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Financial Audit and PSCP Reserve Balance

[bookmark: _GoBack]This bulletin provides information on requirements related to the financial audit as provided under §§ 118.60 (7) (am) and 119.23 (7) (am), Wis. Stats., and Wisconsin Administrative Code PI 35.09 and PI 48.09.  

This bulletin also provides information on requirements related to the PSCP reserve balance as provided under §§ 118.60 (7) (an) and 119.23 (7) (an), Wis. Stats., and Wisconsin Administrative Code PI 35.10 and PI 48.10.  The PSCP reserve balance is calculated using the eligible education expenses, offsetting revenues, and percentage of choice pupils.  Offsetting revenues are explained below.  Eligible education expenses are explained in a separate bulletin available at http://dpi.wi.gov/sms/choice-programs/bulletins.


Financial Audit

Each private school that participates in the Private School Choice Programs (PSCP) must hire an independent certified public accountant (auditor) to complete an annual financial audit.  The school must submit the financial audit to the Department of Public Instruction (DPI) by October 15th each year.  The financial audit must meet the following requirements:

1. Be prepared in accordance with generally accepted accounting principles (GAAP).
2. Include 2 year comparative financial statements, including a statement of financial position, a statement of activities, and a statement of cash flows.  If it is the first year a school completes a GAAP financial audit for the PSCP, the school may choose to only include the current school year in the statement of activities and statement of cash flows.  Schools that participated in the PSCP in the 2014-15 school year and are completing the first GAAP financial audit for the 2015-16 school year are included as having this option.
3. Contain an auditor’s statement that the report is free of material misstatements and fairly presents the private school’s eligible education expenses.
4. Contain an unmodified audit opinion except for:
a. A modification for fixed assets purchased in previous years not being included in the financial audit if the school decided to not include certain assets.  See the First Year Financial Audit-Capital Assets section below for more information.
b. A modification for presenting the financial statements at the school only level.
c. A modification specifically approved by the department prior to submission of the financial audit.
5. Include the required supplemental schedule.  See below for additional information on this schedule.

If a school is part of a larger organization, the financial audit may be prepared at the consolidated organizational level as permitted by GAAP or at the school only level.  If the financial audit is prepared at the school only level it must include all activity and balances of the school, including allocating any shared assets, liabilities, revenue, and expenses between the organization and the school.

As part of the financial audit, the auditor will also prepare a management letter that may include additional comments, concerns, and/or recommendations regarding the school's activities, policies, procedures, and internal controls.  With the exception of the first year the school participates in the PSCP, the school must submit the management letter to the DPI with the financial audit.  The auditor will determine the status of addressing these items as part of the following Fiscal & Internal Control Practices Report.


First Year Financial Audit – Capital Assets

In the first year a school completes a GAAP financial audit for the PSCP, the school must decide what, if any, existing capital assets owned as of the beginning of the fiscal year will be included in the financial audit.  The school may choose to include all, some, or no existing capital assets owned as of the beginning of the fiscal year.  If the school chooses to include capital assets, the following requirements apply:

1. The original purchase must have met the school’s capitalization policy.  For more information on the capitalization policy requirements, see the eligible education expenses bulletin at http://dpi.wi.gov/sms/choice-programs/bulletins.
2. The school must have support for the original purchase price and be able to provide evidence that the school paid for the capital asset purchase.
3. The school will need to determine and support the beginning fiscal year book value.  This is calculated as the original purchase price less any accumulated depreciation.  Accumulated depreciation is the total depreciation that has been taken on an asset.


Supplemental Schedule and PSCP Reserve Balance

A supplemental schedule is required to be completed and submitted with each annual financial audit.  The supplemental schedule will compare the net eligible education expenses for PSCP pupils to the amount of PSCP revenue the school received in the current year and has remaining from previous years.  The components of this calculation are explained below.  The letter after each component is a reference to the supplemental schedule that is included in Appendix 1.

PSCP Revenue Available (A):  This amount is calculated as the total current year (including summer school) PSCP revenue received plus the prior year PSCP reserve balance.

Net Eligible Education Expenses for All Pupils (B): The net eligible education expenses for all pupils is calculated as the eligible education expenses less any offsetting revenue.  For more information on the eligible education expenses, see the eligible education expenses bulletin at http://dpi.wi.gov/sms/choice-programs/bulletins.  Additional information on offsetting revenue is provided below.

Net Eligible Education Expenses for PSCP Pupils (D):  This is calculated as the net eligible education expenses for all pupils (B) times the percentage of pupils in the PSCP program (C).  The percentage of pupils in the PSCP program is calculated by determining the average of the 3rd Friday in September and the 2nd Friday in January counts for all pupils and PSCP pupils. The average PSCP pupil count is then divided by the average all pupil count.

