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FINANCIALS OF SBS – AN AUDITOR’S 
PERSPECTIVE

TOPICS OF DISCUSSION

• Audit Process
• From “Entrance Meeting” to “Finalized Report” 

• Michigan Public School Accounting Manual
• Function/Object/Program/Grant Codes

• Support Documentation

• Quarterly Financials
• Common Errors – Quarterly Financials

• MAER – Medical Staff Cost Report
• SE-4096

• Common Errors – Quarterly Financials

• MAER – Transportation Staff Cost Report
• SE-4094 & SE-4107

• Common Errors – Quarterly Financials
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ROLE OF SBS AUDITS

• The State of Michigan SBS Audit section is responsible for conducting 

external compliance audits of Intermediate School Districts funded by 

MDHHS. 

• Our work is summarized by the following objectives:

• To assess whether the ISD and its LEAs effectively established and implemented 

internal controls over the development of School Based Service Medicaid claims.

• To assess whether the School Based Service costs and services reported by the ISD 

and its LEAs were in compliance with Federal and State laws and regulations. 

REFERENCE MATERIALS FOR AUDIT 
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AUDIT PROCESS

• Planning Phase 

• Sets the foundation for the entire audit process

• Audit Fieldwork Phase

• Marks the beginning of the formal audit activities. Driven by scope and objectives 

and other agreements set forth in the planning phase. 

• Report Preparation Phase

• Final formal stage of the audit. 

PLANNING PHASE

• Typical activities include:

• Conduct the audit entrance meeting

• Develop scope and objectives

• Develop audit plan

• Perform risk assessment

• Select items to be audited 
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AUDIT FIELDWORK PHASE

• Typical activities include:

• Obtain data

• Analyze data

• Identify exceptions

• Conduct periodic agency update meetings

• Issue audit memorandums (preliminary findings)

• Analyze auditee reaction and additional evidence

• Conduct field closeout meeting to discuss preliminary findings

REPORT PREPARATION PHASE

• Typical activities include:

• Submit preliminary report

• Conduct internal quality assurance process

• Obtain preliminary response

• Agree/Disagree, Corrective Action, Comments

• Conduct exit meeting

• Finalize report
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MICHIGAN PUBLIC SCHOOL ACCOUNTING MANUAL

• The Michigan School Accounting Manual serves as a mandatory 

guide to the uniform classification and recording of accounting 

transactions for Michigan public school districts

• The Michigan Public School Accounting Manual was adopted in 1963 with major 

revisions in 1976, 1988, and 2004

• Revisions to the manual regularly occur to conform with changes in generally 

accepted accounting principles (GAAP), Governmental Accounting Standards 

Board (GASB), along with changes in legislation related to State and Federal 

financial reporting

• Recent “Change Notices” are available online, older “Change Notices” are available 

upon request

CODING STRUCTURE
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FUNCTION & OBJECT CODES

PROGRAM & GRANT CODES
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SUPPORT DOCUMENTATION

SUPPORT DOCUMENTATION – CONT. 
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UNIQUE CODING & CHART OF ACCOUNTS

SCHOOLS & MEDICAID

• The Michigan Department of Health & Human Services (MDHHS) 

provides SBS reimbursement to school districts that provide Medicaid 

covered health and health-related services.  There are two 

components of the SBS program that include:

• Direct Medical Services (includes specialized transportation, personal care 

services, and targeted case management services)

• Costs are reported on the Medicaid Allowable Expenditure Report (MAER)

• Medicaid Administrative Outreach (AOP)

• Costs are reported on the Quarterly Financials
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SCHOOLS & MEDICAID – CONT. 

• The AOP provides 
reimbursement for 
administrative activities 
required to identify, 
manage, refer and develop 
programs for children at risk 
of academic failure due to 
an underlying health issue, 
including mental health. 

• The Direct Medical Services 
program reimburses schools 
for the cost of providing 
direct medical services to 
the special education 
Medicaid student 
population. 

QUARTERLY FINANCIALS

• Quarterly AOP financials are used to complete Administrative 

Outreach Program (AOP) claiming on a quarterly basis

• Staff salaries and related costs are reported directly to a state-hired contractor 

(PCG) by each of the ISDs and LEAs

• The state-hired contractor (PCG) combines the costs, applies various allocation 

percentages and submits the AOP claim directly to MDHHS for review, processing 

and payment each fiscal quarter

• Quarterly Financials are completed on a cash basis

• Quarterly Financials cannot be used to complete the MAER

• Quarterly TCM and PCS financial worksheets go the MAER – Medical 

Staff Cost Report
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QUARTERLY FINANCIALS - EXAMPLE

