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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

January 2010

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 Rochester City School District, entitled Audit of Selected 
Financial Transactions. This audit was conducted pursuant to the State Comptroller’s authority as set 
forth in Article V, Section 1 of the State Constitution, and 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 Rochester City School District (District) is governed by the Board of Education (Board) which 
comprises seven elected, paid members. The Board is responsible for the general management and 
control of the District’s fi nancial and educational affairs. The Superintendent of Schools1  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 Superintendent’s Employee Group (SEG) is an at-will employment group consisting of 
top management who primarily report directly to the Superintendent. The salary and benefi ts of 
SEG members are governed by the Rules and Regulations of the Board of Education relating to 
Superintendent’s Employee Group (SEG Rules and Regulations) as approved by the Board. The 
claims auditor assumes the Board’s powers and duties with respect to auditing and authorizing claims 
for payment. 

Throughout the year, the District enters into hundreds of contracts for the procurement of professional 
services. At any given time, the District has several capital projects in process for updating and 
renovating District buildings.  

Scope and Objective

The objective of our audit was to determine if internal controls over selected fi nancial transactions 
were appropriately designed and operating effectively for the period July 1, 2007 to October 31, 2008. 
In examining District controls, we also report on certain transactions and activities that occurred 
prior to July 1, 2007 and subsequent to October 31, 2008. Our audit addressed the following related 
questions:

• Did the Board provide adequate oversight to ensure that District personnel received 
appropriate salary and benefi ts?

• Are internal controls over the claims audit process appropriately designed and operating 
effectively?

• Are internal controls over the District’s management of contracts appropriately designed and 
operating effectively?

1  There were four different Superintendents in place during our examination period: the fi rst from July 1, 2002 to July 31, 
2002, the second from August 1, 2002 to April 19, 2007, the third from April 20, 2007 to January 1, 2008, and the current 
Superintendent, who started January 2, 2008.
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Audit Results

The Board did not protect the District’s fi nancial interests from waste and abuse. The Board’s failure 
to develop sound policies to manage District resources, its unwillingness to monitor District fi nances, 
and its deference to the individuals holding the Superintendent’s position resulted in a poor control 
environment. When the tone at the top is poor, the internal control structure, which exists to protect 
District resources from misuse, can be weak or easily circumvented. Ultimately, taxpayers pay the 
cost.  

The former Superintendent provided employees with $164,550 in undocumented bonuses and salary 
increases. The former Superintendent did not follow the procedures set forth in the SEG rules and 
regulations for these payments.

The claims auditor failed to audit any of the claims for $36 million in capital project payments. 
In addition, the former Interim Director of Finance and the Accounts Payable Supervisor had the 
ability to override the three way match required by the fi nancial software, and the claims auditor does 
not review the system’s audit log to investigate differences in supporting documentation before 
approving claims for payment. Without a thorough and complete audit of claims, payments could be 
made for claims that are not legitimate District expenses.

The District did not adopt comprehensive purchasing procedures. We found exceptions with all 61 
contracts with professional service providers totaling $2,673,082 that we examined, including that the 
District entered into 58 of these contracts totaling $2,584,082 without issuing requests for proposals. 
Contracts in excess of $25,000 were executed before Board approval. Contracts for professional 
services often lacked well-defi ned deliverables and payment terms. Other contracts had little to 
no oversight. Due to the Board’s lack of guidance, change orders on capital projects increased 
base contract amounts anywhere from 11 percent to 189 percent. Because of these weaknesses in 
procurement and contract management, the District could pay more than necessary for services or not 
receive all services expected. 

Comments of District Offi cials

The results of our audit and recommendations have been discussed with District offi cials and their 
comments, which appear in Appendix A, have been considered in preparing this report. Except as 
stated in Appendix A, District offi cials generally agreed with our fi ndings and recommendations, and 
indicated they will take, or have taken, corrective action. Appendix B contains OSC’s comments on 
issues raised in the District’s response.
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Background

Introduction

Objective

The Rochester City School District (District) is located in the City 
of Rochester, Monroe County. The District is governed by the Board 
of Education (Board) which comprises seven elected, paid members. 
The Board is responsible for the general management and control of 
the District’s fi nancial and educational affairs. The Superintendent 
of Schools 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.

There are 60 schools in operation within the District, with 
approximately 34,000 students and 5,350 employees. The 
District’s budgeted expenditures for the 2008-09 fi scal year were 
$682,753,545, which were funded primarily with State aid, aid from 
the City of Rochester, and grants.

The Superintendent’s Employee Group (SEG) consists primarily 
of appointed executive level staff who report directly to the 
Superintendent and assist him with the day-to-day management of the 
District. SEG employees are at-will employees and generally serve at 
the Superintendent’s discretion; they do not have the same protection 
as civil service employees. In general, SEG employees receive higher 
compensation and enhanced benefi ts that are not available to civil 
service employees. The salary and benefi ts of SEG members are 
governed by the Rules and Regulations of the Board of Education 
relating to the Superintendent’s Employee Group (SEG Rules and 
Regulations), as approved by the Board.

