 Additions _Deletions 6/30/2014 one year
Capital lease $ 0 $ 20,798 $ (4863) $ 15935 $
Compensated absences 192.116 (68.382) 123.734

$_ 192116 $_20,798 $_ (73,245) $_ 139,669 $__ 5,168
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Note 8 - Long-Term Liabilities - Continued

During the year ended June 30, 2014, the District entered into a 48 month capital lease agreement with
All-Lines Leasing. The agreement requires monthly payments of $431, at a fixed interest rate of 14.9%.
The asset acquired through the capital lease is:

Floor scrubber $ 18,091
Less: accumulated depreciation (1.591)
Net capital asset $ 16,500

The future minimum lease payments under this capital lease as of June 30, 2014 are as follows:

Year Payments

2015 $ 5,168
2016 5,168
2017 5,168
2018 431
Total minimum lease payments $ 15,935

Note 9 - Fund Balance

Governmental funds of the District classify fund balance into the following five categories:
nonspendable, restricted, committed, assigned and unassigned. Fund balance amounts are classified
as follows:

Spendabile:
Restricted for:
Various purposes $ 538,145
Total restricted $ 538,145
Committed for:
School operations - impact aid funding $ 459,631
Total committed $ 459,631
Unassigned:
General fund deficit $ (45,525)
Nonmajor governmental funds deficit (28.033)
Total unassigned $ (73,558)

Note 10 - Prior Period Adjustments
Prior period adjustments were recorded in the following funds effective July 01, 2013:
Governmental Funds

General fund $ 38,137
Elementary impact aid fund (52,263)
High School impact aid fund 98,330
Elementary miscellaneous programs (5,412)
Nonmajor governmental funds (37.674)

S_41118
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Note 10 - Prior Period Adjustments - Continued
Governmental Activities

June 30, 2013 ending net position per prior audited financial statements $ 1,711,202
Governmental funds prior period adjustments 41,118
Net position, July 1, 2013, restated $ 1,752,320

The reconciliation/reconstruction project started by the District in FY11/12 is still under progress. In the
current fiscal year it was determined that purchase orders recorded as encumbrances in previous years
were never properly closed. The majority of the prior period adjustment recorded for this fiscal year
represents the closing out of these encumbrances in the District's accounting system. Resulting prior
period adjustments totaling $41,118 for both governmental funds and governmental activities were
recorded as of July 1, 2013.

Note 11 - Operating Leases

In prior years, the District entered into an operating lease with Xerox for the use of four copiers. The
leases were for 60 months with monthly payments of various amounts and a fair market value buyout at
the end of the lease. Total lease payments made in fiscal year 2014 were $64,577. The future
commitment to the District is unknown.

Note 12 - Transportation

The District contracts independently for its student transportation needs. The first contract is with
Schenderlines, Inc. for 3 routes. Schenderlines provides busses, drivers, and maintenance of the
busses for all student transportation needs of the District for these routes. These contracts are for five
years and terminate in 2014. Charges include per mile fees with adjustments for fuel and mileage
changes. Transportation fees paid to Schenderlines in 2014 were $101,804.

The second contract is with Nancy Mullenberg for one route. This contract is also for five years from
fiscal year 2009 through 2014. Charges include per mile fees with adjustments for fuel and mileage
changes. Transportation fees paid to Mullenberg in 2014 were $68,453.

The third contract is with Carter Miklovich for one route. The contract is for a term of one year
beginning with the opening of school in the fall of 2013 and terminating at the end of the school year in
2014. Transportation fees paid to Carter Miklovich in 2014 were $36,300.

Note 13 - Employee Retirement Plans

The District participates in two state-wide, cost-sharing multiple employer defined benefit retirement
plans which cover all employees, except certain substitute teachers and part-time, non-teaching
employees. The Teachers' Retirement System (TRS) covers certified teaching employees, including
principals and superintendents. The Public Employee Retirement System (PERS) covers non-teaching
employees. The plans are established under State law and are administered by the State of Montana.
The plans provide retirement, disability, and death benefits to plan members and beneficiaries.
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Note 13 - Employee Retirement Plans - Continued

Benefit eligibility under PERS is age 60 with at least five years of service; age 65 regardless of service;
or 30 years of service regardless of age. Actuarially reduced benefits may be taken with 25 years of
service or at age 50 with at least five years of service. Monthly retirement benefits are determined by
taking 1/50 times the number of years of service times the highest consecutive 36 months salary.
Members' rights become vested after five years of service. Beginning January 1998, a guaranteed
annual benefit adjustment provides an annual 3% benefit increase each January if the recipient has
been receiving a benefit for at least 36 months.

Benefit eligibility under TRS is age 60 with at least five years of service or 25 years of service
regardless of age. Actuarially reduced benefits may be taken after age 50 with at least five years of
service. The benefit is 1/60 times the number of years of service times the highest consecutive 36
months salary. Members' rights become vested after five years of service. Beginning January 2000, a
guaranteed annual benefit adjustment provides an annual benefit increase each January of up to 3% if
the recipient has been receiving a benefit for at least 36 months.

Both plans issue publicly available annual reports that include financial statements and required
supplemental information for the plans. Those reports may be obtained from the following:

Teachers Retirement System Public Employees Retirement System
P.0O. Box 200139 P.O. Box 200131

1500 Sixth Avenue 1712 Ninth Avenue

Helena, MT 59620-0139 Helena, MT 59620-0131

Phone: 406-444-3134 Phone: 406-444-3154

Contribution rates for both plans are required and determined by State law. The contribution rates for
2014, expressed as a percentage of covered payroll, were as follows:

Employer Employee Total
TRS (tier 1 - member before 7/1/13) 8.47 % 8.15 % 16.62 %
TRS (tier 2 - member on or after 7/1/13) 8.47 % 8.15 % 16.62 %
PERS 7.80 % 7.90 % 15.70 %

The State contributes .37% of compensation to PERS. The State also contributes 2.49% to TRS. The
State contributions are not reflected in the District's financial statements.

The amounts contributed to the plans during the years ended June 30, 2012, 2013 and 2014, were
equal to the required contribution for each year. The amounts contributed by both the District and its
employees (including additional voluntary contributions by employees as permitted by State law) were
as follows:

2012 2013 2014
TRS $ 398,021 $ 386,487 $ 368,945
PERS 103,247 88.008 126,646
$ 501,268 $ 474495 $ 495,591
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Note 14 - Health Reimbursement Accounts

The District has established four health reimbursement account plans for all full-time employees who
have been employed at least 90 days. The four accounts are health, dental, vision, and wellness with
maximum annual coverages of $2,000, $1,500, $1,500 and $200, respectively. This plan is entirely
funded by the District on a cash basis as claims are incurred. Peak1 Administration acts as the third
party administrator. Any amounts that are unclaimed by employees in the plan year are forfeited.
During the fiscal year, the District expended $56,031 in paid claims and third party administration fees.

Note 15 - Risk Management

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. These risks are covered by
commercial insurance purchased from independent third parties. Settled claims from these risks have
not exceeded commercial insurance coverage for the past three years.

