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State of New York
Office of the State Comptroller

Division of Local Government Services
and Economic Development

September 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. The following is our report on the Port
Jervis City School District — Internal Controls Over Financial Operations.

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
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

The Port Jervis City School District (District) is governed by the Board of Education (Board) which
comprises nine elected members. 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.

The President of the Board is the Chief Fiscal Officer of the District. However, many of the financial
management functions of the District are the responsibility of the Superintendent, the Assistant
Superintendent of Business and the Treasurer.

The Board negotiates employment contracts with District employees that state the compensation
and benefits these employees will receive. The Board is also responsible for establishing policies
regarding the management of District resources, including capital assets. As of June 30, 2005, the
District reported $24 million in net capital assets.

Scope and Objective

The objective of our audit was to evaluate the effectiveness of the controls established over the
District’s financial operations for the period July 1, 2004 through June 30, 2005.* Our audit addressed
the following related questions:

» Were severance payments to the former Superintendent and the former Assistant Superintendent
for Instruction made in accordance with employment contracts?

» Did the Board develop and implement policies and adequate controls to ensure that District
assets are properly safeguarded?

» Did the Board establish adequate internal controls to protect capital assets and inventories
against loss, waste and misuse, and are those controls operating effectively?

1For severance payments, we reviewed employment contracts and separation payments for the period January 2003
through October 2005.
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Audit Results

We found that two former District officials were paid in accordance with their contracts, but that the
contracts did not protect the interests of District taxpayers. The contracts did not state when vacation
and sick leave benefits would be paid, or require these benefits to be prorated. The Board elected to pay
the full year’s benefits on the first day of the new contract year. As a result, the former Superintendent
and the former Assistant Superintendent for Instruction were paid for a full year’s accrual of vacation
and sick days upon retirement, even though they had worked only two and three months, respectively,
of their contract years. Had the Board prorated fringe benefits for severance payment purposes, the
District would have saved more than $32,000.

The Board had no written policies governing meals and refreshments at District meetings. The
District spent $27,000 on meals and refreshments at meetings of District officials, Board members and
employees with no indication of who attended the meetings, or why it was necessary to provide food
to attendees at District expense. The District also lacked written policies about the issuance and use of
cellular telephones, and the District’s travel policy did not set maximum rates for traveler’s lodging or
per diem rates for meals. Without travel expense limits, there is a risk the District could spend more
than it should for travel costs. We also found the District treasurer records cash receipts, makes bank
deposits, prepares checks and reconciles bank statements. When one person performs all or most
aspects of a financial transaction, errors in District finances could occur or funds could be diverted
without detection.

We also found that controls over capital assets were not adequate to protect District assets against loss,
waste or theft. Although the Board has adopted a written asset management policy, District officials
did not comply with the Board’s policy. District officials did not maintain detailed records to support
balances in their June 30, 2005 audited financial statements. Further, officials have not updated capital
asset inventory records since an outside vendor completed the last physical inventory of District assets
in 2003.

Comments of District Officials

The results of our audit and recommendations have been discussed with District officials and their
comments, which appear in Appendix A, have been considered in preparing this report. Except as
indicated in Appendix A, District officials generally agree with our findings and recommendations.
OSC comments to District officials’ response are in Appendix B.
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Introduction

Background

Objective

The Port Jervis City School District (District) is located in the City
of Port Jervis, Orange County. The District is governed by the Board
of Education (Board) which comprises of nine elected members.
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.

Thereare 4 schools in operation within the District, with approximately
3,400 students and 500 employees. The District’s budgeted
expenditures for the 2004-2005 fiscal year were approximately $44
million, funded primarily with State aid, real property taxes and
grants.

The President of the Board is the Chief Fiscal Officer of the School
District. However, many of the financial management functions of
the District are the responsibility of the Superintendent, the Assistant
Superintendent of Business and the District Treasurer.

The Board negotiates employment contracts with District employees
that state the compensation and benefits these employees will receive.
The Board is also responsible for establishing policies regarding the
management of District resources, including capital assets. As of
June 30, 2005, the District reported $24 million in net capital assets.

The objective of our audit was to evaluate the effectiveness of the
controls established over the District’s financial operations. Our audit
addressed the following related questions:

* Were severance payments to the former Superintendent and
the former Assistant Superintendent for Instruction made in
accordance with employment contracts?

e Did the Board develop and implement policies and
adequate controls to ensure that District assets are properly
safeguarded?

