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CHAPTER 1:
GENERAL AUDIT PROCEDURES TO BE PERFORMED ANNUALLY

This chapter does not apply to nonprofit organizations EXCEPT FOR charter schools structured as nonprofit organizations, which are considered public schools and are, therefore, subject to this chapter, similar to school districts.  


A. BUDGETARY COMPLIANCE

	Legal
Ref.
	Appli-
cable
to: *
	AUDIT PROCEDURES
	Performed by and Date
	Workpaper
Index

	AU-C 315
	ALL
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a. Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b. Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	UCA
Towns:
10-5-114
Cities:
 10-6-117
Districts:
17B-1-613
Counties:
17-36-36
LEAs:
 53A-19-104
	ALL
	2. Examine the entity’s records and financial reports and determine that the total expenditures by fund did not exceed the amounts appropriated in the final adopted budget. (Note:  Although various statutes prohibit entities from exceeding budget on a department level, testwork on the fund level is considered adequate.  However, if the auditor notes significant budget overages on a department level, this should be reported).   
EXCEPTION:  For entities with fiscal years ending June 30, 2014, if the entity has not been previously measuring services provided, the auditor is not required to report budget overages that occurred due to the recording of the type of interfund transfers described in section F, step 2 of this Chapter. However, the auditor is required to report noncompliance for all fiscal years thereafter.
	
	

	UCA
Cities:
10-6-147, 10-6-148
Districts:
17B-1-638
Counties:
17-36-36
LEAs:
 53A-19-108
	ALL
	3. Determine that appropriate financial reports are prepared monthly or quarterly as required, and reviewed by the governing body.  Select one month or one quarterly financial report, as applicable, and determine that it reconciles to the general ledger (revenues/expenditures) in total by fund.
· 1st & 2nd class cities, districts, and counties should prepare reports at least quarterly.
· 3rd – 5th class cities and LEA’s should prepare reports monthly.
· Towns should, as a good business practice, prepare reports at least quarterly; however, there is no specific requirement related to towns in statute.
The auditor should consider the size of the entity when determining if the reports provided to the governing board are appropriate.  For example, small entities with limited separation of duties may need to provide their board detailed transactions for review and approval, while for larger entities reporting by account or department level may be adequate.  
The reports should be detailed enough for the governing board to make adequate decisions regarding financial matters and should include all funds unless the fund is inactive (which the auditor should verify).  County financial reports should include additional specific information – see UCA 17-36-36.  
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
	Performed by
and Date
	Workpaper
Index

	
	
	





B. FUND BALANCE

	Legal
Ref.
	Appli-
cable
to: *
	AUDIT PROCEDURES
	Performed by and Date
	Workpaper
Index

	AU-C 315
	ALL, except charter schools
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a.	Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b.	Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	UCA
Cities:
10-6-116
Towns: 10-5-115
Districts: 17B-1-613
LEA’s:
 53A-19-104
	ALL, except charter schools
	2. Determine that the entity maintained a positive fund balance for all funds at year end. 
	
	

	UCA
17-36-16
	C
	3. Counties:  Determine that the entity's unrestricted (committed, assigned, and unassigned) general fund balance did not exceed an amount equal to the greater of: 
a. the estimated total revenue from property taxes for the current fiscal period, or 
b. for a county with a taxable value of $750 million or more and a population of 100,000 or more, 20% of the total revenues of the general fund for the current fiscal period; or for any other county, 50% of the total revenues of the general fund for the current fiscal period and the estimated total revenues from property taxes for the current fiscal period.  
	
	

	UCA
Cities:
10-6-116-(2)
Towns:
10-5-113-(2)
	M
	4. Municipalities:  Determine that the entity's unrestricted (committed, assigned, and unassigned) general fund balance did not exceed 25% for cities or 75% for towns of the total revenue of the general fund for the fiscal year under audit. 

	
	

	UCA
17B-1-612
	D
	5. Special and Local Service Districts:  Determine that the maximum unrestricted (committed, assigned, and unassigned) general fund balance is restricted to the greater of:  
a. 100% of the current year’s property tax; or 
b. 25% of the total general fund revenues, if the annual general fund budget is greater than $100,000; or
c. 50% of the total general fund revenues, if the annual general fund budget is equal to or less than $100,000. 
	
	

	UCA
53A-19-103
	LEAs, except charter schools
	6. School Districts (excluding charter schools):  Determine that the undistributed reserve does not exceed 5% of the maintenance and operation expenditure budget.  An undistributed reserve consists of funds set aside for unexpected and unspecified contingencies and should be part of the committed fund balances.  (Note that for the amount to be classified as committed, the school board must commit the funds by resolution.)  The reserve should not be used in negotiation or settlement of contract salaries for district employees.
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
	Performed by
and Date
	Workpaper
Index

	
	
	




C. JUSTICE COURTS

Information Contacts:  	Heather Mackenzie-Campbell, Audit Manager, Administrative Office of the Courts, (801) 578-3889
	Diane Williams, Internal Auditor, Administrative Office of the Courts, (801) 578-3985
	

	Legal
Ref.
	Appli-
cable
to: *
	AUDIT PROCEDURES
	Performed by and Date
	Workpaper
Index

	AU-C 315
	M, C
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a.	Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b.	Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	
	M, C
	2. Obtain a sufficient understanding of the separation of duties over cash receipting functions at the Justice Court.  If authorization, custody of assets, and record keeping duties are not separated (limited staff) and no compensating review is performed by an individual without access to monies collected, complete Procedures 3 through 7 below.
	