The Board appointed a claims auditor to audit and approve all claims 
against the District. 

The District enters into various contracts throughout the year for 
the procurement of professional services. The District typically has 
several on-going capital projects in an effort to maintain and update 
its facilities.

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

• Did the Board provide adequate oversight to ensure that 
District personnel received appropriate salary and benefi ts?
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Comments of District 
Offi cials and Corrective 
Action

Scope and
Methodology

• Are internal controls over the claims audit process 
appropriately designed and operating effectively?

• Are internal controls over the District’s management of 
contracts appropriately designed and operating effectively?

During our audit, we interviewed appropriate District offi cials, 
examined fi nancial records and reviewed policies and procedures 
of the Rochester City School District for the period July 1, 2007 
to October 31, 2008. We extended the scope of our audit for the 
review of the control environment for the 2001-02 through 2007-
08 fi scal years, for compensation paid to the Superintendent’s 
Employee Group for the 2002-03 through 2007-08 fi scal years, for 
claims processing for the 2004-05 through 2007-08 fi scal years, and 
for contracts for the 2002-03 through 2007-08 fi scal years.  

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

The results of our audit and recommendations have been discussed 
with District offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. Except as stated 
in Appendix A, District offi cials generally agreed with our fi ndings 
and recommendations, and indicated they will take, or have taken, 
corrective action. Appendix B contains OSC’s comments on issues 
raised in the District’s response.

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 provided to our offi ce within 90 days, with 
a copy forwarded to the Commissioner of Education. 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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Control Environment

A vital component of any internal control system is the control 
environment, or “the tone at the top.” The control environment 
is a refl ection of management’s attitude about internal controls 
and includes the integrity, ethical values, and competence of the 
organization’s people, and management’s philosophy and operating 
style. When the control environment is strong, there is an expectation 
that everyone, including top management, will conform to established 
controls and uphold the public’s trust. The foundation of any effective 
control environment is competent managers who have integrity and 
attentively monitor operations to safeguard public resources. 

The District’s weak control environment allowed the welfare of 
a select group of upper management to take precedence over the 
taxpayers’ best interest. While the interim Superintendent took some 
actions to improve the control environment, such as attempting to 
be more transparent and terminating individualized contracts of 
employment, as discussed later in this report, these actions do not 
appear to have accomplished permanent institutional change. This 
leaves open the potential for further abuses.    
 
The Board often believed and relied on the actions of District 
administrators and/or did not provide adequate oversight of District 
operations. The Board did not ensure that employees adhered to the 
Board’s established policies. The Board’s failure to set a positive 
tone at the top and to implement an effective control environment 
has resulted in approximately $1.3 million in questionable payments, 
some of which benefi ted the very group of top managers that was 
responsible for safeguarding the public’s resources. The following 
are examples of the Board’s failure to set the proper tone in its own 
actions, and its lack of oversight and involvement that permitted 
management to override existing Board policies and District 
procedures: 

• The District entered into several contracts totaling more than 
$940,000 with one vendor who had an undisclosed personal 
relationship with the former Chief Executive Offi cer of 
Business Services.2   Between April 2003 and October 2004, 
the Chief Executive Offi cer of Business Services approved 
$747,000 in payments to this vendor.

2  Prior to becoming the CEO for Business Services, this employee was the Director 
of Financial Planning and then later the Chief Financial Offi cer. Hereinafter, the 
employee will be referred to as the CEO of Business Services. 
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• The District paid a consultant $390,000 for questionable 
work completed related to the District’s Facilities 
Modernization Project.

• The former Superintendent provided employees with 
$164,550 in undocumented bonuses and salary increases.

• The former Superintendent and former CEO of Business 
Services charged and received reimbursement for more 
than $13,000 and $1,400, respectively, in excessive travel 
expenses. The former Superintendent paid back the excessive 
amount. However, despite the District’s attempts to seek 
reimbursement, the former CEO of Business Services has not 
reimbursed the District to date.   

• Supplemental agreements to collective bargaining 
agreements, known as Memorandums of Agreement (MOA), 
lacked a formalized approval process. We reviewed 20 MOAs 
and found that only one contained Board approval. Due to the 
complexity of the benefi ts granted in these agreements, we 
were not able to calculate the dollar value.

District offi cials report that, over the last three years, they have 
made signifi cant changes to strengthen internal controls and improve 
accountability for District operations.  Specifi cally, District offi cials 
state that the Board created an Offi ce of Auditor General to evaluate 
control effectiveness and an Offi ce of Claims Auditor to ensure 
appropriate support for claims, and that the District established 
an internal control function to maintain internal control systems.  
District offi cials also report that they have automated the purchasing 
system and updated the District’s Business Manual to include detailed 
purchasing procedures.  

1. The Board should continue to take a more active role in District 
fi nancial operations.  

Recommendation
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Compensation Related to the Superintendent’s 
Employee Group

The primary objective for internal controls over compensation is to 
ensure that employees are paid salaries and provided benefi ts to which 
they are entitled. To ensure that employees are paid the compensation 
and benefi ts they are entitled to, such payments must be clearly 
defi ned and properly authorized.  

