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Reviewing the Operations of the State Treasurer’s Office. RubinBrown, a certified public
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We would be happy to discuss the findings presented in this report with any legislative
committees, individual legislators, or other State officials.

Scott Frank
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STATE TREASURER’S OFFICE
REVIEWING OPERATIONS

Introduction

The State Treasurer is one of six state officials elected every four years. The State
Treasurer is responsible for the timely receipt and deposit of all receipts and revenues
into the State treasury. The 1992 Legislature gave the State Treasurer authority to
establish a Municipal Investment Pool to enhance investment options for Kansas
Municipalities. The State Treasurer has established a director of the following
operations:

e Administrative Services (currently the Unclaimed Property Director)
e Bond Services

e (Cash Management

e C(College Savings Plans

e Unclaimed Property

The State Treasurer was designated as the fiscal agent for the State of Kansas (State)
in 1908. The Municipal Bond Services program currently operates under the provisions
of Chapter 10 of the Kansas Statutes. The registration of the issuance of municipal
bonds was originally performed by the State Auditor, but these duties were transferred
to the State Treasurer in 1975 when the office of State Auditor was abolished. The
enactment in 1982 of PL 97-428, the Tax Equity and Fiscal Responsibility Act, required
municipal obligations issued after June 30, 1983 be issued in registered form in order
for the interest on these obligations to qualify for exemption from federal income tax.
The 1983 Legislature then enacted Senate Bill 265, which made major changes to the
State's bond laws in order to permit Kansas municipalities to issue their bonds in the
required registered form; this legislation contained provisions which were codified in
Kansas Statutes Annotated (K.S.A.) 10-260 et seq., the Kansas Bond Registration Law.
As a consequence of this legislation, the State Treasurer has become a registrar and
transfer agent for those registered to form municipal bonds which designate the State
Treasurer as paying agent.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

The Cash Management Services program is charged with receipt and deposit
responsibilities, as well as those relating to payment of warrants. The
requirement that the State Treasurer maintain an accurate account of the
receipts and disbursements of the Treasury is contained in K.S.A. 75-603, first
enacted in 1879, while K.S.A. 75-604, enacted in 1923, entrusts the State
Treasurer with the possession of all public moneys paid to the State Treasury
and permits the Treasurer to deposit moneys in Kansas banks designated as
State depositories. The State Moneys Law (K.S.A. 75-4201 et seq.), enacted in
1967, regulates the designation of banks that receive State accounts, the pledging
of securities by these banks, and the rate of interest to be paid on deposits of
State moneys. The 1985 session of the Legislature passed House Bill 2122 which
increased the pledge requirements for banks on State accounts from 70% to 100%
of market value on all funds not covered by the Federal Deposit Insurance
Corporation. Senate Bill 480, 1992 session, substantially changed the types and
terms of allowable investments. It also authorized the State Treasurer to offer a
Municipal Investment Pool for the benefit of all Kansas taxing units.

The Director of Accounts and Reports is required by K.S.A. 75-3732, enacted in
1953, to pay the State's obligations by issuing warrants drawn on the State
Treasurer and to remit to the State Treasurer a duplicate copy of the Director's
record of all warrants issued. K.S.A. 75-607 and 75-608, originally enacted in
1879, require, respectively, that the Treasurer return paid warrants to the
Director of Accounts and Reports and that the State Treasurer prepare an annual
report.

In 1992, K.S.A. 75-628 charged the State Treasurer with the responsibility of
reviewing and making recommendations for efficient handling of cash and cash
equivalents for the State. In that regard, education and assistance in cash
management practices, consideration of the operating needs of State agencies,
and government wide efficiencies are principles which are to be addressed.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

The 1999 Legislature passed K.S.A. 75-640 through 75-648 which authorized the
State Treasurer to implement and administer a qualified tuition savings plan,
Learning Quest, as defined in Internal Revenue Code, Section 529. The language
in the bill was broad enough to allow the State Treasurer many decisions in
designing the program. In fiscal year 2000, the State Treasurer hired a program
manager, adopted rules and regulations and developed a marketing plan. The
implementation date for Learning Quest was July 1, 2000. The 2006 Legislature
passed K.S.A. 75-650 which authorized the State Treasurer to implement and
administer a pilot matching grant program which operates as a part of the
Learning Quest program. This program, called Kansas Investments Developing
Scholars (K.I.D.S.), was created for Kansas residents with income below 200% of
the federal poverty level. The implementation date for K.I.D.S. was July 1, 2006.

The Disposition of Unclaimed Property Act (K.S.A. 58-3934 et seq.), enacted in
1979, designates the State Treasurer to administer functions established by the
Act. Amendments to the Act in 1983 broadened the definition of abandoned
property to which the Act applies. Senate Bill 326 enacted by the 1989
Legislature shortened the holding period for unclaimed property from seven to
five years on most property and allowed aggregate reporting of amounts up to
$25. The 1994 Legislature enacted Senate Bill 393 which repealed several of the
Statutes relating to unclaimed property and enacted a more recent version of the
model Uniform Unclaimed Property Act. The legislation recognized new financial
instruments developed since the 1954 Uniform Code was adopted. In 1996,
House Bill 2643 amended the Act to raise the aggregate dollar amount to $100,
defined when a financial institution must presume a demand account to be
abandoned, and allowed additional flexibility in the advertisement of owner
names.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Audit Objective, Scope and Methodology

K.S.A. 46-1106(a) requires a written performance audit report on the financial
management practices of the State Treasurer's Office (STO) for each fiscal year.
The objective of the following report is to address ten specific questions. We have
addressed those questions and have included a summary of each area and our
conclusions and recommendations regarding those questions.

To accomplish our objective, we reviewed State Statutes, policies, and procedures;
interviewed STO personnel; reviewed supporting records; observed STO
operations; and tested samples of transactions when applicable, as indicated
below. Statistical sample sizes were determined based on a 90% confidence level
with a maximum tolerable deviation rate of 8-10% and no excepted deviations.
Samples were chosen on a haphazard basis. Accordingly, statistical sample
results can be projected to the intended population with a 90% reliability factor.
When Statistical Numeric Sampling is considered inefficient because of the size
of the population, the engagement team judgmentally determined and selected
the number of items it should inspect.

