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EXECUTIVE SUMMARY

Summary of Report on Financial Statements

Our audit disclosed that the District’s basic financial statements were presented fairly, in all material
respects, in accordance with prescribed financial reporting standards.

Summary of Report on Internal Control and Compliance

We noted certain matters involving the District’s internal control over financial reporting and its operation
that we consider to be a material weakness and significant deficiency, as summarized below.

The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards issued by the Comptroller General of the United States;
however, we noted certain additional matters as summarized below.

MATERIAL WEAKNESS

Finding No. 1: Financial reporting procedures could be improved to ensure that information is propetly
reported on the financial statements.

SIGNIFICANT DEFICIENCY

Finding No. 2: The District needed to enhance procedures to ensure timely bank account reconciliations.

ADDITIONAL MATTERS

Finding No. 3: District records did not always evidence use of ad valorem tax levy proceeds for authorized
purposes, resulting in $908,220 of questioned costs. In addition, the District accumulated $878,403 of ad
valorem tax levy proceeds in the General Fund instead of appropriately accounting for these proceeds by
fiscal year tax levy in the Capital Projects — Local Capital Improvement Fund.

Finding No. 4: Controls over electronic funds transfers could be enhanced.

Finding No. 5: District records did not sufficiently evidence that performance assessments of instructional
personnel and school administrators were based primarily on student petformance, contrary to Section
1012.34(3), Florida Statutes (2010).

Finding No. 6: The Board had not adopted formal policies and procedures for ensuring that a portion of
each instructional employee’s compensation is based on performance pursuant to Section 1012.22(1)(c)2.,
Florida Statutes (2010), and documenting the differentiated pay process of instructional personnel and
school-based administrators using the factors prescribed in Section 1012.22(1)(c)4., Florida Statutes (2010).

Finding No. 7: District records did not evidence the basis upon which salary adjustments and one-time
bonuses were determined for 114 District administrative support personnel, ranging in amounts from $1,500
to $5,000.

Finding No. 8: The District needed to enhance its controls over additional work assignments and
compensation for District employees and develop formal written procedures governing the authorization,
review, approval, and compensation for such additional work.

Finding No. 9: Improvements were needed in controls over the reporting of instructional contact hours for
adult general education classes to the Florida Department of Education.

Finding No. 10: The District did not have a written information technology (IT) security incident response
plan.

Finding No. 11: The District needed to strengthen I'T access controls.
Summary of Report on Federal Awards

We audited the District’s Federal awards for compliance with applicable Federal requirements. The Child
Nutrition Cluster; Title I, Part A Cluster; Special Education Cluster; Twenty-First Century Community
Learning Centers; Teacher Incentive Fund; State Fiscal Stabilization Fund Cluster; and Education Jobs

i
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Fund programs were audited as major Federal programs. The results of our audit indicated that the District
materially complied with the requirements that could have a direct and material effect on each of its major
Federal programs, except for the Title I, Part A Cluster and Teacher Incentive Fund programs.
Noncompliance and control deficiency findings are summarized below.

Federal Awards Finding No. 1: Certain expenditures for various Federal programs were not always properly
approved, documented, and supported, resulting in $239,685 of questioned costs.

Federal Awards Finding No. 2: Contracting and monitoring controls were not sufficient to ensure that
services and charges for the State Fiscal Stabilization Fund were appropriate, resulting in $40,300 of
questioned costs.

Federal Awards Finding No. 3: During the 2008-09 fiscal year, the District transferred $2,464,721 from the
internal service fund to the General Fund without making a determination of the portion that should be
credited to Federal programs. Subsequently, District transferred $998,075 back to the internal service fund;
however, as of January 2012, the District still had not made a determination of the portion of the $1,466,646
that should be credited to Federal programs.

Audit Objectives and Scope

Our audit objectives were to determine whether the Putnam County District School Board and its officers
with administrative and stewardship responsibilities for District operations had:

> Presented the District’s basic financial statements in accordance with generally accepted accounting
principles;

> Established and implemented internal control over financial reporting and compliance with
requirements that could have a direct and material effect on the financial statements or on a major
Federal program;

> Established internal controls that promote and encourage: 1) compliance with applicable laws,
rules, regulations, contracts, and grant agreements; 2) the economic and efficient operation of the
District; 3) the reliability of records and reports; and 4) the safeguarding of District assets;

» Complied with the vatrious provisions of laws, rules, regulations, contracts, and grant agreements
that are material to the financial statements, and those applicable to the District’s major Federal
programs; and

» ‘Taken cotrective actions for findings included in our report No. 2011-162.

