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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

June 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 Westfi eld Academy and Central School District, entitled 
Internal Controls Over Selected Financial Activities. 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 Westfi eld Academy and Central School District (District) is located in the Towns of Westfi eld, 
Portland and Ripley in Chautauqua County. The District is governed by the Board of Education 
(Board) which comprises nine elected members. The Board is responsible for the general 
management and control of the District’s 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 Board has overall responsibility for District operations. The Superintendent and administrative 
staff are responsible for managing and overseeing the daily operations of the District.  The Business 
Manager, who also serves as the District’s Clerk and purchasing agent, is responsible for the 
District’s fi nances and accounting records.  The District uses a combination of manual records and 
a computerized system to record fi nancial activity. 

Scope and Objective

The objective of our audit was to examine the District’s internal controls over selected fi nancial 
activities for the period July 1, 2005 through October 18, 2007. However, we expanded our scope 
for certain budgetary practices to July 1, 2001 through October 18, 2007. Our audit addressed the 
following related questions:

• Has the District taken adequate action to address the excessive unappropriated, unreserved 
fund balance in the general fund and to monitor revenues and expenditures?

• Are internal controls over cash disbursements appropriately designed and operating 
effectively?

• Are internal controls over the trust and agency fund appropriately designed and operating 
effectively?

• Are internal controls over payroll and the maintenance of leave time records, for other than 
teachers, appropriately designed and operating effectively?

Audit Results

The District has not taken adequate action to address the excessive fund balance in the general fund 
or to monitor revenues and expenditures. As of June 30, 2007, the unreserved general fund balance 
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totaled $2.4 million.1  However, District offi cials did not appropriate any fund balance to reduce the 
tax levy. As a result, the fund balance was approximately fi ve times more than the amount allowed by 
law.2   

Further, the Board created a workers compensation reserve fund to which it transferred $845,000.  
Since the District does not self-insure for workers compensation, there was no authority to create this 
reserve and the Business Manager indicated that there was no basis for the amount reserved.  Instead, 
it was created to reduce unreserved fund balance as suggested by the District’s independent public 
accountant.  Due to these defi ciencies, taxpayers have had to pay more than necessary to sustain 
operations.

Internal controls over cash disbursements are not adequate.  District offi cials are not following 
important aspects of the procurement policy approval process, the Superintendent and Interim-
Superintendent inappropriately served as claims auditors and disbursements totaling $2.1 million were 
not audited.  We also identifi ed serious control weaknesses involving the check signing/disbursement 
function. As a result, there is an increased risk that purchases will be made at a cost that is higher than 
necessary and that errors or irregularities could occur and not be detected and corrected in a timely 
manner.

The Treasurer is responsible for disbursing trust and agency fund moneys.  However, the Business 
Manager does not monitor fund activity, nor does he possess any detailed information for the fund.  
It is apparent that these signifi cant control defi ciencies have existed for several years.  As a result, 
unidentifi ed moneys have accumulated in the trust and agency fund, which could likely be used to 
reduce the tax levy, and there is a substantial risk that moneys could be disbursed contrary to their 
intended purpose. 

The Board has not adopted policies and procedures for payroll and leave time.  In addition, the payroll 
clerk is solely responsible for the payroll process, from entering data to affi xing the Treasurer’s 
signature to payroll checks.  Although the Superintendent certifi es payroll reports, the reports are not 
suffi cient to make this control effective.  Although we did not identify any discrepancies, these control 
weaknesses increase the potential for wrongdoing and put District assets at risk. We also found that 
Business Offi ce staff and administrators maintain their own leave time records, the records are not 
always dated, and some lack an indication of review or approval.  Further, there is no documented 
approval process and attendance records and time sheets are not used.  As a result, there is an increased 
risk that employees may use, be paid for or receive benefi ts based on leave time to which they are not 
entitled. 

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 that they planned to initiate 
corrective action.

1  Per the District’s accounting records for the fi scal year ended June 30, 2007 
2  Representing 17 percent of the $13.9 million budgeted for 2007-08  
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Background

Introduction

Objective

The Westfi eld Academy and Central School District (District) is 
located in the Towns of Westfi eld, Portland and Ripley in Chautauqua 
County. The District is governed by the Board of Education (Board) 
which comprises nine elected members. The Board is responsible for 
the general management and control of the District’s 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 Board has overall responsibility for the District’s operations. 
The Superintendent and administrative staff are responsible for 
managing and overseeing the daily operations of the District. The 
Board appointed the Superintendent to certify payrolls and to be 
the claims auditor.  The Business Manager, who also serves as the 
District’s Clerk and purchasing agent, is responsible for the District’s 
fi nances and accounting records.  The District uses a combination 
of manual records and a computerized system to record fi nancial 
activity. 