For its unemployment compensation insurance coverage, the District is a participant in the Montana
Schools Unemployment Insurance Program (MSUIP), sponsored by the Montana School Boards
Association and the Montana Association of School Business Officials, for the benefit of several
schools and cooperatives located within the State of Montana.

The program was created pursuant to the Montana Interlocal Cooperation Act by execution of an
Interlocal Agreement. The program is responsible for reimbursing the Department of Labor for all valid
unemployment benefit claims of the member districts. Each member of the program is jointly and
severally liable for the full amount of any and all known or unknown claims of each member arising
during the member's participation in the program.

For its workers compensation coverage, the District has joined with other districts throughout the state
in an interlocal common risk pool. This Workers Compensation Risk Retention Program is managed by
an elected board of directors. Members are responsible for fully funding the Workers Compensation
Risk Retention Program through the payment of annual premiums assessed. There is no other liability
to the District other than timely payment of premiums. The District can withdraw from the Workers Risk
Retention Program with 60 days notice at anytime.

Note 16 - Subsequent Event - Internal Revenue Service Audit

In March 2013, the Internal Revenue Service (IRS) conducted an audit of the District and asserted that
the District did not properly report payments to independent contractors in 2011. The District was able
to provide supporting documentation to the IRS that the majority of the independent contractors either
reported the income or were exempt from reporting. The audit was closed out in May 2015. The District
made a payment of $16,851 for all penalties, interest, and backup withholding.
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Lodge Grass, Montana

Budgetary Comparison Schedule - General Fund

Revenues
Intergovernmental
State sources
Taxes and levies
Total revenue

Appropriations
Current:
Instruction:
Regular programs
Special programs
Support services:
School
General
Business
Transportation
Operation and maintenance
Food service
Extracurricular
Total appropriations

31

For the Year Ended June 30, 2014

Actual Variance
Original and Budgetary Favorable
Final Budget Basis (Unfavorable)
$ 1,904,044 $ 1835648 $ (68,396)
282,236 277,283 (4,953)
2,186,280 2,112,931 (73,349)
770,486 670,214 100,272
130,294 134,730 (4,436)
596,422 613,493 (17,071)
73,694 76,277 (2,583)
56,265 102,790 (46,525)
3,000 5,928 (2,928)
397,169 361,013 36,156
40,000 50,653 (10,653)
118,950 138,576 (19,626)
2,186,280 2,153,674 32,606




LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Budgetary Comparison Schedule - High School Retirement Fund

For the Year Ended June 30, 2014

Actual Variance
Original and Budgetary Favorable
Final Budget Basis (Unfavorable)
Revenues
Intergovernmental
County sources $ 250,000 $ 251,044 $ 1,044
Other income 2,608 2,608
Total revenue 250,000 253,652 3,652
Appropriations
Current:
Undistributed benefits 250,000 250,309 (309)
Total appropriations 250,000 250,309 (309)
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For the Year Ended June 30, 2014

Note 1 - Budgets

Budgets are adopted on a basis consistent with the State of Montana budget laws. Annual
appropriated budgets are adopted for the General Fund, budgeted special revenue funds
(Transportation, Bus Depreciation, Tuition, Retirement, Adult Education, Technology, Flexibility), and
budgeted capital project funds (Building Reserve). All annual appropriations lapse at fiscal year end,
unless the District elects to encumber supplies and personal property ordered but not received at year
end.

Note 2 - General Budget Policies

The District's funds are either budgeted or nonbudgeted in accordance with State statutes. Budgeted
funds are those for which a legal budget must be adopted to have expenditures from such funds and
are noted above. All other funds are nonbudgeted, meaning a legal budget is not required in order to
spend the cash balance of such a fund. The Budgetary Comparison Schedules have been prepared on
the budgetary basis of accounting and contain financial information for only the major budgeted funds.
The other major funds, Elementary Miscellaneous 115 Fund, Elementary Impact Aid Fund and High
School Impact Aid Fund are not included in the schedule because they are not budgeted funds. The
original budget was not amended during the fiscal year. As a result, the original budget and the final
budget are the same.

Note 3 - Budget Operation
The School District operates within the budget requirements for School Districts as specified by State
law. The financial report reflects the following budgetary standards:

(1) By the second Monday in July, the County Assessor transmits a statement of the
assessed valuation and taxable valuation of all property in the School District's borders.

(2) Before the fourth Monday in July, the County Superintendent estimates the revenue
required for each fund.

(3) Before the fourth Monday in August, the Board of Trustees must meet to legally adopt
the final budget. The final budget for the general fund is total only.

(4) Once adopted, the budget can be amended by subsequent Board action. An increase of
the total budget of a given fund requires the adoption of an amended budget in
accordance with State statutes.

(5) According to the State statutes, the expenditures of a budgeted fund may not legally
exceed the adopted budget.

(6) At the end of the fiscal year, unencumbered appropriations lapse unless specifically
obligated by the School District.
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For the Year Ended June 30, 2014

Beginning Fund Transfers In Ending Fund
Fund Account Balance, Restated Revenues Expenditures (Out) Balance
General Fund $ (4,783) $ 2,112,931 $ (2,153,305) $ (368) $ (45,525)
Special Revenue Funds:
Elementary
Impact Aid 422,460 856,015 (899,763) (14) 378,698
Miscellaneous 15 2,500 892,148 (652,626) 242,022
Transportation 68,207 104,988 (152,380) 20,815
Food services 122,371 164,827 (195,232) 91,966
Tuition 5 3 8
Retirement 64,404 235,479 (273,273) 26,610
Adult education 8,672 6 8,678
Lease rental 10,716 2,408 (10,000) 3,124
Technology 4,520 2,937 7,457
Flexibility 54 54
High School
Impact Aid 86,206 911,110 (916,383) 80,933
Miscellaneous 15 143,056 228,997 (276,767) 95,286
Transportation 53,123 106,045 (146,506) 12,662
Retirement 901 253,652 (250,309) 4,244
Adult education 3,836 37 3,873
Traffic education 2,858 860 3,718
Lease rental 57,003 33,385 (97,929) (678) (8,219)
Technology 5,333 2,326 7,659
Flexibility 2,282 2,282
Debt Service 9 84 93
Capital Projects:
Elementary building (337) (337)
High School building 10,786 (30,263) (19,477)
Building reserve 6,277 1,317 7,594
Trust
Extracurricular (12,600) 124,626 (99.070) 12,956
Total $ 1,047,073 $__6,044967 $__ (6,153,806) $___ (1,060) $__ 937,174
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Statement of Revenues and Expenditures - Extracurricular Fund

