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State of New York
Office of the State Comptroller

Division of Local Government Services
and Economic Development

November 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 Wells
Central School District — Internal Controls Over Payroll.

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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Introduction

Background

Objectives

The Wells Central School District (District) is located in the Towns
of Wells, Arietta, Lake Pleasant and Hope in Hamilton County.
The District is governed by the Board of Education (Board) which
comprises five 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.

There isone school in operation within the District, with approximately
174 students and 60 employees. The District’s expenditures for the
2004-05 fiscal year were $4.2 million, funded primarily with State aid,
real property taxes and grants. The District reported approximately
$2.8 million in payroll and related fringe benefits for the year ended
June 30, 2005. This amount consisted of $1.7 million in instructional
salaries, $400,000 in non-instructional salaries and $700,000 in fringe
benefits.

The District Treasurer (Treasurer) is responsible for the day-to-day
functions related to the District’s finances and accounting records.
As the only full-time employee in the District’s business office, the
Treasurer controls all parts of the payroll process. She enters salaries
and leave time for employees, records bi-weekly payroll information
to the accounting records, signs payroll checks and reconciles bank
statements. As of May 2006, the Superintendent began reviewing
and certifying the payroll.

The objective of our audit was to determine whether the District’s
internal controls over payroll are appropriately designed and operating
effectively to adequately safeguard District assets. Our audit addressed
the following related questions:

* Has the District adopted policies and procedures for the
preparation of payroll?

* Has the District made payments to employees and school
officials in accordance with collective bargaining and other
contractual agreements?

e Has the District properly accounted for the accrual and use of
employee leave time?
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Scope and
Methodology

Comments of District
Officials and Corrective
Action

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 the 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 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 District’s payroll processing.
Therefore, we examined the internal controls over payroll for the
period July 1, 2004 to March 31, 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.

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. District officials
generally agreed with our recommendations and indicated they
planned to initiate corrective action.

The Board has the responsibility to initiate corrective action. Pursuant
to Section 35 of the General Municipal Law, 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
the plan of action, the Board 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.
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Internal Controls Over Payroll

Policies and Procedures

Employee Pay and
Leave Benefits

The primary objective for internal controls over payroll processing is
to ensure that employees are paid wages and salaries, and provided
benefits, to which they are duly entitled. Internal controls over payroll
consist of written policies and procedures that describe employee
responsibilities in preparing and disbursing payroll, as well as
written Board authorization for salaries, wages and fringe benefits.
Two important components of any internal control system are proper
segregation of duties that ensure that no one person controls all phases
of a transaction, and management oversight.

The District had no written policies and payroll procedures which
resulted in the Treasurer developing her own informal procedures.
We noted instances where employee pay and leave accruals were
inconsistent with their employment contracts. In addition, there was
a lack of management oversight and no segregation of duties in the
District’s business office which allowed errors and irregularities to
occur and go undetected.

Written payroll policiesand procedures combined with job descriptions
help ensure that payroll is processed consistently and accurately, as
well as provide a framework for employees to understand the Board’s
objectives and each individual’s role in the process. Written policies
are particularly important when a separation of duties is needed to
provide an adequate level of internal controls.

The District had not established any written policies and procedures
that describe employee responsibilities in processing and distributing
bi-weekly payrolls. In the absence of a written policy, the Treasurer
has developed an informal system to process payroll. As a result,
during the fiscal year ended June 30, 2005, the Treasurer was solely
responsible for processing approximately $2.8 million in payroll and
related fringe benefits for 60 employees with virtually no oversight
by anyone independent of the process.

The Board’s failure to provide specific guidance through well
developed policies and procedures could lead to the neglect of
key internal control activities or irregular activities occurring and
remaining undetected.

Documentation of the Board’s authorization of salaries, wages
and fringe benefits in writing, by resolution, policy document,
negotiated employee contract, or collective bargaining agreement
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is an important control over payroll and fringe benefit expenditures;
it communicates the Board’s intent and provides a framework for
compensating officers and employees that is clearly understood by
everyone involved in the process. A good system of internal controls
over payroll and employee benefits requires that salaries and leave
accruals are adequately calculated and agree with Board-authorized
pay scales and benefit packages.

The District provided salaries and benefits to employees that were
not in accordance with collective bargaining agreements or other
employment contracts. Three of ten employees selected in each of
the five payrolls tested from July 1, 2004 through March 31, 2006,
had inconsistencies between signed contracts, collective bargaining
agreements, or Board-authorized pay and the actual salary that
was paid. For example, the Superintendent’s 2004-05 stated salary
according to his employment contract was $88,400, the Board-
approved salary listed in the minutes was $90,130, while the
appointment letter and actual amount paid was $89,212. There was
no explanation for these inconsistencies.