There is one school in operation within the District, with approximately 
825 students and 150 full time employees. The District’s budgeted 
expenditures for the 2006-07 fi scal year were $13.4 million, which 
were funded primarily with State aid, real property taxes and grants.

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

• Has the District taken adequate action to address the excessive 
unappropriated, unreserved fund balance in the general fund 
and to monitor revenues and expenditures?

• Are internal controls over cash disbursements appropriately 
designed and operating effectively?

• Are internal controls over the trust and agency fund 
appropriately designed and operating effectively?

• Are internal controls over payroll and the maintenance of 
leave time records, for other than teachers, appropriately 
designed and operating effectively?
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Comments of District 
Offi cials and Corrective 
Action

We examined the District’s internal controls over fi nancial 
condition, cash disbursements, the trust and agency fund, and 
payroll for the period July 1, 2005 to October 18, 2007. However, 
we expanded our scope for certain budgetary practices to July 1, 
2001 through October 18, 2007.

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.

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 
that 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, the Board must 
approve a corrective action plan that addresses the fi ndings in this 
report, forward the plan to our offi ce 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 offi ce. For 
guidance in preparing the plan of action, the Board should refer to 
applicable sections in the publication issued by the Offi ce of the State 
Comptroller entitled Local Government Management Guide.

Scope and
Methodology
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Financial Condition

A school district’s fi nancial condition determines its ability to 
provide educational services to the 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 Superintendent are also responsible for ensuring that 
budgets are prepared, adopted, and amended based on reasonable 
estimates of appropriations and the resources available. 

An important aspect of budget preparation includes the reasonable 
estimate of fund balance to be appropriated at the end of the fi scal 
year to reduce real property taxes. Unreserved fund balance is 
uncommitted and therefore may be appropriated. Real Property 
Tax Law limits the amount of unreserved and unappropriated fund 
balance to no more than 3 percent3 of the ensuing year’s budget. 

The District has failed to follow proper budgeting practices.  As 
of June 30, 2006, the unreserved and unappropriated general fund 
balance totaled $2.1 million, which represented 16 percent of the 
$13.4 million budgeted for 2006-07.  This was approximately eight 
times more than the amount allowed by law.  Further, the 2006-
07 fi scal year ended with an operating surplus of about $980,000.4  
After transferring $701,000 into reserve, the unreserved and 
unappropriated fund balance increased to $2.4 million, representing 
more than 17 percent of the 2007-08 budget.

The Superintendent prepared the budgets and the Board approved 
them. The Superintendent and Board caused the excessive fund 
balances by routinely overestimating appropriations and failing 
to estimate and include a portion of unreserved fund balance to 
reduce the tax levy.  For example, appropriations exceeded actual 
expenditures by $2.4 million over the past three fi scal years,5  

with $1.9 million of that due to the overestimation of employee 
benefi ts and general instruction costs. Further, the 2006-07 and 
2007-08 budgets did not appropriate any fund balance to reduce 
taxes even though the Business Manager provided Board members 
and Superintendent with revenue and appropriation status reports 
and other fi nancial data on a monthly basis, which indicated there 
was suffi cient unreserved fund balance to fund a substantial portion 
of the proposed appropriations. 
3  Previously, unreserved fund balance could not exceed 2 percent. For the 2007-08 
fi scal year it is 3 percent of the current school year budget and increases to 4 percent 
for 2008-09 and years thereafter.  
4  Per the District’s accounting records for the fi scal year ended June 30, 2007
5  Fiscal years 2004-05, 2005-06 and 2006-07
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Further, this excessive fund balance does not include two reserve 
funds.  As of June 30, 2007, the reserve funds have had no 
expenditures and accumulated to approximately $961,000.  