The scope of the performance audit did not include testing the validity or
accuracy of data provided to the STO by other state agencies and used by the
STO in performance of their statutory duties.

The scope of our work related to internal controls was limited to obtaining an
understanding of controls significant within the context of the performance audit
objectives and was not for the purpose of expressing an opinion on the
effectiveness of the internal controls over the performance audit objectives.

We conducted this performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and
perform the performance audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our
performance audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our performance audit
objectives.

It should be emphasized that this performance audit is not a financial audit; the
performance audit questions set forth below relate to performance in the context
of compliance with applicable statutes and policies, and compliance with statutes
and policies does not provide a guarantee of financial performance, as there are
no such guarantees.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

1. Did the Treasurer’s Office deposit receipts it collected in

State bank accounts on a timely basis in accordance with
K.S.A. 75-4203?

Per K.S.A. 75-4203 the following are required procedures:

1. Preparation of a “Daily Cash Sheet”

2. One copy of the Daily Cash Sheet shall be retained by the Treasurer and
one copy shall be delivered to the Director of Accounts and Reports each
business day

3. Each copy of the Daily Cash Sheet shall be signed by the Treasurer

Summary of STO Procedures:

The primary activity of the receipt depository process is handled by cashier's cage
personnel. All receipts are accounted for through the cage. This includes cash and

check receipt vouchers as well as ACH and wire transfers. All items are scanned
by the Cashier.

On a daily basis, the Cashier accounts for and deposits all funds received into the
State bank accounts and reconciles to data input into the SMART system from
other State departments. The daily cash receipts are summarized and posted to
the Daily Cash Sheet. The Daily Cash Sheet provides a summary of daily receipt
and disbursement activity, the total bank balances and the daily summary of
Investments, receivables and other items.

Wire transfers out and transfers between the bank accounts held by the STO are
entered into the accounting system by the cashier. The transfers are reviewed by
the Director of Cash Management, the Accounting Specialist, or the Deputy
Assistant State Treasurer or an authorized person other than the person who
initiated the transfer. The original documentation of the transfer is received,
amounts are checked and the funds then transferred in accordance with current
statutory authority.

The Daily Cash Sheet acts as the daily deposit form. This form is signed by the
Cashier, who has been duly authorized by the Treasurer, and filed with the
Director of Accounts and Reports in accordance with K.S.A. 75-4203.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

RubinBrown Procedures:

We selected 25 business days and determined whether a Daily Cash Sheet was
prepared and had an authorized signature and a copy was delivered to the
Director of Accounts and Reports. To test the timeliness of deposits to the bank,
we selected 5 daily cash sheets and compared them to the date deposited in bank.

Conclusion: For the business days selected above for testing, a Daily Cash
Sheet was prepared, the required authorized signatures were included on the
Daily Cash Sheets, and a copy of the Daily Cash Sheets was delivered to the
Director of Accounts and Reports. In addition, based on our testing, receipts

collected are deposited in State bank accounts on a timely basis in accordance to
K.S.A. 75-4203.

2. Did the Treasurer’s Office collateralize moneys in State bank
accounts as required by K.S.A. 75-4218?

Per K.S.A. 75-4218 the following are required elements:

1. All State bank accounts are required to be collateralized with securities,
the market value of which is equal to 100% of the amount of the account
plus accrued interest, less that portion of the amount of the account plus
accrued interest which is insured by the Federal Deposit Insurance
Corporation or its successor.

2. All securities securing State bank accounts shall be deposited in a
securities account with a bank pursuant to a written custodial agreement,
with one copy going to the Treasurer and one copy going to the bank which
has secured the bank account.

3. No securities securing state bank accounts shall be deposited in any bank,
which is owned directly or indirectly by any parent corporation of the
depository bank, or with any bank having common controlling
shareholders, having a common majority of the board of directors or having
common directors with the ability to control or influence directly or
indirectly the acts or policies of the bank securing such state bank account.

4. Securities securing state bank accounts may be deposited with the Federal
Reserve Bank of Kansas City.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Summary of STO Procedures:

All State bank accounts are required to be collateralized at all times. Every
business day, the Custodian reviews exception reports to determine whether any
accounts, other than the operating, clearing or benefit accounts, are deficient. In
cases of deficiency, the Custodian immediately informs the under-collateralized
bank and additional collateral is pledged.

The operating, clearing and benefit accounts are not included in the analysis by
the Custodian, but instead are tracked separately by the contract bank and the
Kansas State Treasurer Office cashier. The contract specifies that the bank:

“. .. has executed a Security Agreement in favor of the Kansas State Treasurer
and/or Pooled Money Investment Board granting a security interest in any
collateral pledged to secure the deposit of public funds, directly or indirectly . . .”

The contract is supported by the bank's procedure manual stating the “depository
bank shall pledge securities that have a market value equal to at least 105% of
the amount of the total deposits of public funds in depository bank . . .” In
addition, the Cashier analyzes the account balance at mid-day since additional
cleared deposits may increase the balance in the account. Near the close of each
month, the balance may exceed the standard collateralization level thereby
requiring that additional collateralization be pledged. Normally the bank pledges
additional collateral, but if not, the Cashier notifies the Custodian to secure
additional collateral.

When a new custodial agreement comes in from a bank, Pooled Money
Investment Board (PMIB) checks to make sure that the custodial bank does not
have common board members or is not the parent company of the depository
bank. PMIB also uses the Kansas Bank Directory, which lists Kansas banks by
city, and indicates if a bank is a branch of another bank in the state. PMIB also
uses bank websites to research related entities as needed.

RubinBrown Procedures:

1. Obtained and read applicable statutes and regulations.
Conclusion: No revisions were noted in the year under review.

2. Inquired with STO as to whether or not they were under-secured at any time
during fiscal year ending June 30, 2011.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Conclusion: Per our inquiry with the Custodian and Director of Cash
Management, the State Treasury Office was not under-secured during the fiscal
year ending June 30, 2011.

