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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

October 2014
Dear School District Officials:

A top priority of the Office of the State Comptroller is to help school district officials manage their
districts efficiently and effectively and, by so doing, provide accountability for tax dollars spent to
support district operations. The Comptroller oversees the fiscal affairs of districts statewide, as well
as districts’ compliance with relevant statutes and observance of good business practices. This fiscal
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 Wayne Central School District, entitled Financial Management
and Property Purchase and Disposal. 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 New York State
General Municipal Law.

This audit’s results and recommendations are resources for district officials 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 office for your county, as listed at the end of
this report.

Respectfully submitted,
Office of the State Comptroller

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

EXECUTIVE SUMMARY

The Wayne Central School District (District) is located in the Towns of Ontario, Macedon, Walworth
and Williamson in Wayne County and in the Towns of Penfield and Webster in Monroe 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 financial and educational
affairs. The Superintendent of Schools is the District’s chief executive officer and is responsible, along
with other administrative staff, for the District’s day-to-day management under the Board’s direction.

Scope and Objectives

The objectives of our audit were to determine if the District implemented the recommendations in our
prior audit report' and whether the District established policies and procedures to ensure that District
property was purchased and disposed of in a legitimate and cost-effective manner for the period July 1,
2013 through March 24, 2014. We also reviewed financial activity and operating results for the 2012-
13 fiscal year to evaluate corrective action taken to address our prior financial management findings.
Our audit addressed the following related questions:

» Hasthe District implemented our prior audit recommendations in order to improve its financial
management and budgeting practices?

» Has the Board established adequate policies and procedures to ensure that purchases and
disposals of District property are legitimate and cost effective and in the best interest of District
taxpayers?

Audit Results

The Board and District officials have made limited improvements in their budgeting and financial
practices in response to our prior audit findings. Of the six audit recommendations, one recommendation
was implemented, three recommendations were partially implemented and two recommendations were
not implemented. The most significant improvement was in the area of reporting encumbrances. The
District reduced its reported encumbrances as of June 30, 2013, and we identified one inappropriate
encumbrance totaling $33,000. Additionally, the District ended the 2012-13 fiscal year with a much
smaller operating surplus than in previous years and may report’ a small operating deficit for 2013-
14, but may still use little of its appropriated fund balance. However, District officials continue to, in

! Dated March 2013
2 \We reviewed preliminary reports for 2013-14, which will change after the CPA audit and adjustments.
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effect, circumvent the 4 percent fund balance limit by appropriating fund balance in the budgets that
will not be used, preparing inaccurate revenue and expenditure budget estimates, levying more real
property taxes than necessary and retaining large amounts of taxpayer dollars.

The District’s purchasing policies lacked specific provisions required by New York State General
Municipal Law (GML). We found that District officials and employees made purchases in accordance
with the District’s purchasing policy and the goods and services obtained were for appropriate District
purposes. Additionally, we found that the District claims auditor appeared to adequately audit the
District’s claims. However, due to the requirements of New York State Education Law, the individual
serving as claims auditor was prohibited from doing so due to performing other conflicting District
duties. Finally, we found that the Board needs to improve the District’s property disposal policy.

Comments of District Officials

The results of our audit and recommendations have been discussed with District officials and their
comments, which appear in Appendix A, have been considered in preparing this report. District
officials generally agreed with our findings and recommendations and indicated they have begun and
will continue to implement corrective action.
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Introduction

Background The Wayne Central School District (District) is located in the Towns
of Ontario, Macedon, Walworth and Williamson in Wayne County and
in the Towns of Penfield and Webster in Monroe 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 financial and educational
affairs. The Superintendent of Schools® is the District’s chief executive
officer and is responsible, along with other administrative staff, for the
District’s day-to-day management under the Board’s direction. The
Assistant Superintendent for Business is responsible for preparing the
budget and as the Board-designated purchasing agent is responsible
for approving all purchases.

The District operates five schools with approximately 2,500 students
and 560 employees. The District’s budgeted expenditures for the
2013-14 fiscal year were $42.8 million, which were funded primarily
with State aid, sales tax, real property taxes and grants.

In March 2013, we issued an audit report* with recommendations for
improving the District’s financial management and budget practices.
Therefore, in conjunction with this audit, we reviewed the findings
and recommendations of the prior audit, the District’s corrective
action plan (CAP) submitted to our office and the District’s current
and recent financial practices and reports to determine if the District
has implemented our recommendations.” Corrective action taken
by District officials is essential for improving the effectiveness and
efficiency of District operations.

The Board has adopted policies for purchasing and disposing of
District property and is responsible for reviewing and updating
them as necessary as well as ensuring staff compliance. The Board
is responsible for auditing all claims or appointing a claims auditor
in compliance with New York State Education Department’s (SED)
regulations. The Board has delegated its authority to audit claims to
an appointed claims auditor.® The claims auditor is responsible for

3 The District currently has an Interim Superintendent, who was appointed effective
July 14, 2014.

4 This audit report can be found at the following link: http://www.osc.state.ny.us/
localgov/audits/schools/2013/wayne.pdf

® Audit standards require that we follow up on significant findings and
recommendations from previous audits that could affect our current audit
objectives.