• Workers’ Compensation Reserve – This reserve was 
established by resolution in October 2005 in the amount 
of $144,000 to pay related costs.  General Municipal Law 
authorizes the District to establish a reserve fund to pay for 
workers’ compensation benefi ts, medical, hospital or other 
expenses, and the expenses to administer a self-insurance 
program.  However, the District does not self-insure for 
these expenses.  Instead, the District annually budgets for 
these expenses, including the purchase of insurance, in the 
general fund.  In January 2007, the Board passed a resolution 
to increase this reserve by $701,000 to $845,000.  However, 
the Business Manager indicated that they had no intention of 
self-insuring worker’s compensation expenses, there was no 
basis for the amount reserved and the reserve was created to 
reduce unreserved fund balance as suggested by the District’s 
independent public accountant.  The District is not, nor does it 
claim to be, self-insured.6  Therefore, since District offi cials 
had no authority to establish this reserve, these moneys should 
be returned to the general fund’s unreserved, unappropriated 
fund balance, to be appropriated for any general fund 
purpose.  

• Tax Certiorari Reserve – This reserve was established by 
Board resolution in October 2005, in the amount of $116,000 
to pay judgments and claims.  Although the Business Manager 
told us that the amount reserved was based on pending 
litigation, and therefore, the District may be required, at some 
point, to use these moneys, none of these funds have been 
used to date.  

While fund balance has been increasing at a dramatic pace over the 
past several years, the Board has increased the tax levy by 2 percent 
in 2007-087 and a total of 30 percent or $1.32 million over the past 
six years. Enrollment, during this same period, has decreased by 
approximately 15 percent. The failure to follow proper budgeting 
practices has resulted in the accumulation of fund balance in excess 
of the amounts allowed by law and in taxpayers paying more than 
necessary to sustain operations.

6 In 2006-07, the District paid $86,078 for workers’ compensation insurance and 
seven individual claims totaling $1,547 from the general fund.   
7 The tax rate per thousand decreased in 2007-08 a direct result of an increase in 
total assessed valuation of properties within the District.
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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 developing the ensuing year’s 
budget. 

2. The Board should ensure an appropriate level of fund balance 
is appropriated to reduce the property tax levy and comply with 
statutory requirements regarding the amount of fund balance that 
can remain at year-end.

3. The Board and District offi cials should develop revenue and 
appropriation estimates for the annual budget that are more 
realistic and monitor fi nancial activity to ensure that operations 
closely mirror the budget.

4. District offi cials should consult with their legal counsel to 
determine what action must be taken to address the improperly 
established reserve fund. 

5. The Board should review the tax certiorari reserve and determine 
if the amount reserved is necessary to pay for current claims and 
claims that are likely to be fi led against the District.

Recommendations
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Cash Disbursements

An effective system of internal controls provides that cash is 
disbursed only upon proper authorization, when supported by 
appropriate documentation, for valid business purposes, and is 
properly recorded. A good system of internal controls can help to 
prevent errors or irregularities, or to identify them in a timely manner 
so they may be addressed and corrected.

District management has established important internal controls 
related to cash disbursements.  However, these controls are not 
always operating effectively. District offi cials are not complying 
with key aspects of the purchase approval process as set forth in the 
procurement policy, the Superintendent and Interim-Superintendent 
inappropriately served as claims auditors, disbursements are not 
undergoing an adequate claims audit and there are serious control 
weaknesses in the check signing/disbursement function.  As a result, 
there is an increased risk that purchases will be made at cost that are 
higher than necessary, and that errors or irregularities could occur and 
not be detected and corrected in a timely manner.

The Board has designated the Business Manager to be the purchasing 
agent. The procurement policy requires the Business Manager/
purchasing agent to approve purchase requisitions and purchase 
orders before purchases are initiated.  The policy also requires 
District personnel to obtain quotes, which must be adequately 
documented, for purchases that exceed $250 except where the 
purchase is subject to competitive bidding requirements or State or 
County bids are used.  Competitive bidding is required for purchases 
and public works contracts that, in aggregate, exceed $10,000 and 
$20,000 respectively. 

These internal controls are appropriately designed.  However, they 
are not operating effectively. District personnel are not consistently 
using requisition forms to obtain approvals for purchases prior to 
initiating transactions. Instead, in most cases, purchase orders are 
created after the invoices are received from the vendors or receipts 
are submitted by the purchasers. The Business Manager/purchasing 
agent informed us that requisitions are most frequently used when 
District personnel are placing orders for supplies and equipment at 
the beginning of the fi scal year and that most purchases during the 
year are not initiated with requisitions. 

