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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

December 2012

Dear School Offi cials:

A top priority of the Offi ce of the State Comptroller is to help School offi cials manage government 
resources effi ciently and effectively and, by so doing, provide accountability for tax dollars spent to 
support School operations. The Comptroller oversees the fi scal affairs of public schools statewide, 
as well as 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 
operations and School board governance. Audits also can identify strategies to reduce costs and to 
strengthen controls intended to safeguard School assets.

Following is a report of our audit of the Buffalo United Charter School, entitled Financial 
Management. This audit was conducted pursuant to Article V, Section 1 of the State Constitution and 
the State Comptroller’s authority as set forth in Section 2854 of the Education Law.

This audit’s results and recommendations are resources for School offi cials to use in effectively 
managing operations and in meeting the expectations of taxpayers, students and their parents. 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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Background

Introduction

Objective

Scope and
Methodology

A charter school is a public school fi nanced by local, State and 
Federal resources that is not under the control of the local school board 
and is governed under Education Law Article 56. Buffalo United 
Charter School (School) is governed by a Board of Trustees (Board) 
that has eight members. The Board has entered into a management 
agreement with National Heritage Academies, Inc. (NHA), a 
privately held for-profi t corporation located in Grand Rapids, 
Michigan. The Board has been using NHA to operate the School 
since its inception in the 2003-04 fi scal year. The management 
agreement assigns virtually all revenue1 the School receives to NHA, 
which is responsible for the general management and control of the 
School’s fi nances. The Board also has a lease agreement with an NHA 
subsidiary for the building where the School operates. 

The School’s revenues for the 2010-11 fi scal year were 
approximately $8.6 million. These revenues were derived from 
billing area school districts for resident pupils and from certain State 
and Federal aid attributable to these pupils. Since virtually all revenue 
was assigned to NHA for its management of School operations, the 
School reported net assets of approximately $8,000 as of June 30, 
2011.

The objective of our audit was to examine the School’s relationship 
with NHA to address the following related question:

• Did the Board properly monitor the management corporation 
operating the School and ensure School funds are effectively 
and effi ciently used?

Our overall goal was to assess the School’s fi nancial operations. Since 
fi nancial operations were handled by the management corporation, 
we evaluated that relationship for the period July 1, 2010 to June 8, 
2012. We extended our scope back to 2003 for information related to 
the building lease.

We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on such 

1  All revenue is assigned to NHA except 2 percent or $35,000, whichever is less, 
which is designated as the Board’s discretionary fund. With revenues for the 2010-
11 fi scal year of $8.6 million, 2 percent is approximately $172,000. Therefore, the 
discretionary fund was limited by the terms of the agreement to the $35,000 cap, 
which represents less than 0.5 percent of total revenue for the 2010-11 fi scal year. 
For all eight fi scal years that NHA has operated the School (2003-04 through 2010-
11) the 2 percent amount exceeded the $35,000 cap which the Board received.
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Comments of School 
Offi cials and Corrective 
Action

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 School offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. School offi cials 
generally disagreed with our fi ndings but indicated they would 
consider and address the recommendations in the School’s corrective 
action plan. Appendix B contains our comments on issues raised in 
the School’s response.

The Board has the responsibility to initiate corrective action. We 
encourage the Board to prepare a plan of action that addresses the 
recommendations in this report, and to forward the plan to our 
offi ce within 90 days. For more information on preparing and fi ling 
your Corrective Action Plan (CAP), please refer to our brochure, 
Responding to an OSC Audit Report, which you received with the 
draft audit report. We encourage the Board to make this plan available 
for public review in the Secretary’s offi ce.  
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Financial Management

The Board is ultimately responsible for safeguarding public funds 
intended for educational purposes, even when it contracts with a 
management corporation to operate the School. The Board should 
fulfi ll this responsibility by providing adequate oversight of the 
corporation to ensure that all transactions are accounted for and 
that public funds are used effectively and effi ciently for educational 
purposes.

The School’s by-laws state that the Board Treasurer (Treasurer) 
shall keep or cause to be kept adequate and correct accounts of the 
School’s properties, receipts, and disbursements. The Treasurer also 
shall render or cause to be rendered to the Board, as requested, but no 
less frequently than once every fi scal year, an account of the School’s 
fi nancial transactions and fi nancial condition. NHA performs most of 
the Treasurer’s key duties.2 The management agreement states that 
NHA will provide the School with a projected budget that contains 
reasonable detail as requested by the Board and includes all projected 
expenses and costs reasonably associated with operating the School 
and the NHA school program.3 The management agreement also 
indicates that both NHA and the School would consider requests to 
amend the budget in good faith. It further states that NHA expenses 
are not to deviate materially from the provisions of the budget without 
Board approval and that NHA is to make all its fi nancial and other 
records related to the School available to the Board. 

The Board relies almost exclusively on NHA to handle the School’s 
fi nances. We therefore question whether the Board can suffi ciently 
monitor NHA. With almost all fi nancial duties and responsibilities 
assigned to NHA, the Treasurer cannot adequately fulfi ll certain 
duties as prescribed in the by-laws. Further, NHA’s failure to fully 
disclose detailed information about its internal costs and how they are 
allocated to the School limits the Board’s ability to verify that these 
charges are accurate and appropriate.