For the Year Ended June 30, 2014

Beginning Transfers In Ending

Activity Balance Revenues Expenditure (Out) Balance
AD Department $ 1,211 (1,211)
Annual Yearbook 1,105 $ 100 $ (23) (1,182)
Art Class 612 (612)
Band 2,645 (2,645)
BPOA 1,945 (1,945)
Building Use 9,735 (9,735)
Cheerleaders (2,008) (360) 2,368
Christian Club 683 (683)
Class of 2006 2,410 (2,410)
Class of 2008 (951) 951
Class of 2009 4,311 (4,311)
Class of 2010 1,761 (1,761)
Class of 2011 (496) 496
Class of 2012 (1,240) 1,240
Class of 2013 1,307 (549) (758)
Class of 2014 1,901 184 (384) (1,701)
Class of 2015 1,056 2,920 (2,383) (1,593)
Class of 2016 1,165 (1,165)
Class of 2017 (621) 621
Class of 2018 929 (200) (729)
Class of 2019 48 (48)
Class of 2021 160 (160)
Close Up (8,954) (17,951) 26,905
Elementary Indian Club 232 (232)
FFA 4,357 (12,017) 7,660
Game Duty (64) 64
Gate Receipts 3,807 (3,807)
General Athletics (39,919) 120,493 (64,385) (3,233) $ 12,956
Health Fair 213 (213)
Honor Society 99 (99)
Indian Club 478 (385) (93)
J.H. Staff 214 (214)
JROTC (7,044) (159) 7,203
Library (256) 256
National Junior Honor Society 145 (145)
Quilting 558 (558)
Student Council 629 (274) (355)
Tech Club 5,136 (5,136)
Wage Earners 1,030 (1,030)

Total $ (12,600) $ 124626 $ (99,070) $ 0 $ 12,956
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Schedule of Enroliment

For the Year Ended June 30, 2014

Fall Enroliment

October, 2013 Reported Enroliment Difference
Elementary
Kindergarten 33 33 0
Grades 1-6 118 118 0
Junior High 35 35 0
Total Elementary 186 186 0
High School
High School 107 107 0
Total High School 107 107 0
Winter Enroliment
December, 2013
Elementary
Kindergarten 38 38 0
Grades 1-6 122 122 0
Junior High 36 36 0
Total Elementary 196 196 0
High School
High School 107 107 0
Total High School 107 107 0
Spring Enroliment
February, 2014
Elementary
Kindergarten 35 34 1
Grades 1-6 120 122 (2)
Junior High 40 40 0
Total Elementary 195 196 (1)
High School
High School 116 116 0
Total High School 116 116 0
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Schedule of Expenditures of Federal Awards

For the Year Ended June 30, 2014

Federal Pass Through
Federal Grantor/Pass Through CFDA Grantor
Grantor/Program Title Number Number
U.S. Department of Agriculture
Pass-through the State of Montana, Office of Public Instruction
National School Lunch Program? 10.555
National School Lunch Program 10.555
Subtotal CFDA #10.555
School Breakfast Program 10.553
Summer Foods 10.559
Subtotal Child Nutrition Cluster
Total U.S. Department of Agriculture
U.S. Department of Defense
Direct Program
JROTC 12. XXX
Total U.S. Department of Defense
U.S. Department of Interior
Pass-through the Crow Tribe of Indians
Indian Education Assistance to Schools 15.130
Total U.S. Department of Interior
U.S. Department of Education
Direct Programs
Impact Aid 84.041
Title VII, Indian Education 84.060
Title VII, Indian Education 84.060
Subtotal CFDA #84.060
Pass-through the State of Montana, Office of Public Instruction
Title I, Part A, Schoolwide Programs 84.010 00200253214
Carl Perkins Basic Grant 84.048A 00211908114
IDEA Preschool 84.173 00200257914
IDEA Part B Children with Disabilities 84.027 00200257714
Subtotal Special Education Cluster
Pass-through the Montana Commissioner of Higher Education
GEAR UP 84.334

Total U.S. Department of Education

TOTAL EXPENDITURES OF FEDERAL AWARDS

1 Non-cash assistance in the form of food commodities

See Notes to the Schedule of Expenditures of Federal Awards.
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$ 4,437
110,729
115,166

28,405
17.670

161,241

————

161,241

— 99,737
59,737

——

12.725

——

12,725

1,846,051

30,397
45,896
76,293

466,411
7,679

2,558
89,337
91,895

68,623
2.556.952

—— e

$_ 2,790,655



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Lodge Grass, Montana

Notes to Schedule of Expenditures of Federal Awards

For the Year Ended June 30, 2014

Note 1 - Basis of Presentation

The accompanying schedule of expenditures of federal awards (the "Schedule") includes the federal
grant activity of the Lodge Grass School District No. 27 & 2 under programs of the federal government
for the year ended June 30, 2014. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations. Because the Schedule presents only a selected portion of the operations of the Lodge
Grass School District No. 27 & 2, it is not intended to and does not present the financial position,
changes in net position, or cash flows of the Lodge Grass School District No. 27 & 2.

Note 2 - Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the modified accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-87, Cost
Principles for State, Local, and Indian Tribal Governments, wherein certain types of expenditures are
not allowable or are limited as to reimbursement. Pass-through entity identifying numbers are
presented where available.

Note 3 - Loans Outstanding
The District had no outstanding federal loan balances at June 30, 2014.

Note 4 - Sub-recipients
Of the federal expenditures presented in the schedule, the District provided no federal award to sub-
recipients.

Note 5 - Reconciliation of Expenditures

The following is a reconciliation of the expenditures reported on the District's schedule of expenditures
of federal awards to the total expenditures reported in the District's statement of revenues,
expenditures and changes in fund balances.

Expenditures on schedule of expenditures of federal awards $ 2,790,655
Expenditures funded by non-federal sources 3.419.148
Expenditures per financial statements $_ 6,209,803
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REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITORS' REPORT

Board of Trustees
Lodge Grass School District No. 27 & 2
Lodge Grass, Montana

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, the statement of net position and balance
sheet - governmental funds of the governmental activities, each major fund and the aggregate
remaining fund information of the Lodge Grass School District No. 27 & 2 (the "District"), as of June 30,
2014, and were engaged to audit the related statement of activities and statement of revenues,
expenditures, and changes in fund balances for the year then ended, and the related notes to the
financial statements, which collectively comprise Lodge Grass School District No. 27 & 2's basic
financial statements, and have issued our report thereon dated July 30, 2015. Our opinions on the
changes in financial position and consistency were disclaimed because we were unable to obtain
sufficient appropriate audit evidence for prior period adjustments made throughout the year. Our
opinion on the statement of net position and balance sheet - governmental funds was qualified because
we were not able to obtain sufficient appropriate audit evidence about the amounts at which cash was
recorded.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Lodge Grass School
District No. 27 & 2's internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
District's internal control. Accordingly, we do not express an opinion on the effectiveness of the
District's internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses
or significant deficiencies and therefore, material weaknesses and significant deficiencies may exist
that were not identified. However, as discussed below, we identified certain deficiencies in internal
control that we consider to be material weaknesses and other deficiencies that we consider to be
significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the District’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiencies described in the accompanying schedule of findings and
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Lodge Grass School District No. 27 & 2

Report on Internal Control over Financial
Reporting and on Compliance and
Other Matters Based on an Audit of Financial
Statements Performed in Accordance
With Government Auditing Standards

questioned costs as items 2014-001 through 2014-004 to be material weaknesses.

A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiencies described in the accompanying schedule of findings and
questioned costs as items 2014-005 through 2014-009 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards and which are described in the
accompanying schedule of findings and questioned costs as items 2014-004, 2014-005, and 2014-007
through 2014-009.

