
CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE­
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED

IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

State Committee for School District Audits
Knox County School District
Barbourville, Kentucky

We have audited the financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the Knox County School District,
as of and for the year ended June 30, 2011, which collectively comprise the Knox County School
District's basic financial statements and have issued our report thereon dated September 7, 2011.
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 Auditing
Standards, issued by the Comptroller General of the United States and the audit requirements
prescribed by the Kentucky State Committee for School District Audits in Appendix I of the
Independent Auditor's Contract - General Audit Requirements, Appendix II of the Independent
Auditor's Contract - State Audit Requirements, Appendix III of the Independent Auditor's Contract
- Audit Extension Request, and Appendix IV of the Independent Auditor's Contract - Instructions
for Submission of the Audit Report.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Knox County 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 Knox County School District's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Knox County School
District's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis.
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control over financial reporting that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses, as defined above. In addition, the results of our tests disclosed
no deficiencies as it relates to specific state statutes or regulation identified in Appendix II of the
Independent Auditor's Contract - State Audit Requirements.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Knox County School District's
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards. In addition, the results of our tests disclosed no instances of material
noncompliance of specific state statutes or regulation identified in Appendix II of the Independent
Auditor's Contract - State Audit Requirements.

We noted certain matters that we reported to management of the Knox County School District, in a
separate letter dated September 7, 2011.

This report is intended solely for the information of members of the Kentucky State Committee for
School District Audits, the Members of the Board of Education, the Kentucky Department of
Education, management and federal awarding agencies and pass-through entities and is not intended
to be and should not be used by anyone other than these specified parties. However, this report is a
matter of public record and its distribution is not limited.

White & Associates, PSC
Richmond,Kentucky
September 7,2011
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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM

AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133

State Committee for School District Audits
Knox County School District
Barbourville, Kentucky

Compliance

We have audited Knox County School District's compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2011. Knox County School District's major federal programs
are identified in the summary of auditor's results section of the accompanying schedule of findings
and questioned costs. Compliance with the requirements of laws, regulations, contracts and grants
applicable to each of its major federal programs is the responsibility of the District's management.
Our responsibility is to express an opinion of the District's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A­
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the District's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on the Knox County School District's compliance with those requirements.

In our opinion, the Knox County School District complied, in all material respects, with the
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended June 30, 2011.

Internal Control Over Compliance

Management of Knox County School District is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts and
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grants applicable to federal programs. In planning and performing our audit, we considered the
Knox County School District's internal control over compliance with requirements that could have a
direct and material effect on a major federal program to determine the auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-B3, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the Knox County School District's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course ofperforming their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on timely basis. A material weakness in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance,
such that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control
over compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did
not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above.

This report is intended solely for the information and use of members of the Kentucky State
Committee for School District Audits, the Members of the Board of Education, the Kentucky
Department of Education, management and federal awarding agencies and pass-through entities and
is not intended to be and should not be used by anyone other than these specified parties. However,
this report is a matter of public record and its distribution is not limited.

White & Associates, PSC
Richmond, Kentucky
September 7,2011
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KNOX COUNTY SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June30, 2011

SUMMARY OF AUDITORS' RESULTS

What type of report was issued for the financial statements?

Were there significant deficiencies in internal control disclosed?
If so, was any significant deficiencies material (GAGAS)?

Was any material noncompliance reported (GAGAS)?

Were there significant deficiencies in internal control disclosed
For major programs?

If so, were any significant deficiencies material weaknesses?

What type of report was issued on compliance for major programs?

Did the audit disclose findings as it relates to major programs that
Is required to be reported as described in Section 51O(a) of OMB
A-133?

Unqualified

No
N/A

No

No
N/A

Unqualified

No

Major Programs Title I Cluster [CFDA 84.010A, 84.389A]
Special Education Cluster [CFDA 84.027, 84.391A, 84.173A]

State Fiscal Stabilization Fund [CFDA 84.394]
Education Jobs Fund [CFDA 84.410]

Dollar threshold of Type A and B programs

Low risk auditee?

