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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

December 2008

Dear School District Offi cials:

A top priority of the Offi ce of the State Comptroller is to help school district offi cials manage their 
districts effi ciently and effectively and, by so doing, provide accountability for tax dollars spent to 
support district operations. The Comptroller oversees the fi scal affairs of districts statewide, as well 
as districts’ compliance with relevant statutes and observance of good business practices. This fi scal 
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 Cuba-Rushford Central 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 offi cials 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 offi ce for your county, as listed at the end of 
this report.

Respectfully submitted,

Offi ce of the State Comptroller
Division of Local Government
and School Accountability
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Cuba-Rushford Central School District (District) includes portions of the Towns of Belfast, 
Caneadea, Centerville, Clarksville, Cuba, Friendship, New Hudson, and Rushford in Allegany County; 
and Farmersville, Freedom, Hinsdale, Ischua, and Lyndon in Cattaraugus County. The District is 
governed by the Board of Education (Board) which comprises seven elected members. The Board is 
responsible for the general management and control of the District’s fi nancial and educational affairs. 
The Superintendent of Schools (Superintendent) is the chief executive offi cer 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 Treasurer is responsible for cash receipts and deposits.  The District’s Business Manager 
is responsible for overseeing cash receipt and disbursement activities and for preparing and monitoring 
budgets, among other duties. The District contracts for internal audit services with the Cattaraugus-
Allegany Board of Cooperative Educational Services (BOCES). 

Scope and Objective

The objective of our audit was to examine internal controls over selected fi nancial operations for the 
period July 1, 2006 to May 29, 2008.  Our audit addressed the following related questions:

• Have District offi cials adequately monitored revenues and expenditures and properly managed 
unappropriated general fund balance and reserves? 

• Are internal controls over cash receipts appropriately designed and operating effectively to 
adequately safeguard District assets? 

• Has the District appropriately contracted for the internal audit function?  

Audit Results

The unreserved, unappropriated general fund balance at June 30, 2007 was over $2.6 million, or 
almost 13 percent of the $20.1 million budgeted for 2007-08 (nearly $2 million more than allowed by 
law).1  While District offi cials indicated that a variety of factors (including a proposed capital project 
and reserve that the voters rejected) contributed to the available fund balance, their failure to follow 

1 Prior to the 2007-08 fi scal year, unreserved, unappropriated fund balance could not exceed 2 percent of the ensuing 
year’s appropriations. This limit was increased to 3 percent for the 2007-08 fi scal year, and to 4 percent for 2008-09 and 
thereafter.
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proper budgeting practices has resulted in the accumulation of fund balance in excess of amounts 
allowed by law and in taxpayers paying more than necessary to sustain operations. 

Further, the District reported $2.92 million in its Employee Benefi t Accrued Liability Reserve (EBALR) 
at June 30, 2007, while District records indicated that compensated absences, which could be funded 
by the reserve, totaled only $2.52 million at that date. Thus the District had at least $400,000 more 
than needed in this reserve. 

Additionally, internal controls over cash receipts were not properly designed or operating effectively. 
The District did not properly secure cash and checks received in the mail, issue duplicate receipts 
when cash was received, or have procedures to adequately address the counting of cash. Although we 
found no exceptions, these control weaknesses have placed the District at increased risk of errors or 
irregularities occurring without being detected and corrected in a timely manner.

Finally, we found that the BOCES employee serving as the District’s internal auditor is not independent 
in performing the District’s internal audit function because the District makes substantial payments 
($3 million in the 2006-07 fi scal year) for BOCES services. This current arrangement is likely to put 
this individual, as a BOCES employee, in the position of evaluating signifi cant District services or 
programs that are provided to the District by BOCES, the individual’s employer.