Purchase Approval Process
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Due to these internal control weaknesses, we judgmentally selected8 

and reviewed 29 purchases made during 2006-07 totaling $155,107.  
The Business Manager/purchasing agent’s signature was on all 
purchase orders to indicate his approval.  However, in most cases, 
he did not have suffi cient information to determine if the purchases 
were made in accordance with the procurement policy. We noted the 
following:

• Twelve purchases subject to quotation requirements totaling 
$38,952 lacked documentation to indicate that District 
offi cials received quotes and compared prices. 

• Six purchases totaling $14,550 lacked evidence to indicate 
they were purchased under State contract, although the 
Business Manager/purchasing agent told us they were.

• Three purchases totaling $91,116 included documentation to 
indicate that the items were purchased under State contract.  
However, the Business Manager/purchasing agent did 
not verify that the pricing agreed with the contract before 
approving the purchases.

When we asked the Business Manager/purchasing agent about the 
lack of required documentation, he told us that purchasers obtain 
quote/State contract information before they make purchases.  
However, he does not obtain or review this information when he 
approves the items for payment. 

The failure to ensure that District personnel consistently use 
requisition forms prior to initiating transactions and that purchase 
documentation includes evidence of compliance with quotation 
requirements increases the risk that purchases will be made at costs 
that are higher than necessary, and that errors or irregularities could 
occur and not be detected and corrected in a timely manner.

The Board is responsible for conducting a deliberate and thorough 
audit of all claims prior to payment.  If the Board so chooses, it may 
appoint a claims auditor, who then assumes the powers and duties of 
the Board to approve claims for payment. Education Law specifi cally 
prohibits certain individuals, including the Superintendent, from 
serving as claims auditor.  The State Education Department defi nes 
the duties of the claims auditor, which include ensuring that all 
claims are for legitimate expenses and supported with appropriate 
documentation. 

Claims Audit

8 These items were selected from the check register. Hand-drawn checks do not 
appear on the check register. See related fi nding entitled Claims Audit for further 
discussion. 
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The Superintendent was inappropriately appointed to be the 
claims auditor.  In addition, there were defi ciencies in the claims 
documentation and claims for hand drawn checks were not audited.

• Superintendent – The Board inappropriately appointed the 
previous Superintendent and then the Interim-Superintendent 
to be the claims auditor during a period of more than two 
fi scal years.9  The previous Superintendent and the Interim-
Superintendent did not audit claims until after checks were 
printed, signed and mailed out. Due to these internal control 
weaknesses, we tested 29 purchases to determine if they 
were for legitimate expenses and supported with appropriate 
documentation.  The Treasurer paid 20 of the related claims, 
totaling $142,969, without evidence of departmental 
approval and 19 of those lacked an indication that the 
underlying goods or services were received. 

• Hand-Drawn Checks – From July 1, 2006 through June 30, 
2007 the District issued over 100 hand-drawn checks to pay 
certain claims totaling $2.06 million.  The claims auditor did 
not audit these claims.  The claims included $1.2 million to 
the Chautauqua County Medical Trust,10 $547,809 to Erie 2 
BOCES,11 as well as payments to numerous vendors.  Further, 
appropriation codes were not always identifi ed on the 
documentation available, items subject to a price quotation 
requirement did not have supporting documentation to 
indicate the requirement was met, and in many cases 
copies of the checks were the only documentation for the 
transactions. 

The failure to appoint a claims auditor in accordance with 
Education Law and conduct a deliberate and thorough audit of 
claims prior to payment increases the fi nancial risk to the District.  
Errors or irregularities such as payments made in the wrong amount 
or made twice, or moneys expended for inappropriate purposes 
could occur and not be detected and corrected in a timely manner.

To safeguard District assets, the Board must ensure that controls are 
in place to prevent funds from being disbursed without authority and 
the specifi c review and approval of supporting documentation by an 
authorized District offi cial.

Third-Party Payments

9 The Superintendent served as claims auditor during 2005-06 and 2006-07 and the 
Interim-Superintendent served as such from June through August 2007. The Board 
appointed the elementary school principal’s secretary as the claims auditor for the 
2007-08 school year in accordance with Education Law.
10 The District’s medical, dental, and vision insurance provider
11 Board of Cooperative Educational Services
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The District’s fl exible benefi ts administrator, Health Economic 
Group (HEG), withdrew funds from the District’s trust and agency 
bank account several times each month  to pay for plan participants’ 
claims and related costs.  There was no legal authority for HEG to 
make these withdrawals.  Further, there was no evidence that District 
offi cials reviewed or approved documentation for any of these 
withdrawals.  In total, we identifi ed approximately 60 withdrawals 
made during the program year from September 1, 2006 to August 31, 
2007.  These withdrawals totaled more than $67,000 and included 
a management fee of approximately $2,800.  Due to this and other 
signifi cant internal control weaknesses such as those related to the 
trust and agency fund, HEG may have access to moneys that District 
offi cials do not appropriately monitor and control.  

