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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 Williamsville Central School District, entitled Financial 
Condition and Internal Controls Over Selected Financial Activities. This audit was conducted pursuant 
to Article V, Section 1 of the State Constitution and the State Comptroller’s authority as set forth in 
Article 3 of the General Municipal Law.

This audit’s results and recommendations are resources for district offi cials to use in effectively 
managing operations and in meeting the expectations of their constituents. If you have questions about 
this report, please feel free to contact the local regional offi ce for your county, as listed at the end of 
this report.

Respectfully submitted,

Offi ce of the State Comptroller
Division of Local Government
and School Accountability
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Williamsville Central School District (District) is governed by the Board of Education (Board) 
which comprises nine elected members. The Board is responsible for the general management 
and control of the District’s fi nancial and educational affairs. The Superintendent of Schools 
(Superintendent) is the chief executive offi cer of the District and is responsible, along with other 
administrative staff, for the day-to-day management of the District under the direction of the Board.

Scope and Objectives

The objectives of our audit were to evaluate the District’s fi nancial condition and internal controls over 
claims processing and purchase cards for the period July 1, 2007 through May 15, 2009. For fi nancial 
analysis purposes, we examined certain fi nancial information back to the 2004-05 fi scal year. Our audit 
addressed the following related questions:

• Does the Board properly manage District fi nances by ensuring budgets are realistic and 
supported, and by properly establishing and maintaining reserve funds?

• Are internal controls over claims processing appropriately designed and operating effectively?

• Are internal controls over purchase cards appropriately designed and operating effectively?

Audit Results

The District has accumulated approximately $8.9 million1 that should be used to benefi t taxpayers by 
paying one-time expenditures, funding necessary reserves, reducing debt and/or reducing the tax levy, 
in accordance with applicable statutory requirements.

The District has not ensured that budget estimates are reasonable. We found that District offi cials 
routinely overestimated appropriations and underestimated revenues. Poor budget estimates resulted 
in revenues exceeding expenditures by approximately $30.1 million, in total, (average of $7.5 million) 
over the last four fi scal years, on an average total budget of about $136 million. These operating 
surpluses have been used to increase nine general fund reserves. In addition, District offi cials could 
not provide adequate documentation to support the funding levels of two reserves and did not properly 
use another reserve. Further, District offi cials did not properly account for and report a current liability 
and reserve for encumbrances, which had the effect of reducing unreserved fund balance by nearly $4 

1  Includes appropriated fund balance of $3.1 million, tax certiorari reserve of $600,000, uncollected taxes reserve of 
$100,000, reserve for encumbrances of $400,000, due to the capital projects fund of $3.5 million, and debt reserve of $1.2 
million.
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million. If budgets had been more accurate and fi scal management practices better, real property taxes 
in the District could have been lower.

The Board has not established adequate policies or procedures for the audit of claims. Although the 
Board appointed a claims auditor to assume its powers and responsibilities, the claims auditor does not 
audit any claim prior to payment, as required. Instead, the claims auditor only conducts a post-audit 
of a sample of claims after the checks have been mailed. In addition, upon review of a sample of 100 
claims, totaling $826,952, exceptions were found with 99 claims, totaling $823,617. As a result, there 
is an increased risk that payments will be made for other than District purposes.

The District’s purchase card policy and procedures do not adequately ensure that all transactions made 
with purchase cards are appropriate. The District allows the departments to maintain receipts and does 
not ensure that appropriate documentation is entered into the purchase card system prior to payment. 
In addition, the claims auditor does not review any purchase card transactions prior to payment and 
only reviews two transactions per purchase card billing statement after the payment has been made. 
Finally, the District is not following its own purchase card policies and procedures by ensuring that 
all cards have purchasing restrictions. As a result, there is an increased risk of District purchase cards 
being used for inappropriate purchases. 

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 
specifi ed in Appendix A, District offi cials generally agreed with our recommendations and indicated 
they planned to take corrective action. Appendix B includes our comments on the issues raised in the 
District’s response letter.
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Background

Introduction

Objectives

The Williamsville Central School District (District) is located in 
the Towns of Amherst, Clarence, and Cheektowaga, Erie County. 
The District is governed by the Board of Education (Board) which 
comprises nine elected members. The Board is responsible for the 
general management and control of the District’s fi nancial and 
educational affairs. The Superintendent of Schools (Superintendent) 
is the chief executive offi cer of the District and is responsible, along 
with other administrative staff, for the day-to-day management of the 
District under the direction of the Board.

There are 13 schools in operation within the District, with 
approximately 10,800 students and 2,000 employees. The District’s 
budgeted expenditures for the 2008-09 fi scal year were $151.2 
million, which were funded primarily with State aid, sales tax, real 
property taxes and grants.

The objectives of our audit were to evaluate the District’s fi nancial 
condition and internal controls over claims processing and purchase 
cards. Our audit addressed the following related questions:

• Does the Board properly manage District fi nances by 
ensuring budgets are realistic and supported, and by properly 
establishing and maintaining reserve funds?

