A LITTLE RAIN ON THE ACCOUNTING SECTOR
FALL ASBO 2006

SHARING AN FTE

The starting point of this transaction is to look at the contract.  Is there a parent school?  What is agreed to?  Also, SDCL 13-15-1.1 states that school districts may contract with each other to share services.  

A.  School A is the parent school.  School A has a contract with the employee for services.   School A has a contract with School B to provide services to School B. School B promises in that contract to pay school A for those services.  


School A:


Expenditure – Instruction-110 object                 
XXXXX


Expenditure – Nonprogram 4900 - 110

XXXXX



(for value of services to school B)



Cash






XXXXX


For payment of salaries per contract  


Cash






XXXXX



Revenue – 1943 - Services provided other LEA   XXXXX


Receipting reimbursement from School B


School B:


Expenditure – Instruction – 300 area  

XXXXX



Cash






XXXXX


To pay School A pursuant contract

B. Two schools may have a “cost-sharing arrangement” whereby they jointly contract with an employee for services.  One school is specified to be the parent school for purposes of payroll.


School A (parent school):


Expenditure – Instruction -110


XXXXX

Receivable (School B services)


XXXXX



Cash






XXXXX


For payment of salaries per contract


Cash






XXXXX



Receivable





XXXXX


Receipting reimbursement from school B


School B:


Expenditure – Instruction – 110


XXXXX



Cash






XXXXX


To pay School A pursuant contract

C.  Two schools each individually contract with the same employee for services.  Each school has a separate contract with the employee for ½  time.  There is no parent school.  There is no contract between schools for services.

School A:


Expenditure – Instruction – 110


XXXXX



Cash






XXXXX


School B:


Expenditure – Instruction – 110


XXXXX



Cash - 





XXXXX


Each school records a payroll entry for services.

SCOREBOARDS – ADVERTISING
One process in obtaining a scoreboard is to sell advertising to local businesses.  The businesses can even sign a contract to pay $500 a year for 5 years for the right to have advertising at the school.  The advertising revenue in turn is spent on a scoreboard.   Several points concerning this process are as follows:

A.  Is the sale of advertising a legal endeavor for schools to be involved



with?  “Dillon’s Rule” was a court case which indicates that 


schools can only become involved in activities if there is a law



in place allowing such activity.  I am not aware of a law that allows



schools to sell advertising.


B.  If advertising dollars are raised, they should be placed into the General



Fund.  All money should be deposited into the General Fund unless



the law specifies an alternative place of deposit.


C.  If advertising contracts are solicited, ensure that they are signed and 



approved by the governing board.    SDCL 13-20-1 states that



no contract shall be binding on any school district except that it



be approved by the school board.

If you have reservations concerning your scoreboard transactions, please consult your school attorney.

Assuming the preceding issues have been resolved, following are the necessary accounting entries:

GENERAL FUND

Cash






XXXXX

Revenue 1990 – Other



XXXXX

Cash received for advertising

Accounts Receivable – 120


XXXXX


Deferred Revenue – 474



XXXXX

To recognize a receivable for contracted future payments

The act of deferring revenue recognition on future installments would have the same treatment on both the fund and government wide statements.

COMPUTER LEASES AND OTHER INSTALLMENT LEASES
Lease-purchase and lease agreements may be in the form of capital or operating leases.  An operating lease does not involve the purchase of property and payments represent rental expenditures.  Capital leases exist if ANY of the following conditions are met: (See SAM, Section 12, pg 15)

A.  
The lease transfers ownership of the property to the lessee



by the end of the lease term.


B.  
The lease contains a bargain purchase option. (buy it for $1)


C.
The lease term is equal to 75% or more of the estimated



economic life of the leased property.  (this one will trip you up



pretty quick on a computer or copy machine lease)


D.
The sum of the principal lease payments equal 90% of the



fair value of the asset.  (it will be hard to get past this one on



many computer and copy machine leases)

The preceding four questions must be asked of all contracts whether it is a contract with installment payments towards eventual ownership OR a contract with installment payments just for the use of the item.  (you may never OWN the item)  However, once it has been determined that a capital lease exists, then the following entries would be required:


1. 
90 - Equipment – 204



XXXX



90 – Invest in Gen Cap Assets – 705

XXXX



To capitalize the present value of the minimum lease payments in



the General Capital Asset Accounts.


2.
21 – Expenditure – Applicable Dept 541/549/471/479  XXXX




21 – Other Financing Source – 5124


XXXX



At the START of the lease, the present value of the minimum lease 



payments must be recognized as an expenditure against the 



budget and as an other financing source.  The expenditure



category used should relate to the type of asset required.


3. 
00 – Amount to be Provided – 302

XXXX




00 – Other Long-Term Debt – 509

XXXX 



This entry is necessary to recognize the liability in the General 


Long-Term Liability Accounts.  The amount capitalized should be 


the present value of the minimum lease payments.

