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Mr. Carl T. Hayden
Chancellor 
The University of the State of New York 
State Education Building 
Albany, NY 12234

Re: Report 99-F-12

Dear Mr. Hayden:

Pursuant to the State Comptroller's authority as set forth in Article V, Section 1 of the State
Constitution and Article II, Section 8 of the State Finance Law, we have reviewed the actions taken
by State Education Department (Department) officials as of February 24, 2000, to implement the
recommendations contained in our audit report, State Education Department The State Aid
Estimating Process (Report 96-S-90).  Our report, which was issued on April 21, 1998, examined
why significant variances occur between State Aid estimates and total State Aid liability and
whether Department and school district managers could more accurately project State Aid needs.

Background

New York State provides annual aid to local school districts for public elementary, middle
and secondary education.  There are more than 40 State Aid and grant categories representing
amounts due to school districts.  The amount of aid appropriated for the 1999-2000 school year
was about $12.6 billion.  This appropriation was based on estimates prepared by the Department
from data submitted by school districts.  Districts amend their State Aid claims over time as claim
data becomes more certain, but for State Aid payable in 1997-98 and thereafter, such amendments
are only accepted for payment if received by June 30 of the school year immediately following the
year for which aid is claimed.
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At the time of our prior audit, State Division of the Budget officials and Legislators had
expressed concern about the accuracy of the Department’s State Aid estimates.  Actual school aid
liabilities had consistently exceeded Department estimates and legislative appropriations.  Since
State Aid is an entitlement, appropriations limit payments in any fiscal year, but not the State’s
overall liability. The difference between the State Aid appropriation and the ultimate aid liability
is commonly called the “bump.”  Our prior audit found that as of May 1997, “bumps” had resulted
in an unfunded school aid liability of more than $689 million. 

Summary Conclusions

In our prior audit, we found the State Aid “bump” occurs for a variety of reasons,
including the complexity of the State Aid process and its formulas, the lack of certain data for
calculating future aid needs and delays in submitting and recording claims adjustments.  We found
that districts will have to wait years to receive payments resulting from the unfunded school aid
liability due to insufficient Legislative appropriations to pay this liability.  In 1996, the Legislature
made several changes to State Aid formulas to reduce the “bump” liability.  Our prior audit
concluded that these changes may help to alleviate annual variation, but we recommended several
more substantial changes to eliminate the State Aid “bump.”

In our follow-up review, we found that progress has been made to implement several of
our recommendations.  Also, data provided by Department officials indicates that there has not
been a State Aid “bump” in the last three fiscal years.  Department officials attribute the
disappearance of the State Aid “bump” to implementation of improved edit parameters in
Department data collection software; legislated, shortened time frames in which districts can submit
data changes; the districts desire to avoid an underestimation now that most current year payments
are held to the lessor of estimated or actual data; and the use of “more certain” data for the
calculation of certain categories of aid. 

Summary of Status of Prior Audit Recommendations

Of the ten prior audit recommendations, Department officials have implemented four
recommendations, partially implemented four recommendations and have not implemented two
recommendations.

We have categorized as partially implemented our prior audit report recommendation
number 1 which concerned the need to consider legislative changes to simplify and improve the
State Aid process.    However, actions taken to implement this recommendation have been limited
as discussed within this report.   Comprehensive efforts directed toward achieving fundamental
reform of the State Aid process consistent with the full intent of recommendation number 1 have
not been accomplished.
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Follow-up Observations

Recommendation 1

Consider legislative changes to simplify and improve the State Aid process, such as:

! Using block grants;

! Changing the State Aid formulas that will allow the use of more certain data; and

! Making changes that will simplify the process and the formulas to make the State's
aid liability more predictable.

Status - Partially Implemented

Agency Action - Since our prior audit, Department officials have taken limited action to simplify
the State Aid process.  Department officials indicated they do not have the ability to
simplify the State Aid formulas and that they can only recommend to the Legislature that
it do so.  In reviewing the annual New York State Board of Regents’ proposals on State
Aid for the 1996-97 through 2000-2001 school years, we noted a recommendation was
made to redesign Operating Aid through the consolidation of four aid categories into one.
This consolidation is being done to allow more resources to be allocated to high need
school districts.  A proposal was also made to simplify the Building Aid formula by
requiring assumed, rather than actual, amortization schedules.  This was to facilitate future
projections of Building Aid and create an incentive for school districts to set up capital
reserve accounts.  In addition, there was no indication of consideration of the use of block
grants.

Recommendation 2

Analyze future variances in estimated and actual aid amounts to determine the causes and
appropriate corrective action.

Status - Partially Implemented

Agency Action - As previously noted, data provided by Department officials indicates there has
not been a State Aid “bump” in the last three fiscal years.  However, Department officials
provided a comparative analysis covering each of the last three fiscal years and indicating
that there are still variances in some individual aid categories such as Growth Aid, Excess
Cost Aid and Building Aid.  Department officials will be examining whether improvements
are possible in these categories.
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Recommendation 3

Ensure that school districts submit State Aid claim data timely.

Status - Partially Implemented

Agency Action - Department officials indicated they have taken the lead in recommending
revisions to Section 3601 of the Education Law regarding due dates for State Aid claim
forms and penalties for late filing.  Section 3601 now indicates that General State Aid
claims are to be submitted by September 2 and no aid shall be paid prior to the submission
of claims. Department officials also indicated that they have implemented a process for
reminding school districts of data that is outstanding.  A schedule is distributed to each
district with the claim forms so that districts are clearly informed of the due dates to submit
the claims and of the penalties for any failure to comply with these due dates.  However,
data provided by Department officials indicates that only minor improvements have
resulted.  For example, Department officials provided data showing that between fiscal year
1996-1997 and fiscal year 1999-2000, the percentage of school districts that submitted
claims by September 1 only increased from 2.2 percent to 14.1 percent. 