• Are internal controls over claims processing appropriately 
designed and operating effectively?

• Are internal controls over purchase cards appropriately 
designed and operating effectively?

We evaluated the District’s fi nancial condition and internal controls 
over claims processing and purchase cards for the period July 1, 2007 
to May 15, 2009. For fi nancial analysis purposes, we examined 
certain fi nancial information back to the 2004-05 fi scal year.

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

Scope and 
Methodology

Comments of District 
Offi cials and Corrective 
Action
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as specifi ed in Appendix A, District offi cials generally agreed with 
our recommendations and indicated they planned to take corrective 
action. Appendix B includes our comments on the issues raised in the 
District’s response letter.

The Board has the responsibility to initiate corrective action. 
Pursuant to Section 35 of the GML, 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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Financial Condition

A school district’s fi nancial condition is a factor in determining its 
ability to fund public educational services for students within the 
district. The Board, Superintendent, and Assistant Superintendent 
for Finance and Management Services are accountable to District 
taxpayers for the use of District resources, and are responsible for 
effective fi nancial planning and management of District operations. 
The Board and Superintendent are also responsible for ensuring that 
budgets are prepared, adopted, and amended based on reasonable 
estimates of appropriations and revenues. Sound budgeting 
provides suffi cient funding for needed operations, and prudent fi scal 
management includes establishing reserves needed to address long-
term obligations or planned future expenditures. Once the Board has 
addressed those issues, any remaining fund balance, exclusive of that 
allowed by law to be retained to address cash fl ow and unexpected 
occurrences, should be used to reduce the local tax levy.
 
The District has accumulated approximately $8.9 million2  that 
should be used to benefi t taxpayers by paying one-time expenditures, 
funding necessary reserves, reducing debt and/or reducing the 
tax levy, in accordance with applicable statutory requirements. 
The Board did not prepare reasonable budgets for the four-year 
period 2004-05 through 2007-08. District offi cials consistently 
overestimated appropriations and underestimated revenues by a 
total of $41.3 million over this period, even though data was often 
available to develop more accurate budget estimates. As a result of 
these practices, the District generated operating surpluses totaling 
more than $30.1 million. District offi cials used the majority of the 
$7.5 million average annual surpluse to fund reserves. As of June 
30, 2008, balances in the District’s 11 general fund reserves totaled 
$38 million. In addition, District offi cials were unable to provide 
adequate justifi cation for the establishment and funding of two of the 
reserves and did not properly use another reserve. Further, District 
offi cials improperly accounted for and reported a current liability 
and reserve for encumbrances, which had the effect of reducing 
unreserved fund balance by nearly $4 million. If budgets had been 
more accurate and fi scal management practices better, real property 
taxes in the District could have been lower.
 
The Board is responsible for preparing and presenting the District’s 
budget, or spending plan, to the public for vote. In preparing the 

Budgeting and Use 
of Fund Balance

2  Includes appropriated fund balance of $3.1 million, tax certiorari reserve of 
$600,000, uncollected taxes reserve of $100,000, reserve for encumbrances of 
$400,000, due to capital projects fund of $3.5 million, and debt reserve of $1.2 
million
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budget, the Board is also responsible for estimating what the District 
will receive in revenue (e.g., State aid), how much fund balance will 
be available at fi scal year end (some or all of which may be used to 
fund the ensuing year’s appropriations) and, to balance the budget, 
what the expected tax levy will be. During the period from when the 
budget is adopted by the voters until the tax levy is established in 
August, certain information becomes available, such as more accurate 
State aid estimates and fund balance data that can be used to more 
accurately budget for revenues and appropriated fund balance.

The estimation of fund balance is an integral part of the budget 
process. Fund balance represents resources remaining from prior 
fi scal years that can, and in some cases must, be used to lower property 
taxes for the ensuing fi scal year. A district may retain a portion of 
fund balance, referred to as unreserved, unappropriated fund balance, 
but must do so within the limits established by Real Property Tax 
Law.3  Districts may also establish reserves to retain a portion of fund 
balance for a specifi c purpose, but must do so in compliance with 
statutory directives. It is the Board’s responsibility to continually 
monitor the need for all reserves that have been established to ensure 
the best interests of the taxpayers are being met.

We found that the District has routinely overstated its budgets and 
then used the surplus to fund reserves instead of using it to reduce 
taxes. For example, for the four years ending June 30, 2008, District 
offi cials overestimated appropriations by a total of $12.8 million. 
These overestimated appropriations were spread throughout the 
budget. The largest variance was Teaching – Regular School, which 
was overestimated by a total of $5.9 million over the four-year period. 
 
Similarly, District offi cials routinely underestimated revenues by a 
total of approximately $28.5 million, as summarized in the following 
table.4 Revenue variances were mainly due to underestimated 
revenues from State aid, sales tax, and interest income. For instance, 
District offi cials underestimated State aid by an average of $3.1 
million, sales tax by an average of $1.4 million, and interest income 
by an average of $1.6 million for the past four fi scal years.

