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To the Citizens of the City of New York 
 
 
Ladies and Gentlemen: 
 
In accordance with the responsibilities of the Comptroller contained in Chapter 5, §93, of the New York 
City Charter, my office has audited the administration of the Pupil Transportation Retainage fiduciary 
account by the Department of Education. 
   
The Pupil Transportation Retainage fiduciary account retains funds withheld by the Department from 
payments to school bus companies to ensure their fulfillment of contract obligations.  The retained 
amounts, plus earned interest, are disbursed to the vendors at the end of the school year. We audit 
accounts such as this to ensure that public funds held in trust for a particular purpose are accounted for 
and used as intended.  
 
The results of our audit, which are presented in this report, have been discussed with Department 
officials, and their comments have been considered in preparing this report.  Their complete written 
response is attached to this report. 
 
I trust that this report contains information that is of interest to you.  If you have any questions 
concerning this report, please e-mail my audit bureau at audit@Comptroller.nyc.gov or telephone my 
office at 212-669-3747. 
 
 
Very truly yours, 
 

 
William C. Thompson, Jr. 
 
WCT/fh 
 
Report:     FM06-106A 
Filed:        June 16, 2006 
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AUDIT REPORT IN BRIEF 

 
 The audit determined whether the Department of Education (Department) accurately 
accounts for revenues and expenses of the Pupil Transportation Retainage fiduciary account and 
ensures that all funds are used in accordance with the fiduciary agreement and Comptroller’s 
Directive #27. 
 

Fiduciary accounts are used to record financial resources held and administered in trust 
by the City of New York.  In 1995, the Department established the Pupil Transportation 
Retainage fiduciary account in connection with its provision of school bus transportation to 
eligible students.   The Department’s Office of Pupil Transportation (Pupil Transportation) is 
responsible for monitoring vendor performance in accordance with school bus contracts and the 
fiduciary account.  At the end of the school year, if the Department determines that a vendor has 
adequately fulfilled its contract obligations, the retained amount plus interest earned is 
withdrawn from the fiduciary account and disbursed to the vendor.  During Fiscal Year 2005, 
$19.4 million was deposited in the account and $16.2 million was disbursed to vendors.  The 
reported fund balance as of November 18, 2005, was $21.2 million. 

 
 Audit Findings and Conclusions 
 
 The Department accurately accounted for the Pupil Transportation Retainage fiduciary 
account revenues and expenses and ensured that funds were used in accordance with the 
fiduciary agreement.  However, the Department failed to properly reconcile the fiduciary account 
as required by Comptroller’s Directive #27, which states that fiduciary accounts “must reconcile 
to the information maintained within the City of New York’s Financial Management Systems 
(FMS).”  As a result, the account contained $3,071,833 in excess funds on June 30, 2005, that 
should have been remitted to either the City’s general fund or to various vendors.  Our review 
attributed the excess funds to the following:   
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• $1,426,018 that was erroneously transferred to the fiduciary account 

from the City’s general fund. 
 
• $1,292,931 that should have been transferred from the fiduciary account to 

the City’s general fund. 
 
• $352,884 that should have been disbursed to 24 vendors (which 

consists of $10,841 for 13 vendors whose contracts have either been 
assigned or opted to provide a letter of credit; and $342,043 for 11 
vendors that are possibly out of business). 

 
 Further, Comptroller’s Directive #27, which became effective August 15, 2003, states, 
“Fiduciary Accounts should not be used to account for retainage withheld from contractors.  
Retainage should be accounted for using the retainage functionality of the FMS.”   Therefore, the 
Department should reconcile, then terminate the fiduciary account and transfer the remaining 
balance to the City’s general fund.   
 
Audit Recommendations 
 
 To address these issues, we recommend that the Department should: 
 

• Transfer $1,292,931 to the City’s general fund. 
 
• Disburse to the appropriate vendors $10,841 (consisting of $3,767 for vendors whose 

contracts have been assigned to others and $7,074 for vendors providing letters of 
credit). 

 
• Attempt to find vendors that may no longer be in business and remit to them 

$342,043 in account funds.  In the event that these vendors cannot be found, the 
Department should seek legal opinion to determine whether these funds should be 
remitted to the City’s general fund. 

 
• Reconcile, and then terminate, the fiduciary account.  Ensure that retainage funds are 

accounted for under FMS.  If needed, seek assistance from the Comptroller’s Bureau 
of Accountancy for guidance on how to account for retainage using FMS. 
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INTRODUCTION 

 
 
Background 
 

Fiduciary accounts are used to record financial resources held and administered in trust 
by the City of New York.  The principal and income of these accounts are intended to benefit 
individuals, private organizations, or other non-City government entities.  The Comptroller’s 
Office, in conjunction with the City’s Office of Management and Budget (OMB), establishes 
fiduciary accounts at the request of various organizations, including City agencies and public 
corporations. Organizations must submit an authorizing document (i.e., fiduciary agreement, 
City Council resolution, or contract) to the Comptroller’s Office indicating the specific purpose 
for opening the account and must ensure that the funds in the account are being used for the 
specific purpose. 

