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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
March 2014

Dear School District Offi cials:

A top priority of the Offi ce of the State Comptroller is to help school district offi cials manage their 
districts effi ciently and effectively and, by so doing, provide accountability for tax dollars spent to 
support district operations. The Comptroller oversees the fi scal affairs of districts statewide, as well 
as districts’ compliance with relevant statutes and observance of good business practices. This fi scal 
oversight is accomplished through our audits, which identify opportunities for improving district 
operations and Board of Education governance. Audits also can identify strategies to reduce district 
costs and to strengthen controls intended to safeguard district assets.

Following is a report of our audit of the Central Islip Union Free School District, entitled Financial 
Management. This audit was conducted pursuant to the State Comptroller’s authority as set forth in 
Article V, Section 1 of the State Constitution, and Article 3 of the General Municipal Law.

This audit’s results and recommendations are resources for district offi cials to use in effectively 
managing operations and in meeting the expectations of their constituents. If you have questions about 
this report, please feel free to contact the local regional offi ce for your county, as listed at the end of 
this report.

Respectfully submitted,

Offi ce of the State Comptroller
Division of Local Government
and School Accountability

State of New York
Offi ce of the State Comptroller
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Central Islip Union Free School District (District) is located in the Town of Islip, in Suffolk 
County. The District is governed by the Board of Education (Board) which comprises seven elected 
members. The Board is responsible for the general management and control of the District’s fi nancial 
and educational affairs. The Superintendent of Schools is the District’s chief executive offi cer and 
is responsible, along with other administrative staff, for the day-to-day management of the District 
under the Board’s direction. The Assistant Superintendent for Business plays a key role in the budget 
development process and the Business Offi ce’s daily administration.

Scope and Objective

The objective of our audit was to evaluate the District’s fi nancial operations, including factors which 
contributed to accumulating and using unexpended surplus funds,1 for the period of July 1, 2012 
through June 30, 2013. We expanded our scope back to July 1, 2008 to evaluate the District’s fi nancial 
condition and to provide additional information for perspective and background.  Our audit addressed 
the following related question:

• Did the Board provide adequate oversight and management of the District’s budgets and 
fi nancial condition?

Audit Results

District offi cials underestimated revenues and overestimated expenditures in the Board-adopted budgets 
for fi scal years 2008-09 through 2012-13, resulting in combined operating surpluses totaling more 
than $25 million. Although the Board appropriated unexpended surplus funds each year (exceeding a 
combined $13.2 million over the fi ve-year period) to help fi nance the next years’ operations, District 
offi cials actually used less than $5.3 million to fund District operations. Additionally, the District’s 
accumulated unexpended surplus funds exceeded the amount allowed by statute in each of the past 
three years.2 While the District’s unexpended surplus exceeded the statutory limit over these years, 
1 The Governmental Accounting Standards Board (GASB) issued Statement 54, which replaces the fund balance 

classifi cations of reserved and unreserved with new classifi cations: nonspendable, restricted and unrestricted (comprising 
committed, assigned and unassigned funds). The requirements of Statement 54 are effective for fi scal years ending 
June 30, 2011 and beyond. To ease comparability between fi scal years ending before and after the implementation of 
Statement 54, we will use the term “unexpended surplus funds” to refer to that portion of fund balance that was classifi ed 
as unreserved, unappropriated (prior to Statement 54), and is now classifi ed as unrestricted, minus appropriated fund 
balance, amounts reserved for insurance recovery and tax reduction, and encumbrances included in committed and 
assigned fund balance (post Statement 54).

2 Real Property Tax Law limits the amount of unexpended surplus funds that can be legally retained by District offi cials to 
no more than 4 percent of the next fi scal year’s budget. The District’s unexpended surplus funds as a percentage of the 
next year’s budget appropriations totaled 10 percent in 2010-11, 18 percent in 2011-12 and 5 percent in 2012-13.  
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District offi cials continued to increase the real property tax levy by more than $6.6 million, a 9 percent 
increase. 