» Did the Board establish adequate internal controls to protect
capital assets and inventories against loss, waste and misuse,
and are those controls operating effectively?
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Scope and
Methodology

Comments of District
Officials and Corrective
Action

During this audit, we examined internal controls over the financial
activities of the Port Jervis City School District for the period July 1,
2004 through June 30, 2005.2

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
A, have been considered in preparing this report. Except as indicated
in Appendix A, District officials generally agree with our findings and
recommendations. OSC comments to District officials’ response are
in Appendix B.

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 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
to make this plan available for public review in the District Clerk’s
office.

2 For severance payments, we reviewed employment contracts and separation
payments for the period January 2003 through October 2005.
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Severance Payments

Employment contracts between the Districtand employees not covered
by acollective bargaining agreement should be designed to compensate
these employees fairly for their service to the District. In addition,
employment contracts should clearly define all compensation and
fringe benefits that the Board has agreed to pay, including severance
payments, to protect the interests of District taxpayers. During our
audit we found that employment contracts between the District and
these employees did not require the earning of fringe benefits, such as
vacation and sick days, to be prorated over the school year.

In response to complaints from taxpayers about lump sum payments
made to District administrators upon retirement, we examined
employment contracts for the former Superintendent and the former
Assistant Superintendent for Instruction (Assistant Superintendent).
The contracts provided for annual salary to be paid in 26 equal
installments over the course of the school year. The contracts also
stated that annual fringe benefits (vacation days, sick days and a tax
deferred annuity) would be paid in addition to annual salary, but they
did not require that benefits be accrued over 26 pay periods. In fact,
the contracts did not specify when benefits would be paid. The Board
elected to pay the benefits on the first day of each year of the contract
rather than pro-rating them over the course of the school year. As
a result, the District paid the former Superintendent and the former
Assistant Superintendent the value of a full year’s fringe benefits at
separation, even though these officials had worked just two and three
months, respectively, of the school year.

At its January 21, 2003 meeting, the Board approved the resignation
of the former Superintendent, who stated he planned to retire effective
August 29, 2003. When the former Superintendent retired in August
2003, the District paid him a full year’s fringe benefits (tax shelter
annuity and 24 vacation days), although he had worked for only two
months of the 2003-04 school year. If the Board had included specific
language in the contract that required fringe benefits to be accrued
over the course of the year, and prorated for severance payment
purposes, the District would have saved about $24,100 (the value of
20 vacation days and 83 percent of the annuity).

The Board also increased the departing Superintendent’s salary for
the 2003-04 school year by 5.3 percent at its June 17, 2003 meeting.
Although the Board knew the Superintendent was planning to retire,
Board members approved this raise in recognition of his prior
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performance. This action not only raised the former Superintendent’s
salary for two months, but it also increased the value of the annual
leave he received in the above lump sum payment.

Similarly, the former Assistant Superintendent retired from his
position with the District effective October 1, 2005. The employment
agreement between the former Assistant Superintendent and the
Board, dated June 21, 2005, provided that he would receive 24
vacation days and 15 sick days for the 2005-06 school year. The
District paid the former Assistant Superintendent the full year’s
fringe benefits on July 1, 2005, at the beginning of the school year.
If the Board had prorated the fringe benefits, the District would have
reduced the former Assistant Superintendent’s severance payment by
about $8,111, representing 18 vacation days.

Recommendation 1. The Board should ensure that future employment contracts for
District employees not covered by a collective bargaining
agreement clearly describe how employee benefits will be paid
upon separation. The Board should consider instituting formal
guidelines for prorating fringe benefit payments over the full
school year.
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Internal Controls

Policies and Procedures

The Board is responsible for designing internal controls that help
safeguard the District’s resources and ensure these resources are
used economically and efficiently. An adequate system of internal
controls includes clear policies and procedures that promote effective
operations, the prudent use of resources and adherence to applicable
laws and regulations. Control procedures should also provide for
segregating critical duties, so that no one person controls all phases of
a transaction. We identified internal control weaknesses that increase
the likelihood that errors could occur without detection, or that
District funds could be wasted or misused. We found the Board did
not adopt policies and procedures to govern the use of cellular phones
or the purchase of meals and refreshments at District meetings. We
also found that the existing travel and conference expense policy was
inadequate. In addition, the Board and District management did not
segregate key duties and responsibilities in the Treasurer’s office.

