
DIVISION OF LOCAL GOVERNMENT 
& SCHOOL ACCOUNTABILITY

O F F I C E  O F  T H E  N E W  Y O R K  S T A T E  C O M P T R O L L E R

Report of  Examination
Period Covered:

July 1, 2007 — March 12, 2012

2012M-60

COMMUNITY 
Charter School

Confl ict of  Interest Policy

Thomas P. DiNapoli



11DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY    

   
 Page

AUTHORITY  LETTER 2 

INTRODUCTION 3 
 Background 3 
 Objective 3 
 Scope and Methodology 3 
 Comments of School Offi cials and Corrective Action 4

CONFLICT OF INTEREST POLICY 5 
 Recommendations 8

APPENDIX  A Response From School Offi cials 9
APPENDIX  B Audit Methodology and Standards 12
APPENDIX  C How to Obtain Additional Copies of the Report 13
APPENDIX  D Local Regional Offi ce Listing 14

Table of Contents



2                OFFICE OF THE NEW YORK STATE COMPTROLLER2

State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

June 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 COMMUNITY Charter School, entitled Confl ict of Interest 
Policy. 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. The COMMUNITY 
Charter School (School), located in the City of Buffalo, is governed 
by a Board of Trustees (Board) that currently has six members. The 
Board is responsible for the general management and control of the 
School’s fi nancial and educational affairs. The Board appoints a 
Principal, who is responsible, along with the Business Administrator 
and other administrative staff, for the day-to-day management of the 
School under the direction of the Board. 

Charter schools have less legal operational requirements than 
traditional public schools. Most of the charter school’s requirements 
are contained in its by-laws, charter agreement and the fi scal/fi nancial 
management plans.

The School’s operating expenses for the 2010-11 fi scal year were 
approximately $3.7 million. These expenses were funded with 
revenues of approximately $4.7 million derived from billing area 
school districts for resident pupils and from certain State and Federal 
aid attributable to these pupils. The School has approximately 325 
students in kindergarten through 6th grade. 

The School operates from a building it currently owns. Prior to July 
2007, the School was leasing the building from the previous owners 
for approximately $54,000 a year. In July 2007, the School purchased 
the building for $550,000. Since then, the School has built a bus loop, 
expanded the building, and upgraded other aspects of the building. 

The objective of our audit was to examine the School’s process of 
addressing potential confl icts of interest. Our audit addressed the 
following related question:

• Did the Board comply with the School’s confl ict of interest 
policy when obtaining contracted goods and services?

Our overall goal was to assess the School’s fi nancial operations for 
the period July 1, 2007 to March 12, 2012. To accomplish this, we 
evaluated selected areas in general governance, fi nancial oversight 
and condition, purchasing, cash receipts and disbursements, payroll 
and personnel services, and inventory and asset control. After 
evaluating these areas it appears that School offi cials have established 
adequate controls for most of these areas and, therefore, limited risk 
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Comments of School 
Offi cials and Corrective 
Action

exists. However, we found weaknesses concerning the controls over 
potential confl icts of interest. 

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 School offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. School offi cials 
generally agreed with our fi ndings and recommendations and 
indicated they would be taking corrective action.

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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Confl ict of Interest Policy

The Board is entrusted with the responsibility of safeguarding School 
resources. The Board fulfi lls this responsibility, in part, by ensuring 
compliance with the School’s confl ict of interest policy. We found 
that the former Board President engaged in business transactions 
with an owner of a construction company to which the School has 
paid $2.4 million since 2007. The Board, however, did not follow 
the School’s confl ict of interest policy because it did not determine 
whether this relationship resulted in a confl ict of interest as the policy 
requires. Further, School offi cials did not use competitive procedures 
to obtain these construction services, and did not produce a written 
contract that stated the scope of the work or the basis of payment. As 
a result, there is a risk that the former Board President could have 
improperly benefi ted from his position as a Trustee, and that the 
School could have paid more than necessary for construction services. 