& During our audit fieldwork, the claims auditor was also employed in the District’s
Information Technology (IT) Department.
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Objectives

Scope and
Methodology

Comments of
District Officials and
Corrective Action

ensuring that claims are legitimate and in accordance with District
policy prior to authorizing payment.

The objectivesof ourauditwere to evaluate the District’simprovements
to its financial management and budgeting practices and to determine
if the District established effective policies and procedures to ensure
that District property was purchased and disposed of in a legitimate
and cost-effective manner. Our audit addressed the following related
questions:

» Hasthe Districtimplemented our prior audit recommendations
in order to improve its financial management and budgeting
practices?

» Has the Board established adequate policies and procedures
to ensure that purchases and disposals of District property are
legitimate and cost effective and in the best interest of District
taxpayers?

We examined the Board’s oversight of the District’s financial
operations and budgeting practices to determine if the District
adequately addressed our prior audit findings and recommendations.
We also examined the District’s policies and procedures over the
purchase and disposal of District property for the period July 1, 2013
through March 24, 2014.

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 B of this report.

The results of our audit and recommendations have been discussed
with District officials and their comments, which appear in Appendix
A, have been considered in preparing this report. District officials
generally agreed with our findings and recommendations and
indicated they have begun and will continue to implement corrective
action.

The Board has the responsibility to initiate corrective action. Pursuant
to Section 35 of the New York State General Municipal Law (GML),
Section 2116-a (3)(c) of the New York State Education Law and
Section 170.12 of the Regulations of the Commissioner of Education,
a written CAP that addresses the findings and recommendations in
this report must be prepared and provided to our office 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 fiscal year. For more information on preparing
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and filing 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 office.
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Financial Management

An important part of effective financial management is timely
correction of audit findings by implementing audit recommendations.
Audits can serve as effective management tools when District officials
promptly focus on the findings and recommendations in audit reports,
formally document their detailed responses and implement corrective
action plans. District officials must manage the District’s finances in
a prudent manner, accurately recording and reporting the District’s
financial activity while also using available resources to ensure that the
tax burden is not greater than necessary. To fulfill this responsibility,
it is essential that officials develop reasonable budgets and manage
fund balance responsibly and in accordance with statute.

We discussed and reviewed the corrective actions taken by District
officials in response to the recommendations in our prior audit report.
We found that the Board and District officials have made limited
improvements in fulfilling their fiduciary responsibility. Of the six
audit recommendations, one recommendation was implemented,
three recommendations were partially implemented and two
recommendations were not implemented. The most significant
improvement was in the area of reporting encumbrances. The District
reduced its reported encumbrances as of June 30, 2013. We identified
one inappropriate encumbrance totaling $33,000. Additionally, the
District ended the 2012-13 fiscal year with a much smaller operating
surplus than in previous years and may report a small operating
deficit for 2013-14, but may still use little of its appropriated fund
balance. However, District officials continue to, in effect, circumvent
the 4 percent fund balance limit by appropriating fund balance in
the budgets that will not be used, preparing inaccurate revenue and
expenditure budget estimates, levying more real property taxes than
necessary and retaining large amounts of taxpayer dollars.

Realistic Estimates — Recommendation: The Board and District
officials should develop realistic revenue, expenditure and fund
balance estimates for the annual budget.

Unrealistic budget estimates are misleading to District voters and
taxpayers and can significantly impact the District’s year end fund
balance, financial condition and annual tax levy. Any unexpended
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surplus funds’ in excess of 4 percent of the ensuing year’s budget
must be used to lower property taxes. It is important that District
officials not appropriate fund balance that will not be used, in an
effort to circumvent the statutory limit.

This recommendation has been partially implemented. District
officials continue to develop inaccurate budgets. In order to reduce
year-end unexpended surplus funds to the 4 percent statutory fund
balance limit, the District continues to appropriate fund balance
and fund reserves. However, the District has not used any of the
appropriated fund balance for the planned operating deficits due to
additional surpluses built into the revenue and expenditure estimates.
We compared the District’s general fund budgeted revenues and
expenditures with actual results of operations for the 2012 -13 fiscal
year and found that District officials had underestimated revenues
by a total of $678,000 and overestimated expenditures by a total of
$1.6 million. As a result of this $2.3 million positive budget variance,
the District had an operating surplus of $172,061 and thus did not
need to use any of the $2.5 million of fund balance and reserves
that were appropriated as a funding source in the 2012-13 budget.
Although there is need for improvement, the District’s 2012-13
operating surplus was significantly less than previous years® which
ranged from $640,000 to $4.2 million. However, total fund balance
was not reduced, as should have resulted from the budgeted use of
appropriated fund balance and reserves for planned operating deficits.
While total reserves decreased by $1.5 million, the unreserved fund
balance increased by approximately $1.9 million, due primarily to
the $1.1 million transfer from the insurance reserve directly to cash
and unreserved fund balance,’ as well as the significant reduction in
recorded encumbrances®® and the small operating surplus.