District's Response to Finding

Lodge Grass School District No. 27 & 2's responses to the findings identified in our audit are described
in the accompanying corrective action plan. The Lodge Grass School District No. 27 & 2's responses
were not subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
District's internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the District's internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

JOSEPH EVE
Certifieo Public Accountants

Billings, Montana
July 30, 2015
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REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND REPORT ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITORS' REPORT

Board of Trustees
Lodge Grass School District No. 27 & 2
Lodge Grass, Montana

Report on Compliance for Each Major Federal Program

We have audited Lodge Grass School District No. 27 & 2's (the "District") compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that could
have a direct and material effect on its major federal programs for the year ended June 30, 2014. The
District's major federal programs are identified in the summary of auditors' results section of the
accompanying schedule of findings and questioned costs.

Management's Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts and
grants applicable to its federal programs.

Auditors' 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 OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements 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. However, our audit does not provide a legal determination of the District's compliance.

Opinions on Major Federal Programs

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 June 30, 2014.
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Lodge Grass School District No. 27 & 2
Report on Compliance for Each
Major Federal Program and
Report on Internal Control over
Compliance Required by OMB
Circular A-133

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
requirements that could have a direct and material effect on each major federal program 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 OMB Circular A-133, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of the District's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of
a federal program will not be prevented, or detected and corrected, on a timely basis.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
we identified certain deficiencies in internal control over compliance that we consider to be significant
deficiencies as described in the accompanying schedule of findings and questioned costs as items
2014-010 and 2014-011.

Lodge Grass School District No. 27 & 2's responses to the internal control over compliance findings
identified in our audit are described in the accompanying corrective action plan. Lodge Grass School
District No. 27 & 2 responses were not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on them.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

JOSEPH EVE
certifieo Public Accountants

Billings, Montana
July 30, 2015
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs
June 30, 2014

Summary of Auditors' Results
Financial Statements

Type of auditors' report issued:  Modified statement of net position - governmental

activities

Modified balance sheet - each major fund and the
aggregate remaining fund information

Disclaimer statement of activiies - governmental
activities

Disclaimer changes in financial position - each major
fund and the aggregate remaining fund
information

Internal control over financial reporting:

o Material weakness(es) identified? X Yes No

o Significant deficiency(ies) identified? X Yes None Reported

e Noncompliance material to financial
statements noted? Yes X __No

Federal Awards
Internal control over major programs:

o Material weakness(es) identified? Yes X No

o Significant deficiency(ies) identified? X Yes None Reported

Type of auditors' report issued on compliance
for major programs: Unmodified

Any audit findings disclosed that are required to
be reported in accordance with section 510(a) of
Circular A-1337? X __ Yes No

Identification of major programs

CFDA Number(s) Federal Program or Cluster
84.010 Title I, Part A, Schoolwide Programs
84.041 Impact Aid

Dollar threshold used to distinguish between
Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? Yes X __No
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements
2014-001 Internal Controls - Accounting Functions

Criteria or Specific Requirement: Effective internal controls require that the general
ledger and other accounting records are periodically reviewed for accuracy,
completeness, and reconciled to actual activity on a regular basis. Internal control
activities for accounting functions should be properly designed, operate effectively and
allow for an adequate segregation of duties.

Condition: The District has been in the process of reconciling and improving its
accounting records since FY11/12. Several deficient areas have been addressed;
however, there remain some account reconciliations and processes that have not been
substantially improved, as follows:

. The compensated absences liability is overstated. It was determined that the
maximum amount of vacation hours allowed to be accrued were exceeded for
two employees.

. The District is not capturing all of its accounts payable at year end. Pursuant to
our testing of expenditures paid after the fiscal year end, we noted several that
were incurred prior to year end and should have been included in the current
year expenditures. The District recorded adjusting journal entries for these
expenditures.

. Warrants payable for the claims and payroll clearing accounts reported on the
trial balance do not agree to the County Treasurer's records. The trial balance
reports warrants payable for the claims and payroll clearing accounts of $26,186
and $58,807, respectively. The County Treasurer's balances are $(16,490) and
$26,985, respectively. The variance between the two is $74,498.

o The District is not utilizing the invoice number control feature of its accounting
system to ensure that expenses are not recorded and checks are not paid more
than once.

. The District does not appear to be tracking cash and/or fund balance within the

miscellaneous programs funds by reporter code. Both miscellaneous programs
funds (fund 115 and 215) have large cash balances and fund balances that are
not designated for specific programs. The elementary miscellaneous programs
fund has a fund balance of $242,022 and the high school miscellaneous
programs fund has a fund balance of $95,286.

Context: We reviewed the reconciliations, subsidiary records, and recording processes
underlying the amounts reported in the District's accounting records.

Effect: Management does not have the most accurate financial information from which
to make timely and effective decisions. Select asset and liability accounts are misstated
in the financial statements.

Cause: Turnover and lack of training in key business office positions has stymied the
District's efforts to reconcile all balance sheet accounts completely.

44



LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued
2014-001 Internal Controls - Accounting Functions - Continued

2014-002

Auditors' Recommendations: We recommend the District continue its efforts to
improve its processes and procedures as they relate to the accounting records and
internal controls over accounting records. Procedures should be in place to provide for
supervisory review of transactions, reconciliation of general ledger accounts, preparation
of adequate subsidiary records, and effective training on accounting systems.

Prior Period Adjustments

Criteria or Specific Requirement: Generally accepted auditing standards address the
significance of prior period adjustments recorded in financial statements and how they
are indicative of control deficiencies within an entity's internal control structure.

Condition: The District identified misstatements in account balances as it continued on
with the reconstruction of its accounting records in FY13/14. As such, there were
material amounts recorded as prior period adjustments, the majority of which related to
the cancellation of prior year purchase orders. Specifically, beginning fund balances
were adjusted in several District funds, as follows: Elementary general fund increased
$41,190, High School general fund decreased by $3,053, Elementary impact aid fund
decreased $52,263, High School impact aid fund increased $98,330, Elementary
miscellaneous programs decreased $5,412, High School miscellaneous programs
increased by $5,040, Elementary transportation fund increased $1,819, High School
transportation increased $1,212, Elementary school lunch fund decreased by $13,533,
and the Elementary retirement fund decreased by $32,212.

Prior period adjustments are not considered when determining if a budgeted fund has
exceeded its appropriation limits. As such, the funds listed above that have a legally
adopted budget might have been overexpended had the expenditures causing the prior
period adjustment been recorded in the proper period to begin with.

Context: We reviewed the District's fund balance accounts, compared them to the prior
year audited balances, and investigated variances.

Effect: Prior year expenditures were either overstated or understated by a material
amount.

Cause: Purchase orders were entered in prior years as encumbrances and then never
cleared out when they were subsequently paid. Additionally, adequate and complete
account reconciliations were not performed in prior years. Consequently, the District has
had to record material prior period adjustments to its fund balance accounts.

Auditors’ Recommendations: The District should review and reconcile its accounting
records in a timely manner in order to minimize the possibility or necessity of recording
prior period adjustments.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued
2014-003 Extracurricular Fund Accounting and Procedures - Control Environment

Criteria or Specific Requirement: The Montana Association of School Business
Officials (MASBO) has published a handbook, Student Activity Fund Accounting. This
handbook has been endorsed by the Office of Public Instruction and is considered state
policy for school extracurricular accounting and procedures. This manual has been
recently revised (June 2013), and can be obtained at MASBO’s website:
http://www.masbo.com/publications.html.