Confl ict of Interest Policy – The School’s by-laws establish a policy 
that provides the process and procedures for addressing potential 
confl icts of interest. The policy requires that a Board member 
disclose to the Board his or her fi nancial interests and other relevant 
information in connection with any actual or possible confl ict of 
interest. After disclosure, and after providing the Board member 
with an opportunity to make a presentation to the Board, the Board 
member must leave the meeting. The remaining members of the 
Board are then responsible for deciding if a confl ict of interest exists 
and for reporting to the New York State Education Department if one 
does exist. The President of the Board, “if appropriate,” is required 
to appoint a disinterested person or committee to investigate more 
advantageous alternatives to the proposed transaction or agreement. If 
a more favorable transaction or arrangement that would not give rise 
to a confl ict of interest cannot reasonably be obtained, the Board must 
determine, by majority vote of the disinterested Trustees, whether the 
transaction or arrangement is in the School’s best interests and is fair 
and reasonable. 

Although the School’s confl ict of interest policy adequately addresses 
potential confl icts of interest,1 the policy is not always followed. 
In addition to the disclosure requirement in the School’s confl ict 
of interest policy, State guidelines require the Board members to 
complete annually a “Disclosure of Financial Interest Form” as part of 

1  The Education Law was amended on May 28, 2010, to state that charter schools 
offi cers and employees must comply with the provisions of Sections 800 – 809 of 
the General Municipal Law relating to confl icts of interest for municipal offi cers 
and employees.
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the School’s annual report. When we reviewed the annual disclosure 
of fi nancial interest forms (i.e., annual disclosure form) for the 2008-
09 through 2010-11 fi scal years for all Board members, we found at 
least one instance when the School’s confl ict of interest policy was 
disregarded. For the 2008-09 school year, the former Board President 
disclosed unspecifi ed fi nancial interests with a construction company 
to whom the School had paid $2.4 million for various capital projects 
since July 2007. We were not provided any evidence that the former 
Board President adequately disclosed the relevant facts to the 
Board or that the remaining disinterested Board members determined 
whether the former Board President had a confl ict of interest, as 
required by the School’s confl ict of interest policy.

The annual disclosure form that the former Board President submitted 
for the 2009-10 school year did not disclose a fi nancial interest in any 
company that contracted with the School. During the 2010-11 school 
year, the former Board President and two other Board members 
resigned and did not complete the annual disclosure forms. Instead, 
the former Principal2 prepared forms for them, which were not signed 
by the Board members. The annual disclosure form prepared by the 
former Principal for the former Board President shows a fi nancial 
interest in the same construction company that was listed on the 
former Board President’s 2008-09 annual disclosure form.
 
Despite information he reported on the 2008-09 annual disclosure 
form, the former Board President stated that he and an owner of the 
construction company had no formal business partnership, but only 
periodically purchased, renovated, and sold residential buildings 
together. However, we found that the former Board President and an 
owner of the construction company had purchased seven properties 
totaling $556,000, and sold fi ve of these properties for $967,000 
since January 2007. The former Board President and an owner of the 
construction company purchased one of these properties in August 
2010 for $38,000, and sold it to the former Board President and 
another party with the same last name for $80,000 in January 2011. 
During the same period, the School had been paying the construction 
company for various School capital projects and improvements. In 
our view, these fi nancial connections give rise to at least a potential 
confl ict of interest. Under the School’s confl ict of interest policy, we 
believe the former Board President was required to disclose these 
facts to the Board, and the other members of the Board were required 
to determine whether the facts resulted in a confl ict of interest. We 
found no evidence of compliance with these requirements.

2  Because these Board members did not fi ll out or sign fi nancial disclosure forms 
for 2010-11, the Principal completed the forms as the School’s representative, in 
compliance with SED guidelines. The Principal was terminated in March 2012.
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One other Board member stated on his 2008-09 annual disclosure 
form that he received $6,650 from the School for painting work. 
However, we determined that the Board complied with the provisions 
of its confl ict of interest policy for this transaction. The rest of the 
Board members, except for the former Board President, had no 
fi nancial interest disclosed in their forms for the three school years 
we reviewed. 

