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School districts should refer to the following definition of “debt” in
determining which transactions require ADE approval: “a iegal

liability, encumbrance or contract, including employment contracts,
to be paid out of future revenues or current reserves of the district.”

List #2: Ark. Code Ann. § 6-13-1602(2) List (Administrative
Consolidation List)

Ark. Code Ann. § 6-13-1602(2) requires the ADE to publish a list of
all school districts with fewer than three hundred fifty (350) students
according to the school district average daily membership in each of
the two (2) school years immediately preceding the current school
year. Pursuant to Ark. Code Ann. § 6-13-1603, school districts
appearing on this list must be administratively consolidated with or
annexed to another school district or districts. The following school
district meets the requirement for inclusion on the Ark. Code Ann.

§ 6-13-1602(2) list:
Hughes School District

The ADE continues to monitor and further examine school district
attendance records and will notify any affected school districts of any
changes in status for administrative annexation, administrative
consolidation, or other purposes. District administrators are urged to
ensure that their respective districts are in compliance with all
attendance and reporting laws, including, but not limited to Ark. Code

Ann. § 6-18-213.

Version: 8.0

Created at 7/17/2014 1:25 PM by Jeremy Lasiter (ADE)
Last modified at 7/29/2014 8:10 AM by Deborah Coffman (ADE)

http://adesharepoint2.arkansas.gov/memos/Lists/Approved%20Memos/DispForm2.aspx?ID... 4/8/2015
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School districts should refer to the following definition of “debt” in
determining which transactions require ADE approval: “a legal

liability, encumbrance or contract, including employment contracts,
to be paid out of future revenues or current reserves of the district.”

List #2: Ark. Code Ann. § 6-13-1602(2) List (Administrative
Consolidation List)

Ark. Code Ann. § 6-13-1602(2) requires the ADE to publish a list of
all school districts with fewer than three hundred fifty (350) students
according to the school district average daily membership in each of
the two (2) school years immediately preceding the current school
year. Pursuant to Ark. Code Ann. § 6-13-1603, school districts
appearing on this list must be administratively consolidated with or
annexed to another school district or districts. The following school
district meets the requirement for inclusion in the Ark. Code Ann.

§ 6-13-1602(2) list:

Stephens School District

The ADE continues to monitor and further examine school district
attendance records and will notify any affected school districts of any
changes in status for administrative annexation, administrative
consolidation, or other purposes. District administrators are urged to
ensure that their respective districts are in compliance with all
attendance and reporting laws, including, but not limited to Ark. Code
Ann. § 6-18-213.

Version: 10.0

Created at 7/17/2013 5:42 PM by Jeremy Lasiter (ADE)
Last modified at 8/9/2013 9:54 AM by Deborah Coffman (ADE)

http://adesharepoint?.arkansas.gov/memos/Lists/Approved%s20Memos/DispForm2.aspx?ID... 4/8/2015
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Hughes School District REcE,VE;

Fiscal Distress Plan APR
Asof April 16,2013 172013
' % ReaNTABL 7y
Statement of Assurances

The Hughes School Districts Fscal Distrass Plan/Revised dated 4/16/2013 was
approved during a legal meeting of the district on 4/16/2013:

1 hereby certify by my signature below that the Hughes Scheol District's Fiscal
Distress Plan/Revised shall be binding on the district, the superintendent, and
the school boerd; provided, however, that It shall ba the duty of the disirict to
folloyy all federal and state laws.

Board Member

Board Member

Fiscal and Administretive Sendcas Statament of Assuranoes Fom
Finarela Accountablity and Reporting

November 2010

C:Weers'fulle.coveny\Documents\Statement of Assuranca Fem,.doo
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Post Office Box ¢ Telephone 870-339-2570

HUGHES PUBLIC SCHOOLS
Office Of The Superintendent
Hughes, Arkansas 72348

March 9, 2015

Ms. Hazel Burnett

ADE Coordinator Fiscal Distress Accountability and Reporting
Four Capitol Mall

Little Rock, Arkansas 72201-1019

Re:  Hughes School District and Fiscal Distress Status

Dear Ms. Burnett:

We have discussed Hughes being released from the Fiscal Distress Status on more than one
occasion in the past, | write you this morning with a great sense of urgency and I am requesting
once again that you recommend to the Commissioner of Education that the Hughes School
District be removed from the Fiscal Distress Status.

I do not make this request lightly or without sincere consideration of all facts and factors. The
letter that the school district received, which was dated February 19, 2013, said, in relevant part,
“According to Arkansas Code Annotated § 6-20-1904, the Hughes School District meets one (1)
or more of the criteria necessary to be identified as a district in fiscal distress, including:
Material state or federal audit exceptions or violations. This identification is also based on acts
or violations determined to jeopardize the fiscal integrity of the district including without
limitations failure to develop and implement adequate correction actions for originally identified
audit findings and deficiencies.”

I became superintendent of this school district in the midst of the 2012-2013 scheol year. I
became superintendent on October 9, 2012, just a few months before your February letter was
issued. Also in January 2013 a verdict was handed down in the Ray Nassar and Gena Smith vs,

The Hughes School District, a case on employment discrimination. If my memory is correct,
you thought that it was best that the district be placed in fiscal distress in order to assist the

district as it worked its way through diffienlt financial times and addressed the concems that
were in the audit for the previous year,

Over the last seven or fewer days, several material events have taken place which each
individually impact the Hughes School District in significant ways, First, the Eighth Circuit
Court of Appeals handed down its ruling reversing in part the jury verdict awarding Ray Nassar
and Gena Smith substantial sums of money. The way I understand the opinion and judgment is
about $100,000.00 has been taken away from Mr, Nassar's verdict and the court was directed to
reassess the attorneys’ fees award in light of that. The second thing is House Bill 1263 has now
passed the House and Senate and been sent to Governor Hutchinson for his signature. The third
thing is that the Fomest City School District met on Friday night and voted to rescind their
agreement to merge or consolidate with the Hughes School District.

As a resident of Hughes, its school superintendent and an employee for a number of years
I am confident that if the labels are successfully removed, we as a school district can survive as a

ACTION AGENDA - A-3 9




Letter to Hazel Burnett from Sheryl Owens
Page 2 of 5
March 09, 2015

standalone school district and remain free of any of the distress labels that would concern the
Department of Education. We have made tremendous and successful efforts to change the
culture of the operations at the Hughes School District. The fact that we made these changes is
evident in our increasing fund balance in non-restricted funds.

I am attaching to this letter a copy of the decision from the Eighth Circuit Court of Appeals in
the Nassar lawsuit. I am also attaching the copy of House Bill 1263. If by the time I submit this
letter to you I have any documentation from Forrest City School District [ will share it as well.
In addition, 1 am attaching the document that you already have which is entitled the Arkansas
Department of Education, Fiscal Distress Financial Improvement Plan, Plan Year 2013-2014.
This is for the Hughes School District No. 27 signed by me on Aprill6, 2013. That report
contains Part A and Part B. Part A is a narrative overview of the district and Part B is the plan
objectives. [ would like to remind you that the Hughes School District is located in a rural, poor,
isolated area of Saint Francis County in Eastern Arkansas and that district encompasses territory
in Saint Francis and Crittenden County and covers 226 square miles. Our school district students
are 100 percent free lunch.

The Distress Financial Improvement Plan contgined 13 objectives. Because [ have already
attached the plan showing the objectives to this letter, [ will not itemize the objectives
individually. I will remind you that we have successfully completed the objectives as we told the
State Board that we would do. In order for us to meet the 13 objectives we had to reduce our
staff in the certified and classified categories; we reduced our certified and classified staff: we
reduced our contracted days; we removed stipends, combined bus routes; we closed vacant
positions; and, we paid off the existing contract the former superintendent. We hired a
consultant, Mr. Norman Hill; to work with our bookkeeper and our front office to assist us with
audit issues and to make the various assurances that we were properly adhering to a budget and
paying our vendors from appropriate funds. We also sent our bookkeeper and accounts payable
clerk to the APSCN and CASBO trainings such that they can be better prepared to do the work
that is necessary to operate a school district and keep it out of audit trouble with findings for
things such as coding errors,

From a historical perspective, in addition to Hughes being in a rural, poor, isolated area of Saint
Francis County, it is not an easy task for Hughes to find and retain staff in some of these
positions including the bookkeeper. The tumover in the bookkeeper's office prior to my tenure
as the superintendent, was one bookkeeper every one and 2 half years or so. Which meant that in
three audits we probably had two different bookkeepers keeping the books.

We have made such material strides and we are greater than 90 percent complete. Our position
is that we have made corrections in 100 percent of the objectives that were set out in the fiscal
distress plan. It is our position that we are clearly no longer at risk from a fiscal integrity
standpoint.  “Fiscal integrity is defined by Rule3.12 as complying with the financial
management, accounting, auditing, and reporting procedures and facilities and management
procedures as required by state and Federal laws and regulations in a forthright and timely
manner.” We are doing that. We have gone a step further because we have increased our non-
restricted fund balance by a substantial amount of money, and according to our projections in

ACTION AGENDA - A-3
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Letter to Hazel Burnett from Sheryl Owens
Page 3 of 5
March 09, 2015

which we have been assisted by Mr. Norman Hill our end of the year fund balance should be
about $1.7 million. Based on those assurances we do not have a declining balance and our
district has not been jeopardized or exposed to any loss or injury or peril since the fiscal distress
label has been placed on the district and we began making the gallant efforts to correct the
problems pointed out by the audit and information we received from you and the Department of
Education.

What | am requesting at this point is a meeting with you and anyone else who might be able to
assist with this request. My thinking is that there are several ways to approach. A workable
solution is to set aside all of the previous findings and lock at the district today and its present
condition and make a determination whether fiscal distress would be appropriate at this time if
the district did not already have the iabel.

[ am attaching Page 158-3 and 1584 of the Arkansas Department of Education Rules [dentifying
and Governing the Arkansas Fiscal Assessment and Accountability Program October 2012. On
Page 158-3 and 158-4 we have Rule 4 which addresses the indicators of fiscal distress and of
those 12 indicators of fiscal distress only one of those indicators might apply to the district at this
time and that would be 4.01.2.4 Material State or Federal Audit Exceptions or Violations. That
seems to place the district in the same position that it was on February 19, 2013, when you issued
the letter placing the district in fiscal distress. However if you hone down beneath that indicator
of fiscal distress you find that the school district hed several audit findings and exceptions that
related to coding, budget and other issues but those have been corrected. And to the extent that
any issue remains with the audit, it is not of a nature that would cause the district to be placed
into fiscal distress had it not already been in fiscal distress, Certainly we would understand and
perhaps even appreciate if the state decided to continue to provide intensive support to the
district to make sure that we continue to walk the line for achieving sound fiscal practices and
that our fund balance continues to increase.

The Hughes School District, being in this rural area, has had to live with the fact that we do not
contro! the media. We do not have a public relations division with our school district.
Therefore, because of the labels we have had placed on us, we have had out migration of
students to surrounding districts. One of our issues has been that we have had a limited amount
of extracurricular activities with particular emphasis on sports like football. If we had a football
program some of the students that we have lost to other areas would come back to the Hughes
School District because the students still live in Hughes but they want to participate in football.
We recently had Gus Malzahn to come to a dedication service where we dedicated our football
stadium and named it after im. He pledged some support to the district football program in the
event that it gets off the ground again. Gus Malzahn is the head coach of the Aubum University
Tigers in Auburn, Alabama and just a couple of years ago led his team to the national
championship football. He, at an early point in his career, coached at the Hughes School
District.

Finally, having taken a significant amount of your time to make this plea, we remind you that at

the end of the day our mission is to teach the little children of the Hughes School District. We
want an opportunity to educate them here in Hughes. Our academic indicators have been within
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Letter to Hazel Burnett from Sheryl Owens
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the boundaries of what is acceptable by the state. We are not in academic distress. Children are
being educated in this school district in spite of the difficulties that they face in their own
personal lives and the past difficulties that the district has experienced because of a variety of
different factors. The district considered consolidation with several other surrounding school
districts and attempted to work out a consolidation plan. We were very reluctant in the
consolidation and didn’t necessarily feel like it was voluntary but that we were being required to
do it. However, in this process we had been treated like a red headed step-child by the districts
that surround us who basically told us they will take our children and our money but they are
going to force them to attend school on their campuses. That means that our students will be
bussed even further than they already are in order to get to Forrest City, to Marianna, to Earle or
West Memphis or Marion in order to get an education.

From an economic development standpoint and an education standpoint those prospects are
really harmful to the Hughes community in general and to our students in particular. Our
students will be placed at an unfair disadvantage by having to travel further each day to get to the
point of being educated by whatever school district educates them. If the fiscal distress label is
removed then our students don’t have to suffer that fate. Poor, rural, isolated children do not
need additional travel burdens placed upon them in order to get an education. We are not aware
of any study that provides empirical data is support of the fact that consolidating rural school
districts ultimately helps the children who have been the subject of the consolidation. If we are
wrong in that assumption, please provide us with the data that supports the proposition that
consolidation assists the students.

We are available to meet with you today or tomorrow or Wednesday. We would like to meet
with you on today, tomorrow or Wednesday in order to work out what we might present on
Thursday to the State Board in light of the three developments that we raised at the beginning of
the Jetter and those are the decision by the Eighth Circuit Court of Appeals in Ray Nassar, et al,
v, The Hughes School District. The passage of House Bill 1263 which will become an act before
hily 1, 2015 and the decision by the Forrest City School Board to rescind its agreement to
consolidate with the Hughes School District on Friday, March 6, 2015 after 5:00 p.m.

Your consideration of this request will be greatly appreciated and I am available by
telephone at (870) 339-3430 or (870) 317-2303 or (870) 317-7112,

Superintendent of the Hughes School District

cc:  Mr. Tony Wood, Commissioner of Education
Mr. Jeremy Lasiter General Counsel
Senator Keith Ingram
Representative Reginald Murdock
Mr. Rudolph Robinson, President of the Board

ACTION AGENDA - A-3
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Letter to Hazel Burnett from Sheryl Owens
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March 09, 2015

Ms. Lethia Cupples
Ms. Eamnestine Jackson
Mr. Donnie Mooney
Mr. Lincoln Barnett
Mr. Travis Gilleyen
Mr. Stoney Burks

SpaakHrite
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Hughes School District No. 27

St. Francis County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2014

LEGISLATIVE JOINT AUDITING COMMITTEE
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Sem, Bryan B. King Ar
Senate Chair \

Rep. Kim Hammer
House Chair Roger A. Normean, JD, CPA, CFE
Sen, Linda Cheaterfeld Legislative Auditor
Senate Vice Chair

Rep. Joho VY. Walker
House Vice Chair

LEGISLATIVE JOINT AUDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

INDEPENDENT AUDITOR'S REPORT

Hughes Schaol District No. 27 and School Board Members
Legislative Joint Auditing Committee

Report on the Financlal Statements

We have audited the accompanying financlal statements of each major govemmental fund and the aggregate remaining fund
information of the Hughea School District No. 27 (the “District'), as of and for the year ended June 30, 2014, and the related notes
to the financial statements, which collactively comprise the District's regulatory basis financiat statements as listed in the table of

contenls,
Management's Responsibiiity for the Financial Statements

Management i responsible for the preparation and fair presentation of these financlal statements in accordance with the finandal
reporling provisions of Ark. Code Ann. § 10-4-413{c) as provided In Act 2201 of 2005, as described in Note 1, to meet the
requirements of the State of Arkansas. This includes determining that the regulatory basia of accounting is an acceplable basis
for ihe preparation of the financial slatements in the clreumstances. Management Is also mspansible for the design,
implementation, and maintenance of intemal control relevant to the preparation and falr pressntation of financial statements that
are free from material misetatement, whether due to fraud or efror.

Audltor's Responsibifity

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in accordance
with auditing standards generally accepted in the United Stetes of America and the standards applicable to financial audits
contained In Govarnment Auditing Standards, lssued by the Comptroller General of the Uniled States. Those standards require
that we plan and perform the audit to ebtain reasonable assurance about whether the financlal staterments are free from material

misstatament.

An audit Involves perfoming procedures to obtain audit evidence about the amounts and discloaure in the financlal statements.
The procedures selected depend on the auditor's judgment, including the assessmant of the risks of material misstatement of the
financial statements, whether due to fraud or error.  In meking those rlsk asseasments, the audifor conslders inlemal control
relevant to the District's preparation and fair presentation of the financlai statemerits In order lo desfgn audit procadures that are
appropriale In the circumstances, but not for the puipose of expressing an opinion on the effectiveness of the Distnct's inlemal
contral.  Accordingly, we éxpress no such opinfon. An audht also indudes evaluating tha appropriataness of eccounting policies
used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overail
presentation of the financial statements,

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

Basis for Adverse Opinion on U.S. Generslly Accepted Accounting Principles

Ag gescribed in Nate 1 o the fnancial statements, to mest the financial reporting requirements of the State of Arkensas, the
finandal stataments ame prepared by the District on the basis of the financial raporting provisions of Ark. Code Ann. § 10-4-413(c)
8B provided in Act 2201 of 2005, which is & basis of accounting other than accounting principles generally accepted in the

United States of America,

The effacts on the financial stalements of the variances between the regulatory basis of accounting described in Note 1 and
accounting principles generally acceptad In the United States of Amarica, although not reasonably determinable, are presumed to

be matetial,

172 STATE CAPITOL « LITTLE ROCK, ARKANSAS 72201-1088 » PHONE (501) 883-8800 + FAX (501) 683-8605
www.arklagaudit.gov
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Adveree Oplnion on U.S. Generally Accepted Accounting Princinles

In our opinian, because of the significance of the matter discussed In tha Basls for Adverse Opinlon on U.S. Generally Accapled
Accounling Principlas paragraphs, the financial statements referred to above do not present fairly, in eccordance with accounting
principles generally accepled in the United States of America, the financial position of the District as of June 30, 2014, or the
changes in finandal position for the year then ended.

Opinlon on Regulatory Basis of Accounting

In our opinion, the financial statements referred to above present falry, in all matsrial respects, the respactive regulatory basis
financial position of each major govermenta! fund and the aggregate remaining fund information of the District as of June 30,
2014, and the respactive regulatory basls changes in financial position thereof and the respeclive regulatory basis budgetary
comparison for the general and speclal revenus funds for the yesr then ended In accordance with the finandal reporting
provisions of Ark. Code Ann. § 10-4-413{c} as provided in Act 2201 of 2005 described in Note 1.

Emphasts of Matter

As discugsed in Note 13 lo the financial statementa, the District is the defendant in various pending lawsults aleging
discrimingtory practices end cerlain violations of law, with some urifavorable outcomes deemsd probable, Our opinion is not

modified with respect fo this matter.
Other Matters
Supplsmsntery and Other Information

Our audit wes conducted for the purpose of forming opinions on the financial statements that collectively comprise the District's
regulatory basis financial statements. The Schedule of Expanditures of Fedaral Awards, as required by Office of Management
and Budgst Circtilar A-133, Audifs of States, Lacal Governments, and Non-Profft Organizafions, the Scheduls of Capital Assets
and the Schedule of Selacted infarmation for the Last Five Years - Regulatory Basis are presented for the purpases of addHional
analysis and are not a required part of the regulatory basis finandal staterents,

The Schedule of Expenditures of Federal Awards is the responsibility of management and was derived from and relates directly to
the underlying accounting and othar records used to prepare the regulatory basis financlal statsments. Such Information has
besn subjected to the auditing procedures applied in the sudit of the regulatory basis financial statements and certain additional
procedures, including comparing and reconciiing such information directly to the underlying accounting and ofher records used to
prepare the ragulatory basis financial statements or to the regulatory basis financial statements themeelvas, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the
Schedule of Expenditures of Federal Awarda is falrly statad, In alt material respacts, in relation 1o tha ragulatory basis financial
statementa as a whole.

The Schedule of Capllal Assets and the Schedule of Selected Information for the Last Five Years - Regulatory Basls -have not
baen subjected to the audifing procedures applied in the audit of the ragulainry basls financial statements, and accordingly, we do
not express an opinion or provide any assurance on them,

Other Reporting Required by Government Auditing Standards

in eccordance with Govemmsn! Audiling Standards, we have also lssued our report dated Novembar 20, 2014 on our
considaration of the District's internal conitrol over financial reporting nd on our tests of its compliance with certaln provisions of
laws, regulations, contracts, and grant egresments and other matters. The purpose of that report Is to dascribe the scope of our
testing of intemal control over Ananclal reporting and compliance and the resutts of thet testing, and not to provide an opinion on
internal control over financial reporting or on campliance. That report Is an integral part of an audit performed In gccordancs
with Govemmant Audiling Stendards in considering the District's internal control over financial reporting and compliance.

DIVISION OF LEGISLATIVE AUDIT

Aegolms—

Roger A. Norman, JD, CPA, CFE
Legislative Auditor

Liltle Rock, Arkansas
November 20, 2014
EDSD35214
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Sen. Bryan B. King
Senate Chair
Rep. Kim Hammer
House Chair
Sen. Limda Chesterfield
Sennte Vics Chair
Rep. John W. Walker
House Vice Chair

Roger A. Normasn, JD, CPA, CFE
Legislative Auditor

LEGISLATIVE JOINT AUDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED [N ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

INDEPENDENT AUDITOR'S REPORT

Hughae School District No. 27 and Schocl Board Members
Leghstative Joint Auditing Commitise

Ve have audited, in accondance with the audiling standards generally accepled In the Uniled States of America and the
standards applicable to finandial audtts contained in Govemment Auditing Standsrds issued by the Complrofler General of the
United States, the financial stalements of each major govemmental fund and the aggregate remaining fund information of the
Hughes Schoo! District No. 27 (the “District"), as of and for the year ended Juna 30, 2014, and the related notes to finandial
statements, which collectively comprise the District's ragulatory basis financial statements, and have issued our report thereon
datsd November 20, 2014. We iasued an adverse opinfon because the District prepared the financlal statements on the basls of
the financial reporling. provisions of Arkanses Code, which is a basis of accounfing other then eccounting principles generally
accepted in the United Statea of America, The effacts on the financial statemants of the varances betwsen the regulatory basis
of accounting end accounting prnciples generzlly eccepted In the Unlted States of America, aifhough not reasonably
determinabls, are prasumed to be material. Howsver, the financial statemants present fairly, In &l material respects, the
respective regufatory basls financlal posftion of each mejor governmental fund and the aggregate remaining fund information of
the District as of June 30, 2014, and the respective regulatory basis changas in financlal position thereof and the respective
regutatory basis budgetary comparison for the general and spedial revenue funds for the year then ended, on the- basis of
accounting described in Note 1.

Internal Contro! Over Financlal Reporting

In planning and parforming our audit of the regulatory basls financial statements, we considared the District’s internal confrdl over
financial reporting (internel control) 1o determine the eudit procedures that are eppropriate in he clrcumstances for the purpose of
expressing our opinicne on the reguiatory basis financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the District's intemal control. Accordingly, we do not express an opinion on the effectiveness of the District's
intemal control,

Our consideralion of Internal control was for the iimited purpose described in the preceding paregraph and was not designed to
identily all deficiencles in intemal control that might be material weaknesses or significant deficienties and therefore, material
waaknesses or significant defidencles may exist that were not identified. However, as described in the accompanying Schedule
of Findings and Questioned Costs, we Identified a cartaln deficiency in intamsi contral that we consider to be a material

woakness.

A deffciency in inlernaf conirol exista when the design or operation of a control does not aliow management or employees, in the
nommal course of performing thelr assignad functlons, to prevent, or detect and comect, migstatements on a timely basls, A
material weakness is a deficiency, or e combination of deficiencies, in Internal control such that there is a reasonable possibllity
thet a material misstatement of the District's regulatory basls financlal statements wili not be prevented, or detectad end cormected
on a limely basis. We consider the deficiency described in the accompanying Schadule of Findings and Questioned Costs es
iterm’ 2014-001 to be a meterial weakness.

Compllance and Other Matters

As part of obtaining reesoneble assurance about whether the District's regulatory basis financlal etatements ere free from material
migstatement, we performed tesls of its compllance with cartain provisions of the state constiution, stete and federal laws and
reguletions, contracts, end grent egreements, noncompilance with which could have a direct and material effect on the
determination of financial stetement amounts. However, providing an opinion on camplience with those provisions was not an
objactive of our eudit, end eccordingly, we do not express such an opinion. The resulls of our tasls disciosad no instances of
noncompliance or other metters that are required to be reported under Governmenit Auditing Standards.

172 STATE CAPITOL + LITTLE ROCK, ARKANSAS 72201-1089 « PHONE (501) 883-686800 +» FAX, (501) 663-8605
www.arklegaudit.gov
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We noted cartain matiers that we reported to management of the District in a separate |stter dated November 20, 2014.

District’s Responsae to Findings

The District's response to the findings idenified in our audit, excluding the management Istter findings, Is described in the
accompanying Schedule of Findings and Questioned Costs. The District's response was nat subjected to the auditing
procedures applied in the audit of the regutatory basis financial statemerits and, aocordingly, we express no opinion en It

Purpose of this Report

The purpose of thia report i solely to describe the scope of our testing of interal control and compliance and the result of that
teeting, end not to provide an epinlon an the effectivenass of the District's internal control or on compliance. This report Is an
integral part of an audit performed In accordance with Governmant Auditing Standards in consldering the District's intemal control
and compliance. Aocordingly, this communication is not sultable for any other purposa.

DIVISION OF LEGISLATIVE AUDIT

Sy et

Lamy W. Hunter, CPA, CFE
Deputy Legislative Auditor

LitHle Rock, Arkansas
November 20, 2014
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Sen. Bryan B. King
Senate Chair
Rep. Kim Hamroer
House Chair
Sen. Linds Chesterfleld
Senate Vice Chair
Rep, John W. Walker
House Vice Chair

Roger A. Norman, JD, CPA, CFE
Legislative Auditor

LEGISLATIVE JOINT AUDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND REPORT ON INTERNAL CONTROL OVER
COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITOR'S REPORT

Hughes Schooi District No, 27 and School Board Members
Legislative Joint Auditing Committee

Report on Compliance for Each Major Federal Program

We have eudited the Hughes School Disirict No. 27 (the *District”) compliancs with the types of cornpliance requiements
described in the OMB Circular A-133 Compiiance Supplement that could have a direct and materia! effect on each of the
District's major federal programs fot the year ended June 30, 2014. The Districts major federal programs are identified in the
summary of auditor's resulls section of the accompanying Schedule of Findings and Questioned Costs.

Management's Responsibliity

Management ls regponaible for compliance with the requiremerts of laws, regulations, contracts, and grants applicable to its
federa! programs,

Auditor’s Responsibility

Qur responsibllity is to express an opinlon on compliance for each of the District's major federal programs based on our audit
of the types of compliance requirements referrad to above. We conducted our audit of compliance in accordanca with auditing
atandards generally aceepted in the United Stalss of America; the stendards applicable to financlel sudits contained in
Govemment Audiling Standards, issued by the Complroller Ganeral of tha UnHed Stetes; and OMB Circular A-133, Augits of
States, Local Govemments, and Non-Profit Qrganizalions. Those standards and OMB Clrcular A-133 require that we plar and
perform the eudit to obtain reasonable assurance about whether noncompliance with the types of complience requirements
referred o above that could have a direct and materisl effect on e major federal program occurred. An eudit includes
examining, on 8 test basls, evidence about the District's compliange with these requirements and performing such other
procedures es we considered necessary In the circumstences.

Wo belleve thet our audit providas a reasonable basis for our opinion on compliance for each major faderel program.
However, our audit does not provide a fegal determination of the Districi's complianca.

Baals for Qualified Opinfon on CFDA 84.377 School Improvement Grants
As described in the accompanying Schedule of Findings and Questioned Costs, the District did not comply with requirements
regarding CFDA 84.377 School Improvement Grants s described in finding numbers 2014-002 for Reporting end 2014-003

for Aliowabla Costs/Cost Principles. Compliance with such requiraments is nacessary, In our opinion, for the District to comply
with the requiremants spplicable to that program.

Qualified Opinion on CFDA 84.317 School improvement Grants

In our opinion, except for the noncompliance described in the Basis for Qualifiad Opinion paragraph, the District comphied, in
all materlal respacts, with the types of compliance requirements referred to above that cold have a ditact and materlal effect
on CFDA 84.377 School Improvement Grante for the yesr ended June 30, 2014,

Unmodified Opinton on Each of the Othar Major Federal Programs

In our opinion, the District complied, in eli material respects, with the types of compliance requirements referred to above that

could have a direct and material affect on each of its other major federal programs idantified In the summery of auditor's
resulls section of the accompanying Schedule of Findings and Questioned Costs for the year ended June 30, 2014,

172 STATE CAPITOL « LITTLE ROCK, ARKANSAS 722011008 » PHONE (501) 883-8800 « FAX (501) 683-8805
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The District's regponss to the. noncompliance findings Identified in our audit is described in the accompanying Schedule of
Findings and Questicnsd Costs. The Districl's response was not subjected to the auditing procedures applled in the audt of
complianos and, accordingly, we express no opinion on the response.

Report on Internal Control Over Compliance

Management of the District is responsible for establishing and maintaining effective Intemnal contro! over compliance with the
typee of compliance requirements referred to above. In planning and performing our audit of compliance, we considered the
District’s intemal control over compliance with the types of requirements that could have a direct and material effact on each
mejor federal program to determine the auditing procedures that are sppropriate in the circumstances for the purpose of
exprassing an opinion on compliance for each major federa! program and to test and report on internal control over
compllance in accordance withh OMB Clrcular A-133, but not for tha pumpose of exprassing an opinon on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the District's intarnal

control over compliance.

Our consfderation of Intemal control over compliance was for the Iimited purpose described in the preceding peragraph and
was not designed o Identify all deficlencles In internal control over compliance that might be matsrial weaknessas or
significant deficiencies and therefore, material weaknesses or significant deficiandies may exist that were not identified,
However, as discussed below, we identified certain deficlencies in intema! contro! over compliance that we consider to be

material weaknesses.

A deficiency In intemaf conirol aver compliance exists when the design or operation of a control over compliance does not
aflow managemsnt or employees, in the normal course of performing ther assigned functions, to prevent, or detect and
corect, noncompliance with a type of compliance requirement of a federal program on a timely basis. A material weakness in
inlemal conirol aver compliance Is a deficiancy, or a combination of deficiencies, in (nternal control over compliance, such that
there is a reasonabls possibllity that material noncompliance with & typs of compliance requirement of a fedsral program will
not be preventsd, or detected and correcled, on a timely baals. We consider the deficiencies in internal control over
compliante described in the accompanying Schedule of Findings and Questioned Costs es items 2014-002 and 2014-003 to

be material weaknesses.

The District's response to the internal control over compliance findings Identified in our audil is described in the accompanying
Schedule of Findings and Questioned Costs, The District's rasponse was nat subjectad 1o the auditing proceduras appl{ad inthe

audit of complianice and, accordingly, we express no oplnion on the response.

The purpose of this report on intemal control over compliance is solely to describe the scope of our testing of Intemat control
over compliance and the resulta of that testing based on the ragquirements of OMB Circular A-133, Accordingly, this report is

not suitabla for any other purpose.
DIVISION OF LEGISLATIVE AUDIT

ey sk

Larry W. Hunter, CPA, CFE
Deputy Legislative Auditor

Little Rock, Arkansas
November 20, 2014
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Rep. Kim Hasmmer

Arkansas
Sen. Bryan B. King
Senate Chair

House Chair Roger A, Norman, JD, CPA, CFE
Sen. Linda Chesterfield Legistative Auditor
Senate Vice Chair
Rep. John W. Walker
House Vice Chair

DIVISION OF LEGISLATIVE AUDIT

MANAGEMENT LETTER

Hughes School District No. 27 and School Board Members
Legistative Joint Auditing Committee

We would like to communicate the following items that came to our attention during this audit, The purpose of such comments
is to provide conatructive feedback and guidance, in an effort lo assist management to maintain & satisfactory fevel of
compliance with the state constllution, laws-and regulations, and to improve intemnat control. These matters were discussed
previously with District officials during the course of our audit fisldwork and at the exit conferance.

This letter Is intendad solely for the Informetion and use of the Legislative Joint Auditing Gommittes, the local school board and
District management, state executive and oversight mensgement, feders! regulatory and ovessight bodies, the federal
awarding agencles and pass-through antities, and other parties ae required by Arkansas Code, and i not intended to be and
shauld not be used by anyone other than these specified pariies. However, pursirant to Ark. Code Ann. § 10-4-417, ell reports
presented to the Legielative Juint Audiiing Commitee are matiers of public record and distribution is not limitad.

CIVISION OF LEGISLATIVE AUDIT

o

Larry W. Hunter, GPA, CFE
Deputy Legislative Auditor

Litle Rock, Arkansas
Nowember 20, 2014
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ASSETS

Cash

Inveatments
Accounts recgivable
Due from othar funda

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabilitias:
Accounts payable end accrued liabliities
Due student groups
Due to other funds
Tolal Uabliities

Fund Balancas:
Restricted
Assigned
Unassigned
Totel Fund Balancas

TOTAL LIABILITIES AND
FUND BALANCES

HUGHES SCHOOL DISTRICT NO, 27
ST. FRANCIS COUNTY, ARKANSAS
BALANCE SHEET - REGULATORY BASIS
JUNE 30, 2014

Govarnmental Funds

Exhibit A

Malor
Spedal Other Fiduciary
General Revenus Aggrenate Fund Typas
$ 1205811 % 254,875 § 179 & 10,270
622,623
11,218 166,888
BOO
$ 1,830,449 § 411,764 § 79§ 10,270
$ 37708 § 0188 & 600
$ 10,270
800
38,305 0,186 500 10,270
85414 402,558 179
9,325
1,708,405
1,801,144 402,588 179
§ 1639448 § 411,764 § e 10,270

The accompanying notes are an integral part of these financlal statements.
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES ~

GOVERNMENTAL FUNDS - REGULATORY BASIS

FOR THE YEAR ENDED JUNE 30, 2014

REVENUES

Property texes (including property tax relisf trust distribution)
State assistance

Federal asslstance

Activity ravenues

Measl sales

investment income

Other ravenues

TOTAL REVENUES

EXPENDITURES
Regular programs
Spacial education
Career education programs
Compeansatory education programs
Otber instructional programs
Student support services
Instructional staff support services
General aiministrelion support servicas
School administration support servicea
Central aervices support services
Operation and maintenanca of plant $etvices
Student transpostelion semvicas
Other support earvices
Food servioes operations
Non-programmed costs
Activity expenditures
Debt Sarvice:

Principal retirament

Interest and fiacal charges

TOTAL EXPENDITURES
EXCESS OF REVENUES OVER (UNDER) EXPENDITURES
OTHER FINANCING SQURCES (USES)
Transfers in
Transfers out
TOTAL OTHER FINANCING S8OURCES (USES)
EXCESS OF REVENUES AND OTHER
SQURCES OVER (UNDER) EXPENDITURES
AND OTHER USES
FUND BALANCES - JULY 1

FUND BALANCES - JUNE 30

Exhibit B

The accompanying notes are an intagral part of thase finencial statements.

-0-

Major
Special Cther
General Revanue Aggregate.
$ 2,085,878
1,488,697 1.61e
1,672,728
25,764
35,054
7,653
83,487 13,006
3,681,509 1,623,347
1,245,688 29,378
118,620 145,678
42,634
162,803 604,043
82,563
80,434 72,766
85,634 409,670
268,23¢ 34,083
108,926
119,618 17,003
485,417
62,779 3,009
10,149
33,171 240,455
99,326
35,301
9,268 60,000
468 21,210
2,082,042 1,682,421 61,210
889,557 30,926 (81,210)
81,210
(81,210)
{61,210) 81,210
618,347 30,928
1,162,797 371,672 179
8 1,801,144 402,508 178
24
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A

Reporting Entity

The Boerd of Education, a seven member group, is the level of govemment, which hes
responsibiliies over all activities relatad to public elementary and sacondary school edycation within
the jurisdiction of the Hughes School District (District). There are no component units.

Description of Funds

Malar governmental funds {psr the regulatory basis of accounting) ars defined as Ganeral and
Spacial Revenus,

Genersl Fund — The General Fund Is used to account for and report all financial resources not
accounted for and reported in another fund.

\ ~ The Speclal Revenue Fund is used to ascount for and report the proceeds
of spedific revenue sources thet are restricted or commitied to expenditure for specified pumposes
other than debt service or capital projects. The Special Revenua Fund includes federal revenues and
related expenditures, restricted for specific educational programs or projects, including the Districts
food services operations. The Special Revenus Fund alsc inchides requirad matching for those
federal programs, program income required to be used to fwther the objectives of those pragrams,
and transfers from the ganeral fund to supplemant such programs.

Other governmental funds, presented in the aggregate, cansist of the following:

Capltal Projects Fund - The Cepital Projects Fund is used to account for and report finandlal
resources thal are restricted, commitied, or aselgned th expandilure for capital oullays
Including the acquisifion or construction of capital facilities and other cepital aseats. The
Capital Projects Fund excludes thoss types of capital-related outfiows financed by
praprietary funds or for assets that will be hetd in trust for individuals, private organizations,
orother govemments.
- The Debt Service Fund is used in account for and report financial
resources that are restricted, committed, or assigned to expenditure for principal and
Interest,

Fiduciary Fund types includa the following:

Ageney Funds - Agency Funds are used to report resources held by the reporting
govemmentin a purely cuslodial capacity (assets equal itabilities).

Measurement Focus and Basis of Accounting

The financial statements are prepared in accordance with a regulatory basis of accounting (RBA).
This basis of accounting Is prescribed by Ark. Code Ann. § 10-4-413(c), as provided in Act 2201 of
2005, and requires that financial statements be presented on a fund basis with, as & minimum, the
general fund and special revenue fund presented separately and all cther funds included in the
audit presented in the aggregale. The law aleo stipulates thet the financial staterents consist of a
balanoce sheet; a stelement of revenues, expenditures, end changes fn fund balances; a
comparison of the final adopted budget to the actual expenditures for the genersl fund end special
revenue funds of the entity; notee to financial statements; and a supplemental scheduls of capital
assets, including land, buildings, and equipment, The law further stipulates that the State Board of
Education shall promulgate the rules necessary to administer the regulatory basis of presantation,

-12-
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1 SUMMARY OF SIGNIFICANT AGCOUNTING POLICIES (Continued)

C.

Maasurement Focus and Basls of Accounting (Continued)

The RBA [s not in acoordance with ganerally acespted accounting principies (GAAP}. GAAP require
that basic financial statements present govemment-wide financiel statements. Addttionally, GAAP
require tha following major concepts; Management's Discussion and Analysis, accrus! basis of
accounting for govemment-wide financial statements, ncluding depreclatien expenss, modified
accrual basls of accounting for fund financlal statements, separate financial statemants for fiduciary
fund types, separate identification of special and extraordinary itams, inclusion of capital assets and
dsbt in the financial statements, spacific procedures for the kientification of major governmental funds,
and applicabte note disclosures. The RBA does not reguire government-wide finencial sistements or
the previously identiied concepts.

The accompanying firancial statemants are presented on a fund basls. A fund is defined as a fiscal
and eccounting entity with a self-balancing st of acoounts, which are segregated for purposes of
tecording specific activities or attaining certain objectives. Revenues.are reported by major sources
and expendilures are reportsd by major function, Olher transaciions, which are not reporied as
revenues or expenditures, are reporied as other finaneing sources and uses. Transaclions relatsd 1o
the recording of instaliment contracts and capital leases are reported as other financing sources.
Changes in private-purposa trust funds will be reflected in the notos to the financlal statements.

