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KERRY JOHN PATTEN, C.PA

2101 N. Willow Ave.
Broken Arrow, OK 74012
Phone Number (918) 250-8838
FAX Number (918) 250-9853

The Honorable Board of Education
Marble City School District No. C-35
Sequoyah County, Oklahoma

Independent Auditor's Report

I have audited the accompanying fund type and account group financial statements of the Marble City
School District No. C-35, Sequoyah County, Oklahoma, as listed in the table of contents, as combined financial
statements as of and for the year ended June 30, 2011. These financial statements are the responsibility of the
Marble City School District's management. My responsibility is to express an opinion on these financial
statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States of America
and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. I believe that my audit provides a reasonable basis for my opinion.

As discussed in Note 1 (C), these financial statements were prepared in conformity.with the accounting and
financial reporting regulations prescribed or permitted by the Oklahoma State Department of Education, which is
a comprehensive basis of accounting other than generally accepted accounting principles.

In my opinion, the financial statements referred to above present fairly, in all material respects, the assets,
liabilities, and equity arising from regulatory basis transactions of each fund type and account group of Marble
City School District No. C-35, Sequoyah County, Oklahoma, as of June 30, 2011, and the revenues collected
and expenditures paid/expenses for the year then ended on the regulatory basis of accounting described in
Note 1.

In accordance with GovernmentAuditing Standards, I have also issued my reportdated January 9, 2012, on my
consideration of the Marble City School District's internal control over financial reporting and my tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The
purpose of that report is to describe the scope of my testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of my audit.

My audit was conducted for the purpose of forming an opinion on the combined financial statements of
Marble City School District No. C-35. The combining financial statements and supporting schedules are
presented for purposes of additional analysis and are not a required part of the combined financial statements.
The combining financial statements and supporting schedules and the Schedule of Expenditures of Federal
Awards have been subjected to the auditing procedures applied in the audit of the combined financial
statements and, in my opinion, are fairly stated in all material respects in relation to the combined financial
statements taken as a whole on the regulatorybasis of accounting described in Note 1.

This report is intended solely for the information and use of the Board of Education of Marble City School District
No. C-35, Sequoyah County, Oklahoma, Oklahoma State Department of Education, and certain federal
regulatory agencies, and is not intended to be and should not be used by anyone other than these specified
parties.

Kerry Johr/Patten, C.P.A.
January®, 2012
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MARBLE CITY SCHOOL DISTRICT NO. C-35

COMBINED STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCES

ALL FUND TYPES AND ACCOUNT GROUPS - REGULATORY BASIS

JUNE 30, 2011

Governmental Fund Types

General Special Revenue Debt Service

ASSETS

Cash

Investments

Total assets

LIABILITIES

Liabilities:

Outstanding warrants

Encumbrances

Total liabilities

Fund balances:

Designated for capital projects

Designated for debt service

Cash fund balances

Total fund balances

Total liabilities and fund balances

$ 363,801.89 $ 162,621.07 $ 931.38

500,000.00

$ 863,801.89 $ 162,621.07 $

72,041.87 $

6,879.35

1,915.32 $

15,842.50

$ 78,921.22 $ 17,757.82 $

$ $ - $

784,880.67 144,863.25

$ 784,880.67 $ 144,863.25 $

$ 863,801.89 $ 162,621.07 $

The notes to the financial statements are an integral part of this statement.
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Fiduciary Fund
Types

$

$

Total

(Memorandum
Only)

Trust and

Agency June 30, 2011

8,864.05 536,218.39

500,000.00

8,864.05 1,036,218.39

$ 73,957.19

22,721.85

$ 96,679.04

931.38

8,864.05 938,607.97

8,864.05 $ 939,539.35

8,864.05 $ 1,036,218.39



MARBLE CITY SCHOOL DISTRICT NO. C-35

COMBINED STATEMENT OF REVENUES COLLECTED, EXPENDITURES PAID AND

CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES - REGULATORY BASIS

FOR THE YEAR ENDED JUNE 30, 2011

Governmental Fund Types

General Special Revenue Debt Service

Revenues collected:

Local sources

Intermediate sources

State sources

Federal sources

Total revenues collected

Expenditures paid:

Instruction

Support services

Non-instructional services

Capital outlay

Other outlays

Other uses

Total expenditures paid

Excess of revenues collected over (under)

expenses paid before adjustments to

prior year encumbrances

Adjustments to prior year encumbrances

Other financing sources (uses):

Bond sale proceeds

Operating transfers in/(out)

Bank charges

Total other financing sources (uses)

Excess (deficiency) of revenue collected
over expenditures paid and other

financing sources (uses)

Fund balances, beginning of year

Fund balances, end of year

$ 157,873.57 $

11,016.41

761,742.73

684,922.80

$ 1,615,555.51 $

913,663.73 $

593,473.04

176,127.67

20,000.00

15,678.94

18,852.53 $

40,692.01

59,544.54 $

96,293.48

26,721.23

$ 1,718,943.38 $ 123,014.71 $

$ (103,387.87) $ (63,470.17) $

$ 35,788.40 $ 1,775.00 $

$ $ $

$ (67,599.47) $ (61,695.17) $

$ 852,480.14 $

$ 784,880.67 $

206,558.42 $

144,863.25 $

The notes to the financial statements are an integral part of this statement.
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Total

(Memorandum
Only)

June 30, 2011

176,726.10

11,016.41

761,742.73

725,614.81

1,675,100.05

913,663.73

689,766.52

176,127.67

46,721.23

15,678.94

1,841,958.09

$ (166,858.04)

$ 37,563.40

$ -

$ (129,294.64)

$ 1,059,969.94

$ 930,675.30



MARBLE CITY SCHOOL DISTRICT NO. C-35

COMBINED STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

BUDGETED GOVERNMENTAL FUND TYPES - REGULATORY BASIS

FOR THE YEAR ENDED JUNE 30, 2011

General Fund

Original Budget

106,626.16

10,321.91

738,764.20

314,552.87

Final Budget

106,626.16

10,321.91

738,764.20

314,552.87

Actual

157,873.57

11,016.41

761,742.73

684,922.80

Revenues collected:

Local sources

Intermediate sources

State sources

Federal sources

Total revenues collected $ 1,170,265.14 $ 1,170,265.14 $ 1,615,555.51

Expenditures paid:

Instruction

Support services

Non-instructional services

Capital outlay

Other outlays

Other uses

Total expenditures paid

Excess of revenues collected over (under)

expenses paid before adjustments to prior

year encumbrances

Adjustments to prior year encumbrances

Other financing sources (uses):

Operating transfers in/out

Bank Charges

Total other financing sources (uses)