The Board had not adopted written policies governing meals and/or
refreshments at District meetings. The claim vouchers that supported
about $27,000 the District expended on meals and refreshments for
District officials did not show who attended the meetings and why
these expenses were necessary to conduct District business. We
also found the District had not established a policy that identified
which officials would be issued cellular telephones, or adopted
a comprehensive travel policy that set maximum rates for lodging
expenses and per diem rates for meals. Without adequate policies and
procedures to control such expenses, the District is at risk of paying
for unnecessary or excessive costs.

Meals and Refreshments at District Meetings — Generally, the
District should not provide meals and/or refreshments at Board or
other District meetings. However, the District can pay for such costs
when events occur that prevent Board members, District officials
or employees from taking time off for meals, or when there is a
pressing need to complete District business. Therefore, it is essential
for the Board to develop and implement a formal policy that sets
conditions when meals and/or refreshments should be provided at
District expense. The policy should require officials to document
who attended the meetings and how the meetings fit the conditions.

During our audit period, the District expended approximately $34,000
for meals and refreshments at meetings and events. Of this amount,
$7,000 was spent at events that involved either students or the

DivisioNn oF LocaL GOVERNMENT SERVICES AND Economic DEVELOPMENT




public; the remaining $27,000 was spent on meals and refreshments
provided primarily at meetings of District officials, Board members
and employees. Specifically, the District spent $26,685 for meals
and refreshments provided to District officials at approximately
110 meetings and events, including $11,063 for 3 Superintendent’s
conference days. We found that the claims for meals and refreshments
did not indicate who attended the meetings, or why it was necessary
to hold the meetings at mealtime and provide food to the attendees at
District expense.

The lack of documentation to justify these expenses was due, at least
in part, to the fact that the Board did not have a formal policy detailing
when it is appropriate to provide meals and/or refreshments at District
meetings. During our field work, the District drafted such a policy for
review by the Board’s policy committee. However, the Board had not
adopted this policy by the end of our field work as of June 2006.

Cellular Telephones — District records showed that the District spent
about $18,000 on 34 cellular telephones provided to its personnel
during fiscal year 2004-05. Seventeen of the 34 telephones were
part of a plan shared by the Superintendent, various Directors and
Supervisors that provided for pooled minutes and discounted rates;
the remaining 17 telephones were issued to transportation and
maintenance department staff. Department heads reviewed cellular
telephone charges for overages and unusual items and submitted the
bills to the Assistant Superintendent for Business for review prior
to payment. We examined the $2,569 of cellular telephone charges
incurred by the District in 2004-2005 and found that charges were
within the contracted amount.

However, we found the Board had not adopted a formal policy about
cellular telephone issuance and usage. Since the District provides
cellular telephones to its employees, it is essential for the Board to
develop and implement a formal policy that outlines which employees
need cellular telephones to conduct business, and how those employees
should use the telephones. The District drafted a cellular telephone
policy dated October 4, 2005 which states that District-owned phones
are intended for business-related calls. However, the policy does not
contain procedures that address personal use of the telephones or
employee usage in excess of the District’s monthly usage allotted by
the contract.

Travel and Conference Expenses — To properly account for
District resources, the District must monitor and control travel
expenses incurred by District officials and employees by means of a
comprehensive travel policy. The policy should require supervisory
pre-approval of travel expenses, clearly describe which travel and
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Segregation of Duties

Recommendations

meal-related expenses the District will reimburse, and set limits
for how much the District will pay. Periodic reviews of the travel
policy will help District officials ensure that reimbursement rates are
realistic. Some local governments have established maximum per
diem rates based on rates established by the Internal Revenue Service
(IRS) for business travel.

The District’s travel policy in effect during our audit period required
pre-approval of travel and conference expenses by the employee’s
supervisor and Assistant Superintendent for Business. The District
paid approximately $35,000 for travel and conference expenses for its
administrators and teachers during this period. From these expenses,
we selected and examined travel-related costs totaling $1,846 on 3
reimbursement claims. Our review disclosed that expenditures for
both lodging and meals were pre-approved, properly supported and
within IRS established rates.

However, we also found that the District’s travel policy did not set
maximum rates for traveler’s lodging or per diem rates for meals.
Without travel expense limits in place, there is increased risk the
District could spend more than it should for travel costs.

The Treasurer is responsible for the custody, receipt and disbursement
of District moneys. To safeguard District funds, the Board and District
management should establish policies and control procedures that
properly segregate the duties within the Treasurer’s office to ensure
that no single individual controls most or all phases of a transaction.
When critical duties are not segregated, District funds are at risk of
theft or misuse without detection.