	

	
	M, C
	3. Select a sample of cases with a full or partial payment receipted during the audit period and determine that the disposition of the fines, fees, and forfeitures were in compliance with the applicable laws (see Chapter 1 Appendix 1-1, Disposition of Justice Court Fines, Fees, and Forfeitures).
	
	

	See Chapter 1 Appendix 1-1
	M, C
	4. Credits: Select a sample of credits issued (CORIS credit detail report) during the audit period.  Verify that each credit was authorized by the bail schedule (as specified in the Uniform Fine/Bail Forfeiture Schedule) or ordered by the judge (as specified in the judicial order or a general court order).  In addition, review the documented proof of compliance, e.g. completion of community service, completion of alcohol treatment, proof of valid registration, proof of repair of faulty equipment or other judicially specified reason attached to the citation, stored in the case file or scanning system, or filed with the daily accounting records.  

Note:   The Uniform Fine/Bail Forfeiture Schedule is located at:  
http://www.utcourts.gov/resources/rules/ucja/append/c_fineba/finebail_schedule.pdf
	
	

	See Chapter 1 Appendix 1-1
	M, C
	5. A/R Adjustments: Select a sample of accounts receivable (a/r) adjustments (CORIS adjustments to a/r) during the audit period.

Verify each a/r adjustment was entered to correct a clerical error when setting up the amount or the amount is no longer due (dismissed offense based on proof specified in the Uniform Fine/Bail Forfeiture Schedule or dismissed by judge in a judicial order).  
	
	

	See Chapter 1 Appendix 1-1
	M, C
	6. Dismissed Offenses/Amounts: Select a sample of dismissed offenses that clerks are authorized to dismiss as specified in the Uniform Fine/Bail Forfeiture Schedule (CORIS charge disposition report) during the audit period. 

Verify that each dismissed offense is appropriate.  Review the documented proof provided to the clerk (proof of insurance, proof of drivers license in effect at time of offense, etc. as specified in the bail schedule).  The proof of documentation is attached to the citation, stored in the case file or scanning system, or filed with the daily accounting records.  Verify that an appropriate reason or explanation was provided in each case.

All other dismissed offenses not specified in the Uniform Fine/Bail Forfeiture Schedule and CJA Rule 4-704 must be dismissed by written judicial order.  Verify that an appropriate reason or explanation was provided in each case.
	
	

	See Chapter 1 Appendix 1-1
	M, C
	7. Voided Receipts: Select a sample of transaction reversals (CORIS transaction reversals report) during the audit period. 

Verify that each transaction reversal (void) was initiated by the cashier and approved by a second clerk/employee to compensate for separation of duties weaknesses.  Select any reversals initiated and approved by the same clerk/employee with a focus on cash transactions and review for propriety.  If a cash receipt, verify the re-receipt.  If a cash payment was receipted, then voided at a much later time/date, review for propriety.  
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
	Performed by
and Date
	Workpaper
Index

	
	
	






D. TRANSIENT ROOM TAX AND TOURISM, RECREATION, CULTURE, CONVENTION,
AND AIRPORT FACILITIES TAX

UCA 17-31-5.5 states that each county “shall annually engage an independent auditor to perform an audit to verify that transient room tax funds are used only as authorized . . . and to report the findings of the audit to the county legislative body.”

	Legal
Ref.
	Appli-
cable
to: *
	AUDIT PROCEDURES
	Performed by and Date
	Workpaper
Index

	AU-C 315
	C
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a. Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b. Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	UCA
59-12-301
and
17-31-5.5(3)
	C
	2. Obtain from the county a schedule detailing the amount of (1) transient room tax and (2) tourism, recreation, culture, convention, and airport facilities tax collected by the county during the fiscal year.  Per statute, the schedule must contain the following categories:

TRANSIENT ROOM TAX
1. Establishing and promoting:
a. Recreation
b. Tourism
c. Film production
d. Conventions
2. Acquiring, leasing, constructing, furnishing, or operating:
a. Convention meeting rooms
b. Exhibit halls
c. Visitor information centers
d. Museums
e. Related facilities
3. Acquiring or leasing land required for or related to:
a. Convention meeting rooms
b. Exhibit halls
c. Visitor information centers
d. Museums
e. Related facilities
4. Mitigation costs
5. Payment of principal, interest, premiums, and reserves on bonds

TOURISM, RECREATION, CULTURE, CONVENTION, AND AIRPORT FACILITIES TAXES
1. Financing tourism promotion
2. Development, operation, and maintenance of:
a. Airport facilities
b. Convention facilities
c. Cultural facilities
d. Recreation facilities
e. Tourist facilities
3. Pledges as security for evidence of indebtedness	
	
	

	UCA
17-31-5.5
	C
	3. Determine that the breakdown of expenditures into categories on the schedule prepared by the county was proper and accurate and the schedule agrees to the underlying accounting records.
	
