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2                OFFICE OF THE NEW YORK STATE COMPTROLLER2

State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
December 2013

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 
operations and Board of Education governance. Audits also can identify strategies to reduce costs and 
to strengthen controls intended to safeguard district assets.

Following is a report of our audit of the Allegany-Limestone Central School District, entitled Reserve 
Funds and Fixed Assets. 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

State of New York
Offi ce of the State Comptroller
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Allegany-Limestone 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 is the District’s chief executive offi cer and is responsible, along with 
other administrative staff, for the District’s day-to-day management under the Board’s direction. The 
Business Manager is responsible for accounting for all District funds and preparing fi nancial reports for 
the Board. The District operates two schools with approximately 1,200 students and 200 employees. 
The District’s general fund budgeted expenditures for the 2012-13 fi scal year were approximately $21 
million and were funded primarily with real property taxes and State aid.

Scope and Objective

The objective of our audit was to review the District’s internal controls over reserve funds and movable 
fi xed assets for the period July 1, 2011 through July 5, 2013. We extended our audit period back to the 
2007-08 fi scal year to review reserve fund trends. Our audit addressed the following related questions:

• Are internal controls over reserve funds appropriately designed and operating effectively?

• Are internal controls over sought-after, movable assets appropriately designed and operating 
effectively?

Audit Results

Over the past fi ve fi scal years,1 District offi cials added approximately $1 million to reserves and 
increased the real property tax levy by approximately 26 percent. Additionally, the Board failed to 
adopt a formalized plan for reserve funds that included the intent, funding levels and use of such 
funds. As of June 30, 2013, the District had more than $2 million in a debt service reserve that District 
offi cials could not associate with any outstanding debt. Additionally, four of the District’s six general 
fund reserves totaling approximately $1.7 million were not supported by a plan or other documentation 
validating the amount retained.

While the Board adopted an asset policy, it has not updated it to refl ect current District processes. The 
District engaged a third-party asset tracking company to account for the District’s fi xed assets without 

1 Fiscal years 2007-08 through 2011-12
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any formal control procedures in place for this process. Our review of 50 movable assets2 disclosed 
discrepancies for 16 of them valued at more than $11,000. Our review of nine assets included on the 
disposed asset list disclosed that fi ve of them valued at $6,000 were still in use at the District.

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 have initiated or planned to initiate corrective action. Appendix B includes our comment on an 
issue raised in the District’s response letter.

2 Our sample consisted of various types of electronic equipment (computer tablets, portable media players, digital cameras 
and televisions). See Appendix C for information on the sample selection.
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Background

Introduction

Objective

The Allegany-Limestone Central School District is located in the 
towns of Allegany, Carrollton, Hinsdale, Humphrey and Olean 
in Cattaraugus 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 is the District’s chief executive offi cer 
and is responsible, along with other administrative staff, for the 
District’s day-to-day management under the Board’s direction. The 
Business Manager is responsible for accounting for all District funds, 
preparing fi nancial reports for the Board, tracking District fi xed assets 
and monitoring fi xed asset control procedures.

The District operates two schools with approximately 1,200 students 
and 200 employees. The District’s general fund budgeted expenditures 
for the 2012-13 fi scal year were approximately $21 million funded 
primarily with State aid and real property taxes.

The objective of our audit was to review the District’s internal controls 
over reserve funds and movable fi xed assets. Our audit addressed the 
following related questions:

• Are internal controls over reserve funds appropriately 
designed and operating effectively?

• Are internal controls over sought–after, movable assets 
appropriately designed and operating effectively?

We examined the District’s internal controls over reserve funds and 
movable fi xed assets for the period July 1, 2011 through July 5, 2013. 
We extended our audit period back to the 2007-08 fi scal year to 
review reserve fund trends.

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 
as specifi ed in Appendix A, District offi cials generally agreed with 

Scope and
Methodology

Comments of
District Offi cials and
Corrective Action
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our recommendations and indicated they have initiated or planned to 
initiate corrective action. Appendix B includes our comment on an 
issue raised in the District’s response letter.

