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R 1570 INTERNAL CONTROLS

OVERVIEW:
Internal controlsare notseparate systemsofthe schooldistrict. Controlsarenotanisolated activity
but integral part of each activity used to guide the district.

Establishment, maintenance andevaluationoftheinternal controlsarethe
responsibility ofthe administration. The evaluation of internal controls includes
identifying the framework used by the administration to determine the effectiveness of
the internal controls.

Controlsareinplacetodetectorpreventerrorsandfraud. Anerrorisan unintentional mistake
that has the potential to affect the financial statements and fraud is the intentional misuse or
misappropriation of district's assets.

OBJECTIVES OF INTERNAL CONTROL:

The three objectives of internal control are to ensure the effectiveness and efficiency of
operations, reliability of financial reporting, and compliance with applicable laws and regulations.
The safeguarding of assets is a subset of all of these objectives.

Continuousmonitoringandtestingisneededtohelptoidentify poorlydesigned orineffective
controls. The administration is also responsible for communicating the objectives of internal
control and ensuring the organization is committed to sustaining an effective internal control
environment.

COMPONENTS OF INTERNAL CONTROLS:

The five components of internal controls include the control environment, administration's
risk assessment, administration's communication of the controls, control activities and
monitoring of the controls.

CONTROL ENVIRONMENT:

The control environment includes the organizational structure, the control framework, the district's
policies and procedures and internal and external influences. The tone set by the school district's
board and administration determines the attitude toward the controls of the district.

ORGANIZATIONAL STRUCTURE:
The organizational structure determines the administration's responsibilities and the sets the
relationship with the board, which sets the policies.

CONTROL FRAMEWORK:

Elements of a control framework include the following:

Segregation of duties to help ensure the reliability of the organization's internal
controls, one person should not have access to all stages of a process. Ifthereisnot
proper segregation situations could arise where errors or irregularities occur and
go undetected.
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Integrityandcompetenceof the personnel performingthedutiesare keytoachievingthe
desired controls. Thisincludeshiringthe properpeopleandcontinuallytraining
personnel. Itisimportant to ensure thatemployees who performfinancial tasks have the
knowledge and skill to perform their duties.

Communicationbytheadministrationofthecontrolsandtheemployee's
responsibilitiesareas importantasensuringthatemployeesknowhowto
communicateirregularitiesthatmayarise. Proper supervision of employees is
needed to ensure proper execution of control activities.

DISTRICT'S POLICIES AND PROCEDURES:
Thedistrict'spoliciessettheoveralldirectionofthedistrict. Proceduresforallareasof
financial preparation, reporting, operations, transportation, maintenance, personnel and
payroll are needed. These policies and procedures will become the basis for the
determination of compliance.

ADMINISTRATION'S RISK ASSESSMENT:
Theadministrationhastoconductanassessmentofrisksrelevanttothefinancialstatements. This
includestheidentification of potential risks, the analysisof the potentialimpact ofthoseriskson
theability toproperlyreportthefinancial statementsand the overallmanagementofrisks. Items
toconsiderinthe risk assessment of the district include, but are not limited to:

1. New personnel or new duties for existing personnel

2. Howachangeinaccountinginformationsystemimpactscontrolsandhow
effectivelythe training of personnel on new system was conducted
Changes in the regulations and laws that may affect the control environment
Recordstorageisappropriateandsecure(properpasswordsandaccess
limitationsfor electronic information)
District limits access to computers and datafiles
Segregation of duties
Transactions are recordedtimely
Cash is deposited timely
Assets are physically safeguarded
10 Transactions are performed by only authorized personnel
11. Reconciliations are properly and promptlycompleted
12. Occurrences of managementoverride
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INFORMATION AND COMMUNICATION:
Theadministrationneedstodetermineiftheinformation systemsutilizedinthedistrictareadequate
and relevant for their intended purpose.

Thedistrict'sadministrationisresponsibleforcommunicatingthecontrolsofthedistrictandthe
responsibilities of each employee in the control system.

Theadministrationisalsocharged withreviewinginformationthatmayindicateaflawinthecontrols
that would not allow the control to detect an error in a timely fashion.

