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State of New York
Offi ce of the State Comptroller

Division of Local Government and 
School Accountability

October 2007

Dear School Offi cials:

A top priority of the Offi ce of the State Comptroller is to help school offi cials manage their school 
effi ciently and effectively and, by so doing, provide accountability for tax dollars spent to support 
school operations. The Comptroller oversees the fi scal affairs of charter schools statewide, as well as 
charter schools’ compliance with relevant statutes and observance of good business practices. This 
fi scal oversight is accomplished through our audits, which identify opportunities for improving school 
operations and Board governance. Audits also can identify strategies to reduce school costs and to 
strengthen controls intended to safeguard school assets.

Following is a report of our audit of the Westminster Community Charter School, entitled Internal 
Controls Over Claims Processing and Payments. This audit was conducted pursuant to the State 
Comptroller’s authority as set forth in Article V, Section 1 of the State Constitution, and Article 3 of 
the General Municipal Law.

This audit’s results and recommendations are resources for school offi cials to use in effectively 
managing operations and in meeting the expectations of taxpayers. 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

A charter school is a public school fi nanced by local, State and Federal resources that is not under the 
control of the local school board and is governed under Education Law Article 56. The oversight for 
the Westminster Community Charter School (School) operations is provided by the Board of Trustees 
(Board) which comprises nine members. The Board is responsible for the general management and 
control of the School’s fi nancial and educational affairs. The Board appoints the Chief Executive Offi cer 
(CEO) who is responsible, along with other administrative staff, for the day-to-day management of the 
School under the direction of the Board. 

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

The School’s 2005-06 fi scal year operating expenditures totaled $4.7 million. These expenditures 
were funded primarily with revenues derived from billing the area school districts for resident pupils 
(74 percent), from certain State and Federal aid and other grants (17 percent), from contributions (8 
percent), and from investment and other income (1 percent). 

Scope and Objective

The objective of our audit was to evaluate the School’s internal control system over claims processing1 

for the period July 1, 2005 to April 13, 2007. Our audit addressed the following related question:

Are internal controls over the check disbursement process and credit card usage appropriately • 
designed and operating effectively?

Audit Results 

The Board has not adequately segregated incompatible duties with regard to the processing of claims. 
The Board also does not review claims prior to payment nor has it designated the responsibility 
to someone independent of the business function. Furthermore, the control environment has been 
weakened through the use of credit cards for many purchases, which circumvent an independent 
review prior to payment.

1 The term claims processing is used to describe the payment of bills or accounts payable.
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We reviewed 21 disbursements over $25,000 made in our audit period, totaling approximately $1.2 
million, and determined that 18 did not have the required Board approval. We also reviewed 50 
judgmentally selected credit card transactions to determine whether they were properly approved, 
documented, itemized and whether they represented appropriate School expenditures. Although 
our review did not identify any signifi cant systemic defi ciencies, we did note certain approval and 
documentation exceptions. 

Comments of School Offi cials

The results of our audit and recommendations have been discussed with School offi cials and their 
comments, which appear in Appendix A, have been considered in preparing this report. School offi cials 
generally disagreed with our fi ndings, indicating that they believed the School’s internal controls were 
adequate.  However, they also indicated that enhanced controls would be implemented.  Appendix B 
includes our comments on issues raised in the School’s response letter.
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Background

Introduction

 

A charter school is a public school fi nanced by local, State and Federal 
resources that is not under the control of the local school board. Charter 
schools have less legal operational requirements than traditional 
public schools. Most of the regulations for the charter schools are 
contained in the entity’s by-laws, charter agreement and the fi scal/
fi nancial management plans, which are part of the charter school 
application. The charter agreement must be completed immediately 
after the application is approved. Charter schools are required to set 
both fi nancial and academic goals. The renewal of its charter every 
fi ve years is dependent on the school meeting these goals. 

The Board is responsible for the general management and control of the 
school’s fi nancial and educational affairs. The Chief Executive Offi ce 
(CEO) is appointed by the Board and delegated the responsibility along 
with other administrative staff, for the day-to-day management of the 
School under the direction of the Board. It is the responsibility of the 
CEO to ensure all necessary controls are implemented to safeguard 
and maximize the utilization of the School’s resources. 

The Westminster Community Charter School (School), chartered in 
2004 as a not-for-profi t2 organization, is a conversion charter school 
in the City of Buffalo (City). Previously, it operated as Westminster 
Community School in the Buffalo City School District. The School is 
chartered for fi ve years, after which time the charter may be renewed, 
upon application. The School has nine board members that provide 
oversight of its operations.