	

	UCA
17-31-2 (1),(2) & (3)
	C
	4. Select a representative sample of expenditures made from transient room taxes and determine whether the expenditures were made only for purposes and in the proportions authorized by law, as follows:

a. A county may use up to 100 percent of the tax to establish, finance, and promote recreation, tourism, film production and conventions.

b. A county may not expend more than 1/3 of the revenues generated by the transient room tax for any combination of the following purposes:

1) Acquiring, leasing, constructing, furnishing, maintaining, or operating convention meeting rooms, exhibit halls, visitor information centers, museums, sports and recreation facilities (including practice fields, stadiums, and arenas), and related facilities; and acquiring land, leasing land, or making payments for construction or infrastructure improvements;
2) As required to mitigate the impacts of recreation, tourism, or conventions in counties of the fourth, fifth, or sixth class, to pay for solid waste disposal operations, emergency medical services, search and rescue activities, and law enforcement activities;
3) To make the annual payment of principle, interest, premiums, and necessary reserves for bonds related to the activities listed in 1) and 2) above.

(Note:  If, on or after October 1, 2006, a county imposes a transit room tax or increases the rate of the tax in accordance with UCA 59-12-301 at a rate that exceeds 3%, the county may expend revenues generated by the portion of the rate that exceeds 3% for any purpose described above and is not subject to any limits on the amount of revenues that may be expended for those purposes.)
	
	

	UCA
17-31-5.5
and
59-12-603
	C
	5. Select a representative sample of expenditures made from tourism, recreation, culture, convention, and airport facilities taxes and determine whether the expenditures were made only for purposes and in the proportions authorized by law, as follows:

a. For financing tourism promotion

b. For the development, operation, and maintenance of:
1) an airport facility; 
2) a convention facility;
3) a cultural facility;
4) a recreation facility; or
5) a tourist facility.

c. A county of the first class shall expend at least $450,000 of the tax revenues each year to fund a marketing and ticketing system designed to 1) promote tourism in ski areas within the county by persons that do not reside within the state, and 2) combine the sale of ski lift tickets, and accommodations and services.

d. To pledge as security for bonds, notes, or other evidences of indebtedness incurred to finance an airport facility, a convention facility, a cultural facility, a recreation facility, or a tourist facility.
	
	

	UCA
17-31-3
	C
	6. Transit Room Tax:  If the collections exceeded the expenditures during the fiscal year, determine that the remainder was reserved and retained in a separate fund and did not revert to the general fund.
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
	Performed by
and Date
	Workpaper
Index

	
	
	







E. UTAH RETIREMENT SYSTEMS

The procedures in this section should be performed if the governmental entity participates in any of the following systems of the Utah Retirement Systems (URS) or if the employer is paying the member contribution or a portion of it into the system: 
· Noncontributory Retirement System
· Contributory Retirement System
· Public Safety Retirement System
· Firefighters’ Retirement System
· Tier 2 Public Employees Contributory Retirement System
· Tier 2 Public Safety and Firefighters Contributory Retirement System

This testwork is performed to support the annual financial statement audit of URS.  Any errors or noncompliance noted should also be reported to the URS Director of Finance, Kim Kellersburger, at Kim.Kellersberger@urs.org

	Legal
Ref.
	Appli-
cable
to: *
	AUDIT PROCEDURES
	Performed by and Date
	Workpaper
Index

	AU-C 315
	ALL
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a.	Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b.	Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	UCA 
49-11-801,
also
 IRS Rev. Rul. 2006-43
	ALL 
	2. Verify that there is documentation authorizing employer “pick-up.”  The documentation includes a “formal” action in writing (e.g. minutes of a meeting, a resolution, or ordinance) adopted by persons authorized to amend the governing laws and effective for the period under audit.
	
	

	See Suggested Audit Procedures
	ALL 
	3. Select a sample of newly hired employees from the payroll register and determine that eligible employees were immediately and accurately enrolled in the Utah Retirement Systems unless the employee qualifies to be exempt from retirement coverage.  

Eligibility rules vary by retirement system:  
· Tier 1 Public Employees Noncontributory Retirement System (Utah code 49-13-201)
· Tier 1 Public Employees Contributory Retirement System (Utah code 49-12-201)
· Tier 1 Public Safety Noncontributory Retirement System (Utah code 49-15-201)
· Tier 1 Public Safety Contributory Retirement System (Utah code 49-14-201)
· Tier 1 Firefighters Retirement System (Utah code 49-16-201)
· Tier 2 Public Employees Contributory Retirement System (Utah code 49-22-201)
· Tier 2 Public Safety and Firefighter Contributory Retirement System (Utah code 49-23-201)
	
	

	
	ALL, except charter schools organized as nonprofits 
	4. Select a sample of employees on leave of absence and determine that the employer maintained accurate records relating to leave of absence and notified the retirement office of the beginning and ending dates of leave.  
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
	Performed by
and Date
	Workpaper
Index

	
	
	