For 2013-14, the District is likely to report™ positive budget variances
and use little of the $2.9 million in fund balance the Board appropriated

" The Governmental Accounting Standards Board (GASB) issued Statement
54, which replaces the fund balance classifications of reserved and unreserved
with new classifications: non-spendable, restricted and unrestricted (comprising
committed, assigned and unassigned funds). The requirements of Statement 54 are
effective for fiscal years ending June 30, 2011 and beyond. To ease comparability
between fiscal years ending before and after the implementation of Statement 54,
we will use the term “unexpended surplus funds” to refer to that portion of fund
balance that was classified as unreserved, unappropriated (prior to Statement 54)
and is now classified as unrestricted, minus appropriated fund balance, amounts
reserved for insurance recovery and tax reduction, and encumbrances included in
committed and assigned fund balance (post-Statement 54).

& For fiscal years 2007-08 through 2011-12, as discussed in the March 2013 audit
report

° See Necessary Reserves

10 See Encumbrances

11 We reviewed preliminary reports for 2013-14, which will likely change after the
CPA audit and adjustments.
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for that year.”” In the 2014-15 adopted budget, the District maintained
the same tax levy as in 2013-14 and 2012-13 and appropriated $2.7
million in fund balance, which will extend the pattern of overtaxing
District taxpayers.

Encumbrances — Recommendation: District officials should not
create fictitious encumbrances and should ensure that year-end
encumbrances are valid and supported.

Encumbrances that exist at the end of the fiscal year may be carried
over to the next year, but must represent valid commitments for
specific future payments — in the form of executed but unfilled
purchase orders or contracts — and should not be established simply
as a means of reducing available year-end fund balance.

This recommendation has been substantially implemented. The
District significantly reduced its reported encumbrances to $520,000
at the end of 2012-13, from $2.2 million for 2010-11 and $1.1 million
for2011-12. We reviewed a list of all recorded year-end encumbrances
for 2012-13 and determined that the District discontinued its practice
of encumbering funds for invalid purchase orders for large unplanned
IT purchases.

We judgmentally selected and tested 10 of the encumbered purchase
orders, which totaled approximately $242,000 or 47 percent of the
District’s reported encumbrances as of July 1, 2013. We identified one
purchase order totaling $33,000 that was not a valid encumbrance.®
This indicates that the District has reduced its reliance on invalid
encumbrances, in comparison to the approximately $3.1 million of
invalid encumbrances previously identified from sample testing for
the 2009-10 and 2010-11 fiscal years. Additionally, we did not find
any purchase orders denoted with “Do Not Mail” as had been identified
in our prior audit. Therefore, false encumbrances did not significantly
contribute to the District’s circumvention of the unexpended surplus
funds limit of 4 percent as of June 30, 2013.

Reserve Policies and Procedures — Recommendation: District officials
should develop comprehensive policies and procedures related to the
establishment and use of reserve funds.

12 preliminary reports showed positive budget variances of approximately $250,000
for revenues and $1.9 million for expenditures.

13 This purchase order was created during the 2006-07 school year for a potential
settlement payment for a lawsuit which is still in progress. This purchase order
does not represent a specific purchase that has been placed and will be filled in
the ensuing fiscal year and thus is neither a valid purpose for a purchase order
or an encumbrance. District officials informed us on September 16, 2014 that
they liquidated this purchase order on March 24, 2014, based on our discussions
during our audit fieldwork.

DivisioN oF LocaL GOVERNMENT AND ScHOOL ACCOUNTABILITY n




This recommendation has not been implemented. In their corrective
action plan to our prior audit, District officials indicated they
already had a policy in place for reserve funds and that they would
be developing regulations to support this policy by the end of May
2013. However, District officials have not yet developed such reserve
regulations, but stated that they are currently in that process.

Furthermore, the District’s current reserve policy* requires the
District to prepare and submit to the Board an annual report of all
reserve funds. This report should include significant details about
each reserve, including the type and description of the reserve, its
date of establishment and all activity posted to the reserve account. It
should also include an analysis of the projected needs for the reserve
fund in the upcoming year and a recommended funding level. The
policy further states that the Board shall use the information in the
annual report to make the decisions necessary to adequately maintain
and manage the District’s reserve fund balances while being mindful
of its role and responsibility as a fiduciary of public funds.

We found no indication that District officials have ever provided the
Board with an annual report on reserves containing the level of detail
required by the District’s policy. The 2013-14 budget presentation
document, which addressed corrective action to our prior audit
report, did include some descriptions of and proposed funding
levels for reserves, but did not include the other detailed information
required by the policy. In addition, the 2014-15 budget presentation
document did not include detail about existing reserves™ and balances
or current plans for their use. However, District officials told us*°that
a separate reserve worksheet had been provided to the Board for
their review when developing the budget, which included the reserve
balances for years 2010-11 through 2012-13 along with estimated
balances for 2013-14 and 2014-15. Nonetheless, the Board still
had not received much of the information required by the District’s
policy. Furthermore, the policy or regulations should include optimal
or targeted funding levels and provisions to formally budget amounts
to fund specific reserves to achieve targeted balances.