3  Previously, unreserved, unappropriated fund balance could not exceed 2 percent 
of the ensuing year’s appropriations. At June 30, 2007, the limit was 3 percent of 
2007-08 appropriations, increasing to 4 percent at June 30, 2008 and continuing at 
4 percent for years thereafter. 
4  The overall revenue variances are even more profound when compared to revenues 
excluding real property taxes, as illustrated in the table. Because school districts 
generally receive all real property taxes levied, District offi cials need only estimate 
the remaining revenues.
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Fiscal Year 2004-05 2005-06 2006-07 2007-08 Total
Estimated Revenue (1)(2) $37,794,133 $38,348,049 $40,902,716 $44,794,586 $161,839,484 
Actual Revenues (2) $42,692,572 $44,910,204 $49,674,584 $53,087,414 $190,364,774 
Under-budgeted 
Revenues $4,898,439 $6,562,155 $8,771,868 $8,292,828 $28,525,290
Appropriations (3) $127,672,620 $133,149,775 $139,104,702 $145,255,205 $545,182,302 
Actual Expenditures $124,786,635 $132,081,791 $133,684,819 $141,869,619 $532,422,864
Over-budgeted 
Expenditures $2,885,985 $1,067,984 $5,419,883 $3,385,586 $12,759,438
Total Budget Variance $7,784,424 $7,630,139 $14,191,751 $11,678,414 $41,284,728
(1) These amounts do not include appropriated fund balance or appropriated reserves, which are fi nancing sources but not revenues.
(2) We did not include real property taxes in our analysis as school districts generally receive all real property taxes levied.
(3) These amounts do not include encumbrances.

The result of these budgeting practices was to make it appear that the 
District needed to both raise taxes and use accumulated fund balance 
to close projected budget gaps, when in reality the District’s budget 
resulted in an operating surplus each year. For example, the Board 
has consistently budgeted to use approximately $3 million in fund 
balance each year. However, in reality the District experienced an 
operating surplus for the last four fi scal years; therefore, no fund 
balance was actually used. The District’s practice of consistently 
appropriating fund balance that is not needed to fi nance operations 
is in effect a reservation of fund balance that is neither regulated 
by statute nor subjected to the statutory limit for unreserved, 
unappropriated fund balance. 

Inaccurate budget estimates resulted in revenues exceeding 
expenditures by more than $30.1 million, in total (average of $7.5 
million), over the course of the last four fi scal years, on an average 
total budget of about $136 million. During this same period, the tax 
levy has increased each year from approximately $87 million in 
2003-04 to approximately $97.5 million in 2007-08.

Fiscal Year 2004-05 2005-06 2006-07 2007-08 Total
Actual Revenues $130,088,755 $136,841,213 $145,010,674 $150,640,938 $562,581,580
Actual 
Expenditures $124,786,635 $132,081,791 $133,684,819 $141,869,619 $532,422,864
Operating Surplus 
(Defi cit) $5,302,120 $4,759,422 $11,325,855 $8,771,319 $30,158,716
Appropriated 
Fund Balance $2,950,000 $2,950,000 $2,950,000 $3,100,000
Unreserved Fund 
Balance at June 30 $2,660,000 $2,720,094 $4,357,000 $6,048,000

Based on an assessment of the District’s adopted budget for the 2008-
09 fi scal year (appropriations of $151 million funded by estimated 
revenues of $148 million with the difference to be fi nanced with 
appropriated fund balance), it appears that this pattern has continued 
into the current year. Therefore, the District will likely generate an 
operating surplus similar to those of the previous four fi scal years. 
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District offi cials used the majority of the operating surpluses from the 
past several years to increase the amounts in previously established 
reserves as well as to create new reserves in the general fund. The 
District also reported a capital reserve in the capital projects fund and 
a debt reserve in the debt service fund. The following table illustrates 
the various reserves that the District reported for the 2004-05 through 
2007-08 fi scal years:

Reserves

Reserve 6/30/2005 6/30/2006 6/30/2007 6/30/2008
Workers Compensation $1,145,000 $1,145,000 $1,515,000 $1,650,000
Unemployment Insurance $755,000 $755,000 $755,000 $755,000
Liability $100,000 $100,000 $100,000 $100,000
Insurance $702,629 $685,477 $2,542,577 $2,575,577
Tax Certiorari $350,000 $500,000 $600,000 $600,000
Employee Benefi t Accrued 
Liability $4,936,652 $9,055,644 $15,237,249 $15,275,000
Capital - - $2,573,768 $8,536,315
Repair $1,459,845 $1,605,893 $1,674,422 $2,018,919
Uncollected Taxes $100,000 $100,000 $100,000 $100,000
Capital - Transportation (2002) $2,982,098 $2,448,208 $2,448,208 $2,448,208
Capital - Transportation (2004) $5,500,000 $6,250,000 $4,000,000 $4,000,000
Capital - Mill Transportation 
Center (1) - - $2,250,000 $1,855,978
Debt (2) - - $829,341 $1,208,114