3. We selected a sample of 20 depository banks with ending bank balances of
$250,000 or greater as of June 30, 2011 and determined that the associated
depository and custodial banks had the required documents. The documents
included the Depository Bank’s Security Agreement and Resolution Form and
the Custodial Bank’s Custodial Agreement from the PMIB.

Conclusion: All depository banks tested had the Depository Bank’s Security
Agreement, a Resolution Form and a Custodial Agreement or the equivalent
documentation or approvals per K.S.A. 75-4218.

4. From the same sample in item No. 3, we viewed the associated collateral
amounts in the Vault System to determine that the accounts were properly
collateralized per K.S.A. 75-4218 at June 30, 2011.

Conclusion: The State Depository Banks were properly collateralized for
sample selected.

5. Inquired with STO and the PMIB about the procedures performed to ensure
the depository and custodial banks were not related to verify the sample of
Depository Banks from above in item No. 3 were not related to the Custodial
Banks.

Conclusion: For all Depository Banks tested, none were related to the Custodial
Banks. The Custodial Banks were all included on the board’s listing of approved
banks.

3. Did the Treasurer’s Office have in place procedures for:

1. Advertising the receipt of the unclaimed property in accordance with

K.S.A. 58-3951

Selling the abandoned property in accordance with K.S.A. 58-3955

3. Depositing all funds received under the act in the general fund in
accordance with K.S.A. 58-3956

4. Paying over or delivering to the claimant the property or the net proceeds
in accordance with K.S.A. 58-3957

ro
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Summary of STO Procedures:

The Unclaimed Property Division seeks to return various forms of unclaimed
property to the rightful owners or heirs. Unclaimed property is property that is
presumed abandoned if it is unclaimed by the apparent owner during the time
set forth in K.S.A. 58-3935 for the particular type of property. All property that
meets the statutory requirements for presumption of abandonment must be
reported and remitted to the State Treasurer. The State Treasurer, upon taking
possession of the abandoned personal property, becomes the custodian in
perpetuity, preserving the right of the original owners or heirs to claim the
property.

The Unclaimed Property Division is divided into two sections: Holder Services
and Owner Services. Holders of unclaimed property are required to submit
unclaimed property and an “Unclaimed Property Holder Report” form annually
per K.S.A. 58-3950. The property is received by Holder Services. When safe
deposit box contents are remitted to Holder Services, an inventory is taken and
the contents are secured in the vault. In accordance with K.S.A. 58-3955, tangible
property must be sold within three years after receipt of the property unless, in
the judgment of the State Treasurer, the probable cost of sale exceeds the value
of the property. If a claim is received after the property has been sold, the owners
receive the proceeds from the sale.

When the unclaimed property is money, the funds are posted by a Holder
Services employee to the Unclaimed Property System. All funds received by the
Unclaimed Property Division are deposited in the State's General Fund in
accordance with K.S.A. 58-3956. Transfers are made from the General Fund to
the Unclaimed Property Fund account as needed in order to pay claims. There
are also fund transfers to the Unclaimed Property Expense account, which is
used to pay all expenses and salaries of the Unclaimed Property Division.

The Unclaimed Property Division reconciles the cash receipts and disbursements
activity to the SMART system on a daily basis.

After all receipts are posted, the Owner Services section assumes responsibility
for locating all possible owners and/or heirs. Owner Services uses various
methods to locate owners, including, but not limited to: social security number
matches, address matches, the State Treasurer's Office website, local network
television events, and outreach efforts.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

When potential owners believe they have unclaimed property held by the State
Treasurer, they notify Owner Services. A claim form is sent to the potential
owner. This procedure can also be done directly over the Internet. After the
completed form is returned, Owner Services reviews it for possible payment. If all
the information is accurate, the claim is paid. If there are any uncertainties, a
letter i1s sent stating that additional information is required. If there is no
response within one year, the claim becomes inactive and the unclaimed property
is once again available to be claimed by the original owners and/or heirs.

RubinBrown Procedures:

1. K.S.A. 58-3951 requires advertising the receipt of unclaimed property within
the calendar year next following the year in which the unclaimed property has
been paid or delivered to the administrator. We selected a sample of 25
unclaimed properties received during the months of July 2010 through
December 2010 from the internal system (UP3) used by The Unclaimed
Property Division and verified that the advertisement used included the four
specific information requirements included in K.S.A. 58-3951.

Conclusion: The sample tested was posted to the website
http://kansascash.com, which can be accessed by the public at anytime. Included
in the test were cash, stocks, and safety deposit box contents. The four specific
requirements as stated in K.S.A. 58-3951 can be accessed through the website.
All items test were properly advertised and included the four requirements of
K.S.A. 58-3951.

2. Selling the abandoned property in accordance with K.S.A. 58-3955. Per K.S.A.
58-3955, the following is required:

a. The administrator, within three years after the receipt of abandoned
property, shall sell it to the highest bidder at public sale.

b. Securities listed on an established stock exchange shall be sold at prices
prevailing at the time of sale on the exchange.

c. All securities abandoned and delivered to the administrator shall be held
for at least six months before they may be sold. All securities must be
sold within one year after they are delivered to the administrator.

We selected a sample of 25 abandoned property sales and 25 security sale
transactions to test for compliance with K.S.A. 58-3955 and K.S.A. 58-3956.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

We traced deposits received from the proceeds of the sale of abandoned property
and securities to the State general fund. As many of the property sales are in
batches, we selected a sample of 5 days of sales and traced receipts to the State

general fund. For the stock sales, we traced each selection to the State general
fund.

Conclusion: K.S.A. 58-3955 requires the administrator, within three years after
the receipt of abandoned property, to sell it to the highest bidder at public sale in
whatever city in the State affords, in the judgment of the administrator, the most
favorable market for the property involved. The Unclaimed Property Division
used eBay in the last fiscal year to carry out its obligation. Eight of 25
abandoned properties tested were not sold within three years after the receipt of
such property. However, there was documented activity in the UP3 system for
each of the eight properties during the last two years. Per discussion with the
Director of Unclaimed Property, we noted the department will not sell property
until considered inactive and all means of finding rightful owner has been
exhausted.