The scope of this audit included an examination of the District’s basic financial statements and the
Schedule of Expenditures of Federal Awards as of and for the fiscal year ended June 30, 2011. We obtained
an understanding of the District’s environment, including its internal control, and assessed the risk of
material misstatement necessary to plan the audit of the basic financial statements and Federal awards. We
also examined various transactions to determine whether they were executed, both in manner and
substance, in accordance with governing provisions of laws, rules, regulations, contracts, and grant
agreements.

Audit Methodology

The methodology used to develop the findings in this report included the examination of pertinent District
records in connection with the application of procedures required by auditing standards generally accepted
in the United States of America, applicable standards contained in Government Auditing Standards issued
by the Comptroller General of the United States, and Office of Management and Budget Circular A-133.

i
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building

DAVID W. MARTIN, CPA 111 West Madison Street PHONE: 850-488-5534
AUDITOR GENERAL Tallahassee, Florida 32399-1450 Fax: 850-488-6975

The President of the Senate, the Speaker of the
House of Representatives, and the
Legislative Auditing Committee

INDEPENDENT AUDITOR’S
REPORT ON FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of the Putnam
County District School Board, as of and for the fiscal year ended June 30, 2011, which collectively comprise the
District’s basic financial statements as listed in the table of contents. These financial statements are the responsibility
of District management. Our responsibility is to express opinions on these financial statements based on our audit.
We did not audit the financial statements of the school internal funds, which represent 5 percent of the assets and
12 percent of the liabilities of the aggregate remaining fund information. Additionally, we did not audit the financial
statements of The Children’s Reading Center Charter School, the discretely presented component unit. Those
financial statements were audited by other auditors whose reports thereon have been furnished to us, and our
opinions, insofar as they relate to the amounts included for the school internal funds and the discretely presented

component unit, are based on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Aunditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit and the reports of the other auditors provide a

reasonable basis for our opinions.

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund information
for the Putnam County District School Board as of June 30, 2011, and the respective changes in financial position
and, where applicable, cash flows thereof for the fiscal year then ended in conformity with accounting principles

generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued a report on our consideration of the Putnam
County District School Board’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, rules, regulations, contracts, and grant agreements and other matters included under the
heading INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with

Government Auditing Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that MANAGEMENT’S
DISCUSSION AND ANALYSIS, BUDGETARY COMPARISON SCHEDULE - GENERAL AND MAJOR

SPECIAL REVENUE FUNDS, SCHEDULE OF FUNDING PROGRESS - OTHER
POSTEMPLOYMENT BENEFITS PLAN, TEN-YEAR CLAIMS DEVELOPMENT INFORMATION -
NORTH EAST FLORIDA EDUCATIONAL CONSORTIUM - RISK MANAGEMENT

PROPERTY/CASUALTY PROGRAM, and NOTES TO REQUIRED SUPPLEMENTARY
INFORMATION, as listed in the table of contents, be presented to supplement the basic financial statements. Such
information, although not a required part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an approptiate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide us

with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the District’s basic financial statements. The accompanying SCHEDULE OF EXPENDITURES OF FEDERAL
AWARDS is presented for purposes of additional analysis as required by the United States Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
basic financial statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepatre the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the information is fairly stated in all material respects in relation to the basic financial statements taken as
a whole.

Respectfully submitted,

SO &) A

David W. Martin, CPA
March 22, 2012
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The management of the Putnam County District School Board has prepared the following discussion and analysis to
provide an overview of the District’s financial activities for the fiscal year ended June 30, 2011. The information
contained in the Management’s Discussion and Analysis (MD&A) is intended to highlight significant transactions,
events, and conditions and should be considered in conjunction with the District’s financial statements and notes to

financial statements found on pages 11 through 46.