 
In August 1995, the Department established the Pupil Transportation Retainage fiduciary 

account in connection with its provision of school bus transportation to eligible students. 
Transportation for both special and general education students is currently delivered by 53 
separate contractors between the Department and various school bus vendors. Pupil 
Transportation is responsible for monitoring vendor performance in accordance with school bus 
contracts and the fiduciary account, as well as for ensuring that students receive safe, clean, and 
reliable transportation to and from school. 

  
To ensure that vendors provide adequate service under their contracts, vendors must 

either provide the Department a performance bond that is secured by funds withheld 
(“retainage”) by the Department from its payments to those bus companies, or must furnish a 
letter of credit.1  Of the 53 vendors, 33 chose to have retainage withheld and maintained in the 
interest-bearing fiduciary account.2  At the end of the school year, if the Department determines 
that a vendor has adequately fulfilled its contract obligations, the retained amount plus interest 
earned is withdrawn from the fiduciary account and disbursed to the vendor.  During Fiscal Year 
2005, $19.4 million was deposited in the account and $16.2 million was disbursed to vendors.  
The reported fund balance as of November 18, 2005, was $21.2 million.3 

 
 
 

                                                 
1 Vendor contracts state that companies forgoing the withholding of retainage should “provide a confirmed, 

irrevocable Letter of Credit from an acceptable financial institution equal in value to ten percent of the 
annual contract value.” 

 
2 Payments to bus vendors are made from the City’s general fund, and the amount retained is deposited into 

the fiduciary account.  Retainage is either 5 percent or 10 percent of the contract amount.  If the vendor 
chooses 5 percent, retainage is deposited in the account for the first 10 months; if the vendor chooses 10 
percent, retainage is deposited for the first five months.   

 
3 The $21.2 million fund balance includes Fiscal Year 2005 retainage that will be disbursed during Fiscal 

Year 2006. 
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Objectives 
 

Our audit objectives were to determine whether the Department: 
 
• accurately accounts for revenues and expenses of the Pupil Transportation Retainage 

fiduciary account; and 
  

• ensures that all funds are used in accordance with the fiduciary agreement and 
Comptroller’s Directive #27.  

 
 
Scope and Methodology    
 
 This audit covered the period July 1, 2004, to June 30, 2005.  To achieve our audit 
objectives, we reviewed the fiduciary agreement and Comptroller’s Directive #27, “Fiduciary 
Accounts Procedures for Requesting, Controlling and Monitoring.”  To understand the terms 
with which vendors must comply, we obtained and reviewed the Department’s standard bus 
transportation contract. We also interviewed the following: 
 

• Pupil Transportation officials concerning the purpose of the fiduciary account and to 
become acquainted with the process for withholding retainage and the internal controls 
for account fund receipts and disbursements. Our understanding of the internal controls 
was documented in a flowchart and written narratives; 

  
• Representatives of the Department’s Division of Financial Operations (DFO) 

concerning how funds are deposited in the fiduciary account and how earned interest is 
allocated; and 

  
• Pupil Transportation Compliance Unit officials, to gain an understanding of the 

calculation of retainage and the factors used in determining whether the amount 
retained will be disbursed to the vendors at the end of the school year.   

 
 To verify the account balance and check the accuracy of account deposits and 
disbursements, reports obtained from the City’s FMS were reviewed as was correspondence 
between Pupil Transportation and DFO regarding the transfer of funds from the City’s general 
fund to the fiduciary account.  This correspondence was used to reconcile each vendor’s total 
monthly retainage with the total amount deposited in the fiduciary account.   
 
 To verify that the amount authorized for release to the vendors was indeed the amount 
paid, we reviewed an Excel spreadsheet obtained from Pupil Transportation and copies of checks 
made payable to each vendor. 
  
 As the audit’s focus was on receipts and disbursements from the fiduciary account, we 
relied on figures generated by the Department’s FAMIS accounting system.  These figures were 
essential in calculating the total retainage on the accounts payable worksheets.  Therefore, to 
determine the reliability of the amounts reported on the worksheets and Pupil Transportation 
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spreadsheets, we selected a random sample of 20 of the 33 vendors that have retainage withheld.  
(The “Statistical Sampling System” program was used to select the sample.)  The retainage 
amount for each vendor was then calculated using the worksheets and comparing them to Pupil 
Transportation’s calculation of total deposits.  After determining that the documents were 
reliable, retainage for the remaining vendors was recalculated using the same methodology. 
 