K.S.A. 58-3955 also requires all securities presumed abandoned and delivered to
the administrator shall be held for at least six months and must be sold within
one year after they are delivered to the administrator. Four of the 25 securities
sales were sold after one year of being delivered to the administrator. All four
security sales were listed to be sold within a year but were pulled from the sale
due to a request for more information on the potential owner. Per discussions
with the Director of Unclaimed Property, we noted that when a request for more
information on a potential owner is submitted, the entire security linked to that
CUSIP number will be withdrawn from a sale.

K.S.A. 58-3956 requires deposits received from the proceeds of the sale of
abandoned property and securities be made to the State’s general fund. We
traced each selection from our sample to the State general fund.

3. Per K.S.A. 58-3957, the administrator shall consider each claim within 90
days after it is filed and give written notice to the claimant if the claim is
denied. If the claim is allowed, the administrator shall pay over or deliver to
the claimant the property or proceeds.

We used the selections for sale of abandoned property and securities to test for
compliance with K.S.A. 58-3957.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Conclusion: There were nine properties identified in our previous sample in
which claims were made, and within 90 days the claimant was paid the net
proceeds in accordance with K.S.A. 58-3957. None of the claims in our sample
were denied.

4. Did the Treasurer’s Office collect and disburse monies when
serving as paying agent for bonds issued by the State or by
local government units in accordance with K.S.A. 10-603?

Per K.S.A. 10-603, the following are required elements:

The STO is required to collect and pay principal and interest on matured bonds
to the last registered holder.

Summary of STO Procedures:

The STO maintains responsibility as the fiscal agency and paying agent for bond
issues for municipalities and state-issued bonds. All bonds, except for Industrial
Revenue Bonds, must be registered with the STO. A unique registration number
1s assigned to each bond issue. For 90 to 95 percent of the municipal bonds
issued, the STO becomes the paying agent. Currently, the STO is the paying
agent for over 2,200 active issues.

For new bond issues, the STO reviews certain key aspects of the bond, such as
the name of the municipality, the series of bonds, date, amount, number,
maturity, purpose, and name and address of the bondholder to ensure proper
registration. A CUSIP number is ordered by the bond underwriter and assigned
to each bond issue. The Attorney General reviews the bond transcript to ensure
that all legal requirements have been met. The bond printer provides bond stock
to the STO. These are inventoried and reviewed for accuracy and completeness
and held in the vault until issuance. Upon closing, the bond is issued to the
purchaser or Depository Trust Corporation (holder for purchaser). The STO
collects a registration and/or certification fee in accordance with the State
statute.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

The STO is also responsible for collecting the funds needed to pay bondholders.
Approximately 30 to 45 days before the due date, a notice is sent to the
municipalities stating that a bond payment is due. The municipality informs the
STO of the payment process they plan to follow, i.e., check, wire, ACH, date of
payment, etc. State statute requires that notification of the payment process or
payment be received by the STO within 20 days of its due date. If notifications or
payments are not received 20 days prior to its due date, the STO sends a second
notice of payment due. Payments are required to be received by the STO within 3
days of its due date. Once the payment is received, a deposit is made and the
transaction is posted to the system. A daily reconciliation is performed on the
deposits and system entries.

Once funds are collected from the municipalities, STO initiates the payment to
the bondholders. An individual from STO posts the transaction to the
bonds/coupons, determines the amount needed for payment, and begins the
warrant issuance process. A supervisor completes this process by using the End
of Day Processing activities. The individual at the disbursement desk reviews the
bond and warrant for the propriety of the amount, bondholder and date.

The STO also handles transfers of bond ownership. The old bonds, which must be
notarized, are collected from the bondholder. New bonds are retrieved from the
vault and are reprinted for the new bondholder. The Treasurer signs the bonds

and they are forwarded to the new bondholder. The old bonds are canceled and
retained by the STO.

Municipalities are required by Statute to submit a report on its annual
indebtedness to the STO by July 15th every year. Most municipalities cannot
meet this deadline; therefore, the STO gives them until November to submit their
annual indebtedness report so it can be posted on the web-site by January of the
following year.

RubinBrown Procedures:

We selected a sample of 22 bonds that matured in fiscal year 2011 to test for
compliance with K.S.A. 10-603.

Conclusion: The Treasurer’s Office collected and disbursed monies when
serving as paying agent for bonds issued by the State or by local government
units in accordance with K.S.A. 10-603.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

5. Did the Treasurer’s Office distribute the following local taxes
and State aid monies to local government units in accordance
with calculations by other State offices and agencies in
accordance with the indicated K.S.A.:

local alcoholic liquor taxes — K.S.A. 79-41a04,

rental motor vehicle excise taxes — K.S.A. 79-5117

transient guest taxes — K.S.A. 12-1698, and

local retail sales and compensating use taxes — K.S.A. 12-187

po TP

Summary of STO Procedures:

The STO distributes tax collections and aid money to cities and counties. For
those calculations made by the Department of Revenue (DOR), a memo 1is
submitted to the STO by the DOR authorizing the total amount and a payment
voucher. The warrant department transfers the data from the DOR and prints a
report showing the amount to be paid to each city/county. The payment
information is then processed by the Division of Accounts and Reports for
distribution in a similar fashion to other state checks. Approximately 95% of the
local units utilize ACH as their distribution method. The following table outlines
the taxes and local aid distributions.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Graphic Summary of K.S.A. Distribution Requirements:

Statutory State Treasurer’s Distributed (Who
Distribution Distribution Dates |[to Whom Calculates
Dates Distribution
Amount

Local Alcoholic Liquor - September 15 Same as statue Counties and |Department

Collections of the liquor December 15 cities of Revenue

private club tax. Distributed |March 15

to the locality in which the June 15

club resides. Cities with a

population of (1) more than

6,000 will receive 70% and (2)

6,000 or less will receive 46

2/3% of the total collected from

the respective localities. The

county receives (1) 70% of the

total funds collected outside

the corporate limits of any city,

and (2) 23 1/3% of the amount

collected within a city with a

population of 6,000 or less.