Total $18,031,224 $22,645,222 $34,625,565 $41,123,111
(1) Reported in the general fund at June 30, 2007, transferred to the capital projects fund in the 2007-08 fi scal year.
(2) Reported in the debt service fund

With the exception of the tax certiorari reserve, the uncollected taxes 
reserve and the debt reserve, the District’s reserves appear to have 
been properly established and used.  However, for the past three 
completed fi scal years, the District has prepared a June 30 journal 
entry to charge related expenditures to the reserves and another June 
30 journal entry to replenish the reserves, using a combination of 
interest earnings and operating surpluses, to restore the balance to 
the levels they were at prior to charging the expenditures, or to a 
greater amount. In essence, these entries result in the reserve fund 
monies not being used and, to the extent the reserves are increased 
from operating surplus, it is done without being provided for and 
voted on by the taxpayers. A more transparent method would be to 
include a provision to increase reserves in the budget presented to 
taxpayers for approval. Additionally, the District also appropriates 
funds for a portion of these expenditures from the real property tax 
levy instead of budgeting to use monies in the reserves. The Board 
should periodically evaluate the balances in the reserves to ensure 
they are maintained at a prudent level. In addition, if the Board 
intends to raise taxes to increase balances in the reserves, it should 
include an appropriation for this purpose in the budget. This would 
allow taxpayers to be aware of the intent to increase reserves when 
they vote on the budget.
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Tax Certiorari Reserve – A district can establish this type of reserve 
fund for the payment of judgments and claims in tax certiorari 
proceedings, if the total held in the reserve does not exceed the amount 
of anticipated costs. Any moneys not expended for the payment of 
costs related to tax certiorari proceedings must be returned to the 
general fund by the fourth fi scal year following their deposit.

The District could not support this reserve’s balance with a current 
schedule of pending tax certiorari proceedings and estimated costs, 
or any evidence that such proceedings have or will likely result in 
signifi cant claims. The balance of this reserve at June 30, 2008 was 
$600,000. The District’s basis for the reserve was primarily the amount 
of historical tax refunds with some consideration of high dollar amount 
outstanding claims. On June 30 of the past three completed fi scal 
years,5  the District charged the related expenditures to the reserve and 
replenished the reserve with interest earnings and operating surplus to 
return the reserve to the previous balance. Additionally, the District 
appropriated funds for a portion of the costs using the real property 
tax levy. Therefore, the majority of moneys deposited to this reserve 
fund were not related to any specifi c tax certiorari proceedings that 
may result in future payments, as required by law. These moneys 
should be returned to unreserved, unappropriated fund balance in the 
general fund.

Uncollected Taxes Reserve – An uncollected taxes reserve may 
only be established in a city school district. This District is a central 
school district that receives the entire amount of its tax levy through 
enforcement of uncollected taxes by Erie County and therefore the 
District would not have any uncollected real property taxes.

The District inappropriately established an uncollected taxes reserve 
for $100,000 to address the potential for uncollected payments in lieu 
of taxes (PILOTs).6  There is no statutory authority for the District to 
establish a reserve for this purpose. Therefore, the funds should be 
returned to unreserved, unappropriated fund balance in the general 
fund.

Debt Reserve – A debt reserve must be established if property is sold 
that has outstanding debt or if the District has residual bond proceeds 
and/or interest earned on the bond proceeds. These moneys must 
be used to pay debt service on the related obligations or for capital 
expenditures associated with the project for which the debt was 
issued.
5  The District did not charge expenditures to the reserve during the 2004-05 fi scal 
year. 
6  PILOTs are amounts paid for certain tax-exempt parcels in lieu of real property 
taxes that would otherwise have been paid, had the property not been tax-exempt. 
Generally, these relate to Industrial Development Agency activity.
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The District reports a debt reserve of $1.2 million in the debt service 
fund but has not properly identifi ed the source of these moneys. The 
District commingles unexpended bond proceeds and interest earned 
on bond proceeds from various capital projects. Furthermore, the 
District has not used the funds to pay related debt as required. District 
offi cials indicated that they plan to use these funds for additional debt 
payments when the bonds become callable.7  In effect, the District 
has been levying property taxes to make debt service payments, for 
which moneys have remained idle that can only be used for that 
purpose.

District offi cials improperly accounted for and reported a current 
liability of approximately $3.5 million and overstated reserve for 
encumbrances by approximately $400,000. These actions effectively 
reduced unreserved, unappropriated fund balance. Had these items 
been properly reported, unreserved, unappropriated fund balance 
at June 30, 2008 would have exceeded the statutory limit by $3.9 
million because fund balance was already at the statutory limit of 4 
percent.