The failure to prevent third parties from accessing District bank 
accounts and of District offi cials to conduct a deliberate and thorough 
review of supporting documentation prior to disbursement increases 
the risk that moneys could be expended without authorization and for 
inappropriate purposes.

The Board may authorize the Treasurer to sign checks with a check-
signing machine. If the Treasurer does not personally affi x her 
signature, it must be done under her direct supervision and she must 
maintain custody of her facsimile signature.  The Board is responsible 
for adopting policies or procedures for the use and physical security 
of the check-signing machine.   

The Board has adopted a check-signing policy that requires all 
payroll and accounts payable checks to be machine or hand-signed 
after Board approval.12  The Treasurer manually signs hand-drawn 
checks, and the payroll clerk and accounts payable clerk use the 
check-signing machine to affi x the Treasurer’s signature to payroll 
and accounts payable checks, respectively.  Although the Treasurer 
told us that she reviews signed checks prior to mailing, she does not 
directly supervise the use of the check-signing machine.  Further, 
the check-signing machine is kept in the Business Manager-District 
Clerk’s offi ce, which remains unlocked, with the door open, in his 
absence. In addition, the policy states the Business Manager-District 
Clerk is responsible for the check-signing machine keys.  However, 
there are no keys.  Instead, there is a password, which each clerk 
knows.  There are no password requirements in the policy, and neither 
the Business Manager-District Clerk, nor the accounts payable clerk 
could recall if the password had ever been changed. 

Check-Signing

12 The Board appointed a claims auditor to perform this function on its behalf. 
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The failure of the Treasurer to supervise and control the use of her 
facsimile signature and of the Board to establish specifi c procedures 
for the use of and physical security over the check-signing machine 
increases the risk that errors or irregularities could occur and not be 
detected and corrected in a timely manner.

6. The Business Manager/purchasing agent should ensure District 
personnel comply with the Board adopted procurement policy.  
Purchase documentation should include items such as requisition 
forms and quotations as required.

7. The Board should monitor the work performed by the Business 
Manager/purchasing agent to ensure he adequately performs his 
job duties.

8. The Board should ensure that all claims are reviewed 
and approved by the claims auditor and include proper 
documentation such as departmental approvals, evidence of 
receipt, appropriation codes and quotations, as required.

9. The Board should ensure that HEG cannot electronically 
withdrawal funds from a District bank account and that 
payments to HEG for their own and fl exible benefi t plan claims 
are paid by check.

10. The Treasurer should not sign or allow checks to be signed 
prior to the review and approval of the related claims by the 
claims auditor.

11. The Treasurer should have control over the check-signing 
machine and it should be used only by her or under her direct 
supervision.

12. The Board should amend its check-signing policy to include 
specifi c procedures to be followed in the use and security of 
the check-signing machine.  These procedures should include 
specifi c password requirements.

Recommendations
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Trust and Agency Fund

Trust and agency funds are used to account for assets held by the 
District in a trustee capacity and/or as agent for individuals, other 
funds and outside entities. The District has six trust and agency bank 
accounts. As of June 30, 2007, the accounts had a combined balance 
of $220,285, comprised of a “Primary” account ($6,092), which is a 
clearing account to which moneys are transferred from the following 
sub-accounts: Group Insurance ($147,074), Miscellaneous ($56,957), 
Westfi eld CSD ($4,160), Student Deposits ($3,961) and Permanent 
Fund ($2,039).  

The Board and District offi cials are responsible for ensuring that 
procedures and controls are in place to account for and monitor 
fi nancial activity and that trust fund moneys are deposited and paid 
as required.  Appropriate care must be exercised in maintaining and 
accounting for trust and agency funds.