Rental Motor Vehicle Excise |November 30 Same as statue Counties Department

Tax - Excise tax collections June 30 of Revenue

distributed to counties where

transaction took place.

Transient Guest Tax - Guest |July 31 Same as statue Counties and | Department

tax collections distributed to October 31 cities of Revenue

localities where the January 31

transaction took place. April 30

Local Retail Sales and At least quarterly Monthly Counties and [ Department

Compensating Use Tax cities of Revenue

-Collections have historically

been distributed monthly since

the funds are truly local

moneys. Funds are distributed

according to Department of

Revenue instructions.

RubinBrown Procedures:

We selected one to two distributions from each tax type identified in the table
above and tested each for compliance with the applicable K.S.A..

Conclusion: Distributions were made by the Treasurer’s Office for the amounts
calculated by the Department of Revenue in accordance with the applicable
K.S.A. listed above by the dates outlined in the table above.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

6. Did the Treasurer’s Office distribute the following selected
taxes and State aid monies to local government units in
accordance with the indicated K.S.A.:

a. local ad valorem tax reductions — K.S.A. 79-2959,
. county and city revenue sharing— K.S.A. 79-2964,
c. special city and county highway distributions — K.S.A. 79-3425¢
K.S.A. 79-34,142, and
d. highway equalization distributions— K.S.A. 79-3425¢

and

Summary of STO Procedures:

The STO distributes tax collections and aid money to cities and counties. The
Treasurer and the Department of Administration provide the support for the
calculation defining the distributions. The warrant department prints a report
showing the amount to be paid to each city/county. The payment information is
then processed by the Division of Accounts and Reports for distribution in a
similar fashion to other state checks.

Graphic Summary of K.S.A. Distribution Requirements:

Statutory State Treasurer’s Distributed (Who
Distribution Distribution Dates |to Whom Calculates
Dates Distribution
Amount
Local Ad Valorem Tax July 15*% Same as statute Counties Department of
Reduction (LAVTR) - FY 2011 |January 15* Administration
distribution statutorily states and State
no distribution for FY 2011. Treasurer's
Otherwise, state sales tax Office

distribution based 65% on
population and 35% on
tangible valuation—also
considering a base year
amount.

County and City Revenue

65% on population and 35% on
tangible valuation. The funds
allocated to the county are
then allocated based on %
remaining at the county and %
allocated to the cities in the
county based on population in
the county.

July 15*%

Same as statute

Counties and

Department of

Sharing - FY 2011 distribution |December 10* cities Administration
statutorily states no and State
distribution for FY 2011. State Treasurer's
sales tax distribution based Office
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Statutory State Treasurer’s Distributed [Who Calculates
Distribution Distribution Dates |to Whom Distribution
Dates Amount
Special City and County July 15 See Conclusion Counties and [State Treasurer's
Highway Distribution - October 15 cities Office with
Collections of the state’s motor January 15 infor.mation
fuel gallonage tax plus certain April 15 provided as follows:
demand transfers from the KDOR — motor
SGF. 66.37% of motor vehicle vehicle registration
fuel tax collected to the state fees Secretary of
highw ay fund and 33.63% to Transportation —
the special city and county average daily
highw ay fund. 57% of the tax vehicle miles
collected is distributed to traveled and road
counties and 43% is distributed miles Secretary of
to cities. Factors of calculations Agriculture —
include avg. miles of travel; population of each
total miles of road; registration city
fees collected.
Highway Equalization As soon as See Conclusion Counties State Treasurer's
Distribution - $2.5 million administratively Office
collected from state’s motor feasible after
fuel gallonage tax is distributed |April 15
to counties either to make up a
deficit or on the regular
calculation method.

*These distributions were not made during the year ending June 30, 2011 due to
legislative action so no tests for these distributions were performed.

RubinBrown Procedures:

1. We selected two distributions (July 15, 2010 and October 15, 2010) occurring
during the fiscal year ending June 30, 2011 for the special city and highway
distribution to test for compliance with K.S.A. 79-3425¢ and K.S.A. 79-34,142.
This included obtaining and reviewing distribution information and re-
performing distribution calculations. In addition, we obtained and reviewed
the SMART transactions verifying transfers from the special city and county
highway fund to the county equalization and adjustment fund as required by

K.S.A. 79-3425c¢.

Conclusion: The distributions tested were distributed on July 26, 2010 and
October 21, 2010, both after the due date. Based off the information received
from other state departments, the distribution calculations were re-preformed
without exception for the special city and highway distribution.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

2. We selected the annual highway equalization distribution to test for
compliance with K.S.A. 79-3425c. This included obtaining and reviewing
distribution information and re-performing distribution calculations. In
addition, we obtained and reviewed the SMART transactions verifying
transfers from the special city and county highway fund to the county
equalization and adjustment fund as required by K.S.A. 79-3425c.

Conclusion: The distribution tested was distributed on April 21, 2011. The
mtent of K.S.A. 79-3425c¢ 1s that the distribution take place as soon as
administratively feasible after April 15. The distribution calculation was re-
preformed without exception and no errors were noted by the State Treasurer’s
Office in performing the calculation.

7. With regard to the Agricultural Production Loan Deposit
Program did the Treasurer:

a. submit an annual report to the governor and legislature as required by
K.S.A. 75-4270(b),

b. receive the approved agricultural production loan deposit packages as
required by K.S.A. 75-4271(f),

c. certify to the director of investments the amounts required for the
agricultural production deposit loan packages and enter into the
agricultural production loan deposit agreements with eligible lending
institutions in accordance with K.S.A. 75-4272(b) and (c),

d. receives a certificate of compliance from the eligible lending institutions in
accordance with K.S.A. 75-4273(a)
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

Summary of STO Procedures:

The Agricultural Production Loan Deposit Program was authorized by House Bill
2527 during the 2000 Legislative Session and began July 1, 2000. The purpose of
the program is to provide money to lenders at less than market rates that will be
loaned to farmers to fund their operating expenses. The program has a pool of
$55 million to draw from and funds will be provided on a first come, first serve
basis. The maximum loan per borrower is $250,000 with a term of up to eight
years at a rate that is 2% less than the current market rate through April 16,
2003 (as determined by PMIB). On April 17, 2003, the Legislature passed House
Bill 2055. This bill amended K.S.A. 75-4272.1(c) and set the maximum loan rate
to borrowers at 4% until June 30, 2003, when the maximum loan rate was set at
4% greater than the interest rate on the agricultural production loan deposit with
the State Treasurer. Until July 1, 2003, the change affected only new loans. On
April 23, 2009, the Legislature passed House Bill 2331. This bill amended K.S.A.
75-4272.1(b) and set a minimum interest rate to borrowers of 0.50%, if the
market rate is below 2.5%. Until July 1, 2003, the change affected only new
loans.

