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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

June 2007
Dear School District Officials:

A top priority of the Office of the State Comptroller is to help school district officials manage their
districts efficiently and effectively and, by so doing, provide accountability for tax dollars spent
to support district operations. The Comptroller is mandated to oversee the fiscal affairs of districts
statewide, as well as districts’ compliance with relevant statutes and observance of good business
practices. This fiscal oversight is accomplished through our audits, which identify opportunities for
improving district operations and Board of Education governance. Audits can also identify strategies
to reduce district costs and to strengthen controls intended to safeguard district assets.

Following is a report of our audit of the Hoosic Valley Central School District, entitled Payroll and
Professional Services. 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.

This audit’s results and recommendations are resources for district officials in effectively managing
operations and in meeting the expectations of their constituents. If you have questions about this
report, please feel free to contact the local regional office for your county, as listed at the end of this
report.

Respectfully submitted,
Office of the State Comptroller

Division of Local Government
and School Accountability

DivisioN oF LocaL GOVERNMENT AND ScHOOL ACCOUNTABILITY




State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

The Hoosic Valley Central 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 District has approximately 370 employees including administrators, teachers, and non-instructional
employees like bus drivers and custodians. It spent about $10.4 million on payroll and related benefits.
The District also procured professional services for interim administrators, legal, architecture, and
special education purposes, in the amount of $104,000.

Scope and Objective

The objective of our audit was to determine whether the District’s internal controls over payroll and
professional services are appropriately designed and operating effectively for the period July 1, 2004
to March 31, 2006. Our audit addressed the following related questions:

» Did the District’s employees receive only the pay and benefits to which they were entitled by
contracts, union agreements, and Board actions?

» Were transactions related to professional services supported by appropriate written agreements
and adequate documentation of the services rendered in accordance with the Board’s
procurement policy and good business practices?

Audit Results

While we did not find any indications of fraud or abuse, the District’s internal controls were not
sufficient to ensure that employees received only the pay and benefits to which they were entitled. The
Superintendent, certain administrators, and other members of the central office staff received benefits
in excess of the authorized amounts. Clerical errors resulted in incorrect payments to a number of
employees, including $2,417 of overpayments to a Building Principal. The District paid over $41,000
in total to several employees in stipends, merit bonuses, and other payments that were not officially
approved by the Board or the administration. Policies and procedures concerning eligibility for
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overtime pay and compensatory time off were not clearly defined or consistently applied. Payroll
transactions were not always supported by proper documentation and the District was not always able
to provide the records we requested for examination. In all, we identified certain exceptions in the pay
and benefits received by 31 of the 40 employees whose records we examined.

The District’s procurement of professional services did not always conform to the Board’s policy.
For example, the District did not always solicit competitive proposals and paid for services without
entering into written agreements with the service providers. In one instance, payments for architectural
and engineering services exceeded the contractual amount by 66 percent.

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. District
officials generally agreed with our recommendations and have initiated, or indicated their intent to
initiate, corrective action. OSC comments on the District’s response can be found in Appendix B.
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Introduction

Background The Hoosic Valley Central School District (District) is located in the
Towns of Schaghticoke and Pittstown in Rensselaer County, and the
Towns of Cambridge and Easton in Washington County. The 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.

There are two school buildings in operation within the District, with
approximately 1,260 students and 370 employees, including full-
and part-time staff, and substitute teachers. The District’s 2004-05
operating expenditures totaled $16.6 million for the general fund,
$336,790 for the school food service program and $633,757 for the
special aid fund. These expenditures were funded primarily with
revenues from local taxes, and State and Federal aid. The District
processes its financial transactions with an accounting software
package that includes a payroll module. The District’s financial
statements undergo an annual audit by an independent CPA firm.

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

» Did the District’s employees receive only the pay and benefits
to which they were entitled by contracts, union agreements,
and Board actions?

» Weretransactions related to professional services supported by
appropriate written agreements and adequate documentation
of the services rendered in accordance with the Board’s
procurement policy and good business practice?