FINANCIAL HIGHLIGHTS
Key financial highlights for the 2010-11 fiscal year are as follows:

» In total, net assets increased $458,920.28, which represents a 0.5 percent increase over the 2009-10 fiscal year.

»  General revenues total $110,736,369.33, or 79.8 percent of all revenues. Program specific revenues in the
form of charges for services, operating grants and contributions, and capital grants and contributions total
$28,062,952.46, or 20.2 percent of all revenues.

» Expenses total $138,340,401.51. Only $28,062,952.46 of these expenses was offset by program specific
revenues. Total revenues exceeded total expenses by $458,920.28.

» The fund balance of the General Fund totals $11,743,352.48 at June 30, 2011, or 15.7 petcent of total
General Fund revenues. The fund balance includes $634,436.17 of nonspendable funds, $1,574,862.56 of
restricted funds, $1,678,218.41 of assigned funds, and $7,855,835.34 of unassigned funds. The total assigned
and unassigned fund balance of the General Fund, representing the net current financial resources available
for general appropriation by the Board, was $9,534,053.75, or 12.8 percent of total General Fund revenues.

OVERVIEW OF FINANCIAL STATEMENTS

The basic financial statements consist of three components:

» Government-wide financial statements,
» TFund financial statements, and
» Notes to financial statements.

In addition to the basic financial statements, this report presents certain requited supplementary information (RSI),
which includes the MD&A, budgetary comparison schedule, schedule of funding progress for postemployment
benefits, ten-year claims development information for the North East Florida Educational Consortium (NEFEC)
Risk Management (Property/Casualty) Program, and notes to RSI.

Government-wide Financial Statements

The government-wide financial statements provide both short-term and long-term information about the District’s
overall financial condition in a manner similar to those of a private-sector business. The statements include a
statement of net assets and a statement of activities that are designed to provide consolidated financial information
about the governmental and business-type activities of the District presented on the accrual basis of accounting. The
statement of net assets provides information about the District’s financial position, its assets and liabilities, using an
economic resources measurement focus. The difference between the assets and liabilities, the net assets, is a measure
of the District’s financial health. The statement of activities presents information about the change in the District’s
net assets, the results of operations, during the fiscal year. An increase or decrease in net assets is an indication of

whether the District’s financial health is improving or deteriorating.
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The government-wide statements present the District’s activities in the following categories:

» Governmental activities — This represents most of the District’s services, including its educational programs:
basic, vocational, adult, and exceptional education. Support functions such as transportation and
administration are also included. Local property taxes and the State’s education finance program provide
most of the resources that support these activities.

» Business-type activities — The District is the fiscal agent for NEFEC, which provides various programs and
services to 15 members including the school districts of Baker, Bradford, Columbia, Dixie, Flagler, Gilchrist,
Hamilton, Lafayette, Levy, Nassau, Putnam, Suwannee, and Union counties as well as the P. K. Yonge
Developmental Research School and the Florida School for the Deaf and the Blind. NEFEC charges fees to
cover the cost of certain services it provides.

» Component unit — The District presents one separate legal entity in this report, The Children’s Reading
Center Charter School. Although a legally separate organization, the charter school is included in this report
because it meets the criteria for inclusion provided by generally accepted accounting principles. Financial
information for this component unit is reported separately from the financial information presented for the
primary government.

Fund Financial Statements

Fund financial statements are one of the components of the basic financial statements. A fund is a grouping of
related accounts that is used to maintain control over resources that have been segregated for specific activities or
objectives. The District uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements and prudent fiscal management. Certain funds are established by law while others are created by legal
agreements, such as bond covenants. Fund financial statements provide more detailed information about the
District’s financial activities, focusing on its most significant or “major” funds rather than fund types. This is in
contrast to the entitywide perspective contained in the government-wide statements. All of the District’s funds may

be classified within one of the broad categories discussed below.

Governmental Funds: Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, the governmental funds utilize a
spendable financial resources measurement focus rather than the economic resources measurement focus found in the
government-wide financial statements. The financial resources measurement focus allows the governmental fund
statements to provide information on near-term inflows and outflows of spendable resources, as well as balances of

spendable resources available at the end of the fiscal year.