A Certification of Compliance by Lending Institution must be completed by each
lending institution who wishes to participate in the program. The certification
states that the lender has performed the following: (1) received written
certification from each of the borrowers evidencing the borrower’s eligibility for
this program, (2) has approved the agricultural production loan deposit loan
package submitted by each of the borrowers based on its internal guidelines of
creditworthiness, (3) ensured that no other agricultural production loan is
outstanding to any of the borrowers, and (4) upon placement of the agricultural
production loan deposit with the lender, the lender will fund the loan to each
approved eligible agricultural borrower.

The Agricultural Borrower's Certification of Eligibility (as defined above) must be
completed by each borrower and submitted to the lending institution upon
application. The borrower certifies the following: (1) the borrower is an
individual, limited liability agricultural company, limited agricultural
partnership, or family farm corporation that is involved in farming, (2) the
borrower has a debt-to-asset ratio of 40 percent or greater, (3) the borrower does
not have another loan outstanding under this program, and (4) the loan obtained
will be used exclusively for operating expenses involved in farming.
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STATE TREASURER’S OFFICE

Reviewing Operations (Continued)

A loan package (consisting of both certifications noted above) is submitted to the
STO by the lending institution. The STO reviews the loan package and approves
it for future funding. If funds are available, the STO certifies the amounts and
terms with the PMIB. PMIB posts applicable interest rates on its website on a
daily basis. STO refers to these rates when administering a new loan. Upon
approval and funding availability, PMIB places a deposit in the amount certified
by the Treasurer with the eligible lending institution. On an annual basis, STO
confirms the loans outstanding with each lending institution.

Interest rates change every July 1 and January 1 and are reported to the eligible
lending institutions. Interest payments are due twice a year (the first banking
day following June 30 and December 31). Per State statute, STO and PMIB must
give the lending institutions 14 days notice of interest payments that are due
before they can electronically withdraw the money from the lending institutions.

RubinBrown Procedures:

1. Per K.S.A. 75-4270(b), the State Treasurer shall submit an annual report
outlining the status of the program to the governor and the legislature. We
viewed the annual report posted on the State Treasurer’s website and
confirmed that the STO submitted the annual report to the governor and
legislature.

2. Per K.S.A. 75-4271(f), the eligible lending institution shall forward to the
State Treasurer, an approved agricultural loan deposit package. We observed
evidence of this package in our sample selection tested below.

3. The State Treasurer shall certify to the director of investments the amount
required for the agricultural production deposit loan packages and enter into
the agricultural production loan deposit agreements with eligible lending
Iinstitutions in accordance with K.S.A. 75-4272(b) and (c). We observed
evidence of this certification and applicable agreements with eligible lending
Institutions in our sample selection tested below.

4. The state treasurer shall receive a certificate of compliance from the eligible
lending institutions in accordance with K.S.A. 75-4273(a). We observed
evidence of the certificate of compliance from the eligible lending institutions
in our sample selection tested below.

We selected a sample of 5 agricultural production loans that were issued during
the fiscal year ending June 30, 2011 and tested them for compliance with K.S.A.
75-4271(f), K.S.A. 75-4272(b) and (c), and K.S.A. 75-4273(a) and the specific
criteria outlined above. In addition, we observed that no single loan exceeded
$250,000, was for a period no longer than 8 years, and total aggregate loans did
not exceed $55,000,000.
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Reviewing Operations (Continued)

Conclusion: For the sample we tested, the Kansas Agricultural Production
Loan Deposit Program is in compliance with the above stated K.S.A.
requirements.

8. With regard to the Kansas Postsecondary Education Savings
Program did the Treasurer:

a. evaluate the program annually and make a report to the governor and
legislature as required by K.S.A. 75-644(b)(11),

b. conduct a biennial examination of the program managers if the program
managers are not subject to periodic examinations by the state bank
commissioner, the FDIC or other similar entity as required by K.S.A. 75-
645(g),

c. credit the monies received for the program to the Kansas Postsecondary
Education Savings Program trust fund in accordance with K.S.A. 75-
648(a)(2),

d. pay the expenses of developing and administering the program from the
Kansas Postsecondary Education Savings expense fund in accordance with
K.S.A. 75-648(b)(2)

Summary of STO Procedures:

The Kansas Postsecondary Education Savings Program was created by the 1999
Legislature and was implemented July 1, 2000. This program permits individuals
and organizations to contribute to education savings accounts to pay
postsecondary education expenses for individuals they designate or for
themselves. The program allows tax advantages under both Kansas and federal
law. The STO administers the program and American Century Investments
(ACI) of Kansas City i1s the program manager. ACI is responsible for individual
education savings accounts and ensuring that all aspects of the program comply
with the Internal Revenue Code Section 529, as amended, applicable to qualified
state tuition programs.
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Reviewing Operations (Continued)

During 1999, the STO sent out request for proposals for investment managers to
manage the funds collected for this program. The request went nationwide and
only eight companies responded. Through various meetings, a committee
narrowed the companies to three and requested additional information from
them. After further review, the STO chose American Century Investments to
manage the investments for this Program through December 31, 2006. In August
2006, STO again sent out a request for proposals for investment managers. After
review, the STO selected American Century Investments as the investment
manager until June 30, 2012.

When an individual is interested in participating in this program, an enrollment
kit can be mailed to them by ACI or by the Program's administrative office or can
be obtained from the STO’s website. Once the enrollment kit is completed, it is
mailed directly back to ACI, who then establishes an account for the participant
(account owner). Account owners receive quarterly statements from ACI and a
1099Q when making withdrawals.