The Superintendent’s Employee Group (SEG) is an at-will 
employment group consisting of employees who are appointed to 
their positions and primarily serve at the Superintendent’s3 discretion 
in accordance with the SEG Rules and Regulations of the Board of 
Education. According to SEG Rules and Regulations, these positions 
are not part of any collective bargaining unit, are deemed managerial 
or confi dential, and are not subject to either the provisions of Civil 
Service Law applicable to competitive or labor class employees or 
Education Law regarding tenure. Compensation and benefi ts granted 
to SEG members – consisting of the Superintendent’s “cabinet,” the 
Superintendent’s confi dential support staff, and certain other high-
level administrators – are governed by SEG Rules and Regulations. 
The current set of SEG Rules and Regulations was approved by the 
Board on July 17, 2003, and is the third generation of regulations 
governing this group of employees.4  SEG Rules and Regulations 
grant the Superintendent “the power to appoint, compensate, employ 
and discontinue the service of persons subject to these Rules and 
Regulations…” 

The former Superintendent provided employees with $164,550 
in undocumented bonuses and salary increases. The former 
Superintendent did not follow the procedures set forth in the SEG 
Rules and Regulations for these payments.

SEG Rules and Regulations authorized the Superintendent to provide 
employees with an individualized contract of employment (ICE), 
giving him the authority to provide employees with any benefi ts he 
deemed appropriate. Given the Board’s delegation of this authority 
to the Superintendent, it is important for the Board to maintain active 
oversight of executive compensation. The Board failed to provide the 
adequate oversight needed to ensure the compensation was prudent.    

Individualized Contracts 
of Employment

3  There were four different Superintendents in place during our examination period: 
the fi rst from July 1, 2002 to July 31, 2002, the second from August 1, 2002 to 
April 19, 2007, the third from April 20, 2007 to January 1, 2008, and the current 
Superintendent, who started January 2, 2008.  
4  The fi rst known set of regulations went into effect on September 1, 1994.
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Former District offi cials told us that allowing the Superintendent 
to enter into ICEs would give him the fl exibility to recruit national 
experts in education and like fi elds while also rewarding (and 
hopefully retaining) high-performing SEG members. However, we 
reviewed nine employment contracts and found that only one was 
used to recruit a candidate into District employment. The remaining 
eight contracts were granted to current employees. For those current 
employees, the District did not complete performance evaluations 
or have other formal support to justify the ICEs provided. Board 
members were not aware that these contracts were not used, in 
most cases, to recruit experts in educational fi elds. The full Board 
became aware of these eight ICEs in the summer of 2007, when the 
Interim Superintendent discovered them, brought them to the Board, 
and subsequently terminated the eight ICEs, with the exception of 
those contracts that provided for tuition reimbursement for degrees in 
which the individual was already enrolled. Although brought to the 
Board’s attention in this instance and terminated, the Board took no 
action to improve oversight of future contracts.   

We found that the former Superintendent did not create a formal 
annual performance system, as required by SEG Rules and 
Regulations. The former Superintendent provided SEG members 
with 137 bonuses totaling over $550,000 from July 2002 to 
December 2006. We reviewed 30 of these bonuses totaling $143,250 
and found that 27 bonuses (90 percent) totaling $138,250 did not 
have support for why they were awarded. For these 27 bonuses, 
District offi cials provided us with confi dential memos from Human 
Resources to the employees stating that the former Superintendent 
approved bonuses for the employees (in various dollar denominations 
up to $10,000) in recognition of their work and contributions during 
the school year. The confi dential memos, however, provided no 
details, and the District did not prepare performance appraisals to 
support those bonuses. The former Superintendent provided us 
with his documentation for the bonuses. The documentation was 
incomplete because it was vague, not signed by either party, and 
did not provide documentation for all of the bonuses questioned. 
Additionally, the authenticity of the information could not be 
verifi ed, as it was maintained by the Superintendent personally. 

Furthermore, SEG Rules and Regulations provide that each 
employee’s salary is automatically increased on July 1 by no less 
than the average increase in the Consumer Price Index-Urban 
(CPI-Urban). In addition, the Rules and Regulations authorize 
the Superintendent to increase an employee’s salary by up to 
fi ve percentage points greater than CPI-Urban, based upon the 
Superintendent’s formal appraisal of the employee’s performance 
during the previous 12 months, unless special circumstances warrant 

Undocumented Bonuses 
and Raises
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a greater increase as explained by the Superintendent to the Board. 
The CPI-Urban increase for all SEG employees for fi scal year 2003-
04 was 2.66 percent. The former Superintendent granted the following 
undocumented raises totaling over $26,300:

• For the 2003-04 fi scal year, the former CEO of Business 
Services received two raises totaling $23,207, or an increase 
of almost 18 percent, a total payment of $19,847 over the 
CPI-Urban increase. At the time of the fi rst raise, the former 
employee’s title changed from the Chief Financial Offi cer 
to CEO of Business Services. While a change in titles 
did occur, and the former Superintendent indicated that 
there were increased responsibilities, the District could 
not provide formal or informal supporting documentation 
to show that there was a corresponding change in job 
responsibilities. In addition, the ICE that was granted to this 
individual indicated that there was an attachment detailing 
specifi c job responsibilities that went along with the new title. 
However, this attachment was not on fi le with the ICE, and 
no one at the District was able to provide us with a copy of 
that attachment. The two raises, in total, exceeded 5 percent 
above the CPI-Urban increase for the year and thus required 
a formal performance appraisal and notice to the Board. 
While we noted that the Board approved the change in title 
for this offi cial, there was nothing indicating approval of the 
corresponding raise. 

• For the 2003-04 fi scal year, the former Chief Legal Counsel 
received two raises totaling $9,700, or an increase of 8 
percent, a total payment of $6,493 over the CPI-Urban 
increase. The two raises, in total, were 5 percent above the 
CPI-Urban increase for the year and thus required a formal 
performance appraisal. The former Superintendent did not 
meet this criteria when he authorized these raises.  

The former Superintendent did not follow the procedures set forth 
in the SEG Rules and Regulations for these raises. These raises 
exceeded the maximum percentage increase allowed by SEG Rules 
and Regulations, did not comply with the requirement that a formal 
performance appraisal be prepared, and were done without Board 
notice. 

2. The Board should develop procedures to ensure that senior 
management’s compensation and benefi ts are provided in 
accordance with Board policies. 

Recommendation
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Claims Audit

Education Law requires the Board, or a Board-appointed claims 
auditor, to audit all claims before they are paid to ensure that claims 
against the District are actual and necessary expenses. The claims 
auditor assumes the Board’s powers and duties with respect to 
auditing and authorizing claims for payment. The District must 
ensure that all transactions are processed and approved through 
claims audit before making payments to have assurance that all 
payments are valid and necessary District expenditures. The Board 
offi cially appointed a claims auditor in January 2007.5  

The District paid 139 claims totaling $9 million without the claims 
auditor’s review and approval. In addition, in order for claims against 
the District to be paid, the District’s fi nancial software package 
requires a three way match, which means that the purchase order, 
vendor invoice and receiving document must all match in the 
fi nancial software system, or the system will reject the claim. The 
Interim Director of Finance and the Accounts Payable Supervisor 
had the ability to override the three way match required by the 
fi nancial software, and the claims auditor does not review the system’s 
audit log to investigate differences in supporting documentation 
before approving claims for payment. Approving claims against the 
District without requiring supporting documentation and appropriate 
staff authorization increases the risk of paying claims that may not be 
proper and valid District expenses.  

The purpose of a claims audit is to ensure that all claims are 
supported by proper original documentation, are proper District 
expenditures, and are in conformance with District policies. 
Effective internal controls over claims processing help ensure those 
goals are met and that the amounts claimed represent actual and 
necessary District expenses. This process helps the District ensure 
that it expends taxpayer dollars in the most effi cient manner. The 
failure to properly audit District claims could result in payments for 
unauthorized, unnecessary or inappropriate purchases.

The District’s claims auditing process was not providing suffi cient 
assurance that District funds were safeguarded and used only for 
legitimate purposes. From July 2006 to January 2009, the District 
processed over 144,000 claims totaling over $1.45 billion. We 
tested 139 paid transactions totaling $9 million for capital projects 

Claims Processing

5  Prior to January 2007, the District’s accounting and audit function was reviewing 
some claims but was not testing all claims processed by the District, as required 
by law.
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payments and found that the claims auditor did not review or 
approve any of the transactions. District offi cials stated that payment 
applications for the capital projects are processed through the City 
of Rochester (City), and that they believe it is appropriate for the 
City to complete an audit of claims of the capital project payment 
applications because they are expensed as City funds out of a City 
account. However, City offi cials told us that the City acts as an 
administrator for these payment applications and they do not audit 
the claims prior to paying, as they feel that it is the District’s 
responsibility to do so. We believe the District is in the best position 
to verify the payment applications’ associated expenses and therefore 
should be responsible for processing the payments through the claims 
audit process. From July 1, 2005 through June 30, 2008, the District 
has processed, without the benefi t of a claims audit review, over 
$35.9 million in capital project payments. 

To adequately safeguard District assets, it is important to grant users 
only the access rights to the fi nancial accounting system necessary to 
perform their job duties. We found that the former Interim Director 
of Accounting and the Accounts Payable Supervisor had the ability 
to enter invoices in the system as well as add new vendors. Both 
employees had access rights which would allow them to almost 
entirely control a transaction through the complete disbursement 
process with few exceptions. With these abilities, these individuals 
would be able to initiate and conceal improper transactions. The 
District must therefore ensure that all transactions are processed and 
approved through claims audit before making payments.  