Comments of District Offi cials

The results of our audit and recommendations have been discussed with District offi cials and their 
comments, which appear in Appendix A, have been considered in preparing this report. Except as 
specifi ed in Appendix A, District offi cials generally agreed with our recommendations and indicated 
that they planned to initiate corrective action. An OSC comment on the District’s response can be 
found in Appendix B.
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Background

Introduction

Objective

Scope and Methodology

The Cuba-Rushford Central School District (District) includes 
portions of the Towns of Belfast, Caneadea, Centerville, Clarksville, 
Cuba, Friendship, New Hudson, and Rushford in Allegany County; and 
Farmersville, Freedom, Hinsdale, Ischua, and Lyndon in Cattaraugus 
County. The District is governed by the Board of Education (Board) 
which comprises seven elected members. The Board is responsible 
for the general management and control of the District’s fi nancial and 
educational affairs. The Superintendent of Schools (Superintendent) 
is the chief executive offi cer 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 Business Manager 
is responsible for the oversight of cash receipt and disbursement 
activities, budget preparation and monitoring, and the accounting 
records and fi nancial reports. The Treasurer is responsible for cash 
receipts and deposits. The District contracts with the Cattaraugus-
Allegany Board of Cooperative Educational Services (BOCES) for its 
internal auditor, who is responsible for reviewing District operations 
for risk and auditing selected areas.

There are three schools in operation within the District, with 
approximately 1,000 students and 225 employees. The District’s 
budgeted expenditures for the 2007-08 fi scal year are $20.1 million, 
which are funded primarily with State aid, real property taxes, and 
grants.

The objective of our audit was to examine the internal controls over 
selected fi nancial operations. Our audit addressed the following 
related questions:

• Have District offi cials adequately monitored revenues and 
expenditures and properly managed unappropriated general 
fund balance and reserves? 

• Are internal controls over cash receipts appropriately designed 
and operating effectively to adequately safeguard District 
assets? 

• Has the District appropriately contracted for the internal audit 
function?  

We examined the internal controls over selected fi nancial operations 
for the period July 1, 2006 to May 29, 2008.
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Comments of District 
Offi cials and Corrective 
Action

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 C of this report.

The results of our audit and recommendations have been discussed 
with District offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. Except as 
specifi ed in Appendix A, District offi cials generally agreed with our 
recommendations and indicated that they planned to initiate corrective 
action. An OSC comment 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, a written corrective action plan (CAP) 
that addresses the fi ndings and recommendations in this report must 
be prepared and forwarded to our offi ce within 90 days. To the extent 
practicable, implementation of the CAP must begin by the end of 
the next fi scal year. For more information on preparing and fi ling 
your CAP, please refer to our brochure, Responding to an OSC Audit 
Report, which you received with the draft audit report. The Board 
should make the CAP available for public review in the District 
Clerk’s offi ce.
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Financial Condition

A school district’s fi nancial condition is an important factor in 
its ability to provide public educational services to students within 
the District. The Board, Superintendent, and Business Manager are 
responsible for the effective fi nancial planning and management of 
the District. The Board and the Superintendent are also responsible 
for ensuring that budgets are prepared, adopted, and amended based 
upon reasonable estimates of appropriations and the resources 
available to fund them.

Our audit found that the District’s Board and offi cials did not follow 
realistic budgeting practices, allowing unreserved, unappropriated 
fund balances at year-end to signifi cantly exceed statutory limits in 
fi scal years 2005-06 and 2006-07. The District’s tax levies remained 
unnecessarily high even though the District had a signifi cant operating 
surplus. In addition, the District’s Employee Benefi t Accrued Liability 
Reserve (EBALR) contained $2.9 million at June 30, 2007, exceeding 
estimated liabilities by over $400,000 which could have been used 
to fi nance District operations, reduce debt, or fund other reserves as 
allowed by law. 

An important aspect of budget preparation includes a reasonable 
estimate of fund balance to be appropriated at the end of the fi scal 
year to reduce real property taxes. School districts can legally reserve 
portions of fund balance for specifi c uses in compliance with statutory 
requirements. Unreserved fund balance is uncommitted and may 
be appropriated for the next year’s budget in order to fund District 
operations and help reduce the tax levy. School districts can retain the 
unreserved, unappropriated fund balance that remains to manage cash 
fl ow and to pay for unexpected costs. The amount a school district 
can retain is limited by Real Property Tax Law to no more than 3 
percent2 of the ensuing year’s budget.