The Program Director receives weekly reports from ACI regarding the number of
account owners and the dollar value of total investments by Kansas and out-of-
state account owners compared to total. In addition, the Program Director
receives monthly and semi-annual reports, which include the same information
plus various statistics on the account owners such as age range, household
income, etc.

ACI charges a management fee averaging 1.00% based on the portfolio value of
the portfolio selected by the participant. The STO is reimbursed quarterly by ACI
for administrative costs, which is in accordance with the management
agreement. During fiscal year 2011, the STO billed ACI the amount budgeted for
administrative costs and these fees were deposited into a fee fund account.

In accordance with State statute, the STO elected to have the program audited
this year. The audit was conducted by PricewaterhouseCoopers, LLP and an
unqualified opinion was issued on August 25, 2011. As part of its audit,
PricewaterhouseCoopers, LLP tested ACI's compliance with the State statutes
regarding the procedures for establishing and maintaining accounts for the
account owners. No major deficiencies were noted. The STO did not elect to
perform its own separate examination of ACI and the program since it was
audited in the current year.
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RubinBrown Procedures:

1.

2.

We determined that the STO submitted an annual report to the governor and
legislature as required by K.S.A. 75-644(b)(11).

Obtained and read the audit reports from PricewaterhouseCoopers on ACI
(the program managers) and observed an unqualified opinion.

K.S.A. 75-648(a)(2) contemplated that contributions from account owners
would be received by the STO, but instead they are sent by account owners
directly to the Program Manager, ACI, who places them in the account
owner’s account. Therefore, we obtained and examined the receipt vouchers
from the Director of Cash Management and determined the quarterly
reimbursements from ACI to Learning Quest during fiscal year ending
June 30, 2011 were made, per the voucher as required by K.S.A 75-648(a)(2).
Obtained and examined the Learning Quest expense detail for expenses by
the STO in developing and administering the postsecondary education savings
program and noted expenses were payable from the required fund per the
expense detail.

Conclusion: Based on the information provided to us for review, the Kansas
Postsecondary Education Savings Program is complying with the above stated
K.S.A. requirements.

9. With regard to the Kansas Investments Developing Scholars
(K.I.D.S.) Program did the Treasurer:

a. approve no more applicants as provided for in K.S.A. 75-650(e),

b. certify the amount of money necessary to meet the matching obligations to
be transferred from the State General fund to the program fund in
accordance with K.S.A. 75-650(g),

c. ensures that withdrawals of matching funds are used for qualified
withdrawals in accordance with K.S.A. 75-650(h)
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Summary of STO Procedures:

The Kansas Investments Developing Scholars (K.I.D.S.) Program was a pilot
matching grant program for Kansas residents with income below 200% of the
federal poverty level. This program was created by the 2006 Legislature and was
implemented July 1, 2006. KIDS became a permanent program in 2009. This
program, which operates as a part of the Learning Quest program, permits
eligible individuals to contribute to education savings accounts to pay
postsecondary education expenses for individuals they designate or for
themselves and for the State to match the contributions up to $600 per year. The
program allows tax advantages under both Kansas and federal law. Beginning in
2010, the $600 match is allotted per beneficiary. The STO administers the
program and American Century Investments (ACI) of Kansas City maintains the
investment accounts. ACI is responsible for the individual education savings
accounts and ensuring that all aspects of the program comply with the Internal
Revenue Code Section 529, as amended, applicable to qualified state tuition
programs.

When an individual is interested in participating in this program, an application
package can be mailed to them by STO or obtained from STO’s website. This
packet includes a program application and a Disclosure Authorization giving the
Kansas Department of Revenue approval to release the applicant’s adjusted gross
income to STO. The applications are returned to the Program's administrative
office at the STO. The applications are reviewed and STO verifies that the
applicant meets the income guidelines. Once the application is approved, the
participant’s information is entered into an internal database and the applicant’s
information is forwarded to ACI. The K.I.D.S. accounts are Learning Quest
accounts maintained by ACI. After a participant is approved for a K.I.D.S.
account, they must also complete an application to open a Learning Quest
account if the participant is not already a Learning Quest account owner.

For each new participant, ACI opens two accounts. The first account is the
participant account for the participant’s contributions. The second account is the
State matching account. Each participant account is capped at $600 for matching
purposes. Once the participant’s contributions surpass $600, a regular Learning
Quest account is established for any additional contributions.
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In January of each year, STO receives a report from ACI which lists all
participant accounts and related annual contributions. The participant must
contribute at least $100 each calendar year to be eligible for the State match. The
Program Administrator and Assistant State Treasurer reconcile the ACI report to
the STO’s internal database. Once the report has been reconciled, a transfer is
made from the General Fund to the Trust Fund. The money is then disbursed to
each participant’s State match account.

Withdrawals from the participant and matching accounts must be for approved
qualified higher education expenses. After verifying that the withdrawal is for
qualified higher education expenses, the requests for withdrawal are approved by
the Program Administrator.

RubinBrown Procedures:

1. Per K.S.A. 75-650(e), each year, the Treasurer may approve up to 1,200
applications with no more than 300 from residents of a single district. If
300 applications from a district are not approved in any year, the
Treasurer may approve additional applications by residents of the
remaining districts. We obtained the listing of all approved applications
noting compliance with K.S.A. 75-650(e).

2. Per K.S.A. 75-650(g), the director of accounts and reports shall transfer
matching obligations from the general fund to the program trust fund
between January 1 and January 31. The STO shall transfer matching
obligations from the trust fund to the account of each participant on or
before January 31. We obtained and reviewed the SMART transaction
entry report which confirmed the required transfers. We also selected 25
participants to verify matching funds were applied to each participant’s
account held at American Century Investments.

3. Per K.S.A. 75-650(h), the Treasurer shall ensure that all withdrawals of
matching funds are used for qualified withdrawals. We selected a sample
of 5 participants and confirmed withdrawals were for qualified expenses by
reviewing supporting documentation.