In order for a claim against the District to be paid, the fi nancial 
system requires a three way match, which means that the information 
on the purchase order, vendor invoice and receiving document must 
all match in quantity and amount. If all three documents do not 
match, the software automatically rejects the claim, and the claim 
may not be paid. The former Interim Director of Accounting and the 
Accounts Payable Supervisor both had the ability to override the 
fi nancial software system’s requirement for three-way matching. 
The fi nancial software produces an audit log any time an override is 
done in the system; however, the claims auditor was not reviewing 
this log prior to approving claims. We reviewed the audit log for the 
former Interim Director of Accounting and the Accounts Payable 
Supervisor and found instances where they had used the override 
function. No information as to why they overrode the controls was 
available for review. The documentation for a voucher should be 
consistent; therefore, it should be an unusual situation when this 
control has to be overridden. The claims auditor should verify the 
reason for differences in support for the voucher before approving 
it for payment.

Access Rights 
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3. District offi cials should not pay claims without prior audit and 
approval by the claims auditor.

4. The claims auditor should ensure that claims include original 
documentation, detailed invoices, staff approvals, and purchase 
orders, and that purchases comply with appropriate policies and 
procedures prior to approval for payment.

5. The District should review the three way match override audit log 
and ensure that only valid claims against the District are being 
paid. Only the claims auditor should have the ability to override 
this internal control.

Recommendations
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Contracts

General Municipal Law requires the District to adopt policies and 
procedures governing the procurement of goods and services when 
competitive bidding is not required. An effective and comprehensive 
procurement policy should describe procurement methods, explain 
when to use each method, and require adequate documentation of 
procurement decisions. In addition, an effective policy provides 
assurance that the District acquires professional services at 
competitive rates. It is essential that the District have a written 
agreement with professional service providers with a clearly-
defi ned and mutually agreed-upon basis for determining entitlement 
to payments. It is important for written agreements to include the 
timeframe and description of services to be provided, and written 
agreements may be used to verify that the fees charged are in 
accordance with the Board’s intent.  

The District did not adopt comprehensive purchasing procedures. 
We found exceptions with all 61 contracts with professional service 
providers totaling $2,673,082 that we examined, including that the 
District entered into 58 of these contracts totaling $2,584,082 without 
issuing requests for proposals. As a result, the risk is increased that 
the District could be obtaining services at higher than necessary costs. 
In addition, the District’s contracts did not clearly defi ne and measure 
deliverables, and lacked adequate authorizations. The District did 
not have a comprehensive contract oversight policy, and District 
employees had no formal guidance on how to oversee and monitor 
contracts. Due to the Board’s lack of guidance, change orders on 
capital projects increased base contract amounts anywhere from 11 
percent to 189 percent. The Board and administration’s lax contract 
oversight has caused the District to enter contracts that lack the 
necessary details on deliverables to allow District staff to effectively 
manage contracts.  
 
Although competitive bidding is not required for procuring 
professional services that involve specialized skill, training, expertise, 
and the use of professional judgment or discretion, a good system of 
internal controls dictates that the District use a competitive process 
to obtain these services. Using a request for proposals (RFP) is an 
effective way to ensure that the District receives the desired services 
for the best price. 

The Board adopted a purchasing policy; however, the District’s 
purchasing procedures are not comprehensive and do not require 
obtaining RFPs or other competition when procuring professional 

Professional Services
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services. Rather, vendor selection for professional services is left 
to the discretion of the staff with approval from the Superintendent 
or his/her designee. Board approval is required if the contract is 
above $25,000. The District’s purchasing policy requires that no 
consultant shall commence work and no payment will be approved 
prior to having a fully executed agreement for professional services. 
However, the policy does not require that contracts contain clearly-
defi ned deliverables. As a result, the District is at risk of entering 
into contracts without clear expectations, which makes it diffi cult to 
effectively monitor the contractors’ performance.

Between January 2005 and September 2008, the District processed 
approximately 960 contracts for professional services totaling 
approximately $65.5 million. We tested 61 professional service 
contracts and addendums that were dated between September 2002 
and August 2008 totaling $2,673,082 to determine if the District had 
solicited competitive proposals or other forms of competition for the 
services, if the District had entered into written agreements with each 
vendor, and if the District properly executed the contracts. We found 
that every contract or addendum had at least one exception (some 
contracts contained more than one exception): 

• The District did not obtain competition for 58 contracts 
totaling $2,584,082, and received proposals for only three 
contracts.6   

• Thirty-three contracts and addendums did not contain 
clearly-defi ned and measurable deliverables. Without more 
detailed deliverables described in the contract, it is diffi cult 
for the District to effectively manage the contract and ensure 
that the contracted services are received. For example, a 
consultant was to provide additional services for $32,000, 
with no indication of what additional services were included. 
In another instance, the District contracted for $24,850 for 
services as per the consultant application. However, the 
application was not attached, nor was it on fi le.  

• Twenty-nine contracts were at or above the $25,000 threshold 
requiring Board authorization. Of the 29 contracts that required 
Board authorization, nine were authorized by the Board after 
the contract start date. On average, the nine contracts were 
approved by the Board 37 days after their stated start date.  