Scope and During this audit, we examined internal controls over payroll and
Methodology professional services of the District 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

DivisioN oF LocaL GOVERNMENT AND ScHOOL ACCOUNTABILITY




standards and the methodology used in performing this audit are
included in Appendix C of this report.

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

generally agreed with our recommendations and have initiated, or
indicated their intent to initiate, corrective action. OSC comments on
the District’s response can be found in Appendix B.

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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Payroll

The primary objective of internal controls over payroll processing is
to ensure that employees are paid wages and salaries, and provided
benefits to which they are duly entitled. The Board must issue
comprehensive policies that establish a strong control environment
and should regularly monitor those controls to ensure they are
working effectively. Certain controls are designed to prevent errors
and irregularities from occurring while other controls serve to detect
errors and irregularities in a timely manner. Internal controls for
payroll normally consist of written policies and procedures, including
an employee manual that delineates employee responsibilities in
preparing and disbursing payroll, and provides guidance regarding
employee entitlements.

Payroll expenditures (salaries and benefits) generally represent the
most significant operating costs in a school district. School districts
have contracts and agreements with administrators, teachers, and
non-instructional employees that provide pay schedules and various
benefits, including paid leave, insurance, and other issues related to
their terms of employment. As such, payroll and personal services
processes should be clearly defined through policies and procedures
and closely monitored to ensure that the District’s financial assets are
adequately protected.

Salaries and fringe benefits make up the single largest expense
category in the District’s budget. According to District records, salary
and fringe benefits equaled about $10.4 million, or about 63 percent
of the District’s $16.6 million general fund expenditures in the 2004-
05 fiscal year.

We examined the payroll records of 40 District employees for the
period July 1, 2004 through March 31, 2006. Our sample included
both current and former employees of the District and contained a
mix of administrative, instructional and non-instructional staff. We
questioned certain payments and benefits received by 31 of the 40
employees we selected for examination.

We found that the District’s internal controls were not sufficient to
ensure that employees received only the pay and benefits to which
they were entitled pursuant to contracts, union and other employee
agreements, and Board actions. The absence of formal payroll
procedures, includingtheeligibility for overtime pay and compensatory
time off, resulted in an inconsistent approach to processing certain
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payroll transactions. Certain District officers and employees received
excessive pay and/or benefits while some District employees did not
receive the full pay and benefits to which they were entitled. Due to
inadequate monitoring of the payroll process, errors and irregularities
were not always detected and corrected.

Policy and Procedures School boards are required by law and good business practice to
establish policies governing a district’s operations. Additionally,
boards are required to designate an official to certify the payrolls.t
Usually, this authority is delegated to the Superintendent of Schools.
Districts should ensure that the payroll has been examined, that the
employees regularly performed their duties in accordance with the
terms of their employment, and that any additions to or deductions
from normal salary payments have been made pursuant to the bylaws
of the district and on the basis of records that have been maintained by
the district. Written authorizations should be obtained before changes
in salary are made.

The Board did not establish a payroll policy, nor did the District
develop formal written procedures to guide the payroll process.
The absence of policy and procedures with an associated lack of
administrative oversight led to clerical errors resulting in incorrect
payments to District employees. Other payments were made to
employees that were not supported by written agreements, Board
action, or other appropriate documentation. Administrators and
Business Office employees received benefits in the form of paid
time off to which they were not entitled.

Payroll Errors The former payroll clerk did not always maintain adequate
documentation to support payroll transactions, some of which
she said she processed based on verbal instructions from various
District officials. For instance, she did not always retain the source
documents (e.g., timesheets, salary notices, or pay adjustments) used
to process the payrolls. She had no formal method for filing the source
documents she received, was not able to locate them when requested,
and ultimately was unable to explain certain payroll transactions.
Furthermore, the District was unable to find some of the documents
we requested during the course of our on-site work. As a result, it was
not readily determinable whether all employees had received the pay
and benefits to which they were entitled.

