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

Re:  97-F-50

Dear Mr. Hayden:

According to the State Comptroller's authority as set forth in Section 1, Article V of the State
Constitution and Section 8, Article 2 of the State Finance Law, we have reviewed the actions taken
by officials of the New York State Education Department (Department) as of April 30, 1998, to
implement the recommendations in our prior audit report, 96-J-1, titled “Annual Audits of School
Districts and Related State Education Department Oversight.”  The prior report, which was issued
on July 12, 1996, examined the procurement, use and quality of annual school district audits and the
related oversight provided by the Department and school districts. 

Background

The State’s Education Law requires local school districts with eight or more teachers, and
all Boards of Cooperative Educational Services (BOCES), to obtain an annual independent audit.
In addition to the State's annual audit requirements, the Federal Single Audit Act requires school
districts and BOCES receiving $300,000 or more in Federal aid, to obtain an annual audit that
complies with the United States Office of Management and Budget Circular A-133 (Circular).

Audit engagements undertaken by the auditors must satisfy Federal Single Audit
Requirements, if applicable, as well as Generally Accepted Government Auditing Standards
(GAGAS) which are issued by the Comptroller General of the United States.  The Department also
provides guidance about required audits through its Reference Manual.  Department staff are
available for consultation on these matters.
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The Department's Office of Finance Management and Information Services (Office) is
responsible for reviewing all audits, except for the Single Audits of Buffalo and New York City.  The
Federal Department of Education reviews those Single Audits. 

Summary Conclusions

In our prior audit, we found that the Department and school districts needed to ensure that
they were receiving quality audits which complied with applicable requirements.  In addition,
Department and school district managers needed to make effective use of school district audits.

When obtaining auditing services, school districts frequently neither used a competitive
bidding process nor considered factors such as peer review results of the auditor's work, extent of
the auditor's continuing professional education, and the auditor's governmental and single audit
experience.  In addition, issues pertaining to the quality of audit work were not always considered.

We reviewed a judgmental sample of 22 audits involving 21 independent auditors who
audited 249 school districts and BOCES.  We found six audits that may have been so seriously
deficient that we questioned whether the auditors met applicable standards and requirements.  The
six auditors that did these deficient audits had conducted a total of 11 school district and BOCES
audits.

Our prior audit report contained 14 recommendations to the Department, five
recommendations to the school districts, and six recommendations related to the NYC Board of
Education.  We limited the scope of our follow-up review to the 14 recommendations made to the
Department.

Summary of Status of Prior Recommendations

In our follow-up review, we found that significant progress has been made in the
implementation of our prior audit report recommendations to the Department.  Of the 14 prior audit
recommendations to the Department, nine have been fully implemented, four have been partially
implemented, and one has not been implemented.

Follow-up Observations

Recommendation 1

Provide necessary guidance and oversight to school districts to aid them in obtaining quality
audit services at a reasonable cost through a periodic competitive process.

Status - Implemented

Agency Action - A section titled “Procurement of Audit Services” has been included in the
Reference Manual.  The section provides an overview of the legalities associated with the
procurement process, a summary paragraph from our audit report, specific elements that
should be considered when employing a competitive bidding process, and information on how
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to properly monitor the engagement once it has begun. Also, the Department, in conjunction
with the New York State Association of School Business Officials, has been sponsoring
workshops throughout the State that work with professional organizations and school
officials.  These workshops provide attendees with detailed guidelines regarding the request
for proposal process.

Recommendation 2

Revise the Reference Manual to guide school districts on the format and content of audit
engagement letters or contracts.

Status - Implemented

Agency Action - The Reference Manual includes a brief explanation of the engagement letter and
a sample engagement letter that can be used as a template.

Recommendation 3

Establish an ongoing system to conduct a sample of quality control reviews of audits.
Considering existing staff limitations, investigate the feasibility of using existing Department
audit staff, on a limited basis.  Another possibility is requesting the independent peer
reviewers to include at least one school district audit in their external peer reviews of school
district auditors.

Status - Partially Implemented

Agency Action - A Desk Review is completed for each annual audit report that is submitted by the
school districts.  The review involves checking the audit reports for specific requirements that
are outlined in the Single Audit Checklist.  However, management maintains that they neither
have the staff nor the expertise to conduct peer reviews of the auditors.  The Reference
Manual includes a section titled “Satisfactory Completion of a Tri-Annual Peer Review.”
This section recites GAGAS requirements regarding external peer review and offers specific
steps that school districts should perform to determine if the auditor is current with their peer
review.

Auditors’ Comments - During our prior audit we identified six audits, involving six independent
auditors, that may have been so seriously deficient as to call into question whether the
auditors met applicable standards and requirements.  We continue to believe that these
conditions warrant that the Department complete some quality control reviews of independent
auditor workpapers.

Recommendation 4

Require school districts to obtain and submit evidence of the auditors’ experience with
school district audits, peer review results, and compliance with continuing professional
education requirements.
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Status - Partially Implemented

Agency Action - Department officials maintain that they do not have the authority to require the
school districts to submit this type of documentation.  They also stated that it is the school
districts’ board of education that appoints the auditor, not the Department.  Therefore, it is
the job of the board to check on the quality of the auditor. The Reference Manual includes
a section on auditor qualifications.  The section details the qualifications that auditors of New
York school districts should possess.  Auditors’ experience, peer review results, and
continuing professional education requirements are all included in this section.  The Reference
Manual also includes a sample engagement letter which states that the audit firm will furnish
the auditee with a copy of their most recent quality control review and peer review reports.