The School has entered into a management services agreement with 
a local fi nancial institution to provide certain business functions. For 
example, the School Business Offi ce is composed of employees from 
the local fi nancial institution. In addition, pursuant to a memorandum 
of understanding (MOU) between the School, the District, the 
fi nancial institution and its charitable foundation (Foundation), the 
fi nancial institution will provide the School with $2 million over fi ve 
years, in contributions or in-kind services. 

The School currently offers classes from kindergarten through grade 
8. According to its billing records, the School had 481 full-time 
equivalent (FTE) enrolled students during the 2005-06 year, and 
most of them resided in the City. The School’s operating expenditures 

2 Internal Revenue Service Code 501(C).
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Comments of School 
Offi cials and Corrective 
Action

totaled $4.7 million for the 2005-06 fi scal year. These expenditures 
were funded primarily with revenues derived from billing school 
districts for resident pupils (74 percent), from certain State and Federal 
aid and other grants (17 percent), from the Foundation contribution 
including in-kind services and allocated costs (8 percent), and from 
investment and other income (1 percent). 

The objective of our audit was to evaluate the School’s internal control 
system over claims processing.3 Our audit addressed the following 
related question:

Are internal controls over the check disbursement process • 
and credit card usage appropriately designed and operating 
effectively?

During this audit we examined internal controls over the claims 
process for the period July 1, 2005 to April 13, 2007.
 
We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on such 
standards and the methodology used in performing this audit are 
included in Appendix C of this report.

The results of our audit and recommendations have been discussed 
with School offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. School offi cials 
generally disagreed with our fi ndings, indicating that they believed 
the School’s internal controls were adequate.  However, they also 
indicated that enhanced controls would be implemented. Appendix 
B includes our responses to issues raised in the School’s response 
letter.

The Board has the responsibility to initiate corrective action. We 
encourage the Board to prepare a plan of action that addresses the 
recommendations in this report, forward the plan to our offi ce within 
90 days, and make it available for public review in the Clerk of the 
Board’s offi ce.

Objective

Scope and
Methodology

3  The term claims processing is used to describe the payment of bills or accounts 
payable.
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Claims Processing and Payments

The School fi scal/fi nancial management plans address the factors 
guiding the purchase of all goods and services of the School: price, 
quality and dependability. Compliance with these provisions requires 
a price comparison prior to purchase and approval that the purchase 
was necessary. In addition to ensuring that funds are used in an 
economical and effi cient manner, the School must utilize public funds 
only for educational purposes. The Board, or its designee, should 
determine whether these requirements were met, prior to authorizing 
the Treasurer to make payment. Although charter schools are not 
required to use an independent claims auditor, such a function is a 
good management practice to ensure funds are properly used and 
to protect against irregular or improper payments. A claims auditor 
reviews bills prior to payment to ensure that proper documentation 
exists, approvals and authorizations were made and the claim is 
suffi ciently itemized to determine that it is a proper use of school 
resources.

In general, the objectives of internal controls over claims processing 
are to ensure that every claim against a school was incurred 
according to policies and procedures and contains enough supporting 
documentation to verify that it is a proper school expense. This 
supporting documentation should include authorized requisitions, 
where applicable; approval of purchase orders prior to the purchase; 
original itemized invoices; and signed receiving documents. Properly 
segregating incompatible duties is a key element in the internal 
control system. School offi cials should establish duties so that 
no single individual controls key phases of a transaction. Internal 
controls including adequate oversight should reside in every stage 
in the process from advance authorization for an expense, to vendor 
selection, to contract negotiation and approval, and approval of 
payments to vendors.

The fi scal/fi nancial management plans in the Charter application 
includes various fi nancial policies and procedures that address the 
safeguarding of School assets. Among them are the following:

All accounts payable shall be recorded on an accrual basis • 
in accordance with GAAP.4  Accounts payable shall be 
maintained by the Treasurer who shall ensure timely payment 
and the development of payment plans. All invoices will be 

4 Generally accepted accounting principles
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approved by the CEO prior to payment by the Treasurer. No 
payment will be made without a properly approved invoice 
or other supporting documentation. All contracts shall be 
approved by the Board of Trustees.

Check-signing procedures as established by the Board• 5 shall 
be adhered to by staff.  

The charter school may maintain corporate credit cards which • 
shall be issued to staff as designated by the CEO. Such credit 
cards shall be used solely for charter school business.

The CEO is the designated purchasing agent for the School. Purchase 
requests are initiated at the School building.6 Requisitions can 
be made via the telephone or in writing. The CEO approves the 
requisition, orders the goods or services and routinely pays for the 
items by credit card. Alternatively, when claims require payment by 
check, the Business Offi ce compiles the paperwork and the CEO 
approves the claim for payment. Checks are manually signed by two 
individuals (generally the CEO and one of several designated check 
signers from the fi nancial institution).