Due to Other Funds – Typically school districts use this account to 
refl ect inter-fund cash advances that have been made to address cash 
fl ow needs. The District reported a due to other funds in the general 
fund of $3.8 million at June 30, 2008. Approximately $3.5 million of 
this liability was due to the capital projects fund. However, cash fl ow 
was not an issue as the general fund had an unrestricted cash balance 
totaling $52.7 million at June 30, 2008. District offi cials stated 
that the $3.5 million balance refl ects an accumulation of budgeted 
transfers to the capital projects fund which were not made in their 
entirety.

The District provided us with spreadsheets, for fi scal years 2003-04 
to 2007-08, in an attempt to support the accumulated balance of $3.5 
million. These spreadsheets listed annual budgeted transfers to the 
capital projects fund, actual expenditures for various capital projects, 
and the accumulated year end balance. However, the budgeted 
transfers that were listed did not agree with the voter-approved 
budget for two of the fi ve fi scal years and the year end balances 
did not agree with the District’s annual fi nancial report (ST-3) for 
any years, other than the June 30, 2008 balance. Additionally, these 
spreadsheets did not identify specifi c capital projects the transfers 
from the general fund were allocated for. We also reviewed the 
capital projects fund and determined that $3.5 million (reported as 
due from the general fund) could not be associated with any specifi c 
on-going capital project. Consequently, the $3.5 million is in effect 

Financial Accounting

7  Debt that can be redeemed or paid off prior to maturity under certain 
circumstances
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undesignated moneys being improperly recognized as a liability 
in the general fund. If these moneys were intended for a capital 
purpose, the Board should have, in accordance with statute, properly 
established a capital reserve for each purpose.

Reserve for Encumbrances – Encumbrances are commitments related 
to unperformed contracts for goods or services and are intended to 
help prevent a district from exceeding approved appropriations. In 
order for school district offi cials to maintain budgetary control and to 
arrive at an accurate estimate of its uncommitted appropriations, it is 
necessary to establish an encumbrance when a contract is approved 
or a purchase is authorized. At the end of the fi scal year, a portion of 
fund balance is set aside to carry forward appropriations for these 
commitments into the next fi scal year so that the following year’s 
budget may be increased by these amounts. This restricted amount of 
fund balance is known as the reserve for encumbrances. 

The District’s reported reserve for encumbrances at June 30, 
2008 was approximately $3.2 million. We reviewed the supporting 
documentation for 20 encumbrances totaling $1,165,953 and 
determined that nine, totaling $402,041, were improperly reported 
because the goods or services were not actually ordered until the 
2008-09 fi scal year and in some instances were never ordered. 
For example, on June 26, 2008, a blanket purchase order was 
generated encumbering $119,700 for fuel. However, the fuel was 
not ordered until after June 30, 2008 and delivered on August 
28, 2008. This improper recognition of encumbrances caused 
unreserved, unappropriated fund balance to be understated by at 
least $400,000. Although we used a risk-based testing methodology, 
and therefore cannot project to the total population, it is likely that 
other encumbrances were improperly recognized. We estimate 
that if similar problems occurred with the remaining population of 
encumbrances, an additional $700,000 could have been improperly 
reported.  

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

2. District offi cials should develop a plan to use the surplus fund 
balance identifi ed in this report in a manner that benefi ts District 
taxpayers. In order to provide appropriate transparency, the use 
of this surplus should be done through the budget process with 
public disclosure. Such uses could include, but are not limited to: 

Recommendations
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• Increasing necessary reserves

• Paying off debt

• Financing one-time expenditures

• Reducing District property taxes.

3. The Board and District offi cials should ensure that amounts in the 
tax certiorari reserve are properly supported and should return any 
excess funds to unreserved general fund balance. 

4. The Board should eliminate the reserve for uncollected taxes and 
reclassify the moneys as unreserved general fund balance.

5. The District should determine the source of the moneys in the 
debt reserve and use these funds to pay related debt service.

6. The District should ensure that liabilities are appropriately 
accounted for and reported.

7. District offi cials should analyze year-end encumbrances to 
ensure that they are reasonable and supported. The Board should 
ensure that its independent auditors review the accounting for 
encumbrances as part of their audit.
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Claims Processing

The Education Law requires the Board to audit and approve every 
claim before payment, or to appoint a claims auditor to assume 
the Board’s responsibility for auditing all claims. The Board is 
responsible for establishing internal controls over claims processing, 
including policies and procedures for a proper claims audit. A 
certifi ed warrant lists the claims that have been audited and approved 
for payment. The claims auditor is responsible for ensuring that only 
legitimate claims against the district are paid. In general, the claims 
auditor must ensure that proper documentation and itemization are 
provided, the payment is for a legal purpose, and the transaction was 
properly authorized prior to approving for payment.