Excess (deficiency) of revenue collected
over expenditures paid and other

financing sources (uses)

Cash fund balance beginning of year

Cash fund balance end of year

$ 2,022,745.28 $ 2,022,745.28 $ 913,663.73

593,473.04

176,127.67

20,000.00

15,678.94

$ 2,022,745.28 $ 2,022,745.28 $ 1,718,943.38

$ (852,480.14) $ (852,480.14) $ (103,387.87)

35,788.40

$ (852,480.14) $ (852,480.14) $ (67,599.47)

$ 852,480.14 $ 852,480.14 $ 852,480.14

$ $ - $ 784,880.67

The notes to the financial statements are an integral part of this statement.
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Special Revenue Fund

Original Budget Final Budget Actual

$ 14,030.87 $ 14,030.87 $ 18,852.53

40,692.01

$ 14,030.87 $ 14,030.87 $ 59,544.54

$ - $ - $

220,589.29 220,589.29 96,293.48

26,721.23

$ 220,589.29 $ 220,589.29 $ 123,014.71

$ (206,558.42) $ (206,558.42) $ (63,470.17)

$ 1,775.00

$ (206,558.42) $ (206,558.42) $ (61,695.17)

$ 206,558.42 $ 206,558.42 $ 206,558.42

$ $ $ 144,863.25
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MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

1. Summary of Significant Accounting Policies

The accompanying financial statements of the Marble City School District No. C-35 (the "District") conform
to the regulatory basis of accounting, which is an other comprehensive basis of accounting prescribed by
the OklahomaState Department of Education and conforms to the system of accounting authorized by the
State of Oklahoma. Accordingly, the accompanying financial statements are not intended to present
financial position and results of operations in conformity with accounting principles generally accepted in
the United States of America. The District's accounting policies are described in the following notes that
are an integral part of the District's financial statements.

A. Reporting Entity

The District is a corporate body for public purposes created under Title 70 of the Oklahoma Statutes and,
accordingly, is a separate entity for operating and financial reporting purposes. The District is part of the
public school system of Oklahoma under the general direction and control of the State Board of Education
and is financially dependent on the State of Oklahoma. The general operating authority for the public
school system is the Oklahoma School Code contained in Title 70, Oklahoma Statutes.

The governing body of the District is the Board of Education composed of elected members. The
appointed superintendent is the executive officer of the District.

In evaluating how to define the District, for financial reporting purposes, management has considered all
potential component units. The decision to include a potential component unit in the reporting entity was
made by applying the criteria established by the Governmental Accounting Standards Board (GASB). The
basic - but not the only- criterion for including a potential component unitwithin the reporting entity is the
governing body's ability to exercise oversight responsibility. The most significant manifestation of this
ability is financial interdependency. Other manifestations of the ability to exercise oversight responsibility
include, but are not limited to, the selection of governing authority, the designation of management, the
ability to significantly influence operations, and accountability for fiscal matters. A second criterion used in
evaluating potential component units is the scope of public service. Application of this criterion involves
considering whether the activity benefits the District and/or its citizens, or whether the activity is conducted
within the geographic boundaries of the District and is generally available to its patrons. A third criterion
used to evaluate potential component units for inclusion or exclusion from the reporting entity is the
existence of special financing relationships, regardless of whether the District is able to exercise oversight
responsibilities. Based upon the application of these criteria, there are no potential component units
included in the District's reporting entity. These statements present only the activities of the District.

B. Measurement Focus

The District uses funds and account groups to report on its financial position and the results of its
operations. Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain district functions or activities.

A fund is an independent accounting entity with a self-balancing set of accounts. The account groups are
financial reporting devices designed to provide accountability for certain assets and liabilities that are not
recorded directly in the funds.

Funds are classified into three categories: governmental, proprietary and fiduciary. Each category, in turn,
is divided intoseparate "fund types." The District has the following fund types and account groups:

Governmental Funds

Governmental funds are used to account for all or most of a government's general activities, including the
collection and disbursement of earmarked monies (special revenue funds), the acquisition or construction
of general fixed assets (capital project funds), and the servicing of general long-term debt (debt service
funds). Basis of accounting relates to the timing of the measurements made, regardless of the
measurement focus applied. All governmental type funds are accounted for using the Regulatory
(Statutory) basis of accounting. All revenues from all sources, including property taxes, entitlements,
grants, and shared revenues are recognized when they are received, rather than earned. Expenditures
are generally recognized when encumbered or reserved, rather than at the time the related liability is
incurred. Unmatured interest for debt service is recognized when due and certain compensated
absences and claims and judgments are recognized when the obligations are expected to be liquidated



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Summary of Significant Accounting Policies (continued)

with expendable, available financial resources. Fiduciary type funds are accounted for using the cash
basis of accounting. These practices differ from generally accepted accounting principles.

General Fund - The general fund is used to account for all financial transactions except those required to
be accounted for in another fund. Major revenue sources include local property taxes and federal and
state funding. Expenditures include all costs associated with the daily operations of the schools, except for
programs funded for building repairs and maintenance, school construction and debt service on bonds and
other long-term debt. The general fund includes federal and state restricted monies that must be
expended for specific programs. The District's cafeteria operations are reported as part of the general
fund.

Special Revenue Fund - The special revenue funds are used for proceeds of specific revenue sources that
are legally restricted to expenditures for specified purposes.

Building Fund - The building fund consists mainly of monies derived from property taxes levied for the
purpose of erecting, remodeling, repairing or maintaining school buildings and for purchasing
furniture, equipment and computer software to be used on or for technology center property, for
paying energy and utility costs, for purchasing telecommunications services, for paying fire and
casualty insurance premiums for center facilities, for purchasing security systems, and for paying
salaries of security personnel.

Debt Service Fund - The debt service fund is the District's sinking fund and is used to account for the
accumulation of financial resources for the payment of general long-term debt principal and interest. The
primary revenue sources are local property taxes levied specifically for debt service and interest earnings
from temporary investments.

Fiduciary Funds

Fiduciary funds are used to account for assets held on behalf of outside parties, including other
governments or on behalf of other funds within the District. When these assets are held under the terms of
a trust agreement, trust funds are used for their accounting and reporting. Agency funds generally are
used to account for assets that the District holds on behalf of others as their agent and do not involve
measurement of results of operations.

Agency Funds - The agency fund is the school activities fund, which is used to account for monies,
collected principally through fundraising efforts of the students and District-sponsored groups. The
administration is responsible, under the authority of the Board, for collecting, disbursing, and
accounting for these activity funds.

Account Groups

Account groups are not funds and consist of a self-balancing set of accounts used only to establish
accounting control over long-term debt and general fixed assets.