Compliance Requirements:

° The board of trustees should develop written policies for the administration of
extracurricular activity funds. The policies developed must conform to the
recommendations contained in MASBO’s Student Activity Fund Accounting.
Once established, the written policies should be subject to constant review and
expanded where necessary.

. The purpose of student extracurricular funds shall be to account for revenues
and disbursements of those funds raised by students through recognized student
body organizations and activities. The use of the student extra-curricular funds is
limited to the benefit of the students. Students shall be involved in the decision-
making process related to the use of the funds.

° Inventory records should be maintained for supplies held for resale (food for
concessions, school supplies for sale to students, special tools, etc.). The Board
of Trustees should place the responsibility for maintaining accurate supply
records to specific individuals.

. The board of trustees must initiate and enforce a policy that will provide
accountability for student activities in which admission is charged. To ensure
accountability:

1. Pre-numbered colored strip tickets should be purchased and included in
the stationery control. Each series of colored tickets should represent a
price class and be sold only for that price.

2. Ticket numbers should be charged out to the sellers responsible for
admission collections.

3. Each seller should be required to turn in a report containing the following
information:
a. Number of tickets sold for each price class.
b. Amount of money collected for each class of ticket sold.
C. A reconciliation of the number of tickets sold with the amount of

money collected.

d. Signature of the official approving the report.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

2014-003

Extracurricular Fund Accounting and Procedures - Control Environment -

Continued
4, Unused tickets should be turned back in and accounted for.
5. Tickets should not be torn off at the end of the event.

Fund custodian collections should be deposited regularly to the bank account -
the frequency of the deposits should be determined and set by policy. The
frequency of deposits will be dependent on certain conditions (see page 19 of
Student Activity Fund Accounting), but on the closing day of each month, all cash
remaining on the hand should be deposited.

The cashing of personal checks, extracurricular fund checks, or school district
warrants from undeposited cash on hand (including the change fund) should be
absolutely prohibited.

A transfer of money from one student fund account to another is allowed only
when such transfer is justifiable and supported by proper authorization. All
transfers made must be recorded on a transfer request form. The transfer form
should contain provisions for the following:

Name of school, date, and space for transfer number

Reason for transfer

Amount of funds to be transferred

Name of fund accounts affected

Approval of fund account sponsor, president or treasurer

Approval by the designee of the board (Normally the fund administrator,
who would be the school principal or superintendent)

7. Posting verification and reference by the fund custodian

ocobhwN-~

Each month-end, the fund custodian will have the responsibility of reconciling the
combined total of all individual fund account balances to the combined total of the
cash and bank control account balances. Reports of this reconciliation and fund
activity must be presented to the board of trustees for their review.

Condition: The following exceptions were noted:

The board of trustees has not developed written policies for the administration of
extracurricular activity funds that conform to MASBO's Student Activity Fund
Accounting guidance.

Students are not involved in the decision-making process related to the use of
the funds.

Inventory records for supplies held for resale are not maintained or submitted by
the fund custodian for recording and safekeeping.

Accountability for student activities in which admission is charged is not enforced,
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

2014-003

Extracurricular Fund Accounting and Procedures - Control Environment -

Continued
either through policy or in practice.

. The board of trustees has not established a policy for the frequency of deposits.

. The board of trustees has not established a policy prohibiting the cashing of
personal checks, extracurricular fund checks, or school district warrants from
undeposited cash on hand.

. Year end transfers to zero out all the individual fund balances, with the exception
of "General Athletics - High School," were not supported by approved transfer
forms.

. The fund custodian could not provide monthly reconciliations of the combined

total of all individual fund balances to the combined bank balances. Therefore,
they were not provided to the board of trustees for review.

Context: We made inquiries of the fund custodian and administration, reviewed
available policies and procedures, and examined available documentation.

Effect: Extracurricular funds are not being handled in accordance with state policy and
are at an increased risk of misappropriation.

Cause: The District has not developed and implemented policies and procedures in
accordance with MASBO's Student Activity Fund Accounting.

Auditors' Recommendations: The board of trustees and school administration should
work to develop policies and procedures consistent with MASBO's guidance and ensure
that the resulting policies are implemented.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued
2014-004 Extracurricular Fund - Accounting Functions

Criteria or Specific Requirement: MCA 20-9-504. (1) The trustees of a district may
establish an extracurricular fund for the purposes of receiving and expending money
collected for pupil extracurricular functions. All extracurricular money of a pupil
organization of the school must be deposited and expended by check from a bank
account maintained for the extracurricular fund.

(2) An accounting system for the extracurricular fund recommended by the
superintendent of public instruction must be implemented by the trustees. The
accounting system must provide for:

(a) the internal control of the cash receipts and expenditures of the money; and

(b) a general account that can be reconciled with the bank account for the
extracurricular fund and reconciled with the detailed accounts within the
extracurricular fund maintained for each student function.

(3) The trustees may invest any excess money in the extracurricular fund in accordance
with the provisions of 20-9-213(4). Interest earned as a result of the investments may
either be:

(a) credited to a general operating account within the fund to be used to offset
expenses incurred in administering the fund; or

(b) distributed to the fund from which the money was withdrawn for investment.

Condition: The following exceptions were noted:

. When comparing the extracurricular fund accounting records to the
corresponding bank records, we noted that beginning balances were understated
by $19,367.

. Monthly reports are not available for review.

. Cash is not reconciled monthly.

. Internal control over cash receipts and expenditures were not operating

effectively for the year under audit.

. Because accurate extracurricular activity records have not been maintained for
several years, the cash balances reported in each individual activity/club can not
be relied upon and were eliminated by transferring all positive and negative cash
balances into the general athletics account.

Context: We reviewed the beginning and ending balances per the accounting system to

the bank statements, made inquiries of management and personnel, and reviewed a

sample of disbursements. Of the 25 expenditure samples requested, seven did not have

supporting documentation and an additional seven were not available for our review.

We were unable to review any supporting documentation on revenues received during
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

the year.

Effect: A proper accounting system and internal control environment were not
maintained for the District's extracurricular fund, as a result the risk of misappropriated
funds is high.

Cause: The District is not following MCA 20-9-504.

Auditors' Recommendations: The District should make every effort to comply with the
provisions of MCA 20-9-504 and maintain records as evidence of its compliance.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

2014-005

Cost Allocations Between Districts

Criteria or Specific Requirement: ARM 10.10.303. (1) In the event certain shared
costs, such as administrative costs, curriculum coordinator salaries, school psychologist
salaries, etc., cannot reasonably be identified directly to either the elementary district or
the high school district or between funds within a district, the school district
administration shall prepare a cost allocation plan for approval by the board of trustees
prior to adoption of the final budget. The cost allocation plan should reasonably
distribute such costs between districts and funds within a district, consistently from year
to year. Shared costs shall be budgeted and accounted for in accordance with the cost
allocation plan approved by the board of trustees.