The Board has the responsibility to initiate corrective action. Pursuant 
to Section 35 of the General Municipal Law, 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 this plan available for public review in the District 
Clerk’s offi ce.  
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Reserves

Reserves may be established by a district’s board to provide fi nancing 
for specifi c purposes pursuant to statutes which determine how reserves 
are established, funded, expended and discontinued. Generally, the 
amount of money districts can maintain in reserves is not limited. 
However, it is important that districts maintain reserve balances that 
are reasonable. Funding reserves at greater than reasonable levels 
contributes to real property tax levies that are higher than necessary. 
Therefore, it is important that a board adopt a written policy that 
communicates its rationale for establishing reserve funds, objectives 
for each reserve established, optimal or targeted funding levels and 
conditions under which the funds’ assets will be used or replenished. 

Over the past fi ve fi scal years,3 District offi cials added approximately 
$1 million to reserves and increased the real property tax levy by 
approximately 26 percent. Additionally, the Board failed to adopt a 
formalized plan for reserve funds that included the intent, funding 
levels and use of such funds. We analyzed the District’s reserve 
balances as of June 30, 2013 for reasonableness and adherence to 
statutory requirements. As of June 30, 2013, the District had more 
than $2 million in a debt service reserve that District offi cials could 
not associate with any outstanding debt. Additionally, four of the six4  

general fund reserves totaling approximately $1.7 million were not 
supported by a plan or other documentation validating the amount 
retained. 

Debt Service Reserve – A debt service reserve must be established 
if a capital improvement was fi nanced with debt that remains 
outstanding or is sold, or if State or Federal aid is received for a 
capital improvement for which there is outstanding debt. In addition, 
if a district has residual bond proceeds and/or interest earned on bond 
proceeds, those moneys must be used only to pay for debt service on 
the related obligations or for related capital expenditures. Districts are 
not allowed to establish a debt service reserve for any other purpose.

The District reported a balance in the debt service fund of approximately 
$2.5 million as of June 30, 2013. While offi cials transferred 
approximately $500,000 to the debt service fund during the 2010-
11 fi scal year to close-out a capital project with related outstanding 
serial bonds, offi cials could not provide supporting documentation 

3 Fiscal years 2007-08 through 2011-12
4 The other two reserves reported during our audit period were the Tax Certiorari 

reserve with a zero balance as of June 30, 2013 and the Employee Benefi t Accrued 
Liability Reserve that appeared to be reasonable and within statutory guidance.
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associating the remaining $2 million debt service reserve balance with 
any specifi c debt issue. Unless District offi cials identify the source of 
the remaining balance and document its restriction for debt service 
related to specifi c outstanding debt issues, by law this balance must 
be transferred to the general fund to be used for any District purpose.

Retirement Contribution Reserve – The General Municipal Law 
(GML) authorizes the establishment of this type of reserve for the 
payment of retirement contributions to the New York State and Local 
Employees’ Retirement System (ERS). The moneys in this reserve 
cannot be used for contributions to the Teachers’ Retirement System. 
The District’s reserve was established in October 2004, funded in the 
2006-07 fi scal year and had a recorded balance as of June 30, 2013 of 
$809,758. Over a three-year period,5 District offi cials paid a total of 
$947,878 in ERS contributions,6 all of which were budgeted for and 
paid from the District’s annual real property tax levy. 

No ERS payments have been made from this reserve. We question the 
need for this reserve at its present level of funding, given its lack of 
use, substantial balance and the lack of a formalized plan detailing the 
need and expected use of these funds. 

Insurance Reserve – This type of reserve may be established to fund 
certain uninsured losses, claims, actions or judgments for which the 
District is authorized or required to purchase insurance coverage. 

The balance in this reserve as of June 30, 2013 was $282,590. Since 
the establishment of this reserve in June 2008, the District has not 
used any of these moneys to pay for any losses, claims, actions or 
judgments and current insurance coverage appears adequate to cover 
losses. Given the absence of a formalized plan detailing the need and 
expected use of these funds, we question the need for this reserve. 

Unemployment Insurance Reserve – This reserve is authorized for 
reimbursing the State Unemployment Insurance Fund (SUIF) for 
payments made to claimants. 

The balance in this reserve as of June 30, 2013 was $109,925. The 
District incurred unemployment costs averaging approximately 
$20,000 per year over the fi ve-year period from 2008-09 through 
2012-13. All of these expenditures were paid directly from general 
fund appropriations with no use of these reserve funds. We question 
the reasonableness of this reserve’s funding level, given that it 

5 Fiscal years 2010-11 through the 2012-13
6 ERS contributions totaled $255,117 in 2010-11, $318,923 in 2011-12 and 

$373,838 in 2012-13.



99DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

exceeds fi ve times the average expenditures, the Board’s decision to 
fund these expenditures directly from the real property tax levy and 
the absence of a formalized plan detailing the need and expected use 
of these funds. 

Repair Reserve – This reserve is authorized to pay for certain 
repairs, which do not recur annually or at shorter intervals, to capital 
improvements or equipment. 

This reserve had a balance as of June 30, 2013 of $446,234. No repairs 
have been paid from this reserve. Aside from interest earnings, the 
reserve balance has remained unchanged for the past three years. We 
question the need for this reserve, given the absence of a formalized 
plan detailing the need and expected use of these funds. 

By maintaining millions of dollars of excessive and/or unnecessary 
reserves, the Board and District offi cials have withheld signifi cant 
funds from productive use, levied unnecessary taxes and compromised 
the transparency of District fi nances to the taxpayers. 

1. District offi cials should identify the source of all money in the 
debt service reserve fund and transfer all funds not attributable to 
outstanding indebtedness to the general fund.

2. The Board should develop and implement a comprehensive policy 
for establishing and using reserve funds’ that includes optimal or 
targeted funding levels and the conditions under which reserve 
funds will be used or replenished.

3. The Board should review existing reserves, determine the total 
amounts reserved that are not necessary and reasonable and 
develop a plan for using the reserve funds surplus balances 
identifi ed in this report in a manner that benefi ts District taxpayers. 
Such uses could include, but are not limited to:

• Reducing real property taxes, 

• Paying off debt, and

• Financing one-time expenditures.

Recommendations
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Movable Fixed Assets

Fixed assets such as machinery and equipment represent a signifi cant 
investment of District resources. Movable, sought-after assets such 
as computers and other electronic devices are more susceptible to 
loss and unauthorized use and, therefore, require more restrictive 
controls. As of June 30, 2013, the District reported approximately 
$4.1 million in machinery and equipment7 of which approximately 
$175,000 represented movable, sought-after assets. District offi cials 
are responsible for ensuring that these assets are adequately protected 
from loss and that records are current and accurate. Offi cials can 
fulfi ll this responsibility by adopting an asset policy that sets forth 
the duties, records and control procedures required to adequately 
safeguard such assets. 

District offi cials can enhance asset protection by establishing formal 
procedures to ensure that accurate and up-to-date asset records 
are maintained and physical inventories are performed, at least 
annually, to monitor the accuracy of the records and determine the 
existence and condition of the assets. District asset records should 
include each item’s description (including make, model and serial 
number), assigned identifi cation number, date purchased, cost, the 
department or individual authorized with custody and the item’s 
location. Additionally, each asset should be affi xed with a numbered 
identifi cation tag that readily identifi es it as District property.

While the Board adopted an asset policy, it has not been updated 
to refl ect current District processes. The policy designates the 
Superintendent of Schools or her designee with the overall 
responsibility of tracking fi xed assets and monitoring adherence 
to control procedures. However, District offi cials engaged a third-
party asset tracking company (Company) to account for the District’s 
fi xed assets, without any formal control procedures in place for this 
process. The District’s agreement with the Company specifi es that the 
Company is to record and supply identifi cation tags for each movable 
asset valued at more than $1,000,8 and to perform an annual physical 
inventory. District personnel place identifi cation tags on assets as they 
are purchased and notify the Company of these purchases and any 
asset disposals. The Company submits a physical inventory report to 
the Business Manager that includes tracking information for movable 
assets (machinery and equipment).9  

 7 Replacement cost
8 Although the agreement states a $1,000 minimum, we found that assets with a 

value of $100 or more were tagged and included on the physical inventory report.
9 This report was last updated as of March 1, 2013.
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We selected a sample of 50 movable assets10 totaling approximately 
$30,000 from the District’s physical inventory report to determine 
if they could be located within the District. We found the following 
discrepancies for 16 assets valued at more than $11,000 (one asset 
had multiple discrepancies):

• Five assets ($2,900) could not be located by District offi cials. 
These assets included three camcorders, two of which 
offi cials said were obsolete and disposed of, but remained on 
the inventory report; one computer tablet that offi cials said 
was damaged and returned to the vendor, but  remained on the 
inventory report;11 and one digital camera.