F. ENTERPRISE FUND TRANSFERS, REIMBURSEMENTS, LOANS, AND SERVICES

Background
The treatment of enterprise fund transfers, reimbursements, loans, and services is subject to the following two provisions: (1) Utah Code and (2) Accounting standards.  Therefore, requirements not specifically stated in Utah Code but required by accounting standards must be followed.
Unlike a private business, which is accounted for as a single entity and has an accounting system designed to measure profitability, governmental accounting systems are designed to measure accountability.  To measure accountability, a governmental unit is accounted for through several separate funds.  A fund is defined as a fiscal and accounting entity with a self-balancing set of accounts, segregated for the purpose of carrying on specific activities for attaining certain objectives in accordance with regulations, restrictions, or limitations.  Therefore, a governmental unit is a combination of several distinctly different fiscal and accounting entities, each having a separate set of accounts and functioning independently. (GASB Codification 1300.101)
An enterprise fund is a separate distinct fiscal entity designed to account for the restricted activity of the fund.  The restriction imposed on enterprise fund proceeds is created through an implied agreement with rate payers when the government imposes a fee.  The implied agreement is that the government will use the fee for enterprise fund activities and nothing else.
This guide focuses on state compliance issues and generally does not include audit steps regarding appropriate accounting treatment.  However, when concerns are raised about the appropriate accounting treatment for certain transactions, the OSA will include the treatment in this guide.  The auditor should consider this guidance when conducting their audit.
Accounting Treatment 
In order to complete accounting entries for interfund transfers, reimbursements, loans, or services, the amount/value of the goods or services provided to another fund must be determined.  The value of the services provided by a utility enterprise fund to another fund should be estimated or calculated at the same rate as other similar customers of the utility.  Conversely, the amount of services provided by the general fund to oversee the utility enterprise funds (HR functions, accounting, legal, etc.), should also be based on reasonable estimates/allocations of those costs.  Both the costs of the services provided by the utility enterprise fund to other funds as well as the overhead type costs incurred to oversee the utility enterprise fund should be recorded, even if cash was not exchanged between funds.
Nonreciprocal interfund activity is the internal counterpart to nonexchange transactions and includes interfund transfers and interfund reimbursements. (GASB Codification 1800.102)
· Interfund transfers – flows of assets (such as cash, goods or services) without equivalent flows of assets in return and without a requirement for repayment.  For example, these transfers include water, electricity, or garbage services provided by a utility enterprise fund for general government fund activities without payment of cash or a requirement for payment by the utility enterprise fund.  
General Fund
Utility Expense	$xx,xxx
        Other Financing Sources Transfer		$xx,xxx
Enterprise Fund
Other Nonoperating Transfer Out	$xx,xxx
        Charges for Services		$xx,xxx

· Interfund transfers examples also include transfers of cash from a utility enterprise fund to the general fund or other funds for activities unrelated to the utility enterprise fund.  Sometimes these transfers are referred to as subsidy transfers.

General Fund
Cash	$xx,xxx
        Other Financing Sources Transfer		$xx,xxx
Enterprise Fund
Other Non-Operating Transfer Out	$xx,xxx
        Cash		$xx,xxx
· Interfund reimbursements – repayments from the funds responsible for particular expenditures or expenses to the funds that initially paid for them.  For example, the general fund may provide accounting, payroll, or human resource services to an enterprise fund for which the enterprise fund reimburses the general fund.  In these instances, cash is actually transferred between funds or is required to be paid.    Note that for interfund reimbursements, neither fund recognizes revenue.  
General Fund
Cash or Due from Other Funds – Enterprise Fund	$xx,xxx
        Expenditure		$xx,xxx
Enterprise Fund
Expense	$xx,xxx
        Cash or Due to Other Funds – General Fund		$xx,xxx
Reciprocal interfund activity is the internal counterpart to exchange and exchange-like transactions and includes interfund loans and interfund services provided and used (GASB Codification 1800.102.a).
· Interfund services provided and used – sales and purchases of goods and services between funds for a price approximating their external exchange value-- cash is actually transferred between funds or is required to be paid for the services or goods provided.  Interfund services provided and used should be reported as revenues in seller funds and expenditures or expenses in purchaser funds.  For example, the enterprise fund may provide water, electricity, or garbage services for city offices or parks accounted for in the general fund.
General Fund
Utility Expense	$xx,xxx
        Cash or Due to Enterprise fund		$xx,xxx
Enterprise Fund
Cash or Due from General Fund	$xx,xxx
        Charges for Services		$xx,xxx

· Interfund loans – amounts provided with a requirement for repayment.  Interfund loans should be reported as interfund receivables in lender funds and interfund payables in borrower funds.
Materiality
All accounting standards are subject to the principle of materiality.  Therefore, if a government determines that amounts related to financial reporting requirements are not material, then the requirement is not applicable.  However, the determination of materiality must be based upon an evaluation/estimate of relevant factors.  A simple guess or “gut feeling” is not a sufficient evaluation.


	Legal
Ref.
	Appli-
cable
to: *
	AUDIT PROCEDURES
	Performed by and Date
	Workpaper
Index

	AU-C 315
	C, M, D
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a.	Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b.	Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	GASB Codification 1800.102
	C, M, D
	2. Interfund Transfers – For services provided by the utility enterprise fund (water, electricity, etc.) to other funds where cash was not exchanged for payment of those services:
a. Determine that the entity used a reasonable calculation or estimation to determine the amount of the services provided.  The rates used should be the same rates charged to similar customers of the utility.
b. If the amount was material, determine that the entity properly recorded the amount of the services provided as an interfund transfer.  
	