The District has failed to follow proper budgeting practices. As of 
June 30, 2006, the unreserved, unappropriated general fund balance 
totaled $1,496,949, which represented 7.5 percent of the $19.9 
million budgeted for 2006-07 (over $1 million more than the amount 
allowed by law). The District also appropriated $400,000 as a funding 
source for 2006-07. At the end of the 2006-07 fi scal year, however, 
the District had an operating surplus of $2,264,412 primarily as the 
result of substantially overestimating costs for general instruction and 

Fund Balance

2 Prior to the 2007-08 fi scal year, unreserved, unappropriated fund balance could not 
exceed 2 percent of the ensuing year’s appropriations. This limit was increased to 3 
percent for the 2007-08 fi scal year and to 4 percent for 2008-09 and thereafter.  
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employee benefi ts in the budget. Because of this surplus, the previously 
appropriated $400,000 was not used to fi nance operations. 

During the 2006-07 fi scal year, the Business Manager provided Board 
members and the Superintendent with budget reports indicating 
signifi cant positive budget variances and also briefed them on fund 
balance levels. The Board appropriated $858,851 of fund balance in 
the 2007-08 budget. However, the District reported an unreserved, 
unappropriated fund balance of $2,624,596 at June 30, 2007, 
representing almost 13 percent of the $20.1 million budgeted for 
2007-08. This was approximately $2 million more than the 3 percent 
limit allowed by law.  District offi cials indicated that they decided 
not to further reduce the fund balance so as to stabilize the tax rate;3 
specifi cally, by avoiding a one-time reduction in tax rates that the 
District would not be able to maintain over the long term. They also 
cited several factors that contributed to the excess fund balance going 
into the 2007-08 fi scal year. These included a savings in utility costs 
during 2006-07; a voter defeat in June 2007 of a proposed capital 
project and reserve that would have reduced the fund balance to 
allowed levels; and uncertainty regarding other potential costs. 
However, while some reductions in expenditures may be diffi cult to 
anticipate, realistic budgeting practices are an essential control to help 
ensure that the District does not raise taxpayer moneys unnecessarily 
and that the amount of fund balance retained at year-end is within 
legal limits. 

The Board increased the tax levy by 7 percent in the 2005-06 fi scal 
year and another 3 percent in 2006-07. The tax levy for the 2007-
08 fi scal year decreased. Offi cials also indicated that the Board has 
taken measures to increase the use of unappropriated fund balance for 
fi scal year 2008-09. However, the failure to follow proper budgeting 
practices has resulted in fund balance levels that exceed statutory 
requirements and taxpayers paying more than necessary to sustain 
operations. 

General Municipal Law (GML) and Education Law authorize the 
establishment of reserve funds for specifi c purposes, and prohibit 
the withdrawal or expenditure of moneys from such reserves for 
any purpose other than that provided by law. An Employee Benefi t 
Accrued Liability Reserve (EBALR) can be established and used to 
make cash payments to employees for accrued leave time due to them 
upon separation from District employment. An EBALR may be used 

Employee Benefi t Accrued 
Liability Reserve

3 Offi cials cited “artifi cially low tax rates” and increasing special education and 
health insurance costs in past years that resulted in budget cuts and fl uctuations in 
the tax levy, prior to our audit period, which offi cials are now attempting to stabilize. 
Because our audit scope began with the 2006-07 fi scal year, we did not verify or 
analyze conditions prior to that year.
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only for paying costs associated with compensated leave directly to 
or on behalf of employees (when the value of accrued sick leave is 
used to pay a third party for insurance coverage) when they leave 
District service. 

At June 30, 2007, the District reported $2,920,436 in its EBALR 
fund. District offi cials indicated that they accumulated these moneys 
to fund compensated absences for current employees upon their 
separation from District service, and for health insurance premiums 
for retirees (i.e., provided on the retirees’ behalf out of the payments 
due to them for their accrued sick leave). Based on District records, the 
District’s 2006-07 liability for compensated absences was estimated at 
$2,516,202 at June 30, 2007. Thus, the District had reserved $404,234 
more than needed to fund these costs. These excess reserve funds, 
accumulated at taxpayer expense, are not needed to fund accrued 
employee benefi ts. 
 