The Board has not established adequate policies or procedures for 
the audit of District claims. Although the Board appointed a claims 
auditor to assume its powers and responsibilities, the claims auditor 
does not audit any claim prior to payment, as required. Instead, the 
claims auditor only conducts a post-audit of a sample of claims after 
the checks have been mailed. The accounts payable clerks provide the 
claims auditor with copies of the checks printed in the previous check 
run. The claims auditor enters the check numbers in a spreadsheet 
program and uses the application to select a sample of 30 claims for 
review. During the audit period, the District’s accounts payable bi-
weekly check runs had an average of 300 claims, of which an average 
of 28 claims8 (or 9 percent) are reviewed by the claims auditor. She 
prepares and sends a summary report to the Board. She also signs 
the warrants but qualifi es her approval by noting which claims were 
reviewed. This process for auditing claims not only does not comply 
with Education Law but is woefully inadequate. 

Due to these signifi cant internal control weaknesses, we selected a 
sample of 100 claims, totaling $826,952, for review. The following 
signifi cant exceptions9 were identifi ed (other less signifi cant 
exceptions were discussed with District offi cials):

• Ninety-three claims, totaling $788,295, were never reviewed 
by the claims auditor, including a $47,748 claim for cleaning 
supplies, a $24,502 claim for window shades, and a $25,168 
claim for printing equipment.

8  The claims auditor stated that often the sample of claims selected will include 
duplicate claims. In those instances, she does not replace the claim, but only audits 
the remaining claims, which in effect reduces the sample size.
9  Numerous claims contained more than one error.
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• Thirty-four claims, totaling $275,812, did not include 
evidence of supervisory review or approval, including a 
$10,022 claim for rent, and a $10,448 claim for a bus charter. 
Two of these 34 claims were reviewed by the claims auditor. 

•   Twenty-fi ve claims, totaling $153,320, were not adequately 
itemized, including an $8,611 claim for security services, 
and a $7,250 claim for carpeting. One of these 25 claims was 
reviewed by the claims auditor.

The Board’s failure to establish policies and adequate procedures and 
appropriately monitor the claims auditor’s activities could result in 
errors, waste, and irregularities occurring and not being detected and 
corrected in a timely manner.

8. The Board should establish policies and procedures for the proper 
audit of claims, which should include an audit of each claim prior 
to payment.

9. The claims auditor should require each claim to be itemized and 
documented to show that the claim is for an authorized District 
purpose prior to approval of the claim for payment. 

Recommendations
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Purchase Cards

Written policies and procedures are necessary for establishing an 
effective internal control structure for using purchase cards. The 
Board should adopt a comprehensive policy, which describes how 
the cards can be used and by whom, the documentation needed 
to support purchase card claims, and the District’s recourse in the 
event of improper card use. The policy should, at a minimum, set 
appropriate credit limits, establish custody of the cards when not in 
use, require proper documentation for all transactions, and establish 
a means to recoup any unauthorized expenditures. The Board is also 
responsible for ensuring that all claims included on its purchase card 
billing statements are audited to verify that charges are supported by 
adequate documentation and are proper.

The District’s purchase card system includes 69 purchase cards, 
which are issued to both individual employees and departments. 
The purchase card transactions for the 2007-08 fi scal year totaled 
approximately $350,000, which included 1,275 individual 
transactions. The cards are used for a variety of purchases 
including, but not limited to, meals and refreshments, custodial and 
maintenance supplies, instructional supplies, offi ce supplies, and 
travel expenditures.

The District’s purchase card policy and procedures do not ensure 
that all transactions made with purchase cards are appropriate. The 
District allows the departments to maintain receipts and does not 
ensure that appropriate documentation is entered into the purchase 
card system prior to payment. In addition, the claims auditor does 
not review any purchase card transactions prior to payment and only 
reviews two transactions per purchase card billing statement, after 
the payment has been made. Finally, the District is not following its 
own purchase card policies and procedures by ensuring that all cards 
have appropriate purchasing restrictions.

The District established a purchase card system in order to reduce 
the need for purchase orders and to allow pre-approved minor 
purchases at area stores that do not accept purchase orders. The 
Board adopted a purchase card policy in April 2006, which provides 
for purchase cards to be issued to designated employees approved 
by the Assistant Superintendent for Finance and Management 
Services. The purchasing agent is required to review purchase card 
use guidelines with the employee prior to issuing the card to the 
individual. While the policy indicates that each staff member who is 
issued a card will have customized purchasing parameters assigned 

Policies and Procedures
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to the card, it does not specify exactly what those restrictions would 
be. Cardholders are responsible for submitting purchase descriptions 
accompanied by the original sales receipts to their supervisor for all 
purchases. Supervisor approval is necessary when a purchase card is 
used and prior to the District authorizing a payment to the bank for 
the monthly billing. District offi cials supplemented this Board policy 
with written purchase card procedures that describe internal controls, 
which include, among other things, that the cards are not to be used 
for personal items, bid and contract items, and equipment.10 
 
As of March 26, 2009, the District had 69 purchase cards.11  The 
District placed restrictions on 66 of the 69 cards, including a monthly 
credit limit,12 transaction limits, and spending category codes. The 
remaining three purchase cards, although subject to a monthly 
credit limit ranging from $1,200 to $3,000, did not have restrictions 
regarding transactions or spending category codes. These three cards 
were assigned to the Superintendent, the Assistant Superintendent for 
Finance and Management Services, and the District Clerk. Therefore, 
the District did not fully comply with the provisions of its purchase 
card policy. This could lead to inappropriate use of the cards.

