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In planning and performing our audit of the basic financial statements of the Manchester Essex Regional School

District as of and for the year ended June 30, 2015, in accordance with auditing standards generally accepted in

the United States of America, we considered the Manchester Essex Regional School District’s internal control

over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our

opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the

Manchester Essex Regional School District’s internal control. Accordingly, we do not express an opinion on the

effectiveness of the Manchester Essex Regional School District’s internal control.

However, during our audit we became aware of other matters that we believe represent opportunities for
strengthening internal controls and operating efficiency. The memorandum that accompanies this letter
summarizes our comments and suggestions concerning those matters.

We will review the status of these comments during our next audit engagement. We have already discussed
these comments and suggestions with various District personnel, and will be pleased to discuss them in further
detail at your convenience, to perform any additional study of these matters, or to assist you in implementing the
recommendations.

The District’s written response to the matters identified in our audit has not been subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on it.

This communication is intended solely for the information and use of management, and others within the
organization, and is not intended to be and should not be used by anyone other than these specified parties.
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Supporting Documentation for Cash Receipts

Prior Year Comment

The District does not currently require all departments to prepare and submit a turnover sheet and supporting
documentation for departmental receipts which has resulted in receipts being posted to the general ledger based
on the amount deposited in the bank. Using bank information to post amounts to the general ledger is not a good
internal control as it does not provide a “check and balance”, or corroboration, of information from two different
sources.

Turnover sheets would facilitate more efficient posting of revenues to the general ledger, because receipts would
be identified and coded to specific general ledger accounts at the department level. They also provide written
documentation of the funds remitted to the Business Office and should be used by the Departments to verify
proper posting of the receipts to the general ledger.

The receipt and centralization of supporting documentation would provide the Business Office with the ability to
ensure that supporting documentation is sufficient, that receipts are properly classified, and that policies and
procedures are being adhered to. Centralization of supporting documentation would also facilitate the audit
process and other inquiries by management by making the documentation more readily available.

Current Status

The District has created a standardized turnover sheet for departmental receipts that is required to be completed
by all departments when depositing funds with the Treasurer.

Fraud Risk Assessment

Prior Year Comment

In the prior year, we indicated that the opportunity to commit and conceal fraud exists where there are assets
susceptible to misappropriation and inadequate controls to prevent or detect the fraud. To address this risk, we
recommended that the District perform a risk assessment to identify, analyze, and manage the risk of asset
misappropriation. Risk assessment, including fraud risk assessment, is one element of internal control. Thus,
ideally, the District’s internal control should include performance of this assessment, even though our annual
financial statement audits include consideration of fraud.

The fraud risk assessment can be informal and performed by a management-level individual who has extensive
knowledge of the District that might be used in the assessment. Ordinarily, the management-level individual
would conduct interviews or lead group discussions with personnel who have extensive knowledge of the District,
its environment, and its processes. The fraud risk assessment process should consider the District’s vulnerability
to misappropriation of assets.

Current Status

Over the past several years, the District has assessed risk in several key areas and has implemented changes to
roles and responsibilities, systems, and processes and procedures to reduce the identified risks to what
management believes is an acceptable level. We commend the District for the improvements that have been
made to address the identified risks. Some of the changes include improved segregation of duties for accounting
and Treasury functions, improved segregation of duties and better control over changes to the payroll and vendor



master files, more timely reconciliation of cash and bank accounts, increased oversight over student activity
accounts, and management has recently completed implementation of an integrated cash management system.

Continuing Recommendation

We continue to recommend that the risk assessments and mitigating controls be documented and submitted to
the school committee for review and approval. This will ensure that the school committee members are aware of
the risks and are in agreement with the level of mitigating controls that are in place to reduce the risks to an
acceptable level.

Management Response

Management provides updates to the School Committee regarding risk mitigation procedural enhancements as
part of the annual review of the auditor's Management Letter. MERSD also has plans to bring in a third-party to
review potential fraud exposures and risk mitigation opportunities in a more detailed fashion.

Written Job Descriptions

Prior Year Comment

In the prior year, we indicated that management has completed job descriptions for new employees and
restructured positions; however job descriptions were not completed for all other financial positions.

Job descriptions will not only allow management to understand the roles and responsibilities of the Business
Office staff, but will also serve as guidelines for anyone who subsequently replaces an existing position.
Additionally, District policies and procedures will be further defined through this process. Roles and
responsibilities should give consideration to segregation of duties so that the same employee is not initiating,
recording, and approving transactions and handling related assets. Employees should be assigned to the position
best fitting their qualifications. Job descriptions provide a guideline to the employees of the responsibilities they
are expected to perform. Without written guidelines, employees must assume what management desires.

Having written, formal guidelines helps ensure appropriate communication of expectations.