The Board has not adequately segregated incompatible duties with 
regard to the processing of claims. The Board also does not review 
claims prior to payment nor has it delegated the responsibility to 
someone independent of the business function. Furthermore, the 
control environment has been weakened through the use of credit 
cards for many purchases.

Establishing adequate internal controls reduces the risk in the 
disbursement process. Assignment of authority should be clearly 
established and enforced. The Charter application assigns check 
signing authority to the CEO for the general operating account7  

for amounts not to exceed $25,000. All disbursements in excess of 
$25,000 shall be approved by the Board of Trustees. Currently, the 
Chairman of the Board of Trustees approves such disbursements. 

Check Disbursement 
Process

5 The CEO has signing authority for the general operating account not to exceed 
$25,000. All expenditures in excess of $25,000 shall be approved by the Board 
of Trustees. The Principal shall have signing authority up to $500 for the school 
activity fund. All expenditures in excess of $100 must be pre-approved by the 
CEO.
6 The Business Offi ce is located at the sponsoring fi nancial institution (bank) and its 
personnel, including the CEO, are employees of this bank. 
7 The School has two checking accounts. The school activity fund account is used 
and located at the School. The general operating account is used at the Business 
Offi ce, which is located at the bank. 
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We reviewed all 21 disbursements over $25,000 made in our audit 
period, totaling approximately $1.2 million, and determined that 18 
did not have the required Board approval. Nine checks were routine 
payments such as health insurance premiums, union dues, and the 
New York State Teachers’ Retirement System. However, the other 
nine were for services including construction-related payments. For 
example, fi ve of the nine payments, amounting to $358,536, were 
for the library corridor renovation. We found no evidence of Board 
approval for these payments. Our review of the Board minutes noted 
"2006-016 Contracts Related to Renovations Resolved: That the CEO 
be given the authority to sign contracts related to the library building 
adjacent to WCCS (approximate cost of $625,000), the science 
room and the health clinic not to exceed $750,000." This approval to 
execute the contracts and establish a maximum cost does not serve as 
an authorization to disburse School moneys upon the completion of 
work. 

We also judgmentally selected 11 payments each over $100 from the 
school activity fund checking account to test whether appropriate 
procedures were followed; specifi cally, were these disbursements 
pre-approved by the CEO as required for expenses over $100 and 
was there suffi cient documentation on fi le to substantiate them. We 
identifi ed two payments, in the amounts of $592 and $699, where 
vendor invoices were not on fi le. The Treasurer indicated that these 
payments were for student fi eld trips but the personnel who were 
responsible for these trips failed to obtain documentary evidence of 
the purchases. 

As with any claim, credit card transactions should be supported by 
suffi cient documentation to allow for a proper audit prior to payment. 
Furthermore, the School should evaluate what credit card usage should 
be permitted and establish a credit limit that controls such usage and 
minimizes the inherent risk associated with credit cards. The School 
should also establish monitoring procedures to ensure compliance 
with Board policies and procedures. These procedures should include 
an independent reconciliation of what the School requisitioned, what 
was ordered, delivered/received and eventually paid for. 

According to the CEO, the School specifi cally included the use of 
credit cards in its application to improve effi ciency in operating the 
School. However, because the Board has not adequately segregated 
duties and established appropriate monitoring procedures for claims 
processing, the use of credit cards also signifi cantly increases the 
risk that errors and irregularities can occur and not be detected and 
corrected in a timely manner. 

Credit Card Usage



12                OFFICE OF THE NEW YORK STATE COMPTROLLER12

The credit card policy requires documented pre-approval by the 
CEO for any purchases in excess of $500. In addition, all credit card 
purchases made by the CEO shall be submitted to a designated Board 
member for review and approval. Currently, the CEO’s monthly 
Travel and Expense (T&E) form is reviewed by a designated Board 
member, who is also the CEO’s supervisor at the fi nancial institution. 
T&E forms for the other two credit card holders are reviewed and 
approved by the CEO. The monthly credit card bill is automatically 
paid from the operating account on the ninth of each month, before 
transactions are reviewed by authorized personnel.

During the period July 2005 through December 2006, the School 
utilized a total of four credit cards. Below is a summary of credit card 
transactions. 

Credit Card Transactions 
2005-06 Fiscal Year 2006-07 Fiscal Year (through 

December 2006)

Credit Card Credit Limit Total
Monthly 
Average Total

Monthly 
Average

1 $40,000 $203,223 $16,935 $76,652 $12,775
2 $5,000 $14,240 $1,187 $9,112 $1,519
3 $2,500 $11,203 $933 $0 $0
4 $2,500 $0 $0 $5,150 $858

Total $228,666 $19,055 $90,914 $15,152

Because credit card transactions are reviewed after the bill is paid, the 
risk that inappropriate use of credit cards may not be identifi ed and 
corrective action taken in a timely manner is heightened with such a 
high level of activity.  