We found that the Treasurer records cash receipts, makes bank
deposits, prepares checks, reconciles bank statements and prepares
journal entries. The District does not take any steps to effectively
mitigate the increased risks of having just one person responsible for
all the above cash processing duties. There was no indication that
the Assistant Superintendent of Business or other District officials
review the bank reconciliations or other transactions the Treasurer
performs. Further, although the District requires that all checks have
dual signatures (The Treasurer and the President of the Board), the
computer automatically generates the signatures, and the Treasurer
has access to the cash disbursement application. As a result, errors
in District finances could occur or funds could be diverted without
detection.

2. The Board should adopt a policy concerning the District’s payment
for meals and refreshments at school meetings, and monitor
compliance with the policy’s provisions.
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3. The Board should develop and adopt a written policy for the
assignment and use of District owned cellular telephones. This
policy should specify the officials and employees who can be
provided with cell phones, and the terms regarding personal use.

4. The Board should revise its travel policy to set maximum allowable
rates for traveler’s lodging and per diem rates for meals.

5. The Board and District management should review the scope of the
Treasurer’s duties and segregate incompatible functions. If duty
segregation is not feasible, the Board and District management
should provide for a compensating control, such as review of the
Treasurer’s work by an appropriate supervisor.
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Capital Assets

Capital assets are assets with a useful life of more than one year,
and include such things as land, buildings, furnishings, vehicles and
electronic equipment. As of June 30, 2005, the District reported
approximately $24 million in net capital assets.

District officials are responsible for protecting capital assets against
loss, waste and abuse. To safeguard these assets, officials must ensure
the District maintains complete and accurate asset records and assign
accountability for maintaining and tracking asset inventories. Reliable
asset records also help officials determine the adequacy of insurance
protection, and plan for asset replacement. The District should also
provide for an annual physical inventory count of capital assets to
verify assets’ existence and location and to update asset records. We
found District officials did not adequately protect the District’s capital
assets. On March 18, 2003, the Board adopted a formal Capital
Assets Accounting Policy (Policy) to account for and track capital
assets in conformance with procedures in the Office of the State
Comptroller’s Uniform System of Accounts for School Districts. The
Policy made the Assistant Superintendent for Business accountable
for fixed assets. This responsibility includes: maintaining general
ledger control accounts for major groups of capital assets; identifying
and maintaining a property record for each asset; arranging for an
annual inventory and appraisal of District property; and tracing and
explaining any discrepancies that occur between inventory counts
and the District’s property records. However, District personnel do
not follow the Policy. In fact, the District had no single reliable record
of the capital assets it owns. If the District cannot properly account
for its capital assets, these items are at significant risk of loss or theft.
We identified the following weaknesses in the District’s controls over
capital assets:

» The District did not maintain a general ledger control account
for capital assets to identify the total current value of the
District’s capital assets in the District’s four schools. The
lack of a control account diminishes the District’s ability to
account for assets, and to report their value accurately. For
example, the District’s independent auditor derived the total
value of District fixed assets for the 2005 financial statements
by adjusting the balance in each fixed asset category for
current year additions he assumed would be capitalized, and
by any known deletions.
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» The District did not maintain a readily available current listing
of District-owned capital assets. Generally, this listing should
include information such as the asset’s cost, purchase date,
description and location. In 2003, the District contracted
with an independent appraisal company to perform a physical
inventory and prepare adetailed asset listing. However, District
officials could not produce this listing until the last day of our
field work. Further, officials told us they had not performed
a physical inventory, and updated records accordingly, since
2003 since they did not contract with the vendor for these
services. The failure to perform regular physical inventories
results in inaccurate and outdated records, and also increases
the risk that District assets could be lost or stolen.

 The District did not identify items as District assets
(identification tags and property record cards) as soon as they
were received. Further, the District did not have a uniform
system for assigning identification numbers (e.g., a unit’s
serial or model number or a Port Jervis identification number)
to all assets, regardless of their location in the District, to
enable the District to track these assets.

Since the District did not provide us with a District-wide inventory
listing, we used lists of computers and other electronic equipment
prepared by the individual schools to verify the physical existence of
selected items. These above inventory lists did not indicate the item’s
purchase date or price, and did not always include equipment serial
numbers, which made it difficult to identify specific equipment items.
Identification was further complicated by the fact that the method of
categorizing computer equipment varied from school to school.