• The District executed 16 of the contracts after their stated 
start date. The contracts were executed an average of 75 days 

6  We can only verify that one of the three proposals was actually obtained as a result 
of an RFP.
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after the start date. For example, we found that the District 
entered into an agreement with a vendor on March 24, 2008 
for services to be provided beginning on January 2, 2008, 82 
days after the contract start date. When services such as these 
are provided before the agreement is in place, there can be 
misunderstandings about services to be provided or rates to be 
paid.

 
By not establishing policies and procedures that require obtaining 
multiple proposals or quotations when competitive bidding is not 
required, and by awarding professional service contracts without 
RFPs or quotations, District offi cials cannot assure taxpayers that 
they are procuring the most economically benefi cial and qualifi ed 
service providers. By not having clearly-defi ned contract deliverables 
in place, District offi cials cannot be certain that the District is paying 
for the agreed-upon services and that the services are delivered in 
accordance with District requirements. This can also make it diffi cult 
to resolve any disputes that may arise between the District and the 
vendor. Without adequate controls in place to ensure Board approval 
of contracts prior to the contract start date, there is no assurance that 
District policy is being adhered to.  

Effective contract oversight should ensure that the contractors are 
providing the District with the goods and services agreed upon in the 
terms of the contract. Good contract oversight will hold contractors 
accountable, whereas poor contract oversight can expose the District 
to fraud, waste and abuse of taxpayer dollars. On-going contract 
monitoring is essential for successfully managing a contract and 
ensuring that services paid for are received. Proper monitoring also 
ensures that the contractor is providing the District with deliverables 
or some documentation that services were actually provided, and 
detailed invoices for payment of services rendered.  

The District does not provide its staff with adequate contract 
management guidance to ensure that the District is receiving the 
agreed-upon services. Consequently, District staff are not effectively 
monitoring contracts, ensuring that the contractors are providing 
required services, submitting invoices in a timely manner and as 
prescribed in the terms of the contract, and providing enough detail 
as to hours worked and deliverables received by the District during 
the billing period. As discussed above, the District entered into 
33 contracts that did not contain clearly-defi ned and measurable 
deliverables. Below are two examples of the District’s lack of contract 
oversight and monitoring. 

Financial Software and Human Resource Systems Upgrade − 
Between September 2002 and August 2004, the District, with 

Contract Oversight
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approval from its legal department, entered into six contracts and 
contract extensions with a consultant totaling over $940,000 to 
provide assistance to District staff with upgrading the District’s 
fi nancial software and human resource systems. However, the Board 
only authorized $901,140 of this amount, a $39,000 discrepancy. 
This discrepancy occurred because the Board did not authorize each 
contract extension individually, and instead authorized one contract 
extension that was meant to incorporate all previous extensions that 
had been executed without Board approval. In addition, three of the 
contracts and contract extensions overlap with starting and ending 
dates, and the Board authorized the fi rst contract over a month after it 
was executed.  

Between April 2003 and October 2004, the District made 40 
payments totaling over $747,000 to the consultant based on the terms 
of the agreements. The former CEO of Business Services executed 
and signed the six contracts and contract extensions and also approved 
payment on all 39 of the invoices. Given the nature of services 
provided by the consultant, it would be more appropriate for a member 
of the District’s Management and Information Services (MIS) 
who was directly responsible for initiating the system upgrade to 
oversee the consultant and ensure that she was providing effective and 
appropriate assistance to District staff. Furthermore, based on emails 
between the former CEO of Business Services and the owner of the 
consulting company, it is apparent that these individuals developed 
a personal relationship which posed a confl ict of interest, and, given 
the substantial amount of money the District paid to this consultant, 
should not have taken place. Once the personal relationship started, 
the former CEO of Business Services should have refrained from 
approving any part of the work done or payments to be made.

In addition, the contracts and deliverables were vague and did not 
provide an adequate description of the services to be provided to 
the District, making it diffi cult for District staff to fully oversee the 
consultant for compliance and delivery of services. For example, 
the second contract was for the consultant to provide “oversight for 
the budgeting and position management projects undertaken by the 
District’s Financial Services Department.” The scope of work was 
vague and not useful for staff in terms of measuring the contractor’s 
performance. 

In March 2003, a Board Member fi rst raised concerns, via a 
memorandum sent to the former Superintendent, regarding the 
contractor’s business and the District’s assessment of work completed, 
as well as the project timeline. About a year later in March 2004, 
via a memorandum from the Finance Committee Chair to the former 
Superintendent, the Board again raised several concerns regarding the 
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District’s contracts with the consultant. Specifi cally, the Committee 
raised concerns regarding the contracts’ overall cost, asked for 
a clearer, more defi ned scope of services, and questioned why the 
services could not be provided in-house by the District’s Chief 
Information Offi cer.  

