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State of New York
Office of the State Comptroller

Division of Local Government Services
and Economic Development

August 2005
Dear School District Officials:

One of the Office of the State Comptroller’s top priorities is to identify areas where local governments can
improve their operations and provide guidance and services that will assist local officials in making those
improvements. Further objectives are to develop and promote short-term and long-term strategies to enable
and encourage local government officials to reduce costs, improve service delivery and to account for and
protect their governments’ assets.

The reports issued by this Office are an important component in accomplishing these objectives. These reports
are expected to be a resource and are designed to identify current and emerging fiscally related problems and
provide recommendations for improvement. The following is our report on the Manhasset Union Free School
District — Internal Controls.

This audit was conducted pursuant to the State Comptroller’s authority as set forth in Article 5, Sectionl of the
State Constitution and Article 3 of the General Municipal Law. The report contains opportunities for
improvement for consideration by the School District Board of Education.

If we can be of assistance to you or if you have any questions concerning this report, please feel free to contact
the local regional office for your county listed at the back of this report.

Respectfully submitted,
Office of the State Comptroller

Division of Local Government Services
and Economic Development
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

The Manhasset Union Free School District (District) is located in northwestern Long Island, New York. The
District expended nearly $64 million and employed 407 people during the 2003-04 fiscal year. The District has
three buildings that house four schools, including two elementary schools, a middle school, and a high school.

Scope and Objectives

We examined the District’s control environment as well as internal controls over cash receipts and disbursements,
purchasing, payroll and capital assets and inventories for the period July 1, 2002 to August 10, 2004. Our
audit addressed the following related questions:

e Didthe Board implement adequate internal control policies and procedures to protect and account for
District assets?

e Didthe Board exercise its oversight responsibilities to ensure that its policies and procedures were
properly implemented?

Audit Results

We found many instances where the Board had either not established critical internal controls or controls that
had been implemented were improperly designed or operating ineffectively. These weaknesses in internal
controls could lead to errors or irregularities occurring and not being detected.

Our audit disclosed several significant control weaknesses relating to computer operations. They include the
lack of written policies and procedures to guide day-to-day operations and weak or non-existent controls
relating to access to programs and data, and the ability to alter previously entered information. Given that
virtually all the District’s accounting records and reports are computer generated, the dollars at risk are substantial.

Certain duties of several employees in the Treasurer’s office were not properly segregated to ensure that no
single person controls most or all phases of a transaction. In addition, accounting transactions were made
through blanket authorizations and were not individually approved or reviewed, journal entries were made in
the accounting records by the District’s independent auditors, and cafeteria receipts were deposited by the
contractor who provides cafeteria services rather than District personnel. We also found that security over
cash assets was weak in that bank signature cards were not up-to-date, a required second signature was not
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entered on certain checks, bonding insurance for employees who handle cash was inadequate and the District
Treasurer’s facsimile signature may be produced by the District’s computer system as well as that of the
District’s workers compensation insurance plan administrator without the District Treasurer having custody or
control. As aresult, although the District Treasurer does receive the cancelled checks for these transactions,
errors or irregularities could occur and not be detected or corrected.

We found instances that claims processing and procurement controls need to be strengthened. In one instance
the District Treasurer signed the claims warrant (in essence authorizing and ordering herself to pay claims).
“Claim packages,” assembled for audit by the Internal Claims Auditor, included attached signed checks prepared
in anticipation of the audit, approval and order for payment of the related claims. The Board’s adopted policy
for travel and meal expense reimbursement is vague and non-specific, lacking requirements for maximum meal
allowances and documentation of all expenses claimed. Inaddition, deficiencies were noted in claims processing
policies for reimbursements. As a result, we noted instances where reimbursements to a former Board member
and the Superintendent, as well as food provided at various meetings, appeared to be excessive. For example,
the Superintendent was reimbursed $2,381.94 for six days of expenses for attending a conference in California
although the claim documentation indicated he was only at the conference site for two days. The Superintendent
was also reimbursed more than $1,300 for questionable contributions he made. Lastly, “master” purchase
orders were allowed to be issued excessively and the approval process for purchase orders can be circumvented,
thus reducing controls over the District’s purchasing function.

District officials did not ensure that capital assets are protected from loss by ensuring that the Board’s adopted
Capital Assets Accounting Policy was strictly adhered to. We found numerous significant deficiencies in capital
asset records. There was no comprehensive control account of capital assets maintained; District officials
relied instead on their independent auditors to prepare a summary of them for reporting purposes. District
assets were often not tagged as District property, the location of District assets could not be determined from
available inventory records and disposed assets were still included in inventory records. We attempted to
physically view 165 assets listed in the District’s capital asset tracking system. We found that 34 of the assets
could not be located (including computers, cameras and other electronic equipment), nine assets did not have
aschool identification number affixed, five assets were found in a different location than listed and 14 items had
identification numbers different than those included in the system. As a result, District officials had diminished
control over disposable capital assets. The District also did not maintain any inventory records nor perform
periodic physical counts for inventories of consumable items such as auto parts and cafeteria foods.

Comments of Local Officials
The results of our audit and recommendations have been discussed with District officials and their comments,

which appear in Appendix B, have been considered in preparing this report. District officials generally agreed
with our recommendations and indicated the planned to initiate corrective action.
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Introduction

Background

Objectives

The Manhasset Union Free School District (District) is located in northwestern
Long Island, New York. The District expended nearly $64 million and
employed 407 people during the 2003-04 fiscal year. The District has three
buildings that house four schools, including two elementary schools, amiddle
school, and a high school each with class sizes ranging from the high teens to
the low twenties and a graduation rate of nearly 100 percent for the 2002-
03 school year.

The Board of Education (Board) has overall responsibility for District
operations, with the Superintendent of Schools (Superintendent) and other
administrative staff having responsibility for overseeing and managing day-
to-day operations. On an annual basis, the Board appoints an Internal Claims
Auditor who assumes the powers and duties of the Board in regard to
approving or disapproving claims against the District. Responsibilities relating
to the District’s finances, accounting records and reports are largely those of
the Assistant Superintendent for Business and the District Treasurer. All financial
transactions are processed using a software package known as Finance
Manager which was provided by the District’s (former) independent auditors
who also audited the District’s annual financial statements. Our examination
of the quality of the District’s annual financial statement audits is the subject
of a separate audit report.

The District’s internal controls are a process effected by the Board, department
heads, and other personnel, and are designed to provide reasonable
assurance regarding the achievement of the Board’s objectives. It is essentially
a coordinated set of policies and procedures designed to help ensure that
financial reporting is accurate, laws and regulations are complied with, and
the District operates efficiently and effectively. A good system of internal
control can result in the identification of errors and/or irregularities inatimely
manner.

We examined the District’s control environment as well as internal controls
over cash receipts and disbursements, purchasing, payroll and capital assets
and inventories. Our audit addressed the following related questions:

e Didthe Board implement adequate internal control policies and
procedures to protect and account for District assets?

e Didthe Board exercise its oversight responsibilities to ensure that its
policies and procedures were properly implemented?
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Scope and
Methodology

Comments of
Local Officials and

Corrective Action

Our audit also examined various taxpayer complaints received by our office
which are addressed in Appendix A.

We examined the District’s control environment as well as internal controls
over computer operations, the Treasurer’s office, claims processing and
procurement and capital assets for the period July 1, 2002 to August 10,
2004.

