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Audit Observations
and Conclusions 

Executive Summary

State Education Department
Oversight Of School Districts’
Non-instructional Activities

The State Education Law (Law) charges the State Education Department
(Department) with the general management and supervision of all public
schools.  The Law also states that the Commissioner of Education should
advise and guide school officials in relation to their duties and the general
management of schools.  The Department’s Office of Elementary, Middle,
Secondary and Continuing Education (EMSC) is responsible for carrying
out the Commissioner’s oversight responsibilities for the State’s 707
school districts (existing during the 1996-97 school year). One of EMSC’s
stated objectives is maximizing cost effectiveness at the State, regional and
local levels.

Department managers estimate that, during the 1995-96 school year,
school districts spent about $26 billion (including capital costs), about $1
billion more than in the previous year, and that State Aid to school
districts accounted for about 39 percent of this total amount. Although
most school district costs are for instruction, significant amounts are spent
on non-instructional activities.  For example, in school year 1994-95,
school districts spent a total of $24.5 billion (excluding capital costs):
$17.9 billion for instruction and $6.6 billion for non-instructional services,
such as administration, transportation, maintenance, and other activities not
integral to classroom instruction.

Our audit addressed the following questions about the Department’s
oversight of school districts’ non-instructional activities for the period July
1, 1994 through October 31, 1996:

! Have Department managers established adequate procedures for
overseeing the cost effectiveness of school district non-instructional
operations?

! What actions can the Department take to improve the cost
effectiveness of both internal and school district operations?

Our audit found that, while Department managers collect significant
amounts of data from school districts, they do not adequately oversee the
cost effectiveness of districts’ non-instructional operations. Staff at the
EMSC units we reviewed spent much of their time in routine processing
and manual review activities. Staff do not analyze the data to obtain
indicators of the relative cost effectiveness of districts’ non-instructional
operations, or to provide feedback to districts about how and where
administrators can make improvements. We recommended that Department
managers take several actions, including using more automated systems
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and sharing efficient district practices, to improve overall cost effective-
ness.

Over the past several years, the Office of the State Comptroller (OSC) has
completed several audits covering various aspects of school districts’
operations.  These audits have shown that districts’ operations could often
be more cost effective, and that improved oversight by Department
management could potentially save taxpayers millions of dollars.  Further,
school district representatives point out that districts want the Department
to keep school administrators informed of developments and innovations
in other school districts that could be useful for improving operating
efficiency.  (See pp. 5-10)

We reviewed five EMSC units to determine if management uses staff
resources to effectively perform oversight functions. We found that staff
effort in these units is focused on processing and inputting data rather than
on using data to obtain indicators and help monitor the efficiency of
school district operations.  As a result, the districts get little feedback
from the Department concerning the efficiency of their operations.  We
also found that most of the document reviews are done manually. (See pp.
11-16)  

Staff in the EMSC units perform essentially the same kind of review for
all documents received. We question whether this is necessary or efficient.
For example, State Aid Unit staff perform some type of desk review for
every claim. However, analysis of expected aid payments for school year
1995-96 shows that about 75 percent of all State Aid is distributed to the
top 25 percent of the school districts.   While the lowest 49 percent of all
districts receive only 10 percent of State Aid payments.  We recommended
that Department managers use risk assessments to help set priorities for
review efforts and to identify school districts or documents that warrant
in-depth reviews and those which require little or no review. We also
recommended that managers use stratified sampling method-ologies to
reduce the time spent on reviews and keep records of review results to
analyze the cost effectiveness of review efforts. (See pp. 11-16)

Management should devote more staff time to analyzing the efficiency of
school district operations. By analyzing available data, EMSC staff could
identify school districts or programs with higher than expected costs, and
also share this cost data with other Department units. Such information
could be the basis for operational reviews where needed. Analysis could
also help staff to identify low cost practices and share such “best
practices” information with districts statewide. Finally, the Department can
make more efficient use of EMSC staff time by increasing its computer
capability and reducing its dependency on paper documents.  If forms
could be submitted and reviewed electronically, Department managers may
be able to dramatically reduce processing times.  (See pp. 18-20) 

Department officials generally agreed with our report’s recommendations.
Officials further indicated the actions they have taken and will take to
implement the recommendations. 
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Background

Audit Scope,
Objectives and
Methodology

Introduction

Section 101 of the State Education Law (Law) charges the State Education
Department (Department) with the general management and supervision of
all public schools.  Section 305 of the Law states that the Commissioner
of Education should provide for the examination and inspection of public
schools, and advise and guide school officials in relation to their duties
and the general management of the schools under their control.  The
Department’s Office of Elementary, Middle, Secondary and Continuing
Education (EMSC) carries out the Commissioner’s responsibilities for
overseeing the State’s 707 public school districts (existing during the
1996-97 school year).  To guide its contribution to the achievement of
overall Department goals, EMSC issued a draft Strategic Plan in June
1996.  One of the stated objectives of this draft plan is maximizing the
cost effectiveness of public education at State, regional and local levels.

