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AUDIT OBJECTIVE 
 

Our objective was to determine whether the 
Bronx Preparatory Charter School (BPCS) 
has established and maintained an adequate 
system of internal control over the following 
areas: financial oversight, disbursements, 
payroll and equipment inventory.  
 

AUDIT RESULTS - SUMMARY 
 

We found that the internal controls 
established by the BPCS were generally 
adequate; however, certain improvements 
should be made.  BPCS needs to develop 
written procedures to cover many aspects of 
its financial processes and certain procedures 
need to be strengthened. 
 
Based upon the Board of Trustees’ (Board) 
minutes it appears that the Board is exercising 
control over BPCS’s operations; however, 
there is a need for the Board to adopt 
comprehensive written policies in the areas of 
cash disbursement, payroll, credit card usage 
and equipment inventory controls. [Page 4] 
 
To account for equipment properly, inventory 
records must be maintained and a physical 
inventory should be performed annually.  We 
found that adequate inventory records were 
not maintained, and that a physical inventory 
had not been conducted.  We also found that 
BPCS’s formal equipment control procedures 
are not adequate.  As a result, there is a 
significant risk that equipment may have been 
lost or stolen without detection.  [Page 5] 
 
Our report contains five recommendations for 
improving internal controls over financial 
management practices. BPCS officials 
generally agreed with our findings and have 
agreed to make changes and correct 
deficiencies.  For example, BPCS officials 
told us they will implement a credit card 
usage policy for the 2006-07 fiscal year.  

They also said they will establish an inventory 
control system and conduct a physical count 
of their 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 
 

BACKGROUND 
 

In December 1998, the New York State 
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 with 
existing schools and school districts. 
 
Established in April 2000, BPCS is one of 41 
schools currently chartered by the State 
University of New York.  BPCS has 361 
students enrolled in grades 5 through 10. 
Academic indicators show that students make 
dramatic gains and achieve at high levels 
during their time at BPCS.  
 
Located in the Bronx, BPCS is supported by 
an organization known as the Friends of 
Bronx Preparatory Charter School, Inc. 
(Friends).  A majority of the members of the 
Friends’ board are also members of the 
BPCS’ Board of Trustees (Board).  Friends 
manages a fund raising campaign to construct 
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a new building for BPCS.  Friends plans to 
sublet the new building to BPCS. 
 
BPCS and Friends prepare a consolidated 
financial statement.  According to this 
financial statement for the fiscal year that 
ended on June 30, 2005, the school’s 
operating expenses totaled about $4.18 
million, of which $2.86 million was related to 
personal service costs (including fringe 
benefits) and about $1.32 million was related 
to other than personal service costs.  
Revenues for the same year totaled about 
$8.11 million.  The largest source of revenue, 
$4.66 million, was from support 
(contributions) and other revenue (net of 
fundraising), followed by $3.05 million in 
basic aid provided by the New York City 
Department of Education (DoE).  BPCS has 
also received government grants of 
approximately $405,000 for operating 
expenses.  In addition, DoE subsidizes the 
school’s student food, transportation, and 
textbook expenses.  BPCS was also the 
recipient of no cost legal services valued at 
$114,048.  These services were contributed 
by a private law firm.  
 
According to BPCS’s annual 2004-05 
independent audits, the school operates at a 
significant yearly deficit on its government 
funding, the difference is made up by private 
donations.  The audit report for the year that 
ended on June 30, 2005, indicated that BPCS 
had accumulated a net asset balance of $15.28 
million, nearly all of which is invested in 
buildings and equipment. 
 

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Financial Oversight 

 
Board Oversight 

 
Charter schools are to be governed by a board 
of trustees.  The BPCS’ Board is composed of 
19 members who are charged with overseeing 
school operations.  According to the BPCS 
charter, the Board is required to meet at least 
six times during the year and prepare an 
annual budget and quarterly cash flow 
analysis prior to the start of each fiscal year. 
 
We reviewed the minutes of the Board’s 
meetings for the 24-month audit period to 
determine whether the Board met the required 
number of times and to help assess the extent 
to which the Board oversaw BPCS financial 
operations.  We found that the Board did meet 
the required number of times and appeared to 
be actively involved in overseeing the 
school’s operations.  However, we did note 
that the attendance for each Board meeting 
was just above the quorum level.  
 
