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AUDIT OBJECTIVE 
 
Our objective was to determine whether the 
Beginning with Children Charter School 
(BwCCS) established and maintained an 
adequate system of internal control over the 
following areas of financial operation: 
financial oversight; disbursements and 
procurement; payroll; and equipment 
inventory.   
 

AUDIT RESULTS - SUMMARY 
 
We found that the internal controls 
established by BwCCS are generally 
adequate; however, compliance with the 
controls outlined in their Financial Policies 
Manual (manual) needs to be improved - 
particularly in the areas of disbursements and 
procurement.  
 
We found that individuals were not always 
complying with established procedures before 
making cash disbursements.  For example, we 
found that 8 of the 80 checks we tested (10 
percent) were disbursed even though adequate 
supporting documentation was not available 
(e.g. missing invoices).  If current practices 
are not improved, funds could be 
misappropriated.  (See page 4) 
 
To prevent unauthorized purchases, all 
purchases must be pre-approved in advance 
by the appropriate authority.  However, we 
found that in 13 of the 80 transactions we 
tested, purchases were made without 
appropriate approval.  As a result, there is an 
increased risk that some purchases may not be 
appropriate. (See pages 4-5) 
 
BwCCS receives administrative support 
services from the Beginning with Children 
Foundation, which provides similar services 
to another charter school.  BwCCS reimburses 
the foundation based on the estimated time 
foundation employees spend on BwCCS 

work.  We recommended that BwCCS and the 
foundation implement a system to verify the 
accuracy of the billings. (See pages 5-6) 
 
To properly account for equipment, perpetual 
inventory records should be maintained.  In 
addition, a physical inventory should be 
performed annually. We found that a 
complete inventory listing was not maintained 
and that a physical inventory was not 
conducted.  We also found that formal 
policies and procedures had not been 
established.  As a result, there is a significant 
risk that equipment may have been lost or 
stolen without detection. (See page 6) 
 
Our report contains 6 recommendations to 
improve internal controls over financial 
management practices. BwCCS officials 
generally agree with our findings and have 
agreed to make changes and correct 
deficiencies.  For example, BwCCS officials 
told us they will conduct additional staff 
training at the beginning of each school year 
and strengthen their purchasing and payroll 
processes.  Further, BwCCS officials agreed 
to develop formal policies and procedures 
regarding equipment inventory.  
 
This report, dated June 15, 2007, is available 
on our website at: http://www.osc.state.ny.us.  
Add or update your mailing list address by 
contacting us at: (518) 474-3271 or 
Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY 12236 
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BACKGROUND 
 

In December 1998, the Legislature passed a 
law authorizing the creation of charter schools 
in New York State.  This legislation is known 
as the New York Charter Schools Act of 
1998.  It authorized the establishment of 
charter schools as independent public schools 
governed by not-for-profit boards of trustees 
and managed according to the terms of a five-
year performance contract or “charter.” Such 
schools provide opportunities for teachers, 
parents, community members, and not-for-
profit organizations to establish and maintain 
schools that operate autonomously of existing 
schools and school districts. 
 
BwCCS converted from a Department of 
Education (DoE) School to a charter school in 
September 2001.  It is one of 23 schools 
currently chartered by the New York City 
DoE.  The school was originally founded in 
1992, through a unique public private 
partnership between the DoE, Pfizer Inc., the 
Beginning with Children Foundation and the 
United Federation of Teachers.  Today 
BwCCS is located on two campuses in 
Brooklyn and serves approximately 450 
students enrolled in kindergarten through the 
eighth grade.   
 
According to BwCCS’s financial statements 
for the fiscal year ended on June 30, 2005, the 
school’s operating expenses totaled about 
$4.75 million, of which $3.79 million related 
to personal service costs (including fringe 
benefits) and about $956,000 related to other 
than personal service costs.  Revenues for the 
same fiscal year totaled about $4.57 million, 
of which $3.80 million was basic school aid 
provided by the DoE.  BwCCS also received 
$159,248 in Special Education Aid from DoE, 
$398,821 in federal funding, $183,608 in 
donations and fundraising, and $18,768 in 
interest income.  BwCCS incurred an 

operating deficit that was funded by the 
accumulated fund balance. 
 
