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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

May 2008
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 oversees 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, in part, through our audits, which identify opportunities for improving
district operations and Board of Education governance. Audits also can identify strategies to reduce
district costs and to strengthen controls intended to safeguard district assets.

Following is a report of our audit of the Briarcliff Manor Union Free School District, entitled Internal
Controls Over Selected Financial Operations. This audit was conducted pursuant to Article V, Section
1 of the State Constitution, and the State Comptroller’s authority as set forth in Article 3 of the General
Municipal Law.

This audit’s results and recommendations are resources for district officials to use 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
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

The Briarcliff Manor Union Free School District (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.

Responsibilities relating to the District’s finances, and accounting records and reports are largely those
of the District’s Assistant Superintendent for Business and Technology, who also acts as the Purchasing
Agent. The District’s budgeted expenditures for the 2006-07 fiscal year were $47.1 million, funded
primarily with real property taxes, State aid, tuition, sales tax and interest revenues.

Scope and Objective

The objective of our audit was to examine internal controls over selected financial operations for the
period July 1, 2006 to October 22, 2007. Our audit addressed the following related questions:

* Did District officials properly use encumbrance accounting procedures to allow for accurate
evaluation of the District’s financial condition?

» Were District purchases made according to District policies, procedures and applicable laws?
Audit Results

District officials inappropriately used encumbrances rather than appropriately setting up a reserve fund
for capital projects and repairs. District officials created and encumbered 25 purchase orders, totaling
$2 million, in June 2007, for which no actual commitments existed at the time of encumbrance. As a
result, the reserve for encumbrance account was overstated and the unreserved, unappropriated fund
balance in the general fund was understated by $2 million. After adjusting for the amount encumbered,
the unreserved, unappropriated fund balance retained in the general fund for the 2007-08 fiscal year
was more than twice the amount allowed by Real Property Tax Law.

Although the purchasing agent generally complied with the Board’s policies, we found instances where
competitive bids for purchases over $10,000 and public works contracts over $20,000 were not always
sought as required by General Municipal Law (GML). In addition, the District did not consistently
document quotes for public works contracts under the GML threshold. We reviewed the purchases
and public works contracts for 20 vendors totaling $1.3 million and found that $168,892 was not in
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accordance with the Board’s procurement policy. As a result, District officials cannot be certain that
they are procuring goods and services at the lowest possible costs.

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 indicated they had initiated corrective action.
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Introduction

Background The Briarcliff Manor Union Free School District (District) is located
in the Towns of Ossining and Mt. Pleasant, Westchester 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 are three schools in operation within the District with 1,781
students and approximately 400 employees, including substitutes.
The District’s budgeted expenditures for the 2006-07 fiscal year were
$47.1 million, funded primarily with real property taxes, State aid,
tuition, sales tax and interest revenues. Responsibilities relating to
the District’s finances, and accounting records and reports are largely
those of the District’s Assistant Superintendent for Business and
Technology, who also acts as the District’s purchasing agent.

Objective The objective of our audit was to determine if internal controls
over selected financial operations were appropriately designed and
operating effectively. Our audit addressed the following related
questions:

» Did District officials properly use encumbrance accounting
procedures to allow for accurate evaluation of the District’s
financial condition?

» Were District purchases made according to District policies,
procedures and applicable laws?

Scope and We examined internal controls over selected financial transactions

Methodology and purchasing for the period July 1, 2006 to October 22, 2007.
For encumbrances, we expanded our scope and examined financial
records for the period July 1, 2005 to January 7, 2008.

We conducted our audit in accordance with generally accepted
government auditing standards (GAGAS). More information on such
standards and the methodology used in performing this audit are
included in Appendix B of this report.

Comments of 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
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generally agreed with our recommendations and indicated they had
initiated corrective action.

The Board has the responsibility to initiate corrective action. Pursuant
to Section 35 of the General Municipal Law, Section 2116-a (3)(c)
of the Education Law and Section 170.12 of the Regulations of the
Commissioner of Education, the Board must approve a corrective
action plan that addresses the findings in this report, forward the
plan to our office within 90 days, forward a copy of the plan to the
Commissioner of Education and make the plan available for public
review in the District Clerk’s office. For guidance in preparing the
plan of action, the Board should refer to applicable sections in the
publication issued by the Office of the State Comptroller entitled
Local Government Management Guide.
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Encumbrances

Aschool district’s financial condition determines its ability to provide
public educational services to its students. The responsibility for
effective financial planning and management of the District rests with
the Board, the Superintendent, and the Assistant Superintendent for
Business. One of the primary responsibilities of the Board and the
Superintendent is to ensure that District budgets are accurate. The
Board and District management must make sure that budgets are
prepared, adopted, and amended based upon reasonable and accurate
assessments of resources that can be used to fund appropriations.
They must also make sure that policies and procedures are in place to
ensure that financial information is recorded correctly and timely.

