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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 Valley 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 Valley Central School District (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 Assistant Superintendent for Business also acts as the District’s purchasing agent. He is 
responsible for approving all purchases and ensuring that they are made in accordance with District 
policy and General Municipal law.  The Board has appointed a claims auditor to act on its behalf.
 
The District has established and funded a Property Loss and Liability Reserve (PL&L) for $2 million 
during our audit period. General fund expenditures during our audit period were approximately $127.5 
million, including over $1.1 million paid to professional service providers. 

Scope and Objective

The objective of our audit was to examine the District’s internal controls over the Property Loss and 
Liability Reserve, purchasing and claims auditing for the period July 1, 2006 through May 31, 2008. 
For the Property Loss and Liability Reserve we extended our audit period to cover June 30, 2003 
through May 31, 2008.  Our audit addressed the following related questions:

• Did the District properly fund the Property Loss and Liability Reserve? 

• Are internal controls over purchasing appropriately designed and operating effectively to 
safeguard District assets?

• Are internal controls over claims auditing appropriately designed and operating effectively to 
safeguard District assets?

Audit Results

We found defi ciencies related to the establishment and use of the PL&L reserve, as well as defi ciencies 
in procurement and claims auditing. While the Board did establish a comprehensive procurement 
policy, District offi cials did not always follow it. In addition, the Board did not ensure that claims 
against the District were properly audited.
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District offi cials established the reserve and funded it with excess fund balance, totaling over $2 
million, at the end of the 2005-06 fi scal year to cover unanticipated shortfalls in State revenue. This 
is not a proper use for a PL&L reserve.  The District’s unappropriated fund balance was already at the 
maximum permitted by law, which was 2 percent1 of the District’s 2006-07 budget. The $2 million 
should have been used to pay off debt or to pay for non-recurring expenses, as well as to fund 2006-
07 expenditures, thus reducing the real property tax levy needed to fund the 2006-07 budget. When 
fi nancial information is not reported accurately, taxpayers cannot make informed decisions when 
voting on the District’s budget.  

We also found that the District is not adhering to the General Municipal Law or its own purchasing 
policy. The District did not issue requests for proposals for professional service providers, as required 
by their policy for seven of the eight service providers we tested for an aggregate of $1,177,000. 
These services included $603,000 for architectural services, $308,500 to two legal fi rms and $84,500 
for advertising. Additionally, the District did not competitively bid eight of the 25 vendors we tested 
for a total of approximately $146,000 in expenditures. This included $30,000 for kitchen equipment 
repair, $22,500 for doors and door parts and $18,200 for folding partitions. As a result of not seeking 
competition, District offi cials cannot be certain that goods and services of suitable quality were 
procured at the lowest price and in the best interest of the taxpayers.

Furthermore, the District did not have an effective claims auditing process. The claims auditor was 
not independent of the Business Offi ce function and did not perform a thorough review of all claims 
before approving them for payment. We found that 24 claims out of 68 tested, totaling $321,000, did 
not have suffi cient supporting documentation. Additionally, at least 13 claims totaling $614,000 were 
paid without claims auditor approval. Unless a thorough review of all claims is accomplished and all 
claims are approved by the claims auditor, the District may pay claims that are not legitimate District 
expenses.
 
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. District 
offi cials generally agreed with our recommendations and indicated they planned to initiate corrective 
action.

1  For the 2006-07 school year, unreserved, unappropriated fund balance could not exceed 2 percent of the current school 
year’s appropriations.   For the 2007-08 school year, the limit was 3 percent of 2007-08 appropriations and it has been 
increased to 4 percent for school years 2008-09 and thereafter.



55DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY    

Background

Introduction

Objective

The Valley Central School District (District) is located in the Town 
of Montgomery, and parts of the Towns of Newburgh and New 
Windsor, the Hamlets of Bullville, Campbell Hall and Rock Tavern 
and parts of the City of Middletown, Orange County and the Hamlet 
of Wallkill in Ulster 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 Assistant Superintendent for Business also acts as the District’s 
purchasing agent. He is responsible for approving all purchases and 
ensuring that they are made in accordance with District policy and 
General Municipal Law.  The Board has appointed a claims auditor 
to act on its behalf.

There are seven schools in operation within the District, with 
approximately 5,100 students and 920 employees. The District’s 
budgeted expenditures for the 2006-07 and 2007-08 fi scal years were 
$72.4 million and $76.9 million, respectively, which were funded 
primarily with real property taxes, State aid, and grants. The District 
has established and funded a Property Loss and Liability Reserve for 
over $2 million during our audit period. 