Revenue Recegnition Policies

Revenues ame recognized when they become susceplible to accrual in accordance with the RBA,
except for property taxes (see Nota 1 F below),

Capitst Assets

Information on capital assets and related depreciation is reported. at Schedule 1. Capital assets are
cepltalized at historical cost or estimated historical cost, if actusd data ks not available. Capital assets
puichased are recorded es expenditurea in the applicable fund at the time of pusrchase. Donated
caphal assets are reporied at fair value when received. The District maintains a threshold level of
$1,000 for capitalizing equipment. Library hokdings are not capitalized.

No ealvage vaiue is teken into consideration for depreclation purposes, All capital assais, other than
tand &nd construction In progress, are depreclaled using the etralght-ine method over the following
useful lives:

Asset Class Estimated Useful Life in Years

Improvem ents/infras tructure 20
Buildings 50
Equipment 3-26

Property Taxes

Property taxes are levied (tax rates are estabfished) in Novembar of each vear based on property
assessment (real and personal) that occurred within a spedific period of time baginning January 1 of
the same year. Property taxee are collectible beginning the first business day of March of the year
following the levy date and are considered definquent after October 15 ofthe same calendar year.

Atk Code Ann. § 6-20-401 allows, but doss not mandate, the District 1o mccrue the difference
between the amount of 2013 calendar year taxes collected by Juné 30, 2014 and 28 percent of the
proceads of the local taxes that are not pledged to seture bonded indeblednees. The District elected
not to accrue property taxes or the option to accrue property taxes was not appllcable because the
amount of proparty taxes collscted by June 30, 2014 equaled or exceeded the 28 percent calculation.

~-13.-
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HUGHES SCHOOL DISTRICT NQ. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

F.

Property Taxes {Continued)

Amandment no. 74 to the Arkansas Constitution established a uniform minimum property tax millage
rete of 256 mils for maintenance and operation of public schools. Ark. Cods Ann. § 28-80-101
provides the uniform rate of tax (URT) shall be assessed and collected in the same manmer as other
scheol property taxes, but the net revenues from the URT shall-be remitted to the State Treasurer and
distributed by the Stata to the county treaswer of each county for distribution to the schoo! districts in
that county. For reporting purposes, URT revenues are considared property taxes,

Interfund Receivables and Payables

Interfund receivables and payables result from services rendsred from ons fund to ancther or from
interfund loans,

Fund Balance Classifications

1. Restricted fund balance ~ represents amounts that are restricted to specific purposes when
constraints placed on the use of resources are efther (a) extemally imposed by creditors (such
as through bond covenants), grantors, contributors, or laws or regulations of other
governments,; or(b) impesed by law through constitubional provisions or enabling legisiation.

2, Assigned fund balance — rapresents amounts that are constrained by the District's intent to be
used for specific pumposes, bul are nelther restricted nor committed.

3 Unassigned fund balance ~ reprasents amounts that have not been essigned to other funds
and thet fias not been restricted, committed, or assigned to specific purposes within the
genaral fund. This dlassificetion cen also include negative amounts in other govemments)

funds, if expenditures Incurred for specific purposes exceeded the amounts resticted,

commitied, or assigned Lo thasa purposes,
Budget and Budgetary Accounting

The District Is required by state law to prepare an annual budget. The annual budget Is prepared
on a fiscal year basis. The District does not prepare and submit amended budgets during the fiscal
year. The Stals Depariment of Education’s regulations allow for the cash basis or the modified
accrual basis. However, the majority of the school districts employ the cash basls method.

The District budgets intra-fund transfers. Significant variances may result in the comparison of
transfers at the Statement of Revenues, Expenditures, and Changes in Fund Balances — Budget
and Actual — Gensral and Speclal Revenug Funds - Regulatory Basis because only interfund
transfers are reported at the Statement of Revenues, Expenditures, and Changes in Fund
Balances - Governmental Funds ~ Regulatory Basls, Additionally, the District routinely budgets
restricted federal programas as part of the special ravenue fund. Significant variances may result in
the budgetary comparison of the revenuas and expenditures of the speclal revenue fund bacause
of the reclassifizetion of those federal programs primarfly utilized for capital projects to the other
aggregate funds for reporting purposes.

Budgetery perspective differences are not considered to be significant, because the structure of the
information utilized in preparing the budget and the epplicable fund finsnclal stetements is
essentlally the same.

Stabllization Arrangements

The District's Board of Education has not formally set aside amounts for use in emergency
situations or when revenue shortages or budgetary Imbalancas arise,
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1 SUMMARY OF SIGNIFICANT ACCOLNTING POLICIES (Continuad)
K. Minimum Fund Balance Policks
The District's Board of Education has not formally adopted & minfmum fund balance policy.
L Fund Balance Classification Policies and Procedwres

The Superintendent, in conjunclion with other management and accounting pereonnel, is authorized
to assign amiounts to a apecific purpose. The District's Board of Education haa not adopted a formal
policy addressing this authorization.

The District's revanues, expanditures, and fund balances are tracked in the accounting system by
Numeraus sources of funds, The fund balances of these sources of funds are combired 1o derive
the District's fotal fund balances by fund. If is uncommen for an Individuat source of funds to
contain restrictad and unrestriciad {committed, assigned, or unassigned) funds. The District does

_ ot have a policy addressing whether it considers resticted or unvestricted amounts to have been
spent when an expenditure is Incurred for purposes for which both resticted and unrestricted
emounts are available. District personnel decide which resaurces (aource of funds) to use at the time
expenditures are incumed. For classification of fund balance amounts, restricted resources are
considered spent before unrestricted. The District does not have & policy addressing which resources
to use within the unrestricted fund batence when committed, aesigned, or unassigned fund balances
are available, When expenditures are incured for purposes for which amounts in any of the
urrestricted fund balance classifications could be used, committed amounts are reduced first,
followed by assignad amounts, and then unassigned amomts.

M. Encumbrances
The Disfrict does not utilize encumbrence accounting.
2 CASH DEPOSITS WITH FINANCIAL INSTITUTIONS

Cash deposits are camled at cost (carrying vélue). A comparison of the bank balance and carrying vaiue is as

folfowa:
Carrying Bank
Amount Balance
nsured (FDIC) 3 250,000 $ 250,000
Collataralizad:
Coliateral held by the Districfe agent, pledging
bank or pledging bank’s trust depariment or
agent in the Diatrict's name 1,843,568 1,086,181
Total Depoaits $ 2|093|558 5 21239‘1 21

The above total deposits inciude certificates of deposit of $622,823 reparted as investments and classified as
nonparticipating contracts.

-15-
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HUGHES SCHOOL DISTRICT NO, 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS

JUNE 20, 2014

3 ACCOUNTS RECEIVABLE

Accounts receivable at June 30, 2014 were cornprised of the following:

Govarnmental Funds

Major
Special
Description Genearal Revanug
Faderal essistance $ 160,580
Other 8 11,215 6,300
Totais $ 11 215 $ _1 56,809
4; COMMITMENTS
The District wes confractually obligsted for the following at June 30, 2014;
Long-term Debt Issued and Quistanding
The Dislrict is presertly paying on the following long-term debt;
Amount Debt Maturities
Date Deate of Final Rate of Authorlzed Cutstanding To
of lasue Maturity Interest and issued June 30, 2014 June 30, 2014
11103 21/20 215-43% § 675,000 $ 285,000 $ 380,000
11/4/05 21720 3-365% 380,000 185,000 195,000
Totals _$ 1035000 $ 450,000 § 585,000
Changes in Long-term Debt
Balance Balance
Juily 1, 2013 I8 e yed Retired June 30, 2014
Bonds payable $ 510,000 $ 60,000 3 450.000
Postdated warrants 8,268 9,288
Totaia $ 510,268 $ $ 66,268 3 450,000

Future Principal and interest Payments

Year Ended

June 30, Princtpal Interest Totsl
2015 $ a8,900 $ 17,007 $ 82,907
2018 70,000 15,385 85,388
2017 76,000 12,508 87,598
2018 80,000 8,635 88,835
2019 80,000 8400 86,480
2020 80.000 3,246 83,245

Totale $ 450,000 ) 65,230 3 515|230
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
Accounts payable and accrued liabilities at June 30, 2014 were comprised of the following:

Gowarnmental Funds

Major
Spacial Other
Dascription General Rewanus Aggregate
Vendor payables $ 37705 8 9,166
Other k] 800
Totals $ 37.705 3 9166 § 800

INTERFUND TRANSFERS
The District transferred $81,210 from the general fund to the other aggregate funds for debt related payments.

RETIREMENT PLAN

Arkansas Teacher Retirament System

Plan Description. The District contributss to the Arkansas Teacher Relirement System (ATRS), a cost-
sharing mulliple-employer defined benefit pension plan thet covers ali Arkanses public schoot employees,
except certain non-teaching school employess. ATRS, administered by & Board of Truatees, provides
retirement and disability benefils, annual cost-ofiving adjusiments, and death benafits to plan members and
beneficiaries. Benefit provisions are established by State law and can be amended only by the Arkansas
General Assembly, The Arkansas Teacher Retirement System Issues a publicly avallable financlal report
that includes financlal statements and required supplementary Information for ATRS, That report may be
obtained by writing to Arkansas Teacher Retirement System, 1400 Wast Third Street, Lillle Rock, Arkansas
722M or by calling 1-800-868-2877.

Funding Policy. ATRS has contributory and noncontributory pians. Contributory members are raquired by
State law io contribute 6% of their salaries. Each parlicipating employer is required by State law fo
contributs et a rete determined by the Board of Trustees, based on the annual sctuarial valuation. The
current employer rate s 14% of covered saleres, the maximum allowed by State lew. The District's
contributions to ATRS for the years ended June 30, 2014, 2013, and 2012 were $311,617, $350,851, and
$408,892, respectively, equal to the required contributions for each year.

PLEDGED REVENUES

The District has pledged a portiort of its property taxes to retire bonds of $1,035,000 issued from November 1,
2003 through November 1, 2005. The bonds were lssued for various capital projects. Total principad end
interest remsining on the bonds fs $515,230, payable through Fabruary £, 2020. Principal and interest paid for
the current year and total proparty taxes pledged for debt service were $60,198 and $125,846, respactively.
The percentage of properly taxes pledged for the current year for piincipal and interoet paymants was 63,62

parcent,
RISK MANAGEMENT

TheDistrict is exposed 10 various risks of foss related to tors; thek of, damage to, end destruction of asssts;
errors and omissions; injuries to employess; and natural disasters.

The: District carres commercial insurance for student acoident and board llabilty coverage. Seftied claims
heve not exceeded this commercial covarage in any of the past three fiscal years. There were no significant
reductions in Insurance covarege from the prior year in the major categoriea of risk.
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

'RISK MANAGEMENT (Continued)

The District participates in tha Arkansas Schao! Boards Assoclation - Warkers' Compensation Trust (the Trust),
a self-insuranca trust valuntarily established on July 4, 1994 pursuant to state (aw. The Trustls responsible for
obialning and administaring workers’ compensation insurance coverage for its members, as well as obieining
relnsurance coverage for those claims that exceed the standard policy lirits. In its administrative capadity, the
Trust is responsible for monitoring, negotiating, and setifing clelms that have been filed oni behalf of end against
merber districts. The District contributes annuaily to this program.

Additionaly, the Dletrict partidpates in the Arkansas School Bosrds Assoclalion - Risk Management Program
{the Assaciation), a self-lneurance program voluntarly astablished on Fabruary 1, 1984 pursuant to state law.
The Assaciation Is responsible for obtaining and administering Insurance coverage for property and vehicles for
its members, as well as obtaining reinsurance coverage for those claims that exceed the standard policy limits.
in its administrative capachy, the Association is responsible for monitoring, hegotiating, and setiling claims that
have been filed against member districts, The District pays an annual premium for its coverage of buidings,
contents, and vehickes,

The District participates In the Arkansas Fidelity Bond Trust Fund administersd by the Governmental Bonding
Board. This program provides coverage for actual losses sustained by Its membars through fraudulent or
dishonest acts comimitied by officials or employees. Each loas is limkted to $250,000 with a $2,500 daductible.
Premiums for coverage are patd-by the Chisf Fiscal Officer of the State of Arkensas from funds withheld from
the Public Schoo! Fund,

ON-BEHALF PAYMENTS

The altocation of the health insurance premiums paid by the Arkanaas Department of Education to the
Employes Benefils Division, on-behalf of the District's employees, totaled $40,074 for the year ended June 30,
2014,

DETAILS OF GOVERNMENTAL FUND BALANCE CLASSIFICATIONS DISPLAYED IN THE AGGREGATE

Governmental Funds

Major
Special Cther
Description Generg! Revenue Aggregate
Fund Balances:
Restricted for:
Alternative learning environment 3 15,869
Educatienal programs -
national school lunch state
categortcal funding 44,702
Capital projects $ 17¢
Child nutritton programs $ 267501
Madicel senices 101,254
8pecial educallon programs 10,837 24,680
Tide | programs 1,124
Cther purposes 13,818 7.840
Total Restricted 85414 402,898 178
Assigned to:
Student acthities 9,326
Unassigned 1,706,408
Totale 31,801 J44 $ 402,508 § 178
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL BTATEMENTS
JUNE 30, 2014

FISCAL DISTRESS STATUS

On Aprif 8, 2013, the State Boand of Education classified the Distic! in fiscal disiress, The District developad a
fiscal improvernant plan and is currently working with the Arkansas Depariment of Education to implement it.

PENDING LITIGATION
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF CAPITAL ASSETS
FOR THE YEAR ENDED JUNE 30, 2014
{Unavdited)

Nondeprociable capitel assets:
Land

Depreclable capltal asssts;
Buildings
Improvements/infrastructure
Equipment

Total depreciable capial assets

Less accumulated deprediation for:
Buildings
Improvements/infrastructure
Equipment

Total accumulated depreclation

Total depreciable capial assets, net

Capiltal assets, net

.20-
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Scheduls 1

Balance
Juna 30, 2014

108,407

2,362,882

103,661
1,267,337
3,733,680

2,121,453
84,830
1,127,601

3,343 884

380,708

496,203
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HUGHES SCHOOL DISTRICT NO, 27 Schedule 2
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2014

Federal Pass-Through
Federal Grantor/Pass-Through CFDA Entity idantifying Federal
Grantot/Program or Cluster Title Number Number Expenditures
CHILD NUTRITION CLUSTER
Y. S, Deparimant of Agricukure
Passed Through State Department of Education: )
School Breakfast Program - Cash Asslstancs 10.553 62-02-000 $ 82,895
National Behool Lunch Program - Cash Assistance 10.556 62-02-000 133,252
Total State Dapariment of Education 216,247
Passed Through Siate.Dapariment of Human Services:
National Schoal Lunch Program « Non-Cash Assistance
(Food Distribution) (Nota 3) 10.555 6202000 16,828
TOTAL CHILD NUTRITION CLUSTER 233,076
OTHER PROGRAMS
Pageed Through State Departmant of Education:
Ttk | Grants to Local Educaliorial Agencies 84.010 8202 479,866
Special Educatlon - Qrants to Stales 84.027 8202 168,419
improving Teacher Quality State Grants B4.387 @202 58,443
School Improvemeant Grants 84,377 8202000 804,542
Total U. 8. Department of Education 1,312,370
TOTAL OTHER PROGRAMS 1,312,370
TOTAL EXPENDITURES OF FEDERAL AWARDS $ 1,545,448

The accompanying notes are an integral part of this schedula.

Note 1

Note 2:

Note 3;

Note 4;

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presantation - The accompanying Scheduls of Expanditures of Federal Awards (the "Schedule") includes the federal grant
activity of Hughes School District No, 27 (District) under programs of the federal govemment for the year endad June 20, 2044.
The Information in this Schedule is presented in accordance with the requirements of the OfMce of Management and Budget
{OMB) Cireuler A-133, Avdits of Stafes, Locs! Governments, and Non-Profit Orgenizelions . Becaues the Schedule presents only &
selected portion of the operations of tha District, it is not intanded lo and does not present the financial position or changes in
financial poaition of the District.

Sumrmary of Significant Accounting Policies - Expenditures reportad on the Schedule are reperisd on the reguiatory basie of
accounting. Such expenditures are recognized foliowing the cost principles contained in OMB Circular A-87, Cast Frinciples for
State, Local, and Indian Tnbal Governments, wherein cartain types of expendilures are nol allowable or are Imited ae to
reimbursernent. Pass-through entity identifing numbers are presanted whare available.

Nonmonetary assislance Is reported at the approximate value as provided by the Stete Depariment of Human Services,

During the yesr ended June 30, 2014, the District received Medicald funding of $2,280 from the State Depariment of Human
Services. Such psyments are not considered Faderal awards expended, and tharsfore, are not Inciuded in the above Schedue,
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HUGHES SCHOOL DISTRICT NO. 27 Schadule 3
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014
SECTION | - SUMMARY OF AUDITOR'S RESULTS
FINANCIAL STATEMENTS

Types of auditor’s reports issired: GAAP basls of reporting - adverse
Regulatory basls opinion units - unmodifisd

Intsmal control over financlal reporiing:

@ Materlal weakness(es) identified? ¥ yes o
& Signlficant defictancy(ies) idaniified? I yes ¥ none reporied
Nencompliance material to financlal statements noted? I" yes M na
FEDERAL AWARDS

Internal contro! over major fedarat programa;
@ Mateital weakness{es) identified? F yes P no

@ Signifcant deficlency({les) identified? I yes . none reported

Type of auditor's report iseued o compliance for major leders! programe: wnmodiified for alf major federal programs except for School
Improvement Grants, which was qualified

Any audit findings disclosed fhal are required {o be reported in W yes Fno
actordance with Section 510(g) of OMB Circuiar A-1337

ldentification of major federal programs:

CFDA Number(s) Nama of Federal Frogram or Clusler
84.010 Title | Grants to Local Educational Agencies
B4.377 School Improvement Granls

Doltar thrashold used to distinguich between type A and type B programs:
$ 300,000

Auditee qualified as low-rigk auditee? I yas ™ no
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HUGHES SCHOOL DISTRICT NO; 27 Sehedule 3
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION Il - FINANCIAL STATEMENT FINDINGS

Criterla or epacific requirement: Internat conteol Is a process consisting of five intatrelated companents - conlrof emdronment,
risk asssssment, informatior end communication, coniro! activities, and monitoring. Management s responsible far adopting
soud accounting policles and for establishing and maintaining internal contro! that will, among other things, infliate, authorize,
record, procees, and reparl transactiona (as well as evenis and conditions) consistsnt with management's assertions embodied
in the financial staternenis.

GCondition: Deficlencies in the infernal centrol companent of control aclivities adverssly aflecied the Dlstrcl's abilily to intiate,
authorize, record, process, and report financial dala in eccordance with the regulatory basle of accounting such the! there was
a reasonable possibility that @ material misstatement of the Distiicl's financial statements would not be prevented, or detecled
and correcled on a timely basts, Financlal accounting duties were not adequately segregated among employees. Specifically,
cartain key weaknessés included the following: recelpting, depositing, pesting, and recanciiletion procedures were parformed
by the same employee, without compensating controls. Additianally, payroll and non-payroll checks were preparsd by the
eame empioyee responsible for changes in payroll amounts, without compensating controls.

Context: An understanding of the five components of internal control sufficient to agsess the risk of materlal misstatement of
the financlal siatemenls whether dus to error or frawd, ang to decign the nature, liming, and extent of further audit objactive
was obtalned,

Effect: The District's abflty lo inftiate, authorize, record, process, and report transactions consistenl with management's
assertlons embodied in the financial etatemants, aa well as the abilily to safoguard District assets, was adversely aWected by
the identified weeknesses in the abiove intema! control component.

Cause: Dlstrict management, due to costbenedit implications, which hindered the Disiricts abillty to adequatsly segregale
finandal accounting dutfes among employess, did nol effaclively eddress the deficiencies in inlermnal conlrol,

Recommendation: District management should adopt sound accounting polides and establish and maintain intemal control
thet will initiate, authorize, record, process, and report tansactions consistant with management's assertions embadied in the

-financial statements and that will eafeguard Distict assets.

Views of responsible officals and planned correclive actions: The Distict wil conlinue to etrive to implement as many
proceduras as possible to adequately aagregete duties utlizing avallabls slat. The District's status of Fiscal Disiress restricts
hiring of additional staf.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED CDSTS

MATERIAL WEAKNESSES

U. 8. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION
SCHOOL IMPROVEMENT GRANTS - CFDA NUMBER 84,377
PASS-THROUGH NUMER 6202000

AUDIT PERICD - YEAR ENDED JUNE 30, 2014

L ZOAAG0RTSRARa g

Criteria or specific requirement: The Disirict Is required to budget School Improvemant grant axpenditures and submit the
budget to the Arkansas Department of Education {(ADE}, Expendiures may not excesd the budgetsd amount by more than 10
percent af the total budgel without prior approval from the ADE and the submisstan of budge amendments or adjustments,
Additionally, anrual financial reporte are complied at the end of the fisca! year for Lhe program.

Condition:  School Improvement grant expendiures for function 1591 (Tila | Schoolwlde halmclion) exceeded Ih%\g_j
amount by $81,635 more then the 10 percent budgst verience allowed. l il ol _: Qﬁjﬁg

Context: Comparison of budgeted expenditures to actuel expenditures. as reported on the annuval inanclal report.

Effect: The District did not record the School Improvement expanditures within the approved budget classifications,
Cause: The District faifed to propetly monltor expendiiures againat the approved budget,

Recommendation: The Dietrct should implement procedures to ensure coals ere Incurred within the applicable budget
cetegories and conlaci the ADE for further guidance regarding this metier,

Views of respongible officlals and planned correclive aclions: The District end SIG Site Manager will implement procedures to
ensure cosls are incumed within the applicable budget categories and conlact the ADE for further guidance regarding this

malter,

014703} :Alwable CostafGoat Principles

Criteria or specific requirement: Office of Management and Budgei (OME) Circular No. A-87 establishes principles and
slandards for delarmining aflowable costs from federal funds.

Condition: An unallowabls cost pald from the Schoot Improvement grant of $5,777 for the year ended June 30, 2014 was
detacted, This expenditure was for software purchased for the elementary schoo!, which was not served by the Schoo!
Improvement grant.

Questioned Coste: The amount of the known quastioned costs was $5,777.

Context: A examination of nine checks from e lotal population of 83 non-payroll checks, grant epplication, and budget.

Effect: Unaftowsbla costs of $5,777 for the yeer ended June 30, 2014 occumsd,

Cause: Lack of internal controle and management oversight ovar program expenditures,

Recommendation: The District should contact the Arkansas Depariment of Educatlon for guidance regarding this matter and
implement proper controls over program expenditures.,

Views of responsible officials and planned corective actlons: The Disiict wil Implement proper controls over pragram
expenditures. The SIG Sits Manager will continue to monltor and oversee ell spending,
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3
ST. FRANCIS COUNTY, ARKANSAS
SCHEDHAE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continusd)

NONCOMPLIANGE (FEDERAL PROGRAM NOT AUDITED AS A MAJOR PROGRAM)

U. 8. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION

CHILO NUTRTION CLUSTER (CASH ASSISTANGE PROGRAMS) - GEDA NUMBERS 10.553 AND 10.555
PASS-THROUGH NUMER 62-02-000

AUDIT PERIOD - YEAR ENDED JUNE 30, 2014

(EREdrting

Criteria or speclfic requiremant; Monthly Clalms for Reimbursament ars requirad to ba submitted to the Arkansas Department
of Education, Child Nutrition Unit (ADE, CNU), These clalm include specific key financlal Information.

Condition: The Distret did not propery use the fnanclal informalion per the ganeral Jedger 1o prepare the monthly Claima for
Reimburssment. As a result, the District erroneously reporied key financial information such e revenues, expendiiures, and
avaitable funde on the Glaims for Reimbursement subsmitted to ADE, CNU for the fiscal year as identiflad below:

Per Por Claima

Geanetal Submitted to

Ledger. ADE, CNU Difference
Begihning Balanca $ 224,380 $ 224,350
Total Revenues 257,115 277,868 $ (20,783
Tolal Expenditures (236,370} {268,258) 21,608
Ending Balanca $ 245!095 $ 243,080 $ 1,135

’ B LR ATRR o9 s TSt R Y Pt
AN R ERrep iR RIS previslibatici )

Context: An examination of the Yearto-Data Finencial Statement from ADE, CNU revealed varlances batwasn the financial
infermation reperled and the information recorded In the general ledger.

Effect: The District's procedures o ensure the accuracy and completeness of data and information included in the Claima for
Reimbursament were not effactive, resulting in erroneous key flnancial Information reported ta ADE, CHU,

Cause; Lack of Internal conirols and lack of management oversight resulled In reporting srrors,

Recommendation; Establish appropriale reporiing procedures and manlior the Information reported In the monihly Clalms for
Reimbursement to ensure the reports are eccurately completed.

Views of responsible officials and planned cotreclive actions: Tha District will continua training the Food Service Director to
maintain proper records and to establish appropriale reporling procedures to ensure the information reported In the monthly
Claims for Reimbursament is accurate. The Child Nutrition Unit will continue 1o monitor progress.

-25-

ACTION AGENDA - A-3 40




HUGHES SCHOOL DISTRICT NO. 27 Schedule 4

ST. FRANCIS COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U. §. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2013 - Finding 2013-003: Tille | Grants to Local Educational Agencles - CFDA Number 84.010

Condition: Title | expendiures for function 2210 {fmprovement of Instructional Services), exceaded the
budgeted amount by $7.873 more thun the 10 percent budget varance allowsd.. Addifionally, Tile 1
oxpanditures for object range 63000-85000 (Purchased Services) excesded the budgetad amount by
511,048 more than the 10 percent budget varlance aliowed. A similar finding was reported In the previous
three audits.

Recommerdation: The District should implement procedures to ensure costs are incurred within the
applicable budget categories and contact the Arkanses Depariment of Education for further guidance
regarding this matter.

Current Status; Cofrective action was takan,

U. 5. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
SCHOGL IMPROVEMENT GRANTS CLUSTER - CFDA NUMBERS 84,377 AND 84.388

2013 - Finding 2013-004: School Improvement Grants Clustar - CFDA Numbers 84.377 and 84.386

Condition: School Improvement cluster expenditures for function 1591 {Tile | Schoolwide Instruction)
exceedsd the budgeted amount by $52,862 more than the 10 percent budget vardance allowed. Additionally,
expenditures for object codes 86000 (Suppltes and Materials} and 67000 (Proparty) excesded budgsted
amounts by $125,831 and $25,682, respectively, more than the 10 percent budget variance allowed.

Recommendation: The District should implemant procedures to ensure costs am incurred within the
applicable budget chtegories and contact the Arkanses Department of Education for further guldance
regarding this matter.

Current Status: A similar finding wae detected during the cument audit period. Ses Finding 2014-002 at
Schedule 3.

U. S. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2013 - Finding 2013-005: Titie | Grants to Local Educational Agencies - CFOA Number 84.010

Condition: An unallowable cost pald from the Title | program of $3,024 for the year ended June 30, 2013
was delacted. This expenditure was for the purchase of a copier thal was also recorded as a Title |
expenditute in the prior fiscal year.

Recommendalion: The District should contect the Arkansas Deperiment of Education for guidance
regarding this matter and implement proper controls over program expenditures.

Current Status: Corrective action was taken.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 4

ST. FRANCIS COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U. 8, DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555

2013 - Finding 2013-006: Child Nutrition Cluster (Cesh Assistance Programs) - CFDA Mumbers 10.563 and
10.555

Condljon: The District did not use tha financial information per the ganeral iadgsr to prapars the monthly
Claims for Relmbursement. As a result, the District erroneously reported key financial information such as
revenues, expanditures, and avafiable funds on the Claims for Reimbursement submitted to ADE, CNU for
the fizcal year as identified below:

Per Per Claims
General Submitted to
Ledger ADE, CNU Differance
Beginning Batance $ 140,883 $ 88780 § 51,803
Total Revenues 302,496 265,408 37,088
Transfers In 4,078 4,076
Tolal Expendiures (222 885) (317,042 04,157
Ending Balance § ggé ﬂig i ;; !g_ﬁ_ g ;lgz,ggg

Recommendation: Establish appropriaie reporting procedures and monftor the information reported in the
monthly Claims for Reimbursement to ensure the reports are accurately completed.

Curront Status: A similar finding was detected during the current audit pstod. See Finding 2014-004 at
Schedule 3.
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7o Q. ARKANSAS
f (‘s 8 DEPARTMENT
Az OF EDUCATION

Br, Tom W, Kiwbrel February 19, 2013
- Commissionar

Btete Board
of Educstion Ms. Sheryl Owens, Acting Superintendent

Jm Cocper Hughes School District
Molboumo P.O.Box 9
Ok Hughes, AR 72348
Branda Gultatt
Eoileite Dear Ms. Owens:

it Pursuantto Ark. Code Ann. § 8-20-1908, this letter is to provide notice that
Joo Black the Hughes School District has been identified by the Arkansas Department
Newport of Education (Department) as a school district in Fiscal Distress. According
S Lodbotar to Ark. Code Ann. § 6-20-1904, the Hughes School District mests one (1) or
more of the criterla necessary to be identifled as a school district in Fiscal

Toyca Newton
Crogsat

» Material state or federal audit exceptions or violations.

Mireyn Rain This identification is aiso based on acts or violations determined to
Fayettovily jeopardize the fiscai integrity of the district including without limitations

Vs Saviors failure to fully develop and Implement adequate corrective actions for
Litls Rock previously identified audit findings and deficiencies.

The State Board of Education (SBE) will consider whether to classify the
Hughes School District as being in Fiscal Distress at its meating on, April 8,

- 2013. The meeting will begin at £:00 a.m. in the Auditorium of the Arch
Ford Education Building, Four Capitol Mali in Little Rock, Arkansas.

Please find included in this malling a copy of the Department's Rules on
Identifying and Governing the Arkansas Fiscal Assessment and
Accountability Program. This document outlines the identification and
classification of Fiscal Distress. !t also provides the process by which a
district may appeal the classification of Fiscal Distress to the SBE. If
submitted within 30 days of this notice, an appeal would be heard at the
same April 8, 2013, SBE Meeting. Additional Information may be found in
Arkansas Code Ann. § 6-20-1901 et seq.

Four Capltol Mall
Litie Rock, AR
T2201-1010
(501) 882-4475
ArkansasEd.org -

An Equal Opporunity
Employer
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Fiscal Distress Identification
Page 2

Ark. Code Ann. §6-20-1907 states that no school district identified by the

- Department as being in Fiscal Distress may incur any debf without prior
writtan approval from the Department. "Any debt” includes any employment
contract, vendor contract, lease, ioan, purchase, or any other obligation that
will increase the district’s financial obligations, accounts payable, or its
liabilitles. The district is required to obtain prior written approval from the
Department, effective with its recalipt of this letier. Please retain this notice
in your District audit flle.

Should the district have questions or commeﬁts, please confact the Fiscal
Distress Services, at (501) 882-5124.

Hazel Burnett, 3 '
ADE Coordinator Fiscal Distress Accountability and Reportiing

HB:ddm

c¢.  Dr. Tom Kimbrell, Commissioner of Education ,
Mr. Tony Wood, Deputy Commissioner of Education
Mr. Jeremy Lasiter, General Counse!

Mr, Jared A. Cleveland, Assistant Commissioner
Senator Kelth Ingram

Representative Reglnald Murdock

Mr. Rudolph Robinson, President of the Board
Ms. Lethia Cupples

Ms. Earnestine Jackson

Mr. Donnie Mooney

Mr. Hudie Hardaway

Mr. Lincoln Barnett

Ms. Johnnie M. Ware
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LEADERSLII®

SUPPOLT
$eRvics 8

Dr. Tom W. Kimbrell

Commissioner

Stats Board
of Bduoation

Jim Coapar
Meboume
Chelr

Brencla GuRatt
Faysfiavile
Vice Chaly

Dr. JayBarh ,
Life Rock

Joe Black
Newport

Sam Ledbetter
Litile Rock

Allcs Vahony
Eil Dormdo

Toyos Newicn
Crossaif

Mireya Roith
Faystiovills

Vick Saviers
Liftfe Rook

Four Caplol Mal
Littla Rock, AR
7220%-1010
{601) 882-4475
AvkansasEd.org

An Eque! Opponunny
Employer

ARKANSAS

$ DEPARTMENT

OF EDUCATION

April 8, 2013

Ms. Sheryl Owens, Acting Superintendent
Hughes School District

P.O, Box 9

Hughes, AR 72348

Dear Ms. Owens:

The State Board of Education classified the Hughes Schoo! District in Fiscal
Disiress at the April 8, 2013, meeting. Subsequent to classification, the
Department requires the following actions of your district.

1D s Improvement P
» Submit a written Fiscal Distress Improvement Plan (Pian) within ten (10)
days

« Deadiine 1o submit the Plan is 4:30 p.m,, April 18, 2013

The Plan ghall contain, at a minimum, the fol!owlng elements:
.+ |dentification of each indicator -

(Listed in the February 19, 2013 identification letter)
Specific corrective action stepe for each indicator
Timeline for each corrective action step
Additional action steps the district proposes to take
Timeline for each additional action step the district proposed
A statement of assurance that implementing the Plan will not
violate the Standards of Accreditation

ublication of t trict's Fiscal Distress Class
¢ Publish a Notice of Hughes District's Fiscal Disiress Classification at least
one (1) time for two (2) consecutive weeks in a newspaper of general
clreulation in the school district within 30 calendar days
Deadline for the announcement fo be published is May 8, 2013
Deadline to submit to the Department a Proof of Publication or an Afiidavit
of Publication is Jure 7, 2013

The Publication notice ehall contaln the following elements:
« District's clagsification as a Fiscal Distress School District
» Identify the Fiscal Distress Indicators

Debt Issuance

No school district identified in fiscal distress may inocur any debt without writteny
approval from the Department prior to executing any and all such agreements.
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Any dabt Includes:

Contract

Lease

Loan

Purchase _
Other obligations that increase the district's financlal obligations, accounts

payable or labilties.

Fiscal Distress Reporting Requirements

The Department requires afl Fiscal Distress Districts to submit the following
documantas on a monthly basis:
¢ Detailed Statement of Changes in Fund Balancee
Summary Revenue Staius Report
Summary Expenditure Status Report
Final page of the Bank Reconciliation Report
Single page of the bank staternent, which reflects the bank balance, used
for reconciliation
¢ Approved minutes of the monthly School Board meeting Indicating approval
of the above reports

The Reporting Requirements inciude:
¢ Documents submitted on paper, via U.S. mail (not fax)
¢ Deadline to submit is the 15™ of the following month
¢ Additional information concerning this requirement Is provided in the
attachment “Monthly Required Reports.”

All correspondence, required reports, Fiscal Distress Improvement Plans, and
approvals referenced in this letter ehould be sent to:

Financlal Accountability and Reporting Unit
Attn: Haze! Burnett

Four Capitol Mall, Room 105C

Litle Rock, AR  72201.

For addltlonal Informatlon please refer fo Arkansas COde Ann §6-20 1900 et s6q.

Accountabilily Program. These documents ars includod with tis letter. If you have
any questions, please contact the Fiscal Distress Services office at 501-662-5124.

Sincersly,

Ao nanH

Haze! Burnett .
ADE Coordinator, Fiscal Distress Accountability and Reporting

¢c: Mr. Jared A. Cleveland, Assistant Commissioner
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Johnny Key
April 6,2015
Page 2 of §

vestiges of that discrimination that remain unaddressed, a school district is not “desegregating”
as that term is used in case law.

The Department of Education has indicated that the Hughes School District is not subject
to a desegregation order. Of the contiguous school districts, the Department of Education has
indicated that the Forrest City School District has been subject to desegregation litigation in
McKissic v. Forrest City School District, No. 7, Case No. H-69-C-42, United States District
Court, Eastern District of Arkansas. Our research revealed that the West Memphis School
District and the Earle Schoo] District have also been subject to desegregation litigation. The
West Memphis School District has been subject to desegregation litigation in Yarbrough v,
Hulbert-Wesy Memphis School District No. 4, Case No. J-65-C-8, United States District Court,
Eastern District of Arkansas, The Earle School District has been subject to desegregation
litigation in Chase v, Twist, Case No. J -70-C-42, United States District Court, Eastern District of
Arkansas. 1 will address cach case in turn,

1) McKissic v. Forrest City School District No. 7: Although we were unable to locate
information about this case in the online docket management system for the United States
District Court for the Eastern District of Arkansas, the Department of Education provided copies
of orders, respectively dated August 13, 1971, and December 4, 1990, confirming the existence

of this case. According to those orders, this case was filed in 1969. The school district submitted

v. Swann, 402 U.S. 43 (1971); and McDaniel v, Barresi, 402 U.S. 39 (1971). In light of the
decisions, the Eighth Circuit Court of Appeals vacated the district court’s approval of the school
district’s plan and remanded the case to the district court,

On remand, the district court directed the school district to submit a revised plan for the
operation of its elementary schools that complied with the Supreme Court decisions. The school
district submitted a revised plan on July 12, 1971, The district court, however, found that the
revised plan failed to comply with the Supreme Court’s guidelines. On August 5, 1971, the
school district submitted a plan detailing the distribution of Students, teacher assignments,
proposed bus routes, and attendance zones. In an August 13, 1971, memorandum order, the
district court approved the plan. in the order, the district court stated that it would “retain
jurisdiction for further consideration of any problems that might arise in connection with the
operation of the Forrest City Schools.” The last order in this case is a December 4, 1990, district
court order approving the school district’s proposed magnet school program. The State was not a



Johnny Key
April 6,2015
Page 3 of 5

party to this case. We are unaware of any obligations imposed on the State in relation to this
case.

2) Yarbrough v, Hulbert-West Memphis School District No. 4- The Yarbrough case was
filed on January 28, 1965, by a group of African-American students seeking the immediate

does not appear in the online docket management system for the United States District Court for
the Eastern District of Arkansas. During our research into the litigation history of the West
Memphis School District, we located four reported decisions from this case: Yarbrough v.
Hulbert-West Memphis School District No. 4, 457 F.2d 333 (8th Cir. 1972); 380 F.2d 962 (8th
Cir. 1967); 329 F.Supp. 1059 (E.D. Atk 1971); and 243 F.Supp. 65 (E.D. Ark. 1965). The
school district submitted a desegregation plan to the district court on April 20, 1965, The district
court approved the plan on June 18 , 1965, and dismissed the case.. On appeal, the Eighth Circuii
Court of Appeals affirmed the district court’s approval of the school district’s plan but reversed
the district court’s dismissal of the case. The Eighth Circuit Court of Appeals instructed the
district court to retain jurisdiction over the desegregation of the West Memphis school district.

obligations of the State in this case,

Ark. 1970). In the decision, the district court found that the students were entitled to a
preliminary injunction enjoining the school district’s discriminatory administration of
achievement tests to assign students to various classes. The State was not a party to this case,
andwe are unaware of any obligations imposed on the State in this case.

As will be the case in any proposed annexation or consolidation, the Board must be
cognizant that it may not order or approve any proposed annexation or consolidation with the
purpose or intent to create racially segregated schools. As the Supreme Court noted in Missouri
v. Jenkins, 515U.8. 70, 115 (1995):



Johnny Key
April 6,2015
Page 4 of 5

[1]n order to find unconstitutiona segregation, we require that plaintiffs “prove all
of the essential elements of ge Jure segregation — that is, stated simply, a current
condition of segregation resulting from intentional state action directed
specifically to the [allegedly segregated] schools.” Keyes v, School Dist No. 1,
Denver, 413 U.S. 189, 205-206 (1973) (emphasis added). “[T}he differentiating
factor between de Jure segregation and so-called de Jacto segregation . . . is
burpose or intent to segregate.” Id., at 208 (emphasis in original).

There are numerous cases that discuss legal challenges to school district annexations and
consolidations in the context of desegregation litigation, but in each case the question of whether
a particular annexation or consolidation (or series of annexations or consolidations) were done
with the requisite unconstitutiona] intent is a highly fact-specific inquiry.

