OFFICE OF THE NEW YORK STATE COMPTROLLER

DivisioN ofF LocAL GOVERNMENT SERVICES

& EcoNnomic DEVELOPMENT

Greene Central School
District
Internal Controls Over Selected

Financial Activities

Report of Examination

Period Covered:

July 1, 2004 - April 4, 2006
2006M-151




Table of Contents

Page
AUTHORITY LETTER 3
INTRODUCTION 5
Background 5
Objective 5
Scope and Methodology 5
Comments of District Officials and Corrective Action 6
APPOINTMENT OF THE CLAIMS AUDITOR 7
Recommendation 7
INTERNAL CONTROLS OVER CAPITALASSETS
AND CONSUMABLE INVENTORIES 8
Capital Assets 8
Consumable Inventories 10
Recommendations 11
APPENDIX A Response From District Officials 12
APPENDIX B Audit Methodology and Standards 15
APPENDIX C How to Obtain Additional Copies of the Report 17
APPENDIX D Local Regional Office Listing 18

DivisioNn oF LocaL GOVERNMENT SERVICES AND Economic DEVELOPMENT




State of New York
Office of the State Comptroller

Division of Local Government Services
and Economic Development

December 2006
Dear School District Officials:

One of the Office 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 officials in
making those improvements. Further objectives are to develop and promote short-term and long-term
strategies to enable and encourage school district officials to reduce costs, improve service delivery
and to account for and protect their school districts’ 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. These reports also may identify positive
aspects of school district operations that other school districts may wish to emulate. The following
is our report on the Greene Central School District — Internal Controls Over Selected Financial
Activities.

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 officials.

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

DivisioNn oF LocaL GOVERNMENT SERVICES AND Economic DEVELOPMENT




Introduction

Background

Objective

Scope and
Methodology

The Greene Central School District (District) is located in six towns
in Chenango County, two towns in Broome County, and one town in
Cortland County. The District is governed by seven elected members
who comprise the Board of Education (Board). The Board is
responsible for the general management and control of the District’s
financial and educational affairs. The Superintendent of Schools
(Superintendent) is the chief executive officer 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 three schools in operation within the District, with
approximately 1,393 students and 276 employees. The District’s
budgeted expenditures for the 2005-06 fiscal year are approximately
$19.1 million funded primarily with State aid, real property taxes,
and grants.

As of June 30, 2005, the District reported approximately $16.67
million in capital assets of which approximately $1.04 million was for
vehicles and equipment. The District spent approximately $192,000
on food and $61,000 on fuel during the 2004-05 fiscal year.

The objective of our audit was to determine if District officials were
properly safeguarding their financial resources. Our audit addressed
the following related questions:

» Did the Board appropriately appoint a claims auditor?

» Are internal controls over capital assets and consumable
inventories appropriately designed and operating effectively
to adequately safeguard District assets?

Our overall goal was to assess the adequacy of the internal controls
put in place by officials 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, and capital assets and consumable inventories. Based on
that evaluation, we determined that the District’s controls appeared to
be adequate, and limited risk existed in most of the financial areas we
reviewed. We did determine that risk existed in the capital assets and
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consumable inventories areas and, therefore, we examined internal
controls relating to capital assets and consumable inventories of the
District for the period July 1, 2004 to April 4, 2006.

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.

Comments of The results of our audit and recommendations have been discussed
District Officials and with District officials and their comments, which appear in Appendix
Corrective Action A, have been considered in preparing this report. District officials

generally agreed with our recommendations and indicated that 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 findings in this report, forward the
plan to our office 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 office. For guidance in preparing the
plan of action, the Board should refer to applicable sections in the
publication issued by the Office of the State Comptroller entitled
Local Government Management Guide.
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Appointment of the Claims Auditor

Recommendation

State Education Department (SED) regulations! prohibit a school
district from appointing a BOCES employee as its claims auditor when
the school district has a contractual relationship with that BOCES.