	

	UCA
Towns:
10-5-107
Cities:
10-6-135
Districts:
17B-1-629
Counties:
17-36-32
	C, M, D
	3. Interfund Transfers and Subsidy Transfers – Public Notice and Hearing Requirements
a. For counties and districts:  Determine whether the entity included any interfund transfers or subsidy transfers in an original budget or in a subsequent budget amendment approved by the governing body for the fiscal year under audit.  If the entity did not, proceed to step b.
For municipality interfund transfers or subsidy transfers made before May 13, 2014:  Determine whether the entity included any interfund transfers or subsidy transfers in an original budget or in a subsequent budget amendment approved by the governing body for the fiscal year under audit.  If the entity did not, proceed to step b.
For municipality interfund transfers or subsidy transfers made on or after May 13, 2014, proceed to step b:
b. For the applicable entities noted in a. above, determine that the governing body held a public hearing and provided written notice of the:
· Date, time, and place of hearing.
· Purpose of the hearing.
· The enterprise fund from which the cash or goods would be transferred.
· The fund to which the cash or goods would be transferred.
· The amount/value of cash or goods transferred. (When determining the amount/value of cash or goods the enterprise fund is transferring to the general fund the amount should be calculated at the same rate charged to other customers of the utility.) 
Determine that the notice was:
· Mailed to each enterprise fund customer. 
· Distributed at least seven days before the hearing.
· A separate notification from the customers’ utility bill.
EXCEPTION:  For entities with fiscal years ending June 30, 2014, if the entity has not been previously measuring services provided, the auditor is not required to report on noncompliance with the above notice requirements for the type of interfund transfers described in procedure 2 above.  However, the auditor is required to report noncompliance for the fiscal years thereafter.
	
	

	UCA
Towns:
10-5-114
Cities:
10-6-117
Districts:
17B-1-638
Counties:
17-36-36
	C, M, D
	4. Interfund Reimbursements

Determine that:
a. The reimbursements were included in the original budget or in subsequent budget amendments of the enterprise fund.
b. For services the general fund provides to the enterprise fund, the reimbursement amount is based on a reasonable methodology.
	
	

	GASB Codification 1800.102
	C, M, D
	5. Interfund Services Provided
Determine that services provided by the enterprise fund to the general fund or other funds, are charged at the same rate charged to other customers of the utility and that the accounting treatment is proper.
	
	

	UCA
Towns:
10-5-120
Cities:
10-6-132
Districts:
17B-1-626
Counties: 17-36-30

	C, M, D
	6. Interfund Loans – For utility enterprise funds loaned to another fund: 
For loans issued before May 13, 2014:
a. Determine that rates and repayment terms have been established.
b. Determine that payments are being made according to established terms.
c. [bookmark: _GoBack]Determine that the loan is properly reflected in the fund financial statements as: (1) a reduction in cash in the enterprise fund and an increase in cash in the fund the cash is being loaned to, and (2) an interfund loan receivable in the enterprise fund and an interfund loan payable in the fund receiving the cash.  
If repayment is not expected within a reasonable period of time, the transfer of funds is not considered a loan, but instead should be recorded as an interfund subsidy transfer.  

For loans issued on or after May 13, 2014:
[Note – not applicable to loans from the general fund to any other fund or short-term advances from a cash and investment pool to individual funds that are repaid by the end of the fiscal year.]
a. Determine that the loan was in writing and contained the following terms and conditions:
· Effective date of the loan.
· Name of the fund loaning the money. 
· Name of the fund receiving the money.
· Amount of the loan.
· Term of and repayment schedule of the loan (not to exceed 10 years).
· Interest rate of the loan (if less than one year, the interest rate cannot be less than the rate offered by the PTIF, if greater than one year the rate cannot be less than the greater of the PTIF rate or the rate of a US Treasury not of a comparable term).
· Method of calculating interest applicable to the loan.
· Procedures for applying interest and paying interest.
b. Determine that the governing body held a public hearing and provided written notice within at least 7 days of the hearing regarding the:
· Date, time, and place of the hearing,
· Purpose of the hearing, and
· The proposed terms and conditions of the interfund loan.
Notice and hearing requirements outlined in b. above are satisfied if the loan is included in an original or subsequently amended budget.
c. Determine that the governing body authorized the loan by ordinance or resolution at a public meeting.
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
	Performed by
and Date
	Workpaper
Index

	
	
	




G. LOCALLY GENERATED TAXES
	
The objective of this testwork is to ensure property tax and related fee revenue are correctly levied, recognized in the proper year, and allocated to the appropriate school district fund.  The testwork also ensures that property tax and related fee revenue are expended as allowed by state law.  

Information contact:  Cathy Dudley, Utah State Office of Education School Finance, 801-538-7667

TYPES OF FUNDS COLLECTED:

Property Taxes – “Current Taxes” – Property taxes are determined by applying a levy or tax rate to the taxable value of real and personal property within a school district (district).  The county in which the district resides collects and distributes the tax to the district.  Receipts of property taxes should be allocated to each assigned district fund based on current-year property tax rates.  See “Types and Allocation of Tax Levies” table below for more detail.

Tax Sales and Redemptions – “Delinquent Taxes” – Tax sales and redemptions and related penalties and interest are collections of delinquent real property taxes.  Although these collections can be allocated to the district’s funds using the rates that were in effect when the tax was originally levied, tax sales and redemptions received by the district are normally allocated to each assigned district fund based on current-year tax rates (similar to how current taxes are allocated).