To assist the State Board, Department of Education staff has provided the Board with
enrollment figures showing the racial composition of the school district to be annexed or
consolidated and the surrounding school districts, We suggest that this practice continue and that
the State Board consider the relative racial balance of the affected school districts in making its
decision.

Neither state nor federal law requires the Board to create school districts in a manner that
would achieve any particular “racial balance” in the student population of a school district.!
Even so, we strongly advise the Board to scrutinize this proposed consolidation with great care
and to satisfy itself that there are legitimate, non-racially-motivated reasons for the involuntary
consolidation of the Hughes School District.

Sincerely,

Ooai,h/»\ mmfdu’L\

Rbsalyn Middleton
Assistant Attorney General

RM
cc: Mr. Jeremy Lasiter (via electronic mail)

"t should be noted that a decision made solely on a racial basis, even for laudable purposes such as
diversity in education or the prevention of (re)segregation, would be subject to “strict scrutiny” analysis. Parents
Involved in Community Schools v. Seattle School Dist. No. 1,127 8.Ct. 2738 (2007).









Defendants' motion to dismiss thig action will pe granted
with the following Provisions; (1) either party may reopen this
action without Prepayment of costs for good cause shown on or
before January 1, 1977; ang {2) if neither party has applied
before January 2, 1377, to reopen these Proceedings, then the

dismissal will pe considered in all respects final.

With regard to the issue of attorney's fees, the Court is of

the opinion that an award of fees for Counsel for plaintiffs would
be proper ang just. The Court, however, will not award a fee fof
Bervices rendereqd in this casge pPrior to November, 1970, the date
upon which the case was re-initiated by the motion to intervehe.
Counsel for the Plaintiffs, George Howard, Jr., ahd his associate,
Norman cChacklin, ably handled this litigation by contributing
greatly to the resolution achieved. Mr. Howard has:requested
compensation for his services at the rate of $100.00 per hour.

The Court ig of the opinion that, although counsel have ably
represented their cliente ang have exhibited expertise in thisg
complicated area of the law, it must Revertheless stay within
reason in thg exercise of its discretion and will, therefore,
based upon g}; the facts ang circumstances, grant an award of
‘;ttorney's féeé;in the amount of $1,250.00 for Mr. George Howard
and $650.00 for Mp. Norman cChacklin.

It is therefore Ordered and Adjudged that defendants' motion
to dismiss be, and it is hereby, granted consistent with the
provisions st?ted hereinabove. 71t is further Ordered and Adjudged
that plaintiffs’ request for attorney's fees be, and it ig hereby,
granted in the amounts indicated above.

Dated this /4/ffi day of october, 1976,

(S) GARNETT THOMAS EISELE
United States District Judge

'

























BEFORE THE ARKANSAS STATE BOARD OF EDUCATION

IN THE MATTER OF:

THE HUGHES SCHOOL DISTRICT NO. 27
PRESENTED ON APRIL 7, 2015

PETITION BY THE HUGHES SCHOOL DISTRICT FOR A WAIVER OF
CONSOLIDATION OR REORGANIZATION BASED UPON ACT 377 OF 2015 AS
CODIFIED AT ARKANSAS CODE ANNOTATED SECTION 6-13-1601 ET. SEQ.

SHERYL OWENS, SUPERINTENDENT
HUGHES SCHOOL DISTRICT

P OBOX9

HUGHES, AR 72348

(870)339-3430 Telephone
(870}339-3317 Facsimile

sowens@hsdd.org Email

Prepared by:

James F. Valley, Attorney

JF VALLEY ESQP A

P O Box 451

423 Rightor Street

Helena-West Helena, AR 72342
(888)225-0811 Telephone/Facsimile/Text
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BEFORE THE ARKANSAS STATE BOARD OF EDUCATION

IN THE MATTER OF:

THE HUGHES SCHOOL. DISTRICT NO. 27
PRESENTED ON APRIL. 7, 2015

PETITION BY THE HUGHES SCHOOL DISTRICT FOR A WAIVER OF
CONSOLIDATION OR REORGANIZATION BASED UPON ACT 377 OF 2015 AS
CODIFIED AT ARKANSAS CODE ANNOTATED SECTION 6-13-1601 ET. SEQ.

COMES NOW, the Hughes School District No. 27 by authority of the Hughes
School Board which met in special session on April 1, 2015 with a quorum being
convened at all times pertinent to this petition and voted to request that the District be
allowed to continue to operate independently after being granted a mandatory waiver by
the Arkansas State Board of Education pursuant to Arkansas Code Annotated Section
6-13-1613.

HISTORY:

The Hughes School District is a rural, isolated, poor school district which exists in
parts of Crittenden and Saint Francis Counties of Eastern Arkansas. The district is
made up of 247 square miles and includes 107 miles of paved roads and 140 miles of
gravel roads. The Hughes School District is the single largest employer in the
community. The student population is 100% eligible for free lunch. While the records at
the Arkansas Department of Education reflect that the Hughes School District had 354
students during the relevant time period in school year 2013-2014, yet the district has

remained on the consolidation list. The Hughes School District had 389 enrolled

Page -1- of -13-
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students in 2011/2012, 348 enrolled students in 2012/2013, 354 enrolled students in
2013/2014. See Exhibit Attached.
LEGAL BACKGROUND

That Arkansas Code Annotated Section 6-13-1601 et. seq. requires that a school
district which has an average daily membership of less than 350 students for two
consecutive calendar years be consolidated with another district by voluntary action or
by a forced actions at the direction of the State Board of Education. The Hughes School
District disputes any presentation that it has actually had ADM (average daily
membership of less than 350 students for two consecutive years) out of compliance with
this code section.

However and more importantly, the public policy in Arkansas has now changed,
by virtue of the enactment of legislation granting permanent waivers on a yearly basis to
certain school districts. The Hughes School District is entitled to a waiver as a matter of
right and as a matter of law based upon the current facts in Hughes, Arkansas. While
the District disputes the enroliment numbers and suggests that there is a basis for
corrective action purely on the number of students that the District has, the District is not

in fiscal distress and fiscal distress would be the only possible inhibitor to the District

being granted a mandatory waiver.

Fiscal distress is a term of art as it works in Arkansas. In Act 1467 of 2003 which

is also known as the Omnibus Quality Education Act of 2003, the Arkansas General

Assembly instituted for the first time fiscal distress status.

Page -2- of -13-
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Arkansas Code Annotated Section 6-20-1903 is the definition section of the
Omnibus Quality Education Act which is found in Acts of 2003, Act 1467, Section 18,

effective July 1, 2003. Section 4 reads as follows:

“Fiscal distress status” means a public school district determined by the
department and classified by the State Board of Education as being placed in fiscal

distress status pursuant to this subchapter.”
The next section of the code which has been amended several times is Arkansas
Code Annotated Section 6-20-1904. This section was enacted July 1, 2003, amended

March 30, 2007 and amended again in July 31, 2009. This section begins as follows:

(a) A school district meeting any of the following criteria may be identified
by the Department of Education to be a school district in fiscal distress
upon the final approval by the State Board of Education . . . .

A separate and equally important section of our law is Arkansas Code Annotated

Section 6-20-1905(b) which is entitied Notification and Appeal, states:

“Any school district identified in fiscal distress status may appeal to the
State Board of Education by filing a written appeal with the Office of the
Commissioner of Education by certified mail, return receipt requested,
within thirty (30) days of receipt of notice of identified fiscal distress status

from the department.
Based upon the text of this subsection of Arkansas Code, the district maintains that
being placed in fiscal distress is not appealable because fiscal distress is not defined

and the code specifically states that any school district identified in fiscal distress

status may appeal.
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Act 377 of 2015 permits this application for waiver by the Hughes School District.
It states in relevant portion: ACA 6-13-1613(b)(2): The state board shall grant a petition

for a waiver if it is demonstrated by the school district that:

(A) The school district is not currently classified in academic distress,

fiscal distress, or facilities distress:
(B) The school district is not in probationary status for a violation of the
Standards for Accreditation of Arkansas Public Schools and School

Districts;
(C) The academic facilities owned and operated by the school district are

adequate as evidenced by the school district's facilities master plan; and

(D) Itis in the best interest of the students in the school district to keep the
school district open due to the length of potential time spent on the bus by
a student traveling to and from school should the school district be
administratively reorganized, as assured by the school board of directors

of the school district requesting the waiver.

This section of Arkansas law created a new vested right which entitles the
Hughes School District to immediately apply within thirty (30) days of the passage of the

act. The Arkansas Court of Appeals recently opined in Clevenger vs .City of Jonesboro,

2011 Ark.App. 579 (Ark. App. 2011) as follows:

Our supreme court has consistently set forth the law regarding retroactive
application of statutes, McMickle v. Griffin, 369 Ark. 318, 254 S.W.3d 729
(2007):

Retroactivity is a matter of legislative intent. Unless it expressly states
otherwise, we presume the legislature intends for its laws to apply only
prospectively. However, this rule does not ordinarily apply to procedural or
remedial legislation. The strict rule of construction does not apply to
remedial statutes which do not disturb vested rights, or create new
obligations, but only support a new or more appropriate remedy to enforce
an existing right or obligation. Procedural legislation is more often given
retroactive application. The cardinal principle for construing remedial
legislation is for the courts to give appropriate regard to the spirit which
promoted its enactment, the mischief sought to be abolished, and the

remedy proposed.
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McMickle, 369 Ark. at 338-39, 254 S.W.3d at 746. Further, it is presumed
that the General Assembly intended prospective application unless the
language of the Act clearly admits no other construction. City of Dover v.
Barton, 337 Ark. 186, 987 S.W.2d 705 (1999). Any doubt on the matter is
resolved against retroactive application. /d. at 189, 987 S.W.2d at 707.
Additionally, the general rules aiso apply to amendatory Acts. Gannett
River States Publ'g Co. v. Ark. Ind. Dev. Comm'n, 303 Ark. 684, 799
S.W.2d 543 (1990). Our supreme court has further clarified that,

Although the distinction between remedial procedures and impairment of
vested rights is often difficult to draw, it has become firmly established that
there is no vested right in any particular mode of procedure or remedy.
Statutes which do not create, eniarge, diminish, or destroy contractual or
vested rights, but reiate only to remedies or modes of procedures, are not
within the general rule against retroactive operation. In other words,
statutes effecting changes in civil procedure or remedy may have valid
retroactive application, and remedial legislation may, without violating
constitutional guarantees, be construed . . . to apply to suits on causes of
action which arose prior to the effective date of the statute . . .. A statute
which merely provides a new remedy, enlarges an existing remedy, or
substitutes a remedy is not unconstitutionally retrospective.

Archer v. Sisters of Mercy Health Sys., 375 Ark. 523, 528, 294 S\W.3d 414, 417 (2009).

THE EMERGENCY CLAUSE
The emergency clause added to this bill makes it very clear that the Hughes

School District was intended to be captured by this new law creating this new right. The

emergency clause reads as follows:

“It is found and determined by the General Assembly of the State of
Arkansas that small school districts are at risk of being consolidated or
reorganized; that small school districts that are successful in educating
their students and not in academic or fiscal distress should not be
consolidated or reorganized; and that this act is immediately necessary
to ensure that small school districts that are placed on the
consolidation list are not consolidated immediately. Therefore, an
emergency is declared to exist, and this act being necessary for the
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preservation of the public peace, health and safety shall become effective
on:

(1) The date of its approval by the Governor:

(2) If the bill is neither approved nor vetoed by the Governor, the

expiration of the period of time which the Governor may veto the bill: or
(3} If the bill is vetoed by the Governor and the veto is overridden, the
date the last house overrides the veto. (Emphasis added}

The emergency clause is critical to the analysis of the legislative intent of the Act. This
is true because there was only one district on the consolidation list and in jeopardy of
immediate consolidation, namely, the Hughes School District.

The emergency clause is also important because pursuant to Amendment Seven
to the Arkansas Constitution, Acts of the General Assembly that do not contain an

emergency clause or a specified effective date become effective on the ninety-first day

after the legislature adjourns. Law v. State, 292 S.W.3d 277, 375 Ark. 505, 514 (Ark.

2009) (referencing footnote number 8). There was no need for an emergency clause
except to capture the school district that was subject to immediate consolidation.
Without an emergency clause, no other district would have been impacted immediately.
Act 377 of 2015 would have become effective over in the summer and the other
district(s), if any, affected by Act 60 (consolidation), would have been allowed to apply
for the waiver in January 2016 or thereabout. We cannot assume that the emergency
clause has no purpose. That would be an absurd conclusion to the plain language of the
emergency clause taken as a whole and read with the sections of the bill while

considering the salient facts known by the General Assembly as it worked on preserving

small school districts.
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Our Supreme Court gives great deference to the General Assembly's
determination that an emergency clause is necessary, and upholds its validity if

reasonable persons might disagree. Gulledge v, Barclay, 84 S.W.3d 850, 350 Ark. 98

(Ark. 2002)

REQUIRED INFORMATION FOR WAIVER PETITION

The information required by Arkansas Code Annotated Section

6-13-1613(a)(1)(3):

A. The relevant average daily membership of the Hughes School District
for school year 2013/2014 is 354.

B. The Hughes School District is not in probationary status for any
violation of Standards for Accreditation of Arkansas Public Schools and
School Districts. Superintendent Sheryl Owens confirmed this status
within the last 30 days and was informed that the final report will not issue
until June 30, 2015 however, the district has been cleared of all standards
violations. The district can identify the appropriate staff person to be
consulted in this regard when necessary. A preliminary list will be released

upon request.

C. A copy of the district's current year budget and any fiscal audit
conducted within two year (sic) are attached to this petiticn as exhibits one
(1) and two (2) (also attached are the district's responses to the audit

findings);

D. The Hughes School District is not in academic distress, fiscal distress,
or facilities distress. Fiscal distress means the sum of the two words
separately as used in an ordinary way. Fiscal means of or pertaining to
financial matters. Distress means a state of extreme necessity or
misfortune. Taken together, Fiscal Distress means the state of extreme
misfortune pertaining to financial matters. The Hughes School District is
not, by any measure, in a state of extreme misfortune pertaining to its
finances and is in equal or better financial condition than many school
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districts in the State of Arkansas. Hughes has an undisputed projected
year-end balance of more than $1.4 million dollars, according to Mr.
Norman Hill, Financial Consultant, on April 7, 2015. Hughes School
District's annual budget is approximately $2.2 million dollars.

STATEMENT OF ASSURANCES

The Hughes School Board of Directors hereby assures the State Board of
Education, The Arkansas Department of Education and the patrons of the Hughes
School District that it is in the best interest of the students in the school district to keep
the school district open because of the length of time spent on the bus traveling to and
from school, should the school district be consolidated or administratively reorganized.
The Hughes School District Board also assures that our school is entitled to the waiver
being requested in this application based on the facts and new law as we understand it.
Moreover, the distance between the Hughes Community and surrounding school
districts is substantial and could cause a bus ride as long as four hours or 240 minutes
for students in the Hughes School District. This tong ride requires that the student get
up earlier than his’her new school mates and time traveling which could be used for
study, rest or play. This unequal positioning of these students is unfair and avoidable.

We would also like for you to consider that this extended travel time will basicaily
exclude the Hughes area children from extra curricular activities because of their
impoverished status and lack of transportation provided by parents or any school
district. Many of these students are within walking distance to our current location or can

more easily get a ride. However, travel to Forrest City, Earle, Marion, West Memphis or
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Marianna is cost prohibitive ranging from $10-$25 one way. Hughes is a 100 percent
free lunch school! district.

Because of the School Improvement Grant (SIG) the district recently received,
the parents are more active in the school. Their involvement is near 50 percent. We
have only achieved this level of participation after properly using grant funds and
working really hard. We were at around five (5) percent parental participation at the
beginning of this process. Shuttering our local schools will in all likelihood stifle parental
involvement because these parents will face extreme transportation difficulties in getting
to the new school district,

Additionally, the State Board of Education should understand that while being a
poor, rural and impoverished area Hughes School District has 47 special needs

students. Some of them need a lot of individual attention from certified staff and

paraprofessionals. These disabilities range from speech impairments to severe autism.
The students who are autistic do not adapt very well to changes of any sort. it is
imperative that their days remain as close to routine as possible. This allows for flowing
instruction and for barriers to be broken that otherwise might cause the students in
these delicate situations to have a breakdown.
PREVIOUS REQUESTS TO BE RELEASED FROM FISCAL DISTRESS STATUS
Sheryl Owens, Superintendent of Hughes School District, has requested that the
Hughes School District be released from either fiscal distress or fiscal distress status as
it is conceived or thought of by the Arkansas Department of Education. It is our

understanding that in order to be released from this label, Hazel Burnett must clear the
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school district to be sent before the State Board of Education by the Commissioner of
Education to be released from fiscal distress or fiscal distress status.

Certainly, the problem with this is that there is no unequivocal definition of what
fiscal distress or fiscal distress status entails, how one can get into fiscal distress, more
importantly here, how one can get out of fiscal distress or fiscal distress status. The
consistent point made by Hazel Burnett as it relates to fiscal distress or fiscal distress
status and as it relates to being released from fiscal distress or fiscal distress status, is
that Hughes School District will need a “clean audit” in order to get out of fiscal distress.

While the phrase “clean audit” sounds nice and is packaged well, it is not an
unequivocal statement either. This is true because, since April 8, 2013 several schools
have been released from fiscal distress or fiscal distress status while not having a
‘clean audit.” The school districts released from fiscal distress or fiscal distress status
since April 8, 2013, include Western Yell County School District, Brinkley School
District, Drew Central School District, Alpena School District and Hermitage School
District. Of those districts only Drew Central School District had what ostensibly is a
“clean audit” where there were no findings by the auditors. Each of the other school
districts had an audit finding that included a material weakness or some weaknesses.

It is therefore the position of the Hughes School District that even if the State
Board of Education does not accept the fact that Hughes School District is entitled to a
waiver under Act 377 of 2015, the Hughes School District should be released from fiscal

distress or fiscal distress status because Hughes School District would not be placed
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into fiscal distress or fiscal distress status if the decision were made today based on the
facts that are present in the Hughes School District.

Moreover, there are some repeated findings in the Hughes School District Audits.
There were repeated errors in Title | and Child Nutrition. Those errors have been
corrected and personnel changes have been made.

RULES OF STATUTORY CONSTRUCTION IN ARKANSAS

Our Supreme Court has a long settled practice for interpreting legislation. We do
not have an extensive historical log or journal of the debates or even comments offered
in support or against any particular piece of legislation. With those facts in mind, our
Supreme Court has said that we should give each word of legislation effect using its
plain and ordinary meaning such that no absurd result is reached from that

interpretation.

The Arkansas Supreme Court has held that it will not interpret a statute to yield

an absurd result that is contrary to legislative intent. Hartford Fire Ins. Co. v. Sauer, 358

Ark. 89, 186 S.W.3d 229 (2004).

“The first rule in considering the meaning and effect of a statute is to
construe it just as it reads, giving the words their ordinary and usually accepted
meaning in common language. Raley v. Wagner, 346 Ark. 234, 57 S.W.3d 683
(2001), Dunkfin v. Ramsay, 328 Ark. 263, 944 S.W.2d 76 (1997). When the
language of a statute is plain and unambiguous, there is no need to resort to
rules of statutory construction. Stephens v. Arkansas Sch. for the Blind, 341 Ark,
939, 20 S.W.3d 397 (2000); Burcham v. City of Van Buren, 330 Ark. 451, 954
S.W.2d 266 (1997). Where the meaning is not clear, we look to the language of
the statute, the subject matter, the object to be accomplished, the purpose to be
served, the remedy provided, the legislative history, and other appropriate means
that shed light on the subject. Stephens v. Arkansas Sch. for the Blind, supra
(citing State v. McLeod, 318 Ark. 781, 888 S.W.2d 639 (1994)). Finally, the
ultimate rule of statutory construction is to give effect to the intent of the General
Assembly. Ford v. Keith, 338 Ark. 487, 996 S.W.2d 20 (1999); Kildow v. Baldwin

Piano & Organ, 333 Ark. 335, 969 S.W.2d 190 (1998).”
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See, Kyzar v. City of West Memphis, 201 S.W.3d 923, 927, 360 Ark. 454 (Ark. 2005}

Here, the legislature has not defined “Fiscal Distress.” The General Assembly
declined fo pass two separate bills, HB1840 and HB1842, which would have defined
fiscal distress in the way the Arkansas Supreme has passively approved in the one
case relevant to the issue of Fiscal Distress. In the case of Fitzgiven v Dorey, 2013 Ark.
346 (Ark. 2013), the Arkansas Supreme Court quoted the circuit court stating that fiscal
distress is "basically a takeover by the state.” The only other case that the Hughes
School District has been able to find, other than Lakeview, which mentions fiscal
distress or fiscal distress status is Smith v. Decatur Sch. Dist. 2011 Ark.App. 126 (2011)
in which the former superintendent filed suit against the district after it was “taken over
by the state” and he was displaced. The district claimed the defense of impossibility to

honor Smith's contract after the state take over. The district prevailed. The issue

presented by the Hughes School District in this petition has yet to be passed upon by
the Arkansas Court of Appeals or the Arkansas Supreme Court, however, sufficient
grounds exist to believe that the court, if traditional rules are followed, will find that the
Hughes School District is not in “state takeover status” and therefore is eligible for relief
under Act 377 of 2015.
CONCLUSION AND STATEMENT OF ASSURANCES

WHEREFORE, we, the undersigned members of the Hughes School Board of
Directors, assure the Arkansas State Board of Education that it is in the best interest of
our students to keep the school district open due to the length of potential time spent on

the bus by a student traveling to and from school in the event of consolidation or
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reorganization. We want to emphasize that the Hughes School District is poor, rural and
isolated but has redeeming qualities and can and will survive if allowed by the State
Board of Education.

We further assure the State Board of Education that the mistakes made in the
past have been eradicated for the most part and we will remain vigilant in making sure
that all things are done properly and in order in our district in the event that we are
granted the waiver. We further understand and assure that we will be ever mindful of

the fact that the State Board may revoke this waiver at any time if it is found that the

conditions as stated in law change.
/S/ RUDOLPH ROBINSON

/S/ LEITHA J. CUPPLES

/S/ LINCOLN BARNETT

/S/ EARNESTINE JACKSON

We did authorize Sheryl Owens, to affix our signatures and sign the petition on our

behalf at our board meeting held on Wednesdav, April 1, 2015.

i

SHERYL OWENS, SUPERINTENDENT
HUGHES SCHOOL DISTRICT

POBOX9
HUGHES, AR 72348

Prepared by:

James F. Valley, Attorney

JFVALLEY ESQP A

P O Box 451

423 Rightor Street

Helena-West Helena, AR 72342
(888)225-0811 Telephone/Facsimile/Text
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LWSPECIAL EDUCATION DISTRICT PROFILE 2013/14

DISTRICT: HUGHES SCHOOL DISTRICT LEA: 6202
ICHILD COUNT | |
District October 1, 2013 Enrollment 354
Percent Special Education 12.99%
Special Education Child Count 46
(as of 12/01/2013)
By Race
American Indian/Alaska Native 0
Asian 0
Black 41
Hawaiian NativeIPacific Islander ]
Hispanic 2
White 3
Two or More Races a
By Disability
Mental Retardation 9
Speech/Language Impairment 11
Specific Learning Disability 13
Autism 1
Emotional Disturbance 0
Other Health Impairment 10
Other 2
By Gender
Male 31
15

Female

Updated on April 02, 2014
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Stricken language would be deleted from and underlined language would be added to present law.
Act 377 of the Regular Session

State of Arkansas As Engrossed: H2/12/15 H2/23/15

90th General Assembly B 1]1

Regular Session, 2015 HOUSE BILL 1263

By: Representatives Cozart, C. Armstrong, Baltz, Branscum, Deffenbaugh, Eubanks, Farrer, K. Ferguson,
C. Fite, Gossage, Harris, Lampkin, Lowery, Lundstrum, McElroy, McNair, Miller, Rattiff, Richmond,
Scott, Womack, C. Douglas, Murdock, Baflinger, Beck, Bentley, Della Rosa, M. Gray, G. Hodges,

Payton, Richey, Sullivan, Tosh
By: Senators A, Clark, B. Johnson, Caldwell, Maloch, G. Stubblefield, Irvin, Teague

For An Act To Be Entitled
AN ACT TO PROVIDE A WAIVER FOR A SCHOOL DISTRICT FROM
' AN ADMINISTRATIVE CONSOLIDATION OR REORGANIZATION '
UNDER CERTAIN CONDITIONS; T0 DECLARE AN EMERGENCY;

AND FOR OTHER PURPOSES.

Subtitle
T0 PROVIDE A WAIVER FOR A SCHOOL DISTRICT
FROM AN ADMINISTRATIVE CONSOLIDATION OR
REORGANIZATION UNDER CERTAIN CONDITIONS;
AND TO DECLARE AN EMERGENCY.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:

SECTION 1. Arkansas Code § 6-13-1603(a)(3), concerning administrative

reorganization of a scheol district,
(3) Any A scheool districl on the consolidation list that does not

is amended to read as follows:

suhmit a petition under subdivision (a}(2)(A} of this section or that does
not receive approval by the state board for a veluntary counsolidatien or
annexation petition shall be administratively consolidated by the state board
with or into one (1) or more school districts by May 1, to be effective July
1 immediately following the publication of the list required under § 6-13-

1602 unless the school district has been granted a waiver under § 6-13-1613.

02-04-2015 16:14:29 SAGI101
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As BEngrossed: H2/12/15 H2/23/15 HB1263

SECTION 2, Arkansas Code Title 6, Chapter 13, Subchapter 16, is

amended to add an additional section to read as follows:

6-13-1613. Minimum school district size waiver.

(a){l) A school district that is placed on the consoclidation list

published by the Department of Education under § 6-13-1602(2) may annually

request a waiver from the averapge daily membership requirement of three

hundred fifty {(350) students from the State Board of Education.

(2) A school district shall submit a petition for a waiver to

the state board no later than thirty (30) days after the consolidation list

igs published.
(3) The petition for a waiver shall include:

(A) The average daily membership of the school district in

the current school vear;
¢(B) A statement that the school district is nor in

probarionary scatus for any violation of the Standards for Accreditation of

Arkansas Public Schools and School Districts;
{€) A copy of rhe school district's current year budget

and any fiscal audit conducted within the previous two year; and

(D) A statement of assurance that the school district is
fiscal distress, or facilities

not curtrently classified in academic distress,

distress.,

(b)(1)

reject a petition for waiver that is received by a school district within

The state board shall render a decision to either grant or

forty~five (45) davs of receipt.,
(2) The state board shall grant a petition for

a waiver if it is

demonstrated by the school district that:
(A) The schoel district is not currently classified in

fiscal distress, or facilities distress;

academic distress,

{B) The school district is not in probationary status for

a violation of the Standards for Accreditation of Arkansas Public Schools and

School Districts;

(C) The academic facilities owned and operated by the

school district are adequate as evidenced by the school district's facilities

master plani and

It is in the best interest of the students in the

(D)
school district to keep the school district open due to the length of

02-04-2015 16:14:29 SAGLO]
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As Engrossed: H2/12/15 H2/23/15 HB 12643

potential time spent on the bus by a student traveling to and from school

should the school district be administratively reorganized, as assured by the

school board of directors of the school district reguesting the waiver.

(3) The srate board may revoke a waiver that has been granted to

a_school district at anvtime if it is found that the conditions under

subdivision (b)(2)(A) of this section change.
{¢c) A school districlt chat is granted a waiver shall remain listed on

the consolidation list that is published annually by the department.

SECTION 3. EMERGENCY CLAUSE. It is found and determined by rhe

General Assembly of the State of Arkansas that small school districts are at

risk of being consolidated or reorganized; thar small school districts that

re successful in educating their students and not in academic or fiscal
distress should nor be censolidated or reorganiged; and that this act is

immediately necessary to ensure that small school districts that are placed
Therefore, an

on_the consolidaction list are not consolidated immediately.
and this act being immediartely necessary for

emergency 1s declared to exist,
the preservation of the public peace, healcth, and safety shall become

effective on:
(1) The date of its approval by the Governor;

(2) If the bill is neither approved nor vetoed by the Governor,

the expiraction of the period of time during which the Governor may vero the

bill; or
(3) If the bill is vetoed by the Governor and the veto Is

overridden, the date the last house overrides the veto.

/s/Cozart

APPROVED: 03/11/2015

02-04-2015 16:14:29 SAGLO]
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As Engrossed: H3/23/15

Bill

State of Arkansas
90th General Assembly

Regular Session, 2015 HOUSE BILL 1840

By: Representative Murdock

IFor An Act To Be Entitled
AN ACT TO AMEND THE DEFINITIONS UNDER THE ARKANSAS
FISCAL ASSESSMENT AND ACCOUNTABILITY PROGRAM; AND FOR

OTHER PURPOSES.

Subtitle
TO AMEND THE DEFINITIONS UNDER THE
ARKANSAS FISCAL ASSESSMENT AND
ACCOUNTABILITY PROGRAM.

Bt IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:

SECTION 1. Arkansas Cede § 6~20-1903, concerning definitions under the

Arkansas Fiscal Assessment and Accountability Program, is amended te add an

additional. subdivision to read as follows:
(9) “Figcal distress” means that a school distirict has been

placed under rhe daily management and control of rthe department after the

state board or the lommissioner of Fducation has removed the school district

board of direcrors as permitted by srtare law.

/s /Murdock

03-07-2015 12:21:58 SAG309
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Fiscal Impact Statement

90th General Assembly of the State of Arkansas
Regular Session, 2015

DATE: 03/10/2015

BiLL: HB1840, As originally introduced
SPONSOR: Murdock

SUBTITLE:

TO AMEND THE DEFINITIONS UNDER THE ARKANSAS FISCAL ASSESSMENT AND
ACCOUNTABILITY PROGRAM.

TOPIC
Y Fiscal Distress Definition

AFTFECTED FUNDS

v General Revenue

REVENULE IMPACT
v $4.3 milion

ASSUMPTIONS - BASED ON:
v Fiscal distress unit at the ADE would need expansion,

ADDITIONAL COMMENTS

vV This definition would classify 50 districts

as being in fiscal distress, ten times the current

number of districts so classified.

Prepared by Richard Wilson, Office of Rescarch Services, AR Bureay of Legislative Research

Approved by:
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Fiscal Impact Statement

90th General Assembly of the State of Arkansas
Regular Session, 2015

DATE: 03/23/2015

BILL: HB1840, As Engrossed: H3/23/15
SPONSOR: Murdock

SUBTITLE:

TO AMEND THE DEFINITIONS UNDER THE ARIKKANSAS FISCAL ASSESSMENT AND
ACCOUNTABILITY PROGRAM.

TOPIC
v Fiscal Distress Definition

AIFECTED FUNDS

REVENUE IMPACT
v $0

ASSUMPTIONS - BASED ON:

ADDITIONAL COMMEINTS

v No impact to state treasury.

Prepared by Richard Wilson; Office of Rescarch Services, AR Bureau of Legislative Research

Approved by:
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Hall of the House of Representatives
90th General Assembly - Regular Session, 2015
Amendment Form

Subtitle of House Bill No. 1840
TO AMEND THE DEFINITIONS UNDER THE ARKANSAS FISCAL ASSESSMENT AND
ACCOUNTABILITY PROGRAM,

Amendment No. 1 to House Bili No. 1840

Amend House Bill No. 1840 as originally introduced:

Page 1, delete lines 24 through 26, and substitute the following:

“(9) “Fiscal distress” means that a school district has been
placed under the daily management and control of the department after the
state board or the Commissioner of Education has removed the school district
board of directors as permitted by state law.”

ARG

The Amendment was read
By: Representative Murdock
SAG/SAG - §13-20-2015 (09:39:08
SAG463

Chiefl Clerk
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Stricken language would be deteted from and underlined language would be added to present law.

1 State of Arkansas As Fngrossed; H3/17/15 H3/25/15

2 90th General Assembly f\.lgll

3 Regular Session, 2015 HOUSE BILIL, 1842
4

5  By: Representative Murdock

6

7 For An Act To Be Entitled

8 AN ACT TO CLARIFY TERMS UNDER THE ARKANSAS FISCAL

g ASSESSMENT AND ACCOUNTABILITY PROGRAM; AND FOR OTHER

10 PURPOSES.

11

12

13 Subtitle

14 TO CLARIFY TERMS UNDER THE ARKANSAS

i5 FISCAL ASSESSMENT AND ACCOUNTABILITY

16 PROGRAM.

17

18

19 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:
20
21 SECTION I, Arkansas Code § 6-13-112(c), concerning the
22 responsibilities of the State Board of Education and Commissioner of
23  Education regarding school districts under state authority, iIs amended to
24 read as follows:
25 _ (c) A person appointed by the state board or rhe commissioner to
26 operate a school diﬁtrict under the aﬁthorigy of the stéte board or the
27 commissioner shall not have previously been an administrator responsible for
28 a school district that was placed in fiscal distress or fiscal distress

or in violarion of the

29 status, academic distress, facilicies distress,

Standards for Accreditation of Arkansas Public Schools and School Districts.

30

31

32 SECTION 2. Arkansas Code § 6-13-1601, concerning definictions, 1is

33 amended to add an additional subdivision to read as follows:

34 (7) “Fiscal distress” means that a school district Has been

35 placed under the daily management and coptrol of the Department of Fducarion
36 after rthe State Board of Fducation or the Commissioner of Education has

03-07-2015 13:43:56 SAG310
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As Engrossed: H3/17/15 H3/25/15 HB1842

removed the school district board of directors as permitted by state law.

SECTION 3. Arkansas Code § 6-20-401¢4)¢C)(iii)}, concerning the

definicion of "revenue receipts of a school district”, is amended to read as

follows:
{1i1) Declining balances atrributed solely to a

school district’s compliance with the requirements of subdivision (4)(C) (11}

of this section shall not be considered an indicator of fiscal distress or

fiscal distress status; and

SECTION 4, Arkansas Code § 6-20-402(f), concerning che limirarion on

current indebredness, is amended to read as follows:

(£} If the state board withholds state aid from a school district under

subsection (e) of this section, the school districrt shall be identified by

the department to be a school district in fiscal distress or fiscal distress

status under § 6-20-1906.

SECTION 5. Arkansas Code § 6-20-415(c)(4), concerning consultanti, is

amended ro read as follows:
(4) A school discrict that fails ro comply with the requirements

of the departmenr under this subsection shall be identified by the department

as being iIn fiscal distress or fiscal distress status and subject ro the
applicable enforcement provisions as provided by law,
SECIION 6. Arkansas Code § 6-20-1204(c)(3), concerning forms of bonds,

is amended to read as follows:
(%) If the eommicieoner cogmissioner withholds state funding from

a school district pursuant ro this subsection, the Department of Fducation
shall idencify the school district ro be a school district in fiscal distress

or fiscal distress status under the Arkansas Fiscal Assessment and

Accountability Program, § 6-20-1801 et seq.

SECTION 7., Arkansas Code § 6-20-1204(d)(3)(C), concerning forms of

bonds, is amended to read as follows:
(C) If rhe deparcment makes payment under subdivision

(d)(3)(A) of this secrion, it may identify the school district on behalf of

2 03-07-2015 [3:43:56 SAG310
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As Engrossed: H3/17/15 H3/25/15 HB1842

which the payment 1s made to be a school districr in fiscal distress or

fiscal distress status under the Arkansas Fiscal Assessment and

Accounrabilicy Program, § 6-Z0-1901 et segq.

SECTION 8. Arkansas Code § 6-20-1801¢d}, concerning tvhe filing of

audic reporcs, is amended to read as follows:
(d)(1) If the departmenr has identified a school as being in fiscal

distress or fiscal distress status by June 30 of any year, the annual audit

of that school district shall be completed and filed with the department and

rhe Legislarive Joinr Auditing Commitree wicthin six (&) months following the

end of each fiscal year.

¢2) IF the committee derermines that circumstances warrant, the

committee may extend che time to file the Audit report of a fiseally

distressed school discrice in fiscal distress or fiscal disrress stacus for

up ro an additional ninety (90) days.

SECTION 9. Arkansas Code § 6-20-1802 is amended to read as follows:

6-20-1802. Fiscal distress for failure to file.

(a} Ary A school district failiag that fails to file an audit report
required by § 6-20-1801 within rthe nine-month time period or within tle time
period under an extension granted by the Department of Fducarion shall
automatically be considered by the department to be in fiscal distress or

fiscal distress status.
(b) By January 31 of each year, the department, by certified mail,

shall notrify any school district failing to file the required audit report

that the school district is considered in fiscal distress or fiscal distress

status.
SECTION [0. Airkansas Code § 6-20-1902 is amended to read as follows:

6-20-1902, Purpose.
The purpose of this subchapter shald—be is to establish and Iimplement a

program by which che Deparcment of Education shall identify, assess, and

address school districts in fiscal distress or fiscal distress status.

SECTION !!. Arkansas Code § 6-20-1903, concerning the definition of

"fiscal distress®, is amended to add an additional subdivision fo read as

03-07-2015 13:43:56 SAG310
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As Engrossed: H3/[17/15 H3/25/15 HB1842

follows;
(9) “Fiscal distress” means thar a school district has been

placed under the daily management and control of the departmenc afier the

state board or the Commissioner of Fducation has removed the school district

board of directors as permitted by srate law.

SECTION 12. Arkansas Code § 6-20-1804 is amended to read as follows:

6-20-1804, Indicators of fiscal distress or fiscal distress status.

fa) A school districe meecing any of the following criteria may be
identified by the Department of Fducation to be a school district in fiscal
distress status upon final approval by the State Board of Education:
(1)(d) A declining balance determined ro jeopardize the fiscal
Integriry of a school districer. ' l
(8) However, capital outlay expenditures for academic
facilicies from a school discrict balance shall not be used to put the school
district in fiscal distress;
(2) An act or violarion determined to jeopardize the fiscal
Integrity of a school districet, Including without limitacion: .
(A} Macerial failure to properly maintain school

facilities;
(B} Material violation of local, state, or federal fire,

health, or safety code provisions or law;

(C) Material violatfon of local, state, or federal

construction code provisions or law;
(D) Material stare or federal audic exceptions or

violations;

(f) Material failure to provide timely and accurate legally
required financial reports to the department, the Division of Legislative

the General Assembly, or the Internal Revenue Service;

Audit,
(F) Insufficient funds ro cover payroll, salary, employment

benefits, or legal rax obligations;
(G) Material failure to meet legally binding minimum

teacher salary schedule obligations;
(H) Material failure tro comply with state law governing

purchasing or bid requirements;y
(1) Marerial default on any school district debt

4 03-07-2015 13:43:56 SAG310
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As Engrossed: H3/17/15 H3/25/15 HB1842

obligation;
(J) Material discrepancies between budgeted and actual

school district expenditures;
(R} Material failure to comply with audit requirements; or

(L) Material failure to comply with any provision of the

Arkansas Code that specifically places a school district in fiscal distress

based on noncompliance; or
(3) Any other fiscal condition of a school district deemed to

have a detrimental negative impact on the concinuation of educational

services by that school district.
(h) (1) By August 31 of each year, the department shall report to the

superintendent of a school discricc if the department is aware thac the
school district has 'experienced two (2) or more indicators of fiscal discress
status In one (1) school year that the department deems ro be at a

nonmaterial level but that without Intervention could place the district in

fiscal distress status.
(2) The superintendent of a school district shall report to the

department if rhe superintendent is aware the school district has experienced
two (2) or more indicators of fiscal distress status in one (1) school year
rhat the superintendent deems to be at a nonmaterial level but that withour

intervention could place the district in fiscal distress status.