The District has not developed appropriate procedures, appropriate 
records are not maintained and activity is not monitored to ensure 
funds are deposited and paid as required.  The Business Manager, 
according to his job description, is responsible for maintaining 
the District’s accounting records.  However, there are no written 
bookkeeping procedures for trust and agency fund moneys and he 
directed all of our inquiries to the Treasurer.  The Treasurer maintains 
the banking records, disburses fund moneys, performs monthly bank 
reconciliations and reports cash balances to the Business Manager, 
which he records in his manual general ledger.  However, the 
Treasurer’s reconciliation process does not include a comparison of 
trust and agency activity to general fund activity or the matching of 
deposits to payments to ensure that appropriate funds are transferred 
in and that all payments specifi cally relate to those deposits.  Further, 
the information the Treasurer provides to the Business Manager is 
not detailed and he records it without verifi cation.  Our review of the 
Business Manager’s ledger indicated that only summary information, 
for the entire trust and agency fund, was recorded. The Business 
Manager does not monitor trust and agency fund activity, nor does he 
possess any balances or detailed information regarding sub-account 
activity.  As a result, there is a substantial risk that moneys could be 
disbursed contrary to their intended purpose.  

Due to these control weakness, we inquired as to the balance in the 
primary account. The Treasurer could not demonstrate what the 
balance in this account represented. However, it appears that more 
moneys have been, and continue to be, transferred into this account 
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than are needed for disbursement.  Due to this ongoing practice, 
District offi cials cannot discern the identity of the residual amount. 

We also inquired about the group insurance sub-account given its 
size in relation to the other accounts.  As with the primary account, 
the Treasurer could not specifi cally identify the composition of 
funds. We reviewed bank statements, payroll reports and other 
documentation and found deposits included biweekly employee 
payroll deductions for insurance premiums (medical, dental and 
vision), employee fl exible spending account contributions, employee 
life insurance deductions, and periodic deposits of retiree health 
insurance premium payments. Payments included all fl exible 
spending claim withdrawals, two months of insurance premiums 
paid to the Chautauqua County Medical Trust (CCMT), certain other 
health insurance premium payments and all life insurance premium 
payments.  We found that the deposits to this account did not always 
specifi cally relate to the payments from this account.  For example:

• Flexible Benefi ts – Employer fl exible spending contributions 
for District employees, totaling $19,309, were not deposited 
into this account. However, all fl exible spending claims paid 
to the third-party administrator were withdrawn from this 
account.  As a result, payments exceeded deposits by $6,630. 

• Life Insurance – Employer life insurance contributions were 
not deposited into this account.  However, premium payments 
were made from this account.  As a result, payments exceeded 
deposits by $8,546. 

• Health Premiums – All payroll deductions for premium 
contributions related to one of the District’s health care 
providers were deposited into this account.  However, none 
of the monthly premiums were paid from this account. As a 
result, deposits exceeded payments by $15,422.

• CCMT – Employee contributions13 for CCMT premiums 
totaling about $301,483 were deposited into this account.  
However, only $242,393 was paid out of this account. As a 
result, deposits exceeded payments by $59,090.

Overall, deposits exceeded payments, which added to the substantial 
balance due to the activity in previous years.  District offi cials could 
not identify the source of the accumulated balance.  The general fund 
essentially made up the difference by making premium payments 

13 Includes active and retired employees
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to various vendors, which caused general fund expenditures to be 
infl ated.  

These signifi cant internal control and accounting defi ciencies were 
readily apparent.  It was also readily apparent that the manner in 
which trust and agency fund moneys have been accounted for has 
been similar for several years.  

Although we did not identify any improper disbursements, the 
District has not developed appropriate procedures, maintained 
appropriate records and monitored activity to ensure that funds 
are appropriately deposited and paid.  As a result, expenditures 
have not been recorded correctly and there is in an increased risk that 
errors or irregularities could occur and not be detected and corrected 
in a timely manner.  Further, because a signifi cant amount of trust and 
agency fund moneys likely belong in the general fund, they could 
have been used to fund District operations and reduce real property 
taxes.

13. District offi cials should develop and monitor procedures to 
account for trust and agency fund moneys.

14. The Treasurer’s completely autonomous duties with respect to 
the trust and agency fund should be segregated.

15. The Business Manager and Treasurer should identify the 
composition of all moneys that remain in the trust and agency 
fund, and determine the appropriate disposition of such 
amounts.  It is likely that a signifi cant amount of these moneys 
should be transferred to the general fund.

Recommendations
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Payroll

District offi cials are responsible for adopting procedures to ensure 
that payroll duties are properly segregated and that requirements for 
leave time approvals, records and benefi t calculations are clearly 
defi ned to provide assurance that disbursements are proper and that 
employees receive only the benefi ts to which they are entitled.  