Department officials stated that the late passage of the State budget contributes to untimely
filing of State Aid claims as school districts are reluctant to submit their claim forms until
they know what the State Aid formulas will be.  Department officials stated they do not
know what additional actions they can take to ensure more timely submission of claims. 

Recommendation 4 

Complete desk audits timely.

Status - Implemented

Agency Action - Department officials are now using automated triage procedures to review
Attendance, Building, Transportation and Whole Aid and to identify those areas in need
of audit examination.  These procedures allow staff to concentrate on items that warrant
attention and not spend time auditing non essential items.  In addition, many of these edits
have been built into the software package school districts use to submit claims.  This
reduces errors in claims and, therefore, minimizes time and staff resources required during
the desk review of claims.

Department officials also provided data indicating that, since our prior audit, they have
finalized backlogged, original claims from the 1993-1994 through 1995-1996 school years
that existed for 11 school districts.  The 1996-1997 school year claims for all school
districts other than New York City have also been finalized and all but the claims of three
school districts have been finalized for the 1997-1998 school year.  Therefore, the
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inventory of claims has been reduced and the Department is now working on 1998-1999
claims.

Recommendation 5

Review valuation claims and record them on the State Aid computer system timely.  Maintain
current estimates of the State's liability for unpaid valuation claims.

Status - Implemented

Agency Action - Department officials provided support that valuation claims which result in prior
year adjustments are now being recorded in a proper manner on the State Aid computer
system.  In addition, legislative changes have reduced the volume of valuation claims which
require adjustment.  The payment of prior years adjustments is limited to those resulting
from valuation claims filed within one year of the date of judgement.  In addition, limits
were placed on the prior year adjustments and any roll forward impact on current years
claims filed after June 30, 1997 with the Office of the State Comptroller.  Also, unless the
resulting aid change for the first prior year’s aid claim that is impacted exceeds a specified
threshold, the revision to both the prior year and all subsequent years is not accepted for
payment.

Department officials indicated that they are statutorily required to report to the Governor’s
Office and the Legislature the amount of Department-approved prior years claims.  The
Department provided support that this reporting has been done quarterly.  Officials also
provided data indicating that appropriations increased funding for prior years’ claims for
each of the fiscal years since 1997-1998.

Recommendation 6

Ensure that prior years' adjustment claims are recorded on the State Aid computer system timely.
Maintain updated records of the State's total liability for unpaid State Aid claims. 

Status - Implemented

Agency Action - Department officials provided documentation indicating that the State Aid
computer system now records prior year adjustment claims once the claims have been
received. 

Refer to the second paragraph, “Agency Action,” under recommendation number five for
an explanation of the implementation efforts taken for the second part of recommendation
number six.  
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Recommendation 7

Request approval from the Governor’s Office to offset State Aid overpayment recoveries against
prior years’ State Aid claims.

Status - Not Implemented

Agency Action - Officials indicated that, since the time of our prior audit, they have made verbal
requests to the Governor’s Office and Legislature.  However, Department officials could
not provide documentation of any of these requests. 

Recommendation 8

Work with the Governor’s Office and the Legislature to help ensure that sufficient appropriations
are made available for the State to meet its legal and moral obligations to the districts on a timely
basis for Department-approved prior years’ claims.

Status - Partially Implemented

Agency Action - Refer to the second paragraph, “Agency Action,” under recommendation number
five for an explanation of the reporting of Department-approved prior year claims to the
Governor’s Office and the Legislature.  However, Department officials did not provide any
documentation that they had requested that the Governor’s Office and Legislature
appropriate additional funding to pay these prior year claims.  Department reports indicated
that, as of May 1997, the potential unpaid liability exceeded $689 million.  As of November
1999, this estimated liability still exceeded $610 million.

Recommendation 9

Determine whether the recent changes to State Aid formulas have been effective in reducing the
State Aid “bump.”

Status - Implemented

Agency Action - Department officials indicated that due to staffing limitations they have not been
able to conduct a formal study regarding whether or not the recent changes to State Aid
formulas have been effective in reducing the State Aid “bump.”  However, as previously
noted, data provided by Department officials indicates there has not been a State Aid
“bump” in the last three fiscal years.  Department officials have reasonably attributed the
elimination of the State Aid “bump” to various changes in the State Aid formulas.
Department officials also acknowledged that there are still variances in certain State Aid
categories and they will be examining whether improvements are possible in these
categories.
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Recommendation 10

Determine whether the recent changes to Building Aid reimbursement are cost effective. 

Status - Not Implemented

Agency Action - In our prior audit, we indicated that the changes to Building Aid will help the
State by making the annual State Aid needs more predictable.  However, these changes will
have a fiscal impact on school districts as these changes will delay payments for amended
claims to future years, limit flexibility for funding building projects and increase the lag
between school district expenditures and State Aid reimbursement.  Department officials
indicated they have not conducted an analysis of the fiscal impacts of the changes to
Building Aid on the districts.

Major contributors to this report were Brian Mason, Tom Trypuc and Tom Kulzer.

We would appreciate your response to this report within 30 days, indicating any actions
planned or taken to address any unresolved matters discussed in this report.  We also thank
Department management and staff for the courtesies and cooperation extended to our auditors
during this review.

Very truly yours,

Jerry Barber
Audit Director

cc: Charles Conaway