 Finally, to assess Pupil Transportation’s stated reasons for not disbursing retained funds 
to certain vendors, we reviewed supporting documentation to determine whether the vendor or 
the City was the rightful owner of the withheld funds.  

 
This audit was conducted in accordance with generally accepted government auditing 

standards (GAGAS) and included tests of records and other auditing procedures considered 
necessary.  This audit was performed in accordance with the audit responsibilities of the City 
Comptroller as set forth in Chapter 5, §93, of the New York City Charter. 
 
 
Discussion of Audit Results  
 
 The matters covered in this report were discussed with Department officials during and at 
the conclusion of this audit.  A preliminary draft report was sent to Department officials and 
discussed at an exit conference held on May 16, 2006.  On May 18, 2006, we submitted a draft 
report to those officials with a request for comments.  A written response was received on June 
1, 2006.   
 
 In their response, Department officials agreed with the audit’s findings and described the 
steps that will be taken to address the recommendations. The full text of the response from the 
Department is included as an addendum to this report. 
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FINDINGS 

   
 The Department accurately accounted for the Pupil Transportation Retainage fiduciary 
account revenues and expenses and ensured that funds were used in accordance with the 
fiduciary agreement.  However, the Department failed to properly reconcile the fiduciary 
account, as required by Comptroller’s Directive #27.  As a result, the account contained 
$3,071,833 in excess funds on June 30, 2005, that should have been remitted to either the City’s 
general fund or to bus vendors.  Further, since August 15, 2003, when Comptroller’s Directive 
#27 became effective, retainage should no longer be held in a fiduciary account but should be 
accounted for using the retainage capability of FMS. Therefore, the Department should 
reconcile, then terminate the fiduciary account and transfer the remaining balance to the City’s 
general fund.   
 
 These issues are discussed in the following sections of this report. 
 
Fiduciary Account Not Reconciled 
 
 The Department failed to properly reconcile the fiduciary account as required by 
Comptroller’s Directive #27, which states that fiduciary accounts “must reconcile to the 
information maintained within FMS.”  As a result, the account contained $3,071,833 in excess 
funds on June 30, 2005, that should have been remitted to either the City’s general fund or to 
various vendors.  Properly ensuring that monthly account reconciliations are conducted is an 
important internal control.  Our review attributed the excess funds to the following: 

 
• $1,426,018 that was erroneously transferred to the fiduciary account 

from the City’s general fund. 
 
• $1,292,931 that should have been transferred from the fiduciary account to 

the City’s general fund. 
 
• $352,884 that should have been disbursed to 24 vendors. 
 
These matters are discussed in greater detail below.  
 

 
 $1.4 Million in Funds Erroneously Transferred 
 
 The Department erroneously transferred an additional $1.4 million from the general fund 
to the fiduciary account.  The Comptroller’s Office brought this matter to the attention of 
Department officials in a February 7, 2006 letter, which directed the Department to re-transfer 
the duplicate funds to the general fund.  (See Appendix I for a copy of the letter.)  On February 
27, 2006, the Department acknowledged the erroneous transfer and stated that “a correcting 
journal entry is awaiting the Comptroller’s approval to reverse the duplicate transaction.”  (See 
Appendix II for the Department’s response.)  The Comptroller’s Office approved the adjusting 
journal entry to reverse the duplicate transfer on March 17, 2006.  Additional correspondence 
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from the Comptroller’s Office on March 21, 2006, further addressed the Department’s lack of 
internal controls in this matter.  (See Appendix III for a copy of the letter.) 
 
 $1.3 Million in Funds Not Transferred to the General Fund 
 
 The Department neglected to transfer $1,292,931 from the fiduciary account to the 
general fund.  Department records indicated that $927,896 of this amount was inadvertently 
maintained in the account because the Department failed to comply with the rules governing the 
fiduciary account, which require that funds “be withdrawn and returned to the bus companies 
with the interest earned at the end of the school year.”   In addition, Directive #27 states that 
fiduciary accounts “are maintained and controlled by the City agency that requests their 
establishment.  Complete files . . . must reconcile to the information maintained within FMS.”  
Had the Department reconciled the account on a regular basis, it would have found a large 
outstanding balance that should have been previously remitted to the appropriate vendors or to 
the general fund.   
 
 In addition, $365,035 of the $1,292,931 was actually non-retainage funding that should 
have been transferred to another Departmental fiduciary account that was closed in Fiscal Year 
2003, whose balance was supposed to be transferred to the general fund.4  According to 
Comptroller’s Directive #27, “there is no commingling of unassociated resources in the 
account.” 
 
 Accordingly, the Department should immediately transfer a total of $1,292,931—
$927,896 and $365,035—to the City’s general fund. 