(3)(A) The deparcment and the superintendent shall review all
data relared ro rthe nonmaterial indicators of fiscal distress starus.
(B) (i) Wichin thirty (30) days of the department’s
derermination that the school discrict may be experiencing.fiscal distress

status at a noumaterial level, the department shall provide a nocice to the

school district’s superintendent and board of directors that:
ta) Describes the nonmaterial indicators of

fiscal distress status that could jeopardize the fiscal integrity of the

school district If not addressed; and
(h) Tdentifies the support available from the

department to address each nonmaterial indicator of fiscal distress status.
(i) The board of directors shall place on the agenda

for the next regularly scheduled meeting of the board of directors a

discussion of the notice of nonmate

03-07-2015 13:43:56 SAG310
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SECTION 13. Arkansas Code § 6-20-1905¢a), concerning notification and
appeal, is amended to read as follows:

(arAHAMED (a ) (1) (A) The Department of Education shall provide wricten
notice, via certified mail, return receipr requesced, to the president of the

school district board of directors and the superintendent of each school

district identified as being in fiscal distress or fiscal distress status.

(44} (B) The department shall provide the notice

required under this subdivision (a)(l}(A) of this section on or before March

30 of each year.
LB (2)(A) Ar any time after March 30, the department may

identify a school district as being in fiscal distress or fiscal distrgss
starus if rhe department discovers that a fiscal condition of a school
district negatively impacts the continuation of educational services by the
school district.

{4d) (B) The department immediately shall provide the

same notice required under subdivision -Ga)-(4 A ) (a) (1) (4) of this section
to rthe school district identrified under this subdivision ~a}d7-(Br{al(Z).

Arkansas Code § 6-20-1906¢a) and (b), concerning

SECTION 14,
is amended to read as follows:

classification of fiscal distress status,
(a) Those school discricts identified by the Department of Education as

being in fiscal distress or fiscal distress status shall be classified as

school districts in fiscal distress or fiscal distress status upon final

determinacion by the State Board of Fducation.
(b) A school district classified as in fiscal distress or fiscal

distress status shall be required to publish at least one (l) time for two

(2) consecutive weeks in a newspaper of general circulation in the school
districe the school district’s classification as a school district in fiscal

discress or fiscal distress status and the reasous why rthe school district

was classified as being in fiscal distress or_fiscal disrress status.

SECTION 15. Arkansas Code § 6-20-1907 is amended to read as follows:

6-20-1907. Debt issuance.
No 4 school district identified in fiscal discress Qr fiscal distress

status may nof incur any debt without the prior written approval of the

Department of Education.

03-07-2015 13:43:56 SAG310

Page 34 of 189 | Printed on 04/07/15

ACA 6-13-1601 et seq



As Engrossed: H3/17/15 H3/25/15 HB1842

SECTION [6. Arkansas Code § 6-20-1908(a)-(c), concerning a fiscal

distress or fiscal distress status plan, are amended to read as follows:

(a) Those school districts idencified by the Department of Education as
being in fiscal distress shall file wirh the department within cen (10) days
after the final classification by the Stare Board of Education a written

fiscal distress or fiscal distress status Improvement plan to address any

area in which the school district is experiencing fiscal distress or _fiscal

distress status as identified by the department,
(b) Fach school district shall seek and obtain approval of its plan

from che department and shall describe how the school discrict will remedy

those areas in which the school district is experiencing fiscal distress or

fiscal distress status and shall establish the time period by which the

school districc will remedy all criteria whieh chat placed the school

district in fiscal distress status.

(c) A school district in fiscal discress or fiscal discress starus may

ondy petition the srate board for removal from fiscal distress status only

afrer the department has certified in wricing that the school district fas

correcred all criteria for being classified as in fiscal discress or tiscal

distress status and has complied with all department recommendations and

requirements for removal from fiscal discress or fiscal distress status.

SECTION 7. Arkansas Code § 6-20-1909¢a}, concerning departmentc

actions, 1s amended to read as follows:

(a) In addressing school districts in fiscal distress or fiscal

distress status, the Commissioner of Education may:

(1} Remove permanently, reassign, or suspend on a temporary basis

the superintendent of the school district and:
(4) Appoint an individual In place of the superintendent to

administratively operate the school districc under the supervision and

approval of the commissioner; and
(B) Compensare nondepartment agents operating the school

district from school districr funding;
(2) Suspend or remove some or all of rite current board of

directors and call for the election of a new board of directors for the

school district, in which case the school district shall reimburse the county

03-07-201S5 13:43:56 SAG310
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board of election commissioners for election costs as otherwise recognized by
Law;
(3} Require the school district to operate without a board of

directors under the supervision of rhe local superintendent or an individual

or panel appointed by the commissioner;
(4) Waive the application of Arkansas law or the corresponding

State Board of Education rules, with the exceprion of:
(A} The Teacher Fair Dismissal Act of 1983, § 6-17-1501 er

seqg.; and
(8) The Public School Employee Fair Hearing Act, § 6-17-

1701 et seq.;
(5} Petivion the scate board for the annexation, consolidation,

or reconscitution of the school districr;

(6) In rhe absence of a school district board of directors,
assume all authority of the board of directors as designated by the state
board as may-be necessary for the day-to-day governance of the school
district;

(7)(4) Return the administracion of the school districe to the

former board of directors or to a newly elected board of direcrors if:
(1) The Department of FEducation certifies in writing

to the stare board and to the school districrt thar the school district has

corrected all issues that caused the classification of fiscal distress or

fiscal distress status; and
(i1} The srare board determines that the school

district has correcred all Issues that caused the classification of fiscal

discress or fiscal distress status.
(B) If the commissioner calls for an election of a new

the school district shall reimburse the

sclhool district board of directors,

county board of election commissioners for election costs as otherwise

required by law;
(8) Otherwise reconstitute the school district; or

(9) Take any other action allowed by law chat is deemed necessary

to assist a school diserict in removing the classificatvion of fiscal distress

or fiscal distress sratcus.

SECTION 18, Arkansas Code § 6-20-192i0¢d)-(f}, concerning state board

03-07-2015 13:43:56 SAG310
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actions, are amended to read as follows:

(d) If the Commissioner of Fducation assumes authority over a public

school district in fiscal distress or fiscal distress status, under

subsection (a) of this secrion, the state board may pursue the following

process for returning a public school discrice to the local control of its

residents:
(1) During the second school year following a school district’s

classification as being in fiscal distress or Fiscal distress status, the

stare board shall derermine the extent of the school district’s progress

ctoward correcting all issues that caused the classification of fiscal

distress or fiscal distress status;
(2)(A) If the stare board determines that sufficient progress has

been made by a school district toward correcting all issues that caused the

classification of fiscal distress or Iiscal distress starus, but the school

district has not yet resolved all Issues that caused the classification of

fiscal distress, the commissioner, with the approval of the state board, may
appoint a community advisory board of either five (5) or seven (7) members to

serve under the supervision and direccion of the commissioner.

(B) The members of the community advisory board shall be

residents of the school district and shall serve on a voluntary basis without

compensation,
(C) The Deparrment of Educatrion shall cause to be provided

to the community advisory board technical assistance and training in, at a
minimum, the areas required in § 6-13-629,

(D) The duries of the community advisory board include

withour 1imitacion:
(1) Meeving monchly during a regularly scheduled
public meeting with the state-appointed administrator regarding the progress

of the public school or school discriet toward correcting all issues that

caused the classification of fiscal distress or fiscal distress status;

(1i) Seeking community input from the parrons of the

school district regarding the progress of the public school or school

district roward correcting all issues that caused the classificarion of

fiscal distress or fiscal distress starus;
(1i1) Conducting hearings and making recommendations

to the commissioner regarding personnel and student discipline matters under

03-07-2015 13:43:56 SAG310
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the appropriate district policies;
(iv) Working ro build community capacity for the

continued support of the school district; and
(v) Submitting quarterly reports to the commissioner
and the state board regarding the progress of the public school or school

district toward correcting all issues that caused the classification of

fiscal distress gr fiscal distress status.
(£) The members of the community advisory board shall serve

at the pleasure of the commissioner uncil:
(1) The school distriet is returned ro local control

and a permanent board of directors is elecred and qualiflfied; or

(ii) The state board annsexes, consclidares, or

reconstitutes the school district under rhis seccion or under another
provision of law;

(3)(A) By April I of each year following the appointment of a
community advisory board under subdivision (d)(2) of this section, the state
board shall derermine the extent of rhe school distrier’s progress toward

correcting all issues thav caused the classification of fiscal distress or

fiscal distress starus and shall:
(1) Allow the community advisory board ro remain in

place for one (1) addicional year;
(ii) Return the school district to local contrel by

calling for the election of a newly elected board of directors if:
(a) The deparrment certifies in writing to rhe

state board and to the school district rthat the school district has corrected

all criteria for being placed into fiscal distress or fiscal distress status;

and
(b} The state board derermines thac the school

district has correcced all criteria for being placed into fiscal distress or

figcal distress status; or
(1ii) Annex, consolidate,

or reconstitute the school
district pursuant to this title.

(B) If the state board or commissioner calls for an
election of a new school district board of directors, rhe school district
shall reimburse the couunty board of election commissioners for election costs
as otherwise required by law;

10 03-07-2015 13:43:56 SAGA10
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(4)(A}) If the state board calls for an election of a new schcol
district board of directors pursuant to subdivision (d}(3)(4d)(ii)} of this
section, the commissioner, with the approval of the srate board, may appoint
an interim board of directors to govern the school district until a permanent
school district board of directors is elected and qualified.

¢(B) The interim board of directors shall consist of either

five (5} or seven (7) members.
(C) The members of the incterim board of direcrors shall be

residents of the school district and otherwise eligible to serve as school

district board members under applicable law.
(D) The members of rhe interim board of directors shall

serve on a voluntary basis without compensation.
(e)(1) If, by the end of rhe fifth school year following the school

district’s classification of fiscal distress or fiscal distress starus, the

school discrict in fiscal distress or fiscal distress status has not

corrected all Issues that caused rhe classification of fiscal distress or

fiscal distress status, the srate board, afrer a public hearing, shall

or reconstitute the school district under this seéction.

consolidace, annex,
(2) The stcate board may grant addicional rime for a public school

or school districc to remove Itself from fiscal distress or_ fiscal distress
Status by issuing a written finding supported by a majority of the state
board explaining in derail chat tche public school or school district could

not remove itselfl from fiscal distress or fiscal distress status during the

relevant time period due to Iimpossibility caused by external forces beyond

the control of the public school or school discricc.
() Nothinpgin-tHiv-seetionshall-be-construed-to This section does not

prevent the department or the state board from taking any of the actions
listed in § 6-20-190%9 or rhis section at any time to address a school

districc in fiscal distress or fiscal distress status.

SECTION 19, Avkansas Code § 6-20-191i(a), concerning rules and

regulations, is amended to read as follows:
(a}) The Department of Education shall promulgate rules and-reguwlations

as necessdry to identify, evaluate, assist, and address school districts in

fiscal distress or fiscal distress status.

11 03-07-2015 13:43:56 SAG310
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SECTION 20. Arkansas Code § 6-20-2205(a), concerning penalties, is

amended to read as follows:
(a) Auy 4 school districr or open-enrollment public charter school that

does not follow the provisions of this subchapter shall be placed in fiscal

distress or fiscal distress status as provided by law,

SECTION 21. Arkansas Code § 6-20-2207(c) and (d), concerning rule-

making autrhority, are amended to read as follows:

(c) d4ay 4 school districe, open-enroliment public charter school, or
education service cooperative that fails to comply with state law or rules
governing and providing a uniform chart of accounts for budgeting of
revenues, expenditures, and financial reporting shall be deemed ro be in

fiscal distress or fiscal distress status and subject to the applicable

enforcement provisions as provided by law.
(d) Any 4 school discrict, open-enrollment public charrer school, or

education service cooperative that fails to comply with the expenditure
requirements of any public school, public school district, or education
service cooperative funding law shall be deemed to be in fiscal distress or

fiscal distregs starus and subject to the applicable enforcement provisions

as provided by law.

SECTION 22. Arkansas Code § 6-23-304(¢(b)(3), concerning requirements

for open-enrollment public charter schools, is amended to read as follows:
(3) When the districr has been classified by the Department of
Education as in some phase of school improvement status under § 6-15-426 or

some phase of fiscal distress or fiscal distress status under the Arkansas

Figcal Assessment and Accountability Program, § 6-20-1901 er seq., if vhe

fiscal distress or fiscal distress status fs a resulr of administrative

fiscal mismanagement, as determined Dy the state board,

SECTION 23. Arkansas Code § 6-23-304(d)(2)(B), concerning requirements

for open-enrollmenc public charter schools, 1s amended ro read as follows:

(B) Been classified as in academic distress eor, fiscal

distress, or fiscal distress srtarus; and

Js/Murdock
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Sen, Bryan B, King
Senate Chair
Rep. Wim Hammer
House Chair
Sen. Linda Chesterfictd
Senate Vice Chair
Rep. John W, Walker
House Vice Chair

Roger A Novman, JD, CPA, CFE
Legislative Audifor

LEGISLATIVE JOINT AUDITING COMMITTERE
BIVISION OF LEGISLATIVE AUDIT

INDEPENDENT AUDITOR'S REPORT

Hughes School District No. 27 and School Board Members
Legislative Joint Auditing Commitiee

Report on the Financial Statements

We have audited the accompanying financlal slatements of each major governmental fund and the aggregate remaining fund
information of the Hughes School District No. 27 (the "District"), as of and for the year ended June 30, 2014, and the related notes
to the financial statements, which coliectively comprise the District’s regufatory basis financial stalements 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 the financial
reporting provisions of Ark. Code Ann. § 10-4-413(c) as provided in Act 2201 of 2005, as described in MNote 1, to meet the
requirements of the State of Arkansas. This includes determining that the regulatory basis of accounting is an acceptable basis
for the preparation of the financial statements in the circumstances. Management is also responsible for the design,
implementation, and mainfenance of internal control relevant to the preparation and fair presentation of financial stalements that

are free from material misstatement, whether due fo fraud or error.

Auditor's Responsibility

Cur responsibilily is to express opinions on these financial statements based on our audit. We conducied our audit In ascordance
with auditing standards generally accepled 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 reqguire
that we plan and perform the audit to obtain reasonabie assurance about whether the financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosure in the financial statements,
The procedures selected depend on the auditor's judgment, including the assessment of he risks of material misstaterment of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant o the District's preparation and fair presentation of the financiat 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 District's internal
contral. 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

presemtation of the financial statemenis.

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

Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles

As described in Note 1 to the financial statements, to meel the financial reporting requirements of the State of Arkansas, the
financial statements are prepared by the Disirict on the basis of the financial reporting provisions of Ark. Code Ann. § 10-4-413(c)
as provided in Act 2201 of 2005, which is a basis of accounting other than accounting principtes generafly accepted in the

United States of America.

The effects on the financia! statements of the variances belween the regulatory basis of accounting described in Note 1 and
accourting principles generally accepted in the United States of America, although not reasonably determinable, are presumed to

be malerial.

172 STATE CAPITOL « LITTLE ROCK, ARKANSAS 72201-1099 + PHONE (501) 6838600 « FAX (5D1) 683-8605
www.arklegaudit.gov
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Adverse Opinion on U.S. Generally Accepted Accounting Principles

In our opinien, because of the significance of the matter discussed in the Basis for Adverse Opinion on U.S. Generally Accepted
Accounting Principles paragraphs, the financial statements referred to above do not present fairly, in accordance wilh accounting
principles generally aceepted in the United States of America, the financial position of ihe District as of June 30, 2014, or the

changes in financial posilion for the year then ended.

Opinion on Regulatory Basis of Accounting

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective regulatory basis
financial position of each major governmental fund and the aggregate remaining fund information of the District as of June 30,
2014, and the respective regulatory basis changes in financial position thereof and the respective regulatory basis budgelary
comparison for the general and special revenue funds for the year then ended in accordance with the financial reporting

provisions of Ark. Code Ann. § 10-4-413{c) as provided in Act 2201 of 2005 described in Note 1.

Emphasis of Matter

As discussed in Neote 13 to the financial siatements, the District is the defendant in various pending lawsuits alleging
discriminatory practices and certain violations of law, with some unfavorable outcomes deemed probable. Gur opinion is not

modified with respect o this matier.

Qther Matters

Supplementary and Other informalion

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the District's
regulatory basis financial statements. The Schedule of Expenditures of Federal Awards, as required by Office of Management
and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, the Schedule of Capital Assets
and the Schedule of Selecled Information for the Last Five Years - Regulatory Basis are presented for the purposes of additional

analysis and are nol a required parl of the regulatory basis financial statements.

The Schedule of Expenditures of Federal Awards is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the regulatory basis financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the regulatory basis financial statements and cerlain additional
procedures, including comparing and reconciling stich information directly 1o the underlying accounting and other records used {o
prepare the regulatory basis financial statements or to the regulatory basis financial statements themselves, and other additional
procedures in accordance with audiling standards generally accepted in the United States of America. In our opinion, the
Schedule of Expenditures of Federal Awards is fairly stated, in all material respects, in refation to the regulatory basis financial

statements as a whole.

The Schedule of Capital Assets and the Schedule of Selected Information for the Last Five Years - Regulatory Basis have not
been subjected to the auditing procedures applied in the audit of the regulatory basis financial statements, and aceordingly, we do
nol express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

in accordance with Govemment Auditing Standards, we have also issued our report dated November 20, 2014 on our
consideration of the District's Internal control over financial reporting and on our lests of its compliance with certain provisions of
laws, regulations, confracis, and grant agreements and olher matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the resuits of that testing, and not to provide an opinion on
internal contral over financlal reporting or on compliance, That report fs an integral part of an audi performed in accordance
with Government Auditing Standards in considering the District’s internal control over financial reporting and compliance,

DIVISION OF LEGISLATIVE AUDIT

Roger A. Norman, JD, CPA, CFE
Legislative Auditor

Little Rock, Arkansas
November 20, 2014
EDSD36214
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Roger A. Nerman, JD, CPA, CFE
Legislative Auditor

LEGISLATIVE JOINT AUDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AMD ON COMPLIANGE AND OTHER MATTERS
BASED ON AN AUDIT CF FINANCIAL STATEMENTS PERFORMED IN ACCORNDANCE WITH GOVERNMENT AUDITING
STANDARDS

INDEPENDENT AUDITOR'S REPORT

Hughes School District No. 27 and School Board Members
Legisfative Joint Auditing Commitiee

We have audited, in accordance wilh the audiing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Compiroller General of the
United States, the financial statements of each major governmentat fund and the aggregate remaining fund information of the
Hughes School District No. 27 (the "District’), as of and for the year ended June 30, 2014, and the related nofes to financial
statements, which coliectively comprise the District's regulatory basis financial statements, and have issued our report thereon
dated November 20, 2014. We issued an adverse opinion because the District prepared the financial statements on the basis of
the financial reporting provisions of Arkansas Code, which is a basis of accounting other than accounting principles generally
accepted in the United States of America. The effects on the financial statements of the varjances between the regulatory basis
of accounting and accounting principles generally accepted in the United States of America, aithough not reasonably
determinable, are presumed to be material. However, the financial statemenls present fairly, in all material respects, the
respective regufatory basis financial position of each major governmental fund and the aggregate remaining fund information of
the District as of June 30, 2014, and the respective regulatory basis changes in financial position thereof and ithe respective
regulatery basis budgetary comparison for the general and special revenue funds for the year then ended, on the basis of

accounting described in Note 1.

Internal Control Over Financial Reporting

In planning and performing our audit of the regulatory basis financiat statements, we considered the District's internal controt 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 regutatory basis financiat 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 lhe District's

internal control,

Our conslideration of internal control was for the limited purpose described in the preceding paragraph and was not designed to
identify all deficiencies in internal controf that might be malterial weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were nol identified. However, as described in the accompanying Schedute
of Findings and Questioned Costs, we identified a certain deficiency in intermnal control {hat we consider to be a material

weakness,

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the
normat 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 controt such that there is a reasonable possibility
that a material misstatement of the District's regulatory basis financial statements wifl not be prevented, or detected and corrected
on a limely basis. We consider the deficiency described in the accompanying Schedule of Findings and Questioned Costs as

itern 2014-001 o be a malerial weakness.

Compliance and Other Matters

As pari of obtaining reasonable assurance about whether the District's regulatory basis financial statements are free from materiat
misstatement, we performed tests of ils compliance with certain provisions of the state constilution, state and federal laws and
regulafions, confracts, and grant agreements, noncompliance with which could have a direct and material efect on the
determination of financial stalement amounls. However, providing an opinien on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The resulls of our tests disclosed no instances of
noncompliance or other matters that are required to be reporied under Government Auditing Standards.
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We noted cerlain matters that we reported fo management of the Dislrict in a separalte lefter dated November 20, 20%4.

District’s Response to Findings

The District's response to the findings identified in our audit, excluding the management letter findings, is described in the
accompanying Schedule of Findings and Questioned Costs. The District's response was not subjected to the giudltlﬂg
procedures applied in the audit of the regulatory basis financial statements and, accordingly, we express no opinien on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internat control and compliance and the result 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 controt

and compfiance. Accordingly, this communication is not suitable for any other purpose.

DIVISION OF LEG'SLATiVEfAUDIT
i P

£ i
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Larry W. Hunter, CPA, CFE
Deputy Legisiative Auditor

Little Rock, Arkansas
November 20, 2014
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Sen. Bryan B. King
Senale Chair
Rep. Kim Hammer
House Chair
Sen. Linda Cliesterficki
Senate Yice Chair
Rep, John W. Walker
House Vice Chair

Roger A. Norman, JD, CPA, CFE
Legistative Auditor

LEGISLATIVE JOINT AUDITING COMMITTUEE
DIVISION OF LEGISLATIVE AUDIT

REPORT ON COMPLIANCE FCOR EACH MAJCOR FEDERAL PROGRAM AND REPORT ON INTERNAL CONTROL OVER
COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITOR'S REPORT

Hughes School District No. 27 and School Board Members
Legisfative Joint Auditing Committee

Report on Compliance for Each Major Federal Program

We have audited the Bughes Schoo! District No. 27 (the “District”y compliance with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material affect on each of the
District's major federal programs for the year ended June 30, 2014. The District's major federal programs are identified in the
summary of auditor's results section of the accompanying Schedule of Findings and Questioned Costs.

Management's Responsibifity
Management is responsible for compiiance with the requirements of laws, regulations, contracts, and grants applicable to its
federat programs.

Audifor's Responsibility

Our responsibility is to express an opinion on compliance for each of the District's major federal pregrams 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; {he standards applicable to financial audits contained in
Government Auditing Standards, issued by the Compitroller 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 reascnable 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 requiremenis 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.

Basis for Qualified Opinion on CFDA 84.377 School Improvement Grants

As described in the accompanying Schedule of Findings and Questioned Costs, the District did not comply with requirements
regarding CFDA 84.377 School Improvement Grants as described in finding numbers 2014-002 for Reporting and 2014-003
for Allowable Costs/Cost Principles. Compliance with such requirements is necessary, in our opinion, for the District to comply

with the requirements applicabie 1o that program.

Qualified Opinion on CFDA 84.377 Schoof Improvement Grants

In our opinion, except for the noncompliance described in the Basis for Qualified Opinton paragraph, the District complied, in
all material respects, with the types of compliance requirements referred to above that coutd have a direct and material effect

on CFDA 84.377 School Improvement Granis for the year ended June 30, 2014,

Unmodified Opinion on Each of the Other Major Federal Programs

tn our opinion, the District complied, in all malerial respects, with the types of compliance requirements referred o above that
could have a direct and material effect on each of ils other major federal programs identified in the summary of auditor's
results section of the accompanying Schedule of Findings and Questioned Costs Tor the year ended June 30, 2014.
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The District’s response 1o the noncompliance findings identified in our audit is described in the accempanying Schedule of
Findings and Questioned Costs. The District's response was not subjected to the auditing procedures applied in the audit of

compliance and, accordingly, we express ne opinion on the response.

Report on Internal Control Over Compliance

Management of the Dislrict is responsible for establishing and maintaining effective infernal control over compliance with the
types of compliance requirements referred to above. In planning and performing our audit of compliance, we considered {he
District's internal control over compliance with the types of requirements that could have a direct and malerial effect on each
major federal program fo 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 repor on infernal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the effecliveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the District's internal

conirol over compliance.

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

malerial weaknesses.

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, noncempliance with a type of compliance requirement of a federal program on a limely basis. A maferial weakness in
internal controf over compliance is a deficiency, or a combination of deficiencies, in inlernal control over compliance, such that
there is a reasonable possibifity 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. We consider the deficiencies in internal control over
compliance described in the accompanying Schedule of Findings ang Questicned Costs as items 2014-002 and 2014-003 to

be material weaknesses.

The Districl's response to the internal control over compliance findings identified in our audit is described in the accompanying
Schedule of Findings and Questioned Costs. The District’s response was not subjected to the auditing precedures applied in the
audit of compliance and, accordingly, we express no opinion on the response.
The purpose of this report on internai control over compliance is solely to describe the scope of our lesting 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.

DIVISION OF LEGISLATIVE AUDIT
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Larry W. Hunter, CPA, CFE
Deputy Legistative Auditor

Litlle Rock, Arkansas
November 20, 2014
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Sem. Biryan B. King
Senate Chair
Rep. Kim Hammer
House Chair
Sen, Linda Chesterfictd
Senate Vice Chair
Rep. John W, Walker
House Vice Chair

LEGISLATIVE JOINT AUDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

MANAGEMENT LETTER

Hughes School District No. 27 and School Board Members
Legislative Joint Auditing Commillee

Roger A, Norman, JD, CPA, CTE
Legislative Auditor

We would like to communicate the following items that came lo our alienfion during this audii. The purpose of such comments
is o provide constructive feedback and guidance, in an effort to assist management to maintain a satisfaclory level of
compliance wilh the state constitution, laws and regulations, and to improve internal control.  These matiers were discussed

previously with District officials during the course of our audit fieldwork and at the exit conference.

1. During our review of leave records, we noted leave slips were no! aiways submitted to the emplayee responsible for
maintenance of the records and leave slips that were submitted, were not atways posted to the employees’ leave
records. As a result of these weaknesses, we noted two clerical errors resulting in an overpayment of $1,257 to one

employee and an underpayment of $832 ta another employee.

2. The Disaster Recovery Plan in place was inadequate {both technical and end-user) for restaring from short-term or
long-term interruptions of computer processing. This situation could cause the entity to be without computer
processing for an extended period of time in the event of a disaster or major interruption and could also place a

financial and personnel burden on the resources of the entity.

This ledter is Intended salely for the information and use of the Legisiative Joint Auditing Committee, the iocal school board and
District management, state executive and oversight management, federal regulatory and oversight bodies, the federal
; [ to

awarding agencies and pass-through entities, and other parties as required by Arkansas Code, and is not intended

should not be used by anyone other than these specified parties. However, pursuant lo Ark. Code Ann._§ 10-4-417, all reporis

presented ta the Legislative Jaint Auditing Committee are matters of public record and distribution is not limited.
DIVISION OF LEGISLAT IVE AUDIT
L /
/ cj/M CJ f lA.A:\/K/

Larry W. Hunter, CPA, CFE
Deputy Legislative Auditor

{ittle Rock, Arkansas
November 20, 2014
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ASSETS

Cash

Investments
Accounts receivable
Due from other funds

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabitities:
Accounts payable and accrued liabilities
Due student groups
Due to other funds
Total Liabilitias

Fund Balances:
Restricled
Assigned
Unassigned
Total Fund Bafances

TOTAL LIABILITIES AND
FUND BALANCES

HUGHES SCHOOL DISTRICT NG, 27
ST. FRANCIS COUNTY, ARKANSAS
BALANCE SHEET - REGULATORY BASIS
JUNE 30, 2014

Goevernmental Funds

Exhibit A

Major
Special Other Fiduciary
General Reventle Aggregate Fund Types
$ 1205611 % 254,875 § 179§ 10,270
622,623
11,215 156,889
600
5 1,839,449 & 411,764 § 779 § 10,270
$ 37,705 § 9,166 % 600
$ 10,270
600
38,305 9,166 600 10,270
85414 402,598 179
9,325
1,706,405
1,801,144 402,598 179
$ 1,839,449 % 411,764 & 779§ 10,270

The accompanying notes are an integral part of these financial statements.
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HUGHES SCHOOL DISTRICT NO, 27
ST. FRANCIS COUNTY, ARKANSAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -

GOVERNMENTAL FUNDS - REGULATORY BASIS

FOR THE YEAR ENDED JUNE 30, 2014

Exhibit B

Major
Special Other
General Revenue Aggregate
REVENUES
Property taxes (including property {ax refief trust distribution}) $ 2,065,978
Stale assistance 1,468,697 1,619
Federal assistance 1,572,728
Activily revenues 25,784
Meal sales 35,994
Investment income 7,653
Other revenues 93,487 13,006
TOTAL REVENUES 3,661,599 1,623,347
EXPENDITURES
Regular programs 1,245,699 29,378
Special education 118,820 145,679
Career education programs 42,634
Compensatory education programs 152,903 604,043
Other instructional programs 92,583
Student support services 90,434 72,796
Instructional staff stipport services 85,534 409,670
General administration support services 286,239 34,063
School administration support services 109,825
Central services support services 119,618 17,003
Operaticn and maintenarce of plant services 465,417
Student transporiation services 62,779 3,009
Other suppaort services 10,149
Food services operations 33,171 240,455
Non-programmed caosls 36,325
Aclivity expenditures 35,301
Debt Service:
Principal retirerment 9,268 60,000
Interest and fiscal charges 468 21,210
TOTAL EXPENDITURES 2,962,042 1,662,421 §1.210
EXCESS OF REVENUES OVER {UNDER) EXPENDITURES 699,557 30,926 (81,210)
OTHER FINANCING SOURCES (USES)
Transfers in 81,210
Transfers out (81,210)
TOTAL OTHER FINANCING SOURCES {JSES) (81,210) 81,210
EXCESS OF REVENUES AND QTHER
SOURCES OVER (UNDER} EXPENDITURES
AND OTHER {JSES ‘ 618,347 30,926
FUND BALANCES - JULY 1 1,182,797 371,672 179
FUND BALANCES - JUNE 30 $ 1,801,144 402,598 179

The accompanying notes are an integral part of these financial statements.
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HUGHES SCHOOL DISTRICT NQ. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1; SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A,

Reporing Eniity
The Board of Education, a seven member group, is the level of government, which has

responsibilities over all activities related to public elementary and secondary school education within
the jurisdiction of the Hughes School District (Districl). There are no component units.

Description of Funds

Major governmentai funds (per the reguiatory basis of accounting) are defined as General and
Special Revenue.

General Fund — The General Fund is used te accouni for and report all financial resources not
accounted for and reporied in anather fund.

Special Revenue Fund -~ The Special Revenue Fund is used to account for and repert the proceeds
of specific revenue sources that are restricted or committed to expenditure for specified puiposes
other than debt service or capital projecls. The Special Revenue Fund includes federal revenues and
related expenditures, restricted for specific educational programs or projects, including the District's
food services operations. The Special Revenue Fund also includes required matching for those
faderal programs, program income required to be used to further the objectives of those programs,

and transfers from the general fund to supplement such programs.

Other governmental funds, presented in the aggregate, consist of the following:

Capital Projects Fund — The Capital Projects Fund is used to account for and repott financial
resaurces that are restricled, commilted, or assigned to expenditure for capital outlays
including the acquisition or construction of capital facilities and other capital assets. The
Capital Projects Fund excludes those fypes of capital-related oufflows financed by
proprietary funds or for assets that will be held in frust for individuals, privale organizations,
or other governments.

Debt Service Fund — The Debt Service Fund is used lo account for and reporl financial
resources that are restricted, committed, or assigned to expenditure for principal and

interest,

Fiduciary Fund types inciude the following:

A_qe_ncy Funds — Agency Funds'are used to repor resouirces held by the reporting
government in a purely custodial capacity {assets equal liabilities).

Measurement Focus and Basis of Accounting

The financial stalements are prepared in accordance with a regulatory basis of accounting (RBA).
This basis of accounting is prescribed by Ark. Code Ann. § 10-4-413(c), as provided in Act 2201 of
2005, and requires that financial statements be presented on a fund basis with, as a minimum, the
general fund and special revenue fund presenled separately and all other funds included in the
audit presented in the aggregate. The law afso slipulates that the financial siatements consist of a
balance sheet; a statement of revenues, expenditures, and changes in fund balances; a
comparison of the final adopted budget o the actual expenditures for the general fund and special
revenue funds of the enlity; notes to financial statements; and a supplemental schedule of capital
assels, including fand, buildings, and equipment. The law further stipulates that the State Board of
Education shall promulgate the rules necessary to administer the regulatory basis of presentation.

-12-
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued}

C. Measurement Focus and Basis of Accounting (Continued)

The RBA is not in accordance with generally accepled accounting principles {GAAP). GAAP require
that basic financial statemenis present government-wide financial statentents.  Additionally, GAAP
require lhe following major concepls: Management's Discussion and Analysis, accrual basis of
accounting for government-wide financial statements, including depreciation expense, modified
accrual basis of accounting for fund financial statements, separate financial statements for fiduciary
fund types, separate identification of special and extraordinary items, inclusion of capital assets and
debt in the financial statements, specific procedures for the identification of major governmental funds,
and applicable note disclosures. The RBA does not require governmeni-wide financial statements or

the previously identified concepts.

The accompanying financial statements are presented on a fund basis. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts, which are segregated for piurposes of
reccrding specific aclivilies or atfaining cerlain objectives. Revenues are reported by major sources
and expenditures are reported by major function. Other transactions, which are not reported as
revenues or expendilures, are reporled as other financing sources and uses. Transactions related to
the recording of instaliment contracts and capital leases are reported as other financing sources.
Changes in private-purpose {rust funds witl be reflected in the notes to the financial slatements,

D. Revenue Recognition Policies

Revenues are recognized when they become susceptible o accrual in accordance with the RBA,
excepl for properly taxes {see Note 1 F below).

E. Capital Assets

Informafion on capilal assets and related depreciation is reported at Schedule 1. Capital assets are
capitalized at historical cost or estimated historical cost, if actuat dala is not available. Capital assets
purchased are recorded as expenditures in the applicable fund at the time of purchase. Donated
capital assets are reported at fair value when received. The District maintains a threshold level of

$1,000 for capitalizing equipment. Library holdings are not capitalized.

No salvage value is taken into consideration for depreciation purposes. All capital assets, other than
fand and construction in progress, are depreciated using the straight-fine method over the following .

useful lives;
Assel Class Estimated Useiful Life in Years
Improvements/infrasfructure 20
Buildings 50
Equipment 3-25
F. Property Taxes

Property taxes are levied (tax rates are established) in November of each vear based on properly
assessment (real and personal) that occurred within a specific period of time beginning January 1 of
ithe same year. Property taxes are collectible beginning the first business day of March of the year
following the levy date and are considered delinquent after October 15 of the same calendar year.

Ark. Code Ann. § 6-20-401% allows, but does not mandate, the District to accrue the diflerence
between the amount of 2013 calendar year taxes collected by June 30, 2014 and 28 percent of the
proceeds of the local taxes that are not pledged to secure bonded indebtedness. The District elected
not to accrue properly taxes or the option to accrue property taxes was not applicable because the
amount of properly taxes collected by June 30, 2014 equaled or exceeded the 28 percent calculation.

-13 -
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HUGHES SCHOOL DISTRICT NOG. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

F, Property Taxes (Continued)

Amendment no. 74 to the Arkansas Consfitution established a uniform minimum property tax millage
rate of 25 mills for maintenance and operation of public schoots. Ark. Code Ann. § 26-80-101
provides the uniform rate of tax (URT) shall be assessed and collected in the same manner as other
school property taxes, but the net revenues from the URT shall be remitted to the State Treasurer and
distributed by the State to the county treasurer of each county for distribution to the school districts in
that counly. For reporting purposes, URT revenues are considered property faxes.

G. Inerfund Receivables and Payables

Interfund receivables and payables result from services rendered from one fund to another or from
interfund.foans. . .

H. Fund Balance Classifications

1. Restricted fund balance - represents amounts that are restricted o specific purposes when
consiraints ptaced on the use of resources are either (a) externally imposed by creditors (such
as through bond covenanis), grantors, contribulors, or laws or regulations of other
governments; or (b} imposed by law through constitutional provisions or enabling legislation.

Assigned fund balance — represents amounts that are constrained by the District’s infent to be
used for specific purposes, but are neither restricted nor committed.

3. Unassigned fund balance — represents amounts that have nol been assigned fo other funds
and that has not been restricted, committed, or assigned to specific purpeses within the
general fund. This classification can also include negative amounts in other governmental
funds, if expenditures incurred for specific purposes exceeded the amounts restricted,

commilted, or assigned to those purposes.

i Budge! and Budgetary Accounting

The District is required by slate law to prepare an annual budget. The annual budget is prepared
on a fiscal year hasis. The District does not prepare and submit amended budgets during the fiscal
year. The State Department of Education’s regulations allow for the cash basis or the modiffed
accrual basis. However, the majority of the school districts employ the cash basis method.

The District budgets intra-fund transfers. Significant variances may result in the comparison of
transfers at the Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget
and Actual — Generaf and Special Revenue Funds - Regulalory Basis because only interfund
transfers are reported at the Stalement of Revenues, Expenditures, and Changes in Fund
Balances — Governmental Funds - Regulatory Basis. Additionally, the Disfrict roulinely budgets
restricted federal programs as part of the special revenue fund. Significant variances may result in
the budgetary comparison of the revenues and expenditures of the special revenue fund because
of the reclassification of those federal programs primarily utilized for capital projects to the other

aggregate funds for reporting purposes.

Budgetary perspective differences are not considered to be significant, because the structure of the
information utilized in preparing the budget and the applicable fund financial statements is

essentially the same.
J. Stabllization Arrangements
The District's Board of Education has not formally set aside amounts for use in emergency
situations or when revenue shortages or budgetary imbalances arise.
- 14 -

Hughes Schoo! District Waiver Petition Page 59 of 189 | Printed on 04/07/15

ACA 6-13-1601 el seq



HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

K. Minimum Fund Balance Policies

The District's Board of Education bas not formally adopted a minimum fund balance policy.

L. Fund Balance Classification Policies and Procedures

The Superintendent, in conjunction with other management and accourting personnel, is authorized
to assign amounts to a specific purpose. The District's Board of Education has not adopted a formal

policy addressing this authorization.

The District's revenues, expenditures, and fund balances are tracked in the accounting system by
numerous sources of funds. The fund balances of {hese sources of funds are combined to derive
the Dislrict's tolal fund balances by fund. It is uncommon for an individual source of funds to
contain restricted and unrestricted (cominitted, assigned, or unassigned) funds. The District does
not have a policy addressing whether it considers restricted or unrestricled amounts 1o have heen
spent when an expenditure is incurred for purposes for which both restricted and unrestricted
amounts are available, Disfrict personnel decide which resources (source of funds} fo use at the time
expendilures are incurred. For classification of fund balance amounts, restricted resources are
considered spent before unrestricted. The District does not have a policy addressing which resources
to use within the unrestricted fund balance when committed, assigned, or unassigned fund balances
are available. When expenditures are incurred for purposes for which amounts in any of the
unrestricted fund balance classifications could be used, commited amounts are reduced  first,

followed by assigned amounts, and then unassigned amounts.

M. Encumbrances

The District does not utflize encumbrance accounting.

2 CASH DEPOSITS WITH FINANCIAL INSTITUTIONS
Cash depasits are carried at cost (carrying valug). A comparison of the bank balance and carrying value is as
follows:
Carrying Bank
Amount : Balance
Insured (FDIC) 3 250,000 3 250,000
Collateralized:
Callateral hetd by the Dislrict's agent, pledging
bank or pledging bank's trust department ar
agent in the Districi's name 1,843,558 1,986,191
Total Depasits 5 2083558 $ 2,239,191

The above tolal deposits include certificates of deposit of $622,623 reporled as invesiments and classified as
nonparticipating contracts.

