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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

November 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 New Hartford Central School District, entitled Internal
Controls Over Fuel Inventory. 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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Introduction

Background The New Hartford Central School District (District) is located in the
Towns of New Hartford, Paris and Kirkland, Oneida County and the
Town of Frankfort, Herkimer 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 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’s transportation supervisor is responsible for overseeing the
Transportation Department’s operations, which includes accounting
for fuel delivered, consumed, and inventoried.

There are five schools in operation within the District, with
approximately 2,650 students and 420 full and part-time employees.
The District’s budgeted expenditures for the 2006-07 fiscal year were
approximately $41 million, which were funded primarily with State
aid, real property taxes, and grants.

Objective The objective of our audit was to examine the District’s internal
controls over fuel inventories. Our audit addressed the following
related question:

» Areinternal controls over gasoline and diesel fuel inventories
appropriately designed and operating effectively to adequately
safeguard District assets?

Scope and Methodology 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, and payroll
and personal services. 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 area of fuel inventories; therefore, we examined the District’s
internal controls over fuel inventories for the period July 1, 2006 to
May 9, 2008.

We conducted our audit in accordance with generally accepted
government auditing standards (GAGAS). More information on
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Comments of District
Officials and Corrective
Action

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 will
take, or have taken, 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, a written corrective action plan (CAP)
that addresses the findings and recommendations in this report must
be prepared and forwarded to our office within 90 days. To the extent
practicable, implementation of the CAP must begin by the end of
the next fiscal year. For more information on preparing and filing
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 office.
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Fuel Inventory Controls

It is important that school districts establish a system of internal
controls over their diesel and gasoline fuel to provide reasonable
assurance that fuel purchases and subsequent usage are properly
recorded and used appropriately. A good system of internal controls
consists of policies and procedures to provide clear guidance to staff
on how to safeguard fuel inventories. These policies should require
limiting access to fuel stores; maintaining perpetual inventory
records that identify quantities delivered, consumed and on hand,;
and conducting periodic inventories to reconcile inventory records
to physical inventory levels. It is essential that each driver who is
authorized to use the fuel system have a distinct identification (ID)
number and each vehicle and piece of equipment have a distinct ID
number to accurately track who is pumping fuel and what vehicle or
piece of equipment is using the fuel. It is also important for school
district officials to review fuel usage reports to ensure only district
vehicles and equipment are being fueled and all fuel usage can be
accounted for.

The District purchases fuel from a State contract vendor and maintains
fuel inventories in one, above-ground storage tank that is segmented
into two compartments; one 9,950-gallon compartment for diesel fuel
and a second 2,050-gallon compartment for gasoline. The District’s
fuel pumps are located on District property next to the Transportation
Department’s office. The District has a fleet of about 50 buses, 10
Buildings and Grounds Department vehicles, one Driver’s Education
vehicle, and a variety of miscellaneous maintenance equipment.
Operators use a key to activate the automated pumping system to
provide fuel for District vehicles and equipment. During the 2006-
07 fiscal year, the District purchased 58,125 gallons of diesel fuel
and 7,228 gallons of gasoline at a cost of $128,017 and $14,391,
respectively.

We found that District officials have not developed written policies and
procedures for controlling vehicle fuel inventories. Without policies
and procedures, there is no common standard for employees to follow.
This can result in misunderstandings by staff and operations not being
performed according to management’s expectations. In addition, the
District did not assign separate ID numbers for each vehicle and piece
of equipment and to each employee authorized to access fuel, and did
not require employees to input odometer readings to track mileage.
Although District officials did not maintain perpetual inventory
records prior to the start of our audit, they did take corrective action by
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developing records during our fieldwork and attempting to reconcile
the inventory records with the amount of fuel on hand.

The computerized fueling system allows the District to ensure that
only authorized individuals may access fuel and fuel pumped can be
tracked to a vehicle or piece of equipment; however, the District is
not using this function to its full capacity. The District has three keys
which can activate its fuel pumping system. One key is maintained by
an individual designated to pump fuel for the District’s bus fleet, one
key is kept in the Buildings and Grounds Department office, and one
key is kept in the Transportation Department office. After activating
the fuel pumping system by key, the operator enters the pump number
and the vehicle number, and then begins fueling the vehicle. The
system automatically records the date, time, vehicle number, pump
number, and quantity pumped in gallons. The system also has the
ability to track employee 1D numbers and vehicle mileage; however,
the District does not currently assign each authorized employee a
distinct ID number or require employees to input odometer readings.
Therefore, District officials are not able to assign accountability for
vehicle fuel use to a specific employee or monitor vehicle fuel use per
mile.

