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State of New York
Offi ce of the State Comptroller

Division of Local Government Services
and Economic Development

May 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 local government offi cials to reduce costs, improve service delivery 
and to account for and protect their governments’ 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 Franklin 
Central School District — Internal Controls Over Financial Operations.

This audit was conducted pursuant to the State Comptroller’s authority as set forth in Article 5, 
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 Franklin Central School District (District) is governed by the Board of Education (Board) which is 
comprised of fi ve 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. 

One of the Board’s managerial responsibilities is the establishment of a system of internal controls 
designed to provide reasonable assurance that District assets are properly safeguarded, fi nancial 
reporting is accurate, purchases are made in accordance with District policy, and payrolls are accurate. 
A good system of internal controls should also provide for the timely identifi cation of errors and/or 
irregularities which may have occurred so that corrective action can be taken. Once established, the 
Board has the responsibility to monitor them periodically to ensure that they are operating properly.  

Scope and Objectives

The objective of this audit was to determine if District offi cials were properly safeguarding their 
fi nancial resources for the period July 1, 2004 to August 2, 2005.  Our audit addressed the following 
related question: 

• Were internal controls over cash receipts and disbursements, purchasing, payroll and capital 
assets appropriately designed and operating effectively? 

Audit Results 

Internal controls over safeguarding capital assets were not always appropriately designed, and in certain 
cases were not operating effectively.  Although some control procedures were in place, the Board had 
not adopted a written comprehensive capital asset internal control policy to track and account for all 
capital asset acquisitions and dispositions.  We found numerous defi ciencies including the lack of 
performing periodic physical inventories, inability to locate certain assets, inaccurate records and a 
lack of segregation of duties. These defi ciencies illustrate poor accountability over capital assets and 
increase the risk of loss or misuse of these assets.

We found that internal controls over cash receipts and disbursements, purchasing and payroll were 
appropriately designed and operating effectively. 
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Comments of Local 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 plan to initiate corrective action.  



77DIVISION OF LOCAL GOVERNMENT SERVICES AND ECONOMIC DEVELOPMENT    

Background

Objective

Scope and
Methodology

Introduction

The Franklin Central School District (District) is governed by the Board 
of Education (Board) which is comprised of fi ve 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. 

The Franklin Central School District is located in the Towns of 
Davenport, Franklin, Meredith, Sidney and Walton in Delaware 
County and the Town of Otego in Otsego County. The District 
expended nearly $5 million, employed approximately 80 people, and 
had an enrollment of approximately 300 students during the 2004-05 
fi scal year. The District primarily operates out of one main building 
which houses grades kindergarten through twelve.  The average class 
size ranges from the low to mid teens and had a high school graduation 
rate of nearly 100 percent for the 2004-05 school year.

One of the Board’s managerial responsibilities is the establishment of 
a system of internal controls designed to provide reasonable assurance 
that District assets are properly safeguarded, fi nancial reporting is 
accurate, purchases are made in accordance with District policy, and 
payrolls are accurate. A good system of internal controls should also 
provide for the timely identifi cation of errors and/or irregularities 
which may have occurred so that corrective action can be taken. Once 
established, the Board has the responsibility to monitor the controls 
periodically to ensure that they are operating properly.  

The objective of this audit was to determine if School District 
offi cials were properly safeguarding their fi nancial resources.  Our 
audit addressed the following related question: 

• Were internal controls over cash receipts and disbursements, 
purchasing, payroll and capital assets appropriately designed 
and operating effectively? 

During this audit we examined the system of internal controls over 
cash receipts and disbursements, purchasing, payroll and capital 
assets of the Franklin Central School District for the period July 1, 
2004 through August 2, 2005. 
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Comments of
Local Offi cials and
Corrective Action

We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on such 
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 plan 
to initiate corrective action. 

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

District offi cials must ensure that capital assets are safeguarded from 
loss, that their value is maintained and that they are used effectively. 
This can be accomplished by adopting suitable internal control 
policies and procedures that require maintaining accurate and up-
to-date capital asset records, conducting periodic inventories and 
establishing other safeguards. We examined the District’s internal 
control policies and practices relating to capital assets and found them 
to be weak, and even non-existent in certain instances.

Capital assets are those physical assets that have a useful life of 
more than one year and include such items as land, buildings and 
improvements, furnishings, vehicles and equipment such as computers, 
copiers, etc. The District’s inventory of capital assets represents a 
signifi cant investment of resources.  The District reported as of June 
30, 2005, approximately $6.4 million in capital assets of which 
approximately $3.3 million was for land, buildings, and construction 
in progress and $3.1 million for machinery and equipment. 