We conducted our audit in accordance with Generally Accepted Government
Auditing Standards. More information on such standards and the methodology
used in performing this audit are included in Appendix C of this report.

The results of our audit and recommendations have been discussed with District
officials and their comments, which appear in Appendix B, have been
considered in preparing this report. District officials generally agreed with our
recommendations and indicated the planned to initiate corrective action.

The District’s Board of Education has the responsibility to initiate corrective
action. Pursuant to Section 35 of the General Municipal Law, the Board of
Education should prepare a plan of action that addresses the recommendations
in this report and forward the plan to our office within 90 days. For guidance
in preparing your plan of action, you may refer to applicable sections in the
publication issued by the Office of the State Comptroller entitled Local
Government Management Guide. We encourage the Board of Education
to make this plan available for public review in the District Clerk’s office.
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Internal Controls

Computer Operations

An internal control system, which is established by management and
implemented by District officials, is the integration of the activities, plans,
attitudes, policies and efforts of the people of an organization to provide
reasonable assurance that the organization will achieve its objectives. The
foundation of any effective control environment is competent managers with
integrity that attentively monitor operations. Having agood control environment
helps ensure that all employees follow District policies and procedures.
Turnover the District has experienced in the key position of Assistant
Superintendent for Business underscores the importance of adopting, updating
and communicating policies to guide day-to-day organizational behavior.

We identified several weaknesses in the District’s operations, including its
computer operations and the Treasurer’s office that could lead to errors or
irregularities occurring and not being detected.

The use of information technology affects the fundamental manner in which
transactions are initiated, recorded, processed, and reported. The extent to
which computer processing is used in significant accounting applications, as
well as the complexity of that processing determines the specific risks that
information technology poses to an entity’s internal control. The District’s
widespread use of information technology presents a number of internal
control risks that must be addressed. These risks include: reliance on systems
or programs that are inaccurately processing data, processing inaccurate
data, or both; unauthorized access to data; unauthorized changes to data in
master files; unauthorized changes to systems or programs; failure to make
necessary changes to systems or programs; inappropriate manual intervention;
and potential loss of data. Controls that can be used to address these risks
consist of a combination of automated controls (e.g., controls embedded in
computer programs) and manual controls.

The District utilizes a software package known as Finance Manager provided
by their now former independent auditors to process its financial transactions.
Our audit disclosed a number of significant weaknesses in controls over the
District’s computer operations:

e The District does not have any formal written policies and procedures
prescribing day-to-day, month-end, and year-end procedures relating
to: the assignment of duties (who inputs data and generates and/or
reviews reports); specific reports that should be generated; the
distribution of reports; the report approval process; and expected
timeliness for completing tasks.
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e The computer system is programmed to restrict individuals’ access
to transactions within the scope of their responsibilities. The District’s
Treasurer and Information Technology Director as well as Finance
Manager personnel have full access to the computer system,
programs, and the District’s data. In the case of Finance Manager,
their personnel have complete online remote access. Therefore,
Finance Manager staff have the ability to make changes to the District’s
records without the knowledge of District officials.

¢ Finance Manager software does not identify which employees were
responsible for making accounting entries. For example, accounting
entries can be completely deleted without any record of such deletions,
resulting in the lack of an audit trail. Specifically, we found skips in the
numerical sequence of general journal entries (66 numbers were not
used at all), and cash receipts register entries (19 numbers were not
used at all). In performing our audit procedures we were unable to
identify the person(s) who specifically made the adjustments and
deletions. District officials do not use an optional component of
Finance Manager that purportedly provides a listing of all data changes
made and by whom. All changes to data in the accounting system
should be tracked and verified as being an authorized change. The
computer system should provide for the identity of the person making
all accounting entries, including adjustments. Thus, accountability over
those transactions can be enhanced and an audit trail created.

e Ouraudit of the quality of the District’s Independent Audit Services
for fiscal years ended June 30, 2003 and June 30, 2004 (Report
#2004M-89) disclosed that the District’s now former CPA firm failed
to obtain an understanding of internal controls relating to the District’s
use of information technology. This calls into question the extent to
which prior independent audits can be considered a control mechanism.

The failure to establish and monitor comprehensive internal control policies
and procedures relating to computer processed data increases the risk of
errors and/or irregularities occurring and not being detected in a timely manner,
or not being detected at all. In addition, it ultimately does not allow supervisory
personnel and the Board to fulfill its fiduciary responsibilities relating to District
resources. Given that virtually all the District’s accounting records and reports
are computer generated, the dollars at risk are substantial.
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Treasurer’s Office

Amain component of the District’s financial operations is the Treasurer’s
office. The Treasurer is the District’s chief accounting officer and is appointed
each year by the Board. The Treasurer is the custodian of all District moneys.
As such, the Treasurer is responsible for the custody, receipt and
disbursement of District moneys. Our audit disclosed that duties within the
Treasurer’s office were not segregated to ensure that no single individual
controls most or all phases of a transaction, computer signature software
was not being controlled, and computerized journal entries were not approved
or reviewed.

Segregation of Duties - An effective system of internal controls requires
the separation of duties so that no single individual controls most or all phases
of atransaction. Concentrating key duties (i.e. authorization, recordkeeping
and custody) with one individual with little or no oversight weakens internal
controls and significantly increases the risk that errors and/or irregularities
might occur and go undetected and uncorrected in a timely manner. During
our audit, we found the following deficiencies related to segregation of duties:

e The Treasurer has the ability to performall financial duties including;
receiving and depositing moneys, signing checks, reconciling cash
book balances to bank balances and recording transactions in the
accounting system with little or no oversight by higher level District
management. The lack of appropriate higher level oversight increases
the risk that errors and/or irregularities may not be prevented or
detected timely.

e Although personnel with financial duties routinely take vacations,
their duties while absent are not rotated between employees who
are working in the Administrative Office. Instead, their undone work
is allowed to accumulate during their absence with the intent that it
will be completed by them when they return. Rotating duties during
an employee’s absence can serve to reduce risks related to
inadequately segregated duties.

Concentrating key duties (i.e., authorization, recordkeeping and custody)
with one individual weakens internal controls and significantly increases the
risk that errors and/or irregularities might occur and go undetected and
corrected ina timely manner.

Approval of Transactions - Transactions may be approved en masse
through blanket authorizations found in adopted policies and/or in statutes.
Such approvals confer general authority to individuals for certain types of
transactions. For example, pursuant to statute, school district officials may
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temporarily invest moneys not required for immediate expenditure. Thus,
blanket approval is given to school authorities to invest. More effective control
is realized when specific transactions require prior written approval. Written
prior approvals serve to limit the authority of individuals. They serve asa
check on the activities of staff by requiring someone else to approve a
transaction. Required approvals may be linked to certain types of transactions
or those exceeding certain dollar amounts. We noted the following deficiencies
in District’s controls involving the approval of transactions.

e Adjustments to the District accounting records were made by the
Treasurer and the Accounts Payable Clerk without appropriate
oversight by someone at a higher supervisory level. Adjustments that
are made without appropriate supervisory approval may be
inappropriate or include errors and irregularities and remain
undetected. We noted that 27 adjustments were made during our
audit period to the cash control account for the general, cafeteria,
Federal aid, capital, trust, and extraclassroom activity funds. Of these
adjustments, 21 were labeled as “unidentified”, while six were
identified as “adjusting cash balances to bank balances” ($889.58
total reduction of cash). We noted that these adjustments were made
in an attempt to “force” the cash balances per the District accounting
records to reconcile with the net cash balances per the bank
statements. We also noted seven adjustments made during our audit
period to the accounts receivable control account, for a total net
reduction of over $170,000. These adjustments related to State and
Federal aid moneys received being less than amounts estimated.
However, no proper authorizing support was found for 22 of 34 of
these adjustments. When adjustments are made to the accounting
records and there is no evidence that they are properly authorized
and fully explained, accountability over cash assets can be diminished.

e The District’s now former independent auditors made what appear
to be year-end adjusting journal entries directly to the District’s
accounts for the fiscal years ended 2003 and 2004. Two of these
journal entries, which adjusted expenditures for more than $72,000,
were posted to “MISC”, an account that we were told was created
by the independent auditors to adjust recorded expenditures in the
vendor files. We found no authority or support for these entries.
Adjusting District vendor expenditures by posting them to a
miscellaneous account and not to the associated specific vendor
accounts brings into question the accuracy of District vendor financial
information. The State and Federal aid receivable account was also
adjusted by the independent auditors without specific authority by
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District officials. As a result of making these journal entries, the
auditors compromised their independence by performing management
functions and, in effect, audited their own work. This issue of the
compromised independence is more fully explained in our separate
audit report, Manhasset Union Free School District — Procurement
of Audit Services (#2004M-89). Only authorized District employees
should make entries and adjustments directly to the District’s
accounting records.

e Employees of the company contracted by the District to provide
cafeteria services deposited the receipts from cafeteria sales into the
District’s bank account. However, the contract between the District
and the company provides that District personnel, not cafeteria service
employees, should be making such deposits. The depositing of
moneys by other than authorized District officials increases the risk
that such moneys may not be properly accounted for.

The failure of District officials to ensure only authorized employees make
approved entries into the accounting system could result in inappropriate
accounting entries and/or disbursement and use of District assets. Also, the
depositing of District moneys by other than District employees increases the
risk that those moneys may not be properly accounted for.

Protection of Cash Assets - District managers should be maintaining
security over cash and investments and cash accounting records to minimize
the risk of loss or misuse. Access to blank checks, computer signature
software and bank account information should be restricted and controlled.
Adequate security over cash assets and related records should encompass
controlled access (individuals only have access to cash or records based on
the specific needs of their job); physical security (cash must be protected
against loss, theft, and environmental dangers); adequate insurance (cash/
deposits and custodians) and backup for computer records. We noted the
following deficiencies in District protection of assets controls during our audit.

e Bank signature cards were not up to date for the Fleet, Citibank and
North Fork District banks. We also were not provided with any
signature cards for CLASS, an intermunicipal cooperative investment
activity with which the District participates. Since signature cards
provide authority for personnel to sign District checks, if they are
not current and on file with each of the District’s depositories,
unauthorized persons may be able to disburse District moneys.
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e Board policy requires that District checks in excess of $2,000 contain
two signatures. We found 28 checks written throughout our audit
period, totaling more than $321,000, without the required second
signature. The release of District checks in excess of $2,000 without
the required second signature overrides an intended control that more
than one person view larger District disbursements.

e Bonding insurance provided by the District for employees who handle
cash provides coverage up to only $100,000 per employee. However,
average monthly bank balances for the period 2003-04 were over
$15.5 million. Thus, a substantial amount of District money is
potentially at risk from loss or unauthorized use.

e The Treasurer’s facsimile signature may be produced by the District’s
computer software program as well as a vendor’s computer software
program and imprinted on District checks. This vendor is the third
party administrator for the District worker’s compensation insurance
plan. This vendor writes checks directly to the beneficiaries and
submits reports of the transaction to the Treasurer. No one other than
the Treasurer should have custody or control of the Treasurer’s
signature, or facsimile thereof considering that the Treasurer is the
only District official with the legal authority to disburse District funds.
Inaddition, the Treasurer told us she does not oversee the use of her
signature. The failure to ensure that adequate controls are in place
over the Treasurer’s signature increases the risk that unauthorized
persons may be able to disburse District moneys for improper
purposes.

Controls Over Accounting Records - Good accounting records will capture
transactions as they happen, completely and accurately. \Well-designed records
include the nature of the transaction, quantities, the date and the dollar amount.
The parties on both sides of the transaction will also be noted. Multi-copied
records provide documentation of the transaction to both parties (and others
as necessary). Required approvals and key reference numbers should also
be included. A good recordkeeping system will protect the integrity of its
records. The sequential numbering of records and documents gives each a
unique identity for tracking purposes. Ultimately, documentation of transactions
should enable the District to trace each transaction from its inception through
the accounting records and into related reports (i.e., provide an audit trail).
We noted the following deficiencies in District’s control of its accounting
records.
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e \We found 12 checks, totaling $29,590.42, written during our audit
period that cleared the bank prior to the date of the warrant on
which they were listed and approved for payment. There is no
authority to issue checks prior to the execution of the claims warrant
by the Internal Claims Auditor. District checks should only be
prepared and issued after the related claim is audited and approved
for payment by the Internal Claims Auditor to ensure that the related
claimsare valid charges against the District.

e Two checks that were drawn on a District bank account were not
made available to us for audit:

o Check number 51888, for $506.25, payable to FP Auto
Electric Inc., was written on September 27, 2002, and
apparently cleared the District’s bank account on October
2, 2002 per the bank statement.

o Check number 59750, for $1,384.47, payable to Scarsdale
Security Sys Inc., was written on January 16, 2004, and
apparently cleared the District’s bank account on January
22,2004 per the bank statement.

Nine checks recorded as being voided were not made available to
us for audit. However, we did not find any of these voided checks
drawn againsta District bank account. Good internal controls require
that all checks, including voided ones, should be kept on file for
audit purposes.

e Most District checks are printed using software that prints all the
necessary information on blank check stock (paper with only the
color background of the check on it). This information printed
includes the District’s name, bank name and account number, payee,
check number, amount, date, and the Treasurer’s facsimile signature.
Prior to printing checks, the software requires the Accounts Payable
Clerk to enter the beginning check number for the series to be printed
aswell as a vendor code number (to include the vendor name). We
found the following deficiencies relating to District bank checks:

o Check (stock) paper is completely blank and not pre-press
numbered, thereby preventing District staff from properly
safeguarding the use of the paper by having the ability to
inventory and keep track of both used and unused stock.

o Nine check numbers were printed twice during the audit
period due to entering the wrong check numbers at the
beginning of check processing.
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o Check numbers printed on checks were not in consecutive
number sequence. This resulted in checks being written
with dates that did not correspond to the check numbers
used. We identified 42 checks written during 2002-03 with
numbers that were out of sequence. The dates on these
checks indicated that they had been prepared after, rather
than before, checks with higher check sequence numbers.
These gaps in consecutive number sequence were
apparently caused by the Account Clerk entering the wrong
beginning check numbers when printing a series of checks,
thus leaving a gap in the check numbering sequence. Later,
the Account Clerk would go back and use the check
numbers in the gap on a subsequent batch of checks.

Errors relating to check numbers could be eliminated with the use
of pre-press numbered checks on the District’s check stock paper.
Pre-press numbered checks reduce the possibility of human error
in tracking the check numbers used and unused.

e \We compared 3,320 cancelled checks to the information contained
in District accounting records and found that the vendor names on
324 checks totaling $4,228,798 were different from the name on
the District’s accounting records. Although we consider the specific
differences we found to be slight, the ability to make changes of
any kind, without appropriate oversight, represents a significant
control risk. We also found that the dates on 118 checks totaling
$980,107 were different than the dates on the accounting records.

Our audit procedures showed that the checks that contained vendor
names or dates not matching information in the District’s accounting
records were payments for proper District purposes. These
discrepancies occurred because the Accounts Payable Clerk
entered different information in the check printing software than
what was recorded in the accounting records for these payments.
Although the Accounts Payable Clerk only made slight name and
date changes to match changes on the vendor’s invoice, the ability
to change the vendor name and date without appropriate
supervisory approval represents a material weakness in the
accountability over the District’s cash disbursement process. In
addition, these changes also affected all the prior information in the
accounting system relating to these transactions. We also found
one check written for $1,936 paid by the bank one day before the
date indicated on the check.
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In addition, we found 371 manually-written (i.e. not prepared by
the computer accounting software) checks which totaled over $4.5
million. Again, we found these payments to be for proper district
purposes. Regardless, the practice of manually writing checks
increases the risk of differences between the actual checks and the
related information recorded in the accounting records and requires
additional time to input the check information to the computerized
accounting system. For example, for the 2003-2004 school year
we reviewed over 180 manually prepared checks, of which over 50
(over 25 percent) had differences between the information on the
checks and recorded in the books.

e Allmoneys received from individuals are recorded manually in cash
receipts logs. The logs are then summarized daily and recorded ina
cash receipts register in the computerized accounting system, which
generates a printed receipt for all moneys received. We found the
following deficiencies in the District’s system for recording cash
receipts:

o Cash receipts logs do not identify the fund to which the
moneys should be credited, nor do they identify the receipt
number recorded in the cash receipts register.

o Numbering of cash receipts in the register is not consistent.
Even though the numbering is generated by the computerized
accounting software, the date of the receipt can be changed
by District personnel. We found 44 receipts which were not
in date order, with one as many as 45 days out of order.

The lack of sufficient identification and consistency in numbering
cash receipts is a control weakness which increases the risk that
errors and/or irregularities in accounting for cash receipts would not
be detected and corrected. All receipts should be consecutively
numbered to maintain accountability over moneys received by the
school.

e General journal entries should be made only for transactions that
usually are not related to moneys received or disbursed, such as
adjustments or corrections to the accounting records or transactions
relating to the general ledger accounts alone. An inordinate number
of general journal entries (889 for the period July 1, 2003-June 30,
2004) were made by District personnel. For example, moneys
received from New York State, bank interest, and proceeds from
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debt issuances were entered into the accounting system as general
journal entries instead of as cash receipts log entries. Various
disbursements (bank account wire transfers) were recorded as general
journal entries instead of being recorded in the cash disbursements
record.

o District officials keep very few printed reports such as interim financial
reports and listings of individual cash disbursements The lack of a
printed documented history of financial transactions limits the ability
of District officials, internal and external auditors and the public to
verify the accuracy of current accounting records, especially given
the opportunities to improperly change records and alter past
accounting transactions (e.g., vendor names).

Bank Reconciliations - The reconciliation of bank balances to general ledger
cash balances is essential to ensure the records reflect the same cash balance
as the actual amount of cash in the bank. Accurate and complete bank
reconciliations should include the timely identification and documentation of
any differences. Of equal importance, bank reconciliations provide a unique
opportunity for an internal verification of cash receipts and disbursement
transactions. Without accurate and complete bank reconciliations, District
officials cannot have a reasonable level of assurance that the accounting records
are correct or that moneys have been properly accounted for. Bank
reconciliations should be formally documented and not simply recorded on
adding machine tapes or not documented.

e Bankreconciliations were not formally documented; they were simply
recorded on adding machine tapes or not documented at all if the
bank accounts had no outstanding checks.

e The District’s cash reconciliation documentation that exists disclosed
that book cash account balances were higher than bank balances at
month end for 15 of 27 months (by as much as $1,085) for the period
from July 2002 through September 2004. We found no instances of
the general fund cash per the accounting records being less than the
bank balances. The payroll cash account per the accounting records
however ranged from being less than the bank balances for 11 months
by as much as $2,223 and more than the net bank balances for 16
months by as much as $23.49. At least one reason for the differences
was that District personnel do not prepare lists of outstanding checks
but rather rely on such lists prepared by the bank.
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Recommendations

o The District Treasurer provides the bank monthly with a
listing of checks written by District officials which the bank
uses to prepare the outstanding check lists which District
staff then use in reconciling cash. We were unable to verify
any of the totals for outstanding checks prepared by the
bank. We noted that the general fund bank account
reconciliation for September included checks that were
actually voided but still included on the outstanding check
list. These voided checks totaled the same amount of the
difference we found when we attempted to verify the
outstanding check lists.

Without accurate and complete bank reconciliations, District officials cannot
have a reasonable level of assurance that the accounting records are correct
or that moneys have been properly accounted for.

1.

District officials should conduct a comprehensive review of computer
operations Formal written policies and procedures should be established,
access to the computer system should be limited and those responsible
for making accounting records should be identified by the computer
system.

All future contracts for independent audits of the District’s financial
statements should address the CPA firm’s responsibility to gain an
understanding of, assess and test the District’s information technology
system.

The Board should review the duties within the Treasurer’s office and
institute controls to ensure a proper segregation of duties.

Needed to items such as vendor name should be formally approved and
recorded. Staff should be made aware that current changes to recorded
information may also change prior accounting information associated
with that vendor and consider the effect that may have.

All checks should be generated from the computer accounting system to
avoid entering information and to reduce the possibility for errors.

Al receipts should be consecutively numbered to maintain accountability
over moneys received.

All transactions adjusting the accounting records should be properly
authorized and fully documented.
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8. All cash deposits and transactions recorded in the District’s accounting
records should be made only by authorized District personnel.

9. Only authorized employees should be allowed to make adjusting journal
entries directly to the accounting records.

10. Improve controls over cash disbursements by periodically contacting the
District’s bank to verify that account signature cards are up to date and
by designating a staff member to review all checks over $2,000 to ensure
that they bear the required authorized second signature.

11. Consider increasing the amount of bonding insurance carried on employees
who handle cash.

12. Improve controls over the Treasurer’s facsimile signature. If the Board
determines that the Treasurer’s facsimile signature should continue to be
printed on District checks by an employee-operated computer software
program, then security over that software, and especially the Treasurer’s
facsimile signature, should be maintained to protect the signature from
improper use.

13. Checks should not be signed, dated or released until the accompanying
claim has been audited and approved for payment by the Internal Claims
Auditor.

14. All cancelled and voided checks should be kept on file for audit purposes.

15. District checks should not be printed on blank stock paper, but rather on
pre-press numbered printed stock in order to enhance controls over the
inventory of used and unused check stock.

16. Allmoneys received and disbursed should be recorded in their appropriate
cash receipts and cash disbursements records. General journal entries
should be used only for adjustments, corrections, or general ledger
transactions.

17. Certain core financial reports should be printed and kept on file in the
District business office.

18. All cash per the District accounting records should be reconciled with
cash in District banks on a monthly basis. These reconciliations should be
formally documented to provide for supervisory review.
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Procurement and Claims

Claims Processing-Travel
and Meal Expenses

Another main component of the District’s internal controls relates to policies
and procedures governing procurement and claims processing. Ingeneral,
the objectives of a procurement process are to obtain services or buy
materials, supplies and equipment of the right quality in the right quantity
from the right source at the right price in compliance with all the applicable
Board and legal requirements. This would help ensure that taxpayer dollars
are expended in the most efficient manner. The objectives of claims processing
are to ensure that every claim contains enough supporting documentation to
determine that it complies with statutory requirements and District policies,
and that the amounts claimed represent actual and necessary District expenses.

Our review disclosed that the internal controls over procurement and claims
processing were generally designed effectively, however, control overrides
and certain system shortcomings weakened the operations.

The Board’s adopted policy for travel and meal expense reimbursement is
vague and non-specific. The policy provides for the reimbursement of
“reasonable out-of-pocket expenses incurred while traveling for school related
activities.” However, there is no indication that the Board established criteria
for what it deems to be “reasonable.” We also found no indication of any
specific dollar limits of allowable reimbursements. In some instances, District
employees used a form requesting attendance at conferences which required
related details and set limits on the reimbursement of food expenditures for
breakfast, lunch, and dinner; it did not set any limits on the cost of lodging.
Although this form has been in use by some staff for many years, there isno
evidence that these meal dollar limits were formally adopted by the Board.
The lack of specific criteria for establishing the reasonableness of attendance
at conferences and meetings and reimbursable dollar limits on out-of-pocket
and meals and lodging expenses could lead to unnecessary and/or
unreasonable costs to the District. Further, the policy authorizes the
Superintendent to determine if the attendance of District staff at any
conference or professional meeting is in the best interest of the District, and
thus be eligible for reimbursement of expenses. This authority was reiterated
by annual Board resolutions during our audit period giving the Superintendent
the authority not only to approve conference attendance of employees but
also that of the Board of Education. We question the logic and authority of
the Superintendent to approve the conference attendance of Board members
since they are at a higher management level. In addition, we question whether
this situation allows for any monitoring of the Superintendent’s attendance at
meetings and conferences and associated expenses.
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The following examples of deficiencies in claims processing for reimbursements
made to District officials and employees illustrate the need for specific policy
guidance in this area. Absent policy dollar limits, we used the Federal
reimbursement rates, established by the Federal General Services
Administration for Federal employees (and used by New York State
employees) for lodging and the amounts allowed for on the conference request
form used by some District staff for meals, as measures of reasonableness.

e Aformer Board member was reimbursed for the costs of attending a
New York State School Boards Association conference in Albany.
These costs included lodging, and a lunch and two dinners based on
claims audited and approved by the Internal Claims Auditor. These
claims, totaling $1,443.63, were not sufficiently itemized to justify or
identify the purpose of the meals and conference or the reason for
attendance. Instead, all we found supporting the claim were copies
of credit card receipts and letters from the Board member requesting
reimbursement for related conference expenses. We noted that the
conference hotel room cost for the two nights claimed was greater
than what would have been allowed under the Federal reimbursement
rate in effect at that time by more than $253. The reimbursement for
the conference also included two dinners costing $53.89 and $84.62.
These reimbursements were $88.51 in total above the amounts
allowed for on the conference request form used by some District
staff.

e \We examined 18 claims totaling $2,167.92 submitted by the
Superintendent during the audit period for reimbursement for lunches,
and found that 17 claims provided no detail of the purpose. The
President of the Board, in July 2004, requested the Superintendent
to provide more detail, including the attendees and the purpose of the
lunch, in his claims for reimbursements. We tested some of the
Superintendent’s claims in the current fiscal year and found that he
has complied with the request. Nevertheless, we still question the
justification for routinely scheduling meetings during lunch hour and
incurring food expenses. The claims seemed reasonable in amount
but we could not determine the purpose of the lunch meetings. The
Superintendent also submitted claims for conference expenses totaling
$5,313.85 that exceeded the allowable Federal reimbursement rates
by a total of $1,285. The Superintendent was also reimbursed
$2,381.94 for five days (leaving his home on November 5, 2002 and
returning on November 10, 2002) of expenses for attending a
conference in California although the claim documentation indicated
that he was only at the conference site for two days. The
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Superintendent, as well as members of the Board, told us that the
closest airport was a day’s travel from the conference site, resulting
in two additional days. Further, the Superintendent was reimbursed
for meals during the trip $343 above the usual rates allowed by the
District. Moreover, the Superintendent was reimbursed for one-half
(he was accompanied by his wife) of the total meal expenses, instead
of the portion which related solely to his own actual meal expenses.
We could not determine what expenses were incurred by the
Superintendent alone. One of the meals claimed for one-half
reimbursement was for a dinner at a restaurant in San Francisco
costing $165 which was well above the District’s usual reimbursement
rates.

e The Superintendent was reimbursed more than $1,300 for
contributions that may be contrary to school district purposes. For
example, the Tower Foundation is a non-profit organization
established in 1991 by members of the Manhasset community to
enrich the educational experience of the students by soliciting and
contributing moneys to the District. The Superintendent paid a total
of $920 for Foundation-related dinners, advertisements, and
donations and was then reimbursed for them. Therefore, the District
indirectly contributed to the Tower Foundation by reimbursing the
Superintendent for these contributions. In addition, the
Superintendent also made contributions and subsequently was
reimbursed for contributions totaling $419 for: a retirement party
($50); dinner tickets for the Booster Club ($300); Manhasset Public
Schools ($58); and to Manhasset retirees ($11).

While the Superintendent’s employment contract with the District
provides for expenses necessary for him to perform his duties, we
do not believe that these contributions are a necessary expenditure
allowed by the contract.

e \We reviewed 31 claims totaling more than $54,000 paid to four
vendors with the highest total dollar amount of food claims for a two
year period. We found that the largest expenditures for food included
$11,746 for 339 meetings, $29,959 for 56 training events and $8,594
for 14 holiday/retirement/recognition parties.

A major portion of the training expenditures noted above was for
meals for personnel attending Superintendent’s Conference Days
which totaled $25,610 during our audit period. Meeting attendees
included the Board of Education members, faculty, principals and
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other staff. In addition to the above, there were also claims for 15
events with food costs totaling $657.70 (ranging from $5 to $156)
that did not provide any details of the purpose of the events. Although
we are not questioning the number of meetings held, we do question
the need for District officials to provide and pay for food at these
meetings. Also, we know of no legal authority of District officials to
pay for parties to their staff out of District funds.

The lack of sufficiently itemized claims and specificity in the Board’s adopted
policy for travel and meal expense reimbursement and the Superintendent’s
employment contract could lead to unreasonable amounts claimed and paid.

Purchase Orders Board policy #6710 states, “The Purchasing Agent is authorized to issue
purchase orders without prior approval of the Board when formal bidding
procedures are not required by law and budget appropriations are adequate
to cover such obligations.” The Board also designated the Assistant
Superintendent for Business as the Purchasing Agent within the same policy.
When master purchase orders are used, multiple purchases may be made
from a vendor by using one purchase order covering all purchases.

Purchases using master purchase orders in 2002-03 and 2003-04 accounted
for 60 percent and 58 percent, respectively, of total District purchases. Utilizing
master purchase orders to this extent reduces controls over District purchasing
by circumventing the need to broaden the number of individual quotes obtained.
Also, we found that master purchase orders used for transportation contracts
consistently exceeded the initially approved amounts. Master purchase orders
should be used only for routine transactions, such as those relating to contract
payments, utility bills, or other monthly purchases of goods and/or services.

We were told by District officials that the approval process for purchase
orders can be circumvented, and in fact we found that purchases were made
inmany instances without the use of approved purchase orders. We examined
128 claims paid during our audit period and could not find purchase orders
for 29 of them, totaling more than $132,000. Board policy requires that every
claim should have a purchase order approved by the Purchasing Agent prior
to the actual purchase.

Segregation of An incompatible duty is one that would put a single individual in the position

Incompatible Duties of being able to both commit an irregularity and then to conceal it. Three
types of activities are commonly considered to be mutually incompatible:
approving transactions, recording those transactions and having custody of
(access to) the resultant assets.
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Recommendations

The District Treasurer signed the August 2004 claims warrant. A claims
warrant is an official order and authorization by the Internal Claims Auditor
for the District Treasurer to pay the related claims which have been audited
and allowed for payment. Although the Internal Claims Auditor was on
vacation, the District Treasurer was not authorized to sign warrants. The
Treasurer, in essence, authorized and ordered herself to pay the listed claims.

The practices of the District Treasurer signing her own claims warrant (albeit
on an exception basis) overrides the inherent internal controls over the
payment of claims intended by the provisions of Education Law and increase
the risk that claims may be erroneously paid.

19. The Board should consider establishing reasonable maximum per diem
rates for lodging and maximum individual meal rates for officials and
employees attending meetings and conferences.

20. The Board should address the issue of the reasonableness of providing
food provided by the District at meetings, training, and other District
events.

21. The Board should review the practice of allowing master purchase orders
to be issued in circumstances where obtaining a greater number of quotes
from various vendors (and thus separate purchase orders) could result
in lower costs to the District.

22. Ensure that all appropriate purchases are supported by a purchase order.
23. The Treasurer should not pay any claims without the specific authority

granted by the Internal Claims Auditor on warrants drawn for that
purpose.
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Capital Assets and Inventory Items

Capital assets are those assets that have a useful life of more than one year and
include such things as land, buildings and building improvements, furnishings,
vehicles and electronic equipment such as computers. The District’s inventory
of capital assets represents a significant investment of resources. As of June 30,
2004 the District reported roughly $49 million in capital assets of which
approximately $37 million is for land, buildings, and improvements other than
buildings and $12 million represents construction in progress. Inventories of
materials and supplies are those consumable assets generally having a useful life
of less than one year and include such things as food, vehicle parts, office supplies,
etc.

District officials must ensure that capital assets and inventories of consumable
items are protected from loss, that their value is maintained and that they are
used effectively. This can be accomplished by adopting policies, maintaining
perpetual inventory records, conducting periodic inventories and establishing
other safeguards. We examined the District’s policies and practices relating to
capital assets and found the internal controls over capital assets to be weak, if
not non-existent.

Capital Assets The Board adopted a Capital Assets Accounting Policy which defines capital
assets “as non-consumable assets with a normal service life of more than two
years.” The policy also provides for a system to track and account for these
assets. We found the following deficiencies in the District’s capital asset tracking
system:

e Acontrol account of the total value of capital assets is not maintained by
District personnel. The District’s former independent auditor prepared
the fixed (capital) asset account group section in the District’s annual
reports from capital asset summary reports generated by another District
contractor. District personnel should maintain a control account of all
capital assets. This control account should include in summary formall
additions, deletions, and remaining balances of such assets as well as
their location and all identifying information. The lack of a control account
diminishes accountability over the District’s capital assets.

e District officials do not perform periodic physical inventories (i.e.
personally view capital assets) and reconcile those physical inventories
with District capital asset records. Performing periodic physical
inventories and reconciling them with records helps to ensure the
accuracy and effectiveness of the system and enables District staff to
assess the condition of those assets. The failure to perform physical
inventories increased the risk of loss of the District’s capital assets.
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We attempted to physically view 165 assets listed in the District’s capital
asset tracking system at their recorded location and found that:

e 34items (total original cost $25,453) could not be located. These
included computers and related peripheral devices, cameras,
other electronic equipment, and a slide-in refrigerator;

e Nineitems did not have a school identification number affixed;

e Five items were found in different locations than that noted in
the detail records;

e 14 items had school identification numbers different from those
noted in the detail records.

We also attempted to trace 135 (additional) capital assets located in the
District administrative office to the District’s capital asset tracking system
and found that 25 assets were not recorded in the detailed property records
whilel3 assets were recorded as being in a different location than in the
Districtadministrative office.

The difficulty finding and physically viewing recorded capital assets and finding
items in locations other than where indicated in detailed records, illustrates
poor accountability controls over capital assets. As a result, there is an
increased risk of loss or misuse of these assets.

We also identified deficiencies in controls over the capital assets inventory
system. For example there were gaps in the number sequence of the inventory
tags used to identify District assets and these tags are not required to be
used in numerical order. Some District identification tags were recorded
twice and/or recorded incorrectly. Finally, there is not an established timeframe
for recording and attaching identification tags to inventory items and assets.
As aresult, several months may pass between the purchase of an item and
the time it gets tagged and recorded. Assets should be entered into the capital
assets tracking system, and have identification tags attached to them as soon
as they are acquired to prevent loss, theft, or misuse of the asset.

The use of serially numbered inventory tags in other than consecutive order,
recorded incorrectly, and the lack of an established timeframe for recording
and attaching identification tags to capital assets defeats the ability to keep
track of those assets easily. As a result of these deficiencies there is a greater
risk that “popular’” assets such as electronic devices could be lost or stolen.
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Inventory Items As with capital assets, accurate individual inventory records of consumable
materials and supplies enhances accountability over those assets. District
personnel did not maintain inventory records for auto parts and cafeteria
foods, nor did they conduct periodic physical inventories, thus exposing such
assets to an enhanced risk of loss.

Recommendations 24. A control account of the total value of fixed assets should be maintained
by District personnel and reconciled to information in capital and inventory
assets summary reports.

25. Inventory records of consumable goods should be maintained.

26. Periodic physical inventories of capital assets and inventory items should
be performed. Reconciliations should be made between physical
inventories and inventory records. Any discrepancies should be
investigated and resolved timely.

27. District personnel should ensure that all capital assets receive inventory
tags, issued in sequential order.
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Other Policies

Policies are important to the overall operations of the District. They should
provide clear guidelines for a particular segment of operations that should
be followed by all employees. Without policies, there is no common standard
for employees to follow which can result in misunderstandings by staff and
operations not performing according to management’s expectations.

The Board has adopted 398 operating policies, which are set forth in a
School Policy Manual provided to all administrators and department heads.
According to the Board meeting minutes for July 1, 2004, the Board adopted
aresolution “that the Board of Education re-adopt all previous policies for
the school year July 1, 2004 through June 30, 2005.” However, subsequent
to this resolution, the Board adopted two more resolutions postponing the
re-adoption of the investment and budget transfer policies. We found no
evidence that these two policies were adopted later. Also, other policies in
the District’s policy manual do not agree with what was adopted by the
Board of Education per the minutes of its meetings. We found the following

differences:
Per Adopted Board Policy Per Board Minutes

Authorized Signatures

Policy #6410 authorizes: Minutes authorize:

e Superintendent, Assistant Supt. | ¢ Board President, Board Vice President,
for Business, Board President or Assistant  Superintendent for Business
Vice President (in absence of (only) to act on behalf of the District for
President) to act on behalf of the all legal transactions

District for all legal transactions

e District Treasurer’s signature on | ¢ In addition to the District Treasurer’s
all District checks for payment signature, a second signature must appear
of salaries on accounts payable checks in the amount

of $2,000 or more. The District Clerk is

authorized to co-sign checks.

Petty Cash
Policy #6670 authorizes petty cash Minutes authorize petty cash funds
funds ranging from $100 to $200. ranging from $50 to $150.
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When the Board does not conduct an annual review and adoption of School
District operating policies, questions can arise relating to the intent and extent
of assigned authority, as well as the relevance of those policies to day-to-day
operations. Circumstances may change that make the policies obsolete. Also,
questions may arise or procedures may be carried out improperly if there are
any differences between the adopted version of policies and those provided
to employees in the policy manual. For example, moneys may be disbursed
by individuals not authorized by the Board, thus subjecting the District to loss
or misuse of those moneys.

Recommendation 28. The Board should review their adopted policies as set forth in their School
Policy Manual and ensure that they accurately reflect the Board’s intentions
spelled out in the policy resolutions adopted at their meetings.
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APPENDIX A

TAXPAYER COMPLAINTS

We received several complaints and an allegation from certain residents of the Manhasset Union Free School
District. The complaints all were related to how the Board had managed a capital project originally authorized
in 1996 and begun more than eight years prior to the beginning of our audit period. Given these timeframes,
several records were not available for review, and several staff members knowledgeable about the project
were no longer employed by the District and were not available to provide us with related information. Therefore,
itis impracticable for us to conclude on District officials’ overall management of the project.

The purpose of the project was to make various improvements to each of the District’s three school buildings.
District voters approved a total project budget of $21.5 million and the issuance of debt of $20.74 million. We
identified 90 specific components of the capital project, including a new auditorium, cafeteria additions, as well
as improvements in the buildings HVAC, electrical, and technology infrastructures. Although there were
expenditures beginning in August 1996, most of the moneys were disbursed between February 1998 and
October 1999, with expenditures totaling more than $15.5 million during those 21 months.

Since some of the complaints addressed the same issues, we addressed them in summary form as follows:
Complaint: Were the moneys from the capital project that began in 1996 spent properly?

We reviewed the available records relating to the project and, as of October 2004, found District
officials had spent nearly $20.6 million of the $21.5 million authorized for the project. We then addressed
the following three specific questions relating to the general question posed regarding the management
of the project. For this purpose, we defined the management function as planning, monitoring, and
controlling:

1. Was the capital project related to the 1996 bond issue planned sufficiently?

a. Was aneeds assessment conducted? Were needs ranked or stratified?
Yes. A consultant (Company A) was engaged who then provided a listing of needs on a
building-by-building basis, in the form of a report to the Board.

b. Were cost estimates and financing sources devised?
Company A’s report included rough estimates, while District officials engaged an architect
who provided project budget estimates.

c.  Was competition sought for the project contractors or vendors?
While some components of the project were competitively bid, we found no evidence that
contracts relating to 31 of the 90 distinguishable specific components, totaling nearly $3
million, were subject to competitive bidding.
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2. Was the capital project related to the 1996 bond issue monitored adequately?
Yes. A private firm (Company B) that was engaged to act as project manager provided monthly
Executive Summaries.

a. Were interim reports prepared to track the physical progress (including timeliness, quality, and
completeness) of each project including:

1. Timeliness:
The monthly Executive Summaries did indicate some tracking of schedules by use of
projected timelines.

2. Quality:
Quality is subjective and difficult to discern in a historical perspective. However,
there was indication in the summaries that the results met the project manager’s
expectations.

3. Completeness:
Indications of the status of completion of the various components were provided in
the monthly Executive Summaries as well

b. Were interim reports prepared to track the financial progress of each phase of the project? Did
they include expenditures and revenues?
Yes. The monthly Executive Summaries included comparisons of project budget-to-actual
expenditures to date. However, these Executive Summaries did not always agree to amounts
recorded in the District’s appropriation (budget) ledgers in total on a month-to-month basis.
There were very often higher expenditures recorded in the appropriation ledgers than were
reported in the Executive Summaries. Also, District officials may have had, or may have
missed, an opportunity to receive 10 percent State aid on approximately $5 million of the
project. There was an opportunity to receive State aid equivalent to 10 percent of the cost of
capital projects begun between 1999 and 2001. Although the District does not qualify based
on financial need, for regular State aid related to capital projects, this was a special incentive
program offered by the New York State Department of Education that was not based on the
District’s financial needs. The window of opportunity for the District to receive such aid
may have expired. We recommend that District officials pursue this opportunity nevertheless.

c. Were issues or concerns relating to the progress, quality, or cost of the project identified by
District officials and employees?
Some issues were noted in the Board minutes. These issues were raised by various District
officials, including the Superintendent of Schools.
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3. Was the capital project related to the 1996 bond issue controlled properly?

a. Were the issues or concerns identified during the monitoring of the project followed up?
We found no specific resolution of the issues identified in the Board minutes. Thus, we were
unable to verify that a follow-up of the identified issues was done. However, the Superintendent
recommended, and the Board retained, an independent firm (Company C) to review the
progress of the project. A summary of Company C’s work follows:

e Company C provided a report of a study of each of the three District buildings dated
January 4, 2001 to District officials. According to the three reports, the study *“...was
prepared in order to identify the areas of the facility that are in need of repairs or im-
provements so as to meet the demands imposed upon the facility by the educational
program.” An evaluation of *“...the status and outcome of the originally defined bond
referendum requirements” was included in this study.

We reviewed the findings and summarized the costs of the components identified as
being listed in the bond referendum and their status in question or not implemented in
construction. A summary of those costs follow:

Status in Not
Facility Question | Implemented Total
Shelter Rock Elementary $71,950 $220,150 $292,100
Munsey Park Elementary $283,500 $351,500 |  $635,000
Secondary School $992,350 $206,100 | $1,198,450
Total $1,347,800 $777,750 | $2,125,550

There were additional components, totaling $161,950 that Company C could not locate
for the Shelter Rock Elementary School. Also, there were numerous components noted
as not having a cost listed in the bond referendum. Thus, as of January 2001 Company
C reported that there were at least $2.3 million of bond components remaining. As of the
same date, District accounting records indicated that nearly $19 million had been
expended, leaving a balance of $2.5 million remaining from the authorized amount as of
January 4, 2001.

Conclusion: We have concerns relating to all three management aspects of the capital project (Planning,
Monitoring, and Controlling) relating to the 1996 bond issue. Although School District officials did conducta
needs assessment and devised a plan to finance the project, there is no assurance that the best prices were
obtained through competitive bidding for 31 of the project components totaling more than $3 million. Monitoring
the project would have been difficult as there were often times when the financial records did not agree with the
construction progress reports provided by the project manager. The Board’s control over the project was
questioned by the then-incoming District Superintendent who needed, in his opinion, to engage the services of
a private firm to determine the status of the progress on the project.
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Allegation: The Superintendent of Schools used his “favorite consultant” to do an expensive review
of the District’s facilities.

We found that the District engaged the services of Company C which specializes in planning,
design, and construction of capital projects. Company C is the same firm noted above that
conducted, among other things, an evaluation of the status of the 1996 capital project.

Although the District’s procurement policy does call for the Superintendent to establish procedures
for procuring professional services exempt from competitive bidding, we found no evidence of
any competition being sought for the work performed by the firm selected such as through the
use of requests for proposals. The Superintendent told us he had significant concerns over the
management and progress of the capital project and that he required the services of a firm he
trusted. At the time of Company C’s selection, the Superintendent was new to the region. He
recommended Company C because it had provided similar services to his prior school District
in Pennsylvania.

The Board appointed Company C on June 8, 2000 to perform: a comprehensive facilities
condition survey; development of specifications for District building space; develop a 5 year
capital plan; select and architect and negotiate that contract. These services were to cost the
District $42,807 according to the proposal submitted to the Board by Company C. The proposal
also included a provision for project management services, with a cost “To Be Determined”.

Between November 2000 and October 2004, Company C was paid more than $141,000. However,
we believe that nearly $38,000 was related to the contract noted above as that was the total
amount paid through the date of presentation of their report (noted above in #3 of Complaints).
We asked the Interim Superintendent for Business if a contract were drawn up for the work
performed beyond the January 2001 study. He told us no contract was made, and Company C
was performing additional facilities-related work.

OFFice oF THE NEw YORK STATE COMPTROLLER




APPENDIX B

RESPONSES FROM LOCAL OFFICIALS

The local officials’ response to this audit can be found on the following pages.
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»  With regard to your finding that 31 of 90 distinguishable specific projects totaling
nearly $3 million were not subject to bidding, we have now provided you with
evidence that 22 of these projects totaling approximately $2.2 million were
procured through BOCES contracts, Nassau County contracts, quotation, NYS
Preferred Source Vendors and professional services contracts. The District is
researching the remainder of the contracts.

The District will file its corrective action plan within 90 days, as requested. Once again,
we would like to thank you for the depth of vour review and related recommendations.
The resulting enhancements to the District’s internal controls system should go a long
way in ensuring our community that the District is an effective steward of the public’s
funds.

Very truly yours,

&//’fﬁi/ @;{ggﬁmﬁé]

Cindy Cardinal
Prestdent, Board of Education
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS

In order to accomplish our objectives we interviewed appropriate District officials and employees about
operating policies and procedures. The information gathered from these discussions allowed us to analyze the
internal control structure governing the processes for the following accounting cycles: cash receipts; procurement
and disbursement process; inventory and capital assets tracking and monitoring; and payroll. Our analyses
enabled us to determine whether or not the established internal controls were sufficient to provide assurance
that resources were protected from possible loss, to minimize the risk of errors and irregularities and help
ensure compliance with applicable rules and regulations.

We reviewed pertinent documents including: cancelled checks, bank statements, payrolls, purchase orders
and claims, inventory listings, and various other accounting records and financial reports. We reviewed bank
reconciliations for accuracy, completeness and timeliness. We verified that selected receipts were deposited in
the District’s banks timely by comparing dates moneys were received to deposit dates. We tested various
claims to determine if they were adequately itemized to permit a proper audit by the Internal Claims Auditor by
reviewing the documents attached to the claims. We verified that information included on cancelled checks
agreed with related supporting documentation and reviewed for any unusual, improper, or suspicious payees.
We compared vendor contact information with employee address listings for any potential conflicts or
incompatibilities. We attempted to verify that selected items listed in the District’s inventory listings were in the
proper District location and custody by physically viewing them. As part of our audit of the payroll cycle, we
performed a review of payroll disbursements by analyzing disbursements for significant changes from one
payroll period to the next. We selected payments to the employees with the widest disbursement variances for
further audit. We analyzed selected payroll disbursements and verified that they were in accordance with union
contracts and employment agreements.

We conducted our audit in accordance with Generally Accepted Government Auditing Standards. Such
standards require that we plan and conduct our audit to adequately assess those municipal operations within
our audit scope. Further, those standards require that we understand the District’s management controls and
those laws, rules and regulations that are relevant to the District’s operations included in our scope. An audit
includes examining, on a test basis, evidence supporting transactions recorded in accounting and operating
records and applying such other auditing procedures, as we consider necessary in the circumstances. We
believe that our audit provides a reasonable basis for the findings, conclusions and recommendations contained
in this report.
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

To obtain copies of this report, write or visit our web page:

Office of the State Comptroller
Public Information Office

110 State Street, 15th Floor
Albany, New York 12236

(518) 474-4015
http://www.osc.state.ny.us/localgov/
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APPENDIX E

OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT SERVICES

AND ECONOMIC DEVELOPMENT

Mark P. Pattison, Deputy Comptroller
Steven J. Hancox, Assistant Comptroller
John Clarkson, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BUFFALO REGIONAL OFFICE
Robert Meller, Chief Examiner

Office of the State Comptroller

295 Main Street, Room 1050

Buffalo, New York 14203-2510
(716) 847-3647 Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie,
Genesee, Niagara, Orleans, Wyoming counties

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Office of the State Comptroller

The Powers Building

16 West Main Street — Suite 522
Rochester, New York 14614-1608
(585) 454-2460 Fax (585) 454-3545
Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates
counties

SYRACUSE REGIONAL OFFICE
Debora Wagner, Chief Examiner

Office of the State Comptroller

State Office Building, Room 409

333 E. Washington Street

Syracuse, New York 13202-1428

(315) 428-4192 Fax (315) 426-2119
Email: Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence counties

BINGHAMTON REGIONAL OFFICE
Patrick Carbone, Chief Examiner

Office of the State Comptroller

State Office Building, Room 1702

44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
Email: Muni-Binghamton@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins
counties

GLENS FALLS REGIONAL OFFICE
Karl Smoczynski, Chief Examiner

Office of the State Comptroller

One Broad Street Plaza

Glens Falls, New York 12801-4396
(518) 793-0057 Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Clinton, Essex, Franklin, Fulton, Hamilton,
Montgomery, Rensselaer, Saratoga, Warren, Washington
counties

ALBANY REGIONAL OFFICE
Christopher J. Ellis, Chief Examiner
Office of the State Comptroller

22 Computer Drive West

Albany, New York 12205-1695
(518) 438-0093 Fax (518) 438-0367
Email: Muni-Albany@osc.state.ny.us

Serving: Albany, Columbia, Dutchess, Greene, Orange,
Putnam, Rockland, Schenectady, Ulster, Westchester
counties

HAUPPAUGE REGIONAL OFFICE
Richard J. Rennard, Chief Examiner
Office of the State Comptroller

NYS Office Building, Room 3A10
Veterans Memorial Highway

Hauppauge, New York 11788-5533
(631) 952-6534 Fax (631) 952-6530
Email: Muni-Hauppauge@osc.state.ny.us

Serving: Nassau, Suffolk counties
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