General Fixed Asset Account Group - This accountgroup is used to account for property, plant, and
equipment of the school district. The District does not have the information necessary to include this
group in its combined financial statements.

C. Basis of Accounting and Presentation

The District prepares its financial statements in a presentation format that is prescribed by the Oklahoma
State Department of Education. This format is essentially the generally accepted form of presentation
used bystate and local governments prior to the effective date of GASB Statement No. 34, BasicFinancial
Statements-Management's Discussion and Analysis-for State and Local Governments. This format
significantly differs from that required by GASB 34.



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Summary of Significant Accounting Policies (continued)

The basic financial statements are essentially prepared on a basis of cash receipts and disbursements
modified as required by the regulations of the Oklahoma State Department of Education (OSDE) as
follows:

• Encumbrances represented by purchase orders, contracts, and other commitments for
the expenditure of monies and are recorded as expenditures when approved.

• Investments are recorded as assets when purchased.
• Warrants payable are recorded as liabilities when issued.
• Long-term debt is recorded when incurred.
• Compensated absences are recorded as an expenditure and liability when the obligation is

paid.
• Inventories of supplies are recorded as expenditures rather than assets.
• A General Fixed Asset Account Group is not required by the State Department of Education's

regulatory basis of accounting.

This regulatory basis of accounting differs from accounting principles generally accepted in the United
States of America, which require revenues to be recognized when they become available and measurable,
or when they are earned, and expenditures or expenses to be recognized when the related liabilities are
incurred for governmental fund types; and, when revenues are earned and liabilities are incurred for
proprietary fund types and trust funds.

D. Budgets and Budgetary Accounting

Prior to July 1 each year, the governing board of the school district prepares a verified application showing
the needs of the school district and submits the application to the County Excise Board, who makes
temporary appropriations for lawful current expenses of the school district. The temporary appropriations
are merged with the annual appropriations when the annual budget for the school district is finally
approved.

Prior to October 1 each year, the school Board of Education must make a financial statement, showing the
true fiscal condition of the school as of the close of the previous fiscal year ended June 30, along with an
itemized statement of estimated needs and probable income from all sources for the fiscal year.

A budget is legally adopted by the Board of Education for the general fund and special revenue fund(s) of
the school district.

Encumbrances represent commitments to unperformed contracts for goods or services. Encumbrance
accounting - under which purchase orders and other commitments of resources are recorded as
expenditures of the applicable fund - is utilized in all governmental funds of the District. Under Oklahoma
Law, unencumbered appropriations lapse at the end of the year.

E. Assets. Liabilities and Fund Eguitv

Memorandum Only-Total Column

The total column on the general purpose financial statements is captioned "memorandum only" to indicate
that it is presented only to facilitate financial analysis. Data in this column does not present financial
position, results of operations or cash flows in conformity with generally accepted accounting principles.
Neither is such data comparable to a consolidation. Interfund eliminations have not been made on the
aggregation of this data.

Cash - Cash consists of cash on hand, demand deposit accounts, and interest bearing checking accounts.

Investments - State statutes govern the District's investment policy. Permissible investments include
direct obligations of the United States Government and Agencies; certificates of deposit of savings and
loan associations, and bank and trust companies; and savings accounts or savings certificates of savings
and loan associations, and trust companies. Collateral is required for demand deposits and certificates of
deposit for all amounts not covered by federal deposit insurance. Investments are stated at cost.



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Summary of Significant Accounting Policies (continued)

Inventories - Inventories consist of minimal amounts of expendable supplies held for consumption. The
value of consumable inventories at year-end is not material to the District's financial statements. The costs
of inventories are recorded as expenditures when encumbered and purchased, rather than when
consumed.

Compensated Absences - Vested or accumulated vacation leave that is expected to be liquidated with
expendable, available financial resources is reported as expenditure and a fund liability of the
governmental fund that will pay it. There are no amounts of vested or accumulated vacation leave that are
not expected to be liquidated with expendable, available financial resources. Vested or accumulated
vacation leave of proprietary funds is recorded as an expense and liability of those funds as the benefits
accrue to employees.

No liability is recorded for non-vesting accumulating rights to receive such pay benefits. Vested
accumulated rights to receive sick pay benefits have been reported in the general long-term debt account
group since none of the vested sick leave is expected to be liquidated with expendable, available financial
resources.

Fixed Assets - The District has not maintained a record of its general fixed assets, and, accordingly, a
General Fixed Asset Account Group is not included in the financial statements. General fixed assets
purchased are recorded as expenditures in the various funds at the time of purchase.

Long-Term Debt - Long-term debt is recognized as a liability of a governmental fund when due or when
resources have been accumulated in the debt service fund for payment early in the following year. For
other long-term obligations, only that portion expected to be financed from expendable, available financial
resources is reported as a fund liability of a governmental fund. The remaining portion of such obligations
is reported in the general long-term debt account group.

Cash Fund Balance - Cash fund balance represents the funds not encumbered by purchase order, legal
contracts, and outstanding warrants.

F. Revenues. Expenses and Expenditures

Local Revenues - Revenue from local sources is revenue produced within the school district, which
includes ad valorem taxes. It is available for current educational expenses and for other purposes
authorized by the school board.

The District is authorized by state law to levy property taxes, which consist of ad valorem taxes on real and
personal property within the District. The county assessor, upon receipt of the certification of tax levies
from the County Excise Board, extends the tax levies on the tax roll for submission to the county treasurer
prior to October 1. The county treasurer mustcommence tax collection within fifteen days of receiptof the
tax rolls. The first halfof the tax is due prior to January 1. The second half is due prior to April 1.

If the first payment is not made timely, the entire tax becomes due and payableon January 2. Second half
taxes become delinquent on April 1 of the year following the year of assessment. If not paid by the
following Oct. 1, the property is offered for sale for the amount of taxes due. The owner has two years to
redeem the property by paying the taxes and penalty owed. If at the end of two years the owner has not
done so, the purchaser is issued a deed to the property.

Intermediate Revenues - Revenue from intermediate sources is revenue from funds collected by an
intermediate administrative unit or political sub-division, such as a county or municipality, and redistributed
to the school district.

State Revenues - Revenue from state sources for current operations are primarily governed by the state
aid formula under the provisions of Article XVIII, Title 70, Oklahoma Statutes. The State Board of
Education administers the allocation of state aid funds to school districts based on information
accumulated from the districts.

After review and verification of reports and supporting documentation, the State Department of Education
may adjust subsequent fiscal period allocations of money for prior year errors disclosed by review.
Normally, such adjustments are treated as reductions or additions of revenue of the year when the
adjustment is made.
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MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Summary of Significant Accounting Policies (continued)

The District receives revenue from the state to administer certain categorical educational programs. State
Board of Education rules require that revenue earmarked for these programs be expended only for the
program for which the money is provided. These rules also require that the money not expended, as of the
close of the fiscal year, be carried forward into the following year to be expended for the same categorical
programs. The State Department of Education requires that categorical educational program revenues be
accounted for in the general fund.