4.  
21 – Expenditure – 5000  611/612

XXXX




21 – Cash





XXXX



To record the periodic payments in future periods.  The 



expenditure account to recognize these payments to service the



debt should be account “5000 Debt Service”.

If the lease is an operating lease, the lease would be recorded as follows:



21 – Expenditures – Rent – 325


XXXX




21 – Cash





XXXX



The preceding entry is made each time an installment is paid.

To determine the present value of a 5 year lease purchase with monthly payments of $500 and an assumed interest rate of 7% just click on the following in Excel:

Autosum down arrow


More functions



Or select a category



Select “financial”




Select a function




Select “PV”




OK

Fill in the following blanks:

Rate

7%/12              7 percent divided by twelve months

NPer

60

5 years times 12 months equals number of payments

Pmt

-500

amount of payment as a negative

answer is $25,251

OVERSIGHT

In the last decade there has been a trend whereby administrators and governing board members are becoming less involved in the monthly/annual finances.  A result of this change is that there is an increased risk of improprieties at local governments.  Governing board members and administrators can do their part in providing a better financial environment for their entity by implementing the following:
GOVERNING BOARD:

Get the full board involved in looking at vouchers

The board president should compare checks to vouchers prior to signing

Signature stamps should remain in the custody of whoever’s name is on the stamp

Blank checks should not be signed

Take a hard look at the T& A reports

Ask for a report on the pop machines (hard meters)

Inquire of audit status

Get an update on the annual report filing status with DOE

Ask how the credit cards are working and more specifically how it works

If the school owns a gas tank for the buses, ask how that operation is run

SUPERINTENDENT:

Scan one month’s payroll checks as they come out of the printer

Scan a random month’s Imprest Fund expenditures for reasonableness

Take a glance at a couple of month’s credit card statements

Ask to look at a month’s bank reconciliation

Are you involved in approving purchase orders of greater than $XXXX
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	Project
	Status
	

	Accounting Treatment for Medicare Part D Retiree Drug Subsidy Payments 
	Technical Bulletin 2006-1 Issued in June 2006 
	Primary Objective: The objective of this project is to provide guidance on how to report payments received from the federal government for prescription drugs benefits under the retiree drug subsidy option of Medicare Part D.

	Conceptual Framework—Elements of Financial Statements—UPDATED (09/13/06) 
	Exposure Draft Issued August 14, 2006 
	Primary Objective: The objective of this project is to define key elements of financial statements as well as to describe or define related concepts that primarily will guide the Board in establishing future standards. The project scope includes transactions and other events, specific elements (for example, assets and liabilities), and the interrelationship of elements.

	Conceptual Framework—Recogniton and Measurement Attributes—UPDATED (06/20/06) 
	Deliberations Scheduled to Begin in January 2007 
	Primary Objective: The objective of this project is to develop recognition criteria for when information should be reported in the financial statements and to address the conceptual role of measurement attributes (for example, historical cost and fair value) in financial reporting.

	Derivatives—UPDATED (09/13/06) 
	Public Comments on Preliminary Views Being Deliberated 
	Primary Objective: The objective of this project is to consider whether derivatives should be displayed at fair value on the statement of net assets and whether current derivative note disclosures are appropriate. If derivatives are displayed in the financial statements, consideration of hedge accounting will be necessary. Disclosures, such as derivative objectives, terms, and risks, also will be included within the scope of deliberations.

	Economic Condition Reporting—UPDATED (06/20/06) 
	Research Being Conducted 
	Primary Objective: The principal focus of the third phase of the economic condition reporting project is to consider whether any additional economic condition information should be required or encouraged for inclusion in a government’s financial report, as well as what information, if any, would be appropriate for reporting in a separately issued document.

	Fund Balance Reporting—UPDATED (09/13/06) 
	Currently Being Deliberated 
	Primary Objective: This project will assess whether existing reporting requirements related to fund balance reporting adequately meet the needs of financial statement users and will consider potential changes to improve the usefulness of fund balance information. The project’s scope was expanded to include a review of current governmental fund definitions to determine if any clarifications are needed to enhance users’ understanding of the information present in those funds.

	Intangible Assets—UPDATED (09/13/06) 
	Currently Being Deliberated 
	Primary Objective: The aim of this project is to provide users of financial statements with more complete and comparable information about intangible assets used in providing government services. The project will expand upon the reporting requirements for such assets in Statement No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for State and Local Governments.

	Pollution Remediation Obligations—UPDATED (09/13/06) 
	Public Comments on Exposure Draft Being Deliberated
	Primary Objective: This project will provide accounting guidance regarding recognition and disclosure of certain pollution remediation obligations and will set forth methods for measuring and reporting pollution remediation liabilities.

	Sales and Pledges of Receivables and Future Revenues—UPDATED (09/13/06) 
	Final Standard Approved for Issuance 
	Primary Objective: This project will address financial reporting for sales and pledges of receivables and future revenues, including sales and pledges of property tax receivables.
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