PSCP Reserve Balance (E):  The PSCP reserve balance is calculated as the PSCP revenue available (A) less the net eligible education expenses for PSCP pupils (D).  The PSCP reserve balance must be maintained by the school and used for future eligible education expenses for PSCP pupils.  If the PSCP reserve balance is greater than 50% of the total amount of PSCP revenue received in the year being audited, the governing body of the school must approve a plan for how it will use the amount of the PSCP reserve balance that exceeds 50% (H). If a plan is required, your independent auditor will test whether one has been approved by the governing board as part of the next Fiscal and Internal Control Practices Report.

Required Cash and Investment Balance (G): The required cash and investment balance is calculated as the PSCP reserve balance (E) less the sum of any remaining depreciation on fixed assets used by the school and any land purchases that have not yet been included as an eligible education expense (F).  The school must have an audited year end cash and investment balance(s) as reported on the statement of financial position that is at least as much as this amount.


			Offsetting Revenue

Offsetting revenue is revenue that decreases the eligible education expenses included in the PSCP reserve calculation.  The offsetting revenues are:

1. Government assistance revenues received for eligible education expenses.
2. Insurance proceeds received for eligible education expenses.
3. Fundraising revenue, up to the non-administrative fundraising expenses included in eligible education expenses. 

If any offsetting revenue is partially used for educational programming and partly used for non-educational programming, an allocation method must be used to determine the portion that is related to educational programming.  See the eligible education expenses bulletin for additional information on methods of allocating revenues.

Government Assistance:  The full amount of government assistance revenues received for educational programming are included as offsetting, even if the expenses that the revenues are used for are less than the amount received.  This is because government assistance generally requires that the amount received be expended on eligible education expenses, even if it isn’t in the same school year that the government assistance is included as revenue.

Insurance Proceeds: The full amount of insurance proceeds received for educational programming are included as offsetting revenue in the year it is determined that the school will receive the insurance proceeds and the amount to be received can be determined.

Fundraising Revenue: The amount of fundraising revenue that is offsetting is the lesser of the fundraising revenue received or the amount of non-administrative fundraising expenses included in eligible education expenses. Administrative expenses (those expenses that are NOT included in the offsetting revenue determination) include expenses for school personnel, copying, mailing, or capital assets used for other school purposes.  

For example, during the school year the school has the following fundraising costs and revenues:
1. The school participates in the SCRIP program and receives $5,000 for gift cards that cost the school $4,000.  
2. The school holds a benefit dinner in the school gym.  The administrative staff of the school send out various mailings and make copies of the program.  The allocated cost for the school gym, administrative staff time, mailings and copying is $500.  The cost for the food for the benefit dinner is $2,000.  The benefit raises $5,000.  Since the school gym is a capital asset that is being used for other school purposes, its cost is not included in the determination of offsetting revenue.  Administrative staff time, mailings, and copy costs are also considered administrative expenses.
3. The school sells candy bars that cost the school $500 to purchase.  The school sells them for $750.
4. The school sends out mailings requesting donations to pay down the school building mortgage.  The cost of the mailings is $250.  This event raises $25,000.

The following table summarizes the fundraising revenue, non-administrative expenses for fundraising, and administrative expenses for fundraising from the example above:

	
	Fundraising Revenue
	Non-Administrative Expenses for Fundraising
	Administrative Expenses for Fundraising

	Scrip Program
	$5,000
	$4,000
	0

	Benefit Dinner
	$5,000
	$2,000
	$500

	Candy Bar Sale
	$750
	$500
	$0

	Building Mortgage Drive
	$25,000
	$0
	$250

	Total
	$35,750
	$6,500
	$750



The amount that is offsetting is the lesser of the fundraising revenue of $35,750 or the non-administrative expenses for fundraising of $6,500.  Therefore, the offsetting revenue for this school would be $6,500.


Final Financial Audit

If a school ceases to participate or is barred from participating in the PSCP, the school must still submit a financial audit for the final school year.  If a school fails to submit the financial audit, the school’s net eligible education expenses for the year shall be determined to be zero for purposes of determining the school’s PSCP reserve balance.  If the school has a positive PSCP reserve balance, the school must refund that balance to the department.  That refund must be made within 30 days of the date of the closure payment letter sent to the school by the department.



Frequently Asked Questions

Q1. What are 2-year comparative financial statements?

A1. Financial statements that are 2-year comparative financial statements include the financial information on the current school year as well as the previous school year.  For example, financial statements for the school year ending June 30, 2016 would include the June 30, 2015 and June 30, 2016 school year.

Q2.  What is a statement of financial position?