While there is no statutory limit on the amount a school district can 
maintain in its EBALR, reserving excess amounts in an EBALR is 
neither a necessary nor a prudent use of school district resources. 
If the EBALR moneys are not used for compensated absences, the 
Board can transfer excess moneys in the EBALR only to another duly 
established reserve fund as allowed by GML.

1. District offi cials should prepare a realistic estimate of the 
unreserved fund balance at the end of the fi scal year for 
consideration by the Board in appropriating funds for the ensuing 
year’s budget to reduce the property tax levy. 

2. The Board should develop a plan to prudently reduce the 
accumulated fund balance to statutorily allowed levels as soon 
as practical. To help accomplish this, offi cials should consider 
applying excess fund balance to productive purposes such as 
paying down debt and funding non-recurring costs (for example, 
legal expenses), as well as reducing the tax levy. 

3. The Board and District offi cials should develop appropriation 
estimates for the annual budget that are realistic. 

4. The Board should maintain the EBALR balance at reasonable 
levels.

Recommendations
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Cash Receipts

The Board is responsible for establishing a system of internal controls 
to provide reasonable assurance that cash is safeguarded and fi nancial 
transactions are properly recorded. An effective system of internal 
controls consists of written policies and procedures that specifi cally 
address the responsibilities for District cash receipts, including the 
collection, recording, safeguarding, and depositing of cash assets. 
The proper segregation of duties ensures that one person does not 
control all phases of a transaction. At a minimum, the District should 
separate the cash custody and recordkeeping functions. In addition, 
GML requires that, when no other evidence is available for audit, 
duplicate receipts must be issued when money is collected or is 
transferred from one offi cial or employee to another, providing each 
party with evidence of the transaction. Finally, good business practice 
requires all cash and checks collected to be physically secured until 
deposited with the bank. 

We found that internal controls over cash receipts were not properly 
designed or operating effectively. Although the District had written 
procedures governing the cash receipts process, these procedures 
did not adequately address the counting of cash, the preparation of 
duplicate receipts, or the physical security of moneys collected. The 
money received by the Treasurer’s offi ce was not counted in the 
presence of the person remitting the cash, nor were duplicate receipts 
issued by the Treasurer’s offi ce until after the money was deposited. In 
addition, we observed that undeposited cash and checks were stored 
in an unlocked drawer in a vault room that was accessible to staff. 

Based on these control defi ciencies, for a two-month test period 
(September 2006 and January 2008) we traced cash collections from 
duplicate receipts to bank deposits, and also traced checks received 
in the mail4 to the actual deposits. We found no exceptions. However, 
given the District’s system of not preparing receipts until after cash 
was deposited, exceptions may have occurred and not been detected 
by this audit procedure. A signifi cant portion of the District’s receipts 
are in cash; for example, for our two-month test period, $11,883 of 
the $18,342 deposited (65 percent) was cash. Unless District offi cials 
strengthen controls over the cash receipt process – namely, the 
verifi cation of cash counts, timely preparation of receipts, and secure 
physical storage —  the District remains at a signifi cant risk of errors, 
irregularities, or loss  occurring without being detected and corrected 
in a timely manner.

4 From a list maintained by the offi ce staff
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5. District offi cials should ensure that cash is counted in the presence 
of the person remitting the money, and that a duplicate receipt is 
prepared and one copy issued to the payer at the time the money 
is received.

6. Cash and checks should be secured in a locked drawer accessible 
to only one designated person who is responsible for safeguarding 
all cash receipts.

Recommendations
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Internal Audit Function

Education Law requires all school districts to have an internal audit 
function that includes, at a minimum, the development of a risk 
assessment of district operations. The risk assessment should include 
a review of fi nancial policies, procedures and practices; an annual 
review and update of such risk assessment; and annual testing and 
evaluation of one or more areas of the District’s internal controls. The 
internal auditor is also required to prepare reports (at least annually, 
or more frequently as the Board may direct) that analyze signifi cant 
risk assessment fi ndings, recommend changes for strengthening 
controls and reducing identifi ed risks, and specify timeframes for 
implementation of such recommendations.