One area where significant improvement is 
needed is in the adoption of formal policies 
and procedures.  We found that the Board has 
not adopted comprehensive written policies 
and procedures in the areas of cash 
disbursements, payroll, credit card usage, and 
equipment inventory controls.  
 
We also found that BPCS officials do not 
seek Board approval for expenses that exceed 
the budgeted line-item(s), regardless of the 
amount.  Although the total actual expenses 
did not exceed the total budget for 2004-05, 
several individual expense line-items did.  For 
example, classroom supplies exceeded the 
amounts budgeted by approximately $20,000.  
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BPCS officials stated that while their staff 
may not technically have sought approval for 
these particular line items, they did provide 
the Board with quarterly updates on expenses 
and revised full-year forecasts highlighting 
the variances, which were reviewed and 
discussed by the Board.   
 

Annual Independent Audit 
 
The BPCS charter requires that a fiscal audit 
of the school be conducted annually by a 
certified public accountant. The State 
Education Department further requires that all 
such audits be conducted in accordance with 
the government audit standards issued by the 
United States Government Accountability 
Office.  
 
When we reviewed the work performed by 
BPCS’s auditing firm, we found that the 
school had been audited annually and the 
audit was conducted in accordance with 
government audit standards. 
 

Recommendation 
 

1. Adopt formal, written policies and 
procedures that cover all aspects of 
financial control, including when budget 
modifications should be approved.  

 
Disbursements - Credit Card Transactions 

 
BPCS has a credit card account with a 
significant credit line available for use by 
BPCS’ Executive Director and four other 
BPCS staff.  Although the expectation is that 
the credit card be used for general BPCS 
purposes, BPCS’s Board has not established 
an explicit written policy as to what the credit 
cards can and cannot be used for by the BPCS 
employees.  We recommended that BPCS’s 
Board establish such written policies.   
 

We also noted that BPCS has not established 
procedures to ensure that credit card bills are 
thoroughly reviewed before the bill is paid.  
For fiscal year 2004-05, payments on the 
BPCS credit card account totaled $106,182. 
Of this amount, at least $26,000 was spent for 
travel and entertainment; $22,000 for goods 
and supplies; and $21,000 on hotels. BPCS 
officials stated that these amounts were 
primarily for the cost of student travel for 
college visits and field trips.   
 
A BPCS official explained that the credit card 
users review their portion of the bill before 
the overall bill is paid.  In some cases, they 
said, the users substantiate the expenses by 
writing the words “OK” next to the 
transaction.  As part of our audit work, we 
requested documentation to support the 
payment of $10,132 to the credit card 
company in October 2004.  BPCS officials 
were unable to provide any documentation 
except for a copy of the bill to support the 
expenditure.  
 
BPCS needs to establish adequate controls 
over the review of its credit card billings.  
This system should require, at a minimum, 
that all documentation be retained to support 
credit card charges, that the individuals that 
use the cards review their respective 
transactions to verify the accuracy of charges 
and that a separate and independent person 
review the bill and the supporting backup for 
appropriateness.  BPCS officials agreed that 
there is room for improvement in the 
management of credit cards and have 
implemented a clear policy in this regard for 
the 2006-07 fiscal year.  

 
Recommendation 

 
2. Develop and implement a credit card 

control system that includes the elements 
discussed in this report. 
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Payroll 
 
A basic level of internal control over a payroll 
operation requires that the personnel function 
be separate from the payroll function.  The 
personnel function should initiate all 
transactions, and the payroll function should 
process the transactions.  BPCS has met this 
minimum requirement because the personnel 
functions are handled by BPCS’ principal and 
the payroll functions are handled by the chief 
financial officer.  However, we did find that 
controls can be strengthened in one area. 
 
BPCS provides all teachers with 10 days of 
sick/personal leave per year.  Any usage 
above these limits should result in a reduction 
of pay.  BPCS tracks the use of leave through 
a centralized leave accrual records.  We tested 
compliance with the 10-day rule and noted 
that three teachers had used in excess of the 
10 days but did not experience a 
corresponding reduction in pay.  In another 
instance, a teacher did experience a reduction 
in salary equivalent to three days of pay, 
when according to our audit; the teacher had 
only exceeded the 10-day limit by one day.  
As with the unexplained salary change, BPCS 
officials were unable to explain why the 
salaries were not reduced for the three 
teachers that exceeded the 10-day leave 
allowance and excessively reduced for the 
teacher that exceeded the 10-day allowance 
by one day. 
 