- 15-
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

3 ACCOUNTS RECEIVABLE
Accounts receivabte at June 30, 2014 were comprised of the foliowing:

Governmental Funds

Major
Special
Description General Rewenue
Federal assistance 3 150,589
Other 3 11,215 6,300
Totals $ 11,215 $ 166,889

4 COMMITMENTS
The District was contractually obligated for the following at June 30, 2014
Long-term Debt Issued and Outstanding

The District is presently paying on the following long-term debt:

. . Amount Debt Maturities
Date Date of Final Rate of Authorized Outstanding Te
oilssue Malurity Interest and Issued June 30, 2014 June 30, 2014
11/1/03 2/1/20 2156-43% & 675,000 3 285,000 5 390,000
11/1/05 2/1/20 3-3.65% 360,000 165,000 195,000
Totals $ 1,035,000 3 450,000 5 585,000

Changes in Long-term Debt

Balance Balance
July 1, 2013 Issued Retired June 30,2014
Bonds payabile F 510,000 ) 60,000 5 450,000
Postdated warrants 9,268 g.268
Totals $ 519,268 5 o 3 59,268 $ 450,000
Future Principal and Interest Payments
Year Ended
June 30, Principal interest Total
2015 3 65,000 5 17,907 3 82,907
2016 70,000 15,355 85,365
2017 75,000 12,698 87,598
2018 80,000 9,635 89,638
2019 80,000 6,490 86,490
2020 80,000 3,245 83,245
Totals $ 450,000 3 565,230 % 515,230
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HUGHES SCHOOL DISTRICT NO, 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

5: ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
Accounts payable and accrued liabilities at June 30, 2014 were comprised of the following:

Gowernmental Funds

Major
Special Other
Description General Rewenue Aggregate
Vender payables b 37,705 b 9,166
Other $ 500
Totals i 37,705 § 9166 % 500
6: INTERFUND TRANSFERS

The District transferred $81,210 from the general fund to the other aggregate funds for debt related payments.

7: RETIREMENT PLAN

Arkansas Teacher Retirement Syslem

Plan Description. The District coniributes to the Arkansas Teacher Refirement System (ATRS), a cost-
sharing multiple-employer defined benefit pension plan that covers all Arkansas public schooal employees,
except cerlain non-teaching school empfoyees. ATRS, adminisiered by a Board of Trustees, provides
retirement and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. Benefit provisions are established by Stale law and can be amended only by the Arkansas
General Assembly, The Arkansas Teacher Refirement System issues a publicly available financial report
that inciudes financial statements and required supplementary information for ATRS. Thal report may be
obtained by writing to Arkansas Teacher Retirement System, 1400 West Third Street, Liltle Rock, Arkansas

72201 or by calling 1-800-666-2877.

Funding Policy. ATRS has contribulory and noncentributory plans. Confributory members are required by
State law to contribute 6% of their salaries. Each participating employer is required by State law to
contribute at a rate determined by the Board of Trustees, based on the annual aciuarial valuation. The
current employer rate is 14% of covered salaries, the maximum allowed by State law. The District's
contributions to ATRS for the years ended June 30, 2014, 2013, and 2012 were $311,617, $359,851, and

$408,892, respectively, equal to the required contributions for each year.

R PLEDGED REVENUES

The Dislrict has pledged a portion of its property taxes lo retire bonds of $1,035,000 issued fram November 1,
2003 through November 1, 2005. The bonds were issued for various capital projects. Total principal and
interest remaining on the bonds is $515,230, payable through February 1, 2020. Principal and interest paid for
the current year and total properly taxes pledged for debt service were $80,198 and $125,846, respectively,
The percentage of property taxes pledged for the current year for principal and interest payments was 63.62

percent,

9 RISK MANAGEMENT

The District is exposed to various risks of loss related lo torts; theft of, damage to, and destruction of assets:
errors and omissions; injuries to emptoyees; and natural disasters.
The District carries commerclal insurance for student accident and board liability coverage. Settled claims

have not exceeded this commercial coverage in any of the past three fiscal years. There were no significant
reductions in insurance coverage from the prior year in the major categories of risk,
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

9: RISK MANAGEMENT (Continued)

The District participates fn the Arkansas School Boards Association - Workers' Compensation Trust (the Trust),
a self-insurange trust veluntarily established on July 1, 1994 pursuant lo state taw. The Trust is responsible for
obtaining and administering workers' compensation insurance coverage for its members, as well as obtaining
reinsurance coverage for those claims that exceed the standard policy limits. In its administrative capacity, the
Trust is responsible for menitoring, negotiating, and seilling claims that have heen filed on behalf of and against

member districts. The District contributes annually to this program.

Additionally, the District participates in the Arkansas School Boards Association - Risk Management Program
(the Association), a self-insurance program voluntarily established on February 1, 1984 pursuant to state law.
The Associalion is respensible for obtaining and administering insurance coverage far property and vehicies for
its members, as well as obtaining reinsurance coverage for those claims that exceed 1he standard policy limits.
In its administrative capacity, the Association is responsible for monitoring, negotiating, and settling cfaims that
have been filed against member districts. The Dislrict pays an annual premium for its coverage of buildings,

contents, and vehicles.
The District participates in the Arkansas Fidelity Bond Trust Fund administered by the Governmental Bonding
Board. This program provides coverage for actual losses sustained by ifs members through fraudulent or

dishonest acts commitled by officials or employees. Each loss is limited to $250,000 wiih a $2,500 deductible.
Premiums for coverage are paid by the Chief Fiscal Officer of the State of Arkansas from funds withheld from

the Public Schoof Fund.

160 ON-BEHALF PAYMENTS

The allocation of the health insurance premiums paid by the Arkansas Depariment of Education to the
Employes Benefils Division, on-behalf of the Disltrict's employees, {otaled $40,074 for the year ended June 30,

2014,
DETAILS OF GOVERNMENTAL FUND BALANCE CLASSIFICATIONS DISPLAYED IN THE AGGREGATE

11:
Gowernmental Funds
Major
Special Othear
Description General Rewvenue Aggregale
Funa Balances:
Resftricted for:
Alternative iearning environmemnt $ 15,869

Educational pregrams -
national school lunch state
categarical funding 44,792
Capital projects g 179

Chitd nutrition programs § 267591
Medical services 101,254
Special education pragrams 10,837 24,680
Title | programs 1,124
Other purposes 13,916 7,949
Total Restricted 85,414 402,598 179
Assigned to:
Sludent activities 9,325
Unassigned 1,706,405
Totals $1.801,144 $ 402,598 $ 179
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

12 FISCAL DISTRESS STATUS

On April 8, 2013, the Stale Board of Education classified the Dislrict in fiscal distress. The District developed a
fiscal improvement plan and is currently working with the Arkansas Deparlment of Education to implement it,

13: PENBING LITIGATION

An Arkansas jury found in favor of two former employees on their claims of race discrimination and constructive
discharge against the District and individual members of the District's Board of Education. The jury awarded a
total of $446,542 compensatory damages in the case. The Districl appealed this decision to the
United States District Courd, Eastern Districi of Arkansas, to have the award set aside or reduced. The
appeal is pending, with an outcome unfavorable to the District deemed probable by District representation.
Due to the uncerlainty of the amount of the award, no liability has been recognized in the accompanying

financial statements.

On May 1, 2013, a writ of execulion was served (o the Districl's bank, commanding collection of $140,143 in
favor of a law firm for altorney fees relating to this case. This amount was withdrawn from the District’s
account and placed in a separate holding account by the bank, pending outcome of the appeal.

The District also has three other civil suits currently pending. One suit was filed by seven former employees
alleging racial harassment and discrimination, due process and equal protection violations, violations of the
Arkansas Teacher Fair Dismissal Act, and breach of contract. The plaintifis are seeking unspecified
compensatory and punitive damages and attorneys' fees. The second suit was filed by a single individual,
secking unspecified damages for alleged negligence and breach of contract -as a resull of the District's
failure to file a claim under a healthcare policy. The third suit was filed by a single individual, seeking
unspecified damages for alleged violation of the Arkansas Teacher Fair Dismissal Act. Outcomes and

potential losses in these cases are uncertain.

~-10.
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Nondepreciable capital assets.
Land

Depreciable capital assets:
Buildings
Improvements/infrastructure
Equipment

Tolat depreciable capital assets

Less accumulated depreciation for:

Buildings
Improvements/infrasiructure
Equipment

HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF CAPITAL ASSETS
FOR THE YEAR ENDED JUNE 30, 2014
(Unaudited)

Total accumulated depreciation

Total depreciable capital assets, net

Capital assets, net

Hughes Schoo! District Waiver Petition

ACA B-13-1601 et seqg
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Schedule 1

Balance
June 30, 2014

3 106,407

2,362,682

103,661
1,267,337
3,733,680

2,121,453

94,830
1,127,601
3,343,884

389,796

$ 496,203
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HUGHES SCHOOI. DISTRICT NO. 27 Schedule 2

§T. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2014

Federal Pass-Through
Federal Grantor/Pass-Through CFDA Entity Identifying Federal
Grantor/Program or Cluster Title Number Number Expendiluras
CHILD NUTRITION CLUSTER
U. S, Qepartment of Agriculture
Passed Through State Depariment of Education:
Schoo! Breakfast Program - Cash Assislance 10.553 62-02-000 $ 82,895
National School Lunch Program - Cash Assistance 10,555 62-02-000 133,252
Total State Department of Education 216,247
Passed Through Slate Department of Human Services:
National School Lunch Program - Non-Cash Assistance
(Food Distribution} (Note 3) 10.555 6202000 16,829
TOTAL CHILD NUTRITION CLUSTER __...233078
OTHER PROGRAMS
U. 8. Depariment of Education
" Passed Through State Department of Education: ‘ ' '
Tille | Granis to Local Educational Agencies 84.010 82-02 479,966
Special Education - Grants 1o States 84.027 6202 168,419
Improving Teacher Quality State Granis 84,367 6202 58,443
School Improvement Grants 84.377 6202000 604,542
Total U. 8. Depariment of Education 1,312,370
TOTAL OTHER PROGRAMS 1,312,370
TOTAL EXPENDITURES OF FEDERAL AWARDS 3 1,645,446

The accompanying notes are an integral part of this schedule.

Note 1:

Note 2:

Note 3:

Note 4:

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation - The agcompanying Schedule of Expenditures of Federaf Awards {the "Schedule") includes the federal grant
activity of Hughes School District No. 27 (District) under programs of the federal gavernment for the year ended June 30, 20%4.
The informatfon in this Schedule is presented in accordance with the requirements of the Office of Management and Budgel
(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 District, it is not intended to and does not present the financial position or changes in

financial position of the District.

Summary of Significant Accounting Palicies - Expenditures reported on the Schedule are reporled on the regulatory basis of
accounting, Such expenditures are recognized following the cosl principles conlained in OMB Circular A-87, Cost Frinciples for

Stale, Local, and Indian Tribal Govemments, wherein certain lynes of expenditures are nol allowable or are lmited as o
reimbursement. Pass-through entity identifying numbers are presented where available.

Nonmonetary assistance is reporled at the approximate value as provided by the State Depariment of Human Services.

During {he year ended June 30, 2014, the Distric! received Medicaid funding of $29,290 from the State Depadment of Muman
Services. Such payments are not considered Federal awards expended, and therefore, are not Included in the above Schedule.
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HUGHES SCHOOL DISTRICT NC. 27 Scheduile 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of audilor's reporls issued: GAAP basis of reporting - adverse
Regulatory basis opinion units - unmodified

Internat control over financial reporting:

® Malerial weakness(es) identified? M yes ™ no

@ Significant deficiency(ies) identified? I ves ¥ none reporied
Noncompliance material to financial slalements noled? I yes ¥ no
FEDERAL AWARDS

tnternal control over major federa programs;
@ Material weakness{es) identified? W yes ™~ no

@ Significant deficiency(ies} identified? I ves M none reported
Type of auditor’s report issued on compliance for major federal programs: unmedified for alt major federal programs except for School
Improvemnent Grants, which was qualified

Any audit findings disclesed that are required to be 'reporled in v yes ™ no
accordance with Section 510{a) of OMB Circular A-1337

Identification of major federal programs:

Name of Federal Program or Cluster
Title | Grants te Local Educational Agencies
Schoof Improvement Grants

CFDA Number(s)
84.010
84.377

Dollar threshold used to distinguish between lype A and lype 8 programs;
$ 300,000

Auditee qualified as low-risk audilee? I yes M no

.22.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION I - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2014-001.

Imternal Controt

Criteria or specific requiremenl: internal control is a pracess consisting of five interrelated components - control environment,
risk assessment, information and communication, control activities, and monitoring. Management is responsible for adopting
sound accounling policies and for establishing and maintaining mternal control Ihat will, among other things, inifiate, autherize,
record, process, and report fransactions (as well as events and condilicns) consistent with management's assertions embodied

in the financial statements.

Condition: Deficiencies in the internal control component of control activities adversely affected the District's ability to initiate,
authorize, record, process, and reporl financial data in accordance wilh lhe regulalory basis of accounting such that there was
a reasonable possibility that a material misstatement of the Districl's financial stalements would not be prevented, or detected
and corrected on a timely basis. Financial accounting duties were nol adequaltely segregaled among employees, Specifically,
cerlain key weaknesses included the following: receipting, depositing, posting, and reconciliation procedures were performed
by the same employee, Wilkout compensating controls. Addilionally, payroll and noh-payroll checks were prepared by the
same employee responsible for changes in payroll amounts, without compensaling conlrols.

Context: An understanding of the five componentls of internal contral sufficient to assess (he risk of material misstatement of
the financial statements whether due to error or fraud, and 1o design the nalure, timing, and extent of further audit objective

was oblained,

Effect: The District's ability to initiate, authorize, record, process, and report transactions consistent with management's
asserlions embodied in the financial statements, as wall as the ability to safeguard District assets, was adversely affected by

the identified weaknesses in the abave intemat conltrol companent,

Cause: Disirict management, due to cost/benefit implications, which hindered the District's ability o adequately segregate
financial accounting duties among emplayees, did not effectively address the deficlencies in internal control.

Recommendation: District management should adop! sound accounting policies and establish and maintain internal control
that will initiale, authorize, record, process, and report fransaclions consistent with managemant’s assertions embodied in the

financial statements and that will safeguard District assets.

Views of responsible officials and planned corrective actions: The District wil continue to strive to implement as many
procedures as possible to adequalely seqregalte duties ufilizing available stafi, The District's stalus of Fiscal Distress reskricts

hiring of additional staff.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

MATERIAL WEAKNESSES

2014-002.

2014-003.

U. S, DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF ECUCATION
SCHOOL IMPROVEMENT GRANTS - CFDA NUMBER 84,377
PASS-THRQUGH NUMER £202000

AUDIT PERIOD - YEAR ENDED JUNE 30, 2014

Reporling

Criteria or specific requirement: The District is required to budge! Schoel Improvement granl expenditures and submit the
budget to the Arkansas Depariment of Education (ACE). Expenditures may not exceed the budgeted amount by more than 10
perceni of the tolal budget without prior approval from the ADE and the submission of budget amendments er adjusimens.

Additionally, annua! financial teports are compiled at the end of the fiscat year for the program.

Condition:  School Improvemenl grant expenditures for funclion 1594 (Tille | Schoolwide Instruciion) exceeded the budgeted
amount by $81,635 more than the 10 percent budget variance allowed, A similar finding was reported in the previcus audit.

Conlext: Comparison of budgeted expenditures to actuat expenditures as reporied on the annuat financial report.
Effect; The Dislrict did nol record the School improvement expenditures within the approved budget classifications.

Cause: The District failed to properly monitor expenditures against the approved budget,

Recemmendation:  The District should implement procedures 1o ensure costs are incurred within the applicable budgel
categories and conlact the ADE for further guidance regarding this matter.

Views of responsible officials and ptanned corrective actions: The District and SIG Site Manager will implement procedures (o
ensure cosls are incurred within the applicable budget categories and contact the ADE for further guidance regarding this

matter.

Allowable Costs/Cost Principles

Criteria o specific requirement; Office of Management and Budgel (OMB) Circular No. A-87 esfablishes principles and
slandards for determining allowable costs from federal funds.

Condition:  An unallowable cosl paid from the Schoo! Improvement grant of $5,777 for the year ended. June 30, 2014 was
detected. This expenditure was for software purchased for the elementary schoal, which was not served by lhe School

Improvement grant.
Queslioned Costs: The amount of the known queslioned cosls was $5,777.

Context: An examination of nine checks from a total population of 83 non-payroll checks, grant application, and budget.
Effect: Unallowable costs of $5,777 for the year endad June 30, 2014 occurred,

Cause: Lack of inlernal controls and management oversight aver program expenditures.

Recommendation: The District should contact the Arkansas Department of Education for guidance regarding this malter and
implement proper controls over program expenditures,

Views of responsible offlicials and planned corrective actions: The District will implement proper conlrols over program
expendilures. The SIG Site Manager will continue to monitor and oversee alt spending.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS {Continued)

NONCOMPLIANCE (FEDERAL PROGRAM NOT AUDITED AS A MAJOR PROGRAM)

2014-004.

U. S. DEPARTMENT OF AGRICULTURE

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

CHILD NUTRTION CLUSTER (CASH ASSISTANGE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555
PASS-THROUGH NUMER 62-02-000

AUDIT PERIOD - YEAR ENDED JUNE 30, 2014

Reporting

Criteria or specific requirement; Monthly Claims for Reimbursement are required to be submitted to the Arkansas Depariment
of Education, Child Nutrition Unil (ADE, CNU). These claims include specific key financial information.

Condition:  The District did not properly use the financial infermation per the general ledger to prepare the monthly Claims for
Reimbursement. As a result, ihe District erroneously reported key financial informalion such as revenues, expendilures, and
available funds on the Claims fer Reimbursement submitted 1o ADE, CNU for the fiscat year as ideniified below:

Per Per Claims
General Submitted to
Ledger ADE, CNU Gifference
Beginning Balance s 224,350 % 224,350
Total Revenues 257,115 277.868 $ (20,753)
Total Expenditures (236,370) (258,258) 21,088
Ending Balance § 245,095 $ 243,960 $ 1,135

A similar finding was reported in the previous audil,

Context: An examination of the Year-to-Date Financial Siatement from ADE, CNU revealed variances between the financial
information reported and the infarmation recorded in the general ledger.

Effect: The District's procedures to ensure the accuracy and compieleness of data and information included in the Claims for
Reimbursement were not effeclive, resulting in errencous key financial information reported to ADE, CNU.

Cause: Lack of internal controls and lack of management oversight resulted in reporting errors.

Recommendation: Establish appropriate reperting procedures and moniter the infarmation reported in the monthly Claims for
Reimbursement to ensure the reports are accurately completed.

Views of responsible officials and planned corrective actions: The District will continue training the Food Service Director lo
maintain praper records and lo establish appropriate reparting procedures 1o ensure the information reported in the monthly
Claims for Reimbursement is accurate. The Child Nutrition Unit will cantinue to monitor progress.
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HUGHES SCROOL DHSTRICT NO., 27 Schedule 4

ST. FRANCIS COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U. S. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TG LOCAL EDUCATIONAL AGENCIES

2013 - Finding 2013-003: Tille | Grants 1o Locat Educational Agencies - CFDA Number 84.010

(Improvement of Instructional Services), exceeded the
percent budget variance allowed.. Additionally, Title |
exceeded lhe budgeted amount by
r finding was reported in the previous

Condition: Title | expenditures for function 2210

budgeted amount by $7.873 more than the 10
expenditures for object range 63000-85000 (Purchased Services)

$11,946 more than the 10 percent budget variance allowed. A simila
three audits,

Recommendation: The District should implement procedures to ensure cosls are incurred within the
applicable budget categories and confact the Arkansas’ Department of Education’ for further guidance
regarding ihis matter,

Current Status: Corrective aclion was taken,

U. S. DEPARTMENT OF ERDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
SCHOOL IMPROVEMENT GRANTS CLUSTER - CFDA NUMBERS 84.377 AND 84.388

2013 - Finding 2013-004: School Improvement Grants Cluster - CFDA Numbers 84.377 and 84.388

Condition:  School Improvement cluster expenditures for function 1591 {Title | Schoolwide Instruction)
exceeded the budgeted amount by $52,962 more than the 10 percent budget variance aflowed. Additionally,
expenditures for objec! codes 66000 (Supplies and Materials) and 67000 (Property) exceeded budgeted
amounts by $125,831 and $25,682, respectively, more than the 10 percent budget variance allowed.

Recommendation: The District should implement procedures to ensure cosls are incurred within the
applicable budget categories and contact the Arkansas Department of Education for further guidance

regarding this matter.

Current Status: A simitar finding was detected during the curren! audit period. See Finding 2014-002 at

Schedule 3.

U. S DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE I GRANTS TO LOCAL EDUCATIONAL AGENCIES

2013 - Finding 2013-005: Title | Grants to Local Educational Agencies - CFDA Number 84.010

Condition: An unallowable cost paid from the Title | program of $3,924 for the year ended June 30, 2013
was detected. This expenditure was for the purchase of a copler that was alsc recorded as a Tille )
expenditure in the prior fiscal year,

Recommendation: The District should contact the Arkansas Department of Education for guidance
regarding this matter and implement proper controls over program expenditures,

Current Status: Corrective action was taken.
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HUGHES SCHOGOL DISTRICT NO. 27 Schedule 4

ST. FRANCIS COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U. 8. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555

2013 - Finding 2013-006: Child Nulrition Cluster (Cash Assistance Programs) - CFDA Numbers 10.553 and
10.555

Condition: The District did not use the financial infermation per the general ledger to prepare the monihly
Claims for Reimbursement. As a result, the District erroneously reported key financial information such as
revenues, expendilures, and available funds on the Ctaims for Reimbursement submitted to ADE, CNU for

the fiscal year as identified below:

Par Per Claims
General Submitted fo
: Ledger ADE, CNU Difference
Beginning Balance $ 140,663 5 88,760 g 51,803
Total Revenues 302,496 265,408 37,088
Transfers In 4,076 4,076
Total Expenditures (222,885) (317,042) 94,157
Ending Balance 8 224 350 3 37,126 g 187,224

Recommendation: Establish appropriate reporting procedures and monitor the information reported in the
morthly Claims for Reimbursement fo ensure the reports are accurately completed.

Current Status: A similar finding was detected during the current audit period. See Finding 2014-004 at
Schedule 3.
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Hughes School District No. 27

St. Francis County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2013

LEGISLATIVE JOINT AUDITING COMMITTEE -
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
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Sen, Bryan B, King

Senate Chair
Rep. Kim Hammer
House Chair Roger A, Norman, D, CPA, CFE
L.egislative Auditor

Sen, Linda Chesterficld
Senate Vice Chair
Rep. John W, Walker
House Vice Chair

s

LEGISLATIVE JOINT AUDITING COMMITTERE
DIVISION OF LEGISLATIVE AUDIT

INDEPENDENT AUDITOR'S REPORT

Hughes Schocl District No. 27 and School Board Members
Legislative Joint Auditing Commitiee

Report on the Financial Statements

We have audiled the accompanying financial statements of each major governmental fund and the aggregate remaining fund
information of the Hughes School District No. 27 (the "District"), as of and for the year ended June 30, 2013, and the related noles
to the financial stalements. which collectively comprise the District's regulatory basis 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 Ark. Code
Ann. § 10-4-413(c) as provided in Acl 2201 of 2005, as described in Note 1, to meet the reporting requirements of the State of
Arkansas. Management is also responsible for the design, implementation, and maintenance of internal control refevant o the
preparation and fair presentaticn of financiat statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Qur responsibility is to express opinions on these financial stafements based on our audit. We conducted our audit in accordance
with audiling standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Govermment Auditing Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perferm the audit fo obtain reasonable assurance about whether the financial statements are free from material

misstatement.

An audit involves performing procedures o obtain audit evidence about the amounts and disclosure in the linancial 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 Disfrict'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 effiectiveness of the District's infernal
control. Accordingly, we express no such opinion. An audit also includes evaluating the ‘appropriateness of accounting policies
used and the reasonable of significant accounting estimates made by management, as well as evaiuating the overall presentation

of the financial statements,

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

Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles

As described in Note 1 te the financial statements, to meet the financial reporting requirements of the State of Arkansas, the
financial statements are prepared by the District on the basis of the financial reporting provisions of Ark. Code Ann. § 10-4-413(c)
as provided in Act 2201 of 2005, which is a basis of accounting other than accounting principles generally accepted in the United

States of America.

The effects on the financial statemenis of the variances between the regulatory basis of accounting described in Note 1 and
accounting principles generally accepted in the United States of America, although not reasonably determinable, are presumed to

he material.

172 STATE CAPITOL « LITTLE ROCK, ARKANSAS 72204-1099 « PHONE (501) 683-8600 « FAX (501) 683-8605
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Adverse Opinion on U.S. Generally Accepted Accounting Principles

In eur apinion, because of the significance of the matter discussed in the "Basis for Adverse Opinion on U.S. Generaily Accepted
Accounting Principles” paragraphs, the financial statements referred to above do not present fairly, in accordance with accounting
principles generally accepted in the United States of America, the financial position of the District as of June 30, 2013, or the

changes in financial position for the year ther ended.

Opinion on Regulatory Basis of Accounting

in our opinion, the financial statements referred to above present fairly, in all material respects, the respective regulatory basis
financial position of each major governmental fund and the aggregate remaining fund information of the District as of June 30,
2013, and the respeclive reguletory basis changes in financial position thereof and the respective regulatory basis budgetary
comparison for the general and special revenue funds for the year then ended in accordance with the financial reporiing
provisions of Ark. Code Ann. § 10-4-413(c) as provided in Act 2201 of 2005 described in Note 1.

Other Matters

Supplementary and Other information

Our audit was conducted for the purpose of forming opinions on the financial stalements that collectively comprise the Disirict's
regulatory basis financial statements. The Schedule of Expenditures of Federal Awards, as required by Office of Management
and Budget Circular A-133, Audits of States, Local Governmenis, and Non-Profit Organizations, the Schedule of Capital Assets
and the Schedute of Selecled Information for the Last Five Years - Regulatory Basis are presented for the purposes of addltional

analysis and are not a required part of the regulatory basis financial statements.

The Schedule of Expenditures of Federal Awards is {he responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the reguiatory basis financial statements, Such information has
been subjected to the auditing procedures applied in the audit of the regulatory basis financial statements and certain adaitional
procedures, inctuding comparing and reconciling such infermation directly to the underlying accounting and other recards used to
prepare the regulatory basis financial statements or fo the regulatory basis financial stalements themselves, and other additionat
procedures in accordance with auditing standards generally accepted in the United States of America. in our opinion, the
Schedule of Expenditures of Federal Awards is fairly stated, in all malerial respects, in relation to the regulatory basls financial

statements as a whole.

The Schedule of Capital Assets and the Schedule of Selected information for the Last Five Years - Regulatory Basis have not
been subjected to the auditing procedures applied in the audit of the regulatory basis financial statements, and accordingly, we do
not express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

in accordance with Government Auditing Standards, we have also issued our report dated November 25, 2013 on our
consideration of the District's internal control over financial reporting and on our lests of its compliance with certain provisions of
laws, regliations, 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 thal testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral parl of an audit performed in accordance
with Government Auditing Standards in considering the District’s internal control over financiaf reporting and compliance.

DIVISION OF LEGISLATIVE AUDIT

Z
/ &)/07'54(/ Pritv—

Roger A. Norman, JD, CPA, CFE
Legislative Auditor

Little Rock, Arkansas
November 25, 2013
EDSD36213
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Sen. Bryan B, King

Senate Chair
Rep. Kim Hanuner
House Chair Roger A, Norman, JD, CPA, CFE
Legislative Auditer

Sem Linda Chesterfield
Senale Vice Chair
Rep, John W, Walker
Fouse Vice Chair

LEGISLATIVE JOINT AUDITING COMMITTERE

DIVISION OF LEGISLATIVE AUDIT

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPUIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

INDEPENDENT AUDITOR'S REPORT

Hughes School District No. 27 and School Board Members
Legislative Joint Auditing Commitiee

We have audited, in accordance with the auditing standards generally accepted in the United States of America and the
standards applicable to financia! audits contained in Govemment Auditing Standards issued by the Complroller General of the
United States, the financial statements of each major governmental fund and the aggregate remaining fund informatien of the
Hughes School District No. 27 (the “District’), as of and for the year ended June 30, 2013, and the related nofes to financial
statements, which collectively comprise the District's regulatory basis financlal statements, and have issued our report thereon
dated November 25, 2013. We issued an adverse opinion because the District prepared the financial statements on the basis of
the financial reporting provisions of Arkansas Code, which Is a basis of accounting other than accounting principles generally
accepted In the United Slates of America. The effects on the financial statements of the variances belween the regutatory basis
of accounting and accounting principles generally accepted in the United States of America, although not reasonably
determinable, are presumed to be material. However, the financial stalements present fairly, in all material respects, the
respective requlatary basis financial position of each major governmental fund and the aggregate remaining fund information of
the District as of June 30, 2013, and the respective regulatory basis changes in financial position thereof and the respective
regulatory basis budgetary comparison for the general and special revenue funds for the year then ended, on the basis of

accounting described in Note 1,

Internal Control Over Financial Reporting

In planning and performing our audit of the regulalory basis financial stalements, we considered the District'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 regulatory basis financial statements, hut 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 of significant deficiencies may exist that were not identified, However, as described in the accompanying Schedule
of Findings and Questioned Costs, we identified carlain deficiencles in internal cortrol that we consider o be maierial

weaknesses,

A deficiency in internal controf exists when the design or operation of a cantrol does rot 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
malerlal 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 regulatory basis financiaf statements will not be prevented, or detected and corrected
on a limely basis. We consider the deficiencies described in the accompanying Schedule of Findings and Questioned Costs as

items 2013-001 and 2013-002 to be material weaknesses,

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's regulatory basis financial statements are free from material
misstaternent, we performed tests of its compliance with cerlain provisions of the state constitution, state and federal laws and
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
delermination of financial statement amounls. However, providing an oplnion on compliance with those provisions was not an
objeclive of our audit, and accordingly, we do not express such an opinion. The restlts of our tests disclosed no instances of
noncompliance or other matters that are required (o be reported under Govermment Auditing Standards.

172 STATE CAPRITOL - LITTLE ROCK, ARKANSAS 72201-1099 * PHONE (501) 683-8600 * FAX (501) 683-8605
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District's Response to Findings

The District's response to the findings identified in our audit is described in the accompanying Schedule of Findings and
Questioned Casts. The District’s respense was not subjected to the auditing procedures applied in the audit of the regulatory
basis financial statements and, accordingly, we express no opinion on i,

Purpose of this Report

The purpose of this report is sclely to descrive the scope of our testing of internal contro! and compliance and the result of that
testing, and not to provide an epinicn on the effectiveness of the District's internal control or on compliance. This repor is an
integral part of an audit performed in accordance with Government Auditing Standards in considering the District's internal cantrol

and compliance. Accordingly, this communication is not suitabie for any other purpose,

DIVISION OF LEGISLATIVE/‘AUDI'I'
"/“‘\ ) :J." ,
i

“f

o }g\,m/ (A) }m/f\j{u*' Ae-t

Larry W, Hunter, CPA, CFE
Deputy Legislative Auditor

Little Raock, Arkansas
November 25, 2013
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LEGISLATIVE JOINT AUDITING COMMITTERE
DIVISION OF LEGISLATIVE AUDIT

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND REPORT ON INTERNAL CONTROL OVER
COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITOR'S REPORT

Hughes Schoeol District No. 27 and School Board Members
Legislative Joint Auditing Commitiee

Report on Compliance for Each Major Program Federal Program

We have audited the Hughes Schoal District No. 27 (the "District”) compliance with the types of compliance reguirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect on each of the
District's major federal programs for the year ended June 30, 2013. The District's major federal programs are identified in the

summary of auditor's results section of the accompanying Schedule of Findings and Questiored Costs.

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

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for each of the Dislrict'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 alditing
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 OME 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 noncomptiance 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 jegal determination of the District's compliance.

Opinion on Each Major Federal Program
Basis for Qualified Opinion on CFDA 84.010 Title | Grants o Local Educational Agencies and CFDA 84.377 and 84.388
School Improvement Grants Cluster

As described in the accompanying Schedule of Findings and Questicned Costs, the District did not compty with requirements
regarding CFDA B4.010 Title ! Grants to Local Educational Agencies as described in finding number 2013-003 for Reporting
and CFDA 84.377 and 84.388 School Improvement Grants Cluster as described in finding number 2013-004 for Reporting.
Compliance with such requirements is necessary, in our opinion, for the District {o comply with the requirements applicable to

those programs.
Qualified Opinian on CFDA 84,010 Title | Grants to Local Educational Agencies and CFDA 84.377 and 84.388 School
improvement Grants Cluster

In our opinion, except for the noncompliance descrited in the Basis for Qualified Opinion paragraph, 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 CFDA 84.010 Title | Grants to Local Educational Agencies and CFDA 84.377 and 84.388 School Improvement Grants

Cluster for the year ended June 30, 2013,

172 STATE CAPITOL « LITTLE ROCK, ARKANSAS 72201-1098 « PHONE (501) 683-8600 + FAX (501) 883-8605
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Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, which are required to be reported in
accordance with OMB Circular A-133 and which are described in the accompanying Schedule of Findings and Questioned
Costs as item 2013-005. Our apinion on each major federal program is not modified with respect to these matters,

The Dislrict's response to the nancompliance findings identified in our audil is describad in the accompanying Schedule of
Findings and Questioned Costs. The Dislricl's response was not subjected 1o the auditing procedures applied in the audit of

compliance and, accordingly, we express no opinion on the response,

Report on Internal Control Over Compliance

Management of the District is responsible for establishing and maintaining effective internal control over compliance with the
types of compliance requirements referred to above, In planning and performing our aldit of compliance, we considered the
District's internal contro! over compliance with the types of requirements that could have a direct and material effect on each
major federal program to determine the auditing procedures that are appropriale in the circumstances for the purpose of
expressing an opinian on compliance for each major federal program and to test and report on internal control aver
corpliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
internal contro! over compliance. Accordingly, we do not express an opinfon on the effectiveness of the District’s internal

control over compliance.

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

material weaknesses and a significant deficiency.

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, 1o prevent, or delect 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 a combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of comptiance requirement of a federal program will
not be prevented, or detected and corrected, on a fimely basis. We consider the deficiencies in internal control over
compliance described in the accompanying Schedule of Findings and Questioned Costs as items 2013-003 and 2013-004 to

be material weaknesses.
A significant deficiency in internal controf over compliance is a deficiency, or a combination of deficiencies, in internal control
over compltance with a {ype of compliance requirement of a federal program that is less severe than a material weakness in

internal controf over comptiance, yet important enough to merit attention by those charged with governance, We consider the
deficiency in internal control over compliance described in the accompanying Schedule of Findings and Questioned Costs as

item 2013-005 to be a significant deficiency.
The District's response fo the internal contro! over compfiance findings identified in our audit is described in the accompanying
Schedule of Findings and Questioned Costs. The District's response was not subjected to the auditing procedures applied in the
audit of compliance and, accordingly, we express no opinion on the response.

pliance is solely to describe the scope of our testing of internal conlrol

The purpose of this report on internal control over com
over compliance and the restits of that testing based on the requirements of OMB Circular A-133, Accordingly, this report is

not suitable for any other purpose.
CIVISION OF LEGISLATIVE AUDIT

o "j\cgf’fb/« (. zé\/*j/-uu:;f;;i

Larry W, Hunter, CPA, CFE
Deputy Legislative Auditor

Little Rock, Arkansas
November 25, 2013
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ASSETS

Cash

Investments
Accounts receivable

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities
Due student groups
Total Liabilities

Fund Balances:
Restricted
Assigned
Unassigned
Total Fund Balances

TOTAL LIABIITIES AND
FUND BALANCES

The accompanying noles are an integral part of these financial statements.

Hughes School District Waiver Petition
~ACA 6-13-1601 et seq

HUGHES SCHOOL DISTRICT NC. 27
ST, FRANCIS COUNTY, ARKANSAS

BALANCE SHEET - REGULATORY BASIS

JUNE 30, 2013

Governmental Funds

Exhibit A

Major
Special Other Fiduciary
General Revenue Aggregate Fund Types
3 609418 % 257,047 % 179 3 10,723
618,222
138,128
5 1,227,640 & 395175 & 179§ 10,723
b3 44843 § 23,503 3 418
10,305
44,843 23,503 10,723
134,013 371672 % 179
18,841
1,029,943
1,182,797 371,672 179
$ 1,227,640 § 395,176 § 179 & 10,723
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -

GOVERNMENTAL FUNDS - REGULATCORY BASIS

FOR THE YEAR ENDED JUNE 30, 2013

Exhibit 3

Major
Special Cther
General Revenue Aggregate
REVENUES _
Property taxes (including property tax refief trust distribution) % 2,004,519
Slate assistance 1,775,010 3,887
Federal assistance 1,442,476
Activity revenues 42,802
Meal sales 35,053
Investment income 7,204
Other revenues 42,016 22,758
TOTAL REVENUES 3,871,731 1,505,074
EXPENDITURES
Regular programs 1,562,907 71,954
Special education 147,061 79,579
Career education pregrams 102,867
Compensatory education programs 270,117 367,043
Other instructional programs 60,943
Student support services 41,465 798
Instructional staff support services 106,586 530,867
General administralion support services 434,135 85,348
School administration support services 101,554
Centrai services suppori services 133,887 4,074
Operation and maintenance of plant services 517,543
Student fransporfation services 128,074
Food services cperations 32,305 235,003
Activity expenditures 37,452
Debt Servica:
Principal retirement 8,823 & 60,000
Interest and fiscal charges 914 23,184
TOTAL EXPENDITURES 3,687,537 1,375,666 83,184
EXCESS OF REVENUES OVER (UNDER) EXPENDITURES 184,194 129,408 {83,184)
OTHER FINANCING SCURCES (USES)
Transfers in B3,184
Transfers out (83,184}
Pending litigation - bank holding account {140,143)
Refund to grantor {3,384)
. TOTAL OTHER FINANCING SOURCES (USES) (223,327) (3,384) 83,184
EXCESS OF REVENUES AND OTHER
SOURCES OVER (UNDER) EXPENDITURES
AND OTHER USES (39,133} 126,024
FUND BALANCES - JULY 1 1,221,930 245,648 179
FUND BALANCES - JUNE 30 $ 1,182,797 371,672 $ 179

The accompanying notes are an integral pari of these financial statements.

Hughes School District Waiver Petition
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HUGHES SCHOOL DISTRICT NQ. 27
ST. FRANCLIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A Reporting Entity

The Board of Educalion, a seven member group, is the level of governmenl, which has
responsibilities over all activities refated to public elementary and secondary school education within

the jurisdiction of the Hughes School District (District). There are no component units.

B. Description of Funds

Major governmental funds (per the regulalory basis of accounting) are defined as General and
Special Revenue.

Genera| Fund — The General Fund is used to account for and repert all financial resources not
accounted for and reported in another fund.

Special Revenue Fund - The Special Revenue Fund is used to account for and report the proceeds
of specific revenue sources that are restricted or committed to expenditure for specified purposes
other than debt service or capital projects. The Special Revenue Fund includes federal revenues and
related expenditures, restricted for specific educational programs or projects, inciuding the District's
food senvices operations. The Special Revenue Fund also includes required matching for those
fedaral programs, program income required 1o be used to further the objectives of those programs,

and transfers from the general fund to supplement such programs.