Federal Revenues - Revenue from Federal sources is money originating from the Federal government and
made available to the school district either as direct grants or under various programs passed-through the
State Department of Education.

The Federal government also makes payments to school districts whose revenues are adversely affected
by the presence of Federal activities. Although these payments are made in consideration of lost property
tax revenue, the Oklahoma State Department of Education advocates classifying such amounts as
revenue from Federal sources.

Instruction Expenditures - Instruction expenditures include the activities dealing directly with the interaction
between teachers and students. Teaching may be provided for students in a school classroom, in another
location, such as a home or hospital, and in other learning situations, such as those involving co curricular
activities. It may also be provided through some other approved medium, such as television, radio,
telephone and correspondence. Examples of expenditures that might be included here are the activities of
teacher assistant of any type (clerks, graders, teaching machines, etc.), which assist in the instructional
process. The activities of tutors, translators, and interpreters would be recorded here. Department
chairpersons who teach for any portion of time are included here. Tuition/transfer fees paid to other LEAs
would be included here.

Support Services Expenditures - Support services expenditures provide administrative, technical (such as
guidance and health) and logistical support to facilitate and enhance instruction. These services exist as
adjuncts for fulfilling the objective of instruction, community services and enterprise programs, rather than
as entitles within them.

Operation of Non-Instructional Services Expenditures - Activities concerned with providing non-
instructional services to students, staff, and the community.

Facilities Acouisition and Construction Services Expenditures - Consist of activities involved with the
acquisition of land and buildings; remodeling buildings; the construction of buildings and additions to
buildings; initial installation or extension of service systems and other built-in equipment; and improvement
to sites.

Other Outlays Expenditures - A number of outlays of governmental funds are not properly classified as
expenditures, but still require budgetary or accounting control. These are classified as Other Outlays.
These include debt service payments (principal and interest).

Other Uses Expenditures - This includes scholarships provided by private gifts and endowments; student
aid and staff awards supported by outside revenue sources (i.e., foundations). Also, expenditures for self-
funded employee benefit programs administered either by the Districtor a third party administrator.

Repayment Expenditures - Repayment expenditures represent checks/warrants issued to outside
agencies for refund or restricted revenue previously received for overpayments, non-qualified
expenditures, and other refunds to be repaid from District funds.

Interfund Transactions - Quasi-external transactions are accounted for as revenues, expenditures or
expenses. Transactions that constitute reimbursements to a fund or expenditures/expenses initially made
from itthat are properly applicableto another fund, are recorded as expenditures/expenses in the fund that
is reimbursed.

All other interfund transactions, except quasi-external transactions and reimbursements, are reported as
transfers. Nonrecurring or nonroutine permanent transfers of equity are reported as residual equity
transfers.



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Summary of Significant Accounting Policies (continued)

Budgetary Information

Under current Oklahoma Statutes, a formal Estimate of Needs (Budget) is required for all funds except for
trust and agency funds. Budgetsare presented for all funds that include the originally approved budgeted
appropriations for expenditures and final budgeted appropriations as adjusted for supplemental
appropriations and approved transfers between budget categories. The annual Estimate of Needs, when
approved by the Board and subsequentlyfiled with the County Clerk and approved by the County Excise
Board, becomes the legal budget. Supplemental appropriations, if required, were made during the year
and are reflected on the budget vs. actual presentations shown included in supporting schedules.

2. Deposit Categories of Credit Risk

Collateral is required for demand depositsand certificates ofdeposit for all amounts notcovered byfederal
deposit insurance. The District's investment policies are governed by state statute. Permissible
investments include:

1. Direct obligations of the United States Governmentto the payment of which the full faith and credit
of the government is pledged.

2. Obligations to the payment ofwhich the full faith and credit ofthe state is pledged.

3. Certificates of deposits of banks when such certificates of deposits are secured by acceptable
collateral as in the deposit of other public monies.

4. Savings accounts or savings certificates of savings and loan associations to the extent that such
accounts or certificates are fully insured bythe FederalSavingsand Loan Insurance Corporation.

5. Repurchase agreements that have underlying collateral consisting of those items specified in
paragraphs 1 and 2 of this section including obligations of the United States, its agencies and
instrumentalities, and where collateral has been deposited with a trustee of custodian bank in an
irrevocable trust or escrow account established forsuch purposes.

6. County, municipal or school district direct debt obligations for which an ad valorem tax may be
levied or bond and revenue anticipation notes, money judgments against such county, municipality
or school district ordered by a court of record or bonds or bond and revenue anticipation notes
issued by a public trust for which such county, municipality orschool district is a beneficiary thereof.
AH collateral pledged to secure public funds shall be valued at no more than market value.

7. Money market mutual funds regulated by the Securities and Exchange Commission and which
investments consist of obligations of the United States, its agencies and instrumentalities, and
investments in those items listed above.

8. Warrants, bonds or judgments of the school district.

9. Qualified pooled investment programs, the investments of which consist of those items specified
above, as well as obligations of the United States agencies and instrumentalities, regardless ofthe
size of the district's budget. To be qualified, a pooled investment program for school funds must be
governed through an Interlocal cooperative agreement formed pursuant to Title 70 Section 5-117b,
and the program must competitively select its investment advisors and other professionals. Any
pooled investmentprogram must be approved by the Board of Education.
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MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Deposit Categories of Credit Risk (continued)

The District's investment policy instructs the treasurer to minimize risks by diversifying the investment
portfolio; structuring investments so that securities mature in time to meet cash requirements; and by
investing the full amount of all accounts of the District.

Custodial Credit Risk:

Deposits and Investments - The District's demand deposits are required by law to be collateralized by the
amount that is not federally insured.

Securities pledged as collateral are held by a third party or Federal Reserve Bank. Joint custody
safekeeping receipts are held in the nameofthe depositing institution, but are pledged to the District. The
security cannot be released, substituted, or sold without the School Treasurer's approval and release of
the security.

Certificates of depositare collateralized at least bythe amount notfederally insured. As ofJune 30, 2011,
the Districthad no deposits exposed to custodial credit risk.

The District's investments consist ofdirect obligations ofthe U.S. governmentand agencies' securities.

Interest Rate Risk:

Investments are made based upon prevailing market conditions at the time of the transaction with the
intent to hold the instrument until maturity. However, the District has no formal written policy addressing
interest rate risk.

Credit Risk:

The District has no formal written policy addressing credit risk.

