A Report on the December 15, 2008 Meeting 

Of the Regents Subcommittee on Audits

Your Regents Subcommittee on Audits met yesterday morning. 
We were updated on two follow-up items from last months meeting. The Wyandanch Union Free School District has submitted the required financial statements. The statements confirm the information that the district had been providing regarding fiscal position.  
In another follow up item, staff from the Offices of P–16 Education and Audit Services met with representatives from the New York State Council of School Superintendents, New York State School Boards Association, and the New York State Association of School Business Officials to discuss the proposal to mandate training for claims auditors. The group’s initial reaction was positive, but there were concerns with costs associated with a mandate. The Department is moving forward on developing a policy. 
The Overall Engagement Manager from KPMG briefed the Subcommittee on the results of the New York Financial Statement audit as it relates to the State Education Department (Department). As a result of the Department control systems and the cooperation provided by staff the auditors consider us to be a low-risk agency at this time. The audit found that no adjustments were necessary to Department balances and no Department specific control deficiencies were noted. 

The Subcommittee was presented with 19 audits this month. The Department’s Internal Audit Workgroup identified seven audits for additional attention. We were briefed on the seven.  Six of the audits included findings involving over funding the reserve for Employee Benefit Accrued Liability. We asked that the Subcommittee be kept informed of actions regarding the use of reserves. 

An audit of the Ellicottville Central School District found the District’s unreserved, undesignated fund balance exceeds the legal limit. Staff analysis found the District has exceeded the limit since 1999-2000, but that the percentage has been steadily decreasing. The District’s response to the audit indicated that they are aware of the problem and are taking action to come into compliance. Audit staff will monitor the district’s future actions.

We were also briefed on the first quarter financial report on the Roosevelt Union Free School District. The audit found that spending has generally been within the limits established by the Board. There are some areas of concern including the District not making adequate use of its encumbrance system, many known expenditures have not been encumbered, and some budgetary accounts have not been established.  

Finally, we were presented with information on an audit trend that is found in many findings in school district audits. The trend is in the area of payroll and the audits have found overpayments, unauthorized and inappropriate payments for salary; health benefits; or leave accruals to current or former employees. The audits have also found misclassification of independent contractors as employees, lack of segregation of duties, and a lack of policy and procedures. Although some training exists in the area of payroll processing, staff believe it may not be effective in addressing the types of findings I just mentioned. Department staff will develop a document to assist in training school district staff in payroll processing and controls.  We also asked staff to develop a brief summary of the audit trends that could be shared with school district officials.

I have attached the results of the full Review of Audits presented by the Department’s Internal Audit Workgroup for your information. 
Regents Subcommittee on Audits

December 2008

Review of Audits Presented

Department’s Internal Audit Workgroup

Newly Presented Audits

We reviewed 19 school district audits that are being presented to the Subcommittee this month.  The audits were issued by the Office of the State Comptroller (OSC). The findings were in the areas of procurement, claims processing, payroll, cash, financial reporting, information technology, extraclassroom activity fund, segregation of duties, budgeting, conflict of interest, fingerprinting and fuel inventories.
The Department has issued letters to the auditees, reminding them of the requirement to submit corrective action plans to the Department and OSC within 90 days of their receipt of the audit report.

The Department’s Internal Audit Workgroup identified some aspect of seven school district audits for further review and follow-up. 

· Bay Shore Union Free School District, Connetquot Central School District, Ellicottville Central School District, Farmingdale Union Free School District, North Merrick Union Free School District, and the Queensbury Union Free School District 

Summary of Audits

One aspect of these audits was the districts’ use of the Employee Benefit Accrued Liability Reserve (EBALR) fund.  These reserve funds are created under various laws which determine how the reserves can be established, funded, expended or discontinued. School districts can establish an EBALR fund under Section 6-p of General Municipal Law (GML) and use EBALR fund monies to pay employees for accrued leave time due to them when they leave district employment. Interest earned on money in the EBALR fund must become part of the reserve fund. The audits found that these districts reserved more than was necessary to meet their liabilities.  

Follow-up Action
Department staff discussed the use of reserves with officials from two of the districts.  In addition, the Office of Audit Services will review the 90 day corrective action plans for ultimate resolution of the findings. 
· Ellicottville Central School District
Summary of Audit

As of June 30, 2006, the unreserved and unappropriated general fund balance totaled $1.67 million, which represented 17 percent of the $9.7 million budgeted for the 2006-2007 fiscal year. This amount is in excess of the 2 percent limit that Real Property Tax Law authorized a school district to retain. The District also had reserves in amounts that are not necessary or reasonable.

Follow-up Action

Staff analysis determined that the District’s fund balance has exceeded the limits established by Real Property Tax Law every year since the 1999-2000 school year. At its highest the District’s unreserved undesignated general fund balance was over 25 percent as of June 30, 2003. As of June 30, 2007 it has been reduced to 8.9 percent which remains above the legal limit. Office of Audit Services staff will assess the adequacy of the District's corrective action plan in reducing the fund balance to the legal limit and will follow-up as needed.
· Roosevelt Union Free School District


Summary of Audit
At the completion of the first quarter of the 2008-2009 fiscal year, the District's spending has generally been within the limits established by the board of education in its enacted budget. There were, however, several areas of concern which should be addressed by District officials. The District is not making adequate use of its encumbrance system to control expenditures. Many known expenditures have not been encumbered and some budgetary accounts have not been accurately established.
Follow-up Action


Department and District officials have indicated that corrective actions have been taken. 
The Office of the State Comptroller’s second quarter report will provide documentation 
implementation.