Necessary Reserves — Recommendation: The Board and District
officials should review all reserves and determine if the amounts
reserved are necessary, reasonable and in compliance with statutory
requirements.

1% Which includes an adoption date of February 16, 2012, shortly before the
completion of our prior audit’s fieldwork

15 The 2014-15 budget presentation simply listed amounts proposed to be used
from certain reserves.

16 During our exit discussion on September 16, 2014, at which time they provided
us a copy
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This recommendation has been partially implemented. In their
corrective action plan to our prior audit, District officials indicated
that they had completed a draft plan to adjust reserve balances based
on spending trends, not capital needs, and that the plan was scheduled
for Board review on May 9, 2013 and approval on May 23, 2013.
However, this plan was not formally adopted and approved by the
Board.” The Assistant Superintendent for Business stated that the
plan® called for the retirement contribution, workers’ compensation
and unemployment insurance reserve balances to be based on actual
expenditures and funded for five years. However, due to “better
than expected” results for the 2012-13 fiscal year, the District ended
up with funding levels equivalent to expenditures for 7.2 years
for the retirement contribution reserve, 6.3 years for the workers’
compensation reserve and 6.5 years for the unemployment insurance
reserve.”

The District’s reserve restructuring also included the addition of a tax
certiorari reserve. A tax certiorari reserve cannot be funded with an
amount that might exceed what may reasonably be deemed necessary
to meet anticipated tax certiorari judgments and claims. At the time
the District funded the reserve with $231,874,” the amount was not
based on the estimated impact of an actual filed claim, but was based
on a five year average of prior year claim payments.”* In addition,
the Board reduced the overfunded insurance reserve by approving
transfers of $3.4 million to the retirement contribution reserve and
$1.2 million to the workers’ compensation reserve.

The District reduced its total combined reserve balances from $15.8
million in eight reserves at the end of 2011-12 to nine reserves
totaling $14.2 million at the end of 2012-13. The majority of this
decline resulted from the proper use of the District’s capital reserves,
in addition to the transfer of approximately $1.1 million from the
insurance reserve to the general fund as budgeted. Despite the fact that
we informed District officials during our prior audit that the budgeted
transfer was an inappropriate use of insurance reserve moneys,” the

17 During our exit discussion on September 16, 2014, we received documentation
that the Board adopted this plan during the April 23, 2014 Board meeting.

8 This does not appear in a formal document or Board-adopted resolution.
However, a spreadsheet was provided to the Board indicating suggested funding
levels.

¥ The reserve balances totaled approximately $5.5 million for the retirement
contribution reserve, $1.4 million for the workers’ compensation reserve and
$566,000 for the unemployment insurance reserve.

2 Transferred from the unemployment insurance reserve

2L The District has since received a claim with a potential exposure to the District
of $217,404.

22 |f these funds are not used to pay for uninsured losses, they can be transferred
only to another legal reserve as authorized by General Municipal Law.
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Board approved and District officials made the full transfer in April
2013. Therefore, while the District’s reserve balances have declined,
they remain excessive. The balances are higher than the proposed
reserve restructuring plan which called for total reserve fund balances
to be down to $13.8 million at the end of the 2012-13 fiscal year and
$11.2 million at the end of the 2013-14 fiscal year.

Funding of Reserves — Recommendation: District officials should
include both the funding and use of all reserves in their adopted budget
plan each year to provide transparency for the District’s voters.

This recommendation was partially implemented. Similar to the
past five years,” District officials made it appear that the reported
unexpended surplus fund balance was within legal 4 percent limit by
authorizing the transfer of the District’s excess fund balance to fund
reserves. In October 2013, the Board passed a resolution to “transfer
$431,399 excess fund balance to the retirement contribution reserve”
as of June 30, 2013 to “bring the District within the 4 percent legal
limit” for unexpended surplus funds. Therefore, while this transfer
was smaller than those in prior years, District officials continue to
make unbudgeted transfers well after the fiscal year-end and fund
reserves at higher levels than needed at taxpayer expense.

Planned Use of Surplus Funds - Recommendation: District
officials should develop a plan for the use of the surplus balances in
unexpended surplus funds and in the District’s reserve funds identified
in the report in a manner that benefits District taxpayers. Such uses
could include, but are not limited to, paying off debt, financing one-
time expenditures, reducing District property taxes and increasing
necessary reserves in accordance with established and reasonable
plans and statutory requirements.

This recommendation was not implemented. As discussed previously,
District officials implemented an informal plan to restructure reserves,
which was primarily a significant reduction in the insurance reserve
through transfers to other reserves and to increase fund balance. The
District recorded the budgeted use of $350,000 from the retirement
reserve® but then funded the reserve with $431,399 at the end of the
2013 fiscal year, resulting in an overall increase in the reserve. This
negates the purpose of budgeting for the use of reserves.