AtJune 30, 2011, the District has no investments that are not guaranteed by the full faith and creditof the
United States Government.

3. General Long-Term Debt

State statutes prohibit the District from becoming indebted in an amount exceeding the revenue to be
received for any fiscal year without approval by the District's voters.

At June 30, 2011, the Marble City School District had not incurred any long-term debt under these
provisions.

4. Lease Commitments

The District had no lease commitments ineffect at June 30, 2011.

5. Employee Retirement System

Description of Plan

The District participates in the state-administered Oklahoma Teachers' Retirement System. The System
which is a cost-sharing multiple-employer public employee retirement system, which is a defined benefit
pension plan covering all employees of the public school system. The supervising authority for the
management and operation ofthe System isa 13-member Board ofTrustees, which acts as a fiduciary for
investment of the funds and the application of plan interpretations. The System provides retirement and
disability benefits, annual cost of living adjustments, death benefits and other benefits to plan members
and beneficiaries. Oklahoma State Statutes establish benefit provisions and may be amended only

11



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

Employee Retirement System (continued)

through legislative action. The Oklahoma Teachers' Retirement System issues a publicly available
financial report that includes financial statements and required supplementary information for the System.
The report may be obtained by writing to the Oklahoma Teachers' Retirement System, P.O. Box 53624,
Oklahoma City, Oklahoma 73152.

Basis of Accounting

The System's financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America. The financial statements have also been prepared in
compliance with the requirements of the Government Accounting Standards Board Statement No. 34. The
financial statements are prepared on the accrual basis of accounting, under which expenses are recorded
when the liability is incurred, revenues are recorded in the accounting period they are earned and become
measurable, and investment purchases and sales are recorded as of their trade dates. Member and
employer contributions are recognized when due, pursuant to formal commitments. Benefits and refunds
are recognized when due and payable.

The pension benefit obligation is a standardized disclosure measure of the present value of pension
benefits. This pension valuation method reflects the present value of estimated pension benefits that will
be paid in future years as a result of employee services performed to date and is adjusted for the effectof
projected salary increases. There are no actuarial valuations performed on individual school districts. The
nonfunded pension benefit obligation of the System, as determined as part of the latest actuarial valuation
dated June 30, 2011, is as follows:

Dollars in Millions

Actuarial Accrued Liability
Actuarial Value of Assets

$ 17,561.
9,961.

Unfunded Actuarial Accrued Liability $ 7,600.

Fundinq Policy

A participant with five years ofcreditable service may retire with a normal retirement allowance at the age
of sixty-two (62) or with reduced benefits as early as age fifty-five (55). The normal retirement allowance
paid monthly for life and then to beneficiaries, if certain options are exercised, equals two percent of the
average of the highest three earning years of contributory service multiplied by the number of years of
credited service. Retiring members may count up to 120 days of unused accumulated sick leave toward
an additional yearof service credit. A participant leaving employment before attaining retirement age, but
completing ten years of service, may elect to vest his accumulated contributions and defer receipt of a
retirement annuity until a later date. When a participant dies in active service and has completed ten years
of credited service, the beneficiary is entitled to a death benefit of $18,000.00 and the participant's
contributions plus interest. If the beneficiary is a surviving spouse, the surviving spouse may, in lieu ofthe
death benefit, elect to receive, subjectto the surviving spousal options, the participant's retirement benefits
accrued at the time ofdeath. The contribution rates for the Districts, which are notactuarially determined,
and its employees are established by statute and applied to the employee's earnings, plus employer-paid
fringe benefits. The employers' contribution rate is 9.5%. Employees contribute 7.0% of covered
compensation.

Annual Pension Cost

The District's contribution to the System for the yearending June 30, 2011, was $96,988.66. The District's
total payroll forfiscal year 2010-11 amounted to $1,143,610.84.

12



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEAR ENDED JUNE 30, 2011

6. Litigation

The District is contingently liable for lawsuits and other claims in the ordinary courseof its operations. The
settlement ofsuch contingencies under the budgetary process would require appropriation of revenues yet
to be realized, and would not materially affect the financial position of the District at June 30, 2011.

7. Contingent Liabilities

The District receives significant financial assistance from the United States government in the form of
grants and other federal assistance. Entitlement to the resources is generally conditioned upon
compliance with terms and conditions ofthe grant agreements and applicable federal regulations, including
the expenditure of the resources for eligible purposes. Substantially, all grants are subject to financial and
compliance audits by the grantors. Any disallowances as a result of these audits become a liability ofthe
District. The District estimates that no material liabilities will result from such audits.

8. Risk Management

The District is exposed to various risks of loss related to torts; theft of, damage to and destruction of
assets; errors and omissions; injuries to employees; or acts of God. The District purchases commercial
insurance to cover these risks,

The School also participates in a risk pool for Workers' Compensation coverage in which there is transfer
or pooling of risks among the participants of that pool. In accordance with GASB No. 10, the School
reports the required contribution to the pool, net of refunds, as insurance expense. The risk pool is the
Oklahoma School Assurance Group (OSAG), an organization formed for the purpose ofproviding workers'
compensation coverage to participating schools in the State of Oklahoma. In that capacity, OSAG is
responsible for providing loss control services and certain fiscal activities, including obtaining contract
arrangements for the underwriting, excess insurance agreements, claims processing, and legal defense for
anyand all claims submitted to them during the plan year. As a member of OSAG, the District is required
to pay fees set by OSAG according to an established payment schedule. A portion ofthe fees paid by the
District goes into a loss fund for the District. The fee for the loss fund is calculated by projecting losses
based on the schools losses for the last five years. OSAG provides coverage in excess of the Loss Fund,
so the District's liability for claim loss is limited to the balance of the loss fund. If the District does not use
their loss fund in three years, it is returned to them with no interest.

10. Surety Bonds

The Sequoyah County Treasurer, serves as the School Treasurer and is bonded by ACCO-SIG, bond
number ACCO-SIG2010, for the term of July 1, 2010, to June 30, 2011. The lines of coverage include
"crime" coverage with a limit of liability of$100,000 per loss and "Public Officials Wrongful Acts" coverage
with a limit of liability of $2,000,000 per member. Thiscoverage is subject to a $25,000.00 deductable.

The minute clerk/encumbrance clerk is bonded by Western Surety Company, bond number69975874, for
the penal sum of $2,000.00 for the term of July 1, 2011, to June 30, 2011.

The Superintendent is bonded by Western Surety Company, bond number 70752116, for the penal sum of
$100,000.00 for the term of July 1, 2010, to June 30, 2011.