(2) The following allocation bases shall be used to allocate shared costs:

(a) ANB or enroliment per district;

(b) full time equivalent (FTE) staff per district;

(c) FTE teaching staff per district;

(d) floor space occupied or space occupied over time per district;

(e) miles driven, student miles driven, driver hours per district;

(f) students served per district;

(g) taxable valuation per district; or

(h) time spent providing services.
(3) As provided by 20-6-506, MCA, the cost of operating the junior high school must be
prorated between the elementary district and the high school district on the basis of the
ratio that the number of pupils of their district is to the total enroliment of the junior high
school.

(4) As provided by 20-4-401, MCA, whenever a joint board of trustees employs a person
as the district superintendent under (2) and (3) , the districts shall prorate the
compensation provided by the contract of employment on the basis of the number of
teachers employed by each district.

Condition: We noted that District No. 27 & 2 share certain costs that are not directly
identifiable with either the high school or elementary district. The joint board of trustees
has not established and approved a cost allocation plan to budget and account for such
shared expenditures.

Context: We made inquiries of management personnel, reviewed the minutes of trustee
meetings, and examined expenditures, the allocation of which were not supported by an
approved cost allocation plan.

Effect: The District may not be allocating costs based on an approved allocation basis.
This could misstate expenditures of individual funds, each district, or both.

Cause: Cost allocation has been governed by informal rules and practices as
determined by the District's management.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

2014-006

Auditors' Recommendations: The Board of Trustees should direct administration to
develop a cost allocation plan using one of the approved bases for their review and
approval. District budgets and financial reports should then conform to this plan and be
consistently applied.

Payroll Controls
Criteria or Specific Requirement: The District's Internal Control Policies and

Procedures, (5231P) Personnel, Contents of Personnel Files states, "All material in the
personnel file must be related to the employee's work, position, salary, or employment
status in the District." and (7326) Documentation and Approval of claims states, "All
financial obligations and disbursements must be documented in compliance with
statutory provisions and audit guidelines. Documentation will specifically describe
acquired goods and/or services, budget appropriations applicable to payment, and
required approvals."

Condition: We noted deficiencies in the District's internal controls over the payroll
process. Specifically we noted the following pursuant to our testing of 40 individual
payroll expenditures and testing of the top five highest paid employees:

. One instance where a timesheet was not provided for our review

. One instance where the pay rate did not match the approved wage rate and one
instance where it could not be determined because the timesheet was not
provided for our review

. One instance where the timesheet was not approved and one instance where it
could not be determined because the timesheet was not provided for our review

. One employee was paid $3,064 in excess of their contract. The District could not
provide support for this excess compensation.

Context: We tested $54,093, or approximately 1.7% of total payroll expenditures of
$3,194,841 and reviewed all payments made to the top five highest paid employees.

Effect: The District could be overpaying employees.

Cause: The District has not been completing authorized wage rate forms when
employees receive raises or other changes in pay. In some instances, the District has
not been getting timecards signed by supervisors to indicate that approval is given for
the hours being paid. The District has not been ensuring accuracy of hours and rates
during processing.

Auditors’ Recommendations: We recommend that all current employee pay rates be
reviewed for accuracy and the authorization support be updated. Time cards should be
reviewed for accuracy and approved.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued
2014-007 Character Background Investigation

Criteria or Specific Requirement: Applicants for employment with the District are
required to submit to name and fingerprint criminal background investigations in
accordance with District policy section 5122: “Board policy requires that any finalist
recommended to be employed in a paid or volunteer position with the District, involving
regular unsupervised access to students in schools, as determined by the
Superintendent, shall submit to a name based and fingerprint criminal background
investigation conducted by the appropriate law enforcement agency before consideration
of the recommendation for employment or appointment by the Board. The results of the
name based check will be presented to the Board, concurrent with the recommendation
for employment or appointment. Any subsequent offer of employment or appointment
will be contingent on results of the fingerprint criminal background check, which must be
acceptable to the Board, in its sole discretion.

The following applicants for employment will be required, as a condition of any offer of
employment, to authorize, in writing, a name based and fingerprint criminal background
investigation:

» A certified teacher seeking full or part time employment with the District;

* An educational support personnel employee seeking full or part time employment
with the District;

* An employee of a person or firm holding a contract with the District, if the
employee is assigned to the District;

* A volunteer assigned to work in the District, who has regular unsupervised
access to students; and

* Substitute teachers.

Any requirement of an applicant to submit to a fingerprint background check will be in
compliance with the Volunteers for Children Act of 1998 and applicable federal
regulations. If an applicant has any prior record of arrest or conviction by any local, state,
or federal law enforcement agency for an offense other than a minor traffic violation, the
facts must be reviewed by the Superintendent, who will decide whether the applicant will
be declared eligible for appointment or employment. Arrests resolved without conviction
will not be considered in the hiring process, unless the charges are pending.”

Condition: Of twenty-five employees selected for testing, twenty-one did not have
background checks on file.

Context: We selected twenty-five out of two hundred thirty-eight employees for testing.

Effect: The District may hire individuals convicted of certain types of crimes that place
other employees and students at risk.

Cause: The District did not monitor each school employee to ensure the individuals
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

meet the criminal record investigation requirements in a timely manner.

Auditors' Recommendations: The District should enforce its policies to ensure that all
individuals complete the required character background check before being hired. The
investigation documentation should be retained by the District. The District should review
the background investigation results maintained by law enforcement agencies to ensure
suitability for employment.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued
2014-008 Enrollment Counts - Average Number Belonging

Criteria or Specific Requirement: District funding is based, in part, on the Average
Number Belonging (ANB) enroliment counts that are perfomed on the first Monday in
October 2013, December 2013, and February 2014. Pre-kindergarten students and
students who are 19 on or before September 10 are excluded from the ANB calculation
and kindergarten students are included as one half for ANB purposes. Kindergarten
students enrolled in a kindergarten program that provides a minimum of 720 aggregate
hours of instruction may be included as full time for ANB purposes. Students that have
been absent for more than 10 consecutive school days may not be included in the
enroliment count for ANB purposes, unless the pupil resumes attendance prior to the
day of the enrollment count. There is an exception, in that homebound students and
students who are confined to a treatment, medical, or custodial facility may be counted
as enrolled after the 10th consecutive date if the provisions of ARM 10.20.102(8) are
met.

Condition: Pursuant to our testing of the three count dates in FY14/15, we noted the
following:

Fall count, October 2013 - errors in grade classification, but correct in total by
District:

. Two students listed as 2nd grade in MAEFAIRS report were verified as being in
1st grade.

. Two students listed as 3rd grade in MAEFAIRS report were verified as being in
4th grade.

. One student listed as 4th grade in MAEFAIRS report was verified as being in 3rd
grade.

. One student listed as 9th grade in MAEFAIRS report was verified as being in
10th grade.

. Three students listed as 10th grade in MAEFAIRS report verified as being in 9th
grade.

. Two students listed as 11th grade in MAEFAIRS report were verified as being in
10th and 12th grades.

. One student listed as 12th grade in MAEFAIRS report was verified as being in
11th grade.

Winter count, December 2013-errors in grade classification, but correct in total by
District:

. Three students listed as 2nd grade in MAEFAIRS report, but two students were
verified in 1st grade and another student in 4th grade.