Ultimately, the Finance Committee remained uncomfortable with 
the proposed contract and authorized an extension of the contract 
for 90 days to allow the District enough time to conduct an RFP for 
continued services. The Board approved the three month extension 
at a cost of $180,040 and issued an RFP for the remaining services. 
The District received only one response to the RFP, which was 
from the same consultant the District had been dealing with. The 
consultant’s proposal, priced at $736,000, was almost $240,000 
more than originally requested, was for an extended period of time, 
and had increased rates for three of the four staff members. The 
District did not issue an additional contract with the consultant. 
However, the District’s lack of guidance regarding contract oversight 
and management created a situation in which a high-level District 
employee, who had a personal relationship with the vendor, was able 
to enter into and approve services with very little oversight.  

Facilities Modernization Plan − The District entered into two 
agreements between April 2006 through December 2007 totaling 
$410,000 with a consultant for services related to the District’s 
Facilities Modernization Project. The consultant was to provide 
a compliance plan to the District by October 1, 2006. District staff 
told us that by the end of Spring 2007, despite having already paid 
the consultant $200,000 and entering into a second contract for an 
additional $210,000, the District had not received the compliance 
plan.     

The District paid the consultant for 188.75 staff hours, estimated at 
$13,000, to attend conferences such as the Black and Puerto Rican 
Caucus and the 22nd annual Minority, Women, and Small Business 
Enterprise Conference, all without prior District approval. The 
District also paid the contractor for 169 staff hours, estimated at 
over $11,000, to conduct services classifi ed by the consultant as 
“faith based meetings and outreach,” “faith community meeting 
preparation,” and “faith community profi le.”  

District staff repeatedly raised concerns and questions, both verbally 
and through email, to the vendor regarding the accuracy of the data 
and work product the consultant provided. District staff were also 
concerned about the consultant’s attendance at conferences, especially 
since the District did not approve the attendance. According 
to District staff, on at least three separate occasions, the District 



20                OFFICE OF THE NEW YORK STATE COMPTROLLER20

requested that the consultant provide a project timeline and monthly 
activity report at the beginning of the month detailing the work to 
be completed during the period and a month-end report on progress 
made during the period. District staff told us that the consultant was 
unresponsive to these requests. Furthermore, District staff said 
that they were unaware of the consultant’s activities, making it 
challenging to manage the work completed and ensure that the District 
received the deliverables outlined in the contract. District staff told us 
that they did not believe that an acceptable plan was produced by the 
consultant. 

Despite the consultant’s lack of responsiveness and questionable 
charges for attendance at conferences, the District still paid 13 
invoices totaling $390,000 as submitted by the consultant. We 
question the prudence of paying the contractor for these questionable 
charges that the District did not authorize. This is a direct result of 
the District’s failure to implement an effective contract management 
policy that could have directed employees how to respond to 
situations such as these. Absent adequate policies and procedures, it 
is diffi cult for staff to effectively monitor contracts, and, once an issue 
has been identifi ed, it is diffi cult for staff to enforce contract terms. 
The Board and administration’s lax contract oversight has caused 
the District to enter into contracts that lack the necessary details on 
deliverables to allow District staff to effectively manage contracts.  

After a construction contract is executed, a change order form must 
be completed to defi ne the addition or deletion in the scope of work 
and any change in contract price or completion timetable. With any 
construction undertaking, a certain number of change orders are to 
be expected because all the variables are not known going into the 
project, and it is sometimes necessary to make some changes from 
the initial plan as the work progresses. However, if the change is not 
related to the scope of the original contract, it must be performed 
through a new contract that is competitively awarded. Change orders 
should be kept to a minimum because the prices for change order 
work are usually determined through negotiated agreements with 
contractors rather than competitive bidding. To ensure that change 
orders are valid and necessary, the District should require written 
Board authorization for change orders.   

Although the Facilities Department has developed an informal system 
of processing and approving change orders, District management has 
not established written policies and procedures for the processing 
of capital project change orders, and the Board does not review 
and approve change orders prior to payment. We tested four capital 
projects totaling over $9 million that contained a total of 26 individual 
contracts. Of the 26 contracts we tested, 22 contained 59 change 

Change Orders
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orders. Ten of these contracts exceeded the original contract base 
amounts from 11 percent to 189 percent, for a total additional cost to 
the District of $366,772. Our testing disclosed weaknesses that could 
allow defi ciencies to occur. For example:

• In 2006, the Board authorized a contract for renovations at 
a District High School totaling $464,000. The contract was 
properly awarded after public advertisement for competitive 
bids. Between July and December 2006, District staff 
approved eight change orders totaling $267,176, increasing 
the contract’s total to $731,176. In three invoices, the District 
was billed for replacing fencing with decorative fencing at a 
cost of over $97,500. The District was also invoiced $3,500 
for overtime pay, $20,000 to move furniture, and two change 
orders totaling $52,000 to construct a masonry press box for 
baseball fi elds. These change orders substantially changed 
the contract and should have been separately bid because the 
amounts exceeded competitive bidding thresholds, and the 
changes could have been completed separately from the initial 
contract.   