FINDINGS - FINANCIAL STATEMENT AUDIT

No findings at the financial statement level.

$367,187

Yes

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD
PROGRAMS AUDIT

No findings at the major federal award programs level.
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KNOX COUNTY SCHOOL DISTRICT
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Year Ended June 30, 2011

There were no findings from the prior year.
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CERTIFIED PUBLIC ACCOUNTANTS

MANAGEMENT LETTER POINTS

Knox County School District
Barbourville, Kentucky

In planning and performing our audit of the financial statements of the Knox County
School District for the year ended June 30, 2011, we considered the District's internal
controls in order to determine our auditing procedures for the purpose of expressing an
opinion on the financial statements and not to provide assurance on the internal control.
Accordingly, we do not express an opinion on the effectiveness of the District's internal
control.

However, during our audit, we became aware of several matters that are opportunities for
strengthening internal controls and operating efficiency. We previously reported on the
District's internal control in our report dated September 7, 2011. This letter does not
affect our report dated September 7, 2011, on the financial statements of the Knox
County School District. The conditions observed are as follows:

CENTRAL ELEMENTARY
1-11
Statement of Condition: Lack of segregation of duties in the current process ofhandling
mail.

Recommendation for Correction: Precautions must be taken to protect activity fund
money from loss and limit the liability of persons handling money and mail. All mail
should be sorted and opened by someone other than the school treasurer. If checks are in
the mail that is distributed to the school treasurer, the checks shall be recorded in a log or
on a Multiple Receipt Form (F-SA-6) by someone other than the school treasurer; then
submitted to the school treasurer.

Management Response to the Recommendation: All mail shall be sorted and opened by
an employee other than the school treasurer. Checks that are received in the mail shall be
recorded in a log or on the Multiple Receipt Form (F-SA-6) by an employee other than
the school treasurer and then shall submit the checks to the school treasurer.
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Statement of Condition: The deposit slips do not consistently indicate that a second
person is verifying the deposit.

Recommendation for Correction: An employee, or someone other than the person that
prepares the deposit slip needs to initial the deposit slip verifying that the amount of the
deposit equals the total amount of receipts recorded in the ledger sheets and that the bank
validation stamp matches the amount of the deposit slip.

Management Response to the Recommendation: An employee other than the person that
prepares the deposit slip shall initial the deposit slip verifying that the amount of the
deposit equals the total amount of the receipt recorded in the EPES accounting software
cash receipts ledger and that the bank validation stamp matches the amount of the deposit
slip.

3-11
Statement of Condition: Instances of teachers/sponsors not turning in money collected
from students or other sources timely.

Recommendation for Correction: All money collected by a teacher/sponsor shall be
turned in to the school treasurer the day the money is collected along with the appropriate
supporting documentation.

Management Response to the Recommendation: Each day that the teacher/sponsor
collects money from students, they will insure that the Multiple Receipt Form (F-SA-6) is
properly completed and signed by the student when the transfer of cash occurs from the
student to the teacher/sponsor. This document and the collected money shall be turned in
to the School Treasurer daily.

4-11
Statement of Condition: Purchase Orders are being utilized; however there were
instances of the Purchase Orders being approved after the obligation of funds or purchase
being made.

Recommendation for Correction: The person requesting to make a purchase or expend
activity funds will prepare a Purchase Request/Order (F-SA-7) and have it approved by
the sponsor and principal. After proper approval, a Purchase Order number shall be
issued or an (EPES) Purchase Order generated so the expenditure can be purchased or
ordered.

Management Response to the Recommendation: The employee who wishes to make a
purchase out of school activity funds will prepare a Purchase Request/Order (F-SA-7)
and obtain approval from the account sponsor and principal. After proper approval, the
school treasurer shall generate an EPES Purchase Order, obtain principal signature, and
either place the order or submit the purchase order to the requesting employee to place
the order.
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5-11
Statement of Condition: The vendor invoice or Standard Invoice must have a
confirmation signature of the person receiving the goods or services before the payment
process can be continued.