• Eight assets ($7,100) had no identifi cation tags affi xed to 
them.

• Four assets ($1,800) had identifi cation tags or serial numbers 
that did not agree with the inventory report.

We also tested nine assets from the 2012-13 disposed asset list and 
found fi ve fl at-screen televisions valued at $6,000 that were still in 
use at the District. These assets were erroneously classifi ed by the 
Company as equipment owned by BOCES12 and, based on that, the 
Company placed them on the disposed asset list to remove them from 
the District’s fi xed assets inventory.

Although the Board adopted an asset policy, the procedures do not 
achieve all the objectives of the policy.  The Board contracted with 
an asset management company and paid $5,500 for them to develop 
the inventory listing; however, the Board did not monitor the work 
done to make sure the District received the appropriate service. 
Consequently, there is a lack of timely, complete and accurate asset 
information. This has resulted in unreliable records and reports and 
reduced accountability. Without accurate fi xed asset records, District 
offi cials cannot ensure that District assets are being adequately 
protected against loss or unauthorized use.

4. The Board should update its asset policy to refl ect the District’s 
current practices and establish procedures for the timely, complete 
and accurate tracking of inventory.

10 Our sample consisted of various types of electronic equipment (computer tablets, 
portable media players, digital cameras and televisions). See Appendix C for 
information on the sample selection.

11 The replacement tablet was also listed on the report.
12 The Board of Cooperative Educational Services

Recommendations
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5. District offi cials should compare the physical inventory report to 
the District’s existing fi xed assets and investigate and resolve all 
differences.

6. The Board should require the asset management company to 
perform the services required pursuant to the contract and monitor 
future activity of the company to make sure it is accurate and 
timely.
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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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See
Note 1
Page 17
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Note 1

Districts are required to set aside residual debt proceeds and/or interest earned on debt proceeds to be 
used only for debt service on that issue. To the extent that District offi cials cannot identify the debt 
related to the money in its reserve, those amounts should be transferred to the general fund.  

APPENDIX B

OSC COMMENT ON THE DISTRICT’S RESPONSE
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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 District 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 procedure manuals, 
Board minutes and fi nancial records and reports. 

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 upon the reported objectives and scope by selecting for 
audit those areas most at risk. We selected internal controls over reserve funds and the District’s 
movable assets for further audit testing. To accomplish our objectives, we performed the following 
procedures:

Reserves: 

• We interviewed District offi cials to obtain an understanding of the District’s internal controls 
over fi nancial operations, budgeting and the use of reserve funds. 

• We reviewed the last fi ve years of fi nancial information submitted to the Offi ce of the State 
Comptroller and compared the amounts reported with bank statements, Board minutes, 
externally audited fi nancial statements and interviews to verify the reliability of the District’s 
data.

• We reviewed Board minutes, policies, accounting records, audited fi nancial statements, 
applicable statutes and activity within the reserves to determine if they were properly funded 
and used. 

• We evaluated the methods used to fund the reserves and the level of fund balance remaining as 
unreserved and unappropriated in the general fund.

• We compared budgets with actual results for the fi ve fi scal years 2007-08 through 2011-12, to 
assess if the amounts appropriated from the reserves were actually needed and used.

Movable Fixed Assets:

• We reviewed District policies, procedures and records pertaining to movable, sought-after 
assets.
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• We interviewed District personnel and evaluated internal controls and safeguards over 
moveable, sought-after assets.

• We reviewed 50 moveable assets to determine if they actually existed by tracing each asset’s 
recorded identifi cation tag number, as listed on the physical inventory report, to the identifi cation 
tags affi xed to the asset. We judgmentally selected our sample to include various types of 
electronic equipment, as listed on the physical inventory report, which would be susceptible 
to loss or unauthorized use; such assets included computer tablets, portable media players, 
camcorders, digital cameras and televisions.

• We reviewed all nine moveable assets on the asset disposal list to determine if they were actually 
disposed of and if the disposal was approved by the Board, noting any unusual trends.  We 
compared a list of deletions from the inventory report to Board meeting minutes for acquisition 
date, disposal date and useful life to determine if there were any trends with disposals.

• We reviewed physical inventory status reports and determined the extent to which District 
offi cials investigated or resolved the discrepancies identifi ed.

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

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/

To obtain copies of this report, write or visit our web page: 
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Gabriel F. Deyo, Deputy Comptroller
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