Other go'vernmental funds, presented in the aggregate, consist of the following:

Capital Projects Fund ~ The Capital Projects Fund is used to account for and report financial
resources thatl are restricted, committed, or assigned to expenditure for capital outlays
including the acquisition or canstruction of capital facilities and other capital assets. The
Capital Projects Fund excludes those types of capital-related outfiows financed by
proprietary funds or for assets that will be held in (rust for individuals, private organizations,
or other governments,

Debt Service Fund - The Debt Service Fund is used to account for and report financial
resources that are restricled, committed, or assigned to expenditure for principal and

-interest,

Fiduciary Fund types include the following:

Agency Funds — Agency Funds are used to report resources held by lhe reporting
government in a purely custodial capacity (assets equal liabilities}).

C. Measurement Focus and Basis of Accounting

The financlal statements are prepared in accordance with a regufatory basis of accounting (RBA).
This basis of accounting is prescribed by Ark, Code Ann. § 10-4-413(c), as provided in Act 2201 of
2005, and requires that financial statements be presented on a fund basis with, as a minimum, the
general fund and special revenue fund presented separalely and all other funds included in the
audit presented in the aggregate. The faw also stipulates that the financial statements consist of a
balance sheel; a statement of revenues, expenditures, and changes in fund balances; a
comparison of the final adopted budget to the actual expenditures for the general fund and special
revenue funds of the entity; notes to financial statements; and a supplemental schadule of capital
assets, including land, buildings, and equipment. The law further stipulates that the State Board of
Education shall promulgate the rules necessary to administer the regulatory basis of presentation.

The RBA is not in accordance with generally accepted accounting principles (GAAP). GAAP require
that basic financial statements present government-wide financial statements. Additionally, GAAP
require the following major concepts: Management's Discussion and Analysis, accrual basis of
accounting for government-wide financial statements, including depreciation expense, modified
accrual basis of accounting for fund financial statements, separate financial statements for fiduciary
fund types, separate identification of special and extraordinary items, inclusion of capital assets and
debt in the financial statements, specific procedures for the identification of major governmental funds,
and applicable note disclosures. The RBA does not require government-wide financiat statements or

the previously identified concepts.
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Measurement Focus and Basis of Accounting (Continued)

The accompanying financial statements are presented on a fund basis. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts, which are segregated for purposes of
recording specific activitlies or attaining certain objectives. Revenues are reported by major sources
and expendiiures are reported by major function. Other fransactions, which are not reported as
revenues or expenditures, are reported as other financing sources and uses. Transaclions related fo
the recording of installment contracts and capital leases are reported as olher financing sources.
Changes in private-purpose trust funds will be reflected in the notes to the financial statements.

D. Revenue Recognition Policies

Revenues are recognized when they become susceptible to accrual in accordance with the RBA,
except for property taxes (see Note 1 F below).

E, Capital Assets

Information on capital assets and related depreciation is reported at Schedule 1. Capital assets are
capitatized at historical cost or estimated historical cost, If actual data is not available. Capital assels
purchased are recorded as expenditures in the applicable fund at the time of purchase. Donated
capital assels are reported af fair value when received. The District maintains a threshold fevel of

$1,000 for capitalizing equipment. Library holdings are not capitalized.

No salvage value is taken into consideration for depreciation purposes. All capital assets, other than
land and construction in progress, are depreciated using the straighi-fine method over the following

usefuf lives:
AssetClass Estimated Useful Life in Years
Improvements/infrastructure 20
Buildings 50
Equipment 3-25
F. Property Taxes

Properly laxes are fevied (tax rates are established) in November of each year based on property
assessment (real and personal) that occurred within a specific period of time beginning January 1 of
the same year. Property taxes are collectible beginning the first business day of March of the year
following the fevy date and are considered definquent after Octaber15 of the same calendar year.

Ark. Code Ann. § 6-20-401 allows, but does not mandate, the District o accrue the difference
between the amount of 2012 calendar year taxes collected by June 30, 2043 and 32 percent of the
proceeds of the local laxes that are not pledged to secure banded indebtedness. The District elected
ot to accrue property taxes or the option to accrue property taxes was nof applicable because the
amount of property taxes collected by June 30, 2013 equaled or exceeded the 32 percent calculation,

Amendment no. 74 to the Arkansas Constitution established a uniform minimum property tax millage
rate of 25 mills for maintenance and operation of public schoals. Ark. Code Ann. § 26-80-101
provides the uniform rate of tax (URT) shall be assessed and collected in the same manner as other
school property taxes, but the net revenues from the URT shall be remitted to the State Treasurer and
distributed by the State to the county treasurer of each county for distribution to the school districts in
that county. For reperiing purposes, URT revenues are considered property taxes.

G Fund Balance Classifications

Restricted fund balance - represents amounts that are restricted to specific purposes when
constraints pfaced on the use of resources are either (a) externally imposed by creditors {such
as through bhond covenants), grantors, contributors, or laws or regulations of other
governments; or (b) imposed by law through constitutional provisions or enabling legislation.

1.

-12-
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

G Fund Balance Classifications (Continued)

2. Assigned fund balance — represents ameunts thal are consirained by the District's infent to be
used for specific purposes, bul are neither reslricted nor committed.

3. Unassigned fund balance -- represents amounts that have not been assigned o other funds
and that has not been restricted, committed, or assigned to specific purposes within the
general fund. This classification can also include negative amounts in other governmental
funds, if expenditures incurred for specific purposes exceeded the amounts restricled,

committed, or assigned to those purposes.

H. Budget and Budgetary Accolnting

The District is required by state law to prepare an annual budget. The annual budget is prepared
on a fiscal year basis. The District does not prepare and submit amended budgets during the fiscal
year. The State Depariment of Education's regulations allow for the cash basis or the modified
accrual hasis. However, the majorily of the school districls employ the cash basis method.,

The District budgets intra-fund transfers. Sigrificant variances may result in the comparison of
transfers at the Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget
and Actual — General and Special Revenue Funds - Regulatory Basis because only interfund
transfers are reported at the Statement of Revenues, Expenditures, and Changes in Fund
Balances — Governmental Funds ~ Regulatory Basis, Additionally, the District routinely budgets
restricted federal programs as part of the special revenue fund. Significant variances may result in
the budgetary comparison of the revenues and expenditures of the special revenue fund because
of the reclassification of those federal programs primarily uhlszed for capital projects to the other

aggrega!e funds for reporting purposes.

Budgetary perspective differences are not considered to be significant, because the siructure of the
information utilized in preparing the budget and the applicable fund flinancial statements is

essenfially the same.

i Stabilization Arrangements

The District's Board of Education has not formally set aside amounts for use in emergency
situations or when revenue shortages or budgetary imbalances arise.

J, Minimum Fund Balance Policies

The District's Board of Education has not formally adopted a minimum fund balance policy.

K. Fund Batance Classification Policies and Procedures

The Superintendent, in conjunction with other management and accounting personnel, is autharized
to assign amounts 1o a specific purpose. The District’s Board of Education has not adopted a formal

policy addressing this authorization.

The District’s revenues, expenditures, and fund balances are tracked in the accounting system by
numerous sources of funds. The fund balances of these sources of funds are combined to derive
the District’s total fund balances by fund. It is uncommon for an individual source of funds to
contain restricted and unrestricted {committed, assigned, or unassigned) funds. The Disfrict does
not have a policy addressing whether it considers restricted or unrestricled amounis to have been
spent when an expenditure is incurred for purposes for which both restricted and unrestricted
amounts are available. District personnet decide which resources (source of funds) to use at the time
expenditures are incurred. For classification of fund balance amounts, restricted resources are
considered spent before unrestricted. The District does not have a policy addressing which resources
to use within the unrestricted fund bafance when commilted, assigned, or unassigned fund balances
are available, When expendilures are incurred for purposes for which ameunts in any of the
unrestricled fund batance classifications could be used, committed amounts are reduced first,

followed by assigned amounts, and then unassigned amounts.

-13 -
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANGIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
L. Encumorances

The District does not utllize encumbrance accounting.
CASH DEPOSITS WITH FINANCIAL INSTITUTIONS

Cash deposits are carried at cost (carrying value). A comparison of the bank balance and carrying value is as
follows:

Carrying Bank
Amount Balance
Insured (FDIC) $ 250,000 3 250,000
Collateralized: ‘
Coltateral hetd by the District's agent, pledging
bank or pledging bank's trust department or
agentin the District's name 1,245,589 1,519,774
Total Deposits 5 1,495589 § 1,769,774

The above tofal deposits include certificates of deposit of $618,222 reported as investments and classified as
nonparticipating condracts.

ACCOUNTS RECEIVABLE
The accounts receivable balance of $138,128 at June 30, 2013 was comprised of the following:
Gavernmental Fund
_Major

Special
Rewenue

Description

Federal assistance $ 138,128

COMMITMENTS
The District was contraclually obligated for the following at June 30, 2013:
L.ong-term Debt Issued and Outstanding

The District is presently paying on the following long-term debt;

Amount Debt Maturities
Date Date of Final Rate of Authorized Quistanding To
of Issue Maturity Interest and lssued June 30, 2013 June 30, 2013
111403 211120 215-43% § 675,000 $ 325,000 3 350,000
t1/1/05 21120 3-3.65% 360,000 185,060 175,000
514164 5/4114 5.00% 75,000 9,268 65,732
Totals $ 1,110,000 3 519,268 3 590,732
-4
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

4: COMMITMENTS (Continued)
Changes in Long-term Debt
Balance Balance
July 1, 2012 Issued Retired June 30, 2013
Bonds payable 5 570,000 5 60,000 % 510,000
FPostdated warrants 18,091 8,823 9.268
Totals $ 588,091 3 0 5 58,823 § 519,268

Toltal long-term debt principal and interest payments are as folfows:.

Year Ended
June 30, Principal Inerest Tolal
2014 b 69,268 g 20,666 5 89,934
2015 65,000 17,907 82,907
2016 70,000 15,355 85,355
2017 75,000 12,598 87,598
2018 80,000 9,635 89,635
2019-2020 160,000 9,735 169,735
Totals $ 519,268 8 85,896 5 605,164
5: ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
The accounts payable and accrued liabififies balance of $68,764 at June 30, 2013 was comprised of the
following:
Gowvernmental Funds
Major . Fiduciary
. Special Fund
Description General Rewenue Types Total
Vendor payables 5 44 843 3 23,503 % 68,346
Other $ 418 418
Vendoer payatles $ 44 B43 3 23,503 $ 418 % 68,764

6: INTERFUND TRANSFERS
The District transferred $83, 184 from the general fund fo the other aggregate funds for debt related payments.

7: RETIREMENT PLAN

Arkansas Teacher Retirement System

Flan Description. The District contributes to the Arkansas Teacher Retirement System (ATRS), a cost-
sharing multiple-employer defined benefit pension plan that cavers all Arkansas public school employees,
except certain nonteachers hired before July 1, 1989. ATRS, administered by a Board of Trustees, provides
retirement and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. Benefit provisions are esiablished by State law and can bé amended only by the Arkansas
General Assembly. The Arkansas Teacher Retirement System issues a publicly available financial report
that includes financial statements and required supplementary information for ATRS. That report may be
obtained by writing 1o Arkansas Teacher Retirement System, 1400 West Third Street, Little Rock, Arkansas

72201 or by calling 1-800-666-2877.

S15 .
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HUGHES SCHOOL DISTRICT NO. 27

ST. FRANCIS COUNTY, ARKANSAS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

7 RETIREMENT PLAN {Continued)

Arkansas Teachef Refirement System

Funding Policy. ATRS has contributory and noncontributory plans. Contributory members are required by
Stale law to contribute 6% of their salaries, Each participating employer is required by Stale law to
contribute at a rate determined by the Board of Trustees, based on the annual actuarial valuation. The
current employer rale is 14% of covered salaries, the maximum allowed by Stale faw. The District's
contributions to ATRS for the years ended June 30, 2013, 2012, and 2011 were $359,851, $408,892, and
$469,238, respectively, equal to the required contributions for each year.

8; PLEDGED REVENUES

The District has pledged a portion of its property taxes to refire bonds of $1,035,000 issued from November 1,
2003 through November 1, 2005. The bonds were issued for various capital projects, Total principal and
interest remaining on the bonds is $595,428, payable through February 1, 2020. Principat and interest paid for
the current year and total properly taxes pledged for debt service were $82,348 and $122,103, respectively,
The percentage of property taxes pledged for the current year for principal and interest payments was 67.44

percent.

g: RISK MANAGEMENT

The District is exposed to various risks of loss related to forls; theft of, damage o, and destruction of assets;
errors and omissions, injuries to employees; and natural disasters.

The District carries commercial insurance for student accident and board liability coverage. Settled claims
have not exceeded this commercial coverage in any of the past three Nscal years, There were no significant
reductions in insurance coverage from the prior year in the major categories of risk,

The District parficipates in the Arkansas School Boards Association - Workers' Compensation Trust (the Trust),
a self-insurance trust voluntarily established on July 1, 1984 pursuant to state law. The Trust is responsible for
obtaining and administering workers' compensalion insurance coverage for its members, as well as obtaining
reinsurance coverage for those claims that exceed the standard policy limits. In its administrative capacity, the
Trust is responsible for monitoring, negotiating, and setlling claims that have been filed on behalf of and apainst

member districts. The District contributes annually o this program.

Additionally, the District participates in the Arkansas Schoot Boards Association - Risk Management Program
(the Association), a self-insurance program voluntarily established on February 1, 1984 pursuant to state law.
The Association is responsible for abtaining and administering insurance coverage for properly and vehicles for
its members, as well as obtaining reinsurance coverage for those claims that exceed the standard policy limits.
In its administrative capacity, the Association fs responsible for monitoring, negotiating, and settling claims that
have been filed against member districts. The District pays an annual premium for its coverage of buitdings,

contents, and vehicles,

The District participates in the Arkansas Fidelity Bond Trust Fund administered by the Governmental Bonding
Board. This program provides coverage for actual losses sustained by its members through fraudulent or
dishonest acts committed by officials or employees, Each loss is fimited to $250,000 with a $2,500 deductible.
Premiums for coverage are paid by the Chief Fiscal Officer of the State of Arkansas from funds withheld from

the Pubtic School Fund.
10; ON-BEHALF PAYMENTS

The allocation of the health insurance premiums paid by the Arkansas Department of Education to the
Employee Benefits Division, on-behalf of the District's employees, totaled $33,480 for the year ended June 30,

2013, '
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HUGHES SCHOOL DISTRICT NOQ. 27
ST. FRANCIS COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

DETAILS OF GOVERNMENTAL FUND BALLANCE CLASSIFICATIONS DISPLAYED IN THE AGGREGATE

Governmental Funds

Major
Special Olher
Description General Rewvenue Aggregate Tota}
Fund Balances:
Restricted for:
Allernative learning environment :] 1.250 5 1,250
Educational programs -
national school lunch state
categorical funding 72,839 72,839
English-language learners 488 488
Professional development 17,997 17.997
Capital projects 3 179 179
Child nutrition programs § 224,351 224 351
Medical senvces 104,888 104,888
Special education programs 9,504 38,476 47,980
Title [ programs 3,957 3,957
Other purposes 31,6835 - 31,935
Total Restricted 134,013 371,672 176 505,864
Assigned to;
Student activities 18,841 18,841
Unassigned 1,029,943 _ 1,020,943
Tolals $1,182,797 § 371,672 5 179 $ 1,554,648

FISCAL DISTRESS STATUS

On April 8, 2013, the State Board of Education classified the District in fiscal distress. The District developed
a fiscal improvement plan and is currently working with the Arkansas Department of Education to implement

it.
PENDING LITIGATION

An Arkansas jury found in favor of two former employees on their claims of race discrimination and
constructive discharge against the District and individual members of the District's Board of Education. The
jury awarded a total of $448 542 compensatory damages in the case. The District appealed this decision {o
the United States District Court, Easlern District of Arkansas, to have the award set aside or reduced, The
appeal is pending, with an oufcome unfavorable to the District deemed probabie by District representation,
Due to the uncertainty of the amount of the potential loss, no liability has been recognized in the

accompanying financial statements.

On May 1, 2013, a writ of execution was served to the District's bank, commanding coliection of $140,143 in
favor of a law firm for allorney fees relating to {his case. This amount was withdrawn from the District's
account and placed in a separate holding account by the bank, pending outcome of the appeal.

The District also has two other civil suits currently pending. One suit was filed by seven former employees
alleging racial harassment and discrimination, due process and equal protection violations, violations of the
Arkansas Teacher Fair Dismissal Act, and breach of contract. The plaintiffs are seeking unspecified
compensatory and punitive damages and attorneys' fees. The other suit was filed by a single individual,
seeking unspecified damages for alleged negligence and breach of contract as a result of the Disfrict's
failure to file a claim under a healthcare policy. Oulcomes and potential losses in these cases are uncertain,
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HUGHES SCHOOL DISTRICT NO. 27
ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF CAPITAL ASSETS
FOR THE YEAR ENDED JUNE 30, 2013
{Unaudited)

Nondepreciable capital assets:
Land

Depreciable capital assets:
Buitdings
Improvements/infrasiructure
Equipment

Total depreciable capital assets

Less accumulated depreciation far:
Buitdings
Improvementsfinfrastructure
Equipment

Total accumulated depreciation

Tetal depreciable capital assets, net

Capital assets, net

.18
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Schedule 1

Balance
June 30, 2013

$ 103,572

2,362,682

103,661
1,223,926
3,690,269

2,100,963

93,622
1,118,269
3,312,854

377,415

$ 480,987
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HUGHES SCHOOL DISTRICT NO. 27

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2013

Schedule 2

Federal Pass-Through
Federal Grantor/Pass-Through CFDA Entity Identifying Federal
Grantor/Program or Cluster Title Number Number Expenditures
CHILD NUTRITION CLUSTER
U. 5, Department of Agriculiure
Passed Through Stale Depariment of Education:
School Breakfast Program - Cash Assistance 10.553 62-02-000 5 86,307
National School Lunch Program - Cash Assistance 10.555 62-02-000 135,879
Tolal State Department of Education 222,186
Passed Through State Department of Human Services:
National School Lunch Program - Non-Cash Assistance
(Food Distribution) (Note 3} 10.555 6202000 13,817
TOTAL CHILD NUTRITION CLUSTER 236,003
SCHOOL IMPROVEMENT GRANTS CLUSTER
U. S. Department of Education
Passed Through State Department of Education: .
School Improvement Grants 84.377 6202000 262,471
ARRA - School Improvement Grants, Recovery Act B4.388 5202000 250,000
TOTAL SCHOOL IMPROVEMENT GRANTS CLUSTER 512,471
OTHER PROGRAMS
. S. Department of Edycation
Passed Through State Department of Education:
Title | Grants to Lacal Educational Agencies 84.010 8202 461,939
Special Education - Grants 1o States B4.027 6202 85,364
Improving Teacher Quality State Grants 84.367 6202 72,704
TOTAL OTHER PROGRAMS 620,007
TOTAL EXPENDITURES OF FEDERAL AWARDS 5 1,368,481

The accompanying notes are an integral parl of this schedule.

Note 1:

Note 2:

Note 3:

Note 4.

NOTES TO THE SCHEDULE OF EXPEND!TURES OF FEDERAL AWARDS

Basis of Presentationt - The accompanying Schedule of Expenditures of Federal Awards (the "Schedule) includes the federal gran!
activity of Hughes School District No. 27 (District) under programs of the federal government for the year ended June 30, 2013.
The information in this schedule is presented in accordance with the reguirements of the Office of Management and Budget
{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 District, it is not intended {o and does not present the financial position or changes in

financial position of the Districl,
Summary of Significant Accounting Policies - Expenditures reporied on the Schedule are reported on the regulatory basis of
accounting. Such expenditures are recognized following the cost principles contained in OMB Circular A-87, Cost Principles for

State, Local, and Indfah Tribal Govermments, wherein cerlain types of expenditures are not allowable or are fimited as to
reimbursement. Pass-through entity identifying numbers are presented where available.

Nonmonelary assistance is reported at the approximate value as provided by the State Cepartment of Human Services.

During the year ended June 30, 2013, the District received Medicaid funding of $8,437 from the State Departiment of Human
Services. Such paymenls are nof considered Fedearal awards expended, and {herefore, are not included in the above schedule.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTICNED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION 1 - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

GAAP basis of reporting - adverse

Types of auditer's reports issued:
Regutatory basis opinion unils - unmadified

Internal control over financiaf reporting:

@ Malerial weakness{es) idenlified? ¥ yes i no
@ Significant deficiencylies) identified? [ yes M none reported
Nancompliance materia! to financlal stalements noted? I yes ¥ no
FEDERAL AWARDS | '
Internal cantrol over major programs:
@ Materia! weakness{es) identified?  yes I no
@ Significant deficiency(ies) identified? > yes I none reported
Type of auditor's report issued on compliance for major programs. qualified
Any audit findings disclosed that are required to be reporied in o yes ’ " no

accordance with Section §10(a) of OMB Circular A-1337

ldentification of major programs:

Name of Federal Program or Cluster
School tmprovement Grants Cluster
Title | Grants to Local Educational Agencies

CFDA Number(s)
84.377 and 84.388
84.010

Dollar threshold used lo distinguish between type A and lype B
programs: .

3 300,000

Audilee qualified a5 low-risk auditea? i~ yes ¥ no

.20 -
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HUGHES SCHOCL DISTRICT NOQ. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTICNED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Nl - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESSES

2013-001.

Internal Control

Criteria or specific requirement: Internal control is a process conslisting of five interrelated companents - control environment,
risk assessment, informalion and communication, control activities, and monitoring. Management is responsible far adopling
sound accounting policies and for establishing and mainlaining internal confrol thal will, among other things, initiate,
authorize, record, process, and report transactions (as well as events and conditions) consistent with management's

assertions embadied in the financial statements.

Condition: Deficiencies in lhe internal control compenent of control activities advessely affected the District's ability 1o initiate,
authorize, record, pracess, and reporl financial data in accordance with the regulatory basis of accounling such that there was
a reasonable possibility that a material misstatement of the District's financial statements would not be prevented, or detected
and corrected on a timely basis. Financial accounting records were not adequately segregated among employees.
Specifically, certain key weaknesses included the following; receipting, depaositing, posting, and reconciliation procedures
were performed by the same employee, without compensating controls. Additionally, payrofl checks ware prepared by the
same employee responsible for changes in the payroll amounts, without sompensating controls,

Context: An understanding of the five components of internal control sufficient to assess the risk of materlal misstatement of
the financial statements whether due to error cor fraud, and lo design the nature, fiming, and extent of further audit objectives

was obtained.
Effect: The District's abifity to initiate, authorize, record, process, and report fransactions consistent wilh management's

assertions embaodied In the financial statements, as well as the ability to safeguard District assets, was adversely affected by
the identified weaknesses in the above internal control component.

Cause: District management, due to cost/benefit implications, which hindered the District's ability 1o adequately segregate
financial accounting duties among employees, did nol effectively address the deficiencies in interna! control,

Recommendation: District management should adopt sound accounting policles and establish and maintain internal control
thal will initiale, authorize, record, process, and report transactions consistent with management's assertions embodied in the
financial statements and that wifl safeguard District assels.

Views of responsible officials and planned corrective actions: We concur with the recommendation and will implement
corrective procedures to the extent possible,
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HUGHES SCHOOL RISTRICT NO. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Il - FINANCIAL STATEMENT FINDINGS (Continued)

2013-002. Misstatements not Detected by Inlernal Conirol System

Criteria or specific raquirement; Financial accounting records shauld be accurate to ensure preparation of reliable financial
statements that are fairly presented in canformity with the regulatory basis of accounting.

Condilion:  The District's intemal control system did rot prevent, or delect and correcl malerial errors in the financial
accounling records. Such records are utilized in the preparation of the Dislrict's financial statements. The accounting
records comtained errors of $304,623 in the general fund. Significant arrors included a $136,181 overstatement of
investments, and salary expendilures of $123,642 recorded in an incorrect funclional category. Additionally, the accounting
records contained efrors of $10,650 in the debt service fund which is included in the other aggregate funds. These errors
consisted of incorrect recording of expendilures of $9,736, which should have been reflacted in the general fund, and bonded
debt expenditure classification errors of $914. The financial statements were subsequently corrected by adjusting entries

during audit fieldwork. A similar finding was reported in the previous three audits.

Context: Necessary adjustmeants to accounting records.

Effect: Misstatements were not detected by the District's internal contro! system,

Cause: District personnel incorrectly recorded various transactions and financial accounting records were not properly

moenitored,

Recommendation: Te achieve accurate financial acceunting records, District management should implement procedures fo
ensure all transactions are properly classified and financial accounling records should be properly manitored.

Views of responsible officials and planned corrective actions: The District will implement procedures fo ensure all
transactions are properly classified and financial accounting records will be properly monitored. A Financial Consultant has

been hired by the Diskrict to help maintain accurate records.

-2,

Hughes School District Waiver Petition Page 98 of 189 | Printed on 04/07/15
ACA 6-13-1501 et seq



HUGHES SCHOOL. DISTRICT NO. 27 Schedule 3

ST, FRANCIS COUNTY, ARKANSAS
SCHEDULRE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

MATERIAL WEAKNESSES

2013-003.

U. S. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES - CFDA NUMBER 84.010

PASS-THROUGH NUMBER 62-02
AUDIT PERIOD - YEAR ENDED JUNE 30, 2013

Reporling

Criteria or specific requirement; The Disirict is required {o budget Title { expenditures as part of the Arkansas Comprehensive
School Improvement Flan (ACSIP} and submit the ACSIP to the Arkansas Department of Education (ADE). Expenditures
may not exceed the budgeted amaunt by more than 10 percent of the total budget without prior approval from the ADE and
the submission of budgel amendments or adjustmenis, Additionally, the annual financial report is comphed at the end of the

fiscal year for the program,
Condition: Tille | expenditures for function 2210 (Improvement of Instructicnal Services) exceeded lhe budgeted amount by

$7.873 more than the 10 percen! budgel variance allowed. Additionally, Tille | expenditures for object range 63000-65000
(Purchased Services) exceeded the budgeted amount by $11,946 more than the 10 percent budget variance allowed. A

similar finding was reported in the previous three audits.

Context: Comparison of budgeted expenditures to actual expenditures as reporled on the annual financial report.
Effecl: The Distist did not record the Title | expendilures within the approved budget classifications.

Cause: The District failed to properly monitor expenditures against the approved budget.

Recommendation: The District should implement procédures to ensure costs -are incurred within the applicable budget
categories and contact the ADE for further guidance regarding this matter.

Views of responsibie officials and planned corrective actions: The District Treasurer and new Federal Programs Coordinator
will work together ditigentiy to make sure each budgeted line item does not exceed the allotted expenditures and overages.
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2013-004.

HUGHES SCHOOL DISTRICT NC. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTICNED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Nl - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

U. S. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
SCHOOL IMPRCVEMENT GRANTS GLUSTER - CFDA NUMBERS B4.377 AND 84,388

PASS-THROUGH NUMBER 62032000
AUDIT PERICD - YEAR ENDED JUNE 30, 2013
Reporling

Criteria or specific requirement. The Dislrict is required to budgel Schoo! improvement expenditures and submit the budget
to the Arkansas Department of Education (ADE}. Expenditures may not exceed the budgeted amount by more than 10
percent of the total budget without prior approval from the ADE and the submission of budget amendments or adjustments.

Additionally, annual financial reporis are compiled at the end of the fiscal year for the program.

Condition:  School Improvement cluster expenditures for function 1591 (Title | Schoolwide Instruction) exceeded the
budgeted amount by $52,962 more than the 10 percent budget variance allowed. Additionally, expenditures for sbject codes
66000 (Supplies and Materials) and 67000 (Properly) exceeded budgeted amounts by $125,831 and $25,682, respectively,

more than the 10 percent budget variance allowed.

Confext: Comparison of budgeted expenditures to actual expenditures as reported on the annual financial report,
Effect: The District did not record the Schoal Improvement expenditures within the approved budget classifications.

Cause: The District faited lo praperly monitor expenditures against the approved budget.

Recommendation: The District should implement procedures to ensure costs are incurred within the applicable budget

categories and contact the ADE for further guidance regarding this matter,

Views of responsible officials and planned corrective actions: The District will implement procedures to ensure costs are
incurred within the applicable budget categories. The District will contact ADE for quidance.
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HUGHES SCHOOL DISTRICT NO, 27 Schedule 3

ST. FRANGIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

SIGNIFICANT DEFICIENCY

2013-005.

U. S, DEPARTMENT OF EDUCATION
PASSEC THROUGH STATE DEPARTMENT OF EDUCATION
TITLE ) GRANTS TO LOCAL EDUCATIONAL AGENCIES - CFDA NUMBER 84.010

PASS-THROUGH NUMBER 62-02
AUDIT PERIOD - YEAR ENDED JUNE 30, 2013

Allowable Costs/Cost Principles

Criteria or specific requirement. Office of Management and Budget {OMB) Circular No. A-87 establishes principles and
standards for determining allowable costs from federal awards,

Condition: An unallowable cost paid from the Title | program of $3,824 for the yasar endad June 30, 2013 was detected. This
expenditure was for the purchase of a copier that was also recorded as a Title ! expendiiure in the prior fiscal year,

Questioned Costs: The amount of the known questioned costs was $3,924.

Context: An examination of Title | journal entries.
Effect: Unallowable costs of $3,924 for the year ended June 30, 2013 occurred.

Cause: Lack of internal controls and management oversight over program expenditures.

Recommendation: The District should contact the Arkansas Deparlment of Education for guidance regarding this matter and
implement proper controls over program expenditures.

Views of responsible officials and planned corrective actions; The District will contact #he ADE for guidance. The District has
hired a new Tille | coordinator and she will work diligently to maintain accurate records.
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HUGHES SCHOOL DISTRICT NO. 27 Schedule 3

ST. FRANCIS COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS {Continued)
NONCOMPLIANCE {FEDERAL PROGRAM NOT AUDITED AS A MAJOR PROGRAM)

U. S. DEPARTMENT OF AGRICULTURE

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

CHILD NUTRITION CLUSTER (CASH ASSISTANGCE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555
PASS-THROUGH NUMBER 62-02-000

AUDIT PERIOD - YEAR ENDED JUNE 30,2013

2013-008. Reporting
Criteria or specific requirement: Monthly Claims for Reimbursement are required to be submitted to the Arkansas

Departiment of Educgtion. Chitd Nulrition Unit (ADE, CNU}. These claims include specific key financial information,

Conditlon: The District did not use the financiat information per the generat ledger to prepare the monthly Claims for
Reimbursement. As a result, the District efroneously reported key financial informatfon such as revenues, expenditures, and
available funds on the Claims for Reimbursement submitted to ADE, CNU for the fiscal year as identifred below:

Per Per Claims

General Submitted to

Ledger ADE, CNU Difference
Beginning Balance 3 140,663 3 88,760 § 51,903
Total Revenues 302,496 265,408 37,088
Transfers In 4.076 4,076
Total Expandlitures (222 885) (317,042 94,157
Ending Balance $ 224 350 $ 37,126 5 187224

Context: An examination of the June 2013 Claim for Reimbursement revealed significant variances between the financial
information reported and the information recorded in the general fedger.

Effect: The Districl's procedures to ensure accuracy and completenass of data and information included in the Ciaims for
Reimbursement were not effective, resulting in erroneocus key financial information reported to ADE, CNU.

Cause: A lack of internal controis and a lack of management oversight resulled in reporting errors.

Recommendation: Establish appropriate reporting procedures and monitor the information reported in the monthly Claims for
Reimbursement to ensure the reports are accurately completed.

Views of responsible officials and planned correclive actions: The Dislrict will contact Child Nutrition to get directives on how
to correct the beginning balance and will use accurate information when completing claim farms. Additional on-site training

for the Child Nulrition Director will be requested from the ADE,
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HUGHES SCHOOL BISTRICT NO. 27 Schedule 4

ST. FRANCIS COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2013

U. 8. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2012 - Finding 2012-3: Title | Grants to Local Educational Agencies - CFDA Number 84.01¢

Condition: Title | expenditures for function 1591 (Title | Schoolwide Instruction) exceeded the budgeted amount by $29,325
more than the 10 percent budget variance allowed. A simiiar finding was reporled in the previous two audits.

Recommendation: The District should implement procedures ic ensure costs are incurred within the applicable budget
categories and contact the Arkansas Department of Education for further guidance regarding this matter.

Current Status: Exgeptions were observed in the current audit period. See Finding 2013-003 at Schedule 3.

U. S. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555

2012 - Finding 2012-4: Child Nulrition Cluster (Cash Assistance Programs} - CFDA Numbers 10.563 and 10.555
Condition: The District did not pay to the child nutrition programs the required cost differential for applicable meals served.
Based on the year-end information of reduced price and paid breakfasts and lunches served, the Districl calculated an

amaunt due to the child nutrition programs of $4,076. A similar finding was reported in the previous two audits.

Recommendatlon: Contact the Arkansas Department of Education, Child Ntrition Unit for proper resolution of this matter.

Current Status: Correclive aclion was taken.
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| SPECIAL EDUCATION DISTRICT PROFILE 2013/14

DISTRICT: HUGHES SCHOOL DISTRICT LEA: 6202
CHILD COUNT ] |
District October 1, 2013 Enrolliment 354
Percent Special Education 12.99%
Special Education Child Count 46
(as of 12/01/2013)
By Race
American Indian/Alaska Native 0
Asian 0
Black 41
Hawaiian Native/Pacific Islander ¢
Hispanic 2
White 3
Two or More Races 0
By Disability
Mental Retardation 9
SpeechflLanguage Impairment 11
Specific Learning Disability 13
Autism 1
Emotional Disturhance 0
Other Health Impairment 10
Other 2
By Gender
Male 31
Female 15

Updated on April 02, 2014

Hughes School District Waiver Petition
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Alpena School District No. 5
Boone County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2012

LEGISLATIVE JOINT AUDITING COMMITTEE
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ALPENA SCHOOL DISTRICT NO. § Schedule 3

BOONE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

GAAP basis of reporling - adverse

Types of auditor's reports issued:
Regulatory basis opinion unifs - unqualified

internal control over financial reporting:

£ Malerial weakness(es) identified? 7 yes I no
) Significant deficiency(ies) identified? [ yes % none reported
Noncompiiance materiaf to financial stalements noted? ™ yes W no
FEDERAL AWARDS

Internal controf over major programs:;

8 Material weakness(es) identified? I yes ¥ no

8} Significant deficiency(ies) identified? M yes ™ none reported

Type of auditor's report issued on compliance for major programs: unqualified

Any audit findings disclosad that are required to be reporied in ¥ yes ™ no
accordance with Section 510(a) of OM8 Circular A-133?

Identification of major programs:

Name of Federaf Program or Cluster
Child Nutrition Cluster
Title | Grants tc Local Educational Agencies

CFDA Number(s)
10.553 and 10.555
84.010

Dollar threshold used ta distinguish between type A and type B
programs:

3 300,000

¥ no

Audilee qualified as low-risk auditee? I yes

.93
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ALPENA SCHOOL DISTRICT NO. 5 Schedule 3

BOONE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

201241, Internal Control

Criteria or specific requirement: Internal control is a process consisting of five interrelated components - controf
environmenl, risk assessment, information and communication, control activities, and monitoring . Management is
responsible for adopting sound accounting pelicies and for establishing and maintaining internat control that will, among
other things, initiate, authorize, record, process, and report transactions (as well as evenls and conditions) consistent
with management's assertions embodied in the financial statements.

Condition: Deficiencies in the internal control componant of cartrol aclivities adversely affected the District's ability to
initiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
that there was a reasonable possibility that a material misstatement of the District's financial statements would not be
prevented, or defected and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specificaily, certain key weaknesses included the following: non-payroll checks were prepared by
the same emplayee fesponsibie for the maintenance of accounting records and such empioyee had unrestricted access
fo the District's signature stamps. Payroll checks were prepared by the same employee responsible for changes to the
payroll amounts, withoul compensating confrols. The same employee was responsible for recelving and depositing
monies collected, preparation of payroll and non-payrell checks, maintenance of accounting records, and preparation of

bank reconciliations, without compensating controls.

Context: An understanding of the five components of internal conlrol sufficient to assess the risk of material
misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of

further audit procedures was oblained.

Effect: The District's ability to initiate, authorize, record, pracess, and report transactions consistent with management's
asserlions embodied in the financial slatements, as well as the abilily to safeguard District assets, was adversely
affected by the identified weaknesses in the above infernal control component.

Cause: District management, due to cosi/benefit implicalions, which hindered the District's ability to adequately
segregale financial accounting duties among employees, did not effectively address the deficiencies in internal control.

Recommendatien; District management should adopt sound accounting policies and establish and maintain internal
control that wilt initiate, aulhorize, record, process, and report transactions consistent with management's assertions

embodied in the financial statements and that wilf safeguard District assets.

Views of respensible officials and planned corrective actions: We concur with the recommendaltion-and wili implement
corrective procedures to the extent possible.
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ALPENA SCHOOL DISTRICT NO. 5 Schedule 3

BOONE COUNTY, ARIKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCY

U. 8. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES - CFDA NUMBER 84.010

PASS-THROUGH NUMBER 05-01
AUDIT PERIGD - YEAR ENDED JUNE 30, 2012

2012-2. Allowable Costs/Cost Principles

Criteria or specific requirement: Office of Management and Budget (OMB) Circular A-87 sequires the preparation of
monthly personnel activity reports or equivalent documeniation when District's employees work multiple activities.
Periodic time certifications are required when an employee worlss sclely on a single federal program,

Condition: Although standard payroifl documentation supporting the employees' work in the Title | program was available .
for audit inspection, a periodic time certification was not prepared for one employee who worked solely with the Title |
program and monthly personnel activity reports were not prepared for one employee who was paid from a combination of

Title | and non-federal funds.
Context: Examination of documentation substantiating time worked by employees
Effect: The District was unable to provide required documentation substantiating the time charged to the Tille I program.

Cause: The District was unaware of the requirement pertaining to the monthly personnel activity reports and the
employee requiring the periodic time certification resigned during the school year.

Recemmendation: The District sheuld prepare monthly personnel activity reports or periedic time cerlifications for all
applicable employees.

Views of responsible officials and planned corrective actions; Alpena School District will accurately document periodic
time cerlifications for personne! working in and paid form Federal programs. All personnel who work as a tutor, outside

the school day, will document their work time.

w25,
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ALPENA SCHOOL DISTRICT NO. 5 Schedule 3

BOCONE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)
NONCOMPLIANCE (FEDERAL PROGRAM NOT AUDITED AS A MAJOR PROGRAM)

U. 8. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

ARRA - STATE FISCAL STABILIZATION FUND (SFSF) - EDUCATION STATE GRANTS, RECOVERY ACT -
CFDA NUMBER 84,304

PASS-THROUGH NUMBER 05-01

AUDIT PERIOD - YEAR ENDED JUNE 30, 2012

2012-3. Davis-Bacon Act

Criteria or specific reguirement: The Davis-Bacon Act requires all conlractors and subcontractors performing on
construction contracts in excess of $2,000, financed by Federal funds, to pay their laborers and mechanics not [ess than
the prevailing wage rates as determined by the Department of Labor. Non-federal entities are to include in the applicable
construction contracts a requirement that the contractor ér subcontractor comply with the provisions of the Davis- Bacon
Act and the Department of Labor regulations. Such requirements inciude the submission of weekiy cerified payrolls, for

each week in which any contract work is performed, to the non-federal entities.

Condition: The District did not notify the contractors of the requiremeant to comply with the Davis-Bacon Act and did nol
obtain copies of certified payrofls for various projects of $212,865 dated between August 2008 and July 2011,

Context: Examination of payments made to the contractors and supperiing documentation of a site visit conduc(ed by
the Office of intergovernmental Services of the Arkansas Department of Finance and Administralion.