Recommendation for Correction: After receiving the product or service, the person
receiving the goods or service shall sign the original invoice or Standard Invoice before
the school treasurer processes the invoice for payment.

Management Response to the Recommendation: After the receipt of the product or
service, as confirmation, the person receiving the goods or service shall sign the original
invoice or standard invoice before the school treasurer processes the invoice for payment.

6-11
Statement of Condition: Instances of disbursements being made without proper
supporting documentation (no original invoice or Standard Invoice).

Recommendation for Correction: Before any payments can be processed an original
invoice or original receipt must be present. If the original invoice/receipt is not available,
then a Standard Invoice (F-SA-8) shall be completed and signed by the principal before
payment can be processed, this must also have the payee's signature.

Management Response to the Recommendation: Before any payments from the school
activity funds are processed, an original invoice/ receipt will be present. If the original
invoice/receipt is not available, then a Standard Invoice (F-SA-8) will be completed and
signed by the principal and the payee before payment will be processed.

DEWITT ELEMENTARY
7-11
Statement of Condition: Purchase Orders are being utilized; however there were
instances of the Purchase Orders being approved after the obligation of funds or purchase
being made.

Recommendation for Correction: The person requesting to make a purchase or expend
activity funds will prepare a Purchase Request/Order (F-SA-7) and have it approved by
the sponsor and principal. After proper approval, a Purchase Order number shall be
issued or an (EPES) Purchase Order generated so the expenditure can be purchased or
ordered.

Management Response to the Recommendation: The employee who wishes to make a
purchase out of school activity funds will prepare a Purchase Request/Order (F-SA-7)
and obtain approval from the account sponsor and principal. After proper approval, the
school treasurer shall generate an EPES Purchase Order, obtain principal signature, and
either place the order or submit the purchase order to the requesting employee to place
the order.
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8-11
Statement of Condition: The vendor invoice or Standard Invoice must have a
confirmation signature of the person receiving the goods or services before the payment
process can be continued.

Recommendation for Correction: After receiving the product or service, the person
receiving the goods or service shall sign the original invoice or Standard Invoice before
the school treasurer processes the invoice for payment.

Management Response to the Recommendation: After the receipt of the product or
service, as confirmation, the person receiving the goods or service shall sign the original
invoice or standard invoice before the school treasurer processes the invoice for payment.

9-1
Statement of Condition: Instances of disbursements being made without proper
supporting documentation (no original invoice or Standard Invoice).

Recommendation for Correction: Before any payments can be processed an original
invoice or original receipt must be present. If the original invoice/receipt is not available,
then a Standard Invoice (F-SA-8) shall be completed and signed by the principal before
payment can be processed, this must also have the payee's signature.

Management Response to the Recommendation: Before any payments from the school
activity funds are processed, an original invoice/ receipt will be present. If the original
invoice/receipt is not available, then a Standard Invoice (F-SA-8) will be completed and
signed by the principal and the payee before payment will be processed.

10-11
Statement of Condition: Instances of several checks written not having two signatures.

Recommendation for Correction: The principal (or appointed designee) and school
treasurer should insure all checks written have two signatures; one of which shall be that
of the principal (or appointed designee) and the other being the school treasurer.

Management Response to the Recommendation: The principal (or appointed designee)
and school treasurer shall insure that all checks written have two signatures; one ofwhich
shall be that of the principal (or appointed designee) and the other being the school
treasurer.

FLAT LICK ELEMENTARY
No conditions

GIRDLER ELEMENTARY
No conditions
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G.R. HAMPTON ELEMENTARY
No conditions

JESSE D.LAY ELEMENTARY
11-11
Statement of Condition: Monies spent on staff and faculty (i.e. Check #1212 staff meal)
paid out of the General Fund activity fund account or an account other than faculty/staff
revenue generating activity fund account.