District offi cials contract with a company to conduct periodic 
comprehensive appraisals of District owned capital assets. The 
appraisals are not necessarily conducted annually. The company 
updates the District’s detail property listing annually by using asset 
acquisition and disposition information since the previous appraisal 
or update report provided by District staff.
 
In 1999, the Board adopted a policy addressing the disposal of District 
assets. The policy identifi es who is responsible for identifying surplus 
assets and the options available for selling or otherwise disposing 
of them. However, the policy does not provide for a comprehensive 
system to track and account for capital asset acquisitions and disposals. 
As a result, we found defi ciencies related to the District’s internal 
controls over the acquisition and disposition of capital assets.

Performing Physical 
Inventories and Recording 
Assets

A good system of internal controls over capital assets provides that all 
capital assets are recorded in capital asset records when acquired and 
applicable assets be affi xed with an identifi cation number. In addition, 
good internal controls require regularly performing periodic physical 
inventories and verifying that the capital assets viewed are properly 
recorded in the detail asset records helps to ensure the accuracy and 
effectiveness of the system in safeguarding and accounting for those 
assets. District personnel do not properly record assets when acquired 
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or affi x identifi cation numbers. They also do not perform periodic 
physical inventories (i.e., personally view capital assets) to verify the 
accuracy of District capital asset records.

As part of our audit procedures, we attempted to physically view 
45 capital assets at the locations listed in the District’s detailed 
property records and trace 29 capital assets located in the District’s 
administrative offi ce to the detail property records. We found that:

• Eight items could not be initially located.  The items consisted 
of six computers, a compact disk stereo system and a 
camcorder. Upon our request, District staff were able to locate 
the eight items.

• Seventeen items had different asset identifi cation number tags 
affi xed from those noted in the detail property records.

 
•  Ten items did not have asset identifi cation number tags affi xed 

to them.
 
•  Seven items in the District’s main offi ce had asset identifi cation 

number tags affi xed but were not listed in the detail property 
records.

•  Eight assets were recorded as being in a different location 
than where they were actually located. 

Additionally, during our testing, we found that identifi cation numbers 
affi xed to assets acquired prior to 2003 do not correspond to the 
school-assigned identifi cation numbers. District offi cials told us they 
found that in 2003, when the appraisal company conducted their 
last comprehensive appraisal, they disregarded the school-assigned 
identifi cation numbers on the assets listing and assigned new 
consecutive numbers to all assets in their appraisal report. If District 
offi cials had routinely performed periodic physical inventories (as 
mentioned above), they should have discovered this difference and 
taken corrective action.

The lack of accountability over capital assets is illustrated by the 
diffi culty of fi nding and physically viewing recorded capital assets, 
fi nding items in locations other than where indicated in the detailed 
records and fi nding discrepancies between identifi cation numbers per 
the records and the actual identifi cation number tags on the items. As 
a result, there is an increased risk of loss, theft or misuse of District 
owned assets.
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Segregation of Duties There is a lack of segregation of duties over tracking and accounting 
for the acquisition and disposition of capital assets. The Accounts 
Payable Clerk is responsible for ordering, receiving and recording 
capital assets, as well as assigning identifi cation numbers, affi xing 
identifi cation number tags and maintaining capital asset records. 
There were no other compensating controls in effect. An effective 
system of internal controls requires the separation of duties so that 
no single individual controls most or all phases of transactions. When 
key duties and responsibilities are not segregated between two or 
more staff members, or other effective compensating controls are 
not instituted, there is a risk that errors and/or irregularities will go 
undetected and uncorrected. If more than one person was involved 
with tracking capital assets, the items with different tag numbers than 
show on the detail records may have been detected and corrected.

Recommendation 1. The Board should adopt a written comprehensive capital asset 
internal control policy to track and account for all capital asset 
acquisitions and dispositions.  This policy should designate 
individuals to perform physical inventories of District assets 
and reconcile the assets viewed with the detail property records 
including investigating and resolving any discrepancies timely. 
This policy should also address the issue of segregation of duties 
by requiring that the same individual does not have responsibility 
for all phases of capital assets transactions.
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Cash Receipts and Disbursments

The Board is responsible for establishing an effective system of 
internal controls over cash receipts and disbursements. The Treasurer 
is responsible for receiving, depositing and disbursing district 
moneys. Staff at the Delaware-Chenango-Madison-Otsego Board of 
Cooperative Educational Services (DCMO BOCES) are responsible, 
by contract with the District, for maintaining the District’s accounting 
records including preparing monthly bank reconciliations, preparing 
the abstracts of audited claims (warrants), preparing payrolls and 
preparing checks to be provided to the Treasurer for his signature.