In addition, DoE pays for the cost of food, 
transportation, and a portion of textbooks and 
special education services for BwCCS.  DoE 
also provides safety, health services and space 
for the BwCCS middle school at no charge.  
The value of such services has not been 
quantified by the DoE. 
 
As one of five charter schools created by the 
conversion of a pre-existing public school, 
BwCCS is required to pay its staff in 
accordance with the terms of the prevailing 
public school teacher contract.  Under the 
contract, staff salaries, fringe benefits and 
pension contributions have escalated since 
BwCCS converted in September 2001.  These 
escalating costs have resulted in fiscal stress. 
According to BwCCS’ annual independent 
audits, the school operated at a deficit in one 
of its first five years of operation.  However, 
the audit report for the year ended June 30, 
2005 indicated that, after five years of 
operation, BwCCS had accumulated an 
operating surplus of $773,861, which 
represents about 16.3 percent of its annual 
operating expenditures. 
 
At the time of our audit, BwCCS was in the 
process of renewing their charter with the 
New York State Board of Regents.  
 

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Financial Oversight 

 
Board Oversight 

 
Charter schools are to be governed by a board 
of trustees (Board). BwCCS’s Board is 
composed of 13 members and is responsible 
for overseeing school operations.  The Board 
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consists of four representative groups: 
BwCCS staff, parents of BwCCS students, 
Foundation representatives, and community 
members.  According to BwCCS’ charter, the 
Board is required to meet at least six times 
during the year. 
 
We reviewed the minutes of the Board’s 
meetings during the 2004-05 school year to 
determine whether the Board was adequately 
overseeing school operations.  We found that 
the Board met nine times during the 2004-05 
period and was actively involved in the 
schools operations and was providing 
adequate oversight.  
 

Annual Independent Audit 
 
Pursuant to Section V of the BwCCS charter, 
each year a fiscal audit of the school should 
be conducted by a Certified Public 
Accountant.  New York State Education 
Department further requires that all such 
audits be conducted in accordance with the 
government auditing standards issued by the 
United States Government Accountability 
Office.  
 
We reviewed the work performed by 
BwCCS’s auditing firm.  We found that the 
school had been audited annually.  The audit 
was conducted in accordance with 
government auditing standards and the results 
of the audit were discussed by the Board.  
 

Disbursements and Procurement  
 

Disbursements 
 
According to the BwCCS Financial Policies 
and Procedures Manual (Manual), adequate 
supporting documentation must be obtained 
before disbursing a check for payment.  
Supporting documentation generally includes 
a copy of the purchase order, an invoice, and 
a packing slip or receiving report.  In 

addition, the Senior Accountant should 
review the supporting documentation, prepare 
a check, and forward the check with support 
to the school Principal for signature.  If the 
check is over $5,000, the check must also be 
signed by an authorized Board member. 
 
To determine whether BwCCS officials were 
following the Manual, we reviewed a 
judgmental sample of 80 transactions 
(checks).  This sample was selected from a 
population of 722 checks totaling $1.06 
million that were issued during the period 
July 1, 2004 through December 31, 2005.  
The sample included a variety of transactions 
and amounts, e.g., payments to individuals, 
businesses, contractors and credit card 
companies.  Our review of the 80 checks, 
which had a total value of $226,247, did not 
disclose any improper use of school funds.  
However, we found eight instances totaling 
$36,431 of payments for which certain of the 
required supporting documentation was not 
present (e.g. missing invoices and/or packing 
slips).  BwCCS officials told us they will 
ensure full compliance with the Manual in the 
future by conducting additional staff training 
at the beginning of each school year. 
 