The District appointed an employee from the Delaware-Chenango-
Madison-Otsego BOCES Central Business Office to serve as
its claims auditor for the 2004-05 and 2005-06 fiscal years. The
Delaware-Chenango-Madison-Otsego BOCES provides material and
significant services to the District. For example, in the 2004-05 fiscal
year, the District paid approximately $2,098,907 for services provided
by the BOCES. This situation results in a conflict of interest. The
BOCES employee cannot be considered an independent reviewer of
the District’s claims because of this significant financial relationship.
Therefore, it is not appropriate for a Delaware-Chenango-Madison-
Otsego BOCES employee to serve as the District’s claims auditor. SED
also has articulated this position in its regulations and guidelines.

1. The Board should take action consistent with SED guidelines to
provide an independent audit function.

! Amendment of the Regulations of the Commissioner of Education
(http:/lwww.emsc.nysed.gov/mgtserv/accountability regs06.htm)
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Internal Controls Over Capital
Assets and Consumable Inventories

Capital assets are those that have a useful life of more than one year
and include such things as land, buildings, furnishings, and equipment.
Consumable inventories consist of items that have a useful life of
one year or less, such as food, transportation supplies and parts,
and motor vehicle fuel. It is essential that District officials ensure
that their capital assets and consumable inventories are protected
from loss, that their value is maintained, and that they are used
effectively for their intended purposes. District officials can fulfill
this responsibility by designing and adopting internal controls over
their capital assets and consumable inventories and by monitoring
adherence to these controls. A good system of internal controls
consists of policies and procedures adopted by the Board that help
ensure that District personnel record all acquisitions and dispositions
of capital assets in the accounting records, and that staff affix all
capital assets with unique identification numbers that reference back
to the records. District officials can ensure that these tasks are carried
out by designating a staff member as the District’s property control
manager. Likewise, to prevent theft or other losses, the Board should
adopt policies and procedures that are designed to control access
to consumable supplies. Additionally, District staff should perform
regular periodic physical inventories (physical counts) of capital
assets and consumable inventories to verify the existence of the assets
and the accuracy of the accounting records. Finally, it is important that
District officials monitor operations to ensure that District personnel
adhere to the adopted policies and procedures.

We examined the District’s policies and practices relating to capital
assets and found that the District’s internal controls were inadequate
to protect them. As of the end of our fieldwork, the Board had not
developed comprehensive internal control policies that described the
duties that District personnel must follow, the records that personnel
must maintain, and the procedures that personnel must perform
to achieve adequate safeguards for the District’s capital assets.
Nevertheless, we did find that, though not formally adopted, the
procedures that District personnel followed to account for consumable
inventories were adequate to safeguard these assets.
Capital Assets To determine whether District personnel properly accounted for
District assets, we reviewed 60 District-owned items (30 items on the
property listing report and 30 items on the technology asset record) to
determine if they were properly accounted for in the District’s capital
asset records. We found that, in general, the descriptions of the assets’
locations listed on the property listing report were so non-specific —
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describing just a general location, such as a particular building — that
we were unable to determine with any confidence that the assets we
located (which did not have any identification tags) were the ones
listed on the property listing report. Because the descriptions of the
assets’ locations were deficient, we used District purchasing records to
track the location of District assets. However, on the technology asset
record, the descriptions of the assets’ locations were well-defined.

In our review of the 30 items relative to the property listing report,
we found that:

» Ten assets did not have unique identification tags.

 District personnel had not included one asset (a desk) on the
property listing report, and personnel had improperly recorded
its identification tag number on the property listing report.

 District personnel do not reconcile the property listing report
with the technology asset record.

In our review of the 30 assets relative to the technology asset record,
we found that:

* We were able to view all 30 assets listed on the technology
asset record.

» All 30 assets listed on the technology asset record had unique
identification tags.

» District personnel included all 30 assets on the technology
asset record, and they properly recorded all 30 identification
tag numbers listed on the technology asset record.

e District personnel update the technology asset record in a
timely manner.