We also noted that equipment (such as mowers and other Buildings and
Grounds Department equipment), gas cans, and the Driver’s Education
vehicle are not given their own unique ID numbers. Therefore, when
fuel is pumped for these purposes, two miscellaneous codes are entered
into the system instead of distinct ID numbers. Without this type of
fuel usage information, District officials are not able to identify and
investigate fluctuations in fuel usage and possible thefts.

District officials told us they did not regularly analyze the fuel usage
reports for reasonableness (e.g., the date and time fuel was pumped,
the number of gallons pumped into vehicles versus the tank capacities,
etc.). Periodic analytical reviews of fuel usage records can help to
disclose unusual transactions or trends requiring further investigation.
Any transactions that do not fit an expected pattern (e.g., fueling on
a holiday), seem unusual (e.g., fueling at midnight), or are missing
information need to be investigated and resolved.

Finally, the District did not maintain perpetual inventory records
showing fuel deliveries, usage and inventory on hand. Although
District personnel said that they physically measure! the level of
fuel in the storage tanks once a week to insure there is sufficient fuel

! Physically measuring is a process involving the placing of a calibrated stick into the
fuel tanks to measure the amount of fuel (inches) in the tanks then using a conversion
chart to convert the stick reading (inches) to a liquid measure (gallons).
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for the week’s activity, and they stick the tanks prior to, as well as
immediately following, fuel deliveries, they do not always record
this information and they do not compare it to an inventory record
or verify the amounts billed were actually received. The failure to
maintain perpetual inventory records and to reconcile them with the
fuel on hand increases the risk that errors and irregularities might
occur and go undetected.

During our audit, we informed District officials of the control
weaknesses over fuel. Under the supervision of the Assistant
Superintendent for Business, the transportation supervisor and staff
within the Business Office developed a perpetual inventory record
for diesel fuel and attempted to reconcile the record with the amount
of fuel in the tank. District officials informed us that consumption
records were only available in the computer system dating back to
January 2008.2 The District contacted the fuel supplier and obtained
stick measurement readings to determine the beginning diesel fuel
inventory as of January 14, 2008, and then added subsequent fuel
deliveries before subtracting fuel usage that was reported by the
computerized fuel system in order to determine the amount of fuel that
should be in the tank as of May 8, 2008. The District took a physical
measurement of the fuel in the tank on May 8 and determined that
755 gallons of diesel fuel could not be accounted for.®> This difference
represents 2.6 percent of diesel purchased during the period. District
officials were unable to perform a similar analysis for gasoline
because a gasoline fuel inventory (stick reading) was not available;
therefore, a beginning inventory amount could not be determined.
District officials indicated that they will maintain perpetual inventory
records for both gasoline and diesel fuel in the future and they will
reconcile these records to physical inventories on a monthly basis and
investigate differences.

In March 2008, just prior to the start of our audit, the District installed
a camera surveillance system in order to strengthen controls over its
fuel inventories. In addition, the District also obtained a fuel system
software upgrade in May 2008, which will allow for the retention of
consumption records and help eliminate the problem that occurred
with the loss of the pre-January 2008 usage data. Furthermore, the
upgrade will allow fuel data to be printed in a more user-friendly
form.

2 Prior to the installation of updated software in May 2008, the fuel system data was
overwritten if data was not transferred from the data entry points to the Transportation
Department office computer system in a timely manner. As a result, District officials
could not generate complete consumption records prior to January 2008.

% The balance of fuel that should be in the tank per the perpetual inventory record
exceeded the actual inventory on hand.
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Recommendations 1. District officials should develop written, comprehensive internal
control policies and procedures for its fuel inventories that address
the safeguarding of fuel and the maintenance of accurate and timely
inventory records.

2. District officials should use their new computer software to its
fullest capability including, recording vehicle odometer readings
and using separate 1D numbers for each employee and each vehicle
or piece of equipment.

3. District officials should maintain fuel consumption records and
perform analytical reviews to ensure that: miles per gallon per
vehicle are consistent between fuelings; recorded fuelings do not
exceed the vehicle’s tank capacity; and the dates and times of
fuelings are reasonable.