Department officials estimate that New York State school districts spent
about $26 billion (including capital costs) during the 1995-96 school year,
or about $1 billion more than the previous year.  In 1995-96, State Aid
to school districts accounted for about 39 percent of total school district
spending. While school districts spend most of these funds for instruction,
they also spend significant amounts on non-instructional activities.  In
school year 1994-95, for example, school districts spent a total of $24.5
billion (excluding capital costs).  Of that amount, $17.9 billion was for
instructional services and $6.6 billion was for non-instructional services.
For the purposes of our review, non-instructional services included such
functions as building maintenance, transportation, business administration,
and other activities not integral to classroom instruction. 

Staffing levels at EMSC have declined over the last several years.
Whereas EMSC had about 775 full-time equivalent staff in April 1993, its
staff had been reduced to 585 by October 1996.  EMSC’s operating
budget for fiscal year 1996-97 is about $50 million.  

We audited Department management’s oversight of non-instructional
services in New York State school districts for the period July 1, 1994
through October 31, 1996.  The primary objectives of our performance
audit were to (1) determine whether Department managers have established
adequate procedures for overseeing the cost effectiveness of school district
operations, and (2) to identify the actions Department managers can take
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to improve the cost effectiveness of both Department and school district
operations.

To accomplish our objectives, we reviewed the operations of five EMSC
units, which include the: 

! Management Services Unit;

! System to Track and Account for Children and Special Aid Unit;

! Board of Cooperative Educational Services Unit; 

! Categorical Aid Unit; and 

! State Aid Unit.

We interviewed appropriate Department managers and staff and represen-
tatives of school district advocacy groups.  We also reviewed relevant
Department records and documentation, as well as various independent
reports analyzing Department operations.

We did our audit according to generally accepted government auditing
standards.  Such standards require that we plan and do our audit to
adequately assess those Department procedures and operations included
within the audit scope.  Further, these standards require that we under-
stand the Department’s internal control system and compliance with those
laws, rules and regulations that are relevant to the Department’s proce-
dures and operations that are included in our audit scope.  An audit
includes examining, on a test basis, evidence supporting transactions
recorded in the accounting and operating records and applying such other
auditing procedures as we consider necessary in the circumstances.  An
audit also includes assessing the estimates, judgments and decisions made
by management.  We believe our audit provides a reasonable basis for our
findings, conclusions and recommendations.

We use a risk-based approach when selecting activities to be audited.
This approach focuses our audit efforts on those procedures and operations
that we have identified through a preliminary survey as having the greatest
probability of needing improvement.  Consequently, by design, we use
our finite audit resources to identify where and how improvements can be
made.  Thus, we devote little audit effort to reviewing procedures and
operations that may be relatively efficient or effective.  As a result, our
reports are prepared on an “exception basis.”  This report, therefore,
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highlights those areas needing improvement and does not address activities
that may be functioning properly.

We provided draft copies of this report to Department officials for their
review and formal comment.  We have considered their comments in
preparing this report and have included them as Appendix B.

Department officials agreed with seven of our eight recommendations and
partially agreed with the remaining recommendation.  They also stated that
the great quantity of time Department staff spend reviewing forms and
data from school districts is related to the large number and complexity
of State aid formulas, which place a huge burden on the districts as well.
Officials further noted that, for many years, the Board of Regents has
proposed simplification of the State aid system by reducing the number of
aid programs.  Officials believe that simplification of the State aid system
would increase cost-effectiveness for the Department, BOCES, and school
districts alike.

Within 90 days after final release of this report, as required by Section
170 of the Executive Law, the Commissioner of Education shall report to
the Governor, the State Comptroller, and the leaders of the Legislature
and fiscal committees, advising what steps were taken to implement the
recommendations contained herein, and where recommendations were not
implemented, the reasons therefor.
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Prior OSC Audits

The Department’s Oversight Role

The Department’s oversight role includes promoting the State policy goals
of educational excellence, equity, and cost effectiveness. However, we
found that, while the Department’s EMSC staff gather significant amounts
of data about school districts, they do not use this information to help
school districts improve their operating economy and efficiency. In a
number of prior audits, we estimated that improved Department oversight
could help school districts save millions of tax dollars. We believe the
Department can be more successful in promoting cost effectiveness in
school district operations statewide by having EMSC staff analyze and
compare school district cost data, by informing districts about best
practices and by emphasizing the Department’s commitment to cost
effectiveness as a goal of public education.