Approval of Purchases 
 
The Manual requires all purchases to be pre-
approved prior to placing an order. BwCCS 
procedures require varying levels of approval, 
depending upon the dollar value of the item 
being purchased.  The Administrative 
Assistant can approve purchases for less than 
$250 while the Principal’s approval is 
required for purchases greater than $250, but 
less than $5,000.  Purchases valued at more 
than $5,000 require the approval of an 
authorized Board member and the Principal. 
 
To determine whether BwCCS officials were 
complying with the policy regarding purchase 
approvals, we tested for compliance the same 
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transactions pertaining to the previously 
discussed sample of 80 checks.  We found 
that pre-approvals were not obtained in 13 
instances totaling $19,995.  Of the 13 
instances:  3 were for purchases less than 
$250; 9 were for purchases of more than 
$250; and 1 was for a purchase of more than 
$5,000.  When required approvals are not 
obtained, there is increased risk that some 
purchases may not be appropriate.  

 
Recommendations 

 
1. Ensure that supporting documentation is 

obtained before disbursing a check.  
 
2. Ensure that all required pre-approvals 

have been obtained before making 
purchases.  

 
 (BwCCS officials have accepted these 
 recommendations and have implemented 
 procedures to address them.) 

 
Payroll  

 
Salary Allocation 

 
The Foundation has approximately ten 
employees that provide various support and 
administrative services to BwCCS and 
another charter school affiliated with the 
Foundation. The Foundation provides 
business support services, technology related 
services, and performance testing of BwCCS 
students.  A Memorandum of Understanding 
(MOU) between the Foundation and BwCCS 
outlines the reimbursement arrangements for 
this relationship.  For fiscal year 2004-05, the 
Foundation charged BwCCS $399,240 for 
administrative employee salaries.  The 
percentages charged to BwCCS ranged 
anywhere from 20 percent to 80 percent of the 
employee’s salary. 
 

We found that neither BwCCS nor the 
Foundation has kept track of the actual 
number of hours of service Foundation 
employees provided to BwCCS; instead, 
estimates were used for billing purposes.  
Although an elaborate time-tracking system 
would not be warranted, BwCCS should 
validate the percentage allocations through 
other means.  For example, the Foundation 
could track its employees’ time for selected 
periods to validate the percentages.  BwCCS 
officials stated they would implement the use 
of time sheets for tracking time charged to the 
charter schools.  
 

Substitute Teachers 
 
BwCCS policy requires that teacher leave be 
recorded on the school secretary’s calendar 
and also written in a log that lists the names 
of the substitute teacher hired as well as the 
regular teacher.  After the substitute teacher 
provides services, they are required to 
complete a timecard that specifies their 
identification numbers and the date(s) they 
worked. 
 
To determine whether BwCCS officials were 
complying with the policy, we selected a 
sample of 40 instances where substitute 
teachers were hired.  The sample was selected 
from a population of 209 teaching 
substitutions, including 77 from the 2004-05 
school year and 132 from the 2005-06 school 
year.  We selected our sample using those 
months with the highest substitute teacher 
activity.  Of the 40 instances tested, we found 
the substitute teacher timecards were not 
available in 35 instances.  In addition, we 
found 23 instances in which the name of the 
regular teacher, who was on leave, was not 
documented in the log.  As a result, 
management lacks adequate assurance that the 
leave accruals of the regular teachers had 
been properly charged.  
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Recommendations 
 
3. Determine and record the time and 

services provided by Foundation staff and 
charge BwCCS accounts accordingly, 
based on actual expenses rather than 
estimates.  

 
4. Revise the recordkeeping system for 

teacher substitution and ensure that all 
required documents are maintained 
properly.   

 
 (BwCCS has accepted these 

recommendations and has implemented 
changes to address recommendation 
number 4.  For recommendation number 
3, BwCCS officials are reviewing 
implementation options.) 
 

Equipment Inventory 
 
To account for equipment properly, BwCCS 
should maintain a perpetual inventory record 
of all equipment and perform an annual 
physical inventory of the equipment 
belonging to the school.  The inventory record 
should include the equipment’s acquisition 
date, cost, serial number, and disposition date, 
if appropriate.  Further, each item should be 
tagged to denote BwCCS’s ownership.  For 
fiscal year 2005, BwCCS’s financial 
statements indicated that its inventory was 
worth $514,922, or 28 percent of the school’s 
total assets. 
 