For the 2013-14 fiscal year, District officials planned to budget for
the use of approximately $1.8 million in reserves, per their corrective
action plan, but did not include the use of any reserves in the adopted

2 Fiscal years 2007-08 through 2011-12, from the audit report released in March
2013
24 In addition to the budgeted transfer from the insurance reserve
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budget. Instead, officials significantly increased the fund balance
appropriation. The Board did not discuss or approve a formal plan
related to the use of unreserved fund balance (unexpended surplus
funds) but continued to approve fund balance appropriations (which
are still unlikely to be used) and transfers to reserves, based on
recommendations of the Assistant Superintendent for Business.
This demonstrates the continued overtaxing of District taxpayers in
order to accumulate excessive amounts in reserves and fund balance
masked by appropriations of fund balance that are not used. District
officials reduced the tax rate in the current budget. However, the tax
levy may still result in a surplus and is still an unnecessary burden on
taxpayers.
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Property Purchase and Disposal

The Board is responsible for safeguarding District property by
establishing internal controls that provide adequate oversight of
the District’s property purchase and disposal functions, including
the auditing of claims related to purchases and approving of all
property disposals. A good system of internal controls includes
purchasing policies and procedures to help ensure that the District
uses its resources prudently, effectively and economically to comply
with applicable laws and regulations and protect against favoritism,
extravagance and fraud. Education Law requires the Board to audit
all claims before they are paid or to appoint a claims auditor, in
accordance with SED regulations, to assume the Board’s powers and
duties to examine and approve or disapprove claims. An effective
claims processing system ensures that every claim against the District
is subjected to an independent and thorough review. Furthermore,
it is the Board’s responsibility to implement an adequate property
disposal policy to ensure that District officials dispose of surplus
property in a manner that is in the best financial interest of the District
and its taxpayers.

We found that the District had policies and procedures in place for
purchasing. However, the purchasing policy lacked specific provisions
required by GML. We found that District officials and employees
made purchases in accordance with the purchasing policy and the
goods and services obtained were for appropriate District purposes.
Additionally, we found that the District claims auditor adequately
audited the District’s claims. However, due to the requirements
of Education Law, the individual serving as claims auditor was
prohibited from doing so due to performing other conflicting District
duties. Finally, we found that the Board needs to improve the District’s
policy for the sale and disposal of property, to increase accountability
and financial return on property sales.

Competition for GML requires school districts to advertise for bids for purchases in
Purchases excess of $20,000 and public work contracts in excess of $35,000.
GML also requires the Board to adopt a procurement policy for goods
and services that do not have to be competitively bid. The procurement
policy should require that procurement decisions be based on District
personnel’s review of proposals or written or verbal quotations from
vendors, describe each method of procurement and explain when
to use each method. In addition, the policy should require District
personnel to maintain adequate documentation of procurement
decisions, including written agreements. The Board is responsible for
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ensuring that District personnel are aware of, and comply with, the
requirements of GML and the Board’s procurement policy.

The District approved an updated purchasing policy on July 19, 2013
which addresses competitive bidding. However, the policy does
not include detailed guidance for procuring goods and services that
are below the competitive bidding thresholds. Instead, the policy is
primarily a restatement of the laws and an acknowledgement of the
District’s responsibility to develop procedures for the procurement
of goods and services not required by law to be made pursuant to
competitive bidding requirements. District officials did not provide
any detailed procedures that had been developed and implemented
as part of or in accordance with the District’s policy. As a result,
District staff lacked important guidance on how to make certain
types of purchases — such as for professional services, sole source
or emergency purchase situations — and how to clearly document the
method they used for arriving at purchasing decisions.

The District’s purchasing clerk provided a related purchasing
document, entitled Guidance for Purchase of Non-Bid Items, that had
been adopted in March 1997 and re-numbered in September 2005.
The document requires three verbal quotes for all purchase contracts
between $501 and $5,000 and three written quotes for purchases
between $5,001 and $10,000. For public works contracts, the document
requires three verbal quotes for purchases between $1,001 and $5,000
and three written quotes for purchases between $5,001 and $20,000.
The document is silent on the actions that the District should take for
purchases between these and the legal bidding thresholds of $20,000
for purchase contracts and $35,000 for public works contracts.”
Without clear quotation requirements for all purchases under the
bidding thresholds, and without detailed provisions for all types of
procurements not required to be bid, the Board cannot be assured that
the District is acquiring goods at the lowest price, which could result
in unnecessary costs to taxpayers. Furthermore, when policies and
procedures are not documented in writing and reviewed,” updated
and disseminated regularly, there is a risk that District employees
will be unaware of the District’s purchasing procedures. Therefore,
employees may not make all purchases in accordance with the policy
and legal requirements or in the most economical manner.