Over the past several years, the Office of the State Comptroller (OSC) has
completed several audits covering various aspects of school district
operations. (Please see Exhibit A for a listing of recent OSC audits.)
These audits have shown that school district operations often could be
more cost effective.  The audits have also concluded that Department staff
generally provide limited oversight of school district operations.  In
responding to these audits, Department officials generally agreed with our
observations and recommendations.  However, officials also frequently
responded that the Department did not have enough staff available to
oversee school district operations adequately.

An audit of districts’ transportation costs (Report 91-S-94, issued January
15, 1992), for example, reported that Department management does not
effectively monitor school districts’ pupil transportation costs.  It also
reported that staff do not evaluate transportation operations to ensure that
costs are minimized.  This audit concluded that school district transporta-
tion costs could be reduced statewide by millions of dollars annually
without impairing quality or safety.

The Comptroller has also addressed the issue of textbook costs (Report
92-S-59, issued August 11, 1992).  This audit found that millions of tax
dollars could be saved annually if school district purchasing and inventory
practices were strengthened statewide.  Despite providing $75 million in
textbook aid annually, Department managers did little to ensure that school
districts managed this function efficiently and effectively.  Auditors found
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Working With
School Districts

that the Department maintained, but did not analyze,  data relating to
textbook costs. Such data showed wide ranges in textbook costs among
school districts and could have been used to help identify potential
inefficient operations.

The Department’s oversight of school district construction was the topic
of another report (Report 96-D-4, issued July 10, 1996).  This report
noted that, while the Department’s oversight of school construction
projects provides assurance that State Building Code requirements are met,
it does not address the cost effectiveness of such projects.  As a result,
school district construction costs may be higher than necessary.  The
report also noted that school districts could potentially reduce construction
costs by $20 million to $80 million annually, if Department managers
focused on the cost effectiveness of construction projects.  Specifically,
Department managers could use “value engineering” reviews and provide
districts with standardized design plans to help districts minimize the costs
of their capital programs. 

Although the Department has prescribed responsibilities to monitor and
advise schools districts, Department managers have not routinely provided
district officials with the type of help that the districts actually need.  We
spoke with advocacy groups representing the interests of school district
administrators.  Overall, they feel that Department managers only get
involved in school district operations if school officials request help.
They also feel that Department managers could be more proactive in
recommending ways to improve the efficiency of school district opera-
tions.

For example, school district representatives pointed out the need for the
Department to keep school administrators informed of developments and
innovations in some school districts that could be useful for improving
operating efficiency in other districts.  Such developments or initiatives are
sometimes called “best practices.”  By sharing best practices information
with school districts statewide, Department managers would be giving
administrators proven methods for increasing the cost effectiveness of
operations.  

In addition, we conclude that the Department is well positioned to act as
a clearinghouse for best practices information.  The Board of Regents’
Study on Cost Effectiveness in Education, issued in March 1996,
recognized that the Department should serve as a statewide resource on
cost effective policies and practices.  As the report acknowledged,
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identifying cost effective practices often involves research and analyses
that can benefit all school districts, but that cannot be carried out by
individual districts.  Furthermore, the 1996-97 State budget requires that
the Department identify and distribute to the districts information on cost
effective programs, actions and policies so that districts may be able to put
such programs into practice.

The Department also maintains other types of information that would be
helpful to school districts.  Each year, every school district must submit
an Annual Financial Report (ST-3), independently audited financial
statements, a State Aid Claim form (SA-100) and many other documents.
As a result, the Department has financial and operating data relating to
almost every aspect of a school district’s operations.  The Department
could use this data to develop cost comparisons for various school district
operations.   Such analysis or comparisons could be similar to the “report
cards” the Department published recently, which included indicators of
districts’ academic (instructional) performance.

If the Department distributed this information to school districts regionally,
administrators could use it to assess the efficiency of their operations
compared to those of other districts in the region.  This information would
also allow school administrators to identify operational areas that may be
more costly than necessary.  Advocates for school district administrators
also stated that Department staff could make site visits to schools with
high operating costs and suggest changes that could reduce costs.

In responding to our draft report, Department officials stated that efforts
to support cost-effectiveness are spread throughout the Department and
include units outside of EMSC.  For example, the Fiscal Analysis and
Services Unit annually produces the “Fiscal Profiles” report (derived from
ST-3 and other data) that presents expenditure data in 20 instructional and
non-instructional categories for each school district over a period of five
years.  In addition, the “Chapter 655" report provides the percentage of
total expenditures by category.  We acknowledge that data in these reports
is useful.

For example, the Fiscal Profiles includes per student (unit) costs which
could be used to identify districts whose unit costs significantly exceed or
fall below those of their peers.  However, the Department’s use of Fiscal
Profiles is primarily passive.  It issues Fiscal Profiles as a resource for
other parties to use at their discretion.  Generally, the Department has not
used Fiscal Profiles proactively to identify districts whose costs vary
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significantly from the norms of their peers and to follow-up with those
districts.