Comments of District Offi cials

The results of our audit and recommendations have been discussed with District offi cials and their 
comments, which appear in Appendix A, have been considered in preparing this report. Except as 
specifi ed in Appendix A, District offi cials generally agreed with our recommendations and indicated 
they planned to take corrective action. Appendix B includes our comments on the issues raised in the 
District’s response letter. 
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Background

Introduction

Objective

Scope and
Methodology

The Central Islip Union Free School District (District) is located in 
the Town of Islip, in Suffolk County. The District is governed by the 
Board of Education (Board) which comprises seven elected members. 
The Board is responsible for the general management and control of 
the District’s fi nancial and educational affairs.

The Superintendent of Schools is the District’s chief executive offi cer 
and is responsible, along with other administrative staff, for the 
District’s day-to-day management under the Board’s direction.  The 
Assistant Superintendent of Business plays a key role in the budget 
development process and the Business Offi ce’s daily administration.

The District operates eight schools, with approximately 6,500 
students and 845 employees. The District’s expenditures for the 
2012-13 fi scal year were $168.5 million, funded primarily with State 
aid, real property taxes and grants.

The objective of our audit was to evaluate the District’s fi nancial 
operations, including factors which contributed to accumulating and 
using unexpended surplus funds.3 Our audit addressed the following 
related question:

• Did the Board provide adequate oversight and management of 
the District’s budgets and fi nancial condition?

We evaluated the Board’s management of the District’s fi nancial 
condition and budgeting practices for the period of July 1, 2012 
through June 30, 2013. We extended our scope back to July 1, 2008 
to evaluate the District’s fi nancial condition and to provide additional 
information for perspective and background.

3 The Governmental Accounting Standards Board (GASB) issued Statement 
54, which replaces the fund balance classifi cations of reserved and unreserved 
with new classifi cations: nonspendable, restricted and unrestricted (comprising 
committed, assigned and unassigned funds). The requirements of Statement 54 are 
effective for fi scal years ending June 30, 2011 and beyond. To ease comparability 
between fi scal years ending before and after the implementation of Statement 54, 
we will use the term “unexpended surplus funds” to refer to that portion of fund 
balance that was classifi ed as unreserved, unappropriated (prior to Statement 54), 
and is now classifi ed as unrestricted, minus appropriated fund balance, amounts 
reserved for insurance recovery and tax reduction, and encumbrances included in 
committed and assigned fund balance (post Statement 54).
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We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on 
such standards and the methodology used in performing this audit is 
included in Appendix C of this report.

The results of our audit and recommendations have been discussed 
with District offi cials and their comments, which appear in 
Appendix A, have been considered in preparing this report. Except 
as specifi ed in Appendix A, District offi cials generally agreed with 
our recommendations and indicated they planned to take corrective 
action. Appendix B includes our comments on the issues raised in the 
District’s response letter.

The Board has the responsibility to initiate corrective action. Pursuant 
to Section 35 of the General Municipal Law, Section 2116-a (3) (c) 
of the Education Law and Section 170.12 of the Regulations of the 
Commissioner of Education, a written corrective action plan (CAP) 
that addresses the fi ndings and recommendations in this report 
must be prepared and provided to our offi ce within 90 days, with 
a copy forwarded to the Commissioner of Education. To the extent 
practicable, implementation of the CAP must begin by the end of 
the next fi scal year. For more information on preparing and fi ling 
your CAP, please refer to our brochure, Responding to an OSC Audit 
Report, which you received with the draft audit report. The Board 
should make the CAP available for public review in the District 
clerk’s offi ce.

Comments of
District Offi cials and
Corrective Action
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Financial Management

The Board is responsible for making sound fi nancial decisions that 
are in the best interests of the District, the students it serves and the 
taxpayers who fund the District’s programs and operations. Prudent 
unexpended surplus fund management along with sound budgeting 
practices based on accurate estimates can help ensure that suffi cient 
funding will be available to sustain operations, address unexpected 
occurrences and satisfy long-term obligations or future expenditures. 
Accurate budget estimates also help ensure that the real property tax 
levy is not greater than necessary. 

District offi cials underestimated revenues and overestimated 
expenditures in the Board-adopted budgets for fi scal years 2008-09 
through 2012-13, resulting in combined operating surpluses totaling 
more than $25 million. Although the Board appropriated unexpended 
surplus funds each year (exceeding a combined $13.2 million over 
the fi ve-year period) to help fi nance the next years’ operations, the 
District actually used less than $5.3 million to fund operations. 
The District accumulated unexpended surplus funds that exceeded 
the statutory limit4 over the last three years while, at the same time, 
increasing the real property tax levy by more than $6.6 million, a 9 
percent increase. 