4. The District should maintain perpetual inventory records that
identify the quantities of fuel purchased/delivered, dispensed and
on hand. These records should be reconciled to periodic physical
inventories and any differences identified should be promptly
investigated and resolved.
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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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NEW HARTFORD CENTRAL SCHOOL DISTRICT
33 Oxford Road
New Hartford, NY 13413

ROBERT J. NOLE
Superintendent of Schools
Phone: 315-624-1218
Fax: 315-724-8940

October 24, 2008

Office of the State Comptroller
State Office Building, Room 409
333 E. Washington Street
Syracuse, New York 13202-1428

The New Hartford Central School District has received and reviewed the preliminary draft
Report of Examination for the audit period July 1, 2006 — May 9, 2008. The New Hartford
Central School District appreciates the opportunity to acknowledge the findings and
provide our corrective actions in response to the audit recommendations.

During the course of the audit the Comptroller’s Office conducted a comprehensive
examination of the District’s financial processes, including payroll, financial oversight, cash
receipts and disbursements, purchasing and personnel services. As part of this
examination the Comptroller’s Office identified controls and processes that can be
strengthened over our fuel inventory. We concur with these recommendations and have
implemented a corrective action plan to strengthen these controls.

In 2008 the District installed a new software program to improve efficiencies and tracking
methodology for fuel inventory which greatly improved the level of controls over those
available under the old system. In addition, the District has installed security cameras on
the tank for visual monitoring of tank usage. The Business Office also performed
documented analytical reviews of gallons used during the development of the annual
budget. The Budget and Finance Committee of the District also reviews monthly
appropriation status reports of expenditures which include the fuel budget and analyzes
variances. While the audit did not identify any improper use of fuel it did provide
recommendations on how to further improve the controls provided by the new system.
These recommendations are as follow:

1. District officials should develop written, comprehensive internal control policies and
procedures for its fuel inventories that address the safeguarding of fuel and the
maintenance of accurate and timely inventory records.

2. District officials should use their new computer software to its fullest capability
including, recording vehicle odometer readings and using separate ID numbers for
each employee and each vehicle or piece of equipment.
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3. District officials should maintain fuel consumption records and perform analytical
reviews to ensure that: miles per gallon per vehicle are consistent between
fuelings; recorded fuelings do not exceed the vehicle’s tank capacity and the dates
and times of fuelings are reasonable.

4. The District should maintain perpetual inventory records that identify the quantities
of fuel purchased/delivered, dispensed and on hand. These records should be
reconciled to periodic physical inventories and any differences identified should be
promptly investigated and resolved.

The District concurs with these recommendations and will implement them as described
below:

1. Written policies and procedures will be prepared that formalize and delineate
responsibility over the processes within the fuel inventory system. This will formally
segregate the responsibilities for procuring the fuel, measuring and reconciling the
fuel and performing an analytical review over both usage and authorized users.

2. The District has assigned separate ID numbers for employees and vehicles to
maximize the use of the new computer software.

3. A complete reconciliation of the perpetual inventory system is performed daily. In
addition to this, delivery and receipt of fuel will have a written acknowledgement
provided by the supplier to a New Hartford Central School District employee. Fuel
tank readings will be taken and recorded from before and after the delivery and the
difference compared to the fuel receipt provided by the supplier.

4. A formal monthly analytical review has been implemented to review the detailed
usage reports provided by the system as well as to review the authorized users to
determine they are still valid. The Assistant Superintendent for Business Affairs, the
Director of Transportation and a clerk within the Transportation Department will
conduct this review.

We appreciate your assistance in further strengthening our internal controls and
processes. The audit was both thorough and professional and we appreciate the
communication throughout the audit process.

Sincerely,
r&d% ?%FSL
Robert J.\Nole

Superintendent of Schools

RIN:rak
cc: Board of Education
Mrs. Mary Mandel
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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,
and payroll and personal services.

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 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 internal
controls over fuel inventories for further audit testing.
To accomplish our audit objective, we interviewed the Assistant Superintendent for Business,
transportation supervisor, and the bus driver who is primarily responsible for fueling the District’s bus
fleet. We also examined the following records and reports in an effort to gain an understanding of the
District’s fuel operations:

* Busdriver daily report logs

* Fuel usage reports for the period January 14, 2008 through May 7, 2008

* Vendor payment history for the period July 1, 2006 through May 9, 2008

* Fuel invoices for the period July 1, 2006 through May 9, 2008

» Bills of lading or receiving reports

* \ehicle inventory log and fuel tank capacities

* Measuring stick calibrations

* Fuel tank measurement conversion chart — inches to gallons
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We analyzed fuel usage records for the frequency and amount of fuel pumped. We also reviewed the
District’s comparison of diesel fuel inventory records to the physical inventory of fuel as of May 8,
2008.

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/

OFFice oF THE NEw York STATE COMPTROLLER




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, Suite 1032

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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