The governmental fund statements provide a detailed short-term view that may be used to evaluate the District’s
near-term financing requirements. This short-term view is useful when compared to the long-term view presented as
governmental activities in the government-wide financial statements. To facilitate this comparison, both the
governmental funds balance sheet and the governmental funds statement of revenues, expenditures, and changes in

fund balances provide a reconciliation of governmental funds to governmental activities.

The governmental funds balance sheet and statement of revenues, expenditures, and changes in fund balances provide
detailed information about the District’s most significant funds. The District’s major funds are the General Fund, the
Special Revenue — Federal Economic Stimulus Fund, and the Special Revenue — Other Fund. Data from the other

governmental funds are combined into a single, aggregated presentation.

The District adopts an annual appropriated budget for its governmental funds. A budgetary comparison schedule has

been provided for the General and major Special Revenue Funds to demonstrate compliance with the budget.
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Proprietary Funds: Proprietary funds may be established to account for activities in which a fee is charged for

services. Two types of proprietary funds are maintained:

» Enterprise funds are used to report the same functions as business-type activities in the government-wide
tinancial statements. The District uses the enterprise funds to account for NEFEC programs, including the
Risk Management (Property/Casualty) and Federal Economic Stimulus, as well as other programs and
services.

» Internal service funds are used to report activities that provide goods and setvices to support the District’s
other programs and functions through user charges. The District uses such a fund to account for the Putnam
County District School Board Health Insurance Program. Since these services predominantly benefit
governmental rather than business-type functions, the internal service fund has been included within
governmental activities in the government-wide financial statements.
Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail, for those enterprise funds determined to be major. The District’s major enterprise funds are the NEFEC Risk
Management (Property/Casualty) Program, the NEFEC Federal Economic Stimulus Fund, and the NEFEC Other
Programs Fund. The internal service fund is shown in a separate column in the proprietary funds financial

Statements.

Fiduciary Funds: Fiduciary funds are used to report assets held in a trustee or fiduciary capacity for the benefit of

external parties, such as student activity funds. Fiduciary funds are not reflected in the government-wide statements
because the resources are not available to support the District’s own programs. In its fiduciary capacity, the District is

responsible for ensuring that the assets reported in these funds are used only for their intended purposes.
The District uses agency funds to account for resources held for student activities and groups.

Notes to Financial Statements

The notes provide additional information that is essential for a full understanding of the data provided in the

government-wide and fund financial statements.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of a government’s financial position. The following is a summary

of the District’s net assets as of June 30, 2011, compared to net assets as of June 30, 2010:

Current and Other Assets

Capital Assets

Total Assets

Other Liabilities

Long-Term Liabilities

Total Liabilities

Net Assets:

Invested in Capital Assets -
Net of Related Debt

Restricted

Unrestricted (Deficit)

Total Net Assets

Net Assets, End of Year

Governmental Business-Type Total
Activities Activities
6-30-11 6-30-10 6-30-11 6-30-10 6-30-11 6-30-10

$21,438,120.52 $19,362,797.17 $43,224,486.50  $43,481,675.84 $64,662,607.02 $62,844,473.01
53,684,197.19 56,670,137.07 3,004,925.40 2,937,574.72 56,689,122.59 59,607,711.79
75,122,317.71 76,032,934.24 46,229,411.90 46,419,250.56 121,351,729.61 122,452,184.80
2,943,615.34 2,429,706.13 1,467,146.26 1,811,770.22 4,410,761.60 4,241,476.35
17,599,113.14 17,472,134.81 9,760,371.55 11,616,010.60 27,359,484.69 29,088,145.41
20,542,728.48 19,901,840.94 11,227,517.81 13,427,780.82 31,770,246.29 33,329,621.76
51,070,318.44 53,380,066.92 3,004,925.40 2,937,574.72 54,075,243.84 56,317,641.64
8,456,686.49 8,869,976.30 25,743,507.91 23,243,426.03 34,200,194.40 32,113,402.33
(4,947,412.70) (6,118,949.92) 6,253,460.78 6,810,468.99 1,306,048.08 691,519.07
$54,579,592.23 $56,131,093.30 $35,001,894.09  $32,991,469.74 $89,581,486.32 $89,122,563.04

The largest portion of the District’s net assets reflects its investment in capital assets (e.g., land; buildings; furniture,

fixtures, and equipment), less any related debt still outstanding. The District uses these capital assets to provide

services to students; consequently, these assets are not available for future spending.

