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Dear Ms. Beaumont:

Please find attached our report on the results of our review of the Amended 2008/2009 Budget for School
District #35 (Langley). Our report summarizes the results of our review, a description of the
circumstances leading up to the projected deficit, and our recommendations.

We are available at any time to discuss our report with you and to respond to your questions.

Yours truly,

M ks 49

Chartered Accountants
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Background

Normal annual process

Each year School District #35 (Langley) (“the District”) is required to report its Annual Budget for the
year ended June 30 to the Ministry of Education (MOE) as required by the School Act. The Annual
Budget is reported in June and an Amended Budget is reported in February.

Preparation of the Annual Budget involves a series of complex processes performed by the District’s
Finance Department. These include:

e Demographic and other data is analyzed to estimate the expected enrollment;

e Size and composition of classes are monitored to ensure that the School District is in
compliance with guidelines prescribed by the School Act;

o Information on salaries, including terms of union contracts, the level of seniority and
qualifications of each staff member, expected leaves and replacements, and numerous other
details related to compensation and benefits are summarized and calculated.

¢ Considerable effort is made to understand the specific needs of each school.

The majority of funding is provided by the MOE and is based on enrolment. The funding formula is
based on enrolment therefore at the start of the budget process it should be clear what planned
enrolment is which in turn determines the number of required teachers. Approximately 85-90% of the
District’s budget is salary cost.

Funds are allocated to schools and the schools manage their own budgets (Decentralized Decision
Model or DDM). The initial DDM allocation to schools is calculated based on expected enrolment and
class composition information. The District meets with each Principal to review the information and
the end result is that each school is given an operating budget for the year.

The Finance department of the District compiles the information on funding, school allocations and
District costs in Excel in the form of an Annual Budget and records the information in its General
Ledger. Platforms used include:

- Baragar system to calculate enrolment;
- Microsoft Excel to calculate average teacher salary;
- B.A.S. system to record the Budget data in the General Ledger (“the budget GL").

A summary binder is prepared with a reconciliation of each revenue and expense item in the Annual
Budget.
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Timeline for annual preparation and review:

Date Activity

December through February

February through June

End of June

September through January

February

Annual Budget process undertaken by
District Staff

Consultation and input by stakeholders at
multiple opportunities

Three readings on Annual Budget Bylaw
passed in June

Annual Budget submitted to MOE

Annual Budget is updated based on actual
enrolment and staff and other known non-
salary cost changes

Amended Budget submitted to MOE
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2008/2009 Issues
The District reported its Annual Budget for 2008/2009 to the MOE in June 2008.

The Amended Budget for 2008/2009 (the “2008/2009 Amended Budget”) was reported to the MOE in
February 2009. The 2008/2009 Amended Budget submitted in February 2009 projected that the
District expected to be in a surplus position of approximately $264,000.

Turnover and staff absences occurred in the Finance department at the time the Amended Budget was
prepared. An Interim Assistant Secretary Treasurer (IAST) was hired on a contract basis to assist with
the transition period based on his past experience with the District.

As the 2009/2010 Annual Budget was being finalized in late March 2009 the IAST brought various
questions about the 2008/2009 Amended Budget to the attention of the Secretary Treasurer (ST) and
Superintendent.

In late March 2009 the Superintendent notified the Board of Education that potential errors had been
identified in the 2008/2009 Amended Budget. The Superintendent proposed to the Board that once
the work of the IAST and ST was complete that an independent third party be contracted to review the
results.

Prior to the end of the 2008/2009 school year and fiscal year the 2008/2009 Amended Budget was
recalculated by the IAST and ST. The recalculation indicated that the District would likely be in a $4-
$5 million deficit (:‘the projected final 2008/2009 budget”).

The Superintendent recommended to the Board, and the Board agreed, that steps would be taken to
reduce the deficit and adjust the budget forecast for 2009/2010.

Work performed by District Staff

An intensive internal review was completed by District staff between March 2009 and June 2009.

The differences between the 2008/2009 Amended Budget and the projected final 2008/2009 budget
were summarized and tracked by budget line by the IAST and ST with assistance from various
members of the Finance team. A significant amount of work was done by the IAST, ST, and several
Managers to analyze each error and determine the impact on 2009/2010 Annual Budget preparations.

Each line in the 2009/2010 budget was recalculated and examined in detail by the ST and IAST to
ensure each amount was accurate.

Actions were taken by District staff to mitigate the impacts of the errors for the remainder of
2008/2009 and for 2009/2010. These actions included limiting District central costs, and recovery of
unspent budgets.