While there was evidence that District officials performed some
periodic reviews of the payroll records when monitoring the budget,
the controls were insufficient to ensure that all employees received
only the pay to which they were entitled. There were also no formal

! Title 8 New York Codes Rules Regulations, Section 170.2
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procedures for making adjustments or corrections to payroll records.
We found that the former payroll clerk was allowed to make additions to
pay records based on verbal direction received from administrators.

Because the Board did not require written documentation of all payroll
transactions and did not provide sufficient administrative oversight,
it had no assurance that its employees received the correct amounts
of pay and benefits to which they were entitled. While we did not
find any indications of fraud or abuse, not all District employees we
examined received the amount of pay to which they were entitled.
Five employees received incorrect amounts of pay that we believe
resulted from clerical errors made in the payroll office. Those clerical
errors included the following:

e A building principal was overpaid by $2,417 in the 2004-05
fiscal year.

e Another building principal was overpaid by $776 from July
1, 2005 through March 31, 2006 and due to the absence of
procedures to correct such errors, continued to be overpaid
after we brought it to the attention of District officials.

* A bus attendant was overpaid by $517 in the 2004-05 fiscal
year.

* A teacher was overpaid by $312 during the 2004-05 fiscal
year. These payments were related to a stipend for a Board-
appointed position that should have ceased when the teacher
resigned from the position in the middle of the school year.

e Another teacher was underpaid by $1,482 in the 2004-05
fiscal year.

Paid Leave Discrepancies A school board establishes policies with the expectation that the
Superintendent, administrators, and supervisors will communicate
those policies to district employees and ensure compliance with the
terms of those policies. School districts establish terms of employment
that include pay and benefits pursuant to contracts and agreements
with administrators, teachers, other instructional and non-instructional
employees. Generally, districts develop procedures to ensure that all
parties comply with the provisions of the agreements and that District
employees receive the pay and benefits to which they are entitled.

The District established 13 paid holidays for its twelve-month
employees and communicated those benefits through an employee
handbook. The twelve-month employees include members of
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the central administration as well as clerical, custodial, and other
designated employees. The District’s written agreements with the
Superintendent and other administrators entitled them to receive the
same 13 paid holidays observed by the twelve-month employees.
These paid holidays are in addition to the paid vacation, sick, and
personal leave the Superintendent and other administrators also
received. Further, the administrators also had the option of selling
unused vacation days back to the District.

Our examination of the District’s time and attendance records
indicated that during the audit period several employees received up
to five additional days off with pay. These employees included the
Superintendent and other District officials and employees working
in the central office. As specified in the employee handbook, the
paid holidays that twelve-month employees are entitled to receive
include Thanksgiving Day and the day after Thanksgiving. However,
the time and attendance records indicated that the Superintendent,
administrators, and central office employees were paid for the day
before Thanksgiving despite not working on that day. None of these
employees charged any vacation days or other leave (e.g., personal
leave) for taking the day off. Although school was not in session the
day before Thanksgiving and the instructional employees were not
required to report to work, the Board made no provision through
policy or written agreements with the administrative and other twelve-
month employees authorizing such time off with pay.

Employee agreements also provided for paid half-days off on
Christmas Eve and New Year’s Eve; however, the attendance records
indicated that the Superintendent, administrators and central office
employees took the entire day off with pay on both days, equaling
an additional full day off with pay. Again, none of those employees
made any charges to their own leave time. It appears that the practices
cited in the above examples have occurred for several years. Using
base salaries and a 260-day work year, we estimate that 14 of 40
employees in our sample received a combined total of 55 days in
excess paid leave at a cost to the District of approximately $13,000
during the period examined.

We also noted that the District had paid about $21,500 to five
administrators who sold back unused vacation time at the end of the
2004-05 fiscal year. One employee sold back 10 vacation days to the
District though the records indicated he only had eight days available
to sell. This occurred due to miscalculations on the part of the time
and attendance clerk. We could not fully reconcile the payments
made for unused vacation time because the District did not have clear
procedures for calculating the value of the unused vacation time and
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the former payroll clerk did not retain documentation supporting the
calculations.