Further, we note that additional cost and program information is available
from the EMSC units.  For example, the STAC unit has detailed
information on the various programs for students with special needs.
Also, the Categorical Aid unit has detailed information on the numerous
grant programs it administrers.  We believe that program data maintained
by EMSC units, combined with the fiscal data, could help district officials
to assess the comparative cost and program effectiveness of their
programs.  (For example, see district energy cost per square foot in
Exhibit B to State Comptroller’s Audit report 96-J-2, State Education
Department School District Energy Conservation Activities.)
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Factors That Tend
to Limit
Department
Oversight

Over the years, Department managers have pointed to staffing problems
as the main reason for the lack of school district oversight.  While we
acknowledge that staff reductions certainly hinder Department efforts to
monitor school district operations, we believe that other factors have also
contributed to the Department’s overall lack of oversight during previous
administrations.  Traditionally, over time, Department management did not
focus on school districts’ cost effectiveness. Instead, management tended
to rely heavily on process-oriented monitoring methods. To its credit, the
current administration (which began in September 1995) has acknowledged
the importance of assessing the cost effectiveness of school districts’
operations. 

For instance, Department management has historically concentrated
attention on educational rather than operational aspects of school districts.
Although management’s main focus should be on educational issues, it is
also necessary to place sufficient emphasis on the efficiency of districts’
non-instructional activities.  In 1991, Department management imple-
mented A New Compact for Learning (Compact).  The Compact stated that
the Department would offer more assistance, prescribe fewer requirements
and procedures, and set higher expectations for educational outcomes.
Although the Compact committed the Department to establishing more
constructive oversight in educational areas, it did not address the issue of
cost effectiveness of school districts’ operations.

The cost issue was addressed in a 1995 study of the Department, which
was performed by the Rockefeller Institute at the request of the Commis-
sioner.  This study indicated that, while Department staff are aware that
customers are important, they rarely mention that the taxpayer is a
customer.  The report expresses the concern that the Department does not
adequately address the issue of cost and cost effectiveness in public
education. 

The draft EMSC Strategic Plan, issued in June 1996, includes an objective
of maximizing the cost effectiveness of public education at the State,
regional and local levels.  The Strategic Plan also includes performance
indicators for measuring success in attaining objectives.  Senior Depart-
ment managers told us that cost effectiveness of school districts is going
to be a major concern of EMSC.  However, they also acknowledge that
limited progress has been made in this area thus far.

The Department’s use of staff resources has also hindered its ability to
monitor school district operations effectively.  Most EMSC staff process
forms and data received from school districts.  Much staff time is devoted
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to reviewing this information and entering and maintaining it in databases.
Generally, EMSC staff do not analyze information received from school
districts to determine whether school districts are operating cost effec-
tively.   

The Rockefeller Institute study also commented on this issue.  It noted
that the Department’s focus is often on compliance with bureaucratic
processes and not on outcomes.  One person interviewed for the study
commented that, although the Department sends out forms to school
districts which the districts fill out and return, few people know the
significance of the data the Department collects. The following section of
this report includes several examples of how staff effort is primarily
directed to processing information for claims and general database
development, rather than to assessing information to improve the operating
efficiency of school districts.

Department officials acknowledged that much of the current staff effort is
focused on processing information rather than analyzing cost effectiveness.
They added that their goal is to reduce the time spent reviewing and
processing forms, so that more time can be spent performing oversight
functions.  Management also recognizes that this will require a significant
change in the Department’s culture.

Recommendations

1. Regularly distribute information concerning innovations and best
practices to school district administrators.

2. Distribute operating cost data for major functions and programs
to similar school districts so that district officials can compare
their costs with those of peer districts.

3. Place increased emphasis on improving the cost effectiveness of
school districts’ operations.
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Document Review
and Processing

The Department’s Current Monitoring of
School Districts

We reviewed several units within EMSC to determine whether Department
management uses staff resources effectively to ensure the reasonableness
of school districts’ costs and to provide school district administrators with
information they need to improve the cost effectiveness of district
operations.  We evaluated the operations of the Management Services
Unit; the Board of Cooperative Educational Services (BOCES) Unit; the
System to Track and Account for Children (STAC) and Special Aid Unit;
the Categorical Aid Unit; and the State Aid Unit.   
Our review showed that staff effort in these units is focused on processing
forms and documents rather than analyzing the data received to monitor
the efficiency of school district operations.  Since Department managers
do not analyze the efficiency of districts’ operations, they generally do not
provide feedback to districts about how to improve cost effectiveness.  In
addition, we found that staff in the units perform most document reviews
manually and do not use a formal risk assessment process to target
reviews and optimize the use of resources.  Also, unit managers do not
maintain documentation relating to the costs and benefits of these reviews.
We identified several potential process improvements that could save time
reviewing documents.  As a result, staff can spend more effort maximiz-
ing cost effectiveness at the State, regional and local levels.