District offi cials have not adopted policies and procedures for 
payroll processing and leave time.  As a result, there is an increased 
risk that improper payments may be made and employees may 
receive leave time and related benefi ts to which they are not 
entitled.

An effective system of internal control separates incompatible 
duties so that no single individual controls most, or all, aspects of 
a transaction to reduce the risk that errors or irregularities could 
occur. When it is not practical to segregate duties because of 
limited staff resources, compensating controls must be established.  
For example, other District employees can periodically review the 
work in question, or duties can be rotated among staff members. 
District offi cials are responsible for adopting procedures to ensure 
that payroll duties are properly segregated and that employees are 
paid in accordance with their respective employment agreements. 

The Board has not adopted written policies and procedures for 
payroll processing to ensure that payroll duties are properly 
segregated. The payroll clerk is solely responsible for entering 
and deleting employees, making changes in hourly and annual 
salary rates in the payroll software, processing payroll, using the 
check-signing machine and distributing payroll checks. District 
offi cials have not developed or implemented appropriate mitigating 
controls. For example, the payroll clerk provides the Superintendent 
with a payroll report each pay period for certifi cation14 and the 
Superintendent told us that he reviews and signs each page of 
the report.  However, District offi cials have not adopted specifi c 
procedures for payroll certifi cation and the report that he uses does 
not provide suffi cient information for oversight and control. We 
reviewed the February 2007 report and identifi ed the following 
defi ciencies:

Payroll Processing 

14 The certifi cation process provides assurance that the payroll is accurate. The 
Board annually appoints the Superintendent as the individual responsible for 
certifying the District’s payroll. 
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• The information includes only net pay amounts per 
individual, by category (i.e., paper check, direct deposit to a 
bank, direct deposit to the credit union). 

• The portion of the report that identifi es individuals having 
money direct-deposited to the credit union does not include 
amounts. 

• Net pay amounts were presented on various pages of the 
report for individuals.

Due to these defi ciencies, there was no way to look at one person’s 
pay and determine accuracy.  The payroll clerk told us that these 
are the reports she has always provided to the Superintendent for 
certifi cation, but that additional information could be provided if 
necessary.  However, at the present time, the manner in which the 
reports are presented make it impossible for the Superintendent 
to attest as to the accuracy of the payroll.  Due to these control 
weaknesses we reviewed payroll records for eight individuals, 
including four administrators, one teacher, the head bus driver 
and two clerks to determine if they were paid appropriately and in 
accordance with their employment agreements. Although we did not 
identify any discrepancies, the failure to adopt procedures for payroll 
processing/certifi cation and to properly segregate payroll duties 
provides the potential for wrongdoing and puts the District’s assets 
at risk.

To ensure that employees receive the leave time and benefi ts to 
which they are entitled, the District offi cials must clearly defi ne the 
approval process, the records that will be maintained, and ensure that 
payments that are made based on accumulated leave time are properly 
calculated.  The Board may choose to establish District-wide policies, 
pass annual resolutions, or authorize collective or individual contracts 
to defi ne the proper use of and approvals for leave time. 

The Board has not defi ned the leave time approval process, the 
records that will be maintained, or ensured that payments will be 
properly calculated.  Per contract, Business Offi ce staff and District 
administrators are entitled to a specifi c number of days of paid leave 
time for various purposes. We found these individuals maintain 
their own leave time records and submit summaries of leave time 
balances, and in some cases the specifi c days the leave time was used, 
to the Superintendent.  The summaries are fi led in their personnel 
fi les, and, in most cases, cover an entire year. Further, these records 
are not always dated, and some lack evidence of review and approval.  
In addition, there is no documented approval process for Business 
Offi ce staff or administrators to use leave time, and attendance 

Leave Time 
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records or time sheets are not used.  Due to these defi ciencies there 
is virtually no assurance that the use of leave time is authorized or 
appropriately accounted for, and we were unable to verify whether 
the accumulated leave time balances were accurate. 