Conclusion: Based on the information provided to us for review, the Kansas
Investments Developing Scholars (K.I.D.S.) Program is complying with the above
stated K.S.A. requirements.
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10. With regard to the Kansas Housing Loan Deposit Program did
the Treasurer:

a. submit an annual report to the governor and legislature as required by
K.S.A. 75-4278(b),

b. receive the approved housing loan deposit packages as required by K.S.A.
75-4279(f),

c. certify to the director of investments the amounts required for the housing
deposit loan packages and enter into the housing loan deposit agreements
with eligible lending institutions in accordance with K.S.A. 75-4280(b) and
(),

d. receive a certificate of compliance from the eligible lending institutions in
accordance with K.S.A. 75-4281(a)

Summary of STO Procedures:

The Kansas housing loan deposit program was created by 2008 Senate Bill 387
and began July 1, 2008. It is similar to the agricultural production linked deposit
program created by K.S.A. 2007 Supp. 75-4270 in which state funds are loaned to
banks at a reduced rate so that the banks can then loan the funds to participants
in the program. The purpose of this program is to provide funding for the
construction of new housing. By statute, 50% of the funds must be reserved for
homes built within one mile of the city limits of Chanute, Coffeyville, Erie,
Fredonia, Greensburg, Independence, Iola, Neodesha, or Osawatomie because of
the natural disasters in these cities in 2007 K.A.R. 3-3-2 is a proposed new
regulation defining how the Treasurer’s office will calculate whether each home
built in the program will be valued or sold for less that 350% of the median
Kansas household income and requiring that a majority of the tract on which the
house is located be within one mile of the designated city limits for the house to
qualify for the funds set aside for designated cities. The Treasurer worked with
the 2010 Legislature, to make industry recommended changes to the program to
include both rehabilitation of existing homes in addition to new construction and
multi-family homes and developers can have $2 million outstanding in multiple
loans.
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A Certification of Compliance by Lending Institution must be completed by each
lending institution who wishes to participate in the program. The certification
states that the lender has performed the following: (1) received written
certification from each developer/borrower evidencing their eligibility for this
program, (2) has approved the Housing Loan Deposit Program loan package
submitted by each developer/borrower based on its internal guidelines of
creditworthiness, (3) ensured that no other Housing Loan Deposit Program loan
1s outstanding to any developer/borrower, (4) upon placement of the Housing
Loan Deposit Program deposit with the lender, the lender will fund the loan(s) to
each approved developer/borrower, and (5) and the State reserves the right to
request written verification of the final appraised/sale price of all homes built
under this program.

The Housing Borrower's Certification of Eligibility (as defined above) must be
completed by each borrower and submitted to the lending institution upon
application. The borrower certifies the following: (1) the borrower is a person,
firm or corporation involved in building houses, (2) the borrower has not obtained
any other Housing Loan Deposit Program loans from any other lender, and (3)
the loan obtained will be used for expenses involved in building house(s).

A loan package (consisting of both certifications noted above) is submitted to the
STO by the lending institution. The STO reviews the loan package and approves
it for future funding. If funds are available, the STO certifies the amounts and
terms with the PMIB. The PMIB posts applicable interest rates on its website on
a daily basis. STO refers to these rates when administering a new loan. Upon
approval and funding availability, PMIB places a deposit in the amount certified
by the Treasurer with the eligible lending institution. On an annual basis, STO
confirms the loans outstanding with each lending institution.

Interest rates change every July 1 and January 1 and are reported to the eligible
lending institutions. Interest payments are due twice a year (the first banking
day following June 30 and December 31). Per State statute, STO and PMIB must
give the lending institutions 14 days notice of interest payments that are due
before they can electronically withdraw the money from the lending institutions.
State statute requires a re-certification of lending institutions and borrowers
biannually.
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RubinBrown Procedures:

1.

Per K.S.A. 75-4278(b), the State Treasurer shall submit an annual report
outlining the status of the program to the governor and the legislature. We
viewed the annual report posted on the State Treasurer’s website and
confirmed that the STO submitted the annual report to the governor and
legislature.

The eligible lending institution shall forward to the State Treasurer, an
approved housing loan deposit packages according to K.S.A. 75-4279(f).

. The State Treasurer shall certify to the director of investments the amount

required for the housing loan deposit packages and enter into the housing
loan deposit agreements with eligible lending institutions in accordance with
K.S.A. 75-4280(b) and (c).

The state treasurer shall receive a certificate of compliance from the eligible
lending institutions in accordance with K.S.A. 75-4281(a).

We selected the one housing loan that was issued during the fiscal year ending
June 30, 2011 and tested for compliance with K.S.A. 75-4279(f), K.S.A. 75-4280(b)
and (c), and K.S.A. 75-4281(a) and the specific criteria outlined above. In
addition, we observed that no single loan was for a period greater than five years
and total aggregate loans did not exceed $60,000,000.

Conclusion: For the one loan we tested, the Kansas Housing Loan Deposit
Program is in compliance with the above stated K.S.A. requirements.

Page 29



900 SW JACKSON ST., STE 201 Ron Estes PHONE: 785-296-3171
TOPEKA KS 66612-1235 KANSAS STATE TREASURER FAX: 785-296-7950

December 7, 2011

RubinBrown LLP
10975 Grandview Drive
Overland Park, KS 66210

We have reviewed the Performance Audit Report regarding certain activities within the State
Treasurer’s Office that was prepared by your office. We understand the procedures used and
the conclusions presented. This will be helpful as we continue to enhance our procedures.

While we agree with your conclusions on Page 19 of your report regarding disbursement of
the special city and highway distribution payments being made after the due date, we want to
make it known that it is not possible to comply with this statute to have the disbursement done
on the 15", We receive the final fund balances from Accounts and Reports on the 15" which
are required by us to make the calculations, verify those calculations and make the appropriate
city and highway disbursements. That process usually takes 4 to 6 business days.

We believe that it would be appropriate for a change in the appropriate Kansas statute that
would allow the State Treasurer’s office an opportunity to comply.

Sincerely,

Ron Estes
Kansas State Treasurer