We also reviewed 10 capital asset disposals to determine whether
they had been removed from the property listing report and found that
District personnel had not removed from the property listing report a
1992 Chevy Suburban that the District sold at auction in September
2005. However, we did find that personnel removed the vehicle from
the District’s vehicle insurance records.

The District’s lack of internal controls over capital assets, especially
its incomplete and inaccurate property listing report, results in an
increased risk of loss, theft, or misuse of District-owned assets.
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However, some of the deficiencies related to the property listing
report are mitigated by the merits of the technology asset record, as
technology items are a sizeable component of the District’s assets and
can be more subject to theft.

Consumable Inventories A good system of internal controls over consumable inventories
ensures that controls over cafeteria food and fuel inventories are
appropriately designed and operating effectively to safeguard those
assets. It is important for staff to maintain inventory records that
provide detailed information on all items, including when items are
added to and removed from the physical inventories and the inventory
records. In addition, good internal controls require staff to regularly
perform periodic physical inventories (i.e., view and count the actual
items on hand) and to verify that the items have been properly recorded
in the consumable inventory records. These internal controls help to
ensure the accuracy and effectiveness of the system to safeguard and
account for those inventory items.

We found that District officials had not formally adopted internal
control policies and procedures over consumable inventories.
However, the controls that were in place were properly designed and
operating effectively.

Cafeteria Food Inventory — The cafeteria staff maintains a perpetual
food inventory record system that includes a running balance of
items on hand that should always agree with an actual physical count.
Cafeteria staff compares received food orders with the vendors’
invoices and purchase orders, and ensure that the amounts and costs of
items received agree with what was ordered and billed. They then add
information on the received items to the food inventory record. When
the staff takes items from the food inventory, they use requisition
forms. They verify that the amount and types of items removed
from the food inventory agree with the requisition forms, and then
they indicate on the food inventory record the types and amounts of
items removed from the food inventory, thereby helping to ensure
the accuracy of the food inventory record. Cafeteria staff periodically
conducts a physical count of the food inventory and match the count
total against the food inventory record. This process helps ensure that
the food inventory record is accurate and that all food inventory items
are fully accounted for.

We reviewed three food items on the food inventory record and found
that staff had properly added and subtracted from the food inventory
record, and that the ending balances in the food inventory record were
appropriately supported and accurate.

Transportation Fuel Inventory — The fuel inventory system is not
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Recommendations

a perpetual system. However, the District has other compensating
controls in place to safeguard its fuel supplies. Each driver activates the
fuel pump through the use of a key, which helps ensure that the pump
is secure from unauthorized use. All drivers provide an individual
fuel-usage meter reading to the District’s Transportation Manager
to account for all fuel dispensed. Each week, the Transportation
Manager calculates the gallons of fuel used per driver on the basis of
individual fuel-usage meter readings that the drivers give to him. He
then reconciles the total gallons of fuel used by all drivers to the total
fuel usage indicated by the master pump readings, thereby confirming
the accuracy of the meter system. The risk of theft of fuel is low
because the fuel tank area is under camera surveillance and is lit at
night. In addition, subsequent to the start of our field work, the District
placed locked caps over the fuel tank systems, thereby eliminating all
unauthorized access to the fuel tanks.

We reviewed one week’s worth of diesel fuel usage and found that the
individual fuel-usage meter readings reconciled to the master pump
reading.

Without Board-adopted policies, there is no common standard for
employees to follow which can result in misunderstandings by staff
and operations not being performed according to management’s
expectations.

2. The Board should formally adopt written, comprehensive internal
control policies and procedures for its capital asset and consumable
inventories that address the acquisition and disposition of all
capital assets and consumable items, and the maintenance of
accurate and timely inventory records.