Current Status

Management has completed written job descriptions for new employees and restructured positions; however job
descriptions have not been completed for all Business Office positions. Management has also assessed roles
and responsibilities of various personnel in the Business Office and has reassigned employees to the position

best fitting their qualifications.

Continuing Recommendation

We continue to recommend that the District complete written job descriptions for all Business Office personnel.

Management Response

This year, MERSD has created an updated job description for the District Treasurer. Creation of job descriptions
for all Central Office personnel is a deliverable of the District Improvement Plan for the coming years.



Adopt a Cash and Investment Policy

Prior Year Comment

In the prior year, we indicated that new accounting standards have highlighted the need for governmental entities
to consider adopting cash and investment policies that take into account custodial, credit and interest rate risk.
Such policies establish guidelines for matters such as 1) the types of banks the District should have deposits with;
2) the maximum period that an investment can be held and; 3) the highest concentration the District can have in
any one investment type or issuer.

Current Status
After year end, the District drafted an investment policy to be presented to the school committee.

Continuing Recommendation

We recommend the District finalize and adopt the investment policy.

Management Response

MERSD’s School Committee adopted a cash and investment policy at its meeting on May 2, 2016.

Financial Policies and Procedures Manual

Prior Year Comment

In the prior year, we indicated that the District does not maintain a written policies and procedures manual
documenting the District’s financial goals and objectives. A formal policies and procedures manual will establish
benchmarks for excess and deficiency, fund balance levels, a long-term capital and debt plan, and other
important financial indicators. Other policies that should be considered are purchase order requirements, and
allowable use of District credit cards.

These policies and procedures will provide a framework for management to utilize when making important
financial decisions.

Current Status
The District has not yet developed a financial policies and procedures manual.

Continuing Recommendation

We continue to recommend that the District develop a written financial policies and procedures manual. This
document should be updated for any new policy changes that are put into effect. A master manual should be
maintained and stored in a secure location.

Management Response

Documentation of Central Office procedures has been added as a deliverable in the MERSD District Improvement
Plan for the coming years.



School Lunch Deficit
Comment

While completing our audit procedures, we noted that the school lunch fund was in a deficit position at year-end
totaling approximately $79,000 representing an increase of $59,000 over the prior year deficit. Based on our
discussions with management, the deficit balance was due to a combination of declining unit sales, food cost
increases exceeding projections and uncollected receivables for meals served. The uncollected receivables
totaled approximately $37,000 as of June 30, 2015. This deficit is expected to adversely affect the District’s year-
end certified excess and deficiency balance and will continue to do so until it is funded.

Current Status

Management indicated that collection notices have been sent out in an attempt to collect the receivables and
additional collection procedures are being considered.

Recommendation

We recommend that the District take whatever steps are deemed appropriate to fund this deficit and implement
procedures to ensure that future deficits do not occur.

Management Response

Having taken many steps internally to attempt to mitigate program losses, MERSD has recently solicited the
assistance of an outside management company to oversee daily operations of the food service program, through
a recent Request for Proposals. The District has selected a vendor and has begun preparation for a transition to
outsourced management, effective July 1, 2016. MERSD will consider funding prior year deficit balances as part
of its close of the 2016 fiscal year.

Future Government Accounting Standards Board (GASB) Statements for OPEB

Comment

The GASB has issued new pronouncements that will significantly affect the accounting and reporting
requirements for Other Postemployment Benefits (OPEB). These new standards will start to phase in during
2017 and will substantially impact the District’s financial statements and will also affect the requirements for
accumulating the necessary data to meet the reporting requirements.

The new standards that have been issued and their effective dates are as follows:

e The GASB issued Statement #74, Financial Reporting for Postemployment Benefit Plans Other Than
Pensions, which is required to be implemented in 2017.

e The GASB issued Statement #75, Accounting and Financial Postemployment Benefits Other Than
Pensions, which is required to be implemented in 2018.

See below for a brief summary of these new standards:

e GASB #74 and #75 will substantially change the reporting for other postemployment benefit liabilities and
expenses. Changes in other postemployment benefit liability will be immediately recognized as other

4



postemployment benefit expense or reported as deferred outflows/inflows of resources depending on the
nature of the changes. Substantial changes to methods and assumptions used to determine actuarial
information for GAAP reporting purposes will be required. Employers will report in their financial
statements a net other postemployment benefit liability (asset) determined annually as of the
measurement date. Net other postemployment benefit liability (asset) equals the total other
postemployment benefit liability for the plan net of the plan net position. The other postemployment
benefit liability is the actuarial present value of projected benefits attributed to past service. The plan net
position is the accumulated plan assets net of any financial statement liabilities of the plan.

The District should expect to record significant OPEB liabilities in the future. While these GASB's do not go into
effect until 2017, we wanted to make the District aware of the impact that these new standards will have on
financial statement reporting and disclosures.