School districts, BOCES and counties are required to submit many
documents to the Department.  Most of these forms and documents are
related to State Aid reimbursement.  The Department receives much of
this information (except for certain claim data the State Aid Unit receives
electronically) in paper form.  Staff review and enter the data on a
computer for further processing. 

The functions and processes for each unit we reviewed are as follows:

Management Services Unit.   This unit is responsible for overseeing the
non-instructional  aspects of school district activities.  The unit’s goal is
to make school districts more accountable and to improve their cost
effectiveness.  The unit has nine staff and provides districts with technical
assistance on non-instructional matters.  The unit’s specific duties include
the manual review of all annual school district audits (by Certified Public
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Accounting firms), the collection of data on the results of school districts’
budget votes, and the distribution of non-resident tuition calculation forms
to each district.  In addition,  the unit performs administrative manage-
ment reviews of school districts, if requested by the districts.  During the
1995-96 fiscal year, unit staff completed two such reviews. 

Federal regulations require the Department to ensure that the annual
financial audits, of recipients of Federal education funding, comply with
generally accepted government auditing standards.   Thus, the Department
devotes two staff to reviewing the audits of all school districts and other
recipients of Federal education funding.  However, the Federal regulations
do not require the Department to review the annual audit of each district
and other Federal funding recipient.  Moreover, management has not
completed risk assessments to set priorities for the Department’s reviews
or to identify specific districts whose audit reports most need review.  

Managers in the Management Services Unit told us that they plan to
improve the usefulness of the annual audit process and the efficiency of
operations. They state that improvements will include automating the
review of annual audits and using financial data from the audit reports to
verify the accuracy of ST-3 data. 

BOCES Unit.  This unit is responsible for overseeing the 38 BOCES that
provide an average of 60 different program services to component school
districts.  This unit approves $300 million annually in State Aid and
currently has seven staff.  

BOCES Unit staff receive and manually process paper copies of several
different types of data.  One type is a Cooperative Service Agreement
narrative program description which local BOCES must submit annually
for all the programs they offer.  Staff review narratives of new or
modified programs to examine their content and compliance with
regulations, and to ensure that staffing and support data are included.
Unit staff manually review BOCES revenue data, received on a computer
disk, to determine whether projected revenues are reasonable, comply with
regulations and are within expected ranges.

Other kinds of data the unit reviews are paper copies of each BOCES’
approved budget and Annual Financial and Statistical Report (SA-111).
The approved budget is often a 100-page document, and the SA-111 is a
43-page report. All budgets are reviewed to ensure completeness and
mathematical accuracy.  Staff review SA-111s for mathematical accuracy
and reasonableness, and manually compare them with the approved
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revenue data and Cooperative Service Agreement program descriptions to
ensure that costs are allowable.  Unit staff told us, however, that their
review is not intended to identify errors in expense reporting. 

STAC Unit.   This unit maintains the Department’s System to Track and
Account for Children, a database of demographic, enrollment, and cost
data for students with disabilities, preschool special education children,
and incarcerated, homeless and runaway youth.  The unit also processes
State Aid claims for these children.   Processing these claims involves
tracking providers’ costs of about $2 billion annually. 

The STAC Unit’s 27 staff members spend most of their time manually
reviewing and entering transaction information from nine different STAC
forms the unit sends out and receives from school districts, BOCES and
counties.  At least one of these forms (and often multiple forms) is
submitted annually for each of the approximately 194,000 children
receiving services.  Unit staff processed more than 400,000 transactions
during the 1993-94 school year.  Using the information reported on these
STAC forms, staff produce an Automated Voucher Listing (AVL). All
school districts, BOCES and counties must verify the data on their
respective AVLs, and return them to the STAC Unit. AVLs become the
basis for calculating State Aid payments for approved children.

When entering data on the STAC system, staff do a limited review of the
forms for accuracy.  For example, staff review for correct codes on the
STAC forms.  They also manually review the AVLs, after the districts
return them, for accuracy and to check the reasonableness of the costs
reported for “high cost” pupils (pupils whose cost is three times more
than the program’s approved operating cost).  If the unit denies a claim,
they send a rejection notice to the school district which identifies the
problem(s) with the claim.

According to the Department, STAC Unit staff also spend a significant
amount of time providing training and technical assistance to school
districts, BOCES and counties.  Managers estimate that staff handle
between 120 to 150 phone calls for assistance every day.  