We reviewed internal controls over the cash receipts and disbursements 
process to determine if they were appropriately designed and operating 
effectively.  Our examination included interviewing District offi cials; 
reviewing bank statements and related bank documentation for three 
randomly selected months to verify that receipts were deposited 
in a timely manner and intact and that checks paid and other bank 
transactions were properly supported; and scanning the accounting 
records for the audit period for unusual, improper or suspicious 
transactions.  

Our tests disclosed that District offi cials had adequate controls over 
their cash receipts and disbursements processes.
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Purchasing

The Board is responsible for establishing an effective system of 
internal controls over its purchasing procedures. The Superintendent 
approves employees’ purchase requests which are forwarded to the 
Accounts Payable Clerk for preparing purchase orders which she 
then sends to DCMO BOCES for input into the accounting system. 
The Board has adopted a procurement policy governing purchases 
not subject to competitive bidding. 

We reviewed internal controls over the purchasing process to determine 
if they were appropriately designed and operating effectively.  Our 
examination included interviewing local offi cials; testing randomly 
selected claims for proper authorization and compliance with 
the District’s procurement policy; scanning warrants for travel 
expenditures and credit card purchases and reviewing related claims 
for authorization, reasonableness and proper support; and testing for 
confl icts of interest.

Our testing disclosed that District offi cials had adequate controls over 
their purchasing processes.
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Payroll

The Board is responsible for establishing an effective system of 
internal controls over its payroll processes as well as overseeing all 
aspects of personnel employment along with the Superintendent and 
other management. Salaries, wages and fringe benefi ts are determined 
by provisions in collective bargaining agreements and/or individual 
employment contracts. The District Clerk maintains personnel fi les 
for all District employees.  District staff, in conjunction with DCMO 
BOCES, utilizes Finance Manager computer software for payroll 
processing.  The Accounts Payable Clerk summarizes time worked 
by part-time employees and provides it to the District Treasurer who 
in turn provides payroll information for all employees to DCMO 
BOCES.  Staff at DCMO BOCES process all paychecks.  The 
checks are sent back to the District Treasurer for his signature and 
distribution.  All of the District’s payroll records are kept on-site at 
DCMO BOCES for three years.

We reviewed internal controls over the payroll process to determine 
if they were appropriately designed and operating effectively.  Our 
examination included interviewing local offi cials; reviewing collective 
bargaining agreements and individual employment contracts; 
verifying pay rates, leave time, health benefi ts and retirement and 
testing payroll transactions for selected employees for three randomly 
selected months.

Our testing disclosed that District offi cials had adequate controls over 
their payroll processes.
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APPENDIX A

RESPONSE FROM SCHOOL DISTRICT OFFICIALS

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

The District’s response letter included seven separate attachments, totaling 27 pages. Because the 
District’s response letter provides suffi cient detail of its actions, we did not include the attachments in 
Appendix A. 
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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. In order 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, and capital assets. 

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, with the help of District 
personnel, 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 database(s). 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 all areas we evaluated for further audit testing.

We compared the capital assets control account balances in the general ledger to the detailed property 
records. We attempted to verify that selected items listed in the District’s detail property records were 
in the proper District location and custody by physically viewing them. We verifi ed that assets acquired 
during the audit period were approved and recorded in purchase orders, the minutes, and the detail 
property records.  We conducted an inventory of assets located in the main offi ce by comparing the tag 
identifi cation numbers on assets to the property records.

We reviewed pertinent documents including: cancelled checks, bank statements, payrolls, purchase 
orders and claims, inventory listings, and various other accounting and fi nancial reports. We reviewed 
bank reconciliations for accuracy, completeness and timeliness. We verifi ed that selected receipts 
were deposited timely. We tested various claims to determine if they were adequately itemized. We 
verifi ed that information included on cancelled checks agreed with related supporting documentation 
and reviewed them for any unusual, improper, or suspicious payees. We reviewed check stock to verify 
that checks were used in sequence, are physically secure, and voided and unused checks are accounted 
for.  We verifi ed that transfers made were properly authorized, approved and documented.  

We compared vendor contact information with employee address listings for any potential confl icts 
or incompatibilities. We scanned warrants and tested claims to verify that purchases were properly 
authorized and bids were obtained when appropriate.  We scanned purchase order listings to verify that 
master purchase orders were used sparingly and that dollar limits were reasonable.  We tested claims 
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to verify that travel and meal reimbursements, as well as credit card purchases, were authorized, 
reasonable, and supported. 

We verifi ed hours worked recorded on payrolls were supported by time sheets and pay rates were 
supported by approved contracts. We examined time sheets for signatures of both employees and 
supervisors. We verifi ed payroll calculations were accurate and traced payroll information to cancelled 
checks, matching dates, payees, and amounts. We identifi ed any changes in bank account numbers for 
direct deposits. We verifi ed that leave time requests were proper and matched the attendance records. 

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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