An important aspect of budget preparation includes a reasonably
accurate estimate of fund balance at the end of the fiscal year. There
are two types of fund balance, reserved and unreserved. Reserved
fund balance represents moneys that the District has set aside and
may only use for specific purposes and, therefore, is not available for
the District to use for other purposes. Unreserved fund balance is the
amount that is uncommitted and is available for the reduction of real
property taxes in the nextfiscal year. The portion of the unreserved fund
balance that is used to help finance the next year’s budget is known as
appropriated fund balance. The portion of the unreserved fund balance
that the District retains and that can be used for cash flow purposes
and unanticipated expenditures is known as the unappropriated fund
balance. The amount of unappropriated, unreserved fund balance at
the end of any given fiscal year has a direct impact on the amount of
the tax levy needed to fund the ensuing fiscal year’s budget. Current
Real Property Tax Law limits the unappropriated fund balance a
school district can retain to no more than 3 percent of the next year’s
budget.!

Encumbrances are commitments for payments related to unperformed
contracts for goods or services. Encumbrance accounting is
intended to guard against a district creating liabilities in excess of
approved appropriations. In order for school district officials to
maintain budgetary control and to arrive at an accurate estimate of
its uncommitted appropriations, it is necessary to encumber all of
its known obligations when contracts are approved or purchases are

1In July 2007, legislation was enacted to change the Real Property Tax Law
statutory limit of unappropriated fund balance to 3 percent of the 2007-08 fiscal
year’s budget and 4 percent of the 2008-09 fiscal year’s budget.

DivisioN oF LocaL GOVERNMENT AND SCHOOL ACCOUNTABILITY n




authorized. At the end of the fiscal year, a portion of the unreserved
fund balance is set aside for the payment of goods, materials, and
services that have been ordered but not received. This restricted
amount of fund balance is known as the reserve for encumbrances
and the following year’s budget is increased by this amount.

District officials improperly encumbered fund balance for
purchase orders that did not exist and thereby purposely overstated
encumbrances and understated the resulting unreserved fund balance
with the goal of reserving funds for future repair and capital project
expenditures.

We reviewed all of the District’s 106 open purchase orders with
encumbrances totaling $3.2 million at June 30, 2007, and we found
that 25 purchase orders totaling $2 million had no documentation
showing that District officials had placed orders with vendors. At
January 7, 2008, District’s records still listed these encumbrances.
District officials indicated that they were setting money aside
to pay for repair and capital projects in the next year, and they
added that reserve funds were not mandatory for repair or capital
projects when funded from the general fund. District officials also
said that they encumbered the funds based on professional advice
provided by their independent auditors. The officials further stated
that the establishment of reserves and the subsequent release of
funds required voter approvals, obtained through a costly and time-
consuming voting process and, therefore they believed setting up
official reserves was not an efficient method to appropriate funds.

Encumbrances should be used to set funds aside to pay orders placed
in the current year, not to carry funds over to pay for future repairs
or capital projects. As a result, the reserve for encumbrance was
overstated and the unappropriated fund balance for the 2006-07 fiscal
year was understated by $2 million.

The District’s accounting practices for encumbrances distorted its
financial situation and technically circumvented the Real Property
Tax Law. According to District records, unreserved, unappropriated
fund balance in the general fund at June 30, 2007 totaled $1.4
million representing 2.8 percent of the $50.8 million of budgeted
appropriations for 2007-08 fiscal year, slightly less than the 3 percent
limit. However, because the District had manipulated its fund balance
using encumbrances, its actual fund balance exceeded the 3 percent
limitation. We recalculated the District’s year-end unreserved fund
balance and determined that the District actually retained almost $3.5
million, more than twice the amount allowed by law.

By improperly encumbering funds, District officials reduced the
amount of unreserved fund balance that would be available for
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appropriation for the subsequent fiscal year. As a result, the funds
could not be used as a financing source in the subsequent year’s
budget, which resulted in a higher tax rate for District residents.

Recommendations 1. The purchasing agent should not approve purchase orders until
known obligations exist or contracts are approved.