While the Board technically approves the annual budget prepared by 
NHA, the management agreement provides for virtually all of the 

2  Through its contract with the management corporation, the School has, in effect, 
assigned most of the fi nancial duties to NHA including approving bills, signing 
checks, recording fi nancial activity, and providing fi nancial reports to the Board. 
Many of these duties would typically be the responsibility of a Treasurer.
3  The management agreement, amended in May 2011, includes the following 
additional language relating to the budget: “…including but not limited to an 
itemized break down of revenues and amounts paid to NHA relating to: (a) regular 
education; (b) special education; and (c) management and general functions.”
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School’s revenues to go to NHA. As such, approving the budget, and 
any subsequent amendments, is essentially meaningless. We found 
that, as NHA’s estimates of School revenue increased or decreased, 
NHA simply adjusted various cost allocations to the School to equal 
100 percent of available revenue with no indication of increased or 
decreased service level. For example, the 2010-11 fi scal year budget, 
which initially totaled approximately $7.6 million, was amended 
twice. The fi rst amendment reduced total expenses to approximately 
$7.3 million, in November 2010. The second amendment, in 
May 2011, increased total expenses to more than $8.7 million. 
These signifi cant changes were the result of NHA adjusting 
revenue estimates during the year and balancing the budget with 
corresponding decreases or increases in budgeted expenses presented 
to the Board. 

We found a similar pattern during the 2011-12 fi scal year. Revenues 
in the initial 2011-12 budget totaled approximately $8.2 million and 
increased in November 2011 to $9.2 million. The budget for indirect 
costs was then simply increased to account for this additional 
revenue.

Further, NHA’s descriptions of costs related to the School budget 
(provided in an accompanying memo) do not fully identify the 
purpose of certain direct and indirect costs, and the School does not 
have access to supporting documentation for more than $3 million in 
indirect costs4 allocated at NHA’s discretion. An NHA offi cial stated 
that the corporation does not provide a breakdown of site-based 
[direct] and allocated [indirect] costs because it was unclear why 
the Board needs the information to approve the budget or provide 
adequate oversight. 

The signifi cant budgetary fl uctuations, along with the lack of 
transaction-level detail for indirect costs, suggest that the Board did not 
have adequate information on which to base decisions regarding the 
School’s fi nances. The School Board’s Chairman told us that the Board 
was satisfi ed with the budget information provided and that NHA is 
responsive to Board members’ questions and requests for information. 
However, he also said that, as part of an overall reassessment of the 
agreement, the Board negotiated changes, effective May 2011, which 
included clarifying the language regarding NHA’s responsibilities 
for providing budget detail information. As of the end of our audit 

4  According to NHA, it treats some costs as direct to the School and some as 
indirect costs, allocated among the various schools that it manages, and that 
because its business model is highly centralized there is a large number of indirect 
costs allocated among the schools it manages. The audited fi nancial statements for 
the 2010-11 fi scal year report $5,576,000 in actual direct expenses, and $3,002,000 
(35 percent of total expenses) in indirect costs allocated to the School.   
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fi eldwork on June 8, 2012, however, the Board still lacks detailed 
information regarding the School’s fi nancial operations. Therefore, 
the Board is not suffi ciently informed to ensure that School funds are 
used for educational purposes or to determine whether assigning all 
the School’s revenue to NHA is reasonable and appropriate.

There are options that could provide the School with improved 
fi nancial control and allow for the Treasurer to comply with the 
accounting provisions of the by-laws while continuing to contract 
with NHA. For example, NHA could provide specifi ed services at a 
fi xed price per year or at a set price per student, enabling the School to 
avoid the loss of fi nancial control that occurs when the Board simply 
agrees to provide virtually all revenues received to NHA.  

Lease Agreement – The Board entered into a lease agreement with 
an NHA subsidiary in 2003 for a school building. According to 
NHA, its subsidiary purchased the building in 2003 for $230,000 and 
has incurred equipment acquisition, building renovation, and land 
improvement costs totaling $5.6 million as of the end of the 2010-
11 fi scal year. From July 2003 through the 2010-11 fi scal year, lease 
payments charged to the School totaled $6.7 million. In effect, the 
NHA subsidiary recovered its investment in less than seven years of 
operation (i.e., at the end of the 2009-10 fi scal year).5  Consequently, 
School offi cials have not demonstrated the arrangement was in the 
best interests of the School, particularly since NHA controls virtually 
all of the School’s revenues through the management agreement. 

1. The Board should negotiate changes in the terms of the 
management agreement with NHA in order to gain more control 
of the School’s fi nances. 

2. The Board should periodically assess the terms and conditions of 
any management agreements to ensure that they are reasonable 
and in the best interests of the School. 

5  In the 2010-11 fi scal year, the annual lease payment totaled $957,444 ($858,720 
for the building and $98,724 for equipment). The School’s cumulative payments of 
$6.7 million through 2010-11, less $957,444, equals a total of approximately $5.75 
million paid as of the 2009-10 fi scal year end.