Effect: The District did not comply with the notilication requirements regarding compliance with the Davis-Bacon Act and
was unable to provide copies of weekiy certified payrotls or workers paid on the projects. During the fiscal year ended
June 30, 2012, the construction expenditures of $212,865 were reclassified to the general fund. Allowable expenditures,
other than construction, were then reclassified to the Stabilization federal program.

Cause; The Districl was unaware of the Davis-Bacon Act requirements for the construction refated projects referenced

above.

Recommendation: The District should ensure that all applicable construction contracts contain the required notification
regarding compliance with the Davis-Bacon Act. Copies of weekly certified payrolls should be obtained for the
applicable projects. The District should also contact the Arkansas Depaiinent of Education for furher directives

regarding this matter,

Views of responsible officials and planned corrective actions: In the future, coniraclors being paid with federal dollars
will be held accountable to the requirements of the Davis-Bacon Act. Evidence of payroll and interviews will be required.
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ALPENA SCHOOL DISTRICT NO. 5 Schedule 3

BOONE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED CCSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

GAAP basis of reporting - adverse

Types of auditor's reports issued:
Regulatory basis opinion units - unmodified

Internal contro! over financial reporting:

&) Material weakness(es) idenlified? W yes I no

& Significant deficiency(ies} identified? ™ yes ¥ none reported
Nongcompliance material to financial statements noted? I yes ¥ nho
FEDERAL AWARDS
internal controf ove'r major programs:

&) Material weakness(es) identified? I~ yes % no

& Significant deficiency(ies) identified? I~ yes W none reported
Type of auditor's report issted on compliance for major programs: unmodified

¥ no

Any audit findings disclosed that are required to be reported in ™ yes
accordance with Section 510(a) of OMB Circutar A-133?

Identification of major programs:

CFDA Number(s) Name of Federa) Program or Cluster
Child Nutrition Cluster

10.553 and 10.555
84,010 Title | Grants to Local Educational Agencies

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

Auditee qualified as low-risk auditee? I yes ¥ no

-1
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ALPENA SCHOOL DISTRICT NO. 5 Schedute 3

BOONE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Il - FINANGIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2013-001. Internai Control

Criteria or specific requirement: Internal control is a process cansisting of five interrefated components - confrol
environment, risk assessment, information and communication, control activities, and monitoring, Managetnent is
responsible for adopting sound accounting policies and for establishing and maintaining internal control that wilt, among
other things, initiale, authorize, record, process, and repart transactions {as welt as events and conditions) consistant

with management's assertions emhbodied in the financial statements.

Gondition: Deficiencies in the internal contral component of contral activilies adversely affected the District's ability lo
initiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
that there was a reasonable possibility that a material misstatement of the District's financial statements would not be
prevenied, or detected and corrected on a timely basis. Financial accounting duties were hot adequately segregated
among employees. Specifically, cerlain key weaknesses included the following: non-payroll checks were prepared by the
same employee responsible for the maintenance of accounting recerds and such employee had unrestricted access fo
the District's signature stamps. Payroll checks were prepared by the same employee responsible for changes to the
payroll amounts, withoul compensating controls. The same employee was responsible for receiving and depositing
monies collected, preparation of payroll and non-payroll checks and, maintenance of accounting records, without

compensating corirols,

Context: An underslanding of the five components of internal control sufficient to assess the risk of material
misstatement of the financial stalements whether due ta error or fraud, and to design the nature, fiming, and extent of
further audit procedures was obtained,

Effect: The District's ability to Initiate, authorize, record, process, and repart transactions consistent with management's
asserlions embodied in the financial statements, as well as the ability to safeguard District assets, was adversely

affected by the Identified weaknesses in the above internal control component.

Cause: District management, due to costibenefit implications, which hindered the District's ability to adequately
segregate financial accounting duties among employees, did not effectively address the deficiencies in internat control.

Recommendation: Dislrict management should adop! sound accounting policies and establish and maintain internal
conlrol that will initiate, authorize, record, process, and reporl transactions consistent with management's assertions

embodied in the financial statements and that will safeguard District assets.

Views of responsible officials and planned corrective actions: We concur with the recommendation and willimplement

carreclive procedures to the extent possible,

SECTION il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Ne matters were reporied.
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ALPENA SCHOOL DISTRICT NO. 5 Schedule 4

BOONE COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2013

U. 8. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2012 - Finding 2012-2: Title [ Grants to Local Educational Agencies - CFDA Number 84.010

Conditicn; Although standard payrell decumentation supparting the employees' work in the Title | program was available for
audit inspection, a petiodic fime certification was not prepared for one employee who worked sclely with the Title | program
and monthly personnel aclivity reports were not prepared for one employee whe was paid from a combination of Title | and

non-federal funds.

Recommendation: The District should prepare monthly personnel activity reports or periodic time cerlifications for all

applicable employees,
Current étatus; Corrective action was taken.

U. §. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
ARRA - STATE FISCAL STABILIZATION FUND (SFSF) - EDUCATION STATE GRANTS, RECOVERY ACT

2012 - Finding 2012-3. ARRA - State Fiscal Stabilization Fund (SFSF) - Education State Grants, Recovery Act - CFDA
Number 84,394 . ‘

Condition: The District did not notify the contractors of the requirement to comply with the Davis-Bacon Act and did not obtain
copies of certified payrolls for various projects of $212,865 dated between August 2009 and July 2011,

Recommendation: The District should ensure that all applicable construction contracts contain the required notification
regarding compliance with the Davis-Bacon Act. Copies of weekly certified payrolls should be obtained for the applicable
projects. The District should also contact the Arkansas Department of Education for further directives regarding this matter.

Current Status: Corrective action was taken.
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ALPENA SCHOOL DISTRICT NO., 5 Schedule 3

BOONE COUNTY, ARKANSAS
SCHEOULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of auditor's repors issued: GAAP basis of reporting - adverse
Reguiatory basis opinion units - unmodified

Internal contro! over financial reporling:

& Material weakness(es) identified? W yes ™ o

&) Significant deficiency(ies) identified? [ yes ¥ none reported
Noncompliance material to financial statements noted? " yes ¥ ne
FEDERAL AWARDS

Internai control over major federal programs:

£ Material weakness(es) identified? { ves ¥ no

& Significant deficiency(ies) identified? ™ yes ¥ none reported

Type of auditor's repor issued on compliance fer major federal programs: unmodified

Any audit findings disclosed that are required to be reported in ™ yes ) 7 nao
accordance with Section 510(a} of OMB Circular A-1337

Identification of major faderal programs:

Name of Federal Program or Cluster
Child Nutrition Cluster
Title | Grants to Local Educationai Agencies

CFDA Number(s)
10.553 and 10.555

84.010
Dollar threshotd used to distinguish between type A and type B programs:
$ 300,000
Auditee qualified as low-risk auditee? . ‘ I~ ves - ¥ o
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ALPENA SCHOOL DISTRICT NO. 5§ Schedule 3

BOONE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION if - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2014.001. Internal Confrof

Criteria or specific requirement: Internal control is a process consisting of five interrelated components - controf
environment, risk assessment, information and communication, control activities, and moniforing. Management s
responsible for adopting sound acceunting policies and for establishing and maintaining internat control that will, among
other things, initiate, authorize, record, process, and report transactions (as wel! as events and conditions) consistent with

manageiment’s asserticns embodied in the financial statements.

Condition: Deficiencies in the internal control component of control activites adversely affected the District's abilily to
iniliate, authorize, record, process, and report financial data in accordance with the regulatory basfs of accounting sush
that there was a reasonable possibility that a material misstatement of the District's financial statements would noi be
prevented, or detecied and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specifically, the same employee was responsible for receiving, posting, and depositing monies

collecled, without compensating controls.
Context: An understanding of the five components of internal control sufficlent to assess the risk of material misstatement
of the financial statements whether due to error or fraud, and to design the nature, timing, and exient of further audit

procedures was oblained.

Effect: The Dislrici's ability to initiate, autherize, record, process, and report transactions consistent with management's
assertions embeodied in the financial statements, as well as the ability to safeguard District assets, was adversely affected

by the identified weaknzsses in the above internal controt component,

Cause. District management, due to cost/benefit implications, which hindered the District's ability to adequalely segregate
financial accounting dutfes among employees, did not effectively address the deficiencies in internal control.

Recommendation: District management should adopt sound accounting policies and estabiish and maintain internal
controi that will initiate, authorize, record, process, and report transactions consistent with management's assertions

embeodied in the financial statements and that wilf safeguard District assets.

Views of responsible officlals and planned corrective actions: The District has already implemented compensating
controls to address the same employes being responsible for receiving, posting, and depositing monies colflected. The
compensating control implemented wilt further segregate duties and create another autherization and report check within

this process.
SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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ALPENA SCHOOL DISTRICT NO. § Schnedule 4
BOONE COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

There were no findings in the prior audit,
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Bismarck School District No. 25

Hot Spring County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2012
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BISMARCK SCHOOL DISTRICT NO. 25
HOT 8PRING COUNTY, ARKANSAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2012

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of auditor's reporis issued: GAAP basis of repoiting - adverse
Regulatory basis opinian units - unqualified

Internal control over financial reporting:

2 Material weakness(es) identified? ¥ yes

8 Significant deficiency(ies) identified? I” yes
Noncompliance material to financial statements noled? [ yes
FEDERAL AWARDS

Imternat conlroi oVer major programs:
& Material weakness{es) identified? I~ yes
&} Significant deficiency(ies) identified? " yes
Type of auditor's report issued on compliance for major programs: unqualified

Any audit findings disclosed that are required to be reporied in ’ I yes
accordance with Section 510(a) of OMB Circular A-133?

Identification of major programs:

Name of Federal Program or Cluster

~
v

&

<

Schedule 3

fno
none reported

no

no

none reported

no

CFDA Number(s)
10.553 and 10.555 Child Nutrition Cluster
84.384 ARRA - Slate Fiscal Stabilization Fund {SFSF) - Education State Granls,

Recovery Act

Doflar threshold used to distinguish between type A and type B
$

300,000

programs:

Auditee qualified as low-risk auditee? I yes
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BISMARCK SCHOCL DISTRICT NO. 25 Schedule 3

HOT SPRING COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDING S

MATERIAL WEAKNESS

201 2-1. Internal Control

Criteria or specific requirement: Internal conlrol is a process consisting of five interreiated compenents - control

envirenment, risk assessment, information and communication, control activities, and monitoring . Management is
rasponsible for adopting seund accounting policies and for establishing and maintaining internal control that will, among
other things, initiate, authorize, record, process, and report transactions {as well as events and conditions) consistent

with management's asserlions embodied in the financial statements.

Condition; Deficlencies In the internal control component of control activilies adversely affected the District's ahllity to
inftiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
{hat there was a reasonable possibility that a material misstatement of the District's financial statements wauid not be
prevented, or detected and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specifically, cenain key weaknesses included the following: ail bank reconciliations were prepared
by the same employee responsible for the maintenance of accounting records, without compensating contrals. Payroll
checks were prepared by the same empioyee responsible for changes to the payroll amounts, without compensating
controls. The District Treasurer was responsible for recording and depositing monies collected, maintenance of
accounting records, and preparation of bank recenciliations, without compensating controls.

Context: An understanding of the five components of internal contral sufficient to assess the risk of material
misstatement of the financial statements whather due to error of fraud, and to design the nature, liming, and extent of

further audit procedures was obtained.

Effect. The District's ability to initiate, authorize, record, process, and report fransactions consistent with management's
assertions embodied in the financial stalements, as well as the abilily fo safeguard Distiict assels, was adversely

afiected by the identified weaknesses in the above internal control component.

Cause: District management, due to cosi/benefit implications, which hindered the District's ability to adequately
segregate financial accounting duties among employees, did not effectively address the deficiencies in internal control.

Recommendation: District management should adopt sound accounting poiicies and establish and maintain internal
contrel that will initiate, authorize, record, process, and report transactions consistent with management's asseriions

embodied in the financial statements and that wili safeguard District assets.

Views of responsibie officials and planned corrective actions: We concur with the recommendation and will implement
corrective procedures ta the extent possible,

SECTION IIl - FEDERAL AWARD FINDINGS ANC QUESTIONED COSTS

No matters were reported.
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BISMARCK SCHOOL DISTRICT NO. 25 Schedule 4
HOT SPRING COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FiINDINGS
FOR THE YEAR ENDED JUNE 30, 2012

There were no findings in the prior audit.
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Bismarck School District No. 25

Hot Spring County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2013
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Note 1:

Note 2:

Note 3:

Note 4:

Note 5:

BISMARCK SCHOOL DISTRICT NO. 25 Schedule 2

HOT SPRING COUNTY, ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2013

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation - The accempanying Schedule of Expendilures of Federal Awards (the "Schedule") includes the federal grant
activity of Bismarck School District No. 25 (District) under programs of tha federat government for the year ended June 30, 2013.
The information in this schedule is presented in accordance with the requirements of the Office of Management and Budget
(OMB) Circular A-133, Audils of States, Local Governments, and Non-Profit Organizations . Because the schedule presents only a
salected portion of the operations of the District, it ts not intended to and does not preseni the financial position or changes in

financial position of the District.

summary of Significant Accounting Policies - Expenditures reported on the Schedule are reported on the regulatory basis of
accounting. Such expendilures are recognized foliowing tha cost principles contained in OMB Circular A-87, Cost Principles for

State, Local, and lndian Tribal Governments, wherein cerlain lypes of expenditures are not atlowable or are limited as to
reimbursement. Pass-through entity identifying numbers are presented where avaiiable.

Nonmonetary assistance is reported at the approximate value as provided by the U. 8. Depariment of Defense through an

agreement with the U. S. Deparment of Agriculture.

Nonmonetary assistance is reported at the approximate value as provided by the State Department of Human Services.

During the year ended June 30, 2013, the District received Medicaid funding of $83,083 from the State Department of Human
Services. Such paymenis are not considered Federal awards expended, and therefore, are not included in the above schedule.
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BISMARCK SCHOOL DISTRICT NO. 25 Schedule 3

HOT SPRING COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION i - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of auditor’s reports issued. GAAP basis of reporting - adverse
Regulatory basis opinion unils - unmodified

Internal control over financial reporing:

8 Material weakness(es) identified? vl yes I no
#} Significant deficiency(ies) identified? r yes ¥ none reported
Noncompliance material to financial statements noted? [ yes ¥ no

FEDERAL AWARDS
'In[ernal control aver major prc;grams:

& Material weakness(es) identified? I yes ¥ no

& Significant deficiency(ies) identified? I” yes ¥ none reported
Type of auditer's repert issued on compliance for major programs: unmodified

" Any audit findings disclosed that are required to be reported in I yes ¥ no
accordance with Section 510(a) of OMB Circular A-1337

tdentification of major programs:

Name of Federal Pregram or Cluster
Child Nutrition Cluster
Special Education - Grants to States

CFDA Number(s)
10.553 and 10,555
84.027

Dollar thresheld used to distinguish between type A and type B
programs: 3 300,000

Auditee qualified as low-risk auditee? I ves V¥ no
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BISMARCK SCHOOL DISTRICT NO, 25 Schedule 3

HOT SPRING COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2013-001, Internai Control

Criteria or specific requirement: Internai controf is a process consisting of five interrelated compenents - controf
environment, risk assessment, information and communication, conirol activities, and monitoring. Management is
responsible for adopling sound accounting policies and for establishing and maintaining internal control that will, among
other things, initiate, authorize, record, process, and repor transactions (as well as events and conditions) consistent

with management's assertions embodied in the financial statements.

Condition: Deficiencies in the internal control component of control activities adversely affected the District's ability to
intiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
that there was a reasonable possibility that a material misstatement of the Distict's financiat statemants would not be
prevented, or detected and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specifically, certain key weaknesses included the, foliowing: payroll checks were prepared by the
District Treasurer who is responsible for changes to the payroll amounts, without compensalting controls. The same
employee was responsible for recelpting, preparing deposits, and taking deposits to the bank for monies collected,

without compensating controls.

Conlext: An understanding of the five components of inlernal control sufficient to assess the risk of material
misstatement of the financia! statements whether due to error or fraud, and to design the nature, timing, and extent of

further audit procedures was obtained,

Effect: The District's ability to initiate, authorize, record, process, and report transactions consistent with management's
assertions embodied in the financial statements, as well as the abilily to safeguard District assets, was adversely

affected by the identified weaknesses in the above internal control component.

Cause; District management, due to cost/benefit implications, which hindered the Districl’s abifity to adequately
segregale financial accounting duties among employees, did not effectively address the deficiencies in intemal contirol.

Recommendation; District management should adopt sound accounting policies and establish and maintain internal
control that will initiate, authorize, record, process, and report transactions consistent with management's asserticns

embodied in the financiai statements and that witl safeguard District assets.

Views of respansible officials and planned corrective actions: We concur with the recommendation and will implement
corrective procedures to the extent possible. '

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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Regulatory Basis Financial Statements
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June 30, 2014
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BISMARCK SCHOOL DISTRICT NO, 25 Schedule 3

HOT SPRING COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION { - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of auditor's reports issued: GAAP basis of reporting - adverse
Regulatory basis opinion units - unmodified

Internal controf over financial reporting:

% Material weakness(es) identified? I yes ™ no
& Significant deficiency(ies) identified? ™ yes I none reported
Noncompliance material to financial statements noted? I yes M no
FEDERAL AWARDS

Internal control over major.federaJ programs:

%) Material weakness(es) identified ? I yes ¥ no

& Significant deficiency(ies) identified? - yes W none reported
Type of auditor's report issued on compliance for major federal programs: unmodified

Any audit findings disclosed that are required o be reported in accordance I yes ¥ no
with Section 510(a) of OMB Circular A-1337
Identification of major federal programs:

Name of Federal Program or Cluster
Titte | Grants to Local Educational Agencies

CFDA Mumber(s)

84.010
97.039 Hazard Mitigation Grant
Dollar threshold used fo distinguish between type A and type B programs:
$ 300,000
-Auditee qualified as tow-risk auditee? . I~ yes ¥ no
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BISMARCIK SCHOOL DISTRICT NO. 25 Schedule 3

HOT SPRING COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION [} - FINANCIAL STATEMENT FINDING

MATERIAL WEAKNESS

2014-001. Internal Control

Criteria or specific requirement: Internal conlrol is a pracess consisting of five interreiated components - confrof
environment, risk assessment, information and conmwnunication, control activities, and monitoring . Management is
responsible for adopling sound accounting policies and for establishing and maintaining internal control that will, among
other things, initiale, authorize, record, process, and report iransactions (as well as events and conditions) consistent with

management's asserlicns embodied in the financial statements.

Condition: Deficiencies in the internal control component of controf activities adversely affected the District's abllity to
initiate, authorize, record, process, and report financial data in accardance with the regultatory basis of accounting such that
there was a reasonabie possibility that a material misstatemert of the District's financial stalements would not be
prevented, or detected and correcled on a timely basis. Financial accounting duties were not adequately segregated among
employees. Specifically, certain key weaknesses included the following: payroil checks were, prepared by the District
Treasurer who is responsible for changes la the payroll ameounts, without compensating controls. The same employees
were responsible for receipting, preparing deposits, and making deposils for monies collected in the activity and food

service accounts, withoul compensating contrals.

Context:  An understanding of the five companents of infernal control sufficient to assess the risk of material misstatement
of the fiancial statements whether due to error or fraud, and to design the nafure, liming, and extent of further audit

procedures was obtained,

Effect: The Districl's ability fo initiate, authorize, record, process, and report transactions consistent with management's
asserlions embodied in the financial statements, as well as the ability to safeguard District assels, was adversely affected

by the identified weaknesses in the above internal control component.

Cause: District management, due te cost/benefit impiications, which hindered the District's ability to adequalely segregate
financia! accounting dulies among employees, did not effectively address the deficiencies in internat controt.

Recommendation: District management should adopt sound accounting policies and establish and maintain internal
control that will initiate, authorize, record, process, and report transactions consistent with management's assertions

embeodied in the financial statements and that will safeguard District assels.

Views of responsible officials and planned correclive actions: We concur with the recommendation and will implement
corrective procedures to the extent possible.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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BISMARCK SCHOOL DISTRICT NO. 25 Schedule 4
HOT SPRING COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

There were no findings in the pricr audit.
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Brinkley School District No. B
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Regulatory Basis Financial Statements
and Other Reports

June 30, 2012

LEGISLATIVE JOINT AUDITING .,
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FINANCIAL STATEMENTS

Types of auditor's reporis issued:

BRINKLEY SCHOGL DISTRICT NC. B Schedula 3

MONRCE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION I - SUMMARY OF AUDITOR’S RESULTS

GAAP basis of reporting - adverse
Regulatory basis opinion units - ungualified

Internai control over financial reporting:

# Material weakness(es} idenlified? 7 ves " no
&) Significant deficiency(ies) identified? I yes I none reported
Mongormpliance material to financial statements noted? I yes “ no
FEDERAL AWARDS
Internal central over major programs:
% Material weakness(es} identified? I yes 7 no

@ Significant doficiency(ies) identified? M yes

I none reported

Type of auditor's report issued on compliance for majer programs: unqualified

Any audit findings disclosed that are required to be reported in 2 yes |

" ne

accordance with Section 510{(a) of OMB Circular A-1337

Identification of major programs.

CFDA Number(s)

10.553 and 10.555

84.010 and 84.389
84.394

Dallar threshold used o distinguish between type A and type B programs:

Audites qualifiod as low-risk auditee?

Hughes School District Waiver Petition
ACA 6-13-1601 et seq

Name of Federal Program or Clusier
Chitd Mutrition Cluster
Titte |, Part A Cluster
ARRA - State Fiscal Stabilization Fund {SF $F) - Education State Grants,

Recovery Act

$ 300,000

™ yes M no
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BRINKLEY SCHOOL DiSTRICT NO. B Schedule 3

MONROE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FCOR THE YEAR ENDED JUNE 30, 2012

SECTION Ii - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2012-1, Interna! Control

Criteria or specific requirement: Internal control is a process censisting of five interrelated components - confrof
environment, risk assessment, information and communication, control acfivities, and monitering. Management is
responsible for adopting scund accounting policies and for establishing and maintaining intarnal control that wifl, among
aother things, initiate, authorizo, record, pracess, and repart transactions {as well as events and conditions) consistent with

management'’s assertions embodied in the financial statements.

Condition: Deficiencies in the internal control campenent af control aclivities adversely affected the District’s ability to
initiate, authorize, record, process, and repart financial data in accordance will the regulatory basis of accounting such
that there was a reasonable possibility that a material misstatement of the District's financial statements would not be
proventod, or detected and corrected on a timely basis. Financial accounting dutfes were not adequately segregated
among employees. Specifically, certain key weaknesses includo the following: the same employee was responsible far
receiving and depositing monies collected, preparation of non-payrali checks, maintenance of accounting records, and
preparation of bank reconciliations, without compensating contrals. Additionally, such empleyee had unrestricted access:
te the District's signature stamp. Payroll checks were prepared by the same employee respansible for changes to the

payroll amounts, withaut compensating cantrals,

Context; An understanding of the five components of internal control sufficient to assess the risk of matarial
misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of

furthar audit procedures was obtained.

Effect: The District's ability to initiate, authorize, record, process, and repott transactions censistent with management’s
assertions embodied in the financial statements, as well as the ability to safeguard District assets, was adversely affected
by the identified weaknesses in the above internal conirol component.

Cause: District management, due to cosbbenefit implications, which hindered the District’s abilify to adequately
segregate financial accounting duties ameng employees, did not effectively address the deficiencies in intornal control,

Recommendation; District management should adopt sound accounting policies and establish and maintain internal
control that will initiate, autharize, record, process, and repctt transactions cansistent with management's assertions

embodied in the financial statements and that will safeguard District assets,

Views of responsible officials and planned corrective actiens: We concur with the recommendation and will implement

carrective progedures to the extent possible.

.29 -
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BRINKLEY SCHOOL DISTRICT NO. B Schedule 3

MONROE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION iil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCIES

U. 8. DEPARTMENT OF AGRICULTURE

PASSED THROUGH STATE DEPARTMENT OF ECUCATION

SCHOOL BREAKFAST PROGRAM - CASH ASSISTANCE - CFDA NUMBER 10.553
NATIONAL SCHOOL LUNCH PROGRAM - CASH ASSISTANGE - CFDA NUMBER 10555
PASS-THRCUGH NUMBER 48-01

AUDIT PERIOD - YEAR ENDED JUNE 30, 2012

U. 8. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE I, PART A CLUSTER - CFDA NUMBERS 84,010 AND B84.389
PASS-THROUGH NUMBER 48-01

AUDIT PERIOD - YEAR ENDED JUNE 30, 2012

U. 8. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

ARRA - STATE FISCAL STABILIZATION FUND (SFSF) - EDUCATION STATE GRANTS, RECOVERY ACT - CFDA
NUMBER 84,394

PASS-THROUGH NUMBER 48-01

AUDIT PERIOD - YEAR ENDED JUNE 30, 2012

2012-2, Procurement and Suspension and Debarment

Criteria or specific requirement: In accordance with 34 CFR 80.35 of the Uniform Administrative Requirements for Grants
and Cooperative Agreements to States and Local Governments and 34 CFR part 85, Government-widoe Debarment and
Suspension {Nonprocurement), the District must not make or permit any applicable transaction to any vendor which is
suspanded or debarred or otherwise excluded from participation in federal assistance programs. The District is required
ta verify the vendor is not suspended or debarred or otherwise excluded. This verification can be accemplished by (a}
checking the Excluded Parfies List System (EPLS), (b} collecting a certification from the vendor, of (¢} adding a clause or
condition to the applicable transaction with the vendor, Additionally, the Arkansas Depariment of Education (ADE) issued
a memorandum ta alt school districts on December 17, 2009, stipulating verification procedures to be follawed regarding

suspension and debarment when federal funds ate utilized for applicable transactions.

Condition: The Distriet failed to establish infernal cantrols, including retention of verification documentation, to ensure
vendors were not suspended or debarred, thus increasing the risk of the District daing business with prohibited parties,
The goods and services had been properly received or rendered, and District persornel indicated the EPLS wabsite was
used fo verify that applicable vendors had not been suspended or debarred by the Federal Government, however,
supporiing documentation was not maintained of the EPLS website verification as required by ADE Commissicner's
Memo FiN-10-047. No vendors willh which the Oistrict conducted business were identified during the audit period as
suspended or debarred parties. A similar finding was reported in the provious audit.

Context: Examination of controls related to procursment and suspensien and debarment and the examination of
procurement contracts that were equal to or exceeded $25,000.

Effect: Without adequate infernal controls, including retention of verification documentation, payments could be made to
suspended or debarred vendars with federal funds, which could require repayment ta the grantor.

Cause: Lack of internai contrals, verification documentation, and adequate management oversight,

Recommendation: Establish an internal control system, including retention of verification documentation, o ensure
applicable transactions are not conducted with suspended or debarred parties.

Views of responsible officals and planned corrective actions: The District continues to use the EPLS websile for verifying
suspended or debarred vendors. Supporting decumentation is printed off and maintained with invoice, bid, and other

documentation.
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BRINKLEY SCHCCL DISTRICT NC. B Schadule 3

MONROE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 20, 2012

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
{CONTINUED)

SIGNIFICANT DEFICIENCIES (CONTINUER)

U. 8. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TQ LOCAL EDUCATIONAL AGENGIES - CFDA NUMBER 84,010

PASS-THROUGH NUMBER 48-01
AUCIT PERIOD - YEAR ENDED JUNE 30, 2042

2012-3. Allawable Costs/Cost Principles
Criteria or specific requirement: Cosls charged to a federal program must be allowable per the applicable cost principles.

indirect costs claimed must be calcutated in accordance with a prescribed formuia,

Conditior: The District claimed indirect costs in excess of the allowable amount by $2,286.

Questiondd costs: The amaunt of questioned costs was $2,296.

Context: An examination of disbursements disclosed the District claimed costs in excess of the allowable amount by

$2,296,

Effect: The District claimed excessive indirect costs of 32,296,

Cause: Lack of internal controls and management oversight regarding indirect costs contributed to the claiming of
axcessive cosis.

Recommendation: The District should contact the Arkansas Department of Education to resolve this issue.

Views of responsible efficials and planned corrective actions: The Title | indirect cost factor will be updated to current

percentage at time of year-end transfer,

201244, Aliowable Costs/Cost Principles

Criteria or specific requirement: Office of Management and Budget (OMB) Cicular A-87 requires the preparation of
monthly personnel activity reparts or equivalent documentation when District employees work muitiple activities. Periodic
time certifications are required when an employee works solely on a single federal program.

Condition: Although standard payroll decumentation supporting the employee's work in the Title | program was available
for audit inspection, perfodic time cerlifications wore not prepared for ane employee who warked solely on a single federal

program,
Context: Examination of documentation substantiating time worked by employaes.

Effect: The District was unable to provide required documentation substantiating the time charged to the Title | program.

Cause: Lack of internal controls and management oversight resulted in the lack of required supporting dacumentation
pertaining to time charged to federal programs,

Recommendation: The District should prepare the periodic time certifications or monthly personne! activity reports for all
applicable employees,

Views of responsible officials and planned corrective actions: The District will take the necessary steps to insure that all
time distribution sheets are kept on file for all fedaral employees.

-26-
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BRINKLEY SCHOOL DISTRICT NO. B Schedule 4

MONROE COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2012

U. 8. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION

TITLE I, PART A CLUSTER
2011 - Finding 2011-3: Titte |, Part A Cluster - CDFA Numbers 84.010 and 84.389

Condition: The District failed to establish internal controls to ensure vendors were not suspended or debarred, thus

increasing the risk of the District doing business with prohibited parties. Although goods and services had been properly
received or rendered, the District did not verify that applicable vendors had not been suspended or debarred by the Federal
Government. However, no vendors with which the District conducted business were identified during the audit period as

suspended or debarred parties.

Recommendation: Establish an internal control system to ensure applicable transactions are not conducted with suspended

or debarred parties.

Current Status: Exceptions were observed during the current audit period. See Finding No. 2012- 2 at Schedule 3.

U. 8. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2011 - Finding 2011-4; Title | Grants to Local Educationat Agencies - CDFA Number 84.010

Condition: The District's Title | (ron-ARRA) expenditures for object 81000 (Personal Services - Salaries} exceeded the budget
by $1,350 more than the 10 percent allowed. Total expenditures did not exceed the total overall budget.

Recommendation; The District should implement procedures o ensure that program expenditures do not exceed approved
budget categories and contact the Arkansas Department of Education for further guidance regarding this matter.

Current Status: Corrective action was taken.

-27 -

Hughes School District Waiver Petition Page 143 of 188 | Printed on 04/07/15

ACA 6-13-1601 et seq



HUEHES SCHOOL DISTRICT EXHIBIT

Hughes School Districl Waiver Petition i
s o st Page 144 of 189 | Printed on 04/07/15



BRINKLEY SCHOOL DISTRICT NO. B Schedule 3

MONROE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION It - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2013-001. Internal Controf

Criteria or specific requirement; Internal contrel is @ process consisting of five interrelated components - contro!
environmen!, risk assessment, information and communication, control activities, and monitoring. Management Is
responsible for adopting sound accounting policles and for establishing and maintaining internal control that will, among
other things, initiate, authorize, record, process, and report transactions (as well as events and conditions) consistent

with management's asseriions embodied in the financial statements.

Gondition: Deficiencies in the interna! control component of contral activities adversely affected lhe Dislrict's ability to
initiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
that there was a reasonable possibility that a material misstatement of the District's financial statements would not be
prevented, or detected and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specifically, certain-key weaknesses include the following: The same employee was resporsible for
receiving and depositing monies collected, preparation of non-payrall checks, maintenance of accounting records, and
preparation of bank reconciliations, without compensating controls. Additionally, such employee had unrestricted access
to the District's signature stamp. Payroll checks were prepared by the same employee responsible for changes 1o the

payro!l amounts, without compensating controfs.

Context: An understanding of the five components of internal control sufficient (o assess the risk of material
misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of

further audit procedures was obtained.
Effect: The District’s ability to initiate, aulhorize, record, process, and repor transactions consistent with management's

assertions embodied in the financial stalements, as well as the ability to safeguard District assets, was adversely
affected by the identified weaknesses in the above internal controt component.

Cause: District management, due to costioenefit implications, which hindered the District’s ability to adequately
segregate financial accounting duties among empioyees, did not effectively address the deficiencies in inlernal control.

Recommendation: District management should adopt sound accounting policies and establish and maintain internal
control that will initiate, authorize, record, process, and report transactions consistent with management's asserlions

embodied in the financial statements and that will safeguard District assets,

Views of responsible officials and planned-correstive actions: We concur with the recommendation and witl implement
corrective procedures to the extent possible.

-3
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BRINKLEY SCHQOL DtSTRICT NO, B Schedule 3

MONROE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTICNED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCY

I}, 8. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRIT:ON CLUSTER {CASH ASSISTANCE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555

PASS-THROUGH NUMBER 48-01
AUDIT FERIOD - YEAR ENDED JUNE 30, 2013

2013-002. Reporting
Criteria or specific requirement; The Arkansas Department of Education, Child Nulrition Unit requires schoot districts to
submit monthly Claims for Reimhursement for meals served to all students based on eligibifity status.

Condition: An examination of the fiscal year 2013 Claims for Reimbursement sevealed the total number claimed for
preakfast and lunch meals did not agree with the daily count sheels for five of the applicable eleven months.
Reimbursement claims were understated 501 free breakfasts, 484 reduced price breakfasts, 80 paid breakfasts, 355 free
lunches, 53 reduced price [unches, and 121 paid lunches, These errors resulted in the District being under reimbursed

$2,888 for the year ended June 30, 2013.

Contexl: An examination of the fiscal year 2013 Claims for Reimbursement revealed the total meals cfaimed did not
agree with the applicable supporling decumentation.
Effect; The monthly Claims for Reimbursemant did rot agree wilh the District's daily count sheets and under claims

occurred.
Cauge: Lack of internal contrals and management oversight resulted in the reporting errors.

Recommendation: The District should estabilsh effective infernal centrols to ensure monthly Claims for Reimbursement
are aceurate. The District should contact the Arkansas Department of Education, Child Nutrition Unit for resolution of this

matter,

Views of responsible officials and planned corrective actions: The District has updated and changed paper reporls of the
Meal Tracker system used for food counts. These reporis are reviewed on a daity basis upon completion of the day's
receipts and are being used to compute the Child Nutrition monthty reimbursement forms.
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BRINKLEY SCHOOL DISTRICT NO. B Schedule 4

MONROE COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2013

U. 8, DEPARTMENT OF AGRICULTURE

PASSED THROUGH STATE DEPARTMENT OF EDUCATION
SCHOOL BREAKFAST PROGRAM - CASH ASSISTANCE
NATIONAL SCHOOL LUNCH PROGRAM - CASH ASSISTANCE

U. S. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION

TITLE |, PART A CLUSTER

U. 5. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
ARRA - STATE FISCAL STABILIZATION FUND (SFSF) - EDUCATION STATE GRANTS, RECOVERY ACT

2012 - Finding 2012-2: Child Nutrition Cluster (Cash Assistance Programs) - COFA Numbers 10.553 and 10.558, Tille |,
Part A Cluster - CFDA Numbers 84.010 and 84.389, and ARRA - Stale Fiscal Stabilization Fund (SFSF) - Education State

Grants, Recovery Act - CFDA Number 84.394

Condition: The District failed to establish internal controls, including retention of verilication documentation, to enstire
vendors were not suspended or debarred, thus increasing the risk of the District doing business with prohibited paries. The
goods and sarvices had been propetly received or rendered, and District personnel indicated the £PLS website was used to
verify that applicable vendors had not been suspended or debarred by the Federai Government; however, supporting
documentation was not maintained of the EPLS website verification as required by ADE Commissioner's Memo FIN-10-047.
No vendors with which the District conducled business were identified during the audit period as suspended or debarred

parlies, A similar finding was reporled in the previous audit,

Recommendation: Establish an internal controt system, including retention of verification documentation, to ensure
applicable transactions are not conducted with suspended or debarred parties.

Current Status: Corrective action was taken.

U.S. CEPARTMENT OF EDUCATION

PASSED THROQUGH STATE DEPARTMENT OF EDUCATION

TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2012 - Finding 2012-3: Title | Grants to Local Educational Agencles - CFDA Number 84.010
Condition: The District claimed indirect costs in excess of the allowable amount by $2,296.

Recommendation: The Disirict should contact the Arkarsas Department of Educalion fo resolve this issue.

Current Status: Corrective action was taken.

U. 8. DEPARTMENT OF EDUCATICON
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2012 - Finding 2012-4* Title | Grants to Local Educational Agencles - CFDA Number 84.010

Conditien: Although standard payroll documentation suppoiting the employee's wotlc in the Title | program was availabie for
audit inspection, periodic time certifications were not prepared for ene employee who worked solely on a single federal

program.
Recommendation: The District should prepare the periodic time cerificatiens or monthly personnel activity reports for all

applicable employecs.

Current Status: Corrective action was taken.
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Brinkley School District No. B

Monroe County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2014

LEGISLATIVE JOINT AUDITING COMMITTE o
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BRINKLEY SCHOOL DISTRICT NO. B Schedule 3

MONROE COUNTY, ARIKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION [ - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

GAAP basis of reporting - adverse

Types of auditor's reports issued:
Regulatory basis opinion units - unmodified

Internal controi over financial reporting:

& Material weakness{es) identified? v yes ™ ho
@) Significant deficiency{ies) identified? r yes W none reported
Noncempfiance material to financiai statements noted? I yes ¥ no
FEDERAL AWARDS
Irﬁemal conirel over major fede‘ral programs:
2 Material weakness(es) identified? I yes ¥ no
&) Significant deficiency(ies) identified? ™ yes [¥ none reporteci
Type of auditer's report issued on compliance for major federal programs: unmodified
Any audit findings disclosed that are required to be reported in accordance i yes ¥ no

with Sectien 510(a) of OMB Circular A-133?

tdentification of major federat programs:

Name of Federal Pregram or Cluster
Chiid Nutritfen Cluster
Title | Grants to Local Educational Agencies

CFDA Number(s)
10.553 and 10.555
84.010

Doltar threshotd used to distinguish between type A and type B programs:
5 300,000

Auditee qualified as low-risk auditea? [~ yes ¥ ro
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BRINKLEY SCHOOL DISTRICT NO.B Schedule 3

MONROE COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION il - FINANCIAL STATEMENT FiNDINGS

MATERIAL WEAKNESS

2014.001. Internal Control

Criteria or specific reguirement: Interal control is a process consisting of five interrelated components - controf
environmeni, risk assessment, information and communication, control activities, and monitoring. Management is
responsible for adopting sound accounting policies and for establishing and maintaining internal control that witl, among
other things, iniliate, authorize, record, process, and report transactions (as well as events and conditions) consistent with

management's asserlions embodied in the financlal statements,

Condition: Deficiencies in the internal control component of control aclivities adversely affected the District's abilily to
initiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such that
there was a reasonable possibility that a material misstatement of the District’s financial statements woudd not be prevented,
or detected and corrected on a timely basis. Financial accounting duties were nol adequately segregated among
employees. Specifically, certain key weaknesses inciuded the following: . the same employee was responsible for receiving
and depositing monies collected, preparation of non-payroll checks, maintenance of accounting records, and preparation of
bank reconciliations, without compensating controls. Additionally, such employee had unrestricted access to the District's
signatura stamp. Payroll checks were prepared by the same employee responsible for changes to the payrol! amounts,

without compensating controls,

Context: An understanding of the five components of internal control sufficient to assess Ihe risk of material misstatement
of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of further audit
procedures was cbtainad.