2. District officials should establish a reserve fund to properly
appropriate funds for future District repairs or capital
expenditures.

3. District officials should use encumbrances to set funds aside to
pay for orders placed in the current year, not to carry funds over
to pay for future repairs or capital projects.
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Purchasing

General Municipal Law (GML) requires that bids be solicited when the
cost of an item or commodity group exceeds established dollar limits.
All contracts for public works in excess of $20,000 and purchase
contracts in excess of $10,000 must be awarded, after advertising
for sealed bids, to the lowest responsible bidder who furnishes the
required security. There are exceptions to the competitive bidding
requirements. One exception occurs when there is only one possible
supplier or source from which to procure goods or services. When a
school district invokes this exception, officials should be prepared to
offer proof that the goods and/or services in question were available
from only one source. GML also requires the Board to adopt written
policies and procedures for the procurement of goods and service that
are not subject to competitive bidding requirements. These policies
and procedures should indicate when District officials need to obtain
competitive quotations or bids; the procedures for determining which
method will be used and that adequate documentation of the actions
taken is retained on file for verification.

The purpose of obtaining bids is to encourage competition in the
procurement of supplies, equipment and services purchased with
public funds. The appropriate use of competition provides taxpayers
with the greatest assurance that goods and services are procured in
the most prudent and economical manner, that goods and services
of desired quality are being acquired at the lowest possible price
and that procurement is not influenced by favoritism, improvidence,
extravagance, fraud or corruption.

The District’s procurement policy requires sealed bids in conformance
with GML for purchases greater than $10,000 and public works
contracts greater than $20,000. The procurement policy requires
that quotations be obtained for supplies and equipment that are not
required by law to be procured through competitive bidding. For
purchases with an estimated cost of $3,001- $5,000 documented
telephone quotes from at least three separate vendors (if available),
or a Request for Proposal must be obtained. For purchases with
estimated costs of $5,001 to less than $10,000 formal written quotes
from at least three separate vendors (if available) are required. The
Board adopted similar dollar limit procedures for public works
contracts. Public works contracts with estimated costs up to $7,000
may be procured at the discretion of the Purchasing Department and
public works contracts from $7,001- $19,999 require formal written
quotes from at least three separate vendors (if available).
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Although the purchasing agent generally complied with the Board’s
policies, we found that the District did not always use the competitive
bidding process for purchases over $10,000 and public works contracts
over $20,000 as required by GML and the District’s own policy. In
addition, the District did not consistently document quotes for public
works contracts under the bidding threshold.

We reviewed the purchases and public works contracts for 20 vendors
totaling $1.3 million and found that payments made to four vendors
and totaling $168,892 were not in accordance with GML or Board

policy.

e The District paid a vendor a total of $69,342 for maintenance
of District playing fields and lawns with environmentally
friendly, “green” products during fiscal year 2006-07 without
seeking competitive bids. District officials stated that they
considered this vendor to be a sole source. However, our
research identified multiple landscapers and lawn care experts
that also used "green" products in the Mid-Westchester area.

 District officials did not solicit competitive bids for bathroom
counter tops and plumbing supplies for bathroom renovations.
They paid a total of $14,135 to a single vendor for the total
bathroom renovation project. District Officials said that they
had not anticipated that costs would exceed $10,000.

» The District purchased trees and plants from a local nursery at
a cost of $10,765 without solicitation of competitive bids.

» The District paid a local construction company a total of
$74,650 under six different purchase orders for unrelated
public works contracts including excavation, concrete work
and sidewalk replacement, all costing under $20,000 each. A
review of the vendor file revealed that five of the six payments
that required quotes did not contain any documentation that
quotes were obtained.

Without proper adherence to laws and established policies and
procedures, the District cannot ensure that they are procuring goods
and services at the lowest possible costs.

Recommendations 4. The purchasing agent should comply with the Board’s procurement
policy by using State or local government contracts or seeking
competitive bids when required by General Municipal Law.

5. If sole source purchases are made, District officials should
document proof that the goods and/or services in question were
available from only one source.