There were no employment contracts in place to support the salaries
and benefits paid to three other employees included in our audit test.
Although the Board approved the three employees’ salaries in the
minutes, there was no written authorization covering fringe benefits,
such as paid leave and health insurance. The lack of contractual
agreements has resulted in payments being made without any
evidence of the Board’s approval. For example, the Superintendent
approved additional payments to the Treasurer for $2,800 and $3,000,
respectively, for the 2004-05 and 2005-06 fiscal years as compensation
for monitoring a Federal grant. However, no documentation existed to
substantiate this approval. The Treasurer was also allowed to receive
a payment for five vacation days that were not used during the fiscal
year ended June 30, 2005. Although these payments were approved
in writing by the Superintendent, they were made without evidence
of the Board’s approval or any supporting written employment
contract.

We also noted that six employees’ leave accruals did not conform to
the benefits authorized in either an employee contract or collective
bargaining agreement. For example, we found that the number of
hours used to calculate a day of leave for bus drivers fluctuated from
three to seven and a half hours. These fluctuations were noted for
days used by the same employee. We were unable to reconcile leave
hours charged in the accrual records to the method used to calculate
leave charged by bus drivers, as explained by the Treasurer. The
collective bargaining agreement did not indicate the number of hours
that constitute a workday for bus drivers. We also found a teacher that
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Separation of Duties

received an additional 16 days of leave during the 2004-05 fiscal year.
The Treasurer stated that an adjustment was made to the teacher’s
leave records following his complaint that the District’s accounting
for leave was erroneous. However, there was no documentation
presented to warrant the extra 16-day adjustment.

The failure to compensate officers and employees in accordance with
thetermsofauthorized contractsandthe absence of writtenemployment
contracts for certain employees represent significant weaknesses in
internal controls over payroll processing and identify the need for the
Board to exercise additional oversight over this function. Accurate
leave records are essential in determining termination payments for
employees either retiring or resigning from their positions.

An important principal of internal control requires that one person not
have uncontrolled access to an entire processing cycle. It is important
that the Board establish a system of checks and balances over payroll
so that one person does not exercise control over all or most of the
process. Management should not allow one person to perform the
three key payroll duties of authorization (i.e., entering employee
records, and changing hourly and annual salary and leave amounts),
recordkeeping (i.e., maintaining appointment letters, personnel files
and leave records), and asset custody (i.e., signing or distributing
checks).

If it is not feasible for the District to adequately segregate duties, the
Board should consider mitigating this internal control weakness by
having someone independent of the preparation process perform a
review of the completed payrolls and accrual records. The review
should, at a minimum, include random checks to verify that payrolls
are based on actual hours or days worked or authorized leave time;
verify that the Board authorized the hourly rates or annual salaries
used; compare net payrolls to payroll journals; and to assess the
payroll for reasonableness.

The Treasurer was directly responsible for the following payroll duties:
creating employee records, inputting all payroll changes, collecting
time sheets, entering the hours worked or salaries paid, entering leave
records and employee absences, posting expenditures to the subsidiary
ledgers, preparing and signing checks and disbursing paychecks. The
only segregation of duties included in the District’s payroll system
occurred when the Superintendent began reviewing and certifying the
bi-weekly payroll during May 2006. The Superintendent stated that he
performs a meaningful review of the contents of each payroll report,
which includes selecting a small sample of employees, reviewing and

DivisioNn oF LocaL GOVERNMENT SERVICES AND Economic DEVELOPMENT n




tracing their recorded hours worked to their timesheets. However, he
does not compare the recorded payment amounts to the actual checks
that are being distributed.

The Board is responsible for establishing a system of checks and
balances so that one person does not exercise control over all or most
of the payroll process. Not having someone independent of the payroll
process review the completed bi-weekly payrolls increases the risk
that errors and/or irregularities could occur and go undetected.

Recommendations 1.

The Board should adopt written policies and procedures as
guidance for the employees responsible for processing and
distributing payroll.

The Board should ensure that employees are paid and receive
benefits only as authorized by and provided for in its collective
bargaining agreements or other employment contracts.

The Board should ensure that District personnel calculate leave
records accurately for all officers and employees who are entitled
to leave benefits.

The Board should determine the propriety of the accrual of 16
additional leave days to the teacher.