Since its internal review the Finance Department has bequn to implement certain controls designed to
prevent similar errors from recurring in the future.

© Deloitte & Touche LLP and affiliated entities. Report to School District #35 (Langley) 4




Scope of Deloitte engagement

Scope of work

The terms of the engagement, as defined in our engagement letter with the School District dated May
18, 2009, were to review the Amended 2008/2009 Budget for School District #35 (Langley) and the
circumstances leading up to the projected deficit, and to provide internal control recommendations
designed to prevent similar issues from occurring in the future.

We did not perform an audit and our report is not an audit opinion.

We have not performed a review of the actual results for 2008/2009. The actual deficit for 2008/2009
will be reported in the District’s annual audited financial statements and may be different from the
budget deficit projected in this report.

The District staff provided us with a summary of the errors identified in the 2008/2009 Amended
budget and a projected final 2008/2009 budget. We performed a review of the errors identified by the
IAST and ST in the 2008/2009 budget process and supporting documentation, and a review of actions
taken by Management to mitigate the impact of the errors on the 2008/2009 and future budgets.

Review procedures

The procedures we performed to determine whether the errors identified by District staff were
appropriately calculated included:

e gaining a high level understanding of the budgeting process and systems in place through
discussions with Management and review of operating budget binder;

« comparing amounts calculated to supporting documents;

» evaluating assumptions used by comparing data to supporting documents and corroborating
information with appropriate staff;

e inquiring about the nature of the errors with management and staff;
e corroborating explanations; and

e recalculating the corrected amounts.
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Summary of findings

Results of review
We did not discover any errors that had not been identified by District staff.

A detailed schedule of errors in and adjustments to the 2008/2009 Amended Budget including the
amount, description, work we performed, and recommendation for each item has been included on
pages 11-20 of this report.

The 2008/2009 Amended Budget
We reviewed the errors and adjustments identified by the IAST and ST in the 2008/2009 Amended
Budget.

The differences between the 2008/2009 Amended Budget and the projected final 2008/2009 budget
can be grouped into three general categories:

1) Process errors:
¢ Revenue and expense items recorded twice
s Operational changes not reflected
s Use of incorrect data for calculations
e« Permission to spend without funding or authorization
2) Changes in estimates:
« Change in assumptions not reflected in the Amended Budget
e Unexpected items not reflected in the Amended Budget
3) Adjustments made by Management to mitigate the impacts of the errors:
e Reductions in unexpended budgets at the District level
e Reductions in District central cost budgets »

Most of the significant errors involved spending authorization given (allocations to schools and
departments) without approval or funding. The errors resulted from a breakdown in the system of
internal controls over the budgeting process and not from Board-level decisions.

No instances of intentional misappropriation of funds were identified.
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Effect on the 2009/2010 Annual Budget

A summary binder was prepared by the ST and District staff with a reconciliation of each revenue and
expense item in the Annual Budget.

We discussed the approach to the 2009/2010 Annual Budget with the ST District staff and reviewed
line items where errors had occurred in the 2008/2009 Amended Budget to ensure they were not
repeated in the 2009/2010 Annual Budget.

Implications of errors

Several of the conditions that caused the errors appear to have been identified by members of the
Finance Department but were not brought forward to the ST and Superintendent. If the processing
errors had been detected earlier, operational decisions could have been made earlier to mitigate their
impact.

The budget errors resulted in more funds than originally allotted and approved by senior staff being
given to schools.

Additional Observations
Certain areas of the Finance department appear to be working well:

» Gathering of demographic data and estimating expected enrolment
+ DDM - complex but staff performing well

* Heightened awareness of the importance of individual tasks and determination to accurately
report the 2009/2010 Annual Budget, including full reconciliation of final projected 2008/2009
budget to 2009/2010 Annual Budget

We reviewed the 2007/2008 - 2008/2009 budget savings with respect to allocations to South Central
District Schools and determined the following:

» Savings would have been higher if the Budget errors had not occurred.
» Calculation of savings is correct based on budgeted amounts.

* Real savings will ultimately be determined by actual resuits as reported in the Audited year
end financial statements.

Management Cooperation
We received complete cooperation from District management and staff and had access to all
documents and information necessary to carry out our review.

No restrictions were placed on our work.
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Internal Control Observations and
Recommendations

Oversight and Management review observations

Performance of budget vs. actual analysis would likely have identified certain shortfalls (such as
salaries) and budget errors earlier.

Payroll and DDM reconciliations were appropriately cdmpleted and issues were identified by District
staff but were not followed up and reflected in the 2008/2009 Amended Budget as submitted to the
MOE.