Construction Services – While the School’s by-laws did not 
require the use of competitive pricing procedures when procuring 
construction services, it is a good business practice to follow such 
procedures to provide School offi cials with assurance that they are 
obtaining the appropriate quality of services at the most favorable 
terms and conditions. Moreover, in circumstances where potential 
confl icts of interest exist, the School’s policy requires the Board 
to investigate alternative options to the proposed transaction or 
arrangement and to determine whether the proposed arrangement 
will produce a result that is fair and reasonable and serves the best 
interests of the School. However, School offi cials regularly used the 
same construction company whenever they needed construction work 
performed without using a competitive pricing process, and without 
investigating alternative options. 

It is also a good business practice to ensure that services are performed 
based on written contracts that defi ne the scope of services and the 
terms for payment. However, School offi cials did not provide us with 
any evidence that they had written contracts with the construction 
company. Without written contracts, neither we nor School offi cials 
can evaluate whether fees charged were appropriate, whether 
payments were accurate, and whether the contractor’s performance 
generally conformed to the scope of work and other terms and 
conditions of the agreement. 

To illustrate, we found that the $2.4 million paid to the construction 
company included approximately $139,000 identifi ed as a general 
contractor fee and additional moneys for a supervision fee. The 
following are examples of the fees the School paid:

• In August and September 2009, the School paid $286,125 
to construct a bus loop located at the front of the School 
building. The total payment included a general contractor fee 
of $13,529 and a supervision fee of $4,000. 

• From May 2010 to January 2011, the School paid over $1.5 
million to the construction company for a building expansion 
project, which included a general contractor fee of $92,782 
and a supervision fee of $40,000. 



8                OFFICE OF THE NEW YORK STATE COMPTROLLER8

Without using a competitive process to obtain services, the School 
may be overpaying for services; without a written contract, the School 
could be paying for charges that are inappropriate or inaccurate.

1. The Board should ensure that its confl ict of interest policy is 
complied with.

2. The Board should ensure all Board members prepare and sign the 
annual disclosure of fi nancial interest form required as part of the 
School’s annual report.

3. To help ensure the School obtains contracted services at the 
most favorable terms and conditions, the Board should consider 
revising the School’s by-laws to include the use of competitive 
processes for such procurements.

4. The Board should ensure that it enters into and has available 
written contracts that clearly defi ne the scope of services to be 
provided and the terms and conditions for payment and ensure 
that payments are made in accordance with such written contracts. 

Recommendations
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APPENDIX A

RESPONSE FROM SCHOOL OFFICIALS

The School offi cials’ response to this audit can be found on the following pages.

In their response, School offi cials refer to a contract which they included as an attachment. We have 
not included this attachment in our report because the School’s response is adequate to address its 
concerns on this issue.
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS 

The objective of our examination was to assess the fi nancial operations of the School. 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: 
general governance, fi nancial oversight and condition, cash receipts and disbursements, purchasing, 
payroll and personnel services.

During the initial assessment, we interviewed appropriate School offi cials, performed limited tests of 
transactions, and reviewed pertinent documents, such as School by-laws, procedures, Board minutes, 
and fi nancial records and reports. In addition, we tested selected computerized fi nancial data to help 
ensure that the information produced by such systems was reliable.

After reviewing the information gathered during our initial assessment, we determined that the 
controls appeared to be adequate and that limited risk existed for most of the fi nancial areas we 
reviewed. We then decided upon the reported objective and scope for the area with the greatest risk. 
We examined the School’s confl ict of interest policies and procedures for the period July 1, 2007 to 
March 12, 2012. Our audit included various procedures to gather relevant evidence concerning our 
stated objective, as follows:

• We reviewed the School Charter, by-laws, annual report, and Board meeting minutes to 
determine whether the School has adequate confl ict of interest policies and procedures. 

• We reviewed Board members’ annual disclosure of fi nancial interest forms for the 2008-09, 
2009-10, and 2010-11 school years to determine whether these forms were properly completed.

• We investigated any disclosed fi nancial interests to determine whether the School complied 
with its own policies and procedures.

• We interviewed School offi cials and current/former Board members.

• We compared Board members’ names and addresses against employee lists and vendor lists to 
identify potential related parties. For potential related party transactions, we performed further 
internet searches using specialized software and reviewed public records. 

• We examined all 22 vouchers paid to a contractor since July 2007 to document the stated 
purposes of these payments.

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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