Categorical Aid Unit.  This unit is responsible for processing Categorical
Aid grants, amounting to about $1.6 billion annually, and administering
the Child Nutrition program. Our review focused on the Categorical Aid
function.  The Categorical Aid Unit’s 28 staff review grant applications
to determine whether they are complete and whether the correct number
of copies have been submitted.  (Applicants are required to submit two to
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four copies of each application.)  All 12,000 grant applications receive the
same level of review, regardless of dollar value or type of grant.  Each
grant application is about 100 pages. 

Our analysis of grant applications submitted during the 1995-96 school
year shows that a small number of applications accounted for the
overwhelming majority of the nearly $1.6 billion in funding requested.
For example, 274 (2 percent) of the 12,000 grant applications accounted
for more than $1 billion or about 66 percent of all grant funds requested.
These 274 applications were for amounts averaging about $3.8 million per
grant.  Conversely, about 6,800 (57 percent) of the applications accounted
for $54.5 million or only 3 percent of the grant funds requested.  These
6,800 applications averaged only about $8,000 each, yet received
essentially the same level of review as the multi-million dollar grant
applications.

After an initial review for completeness, Unit staff enter application
budget data into the Project Tracking System and forward the applications
to the appropriate program offices for approval. After the program office
grants approval, unit staff manually review grant budgets for the
reasonableness of the amounts and types of planned expenses.  They also
review the budget document for mathematical accuracy and verify the
availability of funds for the project.  All grant budgets receive the same
level of review regardless of their size. 

Staff do desk audits for all Final Expenditure reports.  They do a cursory
review for grants less than $25,000 and a more thorough review for
grants over $25,000. Of those for grants over $25,000, some slightly
exceeded $25,000, while others were for grants of several hundred
thousand dollars.  Yet, as with the grant applications, the grants (of
widely varying amounts) above $25,000 all received fundamentally the
same level of review.

State Aid Unit.  This unit processes State Aid claims for all school
districts and BOCES.  The unit currently has 41 full-time equivalent staff
and annually processes more than $9 billion of State Aid claims.
Although much of the State Aid system is automated, unit staff perform
significant portions of the current claim review process manually. 

The State Aid claim (SA-100) data, submitted by school districts on a
computer disk, undergoes a preliminary set of edit checks when initially
received.  Staff follow up on flagged errors.  SA-100 data that relates to
both attendance-based aid and building aid then undergoes an automated
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review, or triage process, to identify components that will receive a
detailed manual desk review.  

If the desk review process identifies errors, staff make adjustments to the
claim and modify State Aid payments.  However, staff do not use the
triage process for transportation claims and certain building aid claims
which routinely undergo a complete manual desk review.  According to
Department officials, desk reviews for transportation claims are currently
backlogged up to two years, primarily because the review process is done
manually.

The State Aid Unit’s payment staff processes payments to school districts.
Although payment staff do not audit claims, they manually review
payments to identify school districts that are receiving more than 110
percent of expected payments for the year.  Staff hold such payments for
desk review.

Annually, the State Aid Unit’s transportation staff receive about 10,000
transportation and transportation-related contracts and extensions, and
1,200 to 1,500 school bus purchase requests for approval.  Staff manually
review most contracts and requests.

Our audit found that neither the State Aid Unit nor any of the other four
units we reviewed use risk assessments to help set priorities for review
efforts or to identify school districts or documents that warrant an in-depth
review.  Instead, every document receives essentially the same type of
review.  We question whether this kind of review process is necessary or
productive.

For instance, the State Aid Unit, despite its automated edit check
functions, uses some type of desk review for every claim.  While triage
may reduce the extent of the review for some claims, management does
not use risk assessments to help identify the claims that should be
reviewed more closely.  Such assessments could include the dollar
amounts (and range of amounts) of the aid claims in question, the
Department’s past experience with specific districts’ claims, and any
unique characteristics of particular districts that could either increase or
decrease the relative risk of their claims.  

When we analyzed the expected aid payments for school year 1995-96, we
found that most State Aid is distributed to relatively few of the State’s
public school districts.  Specifically, we determined that:
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Analysis of the
Department’s
Review and
Processing
Activities

! the top 30 (4 percent) of the 710 school districts (existing during
the 1995-96 year) received about 50 percent of State Aid pay-
ments;

! the top 181 school districts (25 percent) received about 75 percent
of State Aid payments; and

! the lowest 348 school districts (49 percent) received only 10
percent of State Aid.  

The result of our analysis leads us to question the need to manually
review every claim.  Unit managers may find that using stratified samples
is a more productive way of focusing staff time dedicated to reviewing
State Aid claims.

In responding to our draft report, Department officials agreed that
managers should prepare risk assessments of their units’ processes for
reviewing data submitted by the districts and BOCES.  They indicated that
major emphasis would be placed on risk-based review and auditing.
Officials also agreed that sampling methodologies should be used as
alternatives to reviewing all documents submitted by school districts and
BOCES.  They further suggested that reviewing districts’ submissions
according to a rotating schedule would prevent bad practices from
recurring over the long term.