Effect: The District's ability to initiate, authorize, record, process, and report transactions consistent with management's
assertions embodiad in the financial statements, as weil as the ability to safeguard District assets, was adversely affected by
the identified weaknesses in the above internal control component.

Cause: District management, due to cost/benefit implications, which hindered the District’s ability to adequately segregate
financial accounting duties among employees, did not effectively address the deficiencies in internal control.

Recommendation: District managemert should adopt sound accounting policies and establish and maintain internal control
that will initiate, authorize, record, process, and report transactions consistent with management's asserlions emhodied in

the financial statements and that will safeguard Dislrict assets.

Views of responsible officials and planned corrective actions: We concur with the recommendation and will implement
corrective precedures to the extent possible.

SECTION lli - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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BRINKLEY SCHOOL DISTRICT NO. 8 Schedule 4

MONROE COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U.5 DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS)

2013 - Finding 2013-2: Child Nutrition Cluster {Cash Assistance Programs) - CFDA Numbers 10.553 and 10.555

Condition: An examination of the fiscal year 2013 Claims for Reimbursement revealed the total number claimed for
breakfast and lunch meals did not agree to the daily count sheets for five of the applicable eleven months. Reimbursemant
claims were understated 501 free breakfasts, 484 reduced price breakfasts, 80 paid breakfasls, 355 free lunches, 53
reduced price lunches, and 121 paid lunches. These errors resulted in the District being under reimbursed $2,888 for the

year ended June 30, 2013,

Recommendation: The District should establish effective internal controls to ensure monthly Claims for Reimbursement are
accurate. The District should contact the Arkansas Department of Edugation, Child Nutriition Unit for resoiution of this

matter.

Current Status: Corrective action was taken.
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Hermitage School District No. 12
Bradley County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2012

LEGISLATIVE JOINT AUDITING OMMITTEE -

Hughes School District Waiver Petition Page 1566 of 188 | Printed on 04/07/15
ACA 6-13-1601 et seq



HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of auditor's reporls issued: GAAP basis of reporting - adverse
Regulatory basis opinicn units - unqualified

Internal control over financial reporting:

& Material weakness{es) identified? W yes ™ ne
#) Significant deficiency(ies) identified? I yes N none reported
Noncompliance material to financial statements noted? I yes ¥ no
FEDERAL AWARDS

Internal control 0\;'er major programs:;

8 Material weakness(es) identified? I~ yes  no

¢) Significant deficiency(ies) identified? W yes I~ none reported
Type of auditor's report issued on compliance for major programs: «unqualified

Any audit findings disclosed that are required to be reported in ) ¥ yes r—:‘ no
accordance with Section 510(a) of OMB Circular A-1337

Identification of major programs:

Name of Federal Program or Cluster
Child Nutrition Cluster
Title ), Part A Cluster

CFDA Number(s)
10.553 and 10.555
84.010 and 84,389

Dollar threshold used to distinguish between type A and type B
programs:

3 300,000

Auditee qualified as low-risk auditee? I yes 7 no
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedute 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESSES

20121, Internal Control

Criteria or specific requirement. Internal control is a process consisting of five interrelated components - control
environment, risk assessment information and communication, control activities, and monitoring. Management is
responsible for adepting sound accounting policies and for establishing and maintaining internal control that will, among
other things, initiate, authorize, record, process, and report transactions (as well as events and conditions) consistent

with management's assertions embodied in the financial statements,

Condition: Deficiencies in the internal control component of control activities adversely affected the District's ability to
initiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
{hat there was a reasonable possibility that a material misstatement of the District's financial statements would not be
prevented, or detested and corrected on a timefy basis. Financial accounting dulies were not adequately segregated
‘among employees, Specificaily, the same employee was' responsible for receiving and depositing monies collected,
preparation of payroll and non-payroll checks, preparation of journal entries, and maintenance of accounting records,

without compensating controls.

Context: An understanding of the five components of internal control sufficient to assess the risk of material
misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of

further audit procedures was obtained.

Effect: The District's abilily to initiate, authorize, record, pfocesa, and report transactions consistent with management's
asserifons embodied in the financial statements, as well as the ability to safeguard District assels, was adversely

aflected by the identified weaknesses in the above internal control component.

Cause: District managemenl due to costbenefit implications, which hindered the District's ability to adequately
segregate financial accounting dities among employees, did not effectively address the deficiencies in internal control.

Recommendation: [istrict management should adopt sound accouniing policies and establish and maintain internal
control that will initiate, authorize, record, process, and report transacticns censistent with management's assertions

embodied In the financial statements and that will safeguard District assets.

Views of responsible officials and planned carrective actions: We concur with the recommendation and will implement
correclive procedures fo the extent possible.
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HERMITAGE SCHOGL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDINGS (Continued)

MATERIAL WEAKNESSES (Continued)
2012-2. Misstatemenis not Detected by Internal Control System

Griteria or specific requirement: Financial accounting records should be accurate to ensure the preparation of reliable
financial statements that are fairly presented in conformity with the reguilatory basis of accounting.

Condition: The District's internal contral did not prevent or detect material errors in the financial accounting records
Such records are utilized in the preparation of the District's financial statemeris. The District incorectly classified
transfers of $32,091 as other revenues in the other aggregate funds. The financial statements were corrected by an

adjusting journat entry during the audit fislawork,
Context: |dentification of misstalements not initially detected by the District's internal contrel.
Effect: Misstatements were not detected by the District's internal control system.

Cause: Financial records had rot been properly monitored.

Recommendation: Toe achieve reliable financial reporting, the District should exercise due cate to ensure all applicable

general ledger accounts are properly stated.

Views of respensibie officials and planned corrective actions. The District Wl|| seek help from qualified audit staff to
ensure that QZAB payments and entries are coded properly. ‘
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCY
U. 5. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE } GRANTS TO LOCAL EDUCAITONAL AGENCIES - CFDA NUMBER 84.010

PASS-THROUGH NUMBER 06-01
AUDIT PERIOD - YEAR ENCED JUNE 30, 2012

2012-3. Allowable Costs/Cost Principles

Criteria or specific requirement: Cosls charged to a federal program must be allowable per the applicable cost principles.
Indirect costs claimed must be calculated in accordance with a prescribed formula.

Condition: The District claimed indirect costs in excess of the aflowable amount by $2,271.

Questioned Costs; The amount of questioned costs were $2,271.

Context. An examination of disbursements disclosed the District claimed in excess of the allowable amount by $2,271.

Effect: The District claimed excessive indirect costs of $2,271.

Cause; Lack of internal controls and management oversight regarding indirect costs contributed to the claiming of

indirect costs,

Recommendation: The District should contact the Arkansas Department of Education 1o resolve this matter.

Views of responsible officials and planned correclive actions: The District will refer to the Commissionegr's Memo, which
listed indirect cost rates, when claiming indirect costs.
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 4

BRADLEY COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2012

U. 5. DEFARTMENT OF EDUCATION
PASSED THROUGH STATE DEFPARTMENT OF EDUCATION

SPECIAL EDUCATION CLSUTER ({DEA}
2011 - Finding 2011-2: Special Education Cluster {IDEA) - CFDA Numbers 84.027 and B4.391

Condition: Non-ARRA special education expenditures for gight budget categories (functicn/object) exceeded the budget by

541,874 more than the 10 percent allowed. Special Education ARRA expenditures for function 2230, object 66000
exceeded the budget by $6,194 more than the 10 percent allowed. A similar finding was reported in the previous audit.

Recommendation: The District should implement procedures to ensure costs are incwired within the applicable budget
categories and contact the Arkansas Department of Education for further guidance regarding this matter.

Current status: - Corrective action was taken.

U. 8. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
TITLE | GRANTS TO LOCAL EDUCATIHONAL AGENCIES

2011 - Finding 2011-3: Titie | Grants to Local Educational Agencies - CFDA Number 84.010

Condition: The District's Title | expenditures exceeded budgeted amounts more than the 10 percent allowed for function
2170 {Parent Involvement) and object 62000 (Employee Benefits) by $1,448 and $659, respectively. Additionally, the
District did not budget object 88000 (Other Objects) for the Title | program, but expended $179.

Recommendation: The Disfrict should implement procedures to ensure costs are incurred within the applicable budget
categories and contact the Arkansas Department of Education for further guidance regarding this matter.

Current status; Corrective action was taken.
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION } - SUMMARY OF AUDITOR'S RESULTS

FINANC!AL STATEMENTS

GAAP basis of reporting - adverse

Types of auditor's reports issued:
Regulatory basis opinion units - unmodified

Internal control over financial reporing:

®) Material weakness(es) identified? 7 yes ™ no
&) Significant deficiency(ies) identified? r yes M none reported
Noncompliance material to financial statements noted? ™ yes ¥ na
FEDERAL AWARDS

Internal control over major. programs

# Material weakness(es) identified? ™ yes ¥ no

8) Significant deficiency(ies) identifed? v yes ™ none reported
Type of auditor's report issued on compiiance for major programs: unmeodified

Any audh findings disclosed that are required to be reported in W yes ™ 1o
accordance wilh Section 510(a) of OMB Circular A-133?

Identification of major pregrams:

Name of Federal Program or Cluster
Child Nutrition Cluster
Title | Grants to Local Educational Agencies

CFDA Mumber(s)
10.553 and 10.555

B4.010
Dolar threshold used to distinguish between type A and type B
programs. $ 300,000
-Auditee qualified as low-risk auditee? ™ ves V¥ no
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARIKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAIKNESS

2013-001. internal Control

Crileria or specific requirement: Internal control is a process consisting of five Interralated components - control
environment, risk assessmenl, information and communication, confrol activilies, and monitoring. Management is
rasponsible for adopting sound accounting policies and for establishing and maintaining internal controt that will, among
other things, initiate, authorize, record, process, and reporl transactions (as well as evenis and conditions) consistent

with management's assertions embodied in the financial statements.

Condition: Deficlencies in the internal control component of conlrol activities adversely affected the District's abifity 1o
initiale, authorize, record, process, and reporl financial data in accordance with the regulatary basis of accounting stich
that there was a reasonable possibility that a malerial misstatement of the District's financlal staternents would not be
prevented, or delected and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specifically, the same employee was responsible for receiving and depositing monies coflected,
preparation of payroll and non-payroli checks, and maintenance of accounting records, without compensating controls.

Context: An understanding of the five companents of internal control sufficient to assess the risk of material
misstatement of the financial statements whether due to error or fraud, and to design the nalure, timing, and extent of

further audit procedures was obtained.

Effect: The District's abiiity to initiate, authorize, record, process, and report transactions consistent with management's
asserlions embodied in the financiat statements, as well as the ability to safeguard District assets, was adversely

affected by the identified weaknesses in the above internal control compohent.

Cause; District management, due to cost/benefit implications, which hindered the District's ability to adequately
segregate financial accounting duties among employees, did not effectively address the deficiencies in internal control.

Recommendation: District management should adopt sound acceunting policies and establish and maintain internal
control that wiil initiate, authorize, record, process, and repor transactions consistent with management's asserlions

embodies in the financial statements and that will safeguard District assets.

Views of responsible officials and planned corrective actions: We concur with the recommendation and wili implement
correclive procedures to the extent possible,
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCIES

U. & DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER - CFDA NUMBERS 10.553 AND 10.555

PASS-THROUGH NUMBER 06-01
AUDIT PERIOD - YEAR ENDED JUNE 30, 2013

2013-002.  Eligibility

Criteria or specific requirement (including statutery, regulatory, or other citation): The U. S. Depariment of Agricufture
(USDA) guidelines require an enlity to perform verification procedures for a specific number of applicants for free and
reduced price meals. As part of this process, the applicant's household must provide the District writen evidence

confirming etigibility.
Condition: The District did not obtain acceptable written evidence of all household income for one verified appiication,

nor did the District make a follow-up altempt to obtair sufficient evidence of income as required by the USDA's “Eligibility
Manual for School Meals - Federat and Siate Policy for Determining and Verifying Eligibility".

Context: The District was required to select four free and reduced price applications for verification. We examined one
of the four applications, which revealed acceplable writlen evidence was not oblained by the District.

Effect; Changes made to the free and reduced price meal status for the tested appiication could not be substantiated.

Cause: District personnel did not properly monitor the verification procedures to ensure that proper supporting
documentation was provided.

Recommendation: The District should obtain acceptable and sufficient documentatien by the applicants during the
verification process regarding eligibility for free and reduced price meals.

Views of responsible officials and planned corrective actions: We will oblain acceptable written evidence for each free
and reduced application that is pulled for verification. In addition, we will pull the application in question this year for
verification with cause. In addilion, we wilf examine all applications and pull any questienable application for verification

with cause.
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Nl - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS {Continued)

2013-003. Reporting

Criteria or specific requirement (including statutery, regulalory, or other citation): Manthly Claims for Reimbursement are
required to be submitted to the Arkansas Depariment of Education, Child Nutrition Unit {ADE, CNU). Claim componenis
include the total number of meais served (breakfasts and lunches) and snacks which are to be derived from the daily

record forms.

Condition: An examination of the fiscal year 2013 Claims for Reimbursement revealed the lotal humber claimed for
breakfast and lunch meals, or snacks did rot agree to the dally count sheets for five of the ten months with meal and
snack reimbursement claims. Breakfast reimbursement claims were overstated 23 meals, Junch reimbursements claims

were understated 93 meals, and shack relmbursement claims were overstated 187 snacks. These errors resulted in a
nel breakfast overclaim of $73, a net [unch underclaim of $32, and a snack averclaim of $148, for a totai net overclaim of

$187.

Context: An examination of the fiscal year 2013 Claims for Reimbursement revealed ihe total meals and snacks claimed
did ot agree with the applicable supporting documentation.

Effect: The Dislrict's procedures to ensure accuracy and completeness of data and information included in the Claims
for Reimbursement were not effective, resulting in net ovarclaimed meals and snacks.

Cause: A deficiancy in internal cortrals and lack of management oversight resuited in the reporting errors.

Recommendation: Establish appropriate raporling procedures and monitor the information included in the daily record
forms te ensure the monthly Claims far Reimbursement are accurately completed.

Views of responsible officials and planned cotrective actions: in response to claims for reimbursement not matching up
to daily record sheets, we have created a spreadsheet that will reduce the chance of errer in computing monthly totals for
reimbursement claims. in addition, all monthly claims for reimbursement will be examined by the husiness manager for

accuracy before submission.
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARIKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

GAAP basis of reporling - adverse

Types of auditor's reports issued:
Regulatery basis epinion units - unmedified

Internal conirol over financial reporting:

®) Materfal weakness(es) identified? ¥ yes I no
&) Significant deficiency(ies) identified? I yes I none reported
Noncompliance material to financial statements noted? I ves ¥ o
FEDERAL AWARDS
Internal conlroll over major federal programs:
& Materlat weakness{es) identifiad? I yes ¥ no

& Significant deficiency(ies) idenfified? ¥ yes ™ none reported

Type of auditor's report issued on compliance for major federal programs: unmaodified

Any audit findings disclosed that are required lo be reported in ' M yes ™ no
accordance with Section 510(a) of OMB Circular A-1337

Identification of major federal programs:

Name of Federal Program or Cluster
Child Nutrition Cluster
Title | Grants to Local Educational Agencies

CFDA Number{s)
10,553 and 10.555
84.010

Dollar thresheld used to distinguish beiween type A and type B
programs: P 300,000

Audifee qualified as low-risk auditee? I yes ¥V no
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION Il - FINANCGIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2014-001. Internal Control

Criteria or specific requirement; Internal conirol is a process consisting of five interrelated components - confrof
environment, tisk assessment, informaiion and communication, control activities, and moniforing., Management is
responsible for adopting sound accounting policies and for establishing and maintaining internal control that will, among
other things, initiate, authorize, record, process, and reporl transactions (as welt as events and conditions) consistent

with management’s assertions embodied in the financial statements.

Condition: Deficiencies in the internal control component of control activities adversely affected the District's ability to
initiate, authorize, record, process, and report financial data in accordance with regulatory basis accounting such that
there was a reasonable pessibility that a material misstatement of the District's financial statements would not be
prevented, or detected and corrected on a timely basis. Financial accounting duties were not adequately segregated
among employees. Specifically, the same employee was respensible for receiving and depositing monfes collegted,
preparation of payroll and nen-payroli checks, and maintenance of accounting records, without compensating controls,

Context: An understanding of the five components of internal control sufficient to assess the risk of material
misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of

further audit procedtires was ohlained.

Effect; The District's ability to initiate, authorize, record, process, and report transactions consistent with management's
assertions embodied in the financiai statements, as well as the ability to safeguard District assets, was adversely

affected by the identified weaknesses in the above interrial control component.

Cause: District management, due to cost/benefit implications, which hindered the District's ability to adequately
segregate financial accounting duties among employees, did not effeclively address the deficiencies irt internal control,

Recommendation; District management should adopt sound accounting palicies and establish and maintain internal
control thal will initiate, authorize, record, process, and reper transactions consistent with management's assertions

embodies in the financial statements and that will safeguard District assets.

Views of responsible officials and planned corvective aclions: We agree with the finding. The District will establish and
maintain internal contrels to safeguard assets to the extent possible.
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 3

BRADLEY COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 3G, 2014

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCY

U. 8. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
GHILD NUTRITION CLUSTER {CASH ASSISTANCE PROGRAMS) - CFDA NUMBERS 10.553 AND 10.555

PASS-THROUGH NUMBER 06-01
AUDIT PERIOD - YEAR ENDED JUNE 30, 2014

2014-002.  Eligibility

Criteria or specific requirement: The U.S. Depariment of Agriculture (USDA) guidelines require an enlity to perform
verification procedures for a specific number of applicants for free and reduced price meals. As part of this process, the
District is required to follow standard sampling procedures. The entity Is also required to complete the verification

procedures by November 15 of each school year.

Condition: We obtained a review by the Arkansas Department of Education Child Nutrition Unit thal disclosed the
following: (a) the District did not follow standard sampling procedures when personne! verified free and reduced price
meal applications. The Distriet only verified four instead of five applicalions required by standard sampling procedures,
and (b) the District did not complete the verification process by November 15, 2013,

Context: Examination of verification procedures and documentation from the Arkansas Depariment of Education Child
Nutrition Unit.

Effect: The Disltrict did not verify enough applibations as required by the standard sampling procedures and the District
did not complete the verification process by November 15, 2013.

Cause: District personnel did not properly menitor the verification procedures to ensure the correct number of
applications were verifiad and to ensure the verification process was completed by the November 15, 2013 deadline.

Recemmendation: The District should implement procedures to ensure that standard sampling procedures are foilowed

and deadlines are met.

Views of responsible officials and planned corrective actions: We agree with the finding. The District will Tollow
sampling procedures when verifying free and reduced price meal applications. Specifically, we now understand that
verifications pulled for cause do not count in the number of verifications we are required to pull, We received a letler in
February from ADE and this deficiency was corrected prior to the audit. We will provide professicnal development to
relevant staff on the verification process and the imporiance of completing and submitting reporls on time.
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HERMITAGE SCHOOL DISTRICT NO. 12 Schedule 4

BRADLEY COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRICR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U. S DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS)

2013 - Finding 2013-002; Child Mutrition Cluster (Cash Assistance Programs) - CFDA Numbers 10.553 and 10.555

Condition: The District did not obtain acceptable written evidence of all household income for ene verified apgplication, nor did
the District make a follow-up attempt to obtain sufficient evidence of income as required by the USDA's "Eligibility Manual far

School Meals - Federal and State Policy for Determining and Verifying Eligibitity”.

Recommendation: The District should obtain acceptable and sufficient documentation by the applicants during the
verification process regarding eligibility for free and reduced price meals.

Current Status: Corrective action was taken.

2013 - Finding 2013-003; Child Nutrition Cluster (Cash Assistance Programs) - CFDA Numbers 10,5653 and 10.555

Condition: An examination of fiscal year 2013 Claims for Reimbursement revealed the total number claimed for breakfast and
funch meals, or snacks did not agree to the daily count sheets for five of the ten menths with meal and snack reimbursement
claims. Breakfast reimbursement claims were overstated 23 meals, iunch reimbursements claims were understated 93
meals, and snack reimbursement claims were overstated 187 snacks. These errors resulted in a net breakfast overclaim of

$73, a net lunch underctaim of $32, and a snack overclaim of $146, for a total net overclaim of $187.

Recommendaticn: Establish appropriate reporling procedures and monitor the information included in the daily record forms
to ensure the monthly Claims for Reimbursement are accurately completed.

Current Status: Corrective action was taken.
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Western Yell County School District No. 9

Yell County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2012

LEGISLATIVE JOINT AUDITING COMM!TEE o
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WESTERN YELL COUNTY SCHOOL DISTRICT NO. & Schedule 3

YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION ! - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of audilors reporis issued: GAAP basis of reporling - adverse
Regulatory basis apinion units - ungualified

Internal control over financial reporting:

© Material weakness(es) identified? ¥ yes ™ no
& Significant deficiency(ies) identified? I yes ¥ none reparted
Nencompliance matetial to financial statements noted? £ yes ¥ 1o
FEDERAL AWARDS

Internal control over major programs:

& Material weakness{es) identified? I ves ¥ no

@ Significant deficiency(ies) identified? I” yes % none reporled
Type of auditor's report issued on compliance for major programs: Lnqualified

Any audit findings disclosed that are required to be reported in I™ yes ¥ no
accordance with Section 510(a) of OMB Circular A-1337

ldentification of major programs:

Name of Federal Program or Cluster
Child Nutrition Clusler
Title I, Part A Clusler
Special Education Cluster (IDEA)

CFDA Number(s)
10,653 and 10.555
84.010 and 84.389
84.027 and 84.391

Dollar threshold used to distinguish between type A and lype B
programs:

$ 300,000

Auditee gualified as low-risk audilee? I yes Vo
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WESTERN YELL COUNTY SCHOOL DISTRICT NQ. 9 Schedule 3

YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2012-1. Internat Conirol

Criteria or specific requirement: lnlernal control is a process consisting of five interrelated components - controf
environment, risk assessment, information and communication, control activities, and monitoring. Management is
respansible for adopting sound accounding policles and for establishing and maintaining internal controt thal will, among
other things, initiate, authorize, record, process. and report fransactions (as well as events and conditions) consistent

with management's asserlions embaodied in the financial statements.

Condition: A deficiency in the internal control companent of control aclivities adversely affected the District’s ability to
initiate, authorize, record, process, and report financial data in accordance with the regulatory basis of accounting such
that lhere was a reasonable possibility that a material misstatement of the Districl's financial stalements would not be
prevenied or detected and corrected on a fimely basis. The District has not segregated financial accounting duties
amony appropriate employees to-provide reasonable assurance about the achievement of the entity's objectives with
regard to refiability of financial reporting. The District has one emplayee that has access 1o al! aspects of the payroll
pracessing including adding new employees, processing payroll checks, and reconciling of the bank statements. The
District has anather employee who has access o all aspects of the accounts payable processing including adding new

vendors, processing accounts payable checks, and reconciling of the bank statements.

Conlext: An understanding of the five compenents of internal control sufficient to assess the risk of malerial of material
misstatement of the financial statements whether due to error or fraud, and fo design the nature, timing, and extent of

further audit procedures was oblained.

Effect: The District's abilily to initiate, authorize, record, process, and reporl iransaclions consistent with management's
asserlions embodied in the financial statements, as well as the abilily to safeguard Dislrict assets, were adversely
affected by the identified weakness in the above iniernal control component.

Cause: Disirict management, due to cost/benefil implications, which hindered the District's ability to hire sufficient
apprepriate persennel, did not effeclively address the deficiencies in internal control.

Recommendation: Dislrict management should adopt sound aceounting policies and establish and maintain infernal
control that will initiate, authorize, record, process, and reporl transactions consistent with management's assertions
embodied in the financial statements and that will safeguard District assets.

Views of responsible officials and planned corrective actions: We concur with the recommendation and will implement

correclive action procedures to the extent possible.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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WESTERN YELL COUNTY SCHOOL DISTRICT NO. ¢ Schedule 4

YELL COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2012

U. 8. DEPARTMENT OF EDUCATION

PASSED THROUGH STATE DEPARTMENT OF EDUCATION

FITLE | GRANTS TO LOCAL EDUCATIONAL AGENCIES

2011~ Finding 2011-3: Title | Grants o Local Educational Agencies - CGFDA Number 84.010

Condition: The District exceeded the Title | budget {non-ARRA) for object code 66000 {materials and supplies} by $5,770
more than the 10 percent allowed. Total expenditures did not exceed the total overall budget.

Recommendation: The District should implement procedures to ensure costs are incurred within the applicable budget
categories and consul! with the Arkansas Department of Education for further guidance regarding this matter.

Currenf status: Corrective action was taken.

2011 - Finding 2011-4. Title | Grants {o Local Educational Agencies - CFDA Number 84,010

Condition: Two required components were nol included in the Arkansas Comprehensive School improvement Plan (ACSIF)
for the Title | program (non-ARRA): (1) schoolwide reform strategies, and (2) transition plans for assisting preschoof children in

the successiul transition to the schoolwide program.

Recommendation: The District should implement procedures to ensure that ail required componenis for the ACSIP are

addressed.
Current status: Corrective action was taken.
2011 - Finding 2011-5: Title | Grants to Local Educationai Agencies - CFDA Number 84.010

Condition: The District did not conlact applicable private schoot officials for possible parlicipation in the Title | program {non-
ARRA).

Recommendation: The Disirict should implement procedures to ensure that all private schools that couid be eligible to
participate in the program are properly nofified.

Current status: Corrective action was taken.

U. S. DEPARTMENT OF EDUCATION
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
ARRA - SPECIAL EDUCATION GRANTS TO STATES, RECOVERY ACT

2011 - Finding 2011-6: ARRA - Special Education Grants to States, Recovery Acl - CFDA Number 84.381
Condition: The Disirict did not budgel expenditures for ARRA special education object 66000 (supplies and materials) of

function 1287 (early intervening services) of $299 and function 2230 (instruction-related technology) of $888; and object 67000
{capilat outlay) of function 1220 (resource room) of $2,272, but incurred expendilures from thase budget cells,

Recommendation: The District should implement procedures to ensure costs are incurred within the appticable budget
categories and contact the Arkansas Depariment of Education for further guidance regarding this matier.

Current status: Correclive action was taken.
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Western Yell County School District No. 9
Yell County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2013

LEGISLATIVE JOINT AUDITING COMMITTEE
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WESTERN YELL COUNTY SCHOOL DISTRICTNC. 9
YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Types of auditor's reports issued. GAAP basis of reporting - adverse
Regulatary basis opinion units - unmaodified

Internal control over financial reporting:

@ Malerial weakness(es) identified? vl yes I™ no
& Significant deficlency(ies) identified? [~ yes ¥ none reporied
Nencompliance material to financial statements noted? I yes ¥ no
FEDERAL AWARDS
internal control over major programs:
@ Material weakness(es) identified? I yes M no

& Significant deficiency(ies) identified? W yes
Type of auditor's repart issued on compliance for majar programs: unmadified

Any audit findings disclosed that are required 1o be reparted in 8 yes I” no
accordance with Section 510(a) of OMB Circular A-1337

Identification of major programs.

Name of Federal Program or Cluster
Chifd Nutrition Cluster
Title | Grants to Local Educational Agencies

CFDA Number(s)
10.553 and 10.555
84.010

Dollar threshold used to distinguish between type A and type B

programs: $ 300,000

Auditee qualified as low-risk auditee? I yes ¥ no

.23-
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WESTERN YELL COUNTY SCHOOL DISTRICT NC. § Schedule 3

YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2013-001. Internal Control

Criteria or specific requirement; Internal control is a process consisting of five interrefated components - control
environment, risk assessment, information and communication, control aclivities, and monitoring. Management is
responsible for adopting sound accounting policies and for establishing and maintaining internat control that will, among
other things, initiate, authorize, record, process, and feport transactions (as well as events and conditions} consistent

with management's assertions embodied in the financial statements.

Condition: A deficiency in the internal control component of control aclivities adversely affected the District's ability to
inifiate, authorize, record, process, and report financial dala in accordance with the regulatory basis of accounting such
that there was a reasonable possibility that a material misstatement of the Disfrict’s financial statements would not be
prevented, or detected and correcled on a timely basis. The District has not segregated financial accounting duties
ameng apprepriate employees lo provide reasonable assurance about the achievement of the entity's objectWES with
regard o refiabilily of financial reporting. The District has one employee that has access to all aspects of the payroll
processing including adding new employees, processing payroll checks, and reconciliation of the bank statements, The
District has another employee who has access to all aspects of the accounts payable processing including adding new

vendors, processing accounts payable checks, and reconciliation of the bank statements.

Contexi: An understanding of the five components ef internal control sufficient to assess the risk of material
misstatement of the financial statements whether due to error or fraud, and lo design the nature, timing, and extent of

further audit procedures was oblained,

Eflect: The District's ability fo initiate, authorize, record, process, and repor! transactions consistent with management's
assertions embodied in the financial statements, as well as the abilily to safeguard Dislrict assets, was adversely
affected by the identified weaknesses in the above internal control component.

Cause; Dislricl management, due to costibenefil implications, which hindered the District’s ability to hire sufficient
appropriate personnel, did not effeclively address the deficiencies in internal control.

Recemmendalion: District management should adopt sound accounting pelicies and eslablish and maintain internal
control that will initiate, authorize, record, process, and reporl transactions consistent wilh management's assertions

embodied in the financial stalemenis and that will safeguard District assets.

Views of responsibla officials and planned corrective actions: We concur with the recommendation and wilt implement
corrective action procedures to the extent possible.
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WESTERN YELL COUNTY SCHOOL DISTRICTNOD. § Schedule 3

YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECTION Hll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

SIGNIFICANT DEFICIENCY

U. S. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT OF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS) - CFDA NUMBERS 10.563 AND 10.555

PASS-THROUGH NUMBER 75-09
AUDIT PERIOD - YEAR ENDED JUNE 308, 2013

2013-002. Allowable Costs/Cost Principles
Criteria or specific requirement; Office of Management and Budget (CME) Circutar No. A-87 establishes principles and
standards for determining allowable costs from federal awards.

Condition; Unallowable costs paid from the child nutrition program totaling $838 for the period July 1, 2012 to July 31,
2013 were revéaled. These expenditures resulted from an employee issuing checks to herseli and other individuals who
cashed the checks on her behalf. The employee has been charged with theft of property.

Questioned Cosls: The amount of the guestioned cosls was $836.

Context: An examinalion of child nutrilion program expenditures.

Effect: Unallowable costs of $836 for the period July 1, 2012 to July 31, 2013 occureed.
Cause: Lack of internal controls and management aversight over program expenditures.

Recommendalion: The District should contact the Arkansas Department of Education for guidance regarding this matter
and implement proper contrels over program expenditures.

Views of responsible officials and planned cerrective actions: The District has included all board members on the bank
account signalure card. The District credit card is not availabfe to employees for POS purchases and all online use has
been assigned to pass through the administration office. Other numerous duties and responsibililies have been
reassigned for the purpose of more efficient supervision. All efforls are being made to use existing personnel in a
manner to prolect the security of District transactions. These efforts will be closely monitared by the superintendent of

the District.
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WESTERN YELL COUNTY SCHOOL DISTRICT NO. 9 Schedule 4
YELL COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2013

There were no findings in the prior audit.
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Western Yell County School District No. 9

Yell County, Arkansas

Regulatory Basis Financial Statements
and Other Reports

June 30, 2014

GISLATIVE JOINT AUDITING COMMFTEE -
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WESTERN YELL COUNTY SCHOOL DISTRICT NO. 9 Schedule 3

YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION | - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

GAAP basis of repariing - adverse

Types of auditor's reports issued:
Regulatory basis opinion unils - unmodified

Internal control over financial reporting:

@ Material weakness(es) identified? ¥ yes ™ no
& Significant deficiency(ies) identified? I” ves ¥ none reported
Noncompliance material to financial statements noted? I yes " no

FEDERAL AWARDS

Internal contral over major federal programs:

@ Material weakness(es) identified? I ves ¥ no

<

@ Significant deficiency(ies) identified? I yes none reported

Type of auditor's report issued on compliance for major federal programs: unmedified

Any audit findings disclosed that are required to be reported in r yes
accordance with Section 510(a) of OMB Circular A-1337

Identification of major federal programs:

Name of Federal Program or Cluster

CFDA Number(s)
10.5653 and 10.555 Child Nutrition Cluster
B4.010 Title | Grants to Local Educational Agencies
Dollar thresheld used to distinguish between type A and type B .
pragrams: ‘ ' ' $ 300,000
Auditee qualified as fow-risk audilee? " yes ¥ no

-2
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WESTERN YELL COUNTY SCHOOL DISTRIGT NO. 9 Schedule 3

YELL COUNTY, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2014

SECTION Il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESS

2014-001.

Internal Cantrol

Criteria or specific requirement: Internal controf is a process consisiing of five interrelated components - control
environment, risk assessment, information and communication, contro! aclivities, and monttoring . Management is
responsible for adopting sound accounting policies and for establishing and maintaining internal contral that will, among
other things, initiate, authorize, record, process, and reporl transactions (as well as events and conditions) consistent with

management's assertions embodied in the financial statements,

Condition: Deficiencies in the internal contrel component of control activities adversely affected the District's avility to
initiale, authorize, record, process, and report financial data in accordance with the regulatory basis of accounling such

‘that there was a reasonable possibility that a malerial misstatement of the District’s financial statements would nol be

prevented, ar defected and correcled on a timely basis. The District has not segregated financial accounting duties
among appropriate employees to provide reasonable assurance about the achievement of the enlity's objectives with
regard to reliabitity of financial reporting. The District has one employee that has access to all aspects of the payroll
processing including adding new employees, processing payroll checks, and reconciliation of the bank statemants. The
District has another employee who has access fo all aspecis of the accounts payable processing including adding new
vendors, processing accounts payable checks, and reconcilfationt of the bank statements.

Context: An underslandihg of the five componenté of internal control sufficient to assess the risk of material

misstatement of the financial statements whether due fo error or fraud, and to design the nature, timing, and extent of
further audit procedures was cbiained.,

Effect: The District's abllity to initiale, authorize, record, process, and report transactions consistent with management's
assertions embodied in the financial statements, as well as the ability to safeguard District assets, was adversely affected

by the identilied weaknesses in the above internal control component,

Cause: District management, due {o cost/benefil implications, which hindered the District's ability to hire sufficient
appropriate personnel, did not effectively address the deficiencies in internal control.

Recommendation: District management should adept sound accounting policies and establish and maintain interal
control that will initiate, authorize, record, process, and report transactions consisten! with management's assertions
embodied in the financial statements and that will safeguard District assets.

Views of responsible officials and planned corrective actions: We concur with the recommendation and will implement

corrective action procedures to the extent possible.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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WESTERN YELL COUNTY SCHOOL DISTRICT NO. 9 Schedule 4

YELL COUNTY, ARKANSAS
FEDERAL AWARD PROGRAMS -
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

U. 8. DEPARTMENT OF AGRICULTURE
PASSED THROUGH STATE DEPARTMENT CF EDUCATION
CHILD NUTRITION CLUSTER (CASH ASSISTANCE PROGRAMS)

2013 - Finding 2013-002: Child Nutrition Cluster (Cash Assistance Programs) - CFDA Numbers 10.563 and 10.555
Condition: Unallowable cosis paid from the child nutrition program totaling $836 for the period July 1, 2012 to July 31, 2013

were revealed. These expenditures resulted from an employee issuing checks to herseif and other individuals who cashed
the checks con her behalf. The employee has been charged with theft of property.

Recommendation: The District should contact the Arkansas Department of Education for guidance regarding this matter
and implement proper conirols over program expenditures.

Current Status: Corrective action was taken.
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Potential cost savings to district TBD
Responsive support to needs of principals, teachers, and students

** All middle school principals’ contracts adjusted from 12 month to 11.50 month (230

days)

Bring all principal contracts into alignment: Elementary principals on 11 month
contracts; Middle school principals on 11.5 month contracts; High School principals on
12 month contracts

Potential cost savings to district TBD

**Canceled 12 month elementary principal contracts and offered 11 month contracts to
affected employees

Bring all principals contracts into alignment: Elementary principals on 11 month
contracts; Middle School principals on 11.5 month contracts; High School principals on
12 month contracts

Potential cost savings to district TBD

LRSD Transition to APSCN

eSchool 3.1 version — projected date July 1, 2017

eFinance Plus - projected date July 1, 2017

Professional development for COGNOS and GPS dashboards will begin 2015-2016
Potential cost savings to district TBD

LRSD financial audit by Bureau of Legislative Audit

Potential cost savings to district TBD

Attendance zone and Feeder Patterns

Families would identify the school that best fits their child’s needs. A computer
algorithm would consider student and neighborhood preferences to assign students.
Students and parents will benefit from choice to attend a school that fits the student’s
learning style and interest. Learning will be relevant, challenging, and engaging.
Improved attendance

Improved graduation rate

Improved student achievement

The New Little Rock School District Where WE Put Children First.



Consideration of charter school waivers (HB1377), conversion charter, and/or schools of

innovation

* Provide more targeted response to interventions including wrap around services for

students
Examining district finance (Finance Committee, Baker Kurrus)

* Ensure effective, efficacy, and efficiency in budgeting and expenditures. Plan for future
building projects

Communication with parents, students, teachers, administrators, and community

* The Civic Advisory Committee and LRSD administration will collaborate to provide
communication through written and electronic messages and town hall meetings
* Engage the community in district support and pride

Provide early childhoed services to all 4 year olds.

* Continue to provide carly childhood services for funded 3 year olds

* The district currently provides 1, 137 seats

* Possibility of converting an elementary school into an Early Childhood Center for 3 and 4
year olds to accommodate increased slots for 4 year olds

* On-~going study

Implement bilingual community liaison specialists (4)

* Serve as liaison for parents (emphasis on language minority parents) to navigate the
educational systems and processes
* Potential annual cost $163,910.00

Implementation of quarterly improvement goals as noted by ADE

* ADE School Improvement Specialists monitor the 45 day plans weekly and report to the
ADE and State Board of Education

22 credits/26 credits — all high schools

* Students may still complete additional courses beyond 22 credit requirements

* More students will graduate on time (4 years)
* Students will have more time to double block difficult classes
* Students will have more time for credit recovery

The New Little Rock School District Where WE Put Children First.



Increase long-term earning capacity for high school graduates
Improve graduation rate for high schools and district
Lower number of dropouts is a potential cost savings to city and state

7 period day schedule - all middle schools, Hall High School, J. A. Fair High School, and
McClellan High School

Teachers will be teaching 6 out of 7 periods per day

Students will have more time on task in classrooms

Students will have more continuous opportunity for teacher feedback and support
Potential cost savings to district TBD

Hall High School Redesign

2015-2016 finalize redesign, provide professional development 2016-2017 implement
redesign

Students will graduate with college credit and or skills necessary for focused careers
Increase long-term earning capacity for high school graduates

Improve graduation rate

Lower number of dropouts is a potential cost savings to city and state

Reconstitution of Baseline Elementary:

More responsive driven instruction and potential cost for implementation

The new Baseline Early Reading and Language Lab Academy (2015-2016)
Response to intervention process includes core instruction, targeted interventions and
Sheltered Instruction Observation Protocol (SIOP) in all classrooms

Targeted professional development for teachers and administration

Onsite bilingual community liaison specialist

Intervention to ensure students are on grade level

Increased student achievement

Long-term potential cost savings to district due to early intervention

Improved teacher retention

State of the District Address

June 7, 2015 (TBD)
Communicate the direction of the district for the 2015-16 school

The New Little Rock School District Where WE Put Children First.
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