The objective of our audit was to examine the District’s internal 
controls over the Property Loss and Liability Reserve, purchasing, 
and claims auditing. Our audit addressed the following related 
questions:

• Did the District properly fund the Property Loss and Liability 
Reserve? 

• Are internal controls over purchasing appropriately designed 
and operating effectively to safeguard District assets?

• Are internal controls over claims auditing appropriately 
designed and operating effectively to safeguard District 
assets?

We examined internal controls of the Valley Central School District 
for the period July 1, 2006 through May 31, 2008. For the Property 
Loss and Liability Reserve, we extended our audit period to cover the 
period June 30, 2003 through May 31, 2008.

Scope and 
Methodology
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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 is 
included in Appendix B 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. District offi cials 
generally agreed with our recommendations and indicated they 
planned to initiate corrective action.

The Board has the responsibility to initiate corrective action. 
Pursuant to Section 35 of the General Municipal Law, 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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Property Loss and Liability Reserve

Education law permits school districts to establish reserve funds. 
A reserve fund is a separate account established to fi nance the cost 
of various district purposes and can be considered a self-imposed 
district savings account. In general, a reserve fund is designed to 
segregate resources for future use. Different types of reserve funds 
have different statutory requirements. For example, tax certiorari, 
uncollected taxes, property loss and liability, tax reduction and 
unemployment insurance payment reserves are types of reserve funds 
that may be established without voter approval; however, Board 
approval is required. On the other hand, voter approval is required to 
establish a capital reserve fund, which may be used to fi nance capital 
projects as an alternative to issuing bonds. This reserve is accounted 
for in the general fund. A repair reserve can be established without 
voter approval, but can only be funded with voter approval. 

There are two types of fund balance, reserved and unreserved. 
Reserved fund balance represents moneys that a district has set aside 
and may only be used for specifi c purposes and is therefore not 
available 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 next fi scal year. The portion of the unreserved 
fund balance that is used to help fi nance the next year’s budget is 
known as appropriated fund balance. The portion of the unreserved 
fund balance that is retained and can be used for cash fl ow purposes 
and unanticipated expenditures is known as the unappropriated fund 
balance. The amount of unappropriated, unreserved fund balance at 
the end of any given fi scal year has a direct impact on the amount 
of the tax levy needed to fund the ensuing fi scal year’s budget. Real 
Property Tax Law limited the unappropriated fund balance a district 
could retain to no more than 2 percent2 of the next year’s budget for 
the 2006-07 fi scal year and 3 percent for the 2007-08 fi scal year. 

A property loss is the damage, destruction or loss of property from 
any sudden, unexpected or unusual event such as a fl ood, hurricane, 
tornado, fi re or earthquake. A property loss and liability reserve 
(PL&L) may be established without voter approval. Separate reserve 
funds must be established for property loss and unsettled liability 
claims. Once established, these reserves may not be reduced below 
the estimated amount necessary to cover unsettled claims or suits. 
The portion of the reserve fund not allocated for unsettled claims 
2  For the 2006-07 school year, unreserved, unappropriated fund balance could not 
exceed 2 percent of the current school year’s appropriations.   For the 2007-08 
school year, the limit was 3 percent of 2007-08 appropriations and it has been 
increased to 4 percent for school years 2008-09 and thereafter.
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may be used upon dissolution of a district’s self-insurance to pay 
insurance premiums.  

The District originally established a PL&L reserve in June 2003 for 
$1.2 million. The District established the reserve for the purpose 
of covering unanticipated shortfalls in State revenue. This is not a 
proper use for a PL&L reserve.  Further, without voter approval, the 
District subsequently spent the funds on repairs to the foundation 
of one of the District’s schools. This is not an appropriate use for a 
PL&L reserve because the foundation repair was not caused by an 
unexpected event. In June 2006, the District re-established the PL&L 
reserve for $2 million, again funding it from excess fund balance. 
The District has not used any funds from this reserve and has accrued 
approximately $190,000 in interest. Furthermore, the District has not 
established separate funds for either property loss or liability claims 
as required by law.  

The District’s unappropriated fund balance was already at the 
maximum permitted by law, which was 2 percent of the District’s 
2006-07 budget. If District offi cials had not created the PL&L 
reserve, approximately $2 million could have been designated for 
debt payment, non-recurring expenses or the 2006-07 expenditures. 

1. The Board should establish reserve funds according to statutory 
requirements.

2. District offi cials should use the unappropriated fund balance at 
year end that is in excess of the legal limit to pay off debt, fund 
non-recurring expenses or to reduce the tax levy for the upcoming 
fi scal year.