. Two students listed as 3rd grade in MAEFAIRS report were verified as being in
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

Audit Findings in Relation to Financial Statements - Continued

4th grade.

. One student listed as 4th grade in MAEFAIRS report was verified as being in 3rd
grade.

. One student listed as 9th grade in MAEFAIRS report was verified as being in
10th grade.

. Three students listed as 10th grade in MAEFAIRS report were verified as being
in 9th grade.

. One student listed as 11th grade in MAEFAIRS report was verified as being in
12th grade.

. One student listed as 12th grade in MAEFAIRS report was verified as being in
11th grade.

Spring count, February 2014-errors in grade classification, understated by one in
total:

. Two students listed as 2nd grade in MAEFAIRS report were verified as being in
1st grade.

. One student not listed in MAEFAIRS report was verified as being in 1st grade.

. Two students listed as 3rd grade in MAEFAIRS report were verified as being in
4th grade.

. One student listed as 4th grade in MAEFAIRS report was verified as being in 3rd
grade.

. Four students listed as 10th grade in MAEFAIRS report were verified as being in
9th grade.

. The total spring count of 311 students listed in the MAEFAIRS report was

understated by one student who was enrolled during the spring count but not
included in the MAEFAIRS report.

Context: We compared school attendance records to the MAEFAIRS reports.

Effect: The enrollment figures have a direct impact on the amount of state aid received
annually.

Cause: The District did not monitor each student count to ensure classroom attendence
records matched the enroliment powerschool database.

Auditors' Recommendations: \We recommend that the District perform procedures to
reconcile the enrollment powerschool database by comparing it to the classroom
attendance records on a frequent basis. We recommend that teachers and
administration increase communication to ensure each student file is up-to-date and
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Year Ended June 30, 2014

2. Audit Findings in Relation to Financial Statements - Continued

2014-009

accurate in the enrollment count.

Budgets and Cash Overdrafts
Criteria or Specific Requirement: MCA 20-9-133(2) states "Except as provided in the

subsection (3), the trustees and all officers and employees of the district are limited in
making expenditures or incurring liabilities to the total amount of each fund's budget".
Similarly, MCA 20-9-210 states "The expenditure limitation, at any time during the school
fiscal year, for a nonbudgeted fund is the amount of cash balance of the nonbudgeted
fund". In addition, the District's Internal Control Policies and Procedures 7121 states
that "Total budget expenditures for each fund as adopted in the final budget shall
constitute the appropriations of the District for the ensuing fiscal year. The Board will be
limited in the incurring of expenditures to the total of such appropriations."

Condition: We noted four funds for which expenditures were made in contradiction to
the statutes detailed above.

Context: The High School transportation fund expenditures of $146,506 exceed
appropriations of $135,000 by $11,506. The High School retirement fund expenditures
of $250,309 exceed appropriations of $250,000 by $309. The High School lease-rental
fund and High School building fund, both nonbudgeted funds, incurred expenditures in
excess of their cash balances by $8,219 and $19,477, respectively.

Effect: The District is out of compliance with MCA 20-9-133(2), MCA 20-9-210, and its
own Internal Control Policies and Procedures 7121, with respect to the funds detailed
above.

Cause: The District's supervisory review and budget monitoring procedures are not
properly implemented and enforced.

Auditors' Recommendations: We recommend revenue and expenditure reports be
prepared for the Board's review on a periodic basis. The recommended format can be
found at ARM 10.10.505. Such format would allow for monitoring to aid in complying
with the District's internal control objectives and cited statutes.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

3. Audit Findings and Questioned Costs in Relation to Federal Awards

2014-010 Internal _Controls - Activities Allowed or Unallowed and Allowable Costs/Cost
Principles
Federal program information:
Funding agency: Department of Education
Title: Impact Aid; Title | Part A Schoolwide Program
CFDA number: 84.041 and 84.010
Award year and number: 2014, S041B-2014-2891 & 2892; 00200253214

Criteria or Specific Requirement: The A-102 Common Rule and OMB Circular A-110
(2 CFR part 215) require that non-Federal entities receiving Federal awards (i.e., auditee
management) establish and maintain internal control designed to provide reasonable
assurance that federal awards are expended only for allowable activities and that the
cost of goods and services charged to federal awards are allowable and in accordance
with the specific cost principles. The controls include but are not limited to (1)
timesheets are approved by supervisor; (2) duties are adequately segregated between
review and authorization of payments; (3) management reviews supporting
documentation of allowable cost information.

Condition: As part of our review and testing of internal controls over the District's payroll
process, we noted the following:

° One payroll transaction tested was missing sufficient supporting documentation
(timesheet).

° One employee was paid more than the approved wage rate.

Context: We interviewed District personnel and management, performed walkthroughs
to gain an understanding of the internal controls over the payroll process, and tested
those internal controls by selecting a sample of 40 payroll disbursements.

Questioned Costs: N/A

Effect: The possibility that federal programs could be charged payroll costs that are
unallowable is increased.

Cause: Personnel turnover may have contributed to the lack of monitoring that is
necessary to identify control problems. Additionally, one employee switched positions
during the fiscal year and continued to receive the same gross wage even though the
authorized pay rate for the new position was lower.

Auditors’ Recommendations: We recommend the District enhance internal controls
over the allowable costs/activities requirement to ensure payroll disbursements are
made pursuant to key personnel and management's review and authorization, to ensure
the federal awards are expended only for allowable activities and that the cost of goods
and services charged to federal awards are allowable and in accordance with the
specific cost principles.
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

3. Audit Findings and Questioned Costs in Relation to Federal Awards - Continued
2014-011 Travel Claims - Allowable Costs/Cost Principles

Federal program information:
Funding agency: Department of Education
Title: Impact Aid
CFDA number: 84.041
Award year and number: 2014, S041B-2014-2891 & S041B-2014-2892

Criteria or Specific Requirement: |In accordance with OMB Circular A-87, "The School
is responsible for the efficient and effective administration of Federal awards through the
application of sound management practices." District Policy 1531: "Trustees normally
attend workshops, training institutes, and conferences at both the state and national
levels. The District will pay all legitimate costs for trustees to attend out-of-District
meetings, at established rates for reimbursement set by the District."

Condition: We noted two travel claims that would appear to deviate from sound
management practices. One claim was for mileage from Lodge Grass to Washington,
DC in which the claimant received $2,618 in mileage and $420 for lodging while enroute.
Separate expenditure documentation indicates that the claimant traveled to Washington,
DC by flight. It appears that the mileage and hotel claim went unused and
unreimbursed. The other travel claim was for travel from Lodge Grass to Las Vegas,
NV. Mileage was claimed in the amount of $883 in lieu of airfare. No documentation
was available to support that the mileage claim was more economical and provided a
cost savings to the District.

Context: We reviewed a sample of travel claims and disbursements.
Questioned Costs: N/A - less than $10,000

Effect: The District is not applying OMB Circular A-87 cost principles and its own
policies and procedures in a prudent manner with regards to travel claims.

Cause: The District's Board of Trustees has a history of driving to conferences.