The restricted portion of the District’s net assets represents resources that are subject to external restrictions on how

they may be used. The unrestricted net assets may be used to meet the government’s ongoing obligations to students,

employees, and creditors.
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The key elements of the changes in the District’s net assets for the fiscal years ended June 30, 2011, and
June 30, 2010, are as follows:

Operating Results for the Fiscal Year Ended

Governmental Business-Type Total
Activities Activities
6-30-11 6-30-10 6-30-11 6-30-10 6-30-11 6-30-10
Program Revenues:
Charges for Services $ 961,365.44 $ 1,039,012.13 $20,721,894.17 $25,603,789.61 $ 21,683,259.61 $26,642,801.74
Operating Grants and Contributions 5,601,372.62 8,114,839.41 5,601,372.62 8,114,839.41
Capital Grants and Contributions 778,320.23 1,257,844.82 778,320.23 1,257,844.82
General Revenues:
Property Taxes, Levied for Operational Purposes 24,699,379.99 25,801,757.91 24,699,379.99 25,801,757.91
Property Taxes, Levied for Capital Projects 5,823,633.33 6,131,689.54 5,823,633.33 6,131,689.54
Grants and Contributions Not Restricted
to Specific Programs 70,183,374.49 64,722,394.46 8,395,959.87 6,689,908.02 78,579,334.36 71,412,302.48
Unrestricted Investment Earnings 54,797.85 256,767.84 234,764.49 396,962.28 289,562.34 653,730.12
Miscellaneous 1,344,459.31 1,615,800.81 1,344,459.31 1,615,800.81
Total Revenues 109,446,703.26 108,940,106.92 29,352,618.53 32,690,659.91 138,799,321.79 141,630,766.83
Functions/Program Expenses:
Instruction 56,853,233.96 56,247,838.16 56,853,233.96 56,247,838.16
Pupil Personnel Services 4,564,880.74 4,608,536.42 4,564,880.74 4,608,536.42
Instructional Media Services 2,861,741.22 3,041,458.43 2,861,741.22 3,041,458.43
Instruction and Curriculum Development Services 4,117,933.99 4,190,181.47 4,117,933.99 4,190,181.47
Instructional Staff Training Services 2,722,358.07 2,082,453.40 2,722,358.07 2,082,453.40
Instruction Related Technology 41,281.83 41,281.83
School Board 535,841.29 559,616.54 535,841.29 559,616.54
General Administration 1,901,786.37 1,870,803.70 1,901,786.37 1,870,803.70
School Administration 6,171,666.79 6,415,178.09 6,171,666.79 6,415,178.09
Facilities Acquisition and Construction 606,005.66 14,502.20 606,005.66 14,502.20
Fiscal Services 780,339.95 751,093.19 780,339.95 751,093.19
Food Services 6,114,575.90 6,245,806.77 6,114,575.90 6,245,806.77
Central Services 1,016,195.13 1,055,973.43 1,016,195.13 1,055,973.43
Pupil Transportation Services 5,821,387.89 5,806,747.79 5,821,387.89 5,806,747.79
Operation of Plant 7,157,582.09 7,578,016.15 7,157,582.09 7,578,016.15
Maintenance of Plant 3,326,891.13 3,465,665.69 3,326,891.13 3,465,665.69
Administrative Technology Services 526,825.03 442,109.01 526,825.03 442,109.01
Community Services 205,029.28 71,768.19 205,029.28 71,768.19
Unallocated Interest on Long-Term Debt 135,053.45 150,270.65 135,053.45 150,270.65
Unallocated Depreciation Expense 5,537,597.56 5,172,673.72 5,537,597.56 5,172,673.72
NEFEC Employee Benefits Program 81,639.20 84,274.65 81,639.20 84,274.65
NEFEC Risk Management Program 12,159,337.52 13,202,268.31 12,159,337.52 13,202,268.31
NEFEC Federal Ec