The Board is responsible for preparing and presenting the District 
budget to the public for voter approval. In preparing the budget, 
the Board is responsible for estimating revenues and expenditures 
and for determining how much unexpended surplus funds will be 
available at fi scal year-end and the expected real property tax levy. 
Accurate estimates help ensure that the real property taxes levied are 
not greater than necessary.

Revenue and expenditure estimates should be developed based upon 
prior years’ operating results, past expenditure trends, anticipated 
future needs and available information related to projected changes 
in signifi cant revenues or expenditures. Unrealistic budget estimates 
can mislead District voters and taxpayers and signifi cantly impact the 
District’s year-end unexpended surplus funds and fi nancial condition.

District offi cials presented, and the Board approved, budgets 

4 Real Property Tax Law limits the amount of unexpended surplus funds that can 
legally be retained by District offi cials to no more than 4 percent of the next fi scal 
year’s budget. The District’s unexpended surplus funds as a percentage of the 
next year’s budgeted appropriations totaled 10 percent in 2010-11, 18 percent in 
2011-12 and 5 percent in 2012-13.  

Budgeting Practices
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which signifi cantly underestimated revenues and overestimated 
appropriations in three of the last fi ve years. We compared the 
District’s general fund budgeted revenues and expenditures with 
actual results of operations for our scope period and found that 
District offi cials underestimated revenues by as much as $9.3 million 
and overestimated expenditures by as much as $16.2 million. 

For example, for fi scal years 2008-09 through 2012-13, District 
offi cials underestimated other real property tax items (e.g., school tax 
assessment relief) by as much as $11.1 million, State aid by as much as 
$7.7 million, miscellaneous revenues by as much as $1.9 million, sale 
of property and compensation for loss by more than $3 million and use 
of money and property by as much as approximately $821,000. Also, 
over three years, (fi scal years 2010-11 through 2012-13), the District 
overestimated programs for children with handicapped conditions by 
as much as $7.4 million, regular school teaching expenses by as much 
as $5 million, pupil transportation by as much as $1.7 million and 
pupil services by as much as $1.6 million.

Table 1: Budget Variances – Fiscal Years 2008-09 Through 2012-13 
2008-09 2009-10 2010-11 2011-12 2012-13

Estimated Revenues $156,833,453 $161,344,813 $165,882,626 $165,085,065 $173,516,302

Actual Revenues $166,151,355 $161,223,146 $162,998,317 $172,616,121 $173,802,990

Variance $9,317,902 ($121,667) ($2,884,309) $7,531,056 $286,688

Appropriations $157,842,890 $165,613,689 $171,471,355 $167,127,721 $176,412,706

Actual Expenditures $161,298,515 $166,464,909 $155,272,045 $155,080,290 $168,507,985

Variance ($3,455,625) ($851,220) $16,199,310 $12,047,431 $7,904,721

Total Variance $5,862,277 ($972,887) $13,315,001 $19,578,487 $8,191,409

Estimating unexpended surplus funds is integral to the District’s 
budget process because it represents resources remaining from 
prior fi scal years that can be used to benefi t District taxpayers. Any 
unexpended surplus funds that exceed the statutory limit should be 
used to lower property taxes, transferred to reserve funds, be used to 
pay one-time expenses or used to pay down debt. District offi cials 
should not appropriate unexpended surplus funds that will not be 
used to fund operations simply to circumvent the statutory limit. 

District offi cials appropriated a combined $13.2 million in unexpended 
surplus funds to fund subsequent years’ operations which should 
have resulted in planned operating defi cits each year. However, 
because of large variances between budgeted and actual revenues and 
expenditures, the District realized large operating surpluses (See Table 
2). As a result, only about $5.2 million of appropriated unexpended 
surplus funds was actually used to fi nance District operations.