 
 

 Vendors Owed $352,884  
 
 The rules governing the fiduciary account require that retainage plus accrued interest be 
withdrawn from the account and disbursed to vendors after contract obligations are fulfilled.  
Department records indicated that 24 vendors whose account balances total $352,884 are no 
longer carrying out contract obligations as follows:5 
 

• 5 vendors, whose account balance totals $7,074, have chosen to provide a letter of 
credit instead of retainage; 

 
• 8 vendors, whose account balances total $3,767, have assigned their contracts and all 

moneys due or to become due to other vendors; and 
 

                                                 
4 The Department administered six fiduciary accounts to temporarily deposit funds pending the outcome of 
a lawsuit between the City and pupil transportation carriers regarding Consumer Price Index (CPI) rates.  
After the City prevailed in the lawsuit all six accounts were closed and the funds transferred to the general 
fund’s miscellaneous revenue account. 
 
5 Of the 24 vendors, 6 were included in the list of 53 vendors that currently have contracts with the 
Department.  The contracts for 18 other vendors were terminated prior to the scope period of this audit.  
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• 11 vendors, whose account balances total $342,043, have apparently gone out of 
business. 

   
 As far as the vendors that have assigned their contracts to others are concerned, the 
Department’s consent to assignment of a contract states, “It is, therefore, recommended that 
consent be given to [name of assignor] upon due assumption of the obligations of the contract by 
[name of assignee], to assign to [name of assignee], as set forth above, the rights, title and 
interest in and to the aforementioned contract, together with all monies due or to become due 
thereunder.” 
 
 Accordingly, the Department should immediately disburse to the appropriate vendors 
$10,841.  This amount consists of $3,767 for assignee vendors and $7,074 for vendors providing 
letters of credit.  For those vendors that are no longer in business, the Department should attempt 
to find them and remit to them $342,043.  However, if these vendors are in fact not extant, the 
Department should seek legal opinion to determine whether the associated account funds should 
be transferred to the City’s general fund.   
 
 
Fiduciary Account Should Be Terminated 
 
 Comptroller’s Directive #27, which became effective August 15, 2003, states, “Fiduciary 
Accounts should not be used to account for retainage withheld from contractors.  Retainage 
should be accounted for using the retainage functionality of the City of New York’s Financial 
Management Systems (FMS).”  Therefore, the Department should reconcile, then terminate the 
fiduciary account and transfer the remaining balance to the City’s general fund.  Moreover, as 
noted in Comptroller’s Directive #27, retainage funds should be accounted for under FMS. 
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RECOMMENDATIONS 
 
 The Department of Education should: 
 

1. Transfer $1,292,931 to the City’s general fund. 
 
 Department Response:  “The Department of Education (DOE) agrees that the funds not 
 attributable to a particular contractor and funds held as collateral should be transferred to 
 the general fund.  The amount to be transferred will be finalized at the upcoming 
 DOE/Comptroller meeting expected in June 2006.” 

 
 

2. Disburse to the appropriate vendors $10,841 (consisting of $3,767 for vendors whose 
contracts have been assigned to others and $7,074 for vendors providing letters of 
credit). 

 
 Department Response:  “The DOE will ensure that disbursements to the affected vendors 
 (13) will be made if no other amounts are due.” 

 
 

3. Attempt to find vendors that may no longer be in business and remit to them 
$342,043 in account funds.  In the event that these vendors cannot be found, the 
Department should seek legal opinion to determine whether these funds should be 
remitted to the City’s general fund. 

 
 Department Response:  “The DOE will ensure that disbursements to the affected vendors 
 will be made if no other amounts are due.” 
 

 
4. Reconcile, and then terminate, the fiduciary account.  Ensure that retainage funds are 

accounted for under FMS.  If needed, seek assistance from the Comptroller’s Bureau 
of Accountancy for guidance on how to account for retainage using FMS. 

 
 Department Response:  “The Office of Pupil Transportation has reconciled the 
 differences within the Trust and Agency account and should be able to close out the 
 balances in this account by the end of the first quarter of Fiscal Year 2007.  However, 
 closing the fiduciary account is contingent on the following factors: a) the posting of 
 interest by the NYC Comptroller’s Office; b) DOE verification of vendor compliance to 
 all parts of the contracts; c) resolution of final payments either to vendors who may no 
 longer be in business or the City’s general fund (per Recommendation #3); and d) 
 Comptroller assistance in determining how to utilize the general fund in FMS to accrue 
 interest for retainage accounts. 
 

“As stated in Recommendation #1 we expect to meet with  Comptroller representatives 
in June 2006, at which time we will review fiduciary account transaction details and 
develop a procedure to implement this audit recommendation.” 




