CONTROL ACTIVITIES:
Controlactivitiesinclude the policiesand proceduresthatarein placetoachievethe controls
desired. Documentationofthecontrolactivitiesisvitaltotheoverallcontrolenvironment. These
activitiesinclude, but are not limitedto:
1. Segregation of duties
Transactions are recordedtimely
Cash is deposited timely
Assets are physically safeguarded
Transactions are performed by only authorized personnel
Reconciliations are properly and promptly completed

B B

CONTROL ASSERTIONS:
Controlactivitiescanbe categorizedintooneormoreassertions. Allassertionsshouldbe
addressedfor each process (payroll, cash disbursements, etc).

1. Existence(E)/Occurrence(0)-Existenceis whetherthe assets or liabilities of the district
existat any given pointintime (cash, state aid receivable). Occurrenceisthe whetherthe
transaction took place (goods were received before the PO was moved to accounts
payable from encumbrances)

2. Valuation (V) or Allocation (A)- Valuationiswhether the assetor liabilityisincluded on the
board secretary'sreportat the propervalue (the amount of cash or state aid receivable).
Allocationis whether the revenue and expenditures were recorded in the proper
amounts.

3. Accuracy/Classification (NCL)-transactionsarerecordedaccuratelyandthe
classificationof the transactions are proper.

4. Completeness(CO)-iswhetheralltransactionsareincluded (unrecorded purchase orders).

Cutoff(C)-Transactionsarerecorded atthe proper time (purchase orders writteninthe
proper year).
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MONITORING:

The administration is charged with reviewing internal controls on an ongoing basis.
Monitoring can include responding to the recommendation of the auditor in changes in the
controls. Reviewing correspondencefromoutsidesourcessuchasbanksandvendorsforunusual
itemsispartofmonitoring.

Employeesshouldberequiredto"sign off' ontheirunderstanding of the controlactivitiesandtheir
responsibilities in those activities.

AFTER THE CONTROLS ARE ESTABLISHED:
Oncethedistrictestablishescontrols, those controlsneedtobeevaluatedatleastannuallyand
anytime circumstances dictate. Changes in personnel or regulations are examples of these.

Ascontrols are evaluated they will either be effective orineffective at achieving the proposed
control. Controls are effective when there would be no material weaknesses in internal
controls involved in financial reporting. Ineffective controlswouldbe thosewhere atleastone
materialweaknessexists. Ifa control is determined to be ineffective, then the control deficiency
needs to be evaluated.

CONTROL DEFICIENCIES:

Acontroldeficiency exists whenthe design or operation ofacontroldoesnotallowthe
administrationto preventordetect misstatementsonatimelybasis. Adesigndeficiency exists
whenanecessary control is missing oris not designed to enable the control objective to be met.
An operational deficiency exists whencontrolisdesigned properly, butdoesnot operateas
designedorthepersonperformingthecontrol is not qualified to perform the control.

A deficiency may exist that is unavoidable (segregation of duties in a small office). For
these, compensatingproceduresshouldbeputinplace. Thesecompensatingproceduresdo
notcorrectthe deficiency.

REASONABLE ASSURANCE AND LIMITATIONS ON CONTOLS:
Reasonableassuranceisahighlevel ofassurance, butis notabsolute. Thedistrictshould
understand thatpotentialfraud couldexistand notbe detectedtimelyinthefollowing
circumstances: whenthedistrict haspoorlydesigned oroperatedinternal controls, orwhenthere
aretoomanyoverridesofcontrols, when there is collusion between employees or between an
employee and a third party.
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REVIEW OF DISTRICT PROCESSES:

Whenreviewingprocessesinthedistrict, itmayhelptoconsiderincorporatingthe'5
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Who performs each activity? Who receives the outcome of the activities?
Whatactivitiesare performed? Whatformsandreportsareused? Whatcomputersystems

andfilesare used?
Whenareactivities performed? Whatisthesequence ofactivities? Whatisthe timingofthe

activities? What is the frequency of the activities?

Where are activitiesperformed (i.e., board office, school, etc.)?
Whyareactivitiesperformed (i.e., whatrisksarecontrolled, whatcontrolassertiondoes
processstep serve, etc.)

Onefinalconsiderationshould bewhetheranychangestotheprocesswillincreasetheefficiency of
the process or firm up the controls.

CONTROLS LISTED:
The controls listed here are not intended to be a complete list of controls, as each district will

have

different processes, controlsandconcerns. Theseitemsshould be usedasabeginningforthe

review of controls.

1.

Segregationofdutiesisunachievableinthe Green Township School Board office
because of its small size.