A proper audit cannot occur without essential documentation, 
including signed receipts supporting the charges listed on each 
purchase card billing statement. The absence of a signature on the 
receipt prevents the identifi cation of the person responsible for the 
purchase and results in a lack of accountability for expenditures 
charged to District purchase cards. As such, there is an increased risk 
that improper charges could occur and not be detected.

District offi cials do not ensure that receipts have been obtained for 
all purchases. Each department is required to retain receipts for its 
purchase card activity. According to the District’s written purchasing 
procedures, each month the cardholder and the supervisor must 
reconcile the purchase card billing statement. However, we found that 
this process is not always completed prior to payment. In addition, 
the District uses an online purchase card system to track and 
document the description and supervisory approval of purchase card 
transactions. Upon meeting with District staff and the purchasing 
agent, we determined that, in at least one instance, the supervisor 
was the same as the cardholder, essentially allowing the employee 
who made the purchase to approve the purchase. In addition, the 
purchasing agent does not ensure that a description has been entered 
for all purchase card transactions, but stated that she randomly checks 
to see that they have been entered. 

Documentation

10 The Facilities and Transportation Departments may use purchase cards for 
equipment if they obtain the required number and type of price quotations. 
11  As of March 26, 2009, two cards were not enabled.
12  Ranging from $200 to $20,000
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It is essential that District offi cials have procedures in place to review 
and approve all claims prior to payment, including those claims 
involving the use of purchase cards. Generally, a claim submitted 
to the District must be written, itemized, approved by the District 
offi cial or employee who gave rise to the claim, audited by the claims 
auditor, and in a form prescribed and approved by the Board.

The claims auditor only reviews two individual transactions 
per purchase card billing statement. After payment is made, she 
judgmentally selects the transactions and requests a copy of the 
receipts from the department for further review. Based on a review of 
card activity, we determined that less than 1 percent of transactions 
were reviewed by the claims auditor. Furthermore, since this review 
occurs after payment is made, it is unclear what action could have 
been taken to rectify any improper charges identifi ed.

Due to these defi ciencies, we reviewed the support for all 381 
transactions, totaling $37,806, for 10 cardholders in the 2008-09 
fi scal year. We also reviewed 50 of the transactions to ensure they 
had required documentation and proper approvals. 

We identifi ed certain exceptions which we discussed with District 
offi cials during the course of the audit. Although we did not fi nd 
any material exceptions, the signifi cant internal control weaknesses 
identifi ed could result in inappropriate purchases being made using 
the District’s purchase cards.

10. The Board should revise its purchase card policy to address the 
appropriate supporting documentation needed for a proper audit 
by the claims auditor and the specifi c restrictions that will be 
placed on the cards. 

11. The Board should ensure that appropriate restrictions are placed 
on every purchase card issued.

12. The Board and District offi cials should ensure that employees and 
offi cials comply with purchase card policies and procedures. 

13. The Board should ensure that the claims auditor appropriately 
reviews all transactions and audits the claims prior to payment. 
This includes requiring that all charges on the statements are 
adequately supported by itemized receipts signed by the 
individual making the purchase.

Audit of Transactions

Recommendations
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

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

OSC COMMENTS ON THE DISTRICT’S RESPONSE

Note 1

Our fi nding is that the District consistently raised more taxes than needed and put the resulting 
operating surplus in reserves. Budgeting in this manner is not in the best interest of taxpayers, students 
or employees. 

In situations where an operating surplus is expected, during the budget process, the surplus could 
be appropriated in the subsequent year’s budget to fund transfers to reserves. This approach is more 
transparent, as it identifi es for the taxpayers, which reserves will be funded and provides them the 
opportunity to approve the Board’s plan. The District’s approach increased reserves through year-end 
adjustments that transferred funds to reserves, with minimal communication to taxpayers.

Note 2

During the three to four-month period from when the spending plan is approved by the voters (May) 
and when the tax levy is fi nally established (August), certain information (such as refi ned State aid 
estimates, fi nalized assessment rolls for each of the towns in which the District is located, and a more 
accurate fund balance amount) becomes available as the District’s accounting records are closed for 
the fi scal year ending June 30. Therefore, there is time to make necessary adjustments to State aid and 
assessment roll estimates before levying taxes unnecessarily.

Note 3

While we agree that interest rates have fl uctuated signifi cantly in the past few years, the District’s 
failure to reasonably estimate interest earnings has contributed to the accumulation of an unreasonable 
amount of fund balance. 

Note 4

For clarifi cation purposes, we amended the report and included average annual budget variances and 
operating surpluses, where appropriate. Also, the $41.2 million surplus addressed in the District’s 
response letter refers to a number in the executive summary that did not appropriately refl ect the 
contents of the report. The total operating surplus was $30.1 million. The total budget variance was 
$41.2 million. The executive summary has since been corrected.