The activity fund custodian is bonded by Western Surety Company, bond number 1553479, for the penal
sum of $25,000.00 for the term of July 1, 2010, to June 30, 2011.
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MARBLE CITY SCHOOL DISTRICT NO. C-35

COMBINING STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCES

ALL SPECIAL REVENUE FUNDS - REGULATORY BASIS

JUNE 30, 2011

ASSETS

Cash

Investments

Total assets

LIABILITIES AND FUND BALANCES

Liabilities:

Outstanding warrants

Encumbrances

Total liabilities

Fund balances

Total liabilities and fund balances
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Building Fund

$ 162,621.07

$ 162,621.07

$ 1,915.32

15,842.50

$ 17,757.82

$ 144,863.25

$ 162,621.07



MARBLE CITY SCHOOL DISTRICT NO. C-35

COMBINING STATEMENT OF REVENUES COLLECTED, EXPENDITURES
PAID AND CHANGES IN FUND BALANCES

ALL SPECIAL REVENUE FUNDS - REGULATORY BASIS

FOR THE YEAR ENDED JUNE 30, 2011

Revenues collected:

Local sources

Intermediate sources

State sources

Federal sources

Total revenue collected

Expenditures paid:

Instruction

Support services

Non-instructional services

Capital outlay

Other outlays

Other uses

Total expenditures paid

Excess of revenues collected

over (under) expenses paid

before adjustments to prior
year encumbrances

Adjustments to prior year encumbrances

Other financing sources (uses):

Bond Sale Proceeds

Operating transfers in/(out)

Bank charges

Total other financing sources (uses)

Excess of revenues and other sources

over (under) expenditures and other
uses

Fund balances, beginning of year

Fund balances, end of year
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Building Fund

$ 18,852.53

40,692.01

$ 59,544.54

96,293.48

26,721.23

$ 123,014.71

$ (63,470.17)

$ 1,775.00

$

$ (61,695.17)

$ 206,558.42

$ 144,863.25



MARBLE CITY SCHOOL DISTRICT NO. C-35

COMBINING STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCES

FIDUCIARY FUND - REGULATORY BASIS

JUNE 30, 2011

Cash

Investments

Due from other funds

Total assets

ASSETS

LIABILITIES AND FUND BALANCES

Liabilities:

Outstanding warrants

Due to other funds

Total liabilities

Fund balances:

Unreserved/undesignated

Total liabilities and fund balances
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Agency Fund

Activity Fund

8,864.05

8,864.05

$ _

$ 8,864.05

$ 8,864.05
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MARBLE CITY SCHOOL DISTRICT NO. C-35

BUDGETARY COMPARISON SCHEDULE - REGULATORY BASIS

BUILDING FUND

FOR THE YEAR ENDED JUNE 30, 2011

Original Budget Final Budget Actual

$ 206,558.42 $ 206,558.42 $ 206,558.42 $

Variance with

Final Budget
Favorable

(Unfavorable)

Fund balances, beginning of year

Revenues collected:

Local sources

Intermediate sources

State sources

Federal sources

Total revenues collected

Expenditures paid:

Instruction

Support services

Non-instructional services

Capital outlay

Other outlays

Other uses

Total expenditures paid

$ 14,030.87 $ 14,030.87 $ 18,852.53 $ 4,821.66

40,692.01 40,692.01

$ 14,030.87 $ 14,030.87 $ 59,544.54 $ 45,513.67

220,589.29 220,589.29 96,293.48

26,721.23

124,295.81

(26,721.23)

$ 220,589.29 $ 220,589.29 $ 123,014.71 $ 97,574.58

Excess of revenues collected over (under)

expenses paid before adjustments to

prior year encumbrances $

Adjustments to prior year encumbrances

Other financing sources (uses):

Operating transfers in/out

Bank charges

Total other financing sources (uses)

Cash fund balance end of year
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143,088.25 $ 143,088.25

1,775.00

144,863.25



MARBLE CITY SCHOOL DISTRICT NO. C-35

SCHEDULE OF FEDERAL AWARDS EXPENDED

FOR THE YEAR ENDED JUNE 30, 2011

Federal Grantor/Pass-Through Grantor/Program Title

U.S. Department of Education

Direct Programs:

2009-2010 Programs:

Small Rural School Achievement Program

Sub-Total

2010-2011 Programs

Title VIII, Impact Aid Operations

Small Rural School Achievement Program

Title VII, Indian Education

Sub-Total

Passed-Through State Department
of Education:

2009-2010 Programs

Title II, Part A

ARRATitlel

ARRA IDEA B-Flow Through

Sub-Total

2010-2011 Programs

Title I

ARRA-Title I

IDEA-B Flow Through

ARRA IDEA-B Flow Through

IDEA-B Preschool

ARRA Education Stabilization Fund

Title II, Part A Training & Recruiting Fund

Title II D Education Through Technology

ARRA Preschool

Education Jobs Fund

Sub-Total

The accompanying notes are an intregal part of this schedule.

(continued)
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Federal

CFDA#

84.358A

Grantor's Number

N/A

84.041 S041B20114070

84.358A S358A104702

84.060A S060A100689

84.336

84.389

84.391

84.010

84.389

84.027

84.391A

84.173

84.394

84.367

84.318X

84.392A

84.410

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A



Balance at

July 1,2010 Receipts Expenditures
Balance at

June 30, 2011

$ (13,543.00) $ 13,543.00 $ - $ -

$ (13,543.00) $ 13,543.00 $ - $ -

$ 427,566.24 $ 456,743.08 $ 14,409.00 $ 869,900.32

- 13,851.00 13,851.00 -

-

$

19,923.38

490,517.46 $

20,427.00

48,687.00 $

(503.62)

$ 427,566.24 869,396.70

(2,548.71) $

(1,589.12)

(6,943.66)

(11,081.49) $

2,548.71 $

1,589.12

6,943.66

11,081.49 $

48,082.80 $ 48,916.14 $ (833.34)

2,671.30 2,938.42 (267.12)

25,856.38 32,511.10 (6,654.72)

3,599.38 4,799.20 (1,199.82)

- 1,579.87 (1,579.87)

32,594.00 32,594.00 -

16,913.73 16,913.73 -

167.90 167.90 -

279.90 373.22 (93.32)

16,286.88 16,286.88 -

146,452.27 $ 157,080.46 $ (10,628.19)



MARBLE CITY SCHOOL DISTRICT NO. C-35

SCHEDULE OF FEDERAL AWARDS EXPENDED

FOR THE YEAR ENDED JUNE 30, 2011

Federal

Federal Grantor/Pass-Through Grantor/Program Title CFDA # Grantor's Number

U. S. Department of Agriculture

Passed-Through State Department
of Education:

Child Nutrition Cluster:

Non-Cash Assistance (Commodities) Note 4:

National School Lunch Program 10.555 N/A

Non-Cash Assistance Sub-Total

Cash Assistance:

School Breakfast Program 10.553 N/A
National School Lunch Program 10.555 N/A

Cash Assistance Sub- Total

Sub- Total for Child Nutrition Cluster

Other Federal Assistance

2009-2010 Programs:

Johnson O'Malley 15.130 N/A

Sub-Total

2010-2011 Programs

Flood Control 12.112 N/A

Johnson O'Malley 15.130 N/A

Sub-Total

TOTAL FEDERAL ASSISTANCE

Theaccompanying notes are an intregal partofthis schedule.
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Balance at Balance at

July 1,2010 Receipts Expenditures June 30,2011

$ 4,883.57 $ 4,883.57 $

$ 4,883.57 $ 4,883.57 $

$ 23,786.74

36,817.08

$ 23,786.74

36,817.08

$

$ 60,603.82 $ 60,603.82 $

$ 65,487.39 $ 65,487.39 $

$ (949.03) $ 949.03 $ - $

$ (949.03) $ 949.03 $ - $

$ $ 127.83 $ 127.83 $

- 2,339.91

2,467.74 $

3,600.00

3,727.83$ $ $

(1,260.09)

(1,260.09)

401,992.72 $ 730,498.38 $ 274,982.68 $ 857,508.42



MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2011

For all federal programs, the District uses the fund types prescribed by the Oklahoma State
Department of Education and conforms to the system of accounting authorized by the State of
Oklahoma. General and Building Funds are used to account for resources restricted, or
designated for, specific purposes by a grantor. Federal and state financial assistance generally
is accounted for in the General and Building Fund.

The accounting and financial reporting treatment applied to a fund is determined by its'
measurement focus. The Governmental Fund types are accounted for using a current financial
measurement focus. All federal grant funds were accounted for in the General and Building
Funds, which are Governmental Fund types. With this measurement focus, only current assets
and current liabilities and the fund balance are included on the balance sheet. Operating
statements of these funds present increases and decreases in net current assets.

The Regulatory Basis of Accounting is used for the Governmental Fund types and Agency
Funds. This basis of accounting recognizes revenue from all sources when they are received.
Federal grant funds are considered to be recognized when encumbered or reserved to the
extent of expenditures made under the provisions of the grant.

Positive amounts listed in the either "Balance at July 1, 2010" or "Balance at June 30, 2011"
column represent funds received by the school and not yet expended or coded to the program.
Negative amounts represent expenditures which have been claimed, but the revenue not yet
collected.

The District received donated foods through the Federal Food Distribution Program (10.550). At
June 30, 2011, the school maintained an immaterial amount of food commodities inventory. Per
the Regulatory Basis of Accounting, the commodities received and used are not recognized as
revenue or expenditures in the school's Financial Statements.

Reconciliation of the Revenue shown on the Schedule of Expenditures of Federal Awards to
Statement of Revenue, Expenditures and Changes in Fund Balance is as follows:

Revenue

Schedule of Expenditures of Federal Awards $ 730,498.38
Less Commodities (4,883.57)

Total per Schedule of Expenditures of Federal Awards

Reconciled Balance $ 725,614.81

Federal Program Revenues:

General Fund $ 684,922.80
Building Fund 40,692.01

Total per Federal Statement of Revenue, Expenditures,
And Changes in Fund Balance $ 725,614.81
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MARBLE CITY SCHOOL DISTRICT NO. XC-35

SCHOOL ACTIVITY FUND

RECEIPTS, TRANSFERS, DISBURSEMENTS AND SUB-ACCOUNT BALANCES

FOR THE YEAR ENDED JUNE 30, 2011

Net

Balance Transfers/ Balance
Activities 7-1-10

$

Deposited

$

Adjustments

$

Disbursed

$

6-30-11

Athletics $ 866.84 15,269.32 . 14,144.43 1,991.73
8th Grade Class Fund 2,216.25 16,145.00 (21.00) 15,767.73 2,572.52
Petty Cash - 200.00 - 200.00 -

Yearbook Sales 1,069.40 1,176.44 - - 2,245.84
Adult Lunch - 49.00 - 49.00 .

Cheerleading Fund 200.00 - - - 200.00

Special Activities 1,231.96 795.67 - 364.28 1,663.35
Rings 58.61 - 132.00 - 190.61

Unidentified

$

111.00

$

-

$

(111.00)

$

-

$

-

Total Activities 5,754.06 33,635.43 30,525.44 8,864.05
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REPORTS REQUIRED BY GOVERNMENT AUDITING STANDARDS



KERRY JOHN PATTEN, C.PA

2101 N. Willow Ave.
Broken Arrow, OK 74012
Phone Number (91S) 250-8838
FAX Number (918) 250-9853

INDEPENDENT AUDITOR'S 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

The Honorable Board of Education

Marble City School District No. C-35
Sequoyah County, Oklahoma

I have audited the combined financial statements - regulatory basis of Marble City School District No. C-35 (the
"District"), MarbleCity, Oklahoma, as of and for the year ended June 30, 2011, which have been prepared on a
basis prescribed by the laws of the State of Oklahoma and have issued my report thereon dated Date of
release. I conducted my 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.

Internal Control over Financial Reporting
In planning and performing my audit, I considered Marble City School District's internal control over financial
reporting as a basis for designing my auditing procedures for the purpose of expressing my opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Marble City
School District's internal control over financial reporting. Accordingly, I do not express an opinion on the
effectiveness of the 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. Amaterial 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.

My consideration of internal control over financial reporting 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 financial
reporting that might be deficiencies, significant deficiencies or material weaknesses. I did not identify any
deficiencies in internal control over financial reporting that I consider to be material weaknesses, as defined
above. However, I identified certain deficiencies in internal control over financial reporting, described in the
accompanying Schedule of Findings and Questioned Costs that I consider to be significant deficiencies in
internal control over financial reporting. [2011-1]. A significant deficiency is a deficiency or combination of
deficiencies, in internal control than is less severe that a material weakness, yet important enough to merit
attention by those charged with governance.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether Marble City School District's financial statements are
free of material misstatement, I 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 my audit, and accordingly, I do not express such an opinion. The results of
my tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards. I noted certain immaterial instances of noncompliance that I have reported to
management in the Schedule of Comments included on pages 26 and 27 of this audit report..
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This report is intended solely for the information and use of the audit committee, 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.

Kerry JolwPatten, C.P.A.
January 9, 2012
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MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2011

A. FINDINGS - FINANCIALSTATEMENTS AUDIT

Significant Deficiency 2011-1:

*l. Condition: An adequate internal control structure does not exist because ofthe small size ofthe entity
nor is there adequate segregation of duties.