The controls in place insure that either the business administrator, treasurer, or the
Superintendent review the work produced by the administrative assistant to the Business
Administrator in the purchasing, accounts payable, payroll or human resources functions.

A. Purchasing: Arequisition is generated and the signatures ofthe Superintendent and
BA are required. A purchase order is generated and the signatures of
Superintendent and BA are required. All purchase orders over $1000 are listed and
approved by the board.

B. AccountsPayable:Allchecksrequirethesignaturesofthetreasurer,board president
and board secretary . The chairman of the finance committee reviews all checksand
signsthe checks list provided to the board at the regular meeting.

C. HumanResources: Allenrolimentformsarecertified bythe BAand
Superintendent.

D. Payroll: Prepared by the Assistant to the Business Administrator. It is reviewed by the
BA for processing. The payroll register requires the signatures of the
Superintendent, Board President and Board Secretary. The checks are signed by the
treasurer or BA.
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TITLE: EVALUATING INTERNAL CONTROLS
Subtitle: Internal Control
Evaluation of Internal Controls
. Toensurethatcontrolsareevaluatedonasperiodicbasistoensurethecontrols continue
Purpose: to be effective. i
Procedure:

. The business administrator will establish a processto evaluateinternal controls overall areas of
financial and operational proceduresin the district.

2. Theseinternalcontrolsshouldbeevaluatedatleastannuallyandeverytimeoneofthe following
conditions exists:

a.  Changein personnel performinga control function
b. Change in accountingsystem
¢. Change inregulations

3. Asthecontrolsareevaluated,adeterminationshouldbemadethatdesignatesthecontrol as either
effective orineffective. Ineffective controls should be changed to achieve the proper level of
effectiveness required.

4. Writtendocumentation of thereview ofthecontrolsinplaceshouldbe kept.
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Title: COMMUNICATING STAFF MEMBERS’ ROLES

Subtitle: Communicating staff members role in the Internal Controls

Purpose: To ensurethateveryone inthe district whoperforms orshouldperformacontrol
function understands the control.

Procedure:

1. Thebusinessadministrator will establish a proceduretoensuretheallemployeesand board
memberswhoarechargedwithacontrolunderstandtheimportanceofthecontrol and their role
in the control environment.

a. Controlsthatarenotperformedwithanunderstandingof the controlwillnotbe
effective.

b. Areviewofthe controls and the staffmembers' role in the controls should be
conducted at least annually and anytime there is a change inthe control, the
personnelorthelaws andregulations affecting the control.

¢. Documentation ofthese reviews should be maintained.

. CASH CONTROLS
Title: Internal Control

Subtitle: Cash controls

To identify the controls over cash and the personnel responsible

Purpose: . o
R Cash Receipt activities:

Procedure: 1. Administrative Assistanttothe Business Administrator opens mail.

2. Checksare heldinthe safe until deposited within 24-48 hours.

3. The debosit slip, along with copy ofcheck, along with supporting
documentation is made for the BA.

4, Business Administrator records deposit in accounting system.
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Title: Internal Controls
Subtitle Payroll Controls
Purpose:  Toidentify the controls which exist over payroll related items

Procedure:
1. The business administrator will establish controls that help ensure that the errors and
fraudinpayrollwouldbe detectedinatimelymanner. Thesecontrolsmaybesomeor all
of the following: With respectto payroll:

2. The Green Township Board of Education approves any new hire, renewal, retirement and
termination.

3. The Assistant to the Business Administrator collects all proper payroll forms and sets up
employment file.

4. The Business Administrator prepares employment contracts and forwards the salary for
eachstaff membertoAssistanttotheBusinessAdministratortobesetupin
payroll.

5. The preparation of the payroll:

A. Staff attendance and input of substitutes is maintained by Superintendent's
secretary in Frontline and/or CDK.

B. The Assistant to the Business Administrator verifies attendance and substitute
report.

C. Maintenance supervisor approves time cards for custodial staffand forwards to
Assistant to the Business Administrator.

D. The Principal or Superintendent approves timesheets for all other
extracurricular activities.

E. BusinessAdministratorreviewsdocumentation beforethe Assistanttothe
Business Administrator transmits payroll to R&L (party third payroll processor)

6. ThepayrollchecksarereviewedbyTreasurerofSchoolMoniesorBAandsigned.

7. ThePayrollRegisteris reviewedandsignedbySuperintendent, BA,IDEAPerson, and
Board President.

Adopted:



