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State of New York
Offi ce of the State Comptroller

Division of Local Government Services
and Economic Development

December 2006

Dear School District Offi cials:

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

The reports issued by this Offi ce are an important component in accomplishing these objectives. These 
reports are expected to be a resource and are designed to identify current and emerging fi scally related 
problems and provide recommendations for improvement. The following is our report on the Dunkirk 
City School District — Internal Controls Over Claims Processing and Selected Fixed Assets.

This audit was conducted pursuant to the State Comptroller’s authority as set forth in Article V, 
Section 1 of the State Constitution, and Article 3 of the General Municipal Law. The report contains 
opportunities for improvement for consideration by school district offi cials.

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 offi ce for your county listed at the back of this report.

Respectfully submitted,

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

EXECUTIVE SUMMARY

The Dunkirk City School District (District) is governed by the Board of Education (Board) which 
comprises seven elected members. The Board is responsible for the general management and control 
of the District’s fi nancial and educational affairs. The Superintendent of Schools (Superintendent) 
is the chief executive offi cer of the District and is responsible, along with other administrative staff, 
for the day-to-day management of the District under the direction of the Board. Some administrators 
perform multiple tasks for the District. The District has a business manager who is also the custodian 
of District assets. The Board has not formally appointed a claims auditor. An accounts payable clerk 
working in the business offi ce performs the duties of claims auditor.

Scope and Objectives

The objective of our audit was to evaluate the District’s internal control system over the claims 
processing function and inventories of selected fi xed assets for the period July 1, 2004 to May 17, 
2006. However, we expanded our scope for selected fi xed assets back to October 16, 2003. Our audit 
addressed the following related questions:

• Are internal controls over the claims processing function designed appropriately and operating 
effectively?

• Are internal controls over electronic equipment and musical instrument inventories designed 
appropriately and operating effectively?

Audit Results

The Board has not established adequately designed internal controls over the audit, processing, and 
payment of claims. The Board has not appointed a claims auditor, has not established comprehensive 
written guidance for the audit of claims, has not segregated incompatible duties, and has not taken 
necessary steps to ensure that it adequately audits claims before they are paid. Our review of 60 
claims identifi ed defi ciencies in 18 of them, including the lack of departmental approval, itemization, 
documentation, and evidence of receipt.

We also reviewed an additional 42 checks used to purchase gift cards and various other items, totaling 
$21,214, from a retail store. We found that there is virtually no control over what these gift cards are 
ultimately used for once they have been distributed by District staff. The entire process used by the 
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District to purchase and use these gift cards circumvents the purchasing and claims audit internal 
controls and should be discontinued immediately. We compared the gift card transactions with vendor 
receipts and determined that $11,055 was unaccounted for at May 10, 2006. There was no indication 
that the District received any goods or services for the $11,055. In addition, three District checks 
were used to purchase 293 gift cards totaling $2,930. According to the District’s purchasing agent, the 
gift cards were purchased for the District’s work study program and other programs where rewards 
are provided to students as an incentive. However, there is no accounting that indicates who actually 
received the 293 cards. Furthermore, District offi cials indicated that because this store does not accept 
purchase orders, the District must issue a check before it makes each purchase, which therefore 
circumvents the claims audit process.

The District’s internal controls to safeguard fi xed assets are inadequate because procedures have not 
been developed to identify and track individual assets. District offi cials also did not ensure that fi xed 
assets records were accurate and up-to-date by performing periodic physical inventories. 

Comments of District Offi cials

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

Introduction

 

Objective

Scope and
Methodology

The Dunkirk City School District (District) is located in the City 
of Dunkirk, the Town of Dunkirk and a portion of the Town of 
Sheridan, which are all located in Chautauqua County. The District 
is governed by the Board of Education (Board) which comprises 
seven elected members. The Board is responsible for the general 
management and control of the District’s fi nancial and educational 
affairs. The Superintendent of Schools (Superintendent) is the chief 
executive offi cer of the District and is responsible, along with other 
administrative staff, for the day-to-day management of the District 
under the direction of the Board.

There are six schools in operation within the District, with 
approximately 2,100 students and 510 employees. The District’s 
budgeted expenditures for the 2004-05 fi scal year were $34.3 million, 
which were funded primarily with State aid, real property taxes and 
grants. The major expenditures in the 2004-05 fi scal year were for 
general support totaling $4.5 million and for instruction totaling 
$27.9 million.

The District has a business manager who also is the custodian of 
District assets. The Board has not formally appointed a claims auditor; 
however, an accounts payable clerk working in the business offi ce 
performs this function.

The objective of our audit was to evaluate the District’s internal controls 
over the claims processing function and inventories of selected fi xed 
assets. Our audit addressed the following related questions:

• Are internal controls over the claims processing function 
designed appropriately and operating effectively?

• Are internal controls over electronic equipment and musical 
instrument inventories designed appropriately and operating 
effectively?

During this audit we examined internal controls over claims processing 
and selected fi xed assets for the period July 1, 2004 to May 17, 2006. 
We expanded the scope of the examination of selected fi xed assets 
back to October 16, 2003 to review additional purchases.

We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on such 
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standards and the methodology used in performing this audit are 
included in Appendix B of this report.

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

The Board has the responsibility to initiate corrective action. Pursuant 
to Section 35 of the General Municipal Law, Section 2116-a (3)(c) 
of the Education Law and Section 170.12 of the Regulations of the 
Commissioner of Education, the Board must approve a corrective 
action plan that addresses the fi ndings in this report, forward the 
plan to our offi ce within 90 days, forward a copy of the plan to the 
Commissioner of Education, and make the plan available for public 
review in the District Clerk’s offi ce. For guidance in preparing the 
plan of action, the Board should refer to applicable sections in the 
publication issued by the Offi ce of the State Comptroller entitled 
Local Government Management Guide.

Comments of District 
Offi cials and Corrective 
Action
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Claims Processing

Effective internal controls over claims processing ensure that every 
District claim has suffi cient supporting documentation to determine 
that it complies with District policies, and that the amounts claimed 
represent actual and necessary District expenses. When internal 
controls are not designed appropriately or operating effectively, it 
increases the risk that errors and irregularities may occur and may 
not be detected and corrected. Properly segregating duties is another 
key element in the internal control system. It is important for District 
offi cials to assign duties so that no single individual controls all phases 
of a fi nancial transaction. Our audit disclosed signifi cant defi ciencies 
in the appointment of the claims auditor and audit of claims.

School districts should not pay claims unless they have been audited 
and approved for payment by the Board or by a claims auditor 
appointed by the Board. A claims auditor serves a critical District 
function, because this individual assumes the Board’s powers and 
duties with respect to auditing claims and authorizing them for 
payment. The Board should provide a written job description for the 
claims auditor position so the claims auditor clearly understands how 
to perform his or her responsibilities to comply with requirements 
and meet the Board’s expectations.

Certain District employees, such as the Superintendent, the offi cial 
responsible for business management, or District employees involved 
in purchasing or accounting functions are prohibited from serving 
as the claims auditor. The basis for this prohibition is the need to 
segregate the audit and authorization function from the purchasing, 
approval, and payment functions.

We found that the District’s claims processing function is not well 
designed or functioning properly. The Board has not formally 
appointed a claims auditor and there was no independent review 
of claims outside of the business offi ce. The Board has also not 
developed comprehensive written guidance for the audit of claims. 
In addition, the claims auditor duties are not adequately segregated 
from the business operations and purchasing functions. We noted 
that the accounts payable clerk working in the business offi ce 
performs the duties of the claims auditor. The District’s business 
manager stated that he also performs duties of the claims auditor. The 
business manager also functions as the District’s treasurer, and his 
responsibilities include paying claims against the District. Therefore, 
when the business manager serves as the claims auditor, he can 

Appointment of the
Claims Auditor
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initiate a purchase, authorize the payment and, on some occasions, 
sign the check. The accounts payable clerk has the authority to create 
and enter a new vendor, can initiate a hand-drawn check, has access 
to check stock, can print checks, has access to the business manager’s 
signature disk and until January 2006, was responsible for reconciling 
the general fund checking account. Thus, the routine duties of the 
accounts payable clerk and the business manager are incompatible 
with the claims auditing function.

Failure to segregate these duties can result in misuse of District 
funds. Therefore, it is clear that the Board has not met its governance 
responsibility as it relates to the claims audit function.

The claims auditing process is an integral part of the District’s internal 
controls because it includes procedures designed to ensure that the 
District pays only legal and proper vendor claims. For example, the 
claims auditor determines whether all necessary approvals are met 
by checking for proper signatures, verifying the accuracy of claimed 
amounts, and ensuring that all necessary documentation (e.g., signed 
receiving slips) is attached to the claim. Except for a few statutory 
exceptions, the treasurer should pay vendors only after receiving a 
warrant (list of claims) that is approved by the claims auditor.

We found evidence indicating that the District’s claims audit function 
was not always operating in an effective manner. We reviewed 
60 claims, totaling $202,658, to determine if they were properly 
authorized, documented, itemized and reviewed to verify that the 
purchase was an appropriate District expenditure before approval 
for payment. Our tests identifi ed problems with 18 (30 percent) of 
these claims, as described below (certain claims had more than one 
defi ciency):

• Nine claims were not properly authorized. For example, four 
claims totaling $5,290, for televisions, calculators and gift 
cards, had no evidence that an appropriate District offi cer or 
department head authorized these purchases before they were 
made.

• Fourteen claims lacked proper evidence of receipt. For 
example, two claims aggregating $3,162 for sports uniforms, 
had no evidence on the claim that these uniforms had actually 
been delivered.

• Two claims, totaling $3,214, lacked documentation that 
would allow us to determine if the items purchased were 

Audit of Claims
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proper and necessary District charges. One was for gift cards 
and the other, based on a faxed copy of the invoice, was for 
televisions.

The District also buys some of its equipment and supplies from a 
retail store (Wal-Mart) which, District offi cials told us, does not 
accept purchase orders. Therefore, the District issues a check before 
each purchase is made, which circumvents the claims audit process. 
We also found that the District’s purchases from this company have 
been increasing in recent years. In fi scal years 2002-03, 2003-04, and 
2004-05, the District made payments to this company totaling $8,684, 
$11,626, and $21,214, respectively. As of May 9, 2006, the District 
made payments totaling $14,407 for purchases during the 2005-06 
fi scal year all of which circumvented the claims audit process.

Due to the control weaknesses noted in connection with our initial 
testing of purchases from Wal-Mart, we expanded our scope to 
include all purchases from this vendor made during the 2004-05 
fi scal year. During the 2004-05 fi scal year, the District issued 42 
checks totaling $21,214. Eleven checks, totaling $6,554, were used to 
purchase supplies and equipment, including televisions, camcorders, 
and calculators and as noted above, the purchases circumvented the 
claims audit function. Thirty-one of these checks, totaling $14,660, 
were used to purchase gift cards, which are distributed to District staff 
for various purposes. District offi cials indicated that these cards are 
used to purchase miscellaneous supplies and materials for the District, 
for the Bright Star Program and for “incentives” for the student work 
study program.

We compared the gift card transactions with vendor receipts and 
determined that District personnel had purchased $3,605 worth 
of goods and services using the gift cards, which left $11,055 
unaccounted for at May 10, 2006. In effect, the District’s accounting 
records expensed the face amount of the cards at the time each was 
purchased. We found no indication that the District received any 
goods or services for the remaining $11,055. There may still be some, 
or all, of the unaccounted for amount remaining on a number of these 
cards. However, because District offi cials did not keep a record of 
personnel who received the gift cards, we could not determine the 
exact amount that remained on the gift cards.

We found that there is virtually no control over what these gift cards 
are ultimately used for once they have been distributed by District 
staff. The entire process used by the District to purchase and use 
these gift cards circumvents the purchasing and claims audit internal 
controls and should be discontinued immediately. 
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Included in the unaccounted for $11,055 are 293 gift cards totaling 
$2,930, which according to the purchasing agent for the District, were 
purchased for the District’s work study program and other programs 
where “rewards” are provided to students as an incentive. However, 
because there is no accounting that indicates who actually received 
the 293 cards, it is unclear whether only students received these cards. 
Assuming that expenditures in general for these purposes are a proper 
District charge, the use of gift cards for this purpose still circumvents 
the District’s claims audit function.

1. The Board should immediately assume its statutory responsibility 
to audit claims or properly appoint a claims auditor. If the Board 
elects to delegate its authority by appointing a claims auditor, it 
should ensure that no compatibility issues exist. The Board also 
should:

• Establish comprehensive written guidance for the claims 
auditor to ensure that claims are properly documented, 
itemized, and are for appropriate District purposes before 
approving them for payment.

• Periodically monitor the claims auditor’s activities to ensure he 
or she complies with the Board’s guidance and expectations.

• Develop procedures to ensure that the treasurer does not make 
payments for claims until they have been approved by the 
claims auditor.

2. District offi cials should immediately discontinue purchasing gift 
cards, and issuing checks to vendors that circumvent the claims 
audit function.

3. District offi cials should locate as many of the gift cards as 
practicable and determine if any balances remain on them. Any 
cards with balances left should be secured, and their use should 
be controlled. After the remaining cards have been used, District 
offi cials should discontinue their practice of buying gift cards.

Recommendations
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Electronic Equipment and Musical Instrument Inventories

In general, the objectives of internal controls over fi xed assets are to 
ensure that there are procedures in place to adequately account for and 
safeguard District assets from loss, abuse and misuse. Effective internal 
controls also help to ensure that the use of the District’s valuable assets 
and resources complies with District policies. When internal controls 
are not designed appropriately or operating effectively, it increases 
the risk that employee errors and irregularities may occur and not be 
detected and corrected. To safeguard fi xed assets, District offi cials 
need to establish policies and procedures to adequately account for 
and protect these items from loss and misuse.

We noted that internal controls to safeguard fi xed assets are inadequate 
because the District has not developed procedures to identify and track 
individual assets. In addition, there is no procedure in place to update 
fi xed asset records by performing periodic physical inventories. The 
last physical inventory was performed in November 1999 by a third-
party vendor. Furthermore, there is no policy concerning the disposal 
or the lending of assets.

Due to the weaknesses in the design and operation of controls over 
fi xed assets, we reviewed recent purchases of computers and musical 
instruments and noted the following:

• Of the 31 computer purchases selected during the 2003-
04 and 2005-06 fi scal years, aggregating $48,860, all were 
located. However, none were recorded on the District’s fi xed 
asset records.

• Of the 14 musical instrument purchases selected during the 
2004-05 and 2005-06 fi scal years, aggregating $12,727, 
District offi cials indicated that one oboe costing $883, was 
loaned by a music teacher to a former student teacher from 
Fredonia State. District offi cials were unable to provide us any 
records documenting such a “loan,” nor was there evidence 
that the Board authorized or was aware of this activity. The 
remaining 13 instruments were located or traced to a student 
sign out sheet; however, none were recorded on the District’s 
fi xed asset records.

Because the District does not have a fi xed asset policy, District 
personnel do not have guidance to properly account for and safeguard 
fi xed assets. Without a policy for District personnel to follow, the 
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District’s internal controls over fi xed assets are inadequate. When 
internal controls are not designed appropriately or operating 
effectively, it increases the risk that errors and irregularities may 
occur and not be detected and corrected.

4. The Board should adopt a comprehensive asset management 
policy that clearly describes District employees’ responsibilities 
relating to the required duties to perform, records to maintain, and 
procedures to follow to protect District fi xed assets.

5. The Board should assign District personnel who are independent 
of the asset recordkeeping function to conduct periodic physical 
inventories. The Board also should ensure that District personnel 
reconcile the differences between the asset record and physical 
inventory, investigate any discrepancies between them, and then 
report these discrepancies to the Board for appropriate follow-
up.

6. The Board should recover any loaned District assets.

Recommendations
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District offi cials’ response to this audit can be found on the following pages.
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to assess the adequacy of the internal controls put in place by offi cials to safeguard 
District assets. To accomplish this, we performed an initial assessment of the internal controls so 
that we could design our audit to focus on those areas most at risk. Our initial assessment included 
evaluations of the following areas: cash receipts and disbursements, purchasing, payroll and personal 
services, fi xed assets and consumable inventories.

During the initial assessment, we interviewed appropriate District offi cials, performed limited tests 
of transactions and reviewed pertinent documents such as District policies and procedures manuals, 
Board of Education minutes and fi nancial records and reports. In addition, we obtained information 
directly from the computerized fi nancial databases and then analyzed it electronically using computer-
assisted techniques. This approach provided us with additional information about the District’s 
fi nancial transactions as recorded in its databases. Further, we reviewed the District’s internal controls 
and procedures over the computerized fi nancial databases to help ensure that the information produced 
by such systems was reliable.

After reviewing the information gathered during our initial assessment, we determined where 
weaknesses existed, and evaluated those weaknesses for the risk of potential fraud, theft and/or 
professional misconduct. We then decided upon the reported objectives and scope by selecting for audit 
those areas most at risk. We selected claims processing and fi xed assets for further audit testing.

Within claims processing we focused our attention on the approval of purchases and payment for 
various types of goods and services acquired, giving special attention to the purchase by the District of 
gift cards and to general procedures relating to the duties of the purchasing agent and claims auditor. 

We examined the following records to determine the effectiveness of internal controls pertaining to the 
claim processing function and any associated effect of defi ciencies in those controls:

• Vendor history reports
• Purchase orders
• Requisitions
• Claims
• Checks

Within fi xed assets we focused our attention on both written and informal procedures in place at the 
District that allows the District to monitor and safeguard its fi xed assets. We reviewed the District’s 
listing of fi xed assets and selected a sample of those assets to determine if the selected equipment 
could be accounted for and confi rmed.

We examined the following records to determine the effectiveness of internal controls pertaining to the 
fi xed asset function and any associated effect of defi ciencies in those controls:



22                OFFICE OF THE NEW YORK STATE COMPTROLLER22

• Claim vouchers and purchase orders documenting recent purchases of fi xed assets
• The District’s Fixed Asset Inventory Report prepared by a third party
• Inventory listing and reports prepared by the District’s Information Technology Department
• The District’s annual fi nancial report for the fi scal year ended June 30, 2005.

We conducted our audit in accordance with generally accepted government auditing standards 
(GAGAS). Such standards require that we plan and conduct our audit to adequately assess those 
District 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 fi ndings, conclusions and recommendations contained in this report.
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APPENDIX C

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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

Offi ce of the State Comptroller
Public Information Offi ce
110 State Street, 15th Floor
Albany, New York  12236
(518) 474-4015
http://www.osc.state.ny.us/localgov/
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