Criteria: Internal controls should be in places that provide reasonable assurance that any one individual
does not have control over several of the financial functions of the School District.

Effect: Because of the inadequate segregation of duties there may be an opportunity for an employee to
alter record keeping.

Recommendation: We have recommended that the School District strive to implement an adequate
segregation of duties.

Response: We concur with the recommendation; however, we have concluded that the cost to correct this
condition would exceed the benefit.
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MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

SUMMARY OF PRIOR AUDIT FINDINGS
JULY 1,2010 TO JUNE 30, 2011

The summary of prior audit findings is required to report the status of all audit findings reported in the prior
audit's schedule of findings and questioned costs relative to federal awards.

The school district had no prior year audit findings relative to federal award programs.
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MARBLE CITY SCHOOL DISTRICT NO. C-35
SEQUOYAH COUNTY, OKLAHOMA

SCHEDULE OF COMMENTS
JULY 1, 2010 TO JUNE 30, 2011

The following conditions represent areas noted during my review of the school's accounting system in which I
feel improvements in the internal control and/or operational efficiency may be attained. I have also noted, as
required, any noncompliance with State Department of Education Regulations.

*l. Condition: Several school district employees received compensation for hours worked in the "After School
Program" and one employee received extra bus driving compensation. There was no evidence that this
compensation had been approved by the school board.

Recommendation: A school district is notauthorized to pay any salary, benefit, or other compensation to
school employees without specific contract provisions authorized by the school Board of Education.
Therefore, all compensation should be approved by the Board of Education and documented in official
school board minutes.

Ml. Condition: The Activity Fund records were not accurate and did not reflect correct sub-account balances
at year end. The Activity Fund Custodian did not accurately reconcile to the bank statement balance. At
June 30, 2010, the ledger reflected a balance of $111.00 less than the actual reconciled bank balances.

Recommendation: The Board of Education should direct the Activity Fund Custodian to make necessary
corrections and/or adjustments to reflect sub-account balances that reconcile to the bank. The activity
ledger should be posted for every receipt writtenand every check issued. The Activity Fund monthly report
balances, ledger totals, and checkbook balance should always reconcile to the bank balance.

III. Condition: Several school district employees received compensation for "Unused Sick Leave". Records
of leave taken were available for review however, there were no indication of employees supervisor's
approval of the records by signature.

Recommendation: The Board of Education should insure leave records are approved by the employees'
supervisor. The signature of the supervisor will verify records are reviewed for accuracy and approved.

IV. Condition: The School District's first payroll date for the 2010-11 fiscal year was August 4, 2010. The
first working day for school employees was in August 2010. It appears employees are being paid at the
first of the month, for services yet to be performed during that month.

According to the Attorney General's opinion, Article X, Section 15 and Article X, Section 17, a school
district is prohibited from paying a teacher, at the beginning ofa month, for servicesyet to be preformed
during that month. Oklahoma Statute, 1-110 states, "A school month shall consist of twenty (20) school
days during which school is actually taught or school activities performed." Oklahoma Statue, 6-106
states "Boards of Education are authorized to contract with and pay all teachers in their District in twelve
(12) monthly payments.".

Recommendation: The School Board of Education should consider taking necessary actions to bring
consider taking the necessary actions to bring pay dates in compliance with state regulations.
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VI. Condition: The District issues some blanket purchase orders to vendors who they purchase from on a
frequent basis The blanket purchase orders are approved for a maximum amount and payments are made
up tothe purchase order amount. The school then increases the samepurchase order if they need to make
more payments tothat vendor rather than closing out the original blanket purchase order andcreating
another purchase order for the additional amounts paid in excess ofthe original purchase order amount.

Recommendation: We recommend the District close each purchase order when completed, or when the
original encumbrance has been reached. New purchase orders can then be approved for any additional
expenditure. Weare not aware ofany provisions allowing a school district to re-open purchaseorders or
increase the original encumbrance amounts.

VII. Condition: During our review of purchase orders, we noted a blanket purchase order was written for "Legal
Services . Payments made during thefiscal yearhad no supporting invoices and simply hada piece of
paper each month which statestheattorney's name - retainer for (month) &(date).

Recommendation: All purchased orders for expenditure of school funds should be properly supported by
itemized invoices and/or appropriate contract prior to the payment ofthe same.

IX. Condition: The District entered into a contract with a vendor for the "development and maintenance of
Federal Programs". This contract includes consultation services provided on a monthly basis. An invoice
Issent by vendor each month for payment but has no itemized support for services.

Recommendation: Purchase orders for expenditures of school funds should beproperly supported by
itemized invoices and/or appropriate contract prior to the payment ofthe same.

*• Condition: General Fund purchase order #156 waswritten to the "Bureau ofIndian Affairs" in the amount
of$20,000.00 for a land purchase. A portion ofthe purchase price actually represented calculations made
!°Jelmrurse£eirs of tne Pr°Perty for approximately 10 years of trespassing on the property by the Marble
City School. Since a portion of the $20,000.00 was reportedly for prior years (approximately 10 years) it
appears payment from fiscal year2011 funds for prior period obligations may violate Oklahoma Laws.

Recommendation: As provided by 68 O.S. 2001, Section 3019: "The several items of the estimate as
made and approved by the Excise Board for each fiscal year shall constitute and are hereby declared to be
an appropriation of funds for the several and specific purposes named in such estimate and the
appropriations thus made shall not be used for any other fiscal year orpurposes whatsoever"

Previous Year's Audit Comments

bee^rep^ W'th *" aSt6risk'there are "° other items in the 2009-10 audit reDort' wnlcn have

Iwould like to express my appreciation for the courtesies and cooperation extended to us bv school districtadministrators and employees during the course of this audit. w"»naea io us oy scnooi aistnct
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State of Oklahoma )
County of Tulsa )

The undersigned auditing firm of lawful age, being first duly sworn on oath, says that said firm had in full force
and effect Accountants Professional Liability Insurance in accordance with the "Oklahoma Public School Audit
Law at the time of audit contract and during the entire audit engagement with Marble City School District for the

/Sg&\ UNPAKEUJCK
fSMi\ 1 NotsiyPubliclnendfeftte

l VSSV ) State cJOktahona
zJSTvC*/. _Con"miMton#05010870
<BU>^ MyCocwrtssicnexpires 11/30/2013

Kerry John Patten, C.P.A.
AUDITING FIRM

AUi^ORJZEErAO

Subscribed and sworn to before me on this

q J^K
day o AMPyUA , ib\z

^j(^dcZ cfroiono
NOTARY PUBLIC

My commission expires on:

ip day of /Ufefnb* (ZOi3
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