% The threshold for public works contracts changed from $20,000 to $35,000 in
November 2009, and the threshold for purchase contracts changed from $10,000
to $20,000 in June 2010. The District has not updated its purchasing policy or
document to include the new thresholds. The District includes similar purchasing
procedures in its Instruction Booklet for Developing Budget Requests, but this
also lacks detailed guidance and updated quotation thresholds.

% GML requires the Board to annually review and approve, and update if necessary,
its procurement policy to ensure it remains suitable to meet the District’s needs
and ensure legal compliance.
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We randomly selected and tested six claims totaling approximately
$66,000 that did not require competitive bidding to determine if District
officials documented their procurement methods used to ensure that
they received the best possible price and product in compliance with
GML and the District’s purchasing policy. We determined that District
officials and employees generally made purchases for appropriate
District purposes in accordance with the quotation requirements
in the District’s purchasing policy. However, due to the lack of
detailed policy guidance, employees did not adequately document
their method of vendor selection, particularly for special cases such
as apparent sole source or emergency situations. We identified only
minor deficiencies, which we discussed with District officials.

Claims Audit Education Law and regulations established by SED state that the
Board may, by resolution, establish the office of claims auditor.
However, certain individuals are not eligible to serve as claims auditor.
The claims auditor may not be a clerical or professional employee
directly involved in the District’s accounting and purchasing functions
or under the Superintendent’s direct supervision.

We found that the Board did not appoint a claims auditor in accordance
with SED regulations. During the audit period, the Board appointed
a District employee to this position who, as part of his regular duties,
periodically initiated purchase requisitions for the IT department.
Therefore, this employee was directly involved in the purchasing
function. Consequently, this individual was prohibited from serving
as the District’s claims auditor in accordance with Education Law.”

We selected and reviewed 179 claims, which were paid in 52
disbursements totaling approximately $981,000, to determine
if purchase orders were properly issued before goods and services
were ordered and if claims were for legitimate District purposes and
audited prior to payment. For example, the claims tested included 12
claims totaling about $13,000 for expense reimbursements, 46 claims
totaling $16,500 for travel expenses, 29 claims totaling $7,000 for
supplies and eight claims totaling $30,600 for technology purchases.
The claims we tested appeared to be for proper District purchases and
were audited prior to payment. We identified only minor deficiencies,
which we discussed with District officials.

2 District officials informed us on September 16, 2014 that this individual retired
from the District effective May 1, 2014 but has agreed to stay on as an independent
claims auditor.

2 See Appendix B — Audit Methodology for details on sample selection

OFFice oF THE NEw York STATE COMPTROLLER




Sale and Disposal
of Property

The District has made a significant investment of taxpayer dollars
in machinery, equipment and other assets and property that retain
value when no longer required for operations. District officials are
responsible for ensuring that this investment is adequately protected
from loss. To enhance property protection and value, District officials
can establish formal procedures to ensure that they dispose of surplus
property in a manner that results in the best financial return for the
District and its taxpayers. Formal detailed procedures also promote
greater transparency and public accountability.

The Board has adopted a brief policy related to the sale and disposal
of District property, which addresses the disposition of equipment
and textbooks. The District’s policy states that reasonable attempts
should be made to dispose of the District’s equipment and textbooks
in a manner that is advantageous to the District. It further states that, if
reasonable attempts to sell the equipment do not produce an adequate
monetary profit, the Superintendent, or designee, may dispose of
the equipment and textbooks in any manner deemed appropriate.
However, the policy does not include any specific procedural guidance,
such as a process for determining what property is surplus and the
minimum steps that should be taken or the level of approvals required
in various situations. An adequate policy would clarify the types of
property included as “equipment” subject to policy requirements and
list examples of methods to use to solicit bids or advertise items for
sale, and instances when each method should be considered, to get the
best possible return on the sale of surplus property.

We reviewed the list of items® that the District declared as surplus
during our audit period and the related documentation. We determined
that District officials made an effort to get a reasonable return. For
example, the District advertised for sealed bids and sold 15 buses
to the highest bidders for almost $69,000. District officials also
advertised for and publicly opened sealed bids for 66 miscellaneous
items, of varying quantities, for a total of 839 items and assembled
them for public viewing. They received 57 bids on 49 items from 10
people and awarded bids totaling $634.

However, the Board can put itself in a stronger position to obtain
fair returns and demonstrate its efforts to protect District resources
by adopting a more detailed property disposal policy which it could
then use to hold staff and officials accountable, support actions taken,
enhance public understanding and confidence in the process and
gauge the effectiveness or need to re-evaluate ongoing practices. We

2 The items included 15 buses, 30 transformers and an assortment of other small
items (i.e., chairs, tables, light bulbs, book shelf, file cabinet, globe, etc.). The
District also donated surplus books and pamphlets to the Wayne County Museum
of History.
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discussed these policy weaknesses and other minor deficiencies with
District officials.

The lack of an independent claims auditor as well as complete and
adequate policies and procedures over purchasing and disposing of
property increases the risk that the District is not receiving the best
possible prices for goods purchased or sold as surplus.