We found that unit managers generally have not analyzed the results of
current work processes to determine if the errors or problems identified
justify the staff effort that is devoted to reviewing and processing claim
and other data entry forms.  If, for example, error rates on certain forms
are rather high and the amounts of errors are material, management would
probably have to increase the level of attention placed on the review and
approval of such forms.  Management would also have to develop
corrective actions (e.g., training) to address the cause(s) of the errors.
Conversely, if the error rate is quite low and the amounts of errors are
immaterial, management should likely decrease the focus placed on the
review and approval of such documents.   However, since Department
managers do not maintain records summarizing the types and severity of
errors identified, they have no assurance that current processes are cost
beneficial or effective in identifying material problems.

For example, Management Services Unit records show that 587 school
districts received written comments from the unit concerning problems
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with their 1995-96 financial audits.  However, these records do not reveal
the relative importance of these problems.  Our prior audit of this unit
(Report 96-J-1, issued July 12, 1996) found that such comments are often
not indicative of significant operational or financial problems at the
districts.  Typical problems include:

! submitting the audit late;

! failing to submit a copy of the school board resolution accepting
the audit;

! including improper or inactive student clubs in the financial
statements; 

! having fixed assets not reported using historical cost; and  

! having auditor opinion statements that do not conform to require-
ments.

Staff in the STAC Unit estimate that there is less than a 10 percent error
rate for data they review and process.  However, unit managers have no
documentation to support this estimate.  Managers in the Categorical Aid
Unit estimate that 90 percent of the final expenditure claims reviewed do
not contain errors.  They also noted that few disallowances are made in
the other 10 percent of claims.  Again, however, managers have no
records to support their estimates.  Therefore, although extensive staff
time is spent on these review processes, it would appear that little benefit
is derived from these efforts.

State Aid Unit managers contend that the size of total State Aid payments
justifies the staff effort devoted to claims review.  Managers estimated that
errors in State Aid claims amount to one percent of total payments,
although they have no documentation to support this estimate.  State Aid
Unit staff who perform claims payment reviews said that their reviews
seldom identify problems, but they likewise have no records of actual
results. The State Aid Unit’s transportation staff estimated that they
identify problems with only about five percent of the contracts they
examine.  Typical transportation contract problems include late filing,
contracts signed by the school superintendent after the start date of service
and the failure of school districts to use competitive bidding.
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Analysis of School
District Operations

In responding to our draft report, Department officials agreed that
managers should maintain details on the results of staff’s reviews of
claims and other data submitted by the school districts and BOCES.  This
information will be essential for managers to develop the sampling
programs required to increase the efficiency of staff’s review activities.
Officials further indicated that they will work within the available
resources to develop this information.  Because of its significance, we
urge Department officials to be sure it is developed.

As previous sections of this report have noted, school districts submit
extensive amounts of data to the Department.  Our audit found that
Department units focus their available staff almost entirely on reviewing
and processing this data rather than using it to analyze the comparative
cost-effectiveness of school district operations. 

By analyzing available data, Department staff could identify variances in
school district costs and programs. For example, in our audit of the
Department’s oversight of district-owned bus operations (Report 93-S-15,
issued October 18, 1994), we found that transportation costs ranged from
$.87 to $5.27 per mile.  Using similar analyses, the Department could
determine whether some districts’ costs were significantly higher than
expected.  Department managers could use such information as the basis
for operational reviews at those school districts, and also share the
information with other Department units. If analyses identified districts or
programs that have low costs, staff could inform other districts about these
operating efficiencies.

Further, the Management Services Unit receives the annual independent
audits of school districts.  These audit reports contain extensive financial
and operating data relating to school districts.  However, as noted in our
prior audit, unit managers do not follow up to ensure that school districts
correct the reported deficiencies.  As a result, many of the same
deficiencies occur year after year.  Also, the unit does not use the
financial data reported in the annual audit to help assess the efficiency of
school district operations.  

We also noted that the BOCES Unit does not address cost effectiveness
of programs when reviewing data and reports.  Staff do not analyze
expected revenues and program design to ensure that programs will
operate cost-effectively.  Further, this unit does not analyze expenditure
data to assess the cost effectiveness of programs or to identify programs
that have higher than expected costs.  We believe that altering the current
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review process could allow managers to focus on addressing issues
relating to the operating efficiency of local BOCES.

BOCES Unit staff told us that cost comparisons among BOCES operations
would not be meaningful at this time.  They stated that, although all
BOCES complete SA-111 forms, they do not use a standard basis for
reporting their costs.  The State Legislature has mandated that the
Department set up a uniform cost system for BOCES beginning in 1997-
98.  Unit managers told us that they will start analyzing submitted data
when reporting is standardized.  To address the requirement for uniform
reporting, the unit has developed an 80-page paper document.  Staff
believe a paper reporting format is preferable due to the expected level of
review required.