Fees-in-Lieu of Taxes and Other Tax-Related Revenues.  Motor vehicle fees and other tax-related items are distributed by counties to taxing entities within the county in the same proportion in which revenue collected from property taxes are distributed.  Collections of fees and other tax-related items should be allocated to each assigned district fund based on current-year tax rates (similar to how current taxes are allocated).



TYPES AND ALLOCATION OF TAX LEVIES:

Districts can levy taxes based on different available tax rates.  All districts must levy the basic rate in order to qualify for receipt of the state contribution toward the basic program.  Receipts of property taxes should be allocated to each assigned district fund based on current-year property tax rates.

	Available Tax Levy
	Required vs. Optional
	Ceiling Rate
	District Fund to Which Funds s/b Allocated
	Allowable Expenditures
	Utah Code Reference

	Basic – the local-state shared portion 
	Required
	0.001535 (Minimum)
	General Fund
	Unrestricted – To be used for each district’s operation and maintenance of schools.
	53A-17a-135; 
59-2-902, 905, 906 & 924

	Voted Local – State and local funds received by a district under the Voted Local Program
	Optional
	0.002
	General Fund
	Unrestricted – May be budgeted and expended with the general fund as authorized by the local school board.
	53A-17a-133; 59-2-904

	Board Local – State and local funds received by a district under the Board Local Program
	Optional
	.0004, 0.0018, 0.0025
	General Fund
	Unrestricted – May be budgeted and expended with the general fund as authorized by the local school board.
	53A-17a-134 & 164; 59-2-904

	Capital Local
	Optional
(except for school districts in a first-class county who must impose a Capital Local levy of at least .0006)
	0.003
	Capital Projects Fund
	Restricted – Used for capital outlay and debt service.  A portion of this levy may be used for Capital Operation and Maintenance.  Subject to enrollment (0.0024 < 2,500, or 0.0002 > 2,500 enrolled).
	53A-16-113 &
53A-16-107 


	Debt Service  
	Required
 if General Obligation Bonds outstanding
	Voter approval
	Debt Service Fund
	Levied by the district in order to issue and sell general obligation bonds used to finance its building program.  The tax levy must derive at least its General Obligation bond principal and interest debt payment annually less debt service fund balance.
	11-14-310; 
53A-17a-145

	Judgment Recovery  
	Optional
	Varies by Judgment
	Each fund based on related levies
	These revenues are to fund a property tax judgment (plus interest) against the district as a result of a successful appeal of over-collection of property tax.
	59-2-918.5, 924(3)(f), 1328 & 1330
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	AU-C 315
	LEAs, except charter schools
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the applicable compliance requirements, which should include the following:
	
	

	
	
	a.	Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b.	Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	See table above
	LEAs, except charter schools
	2. TAX LEVIES – Verify that all levies on property tax and related fee revenues were approved and certified by the State Tax Commission and were correctly levied as follows:  

NOTE:  A taxing entity may impose a tax rate in excess of the maximum levy permitted by law if the rate generates revenues that are less than the revenues that would be generated under the certified tax rate [UCA 59-2-914(3)].

a. Basic – (This levy is required) Ensure that the district levied the required basic rate of .001535 by confirmation with the county treasurer or the Utah State Tax Commission Certified Tax Rate web site found at:  http://www.taxrates.utah.gov

NOTE:  UCA 53A-17a-135(1)(a), (b) and (c) provide that the State Tax Commission will certify and adjust the basic rate on or before June 22.
	
	

	See table above
	LEAs, except charter schools
	b. Voted Local or Board Local – (These levies are optional)
Ceiling rate of 0.002000 for Voted Local or 0.0018 or 0.0025 for Board Local. 

NOTE:  The amount of state aid guarantee money to which a district would be otherwise entitled under the Voted/Board Local Levy programs may not be reduced as a consequence of changes in the certified tax rate pursuant to changes in property valuation. This applies for a period of five years following any such change in the certified tax rate [UCA 53A-17a-133 and 53A-17a-134(2)(c)(i)(ii)].
	
	

	See table above
	LEAs, except charter schools
	c. Capital Local – (This levy is optional except for school districts in a first-class county who must impose a Capital Local levy of at least 0.0006)  Ceiling rate of 0.003000.  

NOTE:  Districts levying less than the base tax effort rate shall receive proportional funding under the Capital Outlay Foundation program based on the percentage of that base tax effort rate, which means the average of the highest combined capital levy rate; and the average combined capital levy rate for the districts statewide.   Districts are required, regardless of any limitations which may otherwise exist on the amount of taxes which the district may levy, to provide for the levy and collection annually of ad valorem taxes without limitation as to rate or amount on all taxable property in the district fully sufficient to fund general obligation indebtedness.
	
	

	See table above
	LEAs, except charter schools
	d. Debt Service – (This levy is required if General Obligation Bonds oustanding)   If a district elected to issue and sell general obligation bonds to finance its building program, ensure that the district levied a debt service tax (which has no ceiling and is approved by voters) that will derive at least its general obligation bond principal and interest debt payment annually less debt service fund balance.
	
	

	See table above
	LEAs, except charter schools
	e. Judgment Recovery Levy – (This levy is optional)  Check the following website for any judgments involving the school district: http://propertytax.utah.gov/centrally-assessed-properties/appeals/recently-resolved-appeals

Each judgment must be greater than or equal to the lesser of $5,000 or 2.5% of the total ad valorem property taxes collected by the taxing entity in the previous fiscal year, it must be final and unappealable, and it must have been issued no more than 14 months prior to July 22 of the year in which the judgment levy is imposed. 