Unexpended Surplus 
Funds
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Table 2: General Fund Operating Results and Appropriated Unexpended Surplus

Fiscal Year Revenues Expenditures Operating 
Surplus/(Deficit)

Appropriated, 
Unexpended 

Surplus

Appropriated, 
Unexpended 
Surplus Used

2008-09  $166,151,355  $161,298,515 $4,852,840  $1,000,000 $0

2009-10  $161,223,146  $166,464,909 ($5,241,763)  $4,000,000 $5,241,763

2010-11  $162,998,317  $155,272,045  $7,726,272  $3,485,000 $0

2011-12  $172,616,121  $155,080,290  $17,535,831  $2,000,000 $0

2012-13  $173,802,990  $168,507,985  $5,295,005  $ 2,750,000 $0

Totals $836,791,929 $806,623,744 $30,168,185 $13,235,000 $5,241,763

The District’s unexpended surplus funds exceeded the statutorily 
allowed limit in each of the last three years because the Board 
consistently underestimated revenues, overestimated expenditures 
and/or appropriated signifi cant unexpended surplus funds that 
were not used to fund operations. Unexpended surplus funds as a 
percentage of the next year’s budget in the 2011-12 fi scal year was 
18 percent, the highest level over the fi ve-year period and more than 
four times the statutory limit.  Although District offi cials signifi cantly 
reduced unexpended surplus funds in 2012-13 by transferring surplus 
funds to existing and newly created reserve funds, they still did not 
meet the statutory requirement. 

The District’s 2010-11 and 2011-12 fi scal year independent audit 
reports advised the Board that the District exceeded the unexpended 
surplus funds’ statutory limit each year. However, the Board did 
not take action until March 2013, when it authorized establishing 
a retirement contribution reserve of $15 million. In May 2013, the 
Board authorized increasing its existing employee benefi t accrued 
liability reserve by $5 million and received voter approval to establish 
a capital reserve of $7.5 million. Even after transferring $27.5 million 
to these reserves, the District still exceeded the statutory limit by $2.2 
million as of June 30, 2013.  

Table 3: Unexpended Surplus Funds
2008-09 2009-10 2010-11 2011-12 2012-13

Unexpended Surplus Funds  $6,600,504  $2,854,492  $15,934,228  $32,319,535  $9,768,064 

Next Year's Budget Appropriations $165,613,689 $171,471,355  $167,127,721  $176,412,706 $187,955,865 

Unexpended Surplus Funds as a 
Percentage of Next Year's Budget 
Appropriationsa

4% 2% 10% 18% 5%

a The unexpended surplus fund balance percentages were calculated by dividing the end of the year’s unexpended surplus funds less 
encumbrances by the next year’s adopted budgeted appropriations.
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District offi cials stated that the surplus funds were accumulated to 
fund a contingent liability of more than $13.6 million owed to the 
State Education Department (SED) for rescinded building aid.5 
However, the SED claim is no different than any other claim against 
the District. Therefore, setting money aside to pay this claim, should 
it come due, does not restrict these funds because the District could 
decide to use these resources for other purposes or issue debt if and 
when the claim comes due.

Despite there being no statutory exceptions to the limit on unexpended 
surplus funds, District offi cials hoped that funds for this contingent 
liability could be placed in a reserve and excluded when calculating 
the statutory limit. However, there is no statutory authority to establish 
a reserve for this liability. District offi cials could assign a portion of 
unexpended surplus funds to fund this liability, but assigned amounts 
would still be included in the fund balance limit calculation. 

Additionally, District offi cials accumulated more unexpended surplus 
funds than were required to fund this liability. For example, after 
offi cials learned of this liability in February 2010, the entire amount 
needed was accumulated in unexpended surplus funds by the end of 
the 2010-11 fi scal year, due to the operating surplus incurred that 
year. Yet offi cials continued to accumulate additional unexpended 
surplus funds in subsequent fi scal years. In addition, SED approved a 
repayment plan which allowed District offi cials to repay the liability 
in three annual installments of $4.5 million,6 further reducing the 
liability offi cials needed to fund each year. 

While the District’s unexpended surplus funds exceeded the statutory 
limit over the last three years, District offi cials continued to increase 
the real property tax levy. For example, in the 2010-11 fi scal year 
the tax levy totaled approximately $70.5 million and in the 2012-
13 fi scal year the levy was more than $77.1 million. Had District 
offi cials used more realistic budget estimates, they could have 
avoided accumulating excess unexpended surplus funds and reduced 
the real property tax levy. Instead, the levy increased by more than 
$6.6 million, a 9 percent increase. As a result, District offi cials levied 
and collected more taxes than necessary to fund District operations.