3. District offi cials should use the monies  in the PL&L reserve for 
property loss or liability claims, or obtain voter approval to 
use the moneys for other purposes, as provided for in Education 
Law.

Recommendations
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Purchasing

A good system of internal controls consists of policies, practices and 
procedures that provide reasonable assurance that an entity is using 
its resources effectively and that it is complying with applicable 
laws and regulations. District offi cials are responsible for designing 
internal controls that help safeguard assets and ensure the prudent and 
economical use of its moneys when procuring goods and services. 
The Board is responsible for adopting policies to provide reasonable 
assurance that goods and services will be procured at the best 
available prices, that taxpayer funds will be expended in a prudent 
manner, and that procurements comply with statutory requirements. 
District offi cials are responsible for implementing and monitoring 
those policies.

The Board has adopted a comprehensive purchasing policy which 
adheres to General Municipal Law (Law)  competitive bidding 
requirements, requires verbal and written quotes for purchases not 
subject to competitive bidding and requires requests for proposals 
(RFPs) for professional services. However, internal controls over 
implementing these policies were weak. District offi cials did not 
always obtain RFPs, competitive bids, or written quotes when 
required.  

The District’s current policy requires that the District obtain 
requests for proposals for professional services.  We tested eight 
professional service providers who were paid approximately 
$1,177,000 during the audit period and determined that the District 
paid approximately $1,116,000 to seven of the eight service providers 
without obtaining RFPs. These services included, but were not 
limited to, $603,000 for architectural services, $308,500 to two legal 
fi rms and $84,500 for advertising. 

District offi cials informed us that they have not sought competition 
because they were comfortable with their current service providers. 
However, by not adhering to District policy and awarding contracts 
for professional services without the benefi t of RFPs, District 
offi cials cannot be sure that they have acquired professional services 
in the most economical manner and in the best interest of District 
taxpayers.  

The Law requires school districts to advertise for bids for purchases 
in excess of $10,000 and public work contracts in excess of $20,000. 
Although the District has a procurement policy with relevant 
procedures in place for acquiring goods and services in accordance 

Requests For Proposals

Competitive Bidding
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with the competitive bidding and procurement statutes, District 
offi cials did not always follow these procedures. 

We found that the District made purchases in excess of the bidding 
thresholds without the benefi t of a bidding process. Of approximately 
$4.2 million in expenditures that required competitive bidding, 
we tested a total of approximately $468,000 in payments made to 
25 vendors. District offi cials did not use competitive bidding for 
purchases of approximately $146,000 from eight of the 25 vendors. 
In several cases, District offi cials made multiple payments that were 
paid in installments that were below the bidding thresholds, but when 
aggregated, would require bidding.  For example:

• Approximately $30,000 was paid to a vendor for kitchen 
equipment repair in 13 payments ranging from $89 to $9,200. 
This procurement was subject to the $20,000 bidding 
threshold.

• Approximately $22,500 was paid to a vendor for doors and 
door parts in 13 payments ranging from $151 to $10,200. 
This purchase was subject to the $10,000 bidding threshold.

• Approximately $18,200 was paid to a vendor for folding 
partitions in three payments of $327, $3,780 and $14,096. 
This purchase was subject to the $10,000 bidding threshold.

Awarding contracts without the benefi t of a public bid process for 
goods or services that exceed bidding thresholds violates State law 
and the District’s own policies and procedures. As a result, District 
offi cials cannot be sure that they have obtained goods and services of 
suitable quality at the lowest price. 

The Board has adopted sound purchasing policies that clearly 
outline when to obtain quotes for purchases of goods or services that 
are not subject to the bidding requirements. For most of the audit 
period, the Board policy required more than three written quotes for 
purchases between $5,000 and $9,999 and public works contracts 
between $10,001 and $19,999. The Board changed this policy in 
January 2008 to require three written quotes for purchases between 
$7,500 and $9,999 and public works contracts between $10,001 and 
$19,999. District offi cials have not always followed the District’s 
policy requiring written quotes for purchases. 

We tested 15 purchases totaling $99,000 that required written quotes 
and found that the District did not receive quotes for three of the 
purchases totaling approximately $15,800. This included $5,300 for 

Written Quotes
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gym fl oor repairs, $5,300 for masonry work and $5,200 for two-way 
radios.

By not adhering to District policy and obtaining written quotes when 
required, District offi cials are circumventing an important internal 
control which helps insure that the District is obtaining goods and 
services at the lowest possible prices.