DivisioN oF LocaL GOVERNMENT AND ScHOOL ACCOUNTABILITY




6. The purchasing agent should ensure that public works contracts
under the $20,000 threshold for competitive bidding are obtained
following the Board’s procurement policy.
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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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Briarclift Manor Union Free School District

45 Ingham Road
Briarcliff Manor, New York 10510
914-941-8880, Ext. 301 Fax: 914-941-6613

April 17, 2008

Newburgh Regional Office

Office of the State Comptroller

33 Airport Center Drive, Suite 103
New Windsor, NY 12553

Dear R

Re: Briarcliff Manor UFSD Audit Response

The Briarcliff Manor UFSD acknowledges receipt of the Report of Examination for the audit
period of July 1, 2006 through October 22, 2007 (2008M-52). The Report identifies two areas of
improvement within the District’s internal controls--encumbrances and purchasing. The District
accepts the recommendations made within the report. In this audit response letter, we wish to
describe the corrective actions that have already been taken.

Response to recommendations:

1.

L]

Ln

The purchasing agent will not approve purchase orders until known obligations exist or
contracts are approved.

District officials will establish additional reserve funds with Board approval.

The District will use encumbrances to set aside funds to pay for orders placed in the
current year, and will not carry over funds to pay for future repairs or capital obligations.
On May 20, voters will be asked to approve a proposition authorizing the transfer of fund
balance to the capital account for current improvements and/or repairs.

The Assistant Superintendent for Business and Technology has disseminated and
reviewed the policies and procedures with staff to ensure that purchases are in
compliance with District policy and General Municipal Law.

District officials will document sole source providers.
The Purchasing Agent has reviewed policy with the Director of Building and Grounds to

ensure that public works contracts, under the $20,000 threshold for competitive bidding,
are obtained following the Board’s procurement policy.
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Briarcliff Manor UFSD Audit Response Page 2 of 2
April 17, 2008

We commend the professionalism and thoroughness of your auditors who worked with us during this
period and appreciate the opportunity to identify ways to improve upon our practices and procedures to
promote responsible stewardship. Thanks for your help and guidance.

Best regards,
>

- p )
> ) o

Ao / . —

(_~ Ll A //./7/ 2222/

Charles K. Trainor
Briarcliff Manor UFSD, Board President
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

Our overall goal was to assess the adequacy of the internal controls put in place by officials to safeguard
District assets. To accomplish this, we performed an initial assessment of the internal controls so
that we could design our audit to focus on those areas most at risk. Our initial assessment included
evaluations of the following areas: financial oversight, cash receipts and disbursements, purchasing,
payroll and personal services, and information technology.

During the initial assessment, we interviewed appropriate District officials, performed limited tests
of transactions and reviewed pertinent documents such as District policies and procedures manuals,
Board minutes and financial records and reports. In addition, we obtained information directly from
the computerized financial databases and then analyzed it electronically using computer-assisted
techniques. This approach provided us with additional information about the District’s financial
transactions as recorded in its databases. Further, we reviewed the District's internal controls and
procedures over the computerized financial databases to help ensure that the information produced by
such systems was reliable.

After reviewing the information gathered during our initial assessment, we determined where
weaknesses existed, and evaluated those weaknesses for the risk of potential fraud, theft and/or
professional misconduct. Based on that evaluation, we determined that controls appeared to be adequate
but risk existed within the purchasing process including encumbrances. Therefore, we decided upon
the reported objectives and scope by selecting encumbrances and the purchasing process for further
audit testing.

To accomplish the objectives of this audit our procedures included the following:

* We interviewed personnel involved in the preparation and approval of purchase orders and the
subsequent release of purchase orders to vendors.

» We reviewed purchase orders, purchase order detail reports, open purchase order analysis
reports and the recording and liquidation of encumbrances in District files.

* We tested procurement transactions for compliance with statutory bidding requirements and
the District’s procurement policy including the review of vendor payment files, invoices.

* We examined and compared paid claims to contractual agreements to confirm rates and
services.

* We examined bid, quote and RFP documentation to determine if the lowest cost, responsible
vendor was selected.

* We examined purchase agreements and contracts for evidence of authorized signatures and
proper dates.

We conducted this performance audit in accordance with generally accepted government auditing
standards (GAGAS). Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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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
AND SCHOOL ACCOUNTABILITY

Steven J. Hancox, Deputy Comptroller
John C. Traylor, 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
Kenneth Madej, 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,
Schenectady, Ulster counties

HAUPPAUGE REGIONAL OFFICE
Jeffrey P. Leonard, 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

NEWBURGH REGIONAL OFFICE
Christopher Ellis, Chief Examiner
Office of the State Comptroller

33 Airport Center Drive, Suite 103

New Windsor, New York 12553-4725
(845) 567-0858 Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us

Serving: Orange, Putnam, Rockland, Westchester
counties
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