5 SED building aid received during the 2003-04 through 2008-09 fi scal years was 
rescinded for failure to fi le reports in a timely manner.  

6 As a result of remedial legislation passed in 2012, relief was granted to school 
districts that failed to fi le their building project costs reports in a timely manner. 
Repayment installments were due in June 2011, June 2012 and June 2013 which 
reduced the District’s liability to $5.46 million. The District subsequently fi led 
an appeal to its lawsuit to have the liability reduced to zero, which had been set 
aside due to the 2012 legislation. 
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1. The Board should develop and adopt budgets that include realistic 
estimates for revenues and expenditures based on all information 
available at the time the budget is developed.

2. The Board should discontinue the practice of adopting budgets 
that result in appropriating unexpended surplus funds that will not 
be used to fund the next year’s operations.

3. The Board should ensure that the amount of the District’s 
unexpended surplus funds complies with the statutory limit.

4. District offi cials should consider using unexpended surplus funds 
in a manner that benefi ts District taxpayers. Such uses could 
include, but are not are limited to:  

• Reducing property taxes, 

• Increasing necessary reserves,

• Paying off debt and

• Financing one-time expenditures.

Recommendations
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District offi cials’ response to this audit can be found on the following pages.  
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See
Note 1
Page 17
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See
Note 2
Page 17

See
Note 1
Page 17
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APPENDIX B

OSC COMMENTS ON THE DISTRICT’S RESPONSE 

Note 1

We understand the District’s desire to not burden its taxpayers with this potential liability.  However, 
there is no statutory exception to the 4 percent limit. Furthermore, because there is no statutory 
authority to establish a reserve for this purpose, the SED claim is no different than any other claim 
against the District. 

Note 2

The Board-adopted budgets included $16.2 million more than was actually expended in 2010-11 and 
$12 million more than was actually expended in 2011-12. At the same time, the District increased its 
tax levy.
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

We interviewed District offi cials to obtain an understanding of the organization and the accounting 
system and reviewed pertinent documents, such as District policies and procedure manuals, Board 
minutes and fi nancial records and reports. Further, we reviewed the District’s internal controls and 
procedures over the computerized fi nancial databases to help ensure that the information produced by 
such systems was reliable.

After reviewing the information gathered during our initial assessment, we evaluated the District’s 
internal controls for the risk of potential fraud, theft or professional misconduct. We then decided upon 
the reported objectives and scope by selecting for audit the areas most at risk. We selected the Board’s 
fi nancial management of the District for further audit testing. To accomplish our audit objectives and 
obtain valid audit evidence, our procedures included the following:

• We reviewed reserve funds to ensure that they were adequately funded and in compliance with 
applicable laws.

• We obtained an understanding of the District’s internal control environment and specifi c 
controls that are signifi cant to the District’s budget process.

• We reviewed the last four annual fi nancial statements, the accompanying management letters 
prepared by the District’s independent public accountant and related budget reports.

• We compared amounts reported on the ST-3 reports to the annual fi nancial statements and 
balance sheets provided to verify their reliability.

• We analyzed general fund revenue and expenditure trends and budget-to-actual comparisons 
for the 2008-09 through 2012-13 fi scal years to determine operating surpluses or defi cits.

• We reviewed and analyzed reported unexpended surplus fund levels to determine if the 
unexpended surplus funds complied with the 4 percent statutory limit.

• We reviewed real property tax rates and tax levy increases.

We conducted this performance audit in accordance with GAGAS. Those standards require that we 
plan and perform the audit to obtain suffi cient, appropriate evidence to provide a reasonable basis 
for our fi ndings and conclusions based on our audit objective. We believe that the evidence obtained 
provides a reasonable basis for our fi ndings and conclusions based on our audit objective. 
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

Offi ce of the State Comptroller
Public Information Offi ce
110 State Street, 15th Floor
Albany, New York  12236
(518) 474-4015
http://www.osc.state.ny.us/localgov/

To obtain copies of this report, write or visit our web page: 
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