Of the 63 items we selected from these lists, we were able to locate
62 items. The missing item was a Gateway Profile computer. District
officials had no information about its value or location. To determine
the completeness or accuracy of the asset lists, we physically observed
another 62 items and traced them to the asset lists. Of the 62 items
observed, 9 items (15 percent) were not included on the schools’
capital asset lists. The unlisted assets were one laptop computer,
three printers and five computer monitors. Based on this test, we
conclude the schools’ asset lists are also incomplete and outdated.
More significantly, District assets that do not appear on inventory
lists could easily be lost or stolen.

Recommendations 6. The Board should ensure that the District official responsible for
capital assets maintains ageneral ledger control account that shows
the total value of all District capital assets. District personnel
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should reconcile the information in this account to information in
detailed inventory records.

7. The Board should monitor to confirm that the District official
responsible for capital assets arranges for annual physical
inventories of capital assets, as required by its Policy. Differences
between physical counts and inventory records should be
investigated and resolved by persons independent of the inventory
maintenance or recordkeeping function.

8. The Board should amend the Policy to require that each capital
asset be identified as District property (by tagging the item and
creating an asset property record card) when it is received by the
District, and entered on the District’s inventory listing of capital
assets as soon as possible.

9. The Board should develop a uniform system for identifying
District capital assets, and update the Policy to require that all
schools follow this system.

10. The Board should require District officials to investigate the
circumstances of the missing computer and report the results.
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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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John Xanthix

Superintendent of Schoois

o Thompsen Bwroet PO, Box 1104
Pori Jervis, Mow York 12771-1104

. (545 8583175

. FAX (845} B56- 1888

FRPYEEL BrEYiEIcl | ]

Board of Education Board Members
Steven W, Banks Michad D, Heflo
Pregrdent Ratren, Habig
Anns Horsharn

Breniies Hess Tetmeth Jomes
Viee President Richnrd Roberts
Catherine Snelaghisai

* Florense Sanfini

August 21, 2006

Office of the State Comptrolier
Division of Loca! Government Services
22 Covnputer Drive West

Albany, New York 12305

Dear NS

The Administration and School Board have reviewed the draft sudit report and your recommendetions at the exit
discussion on August §, 2086,

Below we have fortnally sddressed sach finding and recommendation in vour deaft report, glong with any correciive
sction planned. They are divided into the same headings that are in your repott. As per my telephone conversation, these
ware sald to be acceptable if posimarked by 5PM on Monday, Augns: 21

Severance Faviuents:

Distrigt Response fo Findings:

We accept the Taet that the zuditors disagreed with the District’s fiinge beneflts acorua! practice, but nesd to strass that
this has been & diswict-wide practice, appiying to not enly ceatral adntinistration, but to one principals, facufty, and CBEA
employess. The two men mentioned were not siggled out for specinl reatment. Additionally, thers seems to be o ermor
in fact with regard to the Assistant Superintendent for Instruction's sick pay, for he hed already reached the cag allowsd
for reimbursement. The sibject involved has spoken personally with NN oo <5 issne and it was to be svahusted
and a notation made, _ :

District Response to Recommendation and Corrective Aokon Planned:

The contractx for managemont personne! issued since Janvary 1, 2006 include a provision that requires prorating fringe
benefit payments over the school year and upon resigning or retiving, The Board has adopted & resolution roquiring fringe
benefit peyments for non-union and confidential employees 1o also be provared over the school yesr, The Bosrd will work
towards negotiating the provating of fringe beneflt payments into all fitire contsacts,

Internn! Controls - Policles and Frocedures:

District Resporise t Findings:

We were in the process of addressing areas where we needed to adopt written pelicics at the time of the sudit, speciftoal iy
cetluar phones, meals and refreshiments at distriot meatings, and treve! and conference cxpenses. Your draft repoR states
we had drafted 2 cellular phene policy dated October 4, 2005, but that it 4id not contain procedures addressing personal
use or cmployee usage in excess of the allotied contract. The language in thet Policy #3622 (which has since been
amended on February 21, 2006 only o include an employee signoff on i) clearly states that each amployes “will he

See
Note 1
Fage 21

See
Note 2
Page 21
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financially fiabis for any charges upon any district account reluted 1o personal use of thelr issued cell phone™
Admisistrative Regulations, which were also required under the policy and are in place, clearly debineate who i to receive
a celt phone and specifies how the district is to be reimbursed for personal use and/or overage.