Overtime For certain District employees, including clerical and custodial staff,
the District had Board-established policies covering issues related
to overtime and compensatory time off. Although the District had
developed certain informal procedures related to overtime, there were
no formally established work rules and benefits covering the job titles
of employees working in the central office. These employees generally
followed the guidelines established for the District’s non-instructional
employees; however, because of the absence of formal work rules, it
was not clear which employees were entitled to receive overtime.
The District did not always treat these employees consistently when
addressing overtime. For example, one central office employee in a
supervisory position reported overtime on his timesheets for which he
was consistently paid during the audit period, while another central
office employee, also a supervisor, did not report overtime because
he believed he was not entitled to it. We noted that one central office
employee, who regularly worked overtime, was not paid for any of
the overtime he reported on his timesheets (valued at over $21,000)
during our audit period despite having received administrative
approval to work the extra hours. Although the District did make
three payments totaling about $2,650 to this employee in lieu of
overtime, the payments were processed by the payroll office outside
of the normal payroll process with little documentation to support the
basis for payments and no formal indication of any administrative
approval. The employee was also allowed to take compensatory time
off, although the Board’s policy and the District’s employee handbook
explicitly limited this practice to clerical and custodial employees.

We also noted that the District did not have procedures to track the total
time worked by employees who served in more than one department
during a regular work day (e.qg., transportation and food service) and
ensure that they received overtime pay when applicable. The former
payroll clerk did not retain the documents she received from other
departments in an organized manner and they could not be readily
found during the course of the audit. As such, we could not readily
reach conclusions regarding the appropriateness of payroll payments
made to the three employees we examined. The failure to address
existing ambiguities concerning matters such as overtime eligibility
and the use of compensatory time could result in the District incurring
unanticipated costs.

Authorization for School boards make a number of appointments for which school
Additional Pay district employees may receive additional pay. These appointments
include department chairs, program coordinators, coaches, class
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advisors, chaperones, and other positions related to various school
activities. We found that the additional pay that District employees
received through Board appointments were generally supported
by appropriate documentation. However, we found that eight
employees received stipends and other payments totaling $30,062 for
additional duties that were not supported by documentation of official
appointments or administrative approval. For example, the following
employees received additional pay for duties or positions that they
were not appointed to or otherwise approved by the Board:

* A building principal received $10,000 in stipends during the
2004-05 and 2005-06 fiscal years for serving as a “Chapter |
Coordinator.” There was no indication that the Board approved
or was aware of the appointment.

* A guidance counselor received $7,410 in additional pay
during the 2004-05 and 2005-06 fiscal years for serving as
a department chair. However, upon inquiry, we found that
the Board had eliminated department chair positions several
years ago. District officials could not readily explain these
payments.

» Ateacher received three stipends for additional duties related
to extra-classroom student activities and class advisement
totaling $4,070 during the 2004-05 fiscal year, for which no
documented, official appointments by the Board existed.

Other District employees received additional payments out of grant
funds that were not clearly documented. Many of these transactions
were informally arranged between program coordinators and the
former payroll clerk. For example, the only documentation related to
grant payments of $2,440 made to one employee was found in a report
of grant expenditures made to the State Education Department. We
were unable to trace an additional $540 paid to the same individual
due to the absence of documentation, though it appears those payments
were also made out of grant funds. In all, the District made payments
out of grant funds totaling $7,480 to three employees for which there
was insufficient documentation.

Overall, 13 employees, or a third of those we examined, received
payments for additional duties, stipends, and merit bonuses that were
neither supported by written Board or administrative approval, nor
were they adequately documented by the payroll office to indicate that
all the payments were appropriate. The total value of the payments in
question is approximately $41,500.
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Recommendations 1. The Board should establish and implement a comprehensive
payroll policy that clearly establishes responsibility and
accountability for the payroll process.

2. The District should develop specific payroll procedures to ensure
that all payroll transactions are properly documented, approved,
and that necessary records are retained.

3. The District should establish oversight procedures to ensure that
all employees are paid the correct salary, overtime, and benefits.

4. The Board should ensure that time and attendance policies and
the terms of employment agreements are adhered to strictly.