Note 5

Our report indicates that “With the exception of the tax certiorari reserve, the uncollected taxes reserve 
and the debt reserve, the District’s reserves appear to have been properly established and used.”
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Note 6

A bond anticipation note (BAN) is a short-term debt instrument issued by a government in anticipation 
of later bond issuance. The note must be redeemed within one year and generally may be renewed for 
up to fi ve years with annual redemptions. The note is typically retired from the proceeds of the bond 
to which it is related.

Note 7

The District’s tax levy did not decrease during our audit period. The tax levy increased from 
approximately $87 million in 2003-04 to approximately $97.5 million in 2007-08.
 

Note 8

Our report does not indicate that actual expenditures should determine the funding of the reserve. The 
tax certiorari reserve should be based on a current schedule of pending tax certiorari proceedings and 
estimated costs.

Note 9

Our report indicates that school districts typically use this account to refl ect inter-fund cash advances 
that have been made to address cash fl ow needs. However, the District was not using this account in 
this manner. Rather it was used to refl ect the accumulation of budgeted transfers to the capital projects 
fund, the cash for which was not transferred from the general fund in its entirety.  It should be noted 
that the general fund had signifi cantly more cash available than the amount reported as due to the 
capital projects fund.

Note 10

Financial activity within the capital projects fund should be accounted for in a manner that identifi es 
each project, so that the resources committed and expenditures related to each project are accounted 
for, and the balance and status of each project can be monitored. In the District’s case, there was a 
substantial amount of fund balance in the capital projects fund that was not committed to specifi c 
capital projects. During fi eldwork, we were provided a schedule that identifi ed $3.5 million as not 
associated with a specifi c capital project. 

Note 11

Encumbrances are commitments to purchase goods or services that the District ordered but had 
not received by the end of the fi scal year. However, if the fuel was actually received prior to June 
30, 2008, and was not paid for by fi scal year end, the District should have recorded the amount as 
accounts payable, not as an encumbrance. Accounting for this particular transaction as a payable is 
also supported by the fact that there was no evidence that the District accounts for its fuel purchases 
as inventory, which would later be expensed as fuel was used.
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Note 12

Education law requires that all claims are audited prior to payment, not just a random sample of 
claims.

Note 13

According to the information provided by the District during the audit, these three cards were assigned 
credit limits: the Superintendent’s card had a credit limit of $3,000 and the cards for the District Clerk 
and the Assistant Superintendent of Finance and Management Services had credit limits of $1,200 
each. However these cards did not have restrictions including transaction limits, merchant access, 
and limitations on product categories. In addition, the policy states that “a purchase card must have 
a customized purchasing parameter attached to his or her card. This purchasing control includes a 
special spending limit for transactions, total monthly amounts, merchant access, and13 limitations on 
product categories or types of items that may be purchased with the assigned card.” For clarifi cation 
purposes, we modifi ed the report to indicate that the District has not fully complied with all provisions 
of its purchase card policy with regards to these three cards. 

13 emphasis added
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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, payroll and personal services, and information technology.

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 fi nancial condition, claims processing, and purchase cards for 
further audit testing.

To accomplish the objectives of this audit, we performed the following audit procedures for the 
fi nancial condition scope area:

• We reviewed audited fi nancial statements and budget to actual reports to analyze changes 
in fund balance as a result of annual operations. We also examined the components of fund 
balance for adherence to statutory requirements. 

• We identifi ed and analyzed specifi c budget lines with signifi cant budget to actual variances. 

• We analyzed the activity in the District’s reserve funds. Specifi cally, we evaluated if the use of 
reserve moneys complied with statutory requirements, if balances appeared reasonable, and if 
interest earnings were properly credited. We also examined Board resolutions to determine if 
each reserve was properly established.

• We examined the tax levy increases/decreases from 2004-05 thru 2008-09 and any adjustments 
made to the estimated tax levies included in the voter-approved budgets.

• We analyzed spreadsheets provided by District offi cials to support certain reported liabilities.

We performed the following audit procedures for the claims processing scope area: 

• We reviewed applicable policies and regulations.
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 • We selected a sample of 100 claims and examined documentation for these claims to determine 
if they were adequately supported and documented.

• We interviewed staff to gain an understanding of the District’s claims processing procedures.

• We reviewed the claims auditor’s reports and documentation on claims reviewed to determine 
which claims had been audited.

We performed the following audit procedures for the purchase card scope area: 

• We reviewed the District’s written purchase card policies and regulations.

• We interviewed staff to gain an understanding of the District’s purchase card procedures.

• We selected a sample of 10 cardholders and reviewed support for all transactions for these 
cardholders in the 2008-09 fi scal year.

• We reviewed a sample of 50 of the above transactions in the District’s purchase card system to 
ensure they had required documentation and proper approvals.

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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