• During 2006, the Board approved a construction contract 
for plumbing work totaling $60,000. This contract was 
properly awarded after public advertisement for competitive 
bids. Between late July 2006 and November 2006, Facilities 
Department staff, including the Director of Facilities and 
District Architect, approved three change orders totaling 
$67,505, more then doubling the contract’s value, bringing 
the fi nal contract total to $127,504. The three change orders 
were to compensate the contractor for additional services 
such as replacing a shut-off valve, installing a new hot water 
tank, and overtime. The additional work associated with these 
change orders began without Board approval, and therefore, 
the Board was not afforded the opportunity to question the 
$67,000 of additional expenses. Since these change orders 
substantially changed the contract and could have been done 
separately from the original contract, they should have been 
bid as separate projects.

The Board’s failure to provide specifi c guidance through well-
developed policies, and District offi cials’ failure to provide specifi c 
written procedures, have allowed the Facilities Department to process 
change orders without adequate oversight by District management 
and the Board. Such failure could lead to the occurrence of errors and 
irregularities that could go undetected.
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6. The District should amend its procurement policy and develop 
procedures to include provisions for the procurement of 
professional services. 

7. The District should implement appropriate oversight and controls 
to ensure that contracts are approved and executed prior to their 
start date.

8. District offi cials should ensure that the District has written and 
signed agreements in place with professional service providers 
that clearly defi ne the amount of compensation, the types of 
services, and the duration of the work to be performed.

9. District offi cials should provide staff with guidance and clear 
expectations for contract management and oversight, outlining 
key components such as continual monitoring and how to handle 
compliance issues.

10. The Board should actively oversee change orders associated with 
a capital project, and assess the impact of change orders on project 
cost and design.

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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See
Note 2
Page 31

See
Note 3
Page 31

See
Note 1
Page 31
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APPENDIX B

OSC COMMENTS ON THE DISTRICT’S RESPONSE

Note 1 

District offi cials should understand that we audit organizations – in this case, the Rochester City 
School District – and not individuals.  The life and operation of the District spans the tenure of specifi c 
individuals. As such, none of our audits focus on just an individual’s actions. 

Note 2

In planning the audit, auditors evaluate whether the audited entity has taken appropriate corrective 
action to address the results of previous audits reports that are signifi cant within the context of the 
current audit’s objectives. Although some of the fi ndings occurred during our extended audit 
period, the audit report refl ects the controls in place for each scope area addressed as of the end 
of our fi eldwork on October 31, 2008 and points out improvements in controls that still need to be 
implemented.

Note 3

We have amended our report to include a reference to the various changes the District reports it has 
made to improve internal controls and accountability in the District. 

Note 4 

We agree that, as of the end of our fi eldwork, the current administration had not provided 
SEG members with bonuses and individualized contracts of employment, and we view that 
as an improvement over past practices. However, the SEG Rules and Regulations that give the 
Superintendent the authority to do so have not been changed.  

Note 5 

We have modifi ed our report to address these concerns. 
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to assess the adequacy of the internal controls put in place by offi cials to 
safeguard District assets. To accomplish this, we performed an initial assessment of the internal 
controls so that we could design our audit to focus on those areas most at risk. Our initial assessment 
included evaluations of the following areas: fi nancial oversight, cash receipts and disbursements, 
purchasing, information technology 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 on the reported objectives and scope by selecting for audit 
those areas most at risk. We selected compensation of the Superintendent’s Employee Group, claims 
processing, contract management and capital projects for further audit testing.

We interviewed current and former District employees, including but not limited to, the 
Superintendent of Schools, Deputy Superintendent of Administration, Chief of Staff, School Business 
Offi cial, accounting and payroll supervisors, claims auditor, internal auditor, Chief of Human 
Resources, former Superintendent of Schools, former Interim Superintendent of schools, former 
claims auditor, former member of the internal audit staff and, where appropriate, offi cials from the 
City of Rochester.  

For compensation of the Superintendent’s Employee Group, we inquired about internal controls 
over payroll and the existence of payroll procedures. We also reviewed payroll registers, leave time 
records, and employment agreements for selected employees to verify that pay rates and leave accrual 
entitlements were properly authorized.  

For claims processing, we focused our attention on the approval of purchases and the approval 
for payment for various types of goods and services acquired by the District. We tested claims for 
itemization, suffi cient documentation, reasonableness and timeliness of the payment. We interviewed 
offi cials, observed transactions and examined claims and checks.  

For contracts we reviewed bid documents, resolutions and payment vouchers to determine if payments 
to the respective professionals and other vendors were made in accordance with written contracts.

For capital projects, we reviewed pertinent documents available, including applications and 
certifi cates of payment, change orders, claims, contracts, and plan and bid specifi cations. We examined 
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change orders to determine whether they were approved, signed and dated by the appropriate District 
offi cials, and paid accordingly.

We conducted this performance audit in accordance with generally accepted government auditing 
standards (GAGAS). Those standards require that we plan and perform the audit to obtain suffi cient, 
appropriate evidence to provide a reasonable basis for our fi ndings and conclusions based on our audit 
objectives. We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objectives. 
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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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