A2. Not-for-profit financial statements require a statement of financial position. The statement of financial position includes the assets and liabilities of the school. This statement is similar to the balance sheet required in for-profit financial statements.  

Q3. What is a statement of activities?

A3. Not-for-profit financial statements require a statement of activities.  The statement of activities includes the revenues and expenses of the school.  This statement is similar to the income statement required in for-profit financial statements.  

Q4.  What is a statement of cash flows?

A4. Not-for-profit financial statements require a statement of cash flows.  The statement of cash flows shows how the cash was obtained and used during the year.

Q5. Does the school need to obtain advanced approval from the DPI if all of the capital assets are NOT included in the financial audit?

A5. No, approval for this modification is not required.

Q6. What is considered fundraising revenue?

A6. Fundraising revenue is any amounts that are received as the result of fundraising.  This would NOT include church offerings.  It would include pledges and contributions that are received as a result of fundraising drives.

Q7.  The school has participated in the PSCP for several years.  Will the auditor need all of the capital asset detail from the school for capital assets that are owned as of the beginning of the school year?

A7.  The auditor would have completed procedures in previous years on the capital assets included in the Financial Information Report (FIR).  The auditor may be able to use this information to determine the capital asset balances for the school.  However, if the school used a fair market value appraisal in a previous year to determine a capital asset value, the auditor would not be able to use this information in the financial audit.  If the school modifies its capitalization policy (such as the dollar value or description of what assets are capitalized), the auditor may have to complete additional procedures to determine the beginning capital asset balance.

Q8.  The school had a PSCP reserve balance in the 2013-14 and/or 2014-15 Financial Information Report (FIR).  How will the prior year PSCP reserve balance be calculated for the 2015-16 financial audit?

A8. If a continuing PSCP school had a PSCP reserve balance in the 2013-14 or 2014-15 FIR, the 2015-16 prior year PSCP reserve balance will be calculated by the department.  If the school reserved an amount as part of the 2013-14 or 2014-15 FIR that resulted in the per pupil cost being above the maximum voucher amount,, the excess reserved amount will be removed from the prior PSCP reserve balance to calculate the 2015-16 prior year PSCP reserve balance.  Additionally, if the school had less than 100% choice pupil enrollment, the prior PSCP reserve balance will be multiplied by the percentage of choice FTE to calculate the 2015-16 prior year PSCP reserve balance. 

Q9.  Does the school need to maintain the required cash and investment balance in a separate account?

A9.  No.  Since the cash and investment balance must be used on educational programming for the school, which is a significant portion of the school’s expenses, the required cash and investment balance does not need to be maintained in a separate general ledger or bank account.


Appendix 1:
PSCP Supplemental Schedule 

The letters in blue are included to explain how the calculations are completed.  For further information on how the letters are included in the calculation, see the Supplemental Schedule section above.
	
	

	Prior Year PSCP Reserve Balance
	A1

	Plus: Current Year PSCP Revenue Received
	A2

	Plus: Summer School PSCP Revenue Received
	A3

	Total PSCP Revenue Available
	A = A1 + A2 + A3

	
	

	Eligible Education Expenses
	

	Less: Government Assistance Received for Eligible Education Expenses
	

	Less: Insurance Proceeds Received for Eligible Education Expenses
	

	Less: Fundraising Revenue up to Non-Administrative Fundraising Expenses included in Eligible Education Expenses
	

	Less: Special Needs Scholarship Program Specific Costs 
	

	Net Eligible Education Expenses for All Pupils
	B

	
	

	Times: Percentage of Pupils in PSCP
	C

	Total Net Eligible Education Expenses for PSCP Participants
	D = B x C

	
	

	PSCP Reserve Balance
	E = A – D

	



REQUIRED CASH & INVESTMENT BALANCE
	

	PSCP Reserve Balance
	E

	Remaining Depreciation on Fixed Assets
	F

	TOTAL REQUIRED CASH AND INVESTMENT BALANCE
	G = E – F



	


PSCP Reserve Balance as a Percentage of PSCP Revenue Received
	

	PSCP Reserve Percentage
	H = E / (A2 + A3)



	
Wisconsin Department of Public Instruction
Tony Evers, State Superintendent
125 S. Webster Street, P.O. Box 7841
Madison, WI  53707-7841
	
School Management Services
Tricia Collins, Director 
(608) 266-7475
Tricia.Collins@dpi.wi.gov
	
Private School Choice Programs
DPIChoiceAuditReports@dpi.wi.gov
http://dpi.wi.gov/sms/choice-programs

	
The Wisconsin Department of Public Instruction does not discriminate on the basis of sex, race, religion, age, national origin, ancestry, creed, pregnancy, marital or parental status, sexual orientation or physical, mental, emotional or learning disability.  
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