We found that BwCCS does not maintain a 
perpetual inventory of equipment and does 
not perform an annual physical inventory. 
Instead, we found that various departments 
within BwCCS maintain separate equipment 
inventory listings.  These are neither complete 
nor tested.  
 
In response to our audit, BwCCS officials 
agreed to develop formal equipment inventory 

policies.  In addition, they said they would 
expand their current asset listing to include all 
appropriate information (e.g. cost and serial 
number) and perform an annual physical 
inventory. 
 

Recommendations 
 
5. Develop and implement formal inventory 

policies and procedures for the recording, 
control, valuation, and disposition of 
equipment.  

 
6. Ensure all inventory items are properly 

tagged and inventoried annually. 
 
 (BwCCS has accepted these 

recommendations and is in the process of 
implementing procedures to address 
them.) 

 
AUDIT SCOPE AND METHODOLOGY 

 
We conducted our audit in accordance with 
generally accepted government auditing 
standards.  We audited the BwCCS’s controls 
over selected financial management practices 
for the period July 1, 2004 through May 23, 
2006.  To accomplish our objective, we 
interviewed officials of BwCCS and reviewed 
applicable laws and policies and procedures 
related to the financial operations of the 
school.  We also examined the financial 
operating records of BwCCS and the work 
performed by the firm of certified accounts 
engaged to audit BwCCS’s financial 
statements.  Our review included BwCSS’s 
Financial Policies and Procedures Manual, 
which sets out criteria for financial practices.  
 
To determine whether disbursement, 
procurement, and contracting practices were 
in compliance with the Manual, we selected a 
sample of 80 checks to review and confirm 
pre-approvals and other supporting 
documentation.  
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To determine whether payroll and personnel 
services were being processed accurately, we 
reviewed allocation methodologies and 
selected a sample of 40 instances of teacher 
substitution and compared them to substitute 
teacher timecards and logs maintained by the 
school.  
 
To assess the accuracy of the schools’ 
equipment inventory, we reviewed and tested 
available inventory records and addressed the 
adequacy of accounting practices.  
 
In addition to being the State Auditor, the 
Comptroller performs certain other 
constitutionally and statutorily mandated 
duties as the chief fiscal officer of New York 
State, several of which are performed by the 
Office of Operations.  These include 
operating the State’s accounting system; 
preparing the State’s financial statements; and 
approving State contracts, refunds, and other 
payments.  In addition, the Comptroller 
appoints members to certain boards, 
commissions and public authorities, some of 
whom have minority voting rights.  These 
duties may be considered management 
functions for purposes of evaluating 
organizational independence under generally 
accepted government auditing standards.  In 
our opinion, these management functions do 
not affect our ability to conduct independent 
audits of program performance.   

AUTHORITY 
 
The audit was performed according to the 
State Comptroller’s authority under Article V, 
Section 1, of the State Constitution; and 
Section 33 of the General Municipal Law. 
 

REPORTING REQUIREMENTS 
 
We provided a copy of this report in draft to 
BwCCS officials for their review and 
comment.  A copy of their response to the 
draft report is contained in Appendix A.  
Their comments were considered in preparing 
this draft report.  BwCCS officials agree with 
our recommendations and either have already 
implemented them or will be implementing 
them. 
 
Within 90 days after the final release of this 
report, we request the Chairman of the 
BwCCS Board to report to the State 
Comptroller advising what steps were taken 
to implement the recommendations contained 
herein, and where recommendations were not 
implemented, the reasons why. 
 

CONTRIBUTORS TO THE REPORT 
 

Major contributors to this report were Kenrick 
Sifontes, Stephen Lynch, Tom Trypuc, 
Altagracia Rodriguez, Hu Zhang and Elaine 
Yu.
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