3. The Board should ensure that District personnel enter all assets
into the capital assets inventory system.
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District officials’ response to this audit can be found on the following pages.
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Office of the State Comptroller

State Office Building, 17" Floor, Room 1702
44 [awley Sueet

Binghamton, NY 13901

December 15, 2006

The Greene Central School District prides itself on the quality of the education we
provide o our students. This same attitude supports the district’s philosophy toward
maintaining quality financial controls, systems, and operating procedures aver our
financial activities. With this in mind, the Comptroller’s Audit recommendations for
operational improvement arc another opportunity for us to improve upon the quality of
our district.

I would like to respond to cach of the three recommendations i the Comptroiler’s
prefiminary Report of Examination,

The first recommendation involves the internal claims audit lunction. Today, this
service 1s provided by DOMO BOCES as part of the business office functions they
perform on our behalf. The internal claims audit function is performed bv a person who
15 independent of the staff associated with our daily processing activities. This ¢laims
review has proven effective in providing a processing environment that cnsures payments
are made based on the satisfaction of rules and guidelines. The SED's position toward
the use of BOCES for this service has been noted 1o their rules and regulations. Inan
effort to comply with the new regulation, Greene CSD will review options for changing
this process. '

The second recommendation addresses documenting of internal control policies and
procedures for capiml assets and consumable inventorics.  The audit highlighted a need
for decumented processes 1 the arcas of capital assets and consumable inventories,
specilically cafeteria food/supplics and wansportation fuel, It was noted that the staff
exceuted a consistent process that provided for accurate tracking of tnventory, but the
process lacked documentation.  The areas identified will be reviewed for change, and the
subsequent review may be expanded fo other areas to ensure this documentation 1s
effectively mn place,

The third and final recommendation deals with the need w malntaln sccurate and timely
inventory records for fixed assets.  In several instances, inventory tags were not affixed
to capital asscts and property records were inaccurately recorded on the property system
report. The accuracy and ability o track fixed assets within the District requires a
defined process that involves a central focal point and timnely communication with the
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other stakeholders in this process, | am pleased to note several changes were recently
implemented within this process, even prior fo the Comptroller’s preliminary repert. We
will continue to review, document, and exceute a change management process to cnsure

we accurately account {or fixed assets.

In closing, the Greene Central School District believes it maintains & very effective
system of mternal controls, Agamn, we support a philosophy of continuous improventent,
and we witl continue to monitor the quality of our internal financial controls.

Christopher Cox, President Board of Education
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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 officials 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, and capital assets and consumable inventories.

During the initial assessment, we interviewed appropriate District officials, performed limited tests
of transactions and reviewed pertinent documents such as District policies and procedures manuals,
Board minutes and financial records and reports. In addition, we obtained information directly from
the computerized financial databases and then analyzed it electronically using computer-assisted
techniques. This approach provided us with additional information about the District’s financial
transactions as recorded in its databases. Further, we reviewed the District’s internal controls and
procedures over the computerized financial 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. Based on that evaluation, we determined that controls appeared to be
adequate and limited risk existed in most of the financial areas we reviewed. We then decided upon
the reported objective and scope by selecting for audit that area most at risk. We selected capital assets
and consumable inventories for further audit testing.

To accomplish the objectives of this audit, and to obtain relevant audit evidence, our procedures
included the following:

* We selected a sample of assets located in the District’s buildings and attempted to trace these
assets to District inventory records to verify that District inventory records are accurate and
up-to-date.

* We traced a sample of assets from invoices of recent purchases and inventory records to their
physical locations to verify that inventory records are accurate and up-to-date.

* We traced a sample of asset dispositions as recorded in the minutes to disposal records to verify
that assets are properly disposed of and any moneys received were properly accounted for.

* We reconciled diesel fuel usage transactions over a one week period to verify that District fuel
inventory records are accurate.

* We reconciled food inventories transactions over a one week period to verify that District food
inventory records are accurate and up-to-date.
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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 findings, 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:

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 D

OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT SERVICES

AND ECONOMIC DEVELOPMENT

Mark P. Pattison, Deputy Comptroller
Steven J. Hancox, Assistant Comptroller
John C. Traylor, Acting 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
Eugene A. Camp, 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

OFFice oF THE NEw York STATE COMPTROLLER