Auditors’' Recommendations: The District should apply the cost principles outlined in
OMB Circular A-87 in a consistent manner across all types of disbursements.
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2014-001

2014-002

2014-003

AUDIT CORRECTIVE ACTION PLAN
Audit Year Ending 6-30-14

Internal Controls — Accounting Functions

Response

Lodge Grass School District hired a new Business Manager in January of 2015. The
Board also approved the continuation of a Financial Consulting Services agreement with
Todd Watkins Consulting LLC to provide training, transaction review, internal audit
services and control procedures. Payroll is processed by the District Clerk and reviewed
by both the Business Manager and Financial Consultant. Accounts Payable/Claims are
also now reviewed by the Business Manager and the Financial Consultant. The District
will continue to take steps to ensure internal controls are applied to the daily, and
monthly transactions processed by key employees in the District.

Prior Period Adjustments

Response

During the course of the 2013-14 audit additional prior period adjustments were made
by the audit team which must be reflected on the 2014-15 Trustees Financial Summary
in order to report fund balance accurately on June 30, 2015. Encumbered funds from
prior year purchase orders have been closed and the June 30, 2015 trial balance does
not reflect balances for reserve for encumbrances. When a prior period encumbrance is
closed and not paid, prior period revenue adjustments must be recorded. Several
unrecorded payables were also noted during the 2013-14 audit and corrected by the
audit team and will be reflected as prior period adjustments in 2014-15 on the TFS. In
order to avoid prior period adjustments, the District has adopted a procedure of closing
all outstanding purchase orders (encumbrances) at year end. The District has also made
a concerted effort to record accounts payable correctly at the end of the year as of June
30, 2015

Extracurricular Fund Accounting and Procedures — Control Environment

Response

During the course of the 2014-15 fiscal year the District implemented several
procedures to properly account for student activity funds. The District Clerk oversees
the extracurricular activity fund and under the supervision of the Business Manager,
receipts funds, prepares deposits, issues checks, and reconciles bank statements on a
daily and monthly basis. Transactions are reviewed by the Business Manager and
checks are reviewed and signed by two employees.
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2014-004

2014-005

2014-006

2014-007

Gate receipts are reconciled and funds counted by two employees at the end of the
event. Ticket sales are reconciled to cash collected. Personal checks are no longer
cashed and deposits are made on the Monday following the event. Un-deposited funds
are stored in a locked closet within a locked safe. The District Clerk submits a financial
report of receipts, and disbursements and a bank reconciliation on a monthly basis to
the Board of Trustees.

Extracurricular Fund — Accounting Functions

Response

See 2014-003 above. Paid claims for 2014-15 via the Activity Fund should now have
supporting documentation.

Cost Allocations Between Districts

Response

The District applied a percentage to shared expenses based upon enrollment and labor
effort via the business office staff. The percentage applied to shared expenses was 60%
elementary and 40% high school based partly upon enrollment and the labor effort
required for the high school activity fund and vocational programs. The District will
review the percentage annually based upon enrollment and labor effort. Wages and
benefits for the 2014-15 year were allocated based upon services provided to the
District from square footage for custodial staff to master schedules for instructional
staff. In some cases Elementary Impact Aid Funds were applied disproportionately
based upon lack of funding in the High School District for instructional (vocational and
JROTC personnel)

Payroll Controls

Response

Payroll duties were re-assigned to the Business Manager and District Clerk during the
2014-2015 fiscal year. Payroll is now entered by the District Clerk and reviewed by the
Business Manager and Financial Consultant. Payroll taxes, payroll liabilities and
retirement reports are processed by the Financial Consultant after each pay period. Pay
rates are now reviewed by multiple staff members. Employment contracts are also now
issued to non-union employees. The District sent a reimbursement letter on July 15,
2015 to the employee who was overpaid asking that the employee repay the District.
To date there has been no response from the former employee. The District will pursue
assistance from legal services is the former employee does not respond. Two new time
reporting systems were also implemented during the 2014-15 fiscal year. ETime for
secretaries and office staff and Time Card Plus for custodians, food service and security
personnel. The District will continue to make improvements in payroll controls.

Character Background Checks

Response

The District is currently seeking an agency, with the assistance of the County
Superintendent, to come on site during PIR days in August 2015 to conduct finger
printing of all current staff, new hires, and educational consultants that work on site
from time to time.
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2014-008

2014-009

2014-010

2014-011

Slerry House

Enrollment Counts — Average Number Belonging

Response

The District secretaries at the Elementary and High School level will work closely
together, and with the assistance of the IT Coordinator verify accuracy in reporting
before submitting enrollment information.

Budgets and Cash Overdrafts
Response
Implemented in FY 2014-15

Internal Controls—Activities Allowed or Un-allowed and Allowable Costs/Cost
Principles

Response

See 2014-006 above. The employee whose rate of pay exceeded the pay rate schedule
has been grandfathered by the Classified Union after a transfer from one department to
another. Confirmation of the rate of pay exceeding the scheduled rate of pay was
provided by the Association President. The District will continue to honor the
Association’s directive in paying the employee in question above the scheduled rate.

Travel Claims — Allowable Costs/Cost Principles

Response

The travel claim in question pertains to Board Chair Elroy Nomee who submitted the
request. The Superintendent was advised by the Financial Consultant to reimburse at
the rate of the projected airfare cost to attend the meeting plus per diem for the travel
time via air (approximately $1,500). The Board Chair chose to drive to the meeting and
demanded reimbursement for mileage and per diem and was paid actual expense for
attending.

8-04-15

Sherry House, Board Chairwoman Date
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LODGE GRASS SCHOOL DISTRICT NO. 27 & 2
Summary Schedule of Prior Audit Findings

June 30, 2014

The following summarizes the prior audit findings and questioned costs in relation to the financial
statements and federal awards and corrective action taken:

Finding 13-1
Finding 13-2

Finding 13-3

Finding 13-4
Finding 13-5

Finding 13-6

Finding 13-7
Finding 13-8

Finding 13-9
Finding 13-10

Finding 13-11
Finding 13-12 and 12-20

Finding 13-13

Finding 13-14 and 12-16

Finding 13-15 and 12-17

Finding 13-16 and 12-19

Finding 13-17

Internal Controls - Partially Implemented

Internal Controls Over Accounting Functions - Partially
Implemented

Budgets - Not Implemented

See page 62 for corrective action planned

Budget - Fund Reserves - Implemented

Cash Overdrafts - Not Implemented

See page 62 for corrective action planned

Prior Period Adjustments - Not Implemented

See page 60 for corrective action planned
Revenue - Implemented

Payroll Controls - Not Implemented

See page 61 for corrective action planned
Disbursement Controls - Implemented

Student Activities - Not Implemented

See pages 60-61 for corrective action planned
Excess Cash - Lease Rental Funds - Implemented
Character Background Investigation - Not Implemented
See page 61 for corrective action planned
Enrollment - Not Implemented

See page 62 for corrective action planned

Activities Allowed or Unallowed and Allowable Costs/Cost
Principles - Implemented

Internal Controls - Activities Allowed or Unallowed and Allowable
Costs/Cost Principles - Not Implemented

See page 62 for corrective action planned

Special Tests and Provisions - Certification of Paraprofessional
Teachers - Implemented

Payroll Certifications - Implemented
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