The District may use its own employees, inter-municipal cooperative 
agreements, shared services to the extent authorized by Education 
Law, or independent contractors to fulfi ll the internal audit function. 
The internal auditor must have professional auditing qualifi cations 
and be independent of other District functions; must have no other 
responsibilities related to District business operations; and cannot be 
a family member of an employee, offi cer, or contractor providing 
signifi cant or material services to the District. In addition, an 
individual or consultant hired for the internal audit function may not 
have a signifi cant or material interest in any other contracts with the 
District.

The District entered into an inter-municipal agreement with 17 other 
school districts and the Cattaraugus-Allegany Board of Cooperative 
Educational Services (BOCES) to provide for the internal audit 
function beginning December 18, 2006. The agreement stipulates 
that “the jointly employed internal auditor shall be considered an 
employee of BOCES for purposes of payroll administration and 
benefi ts.”

The District spent over $3 million for BOCES services during the 
2006-07 fi scal year. Based on the material nature of these payments 
by the District to the BOCES, the BOCES employee serving as 
the internal auditor is not independent in performing the District’s 
internal audit function. This current arrangement is likely to put 
this individual, as a BOCES employee, in the position of evaluating 
signifi cant District services or programs that are provided to the 
District by BOCES, the individual’s employer. This individual may 
also be required to audit the system of documentation for the District’s 
payments to the BOCES, the individual’s employer. Therefore, this 
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individual is not independent in performing the duties of internal 
auditor for the District.

7. The Board should terminate the internal audit relationship with 
the Cattaraugus-Allegany BOCES and fi ll this position with an 
internal auditor who meets the independence requirements in 
Education Law and State Education Department guidance.

Recommendation
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District offi cials’ response to this audit can be found on the following pages.
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See
Note 1
Page 18
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APPENDIX B

OSC COMMENT ON THE DISTRICT’S RESPONSE

Note 1

The District may enter into an inter-municipal agreement with other school districts to receive internal 
auditing services, when those services are provided by an individual or fi rm employed by any of 
the participating districts. However, the arrangement to receive internal auditing services from the 
BOCES creates an independence impairment, because signifi cant goods and services are provided to 
the District by the BOCES.
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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 offi cials 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: fi nancial oversight, cash receipts and disbursements, purchasing, 
and payroll and personal services.

During the initial assessment, we interviewed appropriate District offi cials, performed limited tests 
of transactions and reviewed pertinent documents, such as District policies and procedures manuals, 
Board minutes, and fi nancial records and reports. In addition, we obtained information directly from 
the computerized fi nancial databases and then analyzed it electronically using computer-assisted 
techniques. This approach provided us with additional information about the District’s fi nancial 
transactions as recorded in its databases. Further, we reviewed the District’s internal controls and 
procedures over the computerized fi nancial 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. We then decided upon the reported objectives and scope by selecting for 
audit those areas most at risk. We selected fi nancial condition, cash receipts, and the internal audit 
function for further audit testing.

For fi nancial condition, we analyzed the fi nancial statements to determine fund balance trends and 
components of fund balance. We compared the District’s 2006-07 budget to actual results of operation. 
We also reviewed minutes for the establishment of reserves and analyzed schedules provided to us for 
unused leave time.

For cash receipts, we reviewed written District procedures and the documentation and approval of 
bank reconciliations. We also traced cash collections from duplicate receipts to bank deposits and the 
accounting records and traced listings of checks received in the mail to the bank deposits for selected 
months.

For the internal audit function, we reviewed the terms of the contract for the internal audit function and 
the amount to be paid by the District for services provided by BOCES.

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 suffi cient, 
appropriate evidence to provide a reasonable basis for our fi ndings and conclusions based on our audit 
objectives.  We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objectives.
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

Offi ce of the State Comptroller
Public Information Offi ce
110 State Street, 15th Floor
Albany, New York  12236
(518) 474-4015
http://www.osc.state.ny.us/localgov/

To obtain copies of this report, write or visit our web page:
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