Although the 2008/2009 Amended Budget was reviewed by various parties, there is no formal
documentation of the internal reviews that occurred.

Process-level internal control observations

There are no procedures manuals or documentation to define internal control processes.
Various suspense accounts were used to record changes to the budget GL but were not monitored.

Although schools are provided a monthly budget to actual analysis, there is no verification that the
budget amounts agree to the Amended Budget reported to the MOE, and no overall budget to actual
analysis.

IT control observations
Controls over access to changes to the budget GL appear to be in place.

Budget software appears to have significant reporting limitations; for example the system is not able
to generate a comprehensive budget report.

Management has compensated for system limitations by developing an electronic format for the
Budget in Excel.

There is no internal IT support for Budget software which requires the District to outsource its support
from the vendor.
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Overview of recommendations

Detailed recommendations for internal controls to address each item have been included in the
Schedule of errors and adjustments to the 2008/2009 Amended Budget on pages 11-20.

Our general recommendations are:

- Since payroll represents the majority of the District’s costs, a comparison of actual salary cost
compared with estimated should be performed in the month of November once the final staff
composition has been determined to ensure that any changes in estimate are appropriately reflected
in the Amended budget.

- Periodic review of actual results compared to budget should be performed in order to identify
shortfalls or budget errors. As the timing of funding and expenditures are consistent from year to
year a periodic comparison of budget to actual compared to previous years (using internal reports
already being prepared) would provide an indicator if there were any significant issues.

- Improvements in documenting formal review and approvals will enforce accountability and provide
evidence that the budget information has been reviewed and verified.

- An internal second review and approval of all budget GL entries would help prevent inappropriate
entries from being recorded. Monitoring the use of suspense accounts would help to identify changes
as they occur.

- The District should consider working with the vendor of its IT system to develop improved reporting
functionality.
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Conclusion

We have completed our review of the procedures used to prepare the District’s 2008/2009 Amended
Budget as well as the projected final 2008/2009 budget and have determined that management’s
calculation of the projected deficit is appropriate. The errors resulted from a breakdown in the system
of internal controls over the budgeting process and not from Board-level decisions. We believe that
District staff and management have taken appropriate steps to prevent similar errors from occurring
in preparing the 2009/2010 and future Annual Budgets.

Our review may not necessarily identify all matters that will impact the budgets for these or future
years.

We will be available to discuss this'report and our recommendations with management of the School
District at your convenience.

Yours truly,

Chartered Accountants
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Our mission

is to help

our clients and
our people

excel.

Our Client Service Standards

1.

10.

Determine, on each engagement, who our clients are and
directly ascertain their expectations for our performance.

Analyze our clients’ needs and professional service
requirements.

Develop client service objectives that will enable us to
fulfill our professional responsibilities, satisfy our clients’
needs, and exceed their expectations. Prepare an
appropriate client service plan to achieve these client
service objectives.

Execute the client service plan in a manner that ensures
commitments are met, potential problems anticipated, and
surprises avoided.

Establish effective and creative communication, both
internal and external, to enhance client perceptions of
value and quality of our service.

Provide management with insights on the condition of their
business and meaningful suggestions for improvement.

Continually broaden and strengthen our relationships with
clients to facilitate effective communication, client
confidence and trust.

Ensure that any professional, technical, or client service
problem is resolved promptly with timely consultation in an
environment of mutual respect.

Obtain from the client, either formally or informally, a
regular assessment of our performance.

Receive fees that reflect the value of services provided and
responsibilities assumed and are considered fair and
reasonable by our clients.




www.deloitte.ca

Deloitte, one of Canada’s leading professional services firms,
provides audit, tax, consuiting, and financial advisory
services through more than 7,600 people in 56 offices.
Deloitte operates in Québec as Samson Bélair/Deloitte &
Touche s.e.n.c.r.l. The firm is dedicated to helping its clients
and its people excel. Deloitte is the Canadian member firm of
Deloitte Touche Tohmatsu.

Deloitte refers to one or more of Deloitte Touche Tohmatsu,
a Swiss Verein, its member firms, and their respective
subsidiaries and affiliates. As a Swiss Verein (association),
neither Deloitte Touche Tohmatsu nor any of its member
firms has any liability for each other's acts or omissions. Each
of the member firms is a separate and independent legal
entity operating under the names “Deloitte,” "Deloitte &
Touche,” “Deloitte Touche Tohmatsu,” or other related
names. Services are provided by the member firms or their
subsidiaries or affiliates and not by the Deloitte Touche
Tohmatsu Verein.

© Deloitte & Touche LLP and affiliated entities.
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