Recommendations The Board should:

1. Update its purchasing policy and procedures to ensure that it
provides complete and up-to-date guidance for procuring goods
and services that do not require competitive bidding and addresses
all areas required by GML and the District’s current policy.

2. Audit District claims or appoint an independent individual as the
District’s claims auditor in accordance with SED regulations.

3. Adopt a more comprehensive policy for the sale and disposal of
District property which should ensure that the District receives the
best possible value for its surplus property.

OFFice oF THE NEw York STATE COMPTROLLER




APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District officials’ response to this audit can be found on the following pages.
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WAYNE CENTI'RA} SCHOOL DISTRICT
OFFICE »£4cSUPERINTENDENT

Interim Superintendent of Schools
P.O. Box 155
6200 Ontario Center Road
Ontario Center, NY 14520
Phone: (315) 524-1001
Fax: (315) 524-1049

October 2, 2014

Edward V. Grant, Chief Examiner
Office of the State Comptroller
The Powers Building

16 West Main Street, Suite 522
Rochester, NY 14614

Dear Mr. Grant,

The Wayne Central School District is in receipt of the draft audit report Financial Management
and Property Disposal for the period Julyl, 2013 through March 24, 2014, prepared by the
Office of the State Comptroller. On behalf of the Board of Education and the District’s
administration, we would like to thank the local field staff of the Comptroller’s Office. They
were professional and courteous in conducting their duties associated with this audit.

The District has started to take corrective measures in areas noted in the 2013/2014 OSC
report, and will continue to work to strengthen our practices in these identified areas. These
corrective measures will be outlined further in our Corrective Action Plan.

In reviewing the recommendations of the audit report, the District offers the following
response:

1. Realistic Estimates — Recommendation: The Board and District Officials should develop
realistic revenue, expenditure, and fund balance estimates for the annual budget.

District Response: Progress has been made in this area and we will continue to tighten
up revenue and expenditure estimates to ensure a realistic view of our budget. For the
2013/2014 and 2014/2015 school years, the District returned to our taxpayers any
unspent money at year-end through appropriated fund balance. This has allowed the
District to lower our tax rate in both school years (2013/2014 & 2014/2015) since the

The Best By Any Measure
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last OSC audit report. The graph below shows the district tax rates for the last ten years.
We recognize the need to further refine our revenue, expenditure and fund balance
estimates and are working to that end. Additional details will be shared in our corrective
action plan.
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2. Encumbrances — Recommendation: District Officials should not create fictitious
encumbrances and should ensure that year-end encumbrances are valid and supported.

District Response: This recommendation has been substantially implemented. The
issuance of a $33,000 purchase order (see footnote 6 from page 9) mentioned in this
report was done to cover legal fees for a lawsuit that originated in 2006/2007 and lasted
seven (7) years. The District’s insurance policy covered the cost of legal fees associated
with the lawsuit, a fact not determined at the time the purchase order was created.

This purchase order was liquidated on March 31, 2014, prior to the issuance of this
report, and the district has implemented practices to ensure all year-end encumbrances

are appropriate. Those practices will be noted in our corrective action plan.

3. Reserve Policies and Procedures — Recommendation: District Officials should develop
comprehensive policies and procedures related to the establishment and use of reserve
funds.

District Response: There is a district policy in place for reserve funds. New regulations
have recently been implemented and adopted by the Board of Education at its
September 25, 2014 meeting. The District has also revised its reserve fund report to

The Best By Any Measure
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ensure compliance with district policy and newly adopted regulations. This revised
report was presented to the Board of Education at their September 25, 2014 meeting.
The revised report is also available on the district website. Per district policy and newly
adopted regulations, the District also includes reserve fund information in budget
presentations to the Board of Education and the public. This information can also be
found on the district website.

4. Necessary Reserves — Recommendation: — The Board and District Officials should review
all reserves and determine if the amounts reserved are necessary, reasonable and in
compliance with statutory requirements.

District Response: Newly adopted regulations will help ensure compliance with this
recommendation. Copies of the policy and regulation will be included in our corrective
action plan. Additionally, per policy and regulation, the District reviews our reserves on
an annual basis with our External Auditor for reasonable funding levels and compliance.
Reserve funds are also reviewed with the Board of Education in the fall after books have
been closed for the previous year, and also during the budget development process.

5. Funding of Reserves - Recommendation: District Officials should include both the
funding and use of reserves in their adopted budget plan each year to provide
transparency for the district voters.

District Response: The District recognizes the need to include both the funding of and
use of reserves in future adopted budgets. It is important to note that the last time the
District transferred money into reserves, was at the end of the 2012/2013 school year
and that was a much smaller amount than in previous years. . For both 2013/2014 and
2014/2015 years, the District has returned all unspent money at year end back to our
taxpayers to reduce taxes. Moving forward the District will work to minimize
unbudgeted transfers into reserve accounts.