Someone independent of the payroll process should review final
payrolls to verify that they are based on actual hours or days
worked, or authorized leave charged; check that the hourly rates
or annual salaries paid were authorized; compare net payroll
checks to the payroll journals; and review the payroll for overall
reasonableness.
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

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

The District response letter makes reference to attachments that support the response letter. Because
the District’s response letter provides sufficient detail of the District’s actions, we did not include
the attachments in Appendix A.
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Paul G Williameen
Superintendent

WELLS CENTRAL SCHOOL

PO Box 30 - Wells, Now York 12190 « (3

Ry UZ4-0000 - Fux (515 924.9745

Office of the State Comptrelier
One Broad Street Plaza

Talls NY TR

Y e i
i_}lt_&}:ﬁ

Orcteber 230 2006

Please accept thix lettor ag Wells Central School™s official response to your preliminary
draft findmgs, We understand your findings and submit the following plan and course of
action{s) to vou. This letier dogs not constitute our offictal corrective action plan {(CAF)
as contemplated by General Municipal Law,

Has the Wells Central School District adopted policies and procedures for the
preparation of payroil?

The Board of Education had s first reading of the new policy on payroll (sce attached)
or Oct. 18 and will have the second reading on November [5th for approval. Local
schools were canvassed for thoir BOE pavroli pohicy as part of fact finding.

All salanes are computad at the beginning of the fis
H = e
Superintendent foliowed by a letter to the emplovee.

al schoot vear and approved by the

1. payroll will be processed by adding any additional money due emplovees

2. run pavroll report 1o check all figures. adjust as needed
3. prnt checks

4. run all current pay period reports and post payroll

5. Superintendent certifies payroll

Has the Distriet made pavments for personal services in accordance with colfective
hargaining and other contractual agreements?
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Wntten contracts approved by the BOE are completed for the District Treasurer and
Secretary to the Superintendent {see attachedy. The Support Statf contract was the
document used to monttor benefits, leave time and other contractual issues. The School
Nurse 1s meluded i the Support Staff contract and will be named as we open contract
talks this November.

Duetoa N erical error, the Supenntendent’s salary was readiusted. The District Treasurer
will receive, in writing, from the Board Clerk, any and alt changes 1o salary and benefits
the Bo mi authorized towards the Supenntendent.

The Superintendent was aware of additional payments to the District Treasurer for
additional work completed on grants. Compensalion for this dufy was provided m this
fashion for nearly 12 vears by different recipients. The Superintendent will make
recommendation of f anv/all grants recerved by the District and how emplovees are paid
from these grants.

Regardig the pavment of unused vacation davs for the Treasurer, the contract, under
Article 14 Vacations, aliows an emplovee te he patd for any unused vacation ddya Lot
{0 exceed

which stipulates this benefit.

173 of their wotal vacation davs. The Treasurer now has o written contract

Calewlations for feave time for a bus deiver 15 o8 follows:

Regular driver has a 3 hour day {172 day = morning or afternoon run off}
The formula used 1o tlustrate “picces” of a day or run taken for leave is:
Sept.6 — 1.5 hours of leave
Sept. 8 - 1.5 hours of leave
Sept. 13 - 1.5 hours of leave
‘mpt 18 - 1.5 hours of leave
Fotal of 6 hours would retlect two days of leave
The driver would be charged with one dav and carry 4 hour unti] encugh time 18 taken to
accurnulate another Y2 day or o full day,

The driver domng the Pre-K run is charged the same as a BOUTS run driver except for
Friday when the driver only does a morming and afternoon run, Friday would be charged
the same as a driver who only does a morning or afterncon run.

The issue of the acorual of 16 additional leave days o the teacher ocourred when the
Dristriet Treasurer thought the total contractual davs were 240, when in actuality the count
was 40 days allowed to be used. The discrepancy was between the teacher and District
Treasurer and worked out accerding to contract.

Finally, the Superintendent is reviewing and certifying cach final payroll and conducting
a check 0 ensure authonzed leaves are charged and all salanes are paid.
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Thank you for vour audit of the Wells Central School District. If'1 can be of further
assistance, please do not hesitate 1 ask.

Respecttully,
e . i -
v Fd A1 /£ Sos .
/;"xi‘{J /’f'v o L«_»’/ s "/—

A

Paul G, Williamsen, Superintendent of Schools
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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 District 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 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 reviewed. We then decided upon the reported
objectives and scope by selecting for audit those areas most at risk. We selected payroll and personal
services for further audit testing.

* We interviewed appropriate District officials and employees to gain an understanding of the
policies and procedures used to process the District’s payroll.

* We reviewed, on a test basis, the payroll records for a judgmental sample of 10 of the 60
employees of the District. This sample included management, instructional, and non-
instructional support staff. The records of these 10 individuals were traced to the payroll
registers, cancelled checks, and other pertinent payroll, personnel and leave documents for
five bi-weekly payrolls processed during the period July 1, 2004 through March 31, 2006.

* We reviewed the District’s payroll records and reports, tested selected records and transactions,
and examined pertinent documents to determine whether the payroll transactions had been
properly recorded.

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 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
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
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