Recommendation for Correction: Ensure that monies generated by the staff/faculty are
put into a separate activity account identified as being for the staff/faculty; this allows
easy accountability of revenue and expenditure tracking. Only vending machine
revenues located in an area that students do not have access to are authorized to be
receipted into the faculty/staff activity fund account. Only monies in this account can be
used for faculty/staff activities.

Management Response to the Recommendation: Monies generated by the staff/faculty
will be recorded in a separate activity account identified as being for the staff/faculty.
The only vending machine revenues that will be deposited in this staff/faculty account
will be from the machines that are located in an area that students do not have access to.
This will be the only account that will be used for faculty/staff activities.

LYNN CAMP ELEMENTARY
No conditions

KNOX LEARNING ACADEMY
No conditions

KNOX CO. MIDDLE SCHOOL
12-11
Statement of Condition: Used cash from concession sales to purchase supplies for staff
meeting.

Recommendation for Correction: All expenditures shall be paid by check following
proper purchasing procedures. No expenditures shall be paid with cash unless it is for an
advance for an event that involves students which complies with the guidelines in the
"Accounting Procedures for Kentucky School Activity Funds ".

Management Response to the Recommendation: All expenditures shall be paid by check
following proper purchasing procedures. No expenditures shall be paid with cash unless
it is for an advance for an event that involves students which complies with the guidelines
in the "Accounting Procedures for Kentucky School Activity Funds ".

13-11
Statement of Condition: Instances of disbursements being made without proper
supporting documentation (no original invoice or Standard Invoice).
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Recommendation for Correction: Before any payments can be processed an original
invoice or original receipt must be present. If the original invoice/receipt is not available,
then a Standard Invoice (F-SA-8) shall be completed and signed by the principal before
payment can be processed, this must also have the payee's signature.

Management Response to the Recommendation: Before any payments from the school
activity funds are processed, an original invoice/ receipt will be present. If the original
invoice/receipt is not available, then a Standard Invoice (F-SA-8) will be completed and
signed by the principal and the payee before payment will be processed.

KNOX CENTRAL HIGH SCHOOL
No conditions

LYNN CAMP SCHOOL
14-11
Statement of Condition: Purchase Orders are being utilized; however there were
instances of the Purchase Orders being approved after the obligation of funds or purchase
being made.

Recommendation for Correction: The person requesting to make a purchase or expend
activity funds will prepare a Purchase Request/Order (F-SA-7) and have it approved by
the sponsor and principal. After proper approval, a Purchase Order number shall be
issued or an (EPES) Purchase Order generated so the expenditure can be purchased or
ordered.

Management Response to the Recommendation: The employee who wishes to make a
purchase out of school activity funds will prepare a Purchase Request/Order (F-SA-7)
and obtain approval from the account sponsor and principal. After proper approval, the
school treasurer shall generate an EPES Purchase Order, obtain principal signature, and
either place the order or submit the purchase order to the requesting employee to place
the order.

LYNN CAMP SCHOOL CHARITABLE GAMING ACCOUNT
No conditions

We will review the status of these conditions during our next audit engagement. We have
already discussed many of these conditions and suggestions with various District
personnel, and we will be pleased to discuss these conditions in further detail at your
convenience, to perform any additional study of these matters, or to assist you in
implementing the recommendations. We would like to add that we have seen a
tremendous improvement from the previous year throughout all the schools in the area of
internal control compliance.

The following are repeat conditions from the prior year: 3-11, 5-11, & 6-11. All other
prior year conditions have been implemented and corrected. Mr. Walter T. Hulett,
Superintendent, is the person responsible for initiation of the corrective action plan for
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the above conditions which will be implemented immediately. The corrective action plan
is the management response for each condition.

We would like to thank the Finance Officer and their department for their support and
assistance during our audit.

This report is intended solely for the information and use of the Board of Education,
management, and others within the district and is not intended to be and should not be
used by anyone other than these specified parties.

White & Associates, PSC
Richmond, Kentucky
September 7, 2011
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