Recommendations
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APPENDIX A

RESPONSE FROM SCHOOL OFFICIALS

The School’s offi cials’ response to this audit can be found on the following pages.
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See
Note 1
Page 12
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See
Note 2
Page 12

See
Note 3
Page 12

See
Note 4
Page 12
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See
Note 3
Page 12

See
Note 5
Page 12



12                OFFICE OF THE NEW YORK STATE COMPTROLLER12

APPENDIX B

OSC COMMENTS ON THE SCHOOL’S RESPONSE

Note 1    

All fi nancial decisions made by NHA may be within the framework of the budget; however, when the 
Board enters into a management agreement that assigns NHA virtually all of the School’s revenue, the 
budget provides little control.

Note 2  

Had initial budget estimates been more accurate, the School may have been in a better position to 
plan for the effective use of funds in the interest of its students. The signifi cant budget fl uctuations, 
referenced in our report, do not provide such an opportunity. The amendments to both the 2010-11 and 
2011-12 budgets provided for signifi cant increases months after the school year had begun: an increase 
of $1.4 million (from $7.3 million to $8.7 million) for the 2010-11 fi scal year was approved in May 
2011; and an increase of $1 million (from $8.2 million to $9.2 million) for the 2011-12 fi scal year was 
approved in November 2011.

Note 3   

While the Board is provided greater fi nancial detail than before, the information does not differentiate 
between direct (site-based) costs and indirect (centralized) costs. 

Note 4  

While we commend School offi cials for taking action to obtain further information from NHA, the 
Board still does not have adequate information to ensure that the indirect costs charged to the School 
are reasonable or equitable. We encourage the School’s contract review committee to continue pursuing 
appropriate contractual provisions for obtaining a detailed breakdown of indirect costs.

Note 5  

We acknowledge the negotiation efforts cited in the School’s response. However, the lease agreement 
must be considered in the context of the overall management agreement, which allows NHA to control 
virtually all the School’s money. As long as the management agreement continues to provide such 
control, NHA will have the ability to adjust budget lines to compensate for any reductions in the 
School’s lease payments. 
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

The objective of our examination was to assess the fi nancial operations of the School. Since fi nancial 
operations were handled by a management corporation (NHA), we evaluated the School’s relationship 
with NHA.

We examined the School’s management agreement for the period July 1, 2010 to June 8, 2012. We 
extended our scope back to 2003 for information related to the School building lease. Our audit 
included various procedures to gather relevant evidence concerning our stated objective, as follows:

• We reviewed the management agreement, lease agreement, School Charter, by-laws, annual 
report, and Board meeting minutes to understand the School’s operations. 

• We reviewed Board members’ annual disclosure of fi nancial interest forms for the 2010-11 
fi scal year to determine whether these forms were properly completed.

• We reviewed the School’s audited fi nancial statements for the 2010-11 fi scal year. 

• We interviewed NHA personnel and the School Board Chairman.6 

• We evaluated the School’s annual budgeting and fi nancial audit processes.

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.

6  Referred to in the by-laws as President
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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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BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building - Suite 1702
44 Hawley Street
Binghamton, New York  13901-4417
(607) 721-8306  Fax (607) 721-8313
Email: Muni-Binghamton@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties

BUFFALO REGIONAL OFFICE
Robert Meller, Chief Examiner
Offi ce of the State Comptroller
295 Main Street, Suite 1032
Buffalo, New York  14203-2510
(716) 847-3647  Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie,
Genesee, Niagara, Orleans, Wyoming Counties

GLENS FALLS REGIONAL OFFICE
Jeffrey P. Leonard, Chief Examiner
Offi ce of the State Comptroller
One Broad Street Plaza
Glens Falls, New York   12801-4396
(518) 793-0057  Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Albany, Clinton, Essex, Franklin, 
Fulton, Hamilton, Montgomery, Rensselaer, 
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner
Offi ce of the State Comptroller
NYS Offi ce Building, Room 3A10
Veterans Memorial Highway
Hauppauge, New York  11788-5533
(631) 952-6534  Fax (631) 952-6530
Email: Muni-Hauppauge@osc.state.ny.us

Serving: Nassau and Suffolk Counties

NEWBURGH REGIONAL OFFICE
Christopher Ellis, Chief Examiner
Offi ce of the State Comptroller
33 Airport Center Drive, Suite 103
New Windsor, New York  12553-4725
(845) 567-0858  Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us

Serving: Columbia, Dutchess, Greene, Orange, 
Putnam, Rockland, Ulster, Westchester Counties

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Offi ce of the State Comptroller
The Powers Building
16 West Main Street – Suite 522
Rochester, New York   14614-1608
(585) 454-2460  Fax (585) 454-3545
Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates Counties

SYRACUSE REGIONAL OFFICE
Rebecca Wilcox, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building, Room 409
333 E. Washington Street
Syracuse, New York  13202-1428
(315) 428-4192  Fax (315) 426-2119
Email:  Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence Counties
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