• Case Manager – Cost Pool

• Support Staff – Cost Pool

COMMON FINDINGS – QUARTERLY FINANCIALS

• Federal Funds

• Inclusion of Unallowable Expenditures

• “General Education” Activities

• Athletic Activities

• Lack of Oversight of Financial Data Reported

• Calculation Errors – Overstatement/Understatement

• Use of Estimates

• Wrong Column

• Cash in Lieu of Benefits

• Other Expenditures (Travel & Training, Materials & Supplies, Dues & Fees)
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FEDERAL FUNDS

• Claims for approved Medicaid 

School Based Service functions 

may not include expenditures 

of:

• Federal funds received by the 

ISD/LEA directly

• Federal funds that have been 

passed through a State or local 

agency

• Non-Federal funds that have been 

committed as local match for other 

Federal or State funds or programs

“GENERAL EDUCATION” ACTIVITIES

• School-related and 
educational activities are 

not allowable for Medicaid 
reimbursement

• Function Codes:

• 111 – Elementary

• 112 – Middle/Junior High

• 113 – High School
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INCLUSION – ATHLETIC FUNDS

USE OF ESTIMATES

• The financial data reported (salaries, benefits, supplies, etc.) must be 

based on actual detailed expenditure reports obtained directly from 

the participating ISDs’/DPS’ financial accounting system. 

• The financial accounting system data is applied using generally accepted 

governmental accounting standards and principles or applicable administrative 

rules.
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WRONG COLUMN – CASH IN LIEU OF BENEFITS

RELATIONSHIP BETWEEN MAER & SE-4096/4094

• The MAER should be a subset of the costs reported on SE-4096/4094 

because you are only including allowable participants from Time 

Study Rosters and allowable medically related costs within certain 

object codes
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MAER – MEDICAL STAFF COST REPORT

• MAER – Medical Staff Cost Report is utilized to collect allowable costs 

for the medical professional staff on an annual basis

• MAER – Medical Staff Cost Report is completed on the accrual basis

• The interim monthly payments are based on prior year actual costs 

and reconciled on an annual basis to the current year costs.

SE-4096

• All Intermediate School Districts (ISDs) and Local Educational Agencies 

(LEAs) (Public School Academies (PSAs) report as an LEA) that employ 

or contract special education personnel are required to complete this 

the SE-4096 to qualify for state special education categorical aid

• The SE-4096 covers expenditures for the school year July 1 to June 30

• The objects of expenditure should be assigned to the program for which the service or 

supply was acquired on a direct charge basis wherever possible, or by a method of 

allocation which will provide a reasonable distribution of costs

• Record all amounts of money to the nearest dollar
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SE-4096 - EXAMPLE

District 

Name:
  This cell intentionally left blankThis cell intentionally left blank

Indirect 

Rate:
This cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blank

District 

Code:
  This cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blankThis cell intentionally left blank

Function 

Code Program Code

Profes

sionals

Reimb. 

Aides

Salaries 

(1000)

Benefits 

(2000)

Purch Serv 

Staff 

(31XX)

Purch Serv 

Non Staff 

(3000,4000)

Supplies & 

Materials 

(5000)

Capital 

Outlay 

(6000)

Other 

Expend. 

(7000) TOTAL

This cell intentionally left blank

213 Health Services N/A 0 This cell intentionally left blank

214 Psychological Services N/A 0 This cell intentionally left blank

215 Speech Pathology and 

Audiology N/A 0 
This cell intentionally left blank

216 Social Work Services N/A 0 This cell intentionally left blank

217 Visual Aid Services N/A 0 This cell intentionally left blank

218 TC/Cognitive Impairment N/A 0 This cell intentionally left blank

218 TC/Emotional Impairment N/A 0 This cell intentionally left blank

218 TC/Specific Learning Disability N/A 0 This cell intentionally left blank

218 TC/Hearing Impairment N/A 0 This cell intentionally left blank

218 TC/Visual Impairment N/A 0 This cell intentionally left blank

218 TC/Physical and Other Health 

Impairment N/A 0 
This cell intentionally left blank

218 TC/Autism Spectrum Disorder N/A 0 This cell intentionally left blank

218 Early Childhood Special 

Education Services N/A 0 
This cell intentionally left blank

219 Physical Education N/A 0 This cell intentionally left blank

219 Other Pupil Services N/A 0 This cell intentionally left blank

221 Improvement of Instruction N/A 0 This cell intentionally left blank

226 Supervision and Direction N/A N/A N/A 0 This cell intentionally left blank

241 School Principal N/A N/A N/A 0 This cell intentionally left blank

28X Support Services/Central N/A 0 This cell intentionally left blank

299/331 Support Services/Community N/A 0 This cell intentionally left blank

N/A Subtotal Non-Instructional 

Support 0.0 0.0 0 0 0 0 0 0 0 
This cell intentionally left blank

N/A Subtotal Instructional and 

Non-Instructional Support 0.0 0.0 0 0 0 0 0 N/A 0 0 
This cell intentionally left blank