However, we believe that Department management should consider
requiring BOCES to submit electronic versions of their approved budgets,
as well as the newly developed SA-111 that standardizes cost reporting.
This would make it possible for the BOCES Unit to automate their
reviews for mathematical accuracy and reasonableness.  Data in an
electronic format would also be readily accessible so that unit staff could
perform financial analyses that could be used to identify specific items,
like high cost programs, for further review.    
We also found that the STAC Unit does not use the data submitted by
school districts, BOCES and counties to identify school districts or
programs with higher than average costs for special needs children.
Similarly, the Categorical Aid Unit managers focus staff effort on
processing and reviewing grant forms rather than evaluating whether
school districts will use grant funds efficiently or effectively.  

Department managers have been trying to improve the operations of the
STAC Unit, and have focused on streamlining and possibly eliminating
forms.  While we support these efforts, we believe that Department
managers should also consider requiring school districts, BOCES and
counties to submit STAC forms and voucher listings (AVLs) electroni-
cally.  Electronic filing has the potential for producing dramatic reductions
in processing times, since staff would no longer have to manually review
the forms and manually enter the data. Data would also be readily
accessible for financial analyses for assessing programs’ cost effectiveness
and be available for other Department units that need such information.
The Categorical Aid Unit could achieve similar efficiencies if more
emphasis were placed on electronic submission and review of documents.
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Finally, our audit found that the State Aid Unit does not use claim data
to identify areas where school districts may be operating inefficiently, or
regularly share financial data with other Department units.  As an
example, the State Aid Unit does not analyze transportation costs per pupil
or per mile to help identify school districts that have inefficient transporta-
tion programs.

State Aid Unit managers told us that they plan to streamline and
coordinate data collection procedures, improve the efficiency and accuracy
of claims approval and reduce paper dependency by expanding the use of
electronic data submission and information inquiry.  We encourage these
planned improvements and further recommend that managers analyze the
data the unit receives to help school districts improve their operating
efficiency.

In responding to our draft report, Department officials agreed that
computer capabilities should be improved to enable data from the school
districts and BOCES to be submitted and reviewed electronically.
Officials added that enhanced computer capability was a necessary first
step to improve risk assessment and data review processes, and thereby,
to free staff to conduct analyses of cost effectiveness.
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Recommendations

4. Unit managers should do risk assessments of their processes for
reviewing data.  The level of document review should be
commensurate with the materiality and risk associated with the
data being reviewed. 

5. Department managers should maintain statistics concerning the
results of the reviews of information submitted by school districts
and BOCES.  This data should be used to analyze the cost/benefit
of these reviews and adjust them as necessary.

6. Perform analysis and comparisons of available data to assess the
relative cost-effectiveness of functions/programs among school
districts.  Identify districts with functions/programs whose costs
may excessive and share such analysis with the districts.

7. Department managers should consider using statistical sampling
methodologies as alternatives to reviewing all documents
submitted by school districts and BOCES.

8. Improve computer capability so that school district and BOCES
data can be submitted and reviewed electronically. 



Exhibit A

Summary of Selected OSC Audit Reports 
 Addressing the State Education Department’s Oversight of 

Various District Non-Instructional Activities
January 1, 1992 - October 31, 1996

 Report          Date 
Number        Issued

92-S-59  8-11-92 School Districts Can Avoid Millions of Dollars of Textbook Costs by Improving
Purchasing and Inventory Procedures

92-S-25   7-2-92 School Districts Can Save Millions of Dollars Annually by Improving Their
Purchasing Practices

91-S-94  1-15-92 School Districts Can Reduce Pupil Transportation Costs by Millions of Dollars
Annually Through Improved Contracting Procedures

93-D-19  3-23-93 Staff Study: Some School Districts' Administrative Costs Appear To Be Excessive

93-S-79  9-26-94 School Districts' Casualty and Property Insurance Programs

93-S-30 10-20-93 Oversight of School District Construction Projects

93-S-89   8-1-94 Oversight of Districts' Programs To Maintain and Preserve School Buildings

94-S-48  4-24-95 Administration of the Attendance Improvement and Dropout Prevention Program

93-S-15 10-18-94 Oversight of District-Owned Bus Operations

94-S-69   9-7-95 School Bus Routing

94-S-35 10-11-94 Oversight of School Districts' Cash Management and Investment Programs

96-D-4  7-10-96 Facilities Planning Unit

96-J-1  7-12-96 Annual Audits of School Districts and Related State Education Department Oversight

96-J-2 12-27-96 School District Energy Conservation Activities
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