6. Planned Use of Surplus Funds — Recommendation: District Officials should develop a
plan for the use of surplus balances in unexpended surplus funds, and in the District’s
reserve funds identified in this report, in a manner that benefits district taxpayers. Such
uses could include, but are not limited to, paying off debt, financing one-time
expenditures, reducing district property taxes, and increasing necessary reserves.

District Response: Through our corrective action plan we will continue to develop a
more comprehensive strategy for the use of our unexpended surplus and reserve funds.
The District continues to work to tighten up revenue and expenditure estimates, as
stated in recommendation one. This will allow for more accurate projections for the use
of surplus funds moving forward.

The Best By Any Measure
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In reviewing the recommendations beginning on page 16 of the audit report, the District offers

the following response:

1. Recommendation - Update its purchasing policy and procedures to ensure that it

provides complete and up-to-date guidance for procuring goods and services that do
not require competitive bidding, and addresses all areas required by GML and the
District’s current policy.

District Response — The District Policy Committee will update the purchasing policy to
ensure compliance in all areas required by GML.

Recommendation — Audit district claims, or appoint an independent individual as the
District’s claims auditor in accordance with SED regulations.

District Response — This recommendation has been addressed. The District’s internal
claims auditor retired from his technology position effective March 31, 2014, and this no
longer presents a conflict of interest.

Recommendation - Adopt a more comprehensive policy for the sale and disposal of
district property, which should ensure that the District receives the best possible value
for its surplus property.

District Response — The District has followed its current policy when disposing of surplus
items or property. The District will develop regulations to support the District policy to
provide further guidance to staff members in this area, and help ensure compliance with
District policy.

Respectfully submitted,

\JJhn D Carlevatti Ronald Miller
Interim Superintendent President, Board of Education

The Best By Any Measure
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

The objectives of our audit were to evaluate the District’s improvements to its financial management
and budget practices and to determine if the District established effective policies and procedures to
ensure that District property was purchased and disposed of in a legitimate and cost-effective manner.
To accomplish our objectives, we interviewed appropriate District officials and employees, tested
selected records and examined pertinent documents for the period July 1, 2013 through March 24,
2014,

We also performed the following audit procedures:
* We interviewed District officials and employees to gain an understanding of District operations.

* We reviewed Board minutes for the audit period for actions relevant to financial management
and purchasing and disposing of property.

* We reviewed the District’s financial policies and procedures.

* We obtained an understanding of the District’s internal controls over financial management as
well as purchasing and disposing of property.

* We reviewed recent audit reports, management letters and other relevant reports, including
corrective action plans, if available.

* We analyzed revenue expenditure trends and budget-to-actual comparisons for the operating
funds for the 2012-13 fiscal year. We referred to the budget-to-actual analysis prepared for the
audit released in March 2013.

* Wereviewed and analyzed reported fund balance levels in comparison to amounts appropriated
in adopted budgets.

* We reviewed preliminary (unaudited) year-end financial reports for the 2013-14 fiscal year and
the 2014-15 adopted budget to project whether identified trends will continue.

* We reviewed and analyzed the District’s reserves and the changes made to reserve structure
and balances in response to our prior audit.

* We reviewed the list of encumbrances for the fiscal year ended 2012-13 and judgmentally
selected a sample of 10 purchase orders for testing. Our judgmental sample included purchase
orders with large dollar amounts or even dollar amounts and technology and sports-related
items.

* We reviewed current District policies and procedures related to purchasing and disposal of
District property and the claims audit process.
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* We interviewed key personnel to determine the process for requisitioning goods or services
and for identifying the required approvers.

* We reviewed claims for reasonableness, for the enforcement of competitive bidding purchase
limits and for the solicitation of requests for proposal or quotes, when applicable.

0 We randomly selected 33 disbursements to test for proper purchasing procedures.

0 We randomly selected 20 claims from the District’s general, school lunch and capital
funds to test for appropriateness. We also judgmentally selected 28 travel, conference,
credit card and other claims to address areas of concern frequently expressed by
taxpayers to District officials. Our judgment was based on our knowledge of the
District.

* We reviewed the District’s minutes for the Board’s approval to declare and dispose of surplus
property.

* We reviewed the items declared surplus and disposed of during our audit period for compliance
with the District’s policy.

We conducted this performance audit in accordance with GAGAS. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objectives.
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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:

Office of the State Comptroller
Public Information Office

110 State Street, 15th Floor

Albany, New York 12236

(518) 474-4015
http://www.osc.state.ny.us/localgov/
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OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY
Andrew A. SanFilippo, Executive Deputy Comptroller

Gabriel F. Deyo, Deputy Comptroller
Nathaalie N. Carey, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner

Office of the State Comptroller

State Office 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
Jeffrey D. Mazula, Chief Examiner
Office 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
Office 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

Office of the State Comptroller

NYS Office Building, Room 3A10

250 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
Tenneh Blamah, Chief Examiner

Office 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
Office 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
Office of the State Comptroller

State Office 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

STATEWIDE AUDITS

Ann C. Singer, Chief Examiner
State Office Building - Suite 1702
44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
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