Determine if the district met all the truth-in-taxation requirements for the levy (see UCA 59-2-918.5 and Tax Commission Rule R884-24P-57). 

Determine that the judgment levy was established at a rate sufficient to generate only the revenue required to satisfy the known unpaid judgments and that the district included the basic tax rate when computing the judgment levy certified tax rate. (Revenue generated from the judgment levy includes current taxes and an appropriate allocation of tax-related revenue items, i.e., redemptions, motor vehicle fees, etc.)  Ensure that the ad valorem property tax revenue generated by the judgment levy was not part of the consideration in establishing the taxing entity’s aggregate certified tax rate.

NOTE:  Senate Bill 84 of the 2000 General Session clarified eligibility requirements for the imposition of a judgment levy. An eligible judgment is a final order or judgment under UCA 59-2-1328 or UCA 59-2-1330 that became final and unappealable no more than 14 months prior to July 22nd of each year and for which the taxing entity’s share of the judgment is greater than or equal to the lesser of $5,000 or 2 ½ percent of the total ad valorem property taxes collected by the taxing entity in the previous fiscal year. Because each year stands on its own, judgment levies are not considered part of the total certified tax rate; the effective judgment levy certified tax rate is considered to be zero each year and taxing entities must go through the hearing and notice requirements of UCA 59-2-918.5 each year. If a judgment levy is imposed, all refunds and interest ordered must be paid no later than December 31 of the year in which the judgment levy is imposed [UCA 59-2-1328 (3)].  Beginning with tax year 2010, or fiscal year ending June 30, 2011, districts must include the basic tax rate when computing the judgment levy certified tax rate.  Judgment levies need to be allocated to all property taxes for the year and should show in individual fund sections.  
	
	

	See table above
	LEAs, except charter schools
	3. ALLOCATION – 

a. Verify that collections of current property taxes, tax sales and redemptions, and fees in lieu of taxes and other tax-related items were allocated to each assigned district fund based on the fund’s prorated share of the total tax levy. 

	LEVY
	ASSIGNED FUND

	Basic
	General Fund

	Voted Local
	General Fund

	Board Local
	General Fund

	Capital Local *
	Capital Projects Fund

	Debt Service
	Debt Service Fund

	Judgment Recovery
	Each fund based on related levies



*	Collections from the 0.0006 Capital Local levy imposed by school districts are distributed by the county to the districts within the county based on student fall enrollment counts and growth.  Although the source of the allocation is from a capital local levy, this levy should be accounted for separately rather than with the other levies.  Thus, the enrollment allocation from the county would be excluded from the property tax revenue allocations.  The funding, however, is restricted for capital outlay.

If the district imposed a Capital Local levy exceeding the 0.0006 rate, ensure the county distributed the revenue generated from the portion of the levy in excess of 0.0006 rate to the district in the same manner as it distributes the revenue generated for the other levies.
	
	

	
	LEAs, except charter schools
	b. Interest Earnings on Taxes Held by the County – Verify that any significant amount of interest earned on tax balances held by the county were allocated to each assigned district fund in proportion to how current property taxes were allocated.  Also verify that such earnings were reported as interest earnings rather than as property tax revenue.
	
	

	
	LEAs, except charter schools
	c. Interest Earnings on Cash and Investments – Review the allocation of earnings on cash and investment balances in each fund to determine if they were reasonable and if they were recorded in the fund that earned the revenue.  Average cash and investment balances in each fund can be used as a base for the allocation.

When cash and investment balances of funds are pooled and invested by the district, the earnings on the pooled assets should be allocated to the funds based on the average balance of each participating fund.  Accordingly, the use of investment earnings in each fund is restricted to the purposes of the fund.  For example, investment earnings recorded in the debt service fund are restricted to payment of general obligation bond principal and interest.
	
	

	See table above
	LEAs, except charter schools
	4. ALLOWABILITY – 

a. Basic, Voted Local, and Board Local – Verify that these funds were used for the purposes authorized by the school board for any educational program in the general fund.  Note:  Portions of these levies may be used for matching requirements for the State Reading Improvement and State Guarantee on Transportation Levy programs (see testwork in Chapter 3, Section A).  
	



	

	See table above
	LEAs, except charter schools
	a. Debt Service – Verify that these funds have been used only to pay general obligation debt service principal and interest along with paying agent fees and refunding costs.  If the proceeds of this levy exceeded the expenses of this fund, ensure the excess remains in the fund and is available for future debt service.

Determine that no amounts from this levy were transferred except to the capital projects fund and only if the general obligation bond debt was fully retired during the year.
	
	

	See table above
	LEAs, except charter schools
	b. Capital Local – Verify these funds were used only for capital outlay (defined as items that are capital in nature such as land, buildings, improvements, equipment, and other capital assets) and debt service and maintenance projects, with exceptions as noted below.

In the 2011 General Legislative Session, the law was changed to allow a local school board with an enrollment of 2,500 or more to utilize the proceeds of a maximum of 0.0002 per dollar of taxable value of the local school board’s annual capital outlay levy for the maintenance of school facilities in the district.  