We reviewed 50 judgmentally selected credit card transactions to 
determine whether they were properly approved, documented, itemized 
and whether they represented appropriate School expenditures. 
Although our review did not identify any signifi cant systemic 
defi ciencies, we did identify certain approval and documentation 
exceptions. 
 

Seven transactions were not supported by documentation to • 
evidence that goods purchased were in fact received. 

Eight transactions did not contain a documented request from • 
the School. Without such documentation, charges cannot be 
reconciled back to the request made by the School to ensure 
what was purchased by the Business Offi ce was the same as 
that requested by the School. 
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Five transactions for restaurant charges did not contain • 
receipts detailing what was purchased. Furthermore, there was 
no documentation indicating who attended and what business 
purpose was served.

These exceptions increase the risk that funds may be used for purposes 
that are not School related.

1.   The Board should evaluate whether certain duties in the 
disbursement process can be more appropriately segregated. 
Absent such segregation, the Board should provide additional 
oversight over the disbursement process. 

2.   The Board should either audit claims, establish a committee to do 
so, or appoint someone independent of the School administrative 
business function to assume the responsibility. Enhanced 
monitoring could mitigate the risk associated with inadequately 
segregated duties and ensure School policies are enforced and 
suffi cient supporting documents are on fi le.

Recommendations
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APPENDIX A

RESPONSE FROM SCHOOL OFFICIALS

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

OSC COMMENTS ON THE SCHOOL’S RESPONSE 

Note 1

The School has not provided any additional information to indicate that mitigating controls have been 
implemented or procedures amended which would now prohibit the CEO from being able to order, 
receive and pay for goods and services without independent prior approval. As such, the School has 
not adequately segregated incompatible duties with regard to processing claims.

Note 2 

These review procedures are performed after payments are made. As such, while these procedures 
may be effective in monitoring disbursements after they have occurred, they do not adequately address 
the control weakness referred to in Note 1.
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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 
School 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. 

During the initial assessment, we interviewed appropriate School offi cials, performed limited tests 
of transactions and reviewed pertinent documents such as School policies and procedures manuals, 
Board minutes and fi nancial records and reports. In addition, the School made available to us a copy 
of its fi nancial databases for our analysis. This approach provided us with additional information 
about the Charter School’s fi nancial transactions as recorded in its databases. Further, we reviewed the 
School’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 upon the reported objective and scope by selecting for audit 
that area most at risk. We selected the claims processing, including the check disbursement process 
and credit card usage for further audit testing.

Within the check disbursement process, we tested check sequence integrity to ensure that all checks 
are accounted for. We reviewed all disbursements over $25,000 paid during the audit period to ensure 
that suffi cient Board oversight was in place over these signifi cant expenditures. We also examined 
disbursements under $25,000 to ensure that payments were not deliberately split to circumvent the 
required approvals. We examined the following records: 

Vendor payment history in the school activity fund and general operating fund accounts• 

Cancelled and voided checks• 

Vendor contracts and invoices• 

Board meeting minutes• 

Within credit card transactions, we tested the monthly T&E reports to ensure that required pre-
approval for charges over certain dollar thresholds was evidenced, the charges were for good/services 
that the School actually ordered and received, suffi cient documentation was on fi le to substantiate the 
expenses, and the expenses were for legitimate School purposes. We examined credit card statements, 
School records and any applicable supporting documentation. 

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, 
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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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BUFFALO REGIONAL OFFICE
Robert Meller, Chief Examiner
Offi ce of the State Comptroller
295 Main Street, Room 1050
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
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Edward V. Grant, Jr., Chief Examiner
Offi ce of the State Comptroller
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Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates
counties
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Eugene A. Camp, Chief Examiner
Offi ce of the State Comptroller
State Offi ce 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

BINGHAMTON REGIONAL OFFICE
Patrick Carbone, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building, Room 1702
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Email: Muni-Binghamton@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins
counties
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Offi ce of the State Comptroller
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(518) 793-0057  Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Clinton, Essex, Franklin, Fulton, Hamilton,
Montgomery, Rensselaer, Saratoga, Warren, Washington
counties
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Albany, New York   12205-1695
(518) 438-0093  Fax (518) 438-0367
Email: Muni-Albany@osc.state.ny.us

Serving: Albany, Columbia, Dutchess, Greene, 
Schenectady, Ulster counties
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