N/A Indirect Costs N/A N/A N/A N/A N/A N/A N/A N/A 0 0 This cell intentionally left blank

231 Board of 

Education/Adjustments N/A N/A N/A 0 
This cell intentionally left blank

N/A Capital Outlay N/A N/A N/A N/A N/A N/A N/A 0 N/A 0 This cell intentionally left blank

261 Direct Operations and 

Maintenance N/A N/A N/A 0 
This cell intentionally left blank

431 Tuition - Michigan School for 

the Deaf N/A N/A N/A N/A N/A N/A N/A N/A 0 
This cell intentionally left blank

N/A Subtotal N/A N/A 0 0 0 0 0 0 0 0 This cell intentionally left blank

N/A Total Cost N/A N/A 0 0 0 0 0 0 0 0 This cell intentionally left blank

SPECIAL EDUCATION ACTUAL COST REPORT

(July 1, 2016 through June 30, 2017)

Section 52

Non-Instructional Support

MAER – MEDICAL - EXAMPLE
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COMMON FINDINGS – MAER - MEDICAL

• Staff Pool Listing Errors

• Wrong Staff Pool – Licensure

• No Staff Pool

• Federal Funds

• Inclusion of Unallowable Costs

• Early Retirement Incentives/Tuition

• Lack of Oversight of Financial Data Reported

• Calculation Errors – Overstatement/Understatement

• Wrong Line/Column

STAFF POOL LISTING ERRORS

• Wrong Staff Pool - Licensure

• No Staff Pool

• Most often seen in the contracted staff column
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FEDERAL FUNDS

• Claims for approved 
Medicaid School Based 
Service functions may not 
include expenditures of:
• Federal funds received by the 

ISD/LEA directly
• Federal funds that have been 

passed through a State or local 
agency

• Non-Federal funds that have 
been committed as local match 
for other Federal or State funds or 
programs

EARLY RETIREMENT INCENTIVES

• Early Retirement Incentive 
Payments (2210)

• These include: (a) lump sum 

payments, (b) retirement 

incentive payments spread 

over the following year, and 

(c) the purchase of annuities 

as a retirement. These 

incentives do not qualify for 

state categorical 

reimbursement.
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TUITION

• Tuition Reimbursement (2310)

• These costs coded under object code 2310 for employees to return 

to higher education to complete degree requirements are not 

reimbursable as a necessary cost of special education under state 

school aid. 

WRONG LINE/COLUMN

• SE-4096

• MAER
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MAER – TRANSPORTATION COST REPORT

• MAER – Medical Transportation Cost Report is utilized to collect 

allowable costs for specialized transportation on an annual basis

• Specialized transportation costs are the costs associated with the special 

education buses used for the specific purpose of transporting special education 

students only.  

• On an annual basis, the cost per trip is calculated by dividing the total 

reimbursable cost by the total ISD-reported special education one-way 

transportation trips.  

• The Medicaid reimbursable amount is obtained by multiplying the number of 

“allowable” one-way trips paid by the Medicaid Invoice Processing system per 

ISD.

SE-4094

• The SE-4096 covers expenditures for the school year July 1 to June 30

• The objects of expenditure should be assigned to the program for which the 

service or supply was acquired on a direct charge basis wherever possible, or by a 

method of allocation which will provide a reasonable distribution of costs

• Record all amounts of money to the nearest dollar

• Services purchased from another Michigan public school or intermediate school 

district are not eligible to be included on this report
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SE-4094 - EXAMPLE

SE-4107

• Each district using black and yellow vehicles to transport pupils is 

required to update the SE-4107 annually

• Amortization for vehicles is not reported on the SE-4094 until calculated on the final 

SE-4107 School Bus Inventory Report

• The total cost of a pupil transportation vehicle includes the base cost, plus the 

total of, if any, interest expense, plus additional equipment (radios, lifts) less any 

trade in allowance or the full amount received from previously non-deducted bus 

sales.
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SE-4107 - EXAMPLE

MAER – TRANSPORTATION - EXAMPLE
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COMMON FINDINGS – MAER - TRANSPORTATION

• Lack of Oversight of Financial Data Reported

• Calculation Errors – Overstatement/Understatement

• Wrong Line/Column

QUESTIONS



8/17/2017

23

CONTACTS

• Michigan Department of Health & Human Services

• John Lambert

• Phone: 517-335-4792

• Email: LambertJ4@Michigan.gov

• Timothy Kubu

• Phone: 517-241-9163

• Email: KubuT@Michigan.gov