Maintenance of Effort:  A district that uses the .0002 tax rate option shall 1) maintain the same level of expenditure for maintenance in the current year as it did in the preceding year, plus the annual average percentage increase applied to the general fund budget for the current year, and 2) identify the expenditure of capital outlay funds for the expansion of a maintenance program by a project number to ensure that the funds are expended in the manner intended in accordance with UCA 53A-16-107(2).

A local school board of a district with an enrollment of fewer than 2,500 students may use the proceeds of the local school board’s capital outlay for expenditures made within the accounting function classification 2600, Operation and Maintenance of Plant Services, of the Financial Accounting for Local and State School Systems guidelines developed by the National Center for Education Statistics, excluding expenditures for mobile phone service and vehicle operation and maintenance.  In either case, the local school board shall notify the public of the local school board’s use of the capital outlay levy proceeds for general fund purposes prior to the board’s budget hearing and at a budget hearing.
	
	

	See table above
	LEAs, except charter schools
	c. Judgment Recovery – Determine that these revenues were used only to fund property tax judgments (plus interest) against the district that were the result of successful appeals of over-collection of property tax.
	
	

	
	LEAs, except charter schools
	d. Other Matters – Prior to fiscal year 2012-13, thirteen property tax rates were available to districts.  Determine that any unspent property tax revenue remaining from these levies at June 30, 2014 was used for the original purpose for which the revenue was collected.
	
	

	
	


LEAs, except charter schools
	5. FINANCIAL REPORTING – 

a. Interfund Borrowings – Interfund borrowings of restricted resources are prohibited.  When interfund borrowing occurs from unrestricted resources, ensure reasonable interest is charged to the borrowing fund.
	
	

	
	LEAs, except charter schools
	b. Adjustments to Tax Revenue – Review any adjustments to property tax revenue in each fund for allowability.  Two adjustments can affect tax revenue. 
 
1) Per UCA 53A-1a-513, a district’s contribution to local replacement funds for charter schools can be recorded as an adjustment to one or more of the following revenue sources:

· Unrestricted revenues
· Listed tax levies (voted local, board local, and capital local)

The debt service and basic levies are excluded from the list of available revenue sources.

2) Eligible tax judgments (plus interest) are paid by the district from property tax revenue; tax judgments are adjustments to property tax revenue in the period the judgments are paid.
	
	

	
	LEAs, except charter schools
	c. Revenue Recognition of Taxes – Ensure property tax and related fee revenue is recognized in the proper year.  Governmental funds recognize property tax revenue when it is received from the county with the following modifications:

· Counties normally disburse collected taxes to taxing entities by the tenth day of the following month.  Accordingly, taxes received during July and August (depending upon the timeframe within which the entity defines as available) would be recognized in the preceding fiscal year (or in the period when the county collects them).

· Some property owners prepay taxes that are due November 30; prepaid taxes are to be deferred and recognized in the year for which the taxes are levied.  Accordingly, receipts of “current” taxes from January to July are recorded as revenue in the subsequent fiscal year.
	
	

	Treasury Regulations, Subchapter A, Section 1.148-1
	LEAs, except charter schools
	d. Debt Service – Ensure the debt service fund balance at year end is not more than necessary.  Under federal tax law, an issuer of tax-exempt bonds can carry forward a reasonable amount not to exceed the greater of a) the earnings on the investment of moneys in the debt service fund or b) one-twelfth of the principal and interest payments on the bonds for the immediately preceding bond year.  

The district should anticipate debt service requirements so that little or no balance remains in the debt service fund once the general obligation bonds are paid in full.  Once general obligation bond debt is fully retired, a remaining balance in the debt service fund can be transferred to the capital projects fund; no amounts from this levy should ever be transferred to any other fund or at any time other than when the debt service fund is discontinued.
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H. INTERLOCAL AGREEMENT ENTITIES
	
An interlocal entity may be formed by any combination of the entities listed in this guide.  An interlocal entity is subject to the laws of each of the member entities.  UCA 11-13-202 (1) specifically prohibits an interlocal entity from providing services that each member of the interlocal entity is not authorized to provide.
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	AU-C 315
	Interlocals
	1. Perform risk assessment procedures to obtain an understanding of the entity’s internal control over the compliance requirements relating to providing only authorized services, which should include the following:
	
	

	
	
	a.	Document the controls, including the person or department performing the control and how the control is documented by the entity.
	
	

	
	
	b.	Evaluate the design of controls and determine whether they have been implemented.  (The auditor is not required to test the effectiveness of internal controls over compliance.)

NOTE:  When evaluating whether controls over compliance have been properly designed and implemented, the auditor should consider the risk of material noncompliance (what could go wrong) when determining whether controls are sufficient.  The auditor should also remember the five components of internal control that should be considered (control environment, risk assessment, communication, control activities, and monitoring) and not focus solely on traditional control activities such as review, approval, reconciliation, etc. 
	
	

	UCA 
11-13-202 (1)
	Interlocals
	2. Review the documents authorizing the creation of the interlocal entity and the services the member entities are authorized to provide, and determine whether the services provided by the interlocal entity are authorized by the creation documents and by all the member entities.
	
	





*  C=County; M=Municipality (City/Town); D=Special Service or Local Districts; 
    LEA=Local Education Agency (School Districts and Operating Charter Schools, including charter schools organized as nonprofits)
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