Auditors’ Comments - We acknowledge that the Reference Manual covers these topics, however
there is no requirement for the school districts to “obtain” and “submit” evidence of these
conditions to the Department.  This is a critical component in the assurance that audits are
being performed by qualified personnel.  We believe that the Department has the broad
authority to require school districts to obtain and to submit evidence of auditors’ experience.

Recommendation 5

Work with professional organizations to improve training for independent auditors in doing
school district audits.

Status - Implemented

Agency Action - The Department, in conjunction with the New York State Association of School
Business Officials, has been sponsoring workshops throughout the State for school officials
and their auditors.  Agenda items include accounting topics that are directly related to
auditing in New York State School Districts.

Recommendation 6

Revise the desk review process to include the President’s Council on Integrity and Efficiency
(PCIE) checklist to help identify deficient audit reports.

Status - Implemented

Agency Action - The majority of the steps contained in the desk review process are identical to those
in the PCIE.

Recommendation 7

Comply with the Federal recommendations relating to the qualifications of desk review staff
and/or a system of supervisory review of desk audits.

Status - Not Implemented
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Agency Action - No actions have been taken concerning this recommendation.  The combination of
desk reviewer/supervisor has remained unchanged since our prior audit.  The person
responsible for the desk review of audit reports does not have an accounting degree and has
never taken any accounting courses.

Auditors’ Comments - Federal recommendations call for any desk reviewer of audited financial
statements to meet specific educational and CPE requirements.  We continue to urge the
Department to make sure that its desk review staff meet these requirements.  During our
follow-up review, we tested four desk audits and determined the files contained the required
checklists and evidence of a comprehensive review. 

Recommendation 8

Issue the President’s Council on Integrity and Efficiency (PCIE) checklist to the school
districts’ independent auditors so they can review their audit work and reports for
compliance.

Status - Partially Implemented

Agency Action - The Reference Manual publicizes the Internet address where the PCIE checklist can
be obtained, however it does not contain an actual copy of the document.

Auditors’ Comments - Direct issuance of the PCIE checklist to the independent auditors or
the inclusion of the checklist in the Reference Manual would better ensure that all school
district auditors have it to review their audit work and reports for compliance.

Recommendation 9

Identify those school districts required to submit audits.  Investigate why school districts do
not submit audit reports on time.  Consider possible sanctions for noncompliance with report
submission requirements. 

Status - Implemented

Agency Action - In 1997, the Department was given legislative authority by Section 3601 of the
Education Law to withhold State aid payments from school districts if they do not submit
their audits on time.  Previously the Department did not have the authority to do so.  

Recommendation 10

Review, in conjunction with school district officials, the established objectives for annual
audits.  Determine whether the objectives need to be revised to meet the expectations of
school district officials.
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Status - Implemented

Agency Action - The Department has included a section called Objectives and Limitations of the
Audit in the Reference Manual.  This section describes the objectives of school district audits
and gives an overview of the audit process.

Recommendation 11

Train school officials to help them further understand the scope and objectives of annual
audits, as well as those audit services that may be necessary to enhance the usefulness of
audits to all parties.

Status - Implemented

Agency Action - As stated in recommendation 10, the Department has included a section called
Objectives and Limitations of the Audit in the Reference Manual.  This section describes the
objectives of school district audits and gives an overview of the audit process.  Also, the
Department, in conjunction with the New York State Association of School Business
Officials, has been sponsoring workshops throughout the State for school officials and their
auditors.  Agenda items include accounting topics that are directly related to auditing in New
York State School Districts.

Recommendation 12

Require school districts to resubmit corrected Annual Financial Reports (ST-3) when
discrepancies are identified through the audit process.  Explore the possibility that
independent school district auditors could identify and report on the differences between the
ST-3 and their certified financial statements.

Status - Implemented

Agency Action - The Department’s Reference Manual includes a schedule which compares ST-3
amounts to actual audited amounts in the supplemental schedules that accompany the financial
statements.  This schedule instructs the school district to submit an amended ST-3 if there are
any differences between the ST-3 amounts and the audited amounts.

Recommendation 13

Consider changes to the annual audit and resulting report that would provide some
assurance that financial expenditure and non-financial attendance data used for State aid
purposes can be relied upon.
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Status - Partially Implemented

Agency Action - The auditor examines State aid when reconciling the ST-3 amount to the audited
amount in the supplemental schedules section of the audit report.  However, the Department
has not established any procedures related to verifying non-financial attendance data.

Auditors’ Comment - Procedures for the verification of non-financial attendance data would help
to ensure the accuracy and validity of state aid determinations.

Recommendation 14

In conjunction with school district officials, implement a system which ensures that operating
deficiencies are followed-up and corrected in a timely manner.  Require school districts to
submit a plan to correct fiscal deficiencies identified through the audit report process.
General Municipal Law provides that such a plan should be submitted within ninety days of
the presentation of the audit report to the school board. 

Status - Implemented

Agency Action - When deficiencies are cited during a desk audit, a memorandum explaining each
deficiency is forwarded to the school district.  The memorandum specifically asks the district
to forward a copy of their corrective action plan upon completion.

Contributors to this report were Robert Lindholm, Brian Reilly and Andrew Fischler.

We would appreciate your response to this report within 30 days, indicating any action
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 auditor during
this review.  

Yours truly,

Jerry Barber
Audit Director

cc: Robert L. King, DOB
Richard Mills, SED
Thomas Sheldon, SED