Distriet Response 1o Recommendation and Corvective Actiog Planned:

The digtrict’s Policy and Finance Cornmitiees worked 2ll year on finalizing 2 Meals/Refreshments agd Travel Policy.

This was approved as a first reading on July 5, 2006 and is sehedulzd to be spproved as & fnal reading at our next meoting
on August 22, 2006. The policy limits aft reimbursements to the Federsl per diet rates. The Policy Committes will look
into establishing 2 written policy concerning the District’s payment for meals and refreshiments at District meetings,
including procedures to monitor compliance. As stated above, & Cellular Telephone Policy and Procedures have been in
place since October 4, 2005,

tef — Segregation of Duties
Dismiet Respopse to Fipdings: )
Unfortunately, segregation of duties is severcly fimited by the number of staff members employed in the business office.
District Response to Recommendation aud Sorrective Action Plagned:

The duties of e Tressurer have beea reviewed. The Treasurer smakes bank deposits, records the cash receipts and
reconpiles the bank statemesnts. The shecks are processed by an sccount clerk and all payments must be approved by the
taternal Claims Auditor before being issued t vendors, Bank reconciliations and journal entries are reviewed by the
Assistant Superittendent for Business. The District no longer issues checks with dual signatutes. The Treasurer and the
Superintendent are the only employses who may issue chocks, The Treasurer secures her signature plate. No other
employes has access to her signature plate. The Superintendent must manuslly sign checks when the Treasurer is
umavailable., '

Capital Asseta:
Diiwiriet Reeponse to Findings:

In 2003, the mventory records wese updated by our independent appraisal company, Unfortunately, the district has been
plagued by three major floods within two years time, during which some existing squipment, records and suppliss weore
sither damaged and/or fost, Admittedly, inventory records were riot always maittained.

District Rosponse to Recommendation and Corrective Action Planned:

The RBusiness Office is devaloping a system for idemtifiing and iwacking capital assets throughout the district, The system
will include tagging of items and maintsining accurats reconds, The Board will monitor the existing written policy on
protection of District Capital Assets. The Business Office will maintsin detwiled revords to support balances in audited
financial satesnents. We have a new Assistant Seperintendent for Business whe is maintzining the required financial
veroris. '

We have also avached 2.

from our attorney, lvir. Robert A. Onofty, regarding District contracts, a5 he has had
personal contact with X5

Ml on this sublect.

We will forward copies of existing policies nnd those being developed and pending approval within 90 days as'requimd‘
Pistse advise if you require pdditional information.

—stEven Banks
President, Board of Edueation

Efme
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APPENDIX B

OSC COMMENTS TO DISTRICT OFFICIALS’ RESPONSE

Note 1

We recognize that the collective bargaining agreements with the District’s principals, faculty and
CSEA employees provide for fringe benefits to be calculated in this manner. Unlike these agreements,
the administrators’ contracts did not specify how they would be compensated for unused accruals.
We recommended, and according to the District’s response, the Board adopted a resolution requiring
fringe benefit payments to be prorated.

We recalculated and changed the fringe benefits paid to the retired Assistant Superintendent to
$8,111.

Note 2

The District’s Policy # 5622 on cell phone use provided to us during our examination on October 7,
2005 did not contain wording that states each employee “will be financially liable for any charges
upon any district account related to personal use of their issued cell phone.” The copy of Policy #5622
provided to us and filed in the audit work papers reads as follows:

“A Port Jervis School District-owned cell phone will be issued to a district employee when required
by that employee’s job duties and as determined by the Superintendent or his/her designee. Said cell
phone may not be used by anyone other than the specified school district employee and can only be
used for school-related purposes. Administrative Regulations will be developed regarding their use.”
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APPENDIX C

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 initially performed an 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 of Education 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 database(s). 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 review.) We then decided upon the
reported objectives and scope by selecting for audit those areas most at risk. We selected capital assets
for further audit testing.

Within the capital assets and inventories area we focused our testing on computer/electronic equipment
purchases based on the perceived risk.

We examined the following records to determine if capital assets and inventories were properly
safeguarded:

* Property Inventory and Accounting Records
» Financial Statements
e Annual Reports

We reviewed employment contracts and separation payments to administrators. For employment
contracts and separation payments to administrators, we obtained additional information covering
January 2003 through October 2005.

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 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
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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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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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