BPCS must develop written procedures to 
govern its payroll operations.  These 
procedures should address at a minimum, the 
matters discussed in this report. 
 

Recommendation 
 
3. Review teacher leave accrual records for 

the audit period and ensure that all 
individuals that exceeded the 10-day leave 
allowance were correctly reduced in pay 

and all teachers reduced in pay, were done 
so appropriately. 

  
Equipment Inventory 

 
To account for equipment properly, BPCS 
should maintain a perpetual inventory record 
and perform an annual physical inventory of 
all equipment belonging to the school.  In 
addition, each equipment item should be 
tagged to denote BPCS’s ownership; and its 
location should be documented.  For fiscal 
year 2005, BPCS’s financial statements 
indicated that its inventory was worth 
$1,455,079 or 47 percent of the school’s total 
assets.  
 
We determined that BPCS does not maintain 
an adequate perpetual inventory of equipment 
and does not perform an annual physical 
inventory.  For example, we found that 
equipment items were not tagged and that the 
inventory records did not reflect the items’ 
location.  
 
We also found that BPCS has not established 
adequate equipment procedure controls.  For 
example, current policies and procedures do 
not require that a physical inventory be 
conducted or that the inventory be checked 
against the inventory records.  BPCS’s fixed 
assets policy merely states that the selling of 
major assets requires Board approval.  
 
Although we verified that the net equipment 
amounts shown on the financial statements 
were supported by those recorded on the 
general ledger, the lack of inventory controls 
diminishes the schools’ ability to identify and 
account for all of its assets and to provide 
effective, timely, and accurate equipment 
balances on the financial statements. 
Furthermore, if equipment is disposed of or 
lost, but stays on the control records, 
depreciation expense and assets will be 
overstated. 
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BPCS officials stated that they were aware of 
the deficiencies and pointed out that a control 
system is currently being established.  They 
also informed us that they will conduct a 
physical count in the near future and that 
identification tags will be created for all items 
of equipment.  
 

Recommendations 
 
4. Revise the policies and procedures for 

recording, control, and disposition of 
equipment to require that all inventory 
items are properly tagged, denoting BPCS 
ownership. 

 
5. Perform an annual physical inventory of 

equipment. 
 
AUDIT SCOPE AND METHODOLOGY 

 
We conducted our audit in accordance with 
generally accepted government auditing 
standards.  We audited the BPCS’s controls 
over selected financial management practices 
for the period of July 1, 2004 through July 20, 
2006.  To accomplish our objective, we 
interviewed officials of BPCS and reviewed 
applicable laws and policies and procedures 
related to the financial operations of the 
school.  We also examined the financial 
operating records of BPCS and the work 
performed by the firm of certified public 
accountants who audit BPCS’s financial 
statements.  
 
To determine whether financial oversight was 
adequate, we reviewed the minutes to the 
Board meetings and the work performed by 
BPCS’s auditing firm.  
 
To determine whether cash disbursements 
were being processed accurately, we reviewed 
credit card transactions and compared them 
with supporting documentation.  In addition, 

we compared the BPCS’s check listing (1,321 
checks) with their bank statements.  
 
To assess the accuracy of the school’s 
equipment inventory, we reviewed and tested 
the inventory records against good 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 

 
A draft copy of this report was provided to 
BPCS officials for their review and comment. 
Their comments were considered in preparing 
this report and a copy of their response is 
included as Appendix A. 
 
BPCS officials have taken or will take action 
to implement our recommendations. 
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Within 90 days after final release of this 
report, we request the Chairman of the Board 
of Trustees of BPCS report to the State 
Comptroller, advising of the steps that were 
taken to implement the recommendations it 
contained, and/or the reasons certain 
recommendations were not implemented. 
 

CONTRIBUTORS TO THE REPORT 
 

Major contributors to this report were Kenrick 
Sifontes, Stephen Lynch, Tom Trypuc, Marc 
Geller, Hector Arismendi, Mostafa Kamal, 
and Jessie Schulman.  
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* 
State 

Comptroller 
Note 

*Changes were made to the report to reflect this information. 