4. District offi cials should obtain the required competitive bids, 
quotes and requests for proposals as outlined in their purchasing 
policy.

Recommendation
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Claims Auditor

The audit and approval of claims is one of the most critical elements 
of the District’s internal control system. The Board is responsible 
for auditing the District’s claims before they are paid.  If the Board 
chooses, it may appoint a claims auditor to assume the powers and 
duties of the Board with respect to auditing claims. Guidance from 
the State Education Department (SED) reiterates that there is no 
provision in law to permit the Board to appoint more than one claims 
auditor. The claims auditor must report directly to the Board and 
not to any other District staff or management. The claims auditor’s 
ability to act in a totally independent manner could be compromised 
if he or she is placed under the supervision or control of other District 
personnel. An independent claims audit function helps the Board to 
prevent or detect management abuses or improprieties and provides 
assurance that the District expends funds for authorized purposes and 
in accordance with Board policies.

The Board has elected to appoint a claims auditor to assume the 
Board’s powers and duties of approving or denying claims against 
the District. This same person also serves as the receptionist to the 
Business Offi ce and  reports to the Superintendent. In addition, the 
Board has appointed an additional claims auditor to help when claims 
became backlogged.  Furthermore, clear directions on the audit of 
claims were not provided to the claims auditors. 

Our audit disclosed signifi cant defects in the auditing of claims. The 
District’s claims audit function is not independent and the claims 
auditor’s review is not suffi cient.  In addition, we identifi ed claims 
that were paid without being reviewed by the claims auditor.  As a 
result, District offi cials do not have suffi cient assurance that only 
claims for valid District purposes are being paid.

A claims auditor must be independent and have no other 
responsibilities related to the District’s business operations and 
must report directly to the Board. The District’s claims auditor from 
December 2006 through our audit period was also the Business 
Offi ce receptionist and therefore was not independent. In addition, 
when reviewing claims, she also entered them into the computerized 
accounts payable software system for check processing. Because 
this is an accounting function, it further impairs her independence 
and diminishes the effectiveness of the claims audit process. 
Furthermore, due to a backlog of claims, the Board appointed a 
second claims auditor to assist the receptionist. The Board did not 
comply with SED guidance when it appointed the second claims 

Segregation of Duties
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auditor. By having two claims auditors, District offi cials had the 
ability to present claims to the assistant claims auditor instead of 
the claims auditor, which also weakens the process.  The District has 
since appointed a new claims auditor, as of July 2008. However, the 
current claims auditor also enters the cash disbursement data into the 
computerized software system.

In addition to increasing the risk for unauthorized payments 
by requiring the claims auditor(s) to enter the claims into the 
computerized accounts payable system, appointing a claims 
auditor who reports to someone other that the Board diminishes the 
effectiveness of the claims audit function.

Effective internal controls over claims processing ensures that every 
District claim has suffi cient supporting documentation to determine 
that it complies with District policies, and that the amounts claimed 
represent actual and necessary District expenses. The audit of a claim 
should be a deliberate and thorough process to determine that the 
payment is proper and just.
  
The claims auditor did not perform a thorough review of all claims 
before approving them for payment. We reviewed a total of 68 claims 
totaling approximately $2.1 million and found that 24 claims totaling 
$321,000 did not have suffi cient supporting documentation. Without 
proper supporting documentation such as original invoices, receiving 
reports and proper authorizations, the claims auditor cannot properly 
verify that these are valid District expenditures. We also found that 
when the claims auditor was not available or there was a backlog of 
claims not processed, the accounts payable clerk entered the claims 
on the District’s fi nancial system, bypassing the claims auditor. These 
claims would then be paid without the approval of the claims auditor. 
This occurred at least 13 times for an aggregate of $614,000. 

The incomplete review of claims, or the failure to audit them at all, 
increases the risk that inappropriate claims will be paid.

5. District offi cials should not permit the claims auditor to perform 
any accounting functions in the Business Offi ce.

6. The Board should ensure that the claims auditor performs a 
thorough review of all claims; this should include verifying all 
supporting documentation is included and all authorizations are 
present. 

Audit of Claims

Recommendations
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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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APPENDIX B

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 the Property Loss and Liability reserve, purchasing 
and claims auditing for further audit testing. We examined the following records to determine the 
effectiveness of internal controls pertaining to these areas: 

• Board minutes

• Payment vouchers

• Cash disbursement journals

• Journal entries

• Budget status reports

• 2003, 2004, 2005, 2006 and 2007 Audited Financial Statements

• Interoffi ce memorandums.

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 
objective. We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objective.
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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: 

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/
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