In addition, payments were not properly calculated based on the 
records that were maintained.  Per contract, District administrators 
had the option to ‘sell-back’ up to seven unused vacation leave days 
each year and to convert unused sick leave days into monthly medical 
insurance premiums upon retirement.  We reviewed the vacation 
leave ‘sell-back’ payments for four active District administrators 
and the sick leave/medical conversions for two retired District 
administrators. We found:

• Vacation Days – Four administrators were paid a total of 
$16,891 for 43.5 unused vacation days from July 1, 2005 
through June 30, 2007.  The records indicated they had 
sufficient vacation days available.  However, their contracts 
did not specify daily rates.  Education Law provides that 
District administrator daily rates15  should be calculated 
using 1/240th of their base salary, unless otherwise 
agreed upon by the District, and thus documented in 
an employment agreement or by Board resolution. The 
payments were incorrectly calculated using a daily rate of 
1/220th of their salary, resulting in overpayments totaling 
approximately $1,400.  District offi cials could not provide 
any documentation to support the alternate calculation 
method.  

• Sick Days – From July 1, 2005 through June 30, 2007 the 
District paid $44,172 in medical insurance premiums on 
behalf of two administrators.  The records indicated they 
had suffi cient sick days available for the conversions.  The 
payroll clerk indicated that, for 2007-08, 24 sick days 
would be used to pay $25,116 for a full year’s coverage for 
these individuals.  However, the records indicated that one 
of the individuals only had 18.5 sick leave days available.  
As a result, there could be a six and one half day shortfall 
equivalent to $3,448 in medical insurance premiums. 

The failure to establish written procedures to defi ne the approval 
process, the records required, and to ensure that payments are 
properly calculated increases the risk that employees could receive 
leave time to which they are not entitled and that payments could be 

15 Also referred to as per diem rate
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made that exceed the District’s obligations pursuant to employment 
contracts. 

16. The Board should adopt written policies and procedures for 
payroll processing, including the certifi cation of payroll, to 
ensure that duties are properly segregated or that adequate 
mitigating controls are in place to ensure that employees are paid 
in accordance with their respective employment agreements.

17. The Superintendent, or whomever the Board appoints to certify 
payrolls, should obtain and review suffi cient data to ascertain 
the completeness and accuracy of payrolls before payment is 
made.

18. The Board should adopt written policies and procedures for the 
maintenance of leave time records and the approval process for 
using leave time. These policies and procedures should include, 
at a minimum, a timely and documented leave time approval 
process and reconciliation of these approval records to individual 
leave time balance records.

19. District offi cials should seek recovery of the amounts overpaid 
for leave credits.

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 officials, 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 determine if 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 objective and scope by selecting for 
audit those areas most at risk. We selected fi nancial condition, cash disbursements, the trust and 
agency fund and payroll for further audit testing.  Our procedures included the following:

• Financial Condition – We reviewed the reported results of operations for the six most recently 
completed fi scal years, the budgets for the ensuing years and the fi nancial reports provided 
to the Board for monitoring the budget. We also interviewed the Business Manager, 
and obtained and reviewed Board resolutions, certain fi nancial transactions and statutory 
provisions to determine the legitimacy of reserve funds.

• Cash Disbursements – We reviewed the procurement policy, interviewed personnel, and 
examined purchase orders, duplicate checks, check registers, invoices, receipts and bank 
statements. We judgmentally selected and reviewed 29 purchases made during 2006-07 to 
gain an understanding of the approval process.  We tested specifi c attributes including 
proper approval for the purchase, subsequent approval for payment, and evidence that price 
comparisons were obtained and considered before purchases were initiated. We interviewed 
the claims auditor regarding the claims audit process and obtained and reviewed records 
related to hand-drawn checks and certain electronic payments.  We also physically observed 
the controls over the check-signing machine and interviewed relevant personnel regarding the 
use of the machine. 

• Trust and Agency Fund – We assessed internal controls and focused our review primarily 
on the group insurance account.  We interviewed the Treasurer and Business Manager and 
reviewed bank statements and other fi nancial information including payroll deduction data 
provided by the payroll clerk for 2006-07.  We analyzed the data to determine if offi cials were 
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properly matching deposits to with payments.  We also obtained fi nancial data for the fl exible 
benefi ts spending program and various insurance programs including medical, dental, vision 
and life insurance. We compared the amounts paid to the amounts that were deposited for each 
source of funds. 

• Payroll – We evaluated the effectiveness of the payroll process and the controls over Business 
Offi ce staff and administrator leave records. We obtained and reviewed payroll reports 
provided for certifi cation and evaluated the effectiveness of the certifi cation process. We 
assessed the controls over Business Offi ce staff and administrator leave records and payments 
that are based on such records. We obtained and reviewed employment agreements and leave 
records for Business Offi ce staff and administrators, including Principals, the Superintendent, 
Interim-Superintendent and the Business Manager.

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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