5. The Board should consult with the District’s attorney to determine
whether these payments should be repaid to the District.
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Professional Services

An effective system of internal controls over professional services
consists of written policies and procedures governing claims
processing and procurement. A good claims processing system
for professional services ensures that every claim contains enough
supporting documentation for District personnel to determine whether
it complies with statutory requirements and District policies, and that
the amounts claimed represent actual and necessary District expenses.
An effective procurement process helps the District obtain services,
materials, supplies and equipment of the right quality, in the right
quantity, from the right source, at the right price, in compliance with
all applicable Board and legal requirements. This process helps the
District ensure that it expends taxpayer dollars in the most efficient
manner. A written agreement for professional services provides the
District and the individual or firm furnishing services with a clearly
defined and mutually agreed-upon basis for determining entitlement
to payments. Therefore, it is important for District officials and
professional service providers to enter into written agreements that
indicate the contract period, the services to be provided, and the basis
for compensation for those services.

Transactions related to professional services were notalways supported
by written agreements and adequate supporting documentation. We
examined records related to the procurement of 10 outside vendors
providing services to the District. The services were for legal,
architectural and special educational purposes as well as services
related to four “interim” positions in the central office.

The Board did not have adequate written procedures to guide
employees in the procurement of professional services pursuant to
the District’s purchasing policy. Due to the lack of written procedures
and insufficient administrative oversight, staff did not always follow
the Board’s stated policy. For example, although the policy required
written proposals be obtained for professional services, there was no
evidence that proposals were sought for the procurement of seven
out of the 10 service providers we examined. As such, the District
could not be assured that it had obtained the best price for the services
rendered.

Additionally, the District did not enter into written agreements with
six of the 10 service providers we examined, four of which were
individuals paid to fill vacancies in the central office on an interim
basis. The positions included the Business Administrator, a Building
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Principal, and two Treasurers. The total amount paid to these six
professional consultants without the support of written agreements
was $49,292.

The District entered a contract for architectural and engineering
services for $17,500. The records indicated, however, that the District
actually paid about $29,000 to the vendor, exceeding the contractual
amount by $11,500, or 66 percent. The purchasing office was unable
to explain how this occurred. Although the accounting software
monitored the payments, the controls were insufficient to ensure that
they did not exceed the contractual amount.

The failure to enter into written agreements when contracting for
services can lead to misunderstandings concerning each party’s
expectations, duties and responsibilities, and costs for services.
Without written agreements or Board resolutions approving services
to be provided and fees to be paid, there is no way for District officials
to properly audit claims and determine if the fees charged were correct
and for properly authorized services.

Recommendations 6. The District should develop procedures to ensure that professional
services are procured in accordance with the Board’s adopted
policy.

7. TheDistrictshouldensurethatall professional servicestransactions
are supported by written agreements and that all payments are in
accordance with the terms of each contract.
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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’s response letter refers to page numbers that appeared in the draft report. The page numbers
have changed during the formatting of this final report.
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HOOSIC VALLEY CENTRAL SCHOOL

TC: Clerical Staff
Adrministrative Staff

FROM: James A. Seeley, Supt. \

DATE: December 3, 2004

RE: Winter Recess

As you know, Christmas Day and New Year's Day are two of the thirteen holidays given ro you during the
school vear. Since they both fall on & Saturday this year, the dismrict will be closed on Mondsy, December
27, 2004 and Tuesday, December 28, 2004 in observance of those holidays.

The following is the Winrer Recess work schedule for Clerical and Administrative Staff:
Friday, December 24, 2004 - Holiday - Offices Closed

Monday, December 27, 2004 - Christmas Day Holiday (Observed) - Offices Closed
Tuesday, December 28, 2004 - New Year's Day Holiday (Observed) - Offices Closed
Wednesday, December 29, 2004 - Offices Open '

Thursday, December 30, 2004 - Offices Open

Friday, December 31, 2004 - Holiday - Offices Closed

[ wish you and your families an enjoyable holiday season.

JAS: g

ce: Michael Giaguinto
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