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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

October 2014
Dear School District Officials:

A top priority of the Office of the State Comptroller is to help school district officials manage their
districts efficiently and effectively and, by so doing, provide accountability for tax dollars spent to
support district operations. The Comptroller oversees the fiscal affairs of districts statewide, as well
as districts’ compliance with relevant statutes and observance of good business practices. This fiscal
oversight is accomplished, in part, 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 Springs Union Free School District, entitled Financial
Condition and Leave Accruals. This audit was conducted pursuant to Article V, Section 1 of the State
Constitution and the State Comptroller’s authority as set forth in Article 3 of the New York State
General Municipal Law.

This audit’s results and recommendations are resources for district officials 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 office for your county, as listed at the end of
this report.

Respectfully submitted,
Office of the State Comptroller

Division of Local Government
and School Accountability
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

The Springs Union Free School District (District) is located in the Town of East Hampton, Suffolk
County. The District is governed by the Board of Education (Board) which comprises five elected
members. The Board is responsible for the general management and control of the District’s financial
and educational affairs. The Superintendent of Schools is the District’s chief executive officer and is
responsible, along with other administrative staff, for the District’s day-to-day management under the
Board’s direction, including budgeting for District operations and ensuring oversight of employee
leave accrual records.

The District operates one school, with 636 students attending kindergarten through eighth grade and
100 employees. The District pays tuition for 284 students in grades nine through 12 who attend other
school districts. The District spent $8.5 million for salaries and wages and $7.7 million in tuition for
the fiscal year ended June 30, 2013. The District’s total actual expenditures for the fiscal year ended
June 30, 2013 were approximately $22 million and budgeted appropriations for the 2013-14 fiscal year
were approximately $25.4 million, which were funded primarily with real property taxes.

Scope and Objective

The objective of our audit was to evaluate the District’s financial condition and examine leave accruals
for the period July 1, 2012 through November 30, 2013. We extended our scope to the 2010-11 fiscal
year to analyze budget practices, fund balance trends and reserve account balances. Our audit addressed
the following related questions:

» Did the Board effectively manage the District’s budget and financial condition?
» Are employee leave accrual records accurate and properly reconciled?
Audit Results

The Board needs to improve its oversight of the District’s budget and financial condition. In fiscal
years 2010-11 through 2012-13, the District budgeted to use an average of $811,000 of fund balance
to fund each ensuing year’s expenditures. However, the District did not use these funds as intended
because revenues exceeded expenditures by an average of more than $1.7 million in each of these
years. As a result, the District’s unrestricted fund balance, totaling $3.8 million as of June 30, 2013,
was 15 percent of the 2013-14 budgeted appropriations. This was almost four times the 4 percent
statutory limit.
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Officials also need to improve their oversight of employees’ sick leave accrual balances. We found that
the sick leave accrual balances in the time and attendance system were not correct for the fiscal years
ending June 30, 2012 and June 30, 2013. As of July 1, 2013, all 10 employees’ sick leave balances
reviewed were overstated by a total of 139.25 days, with a value of $44,430. During the audit period,
sick leave accrual balances were not accurate and, therefore, District officials could not rely on them.
When employees’ sick leave accruals are not accurate, the District is susceptible to compensating
employees for time they are not entitled to.

Comments of District Officials

The results of our audit and recommendations have been discussed with District officials and their
comments, which appear in Appendix A, have been considered in preparing this report. District
officials generally agreed with our recommendations and indicated they plan to initiate corrective
action.
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Introduction

Background

Objective

Scope and
Methodology

The Springs Union Free School District (District) is located in the
Town of East Hampton, Suffolk County. The District is governed
by the Board of Education (Board) which comprises five elected
members. The Board is responsible for the general management
and control of the District’s financial and educational affairs. The
Superintendent of Schools is the District’s chief executive officer and
is responsible, along with other administrative staff, for the District’s
day-to-day management under the Board’s direction, including
budgeting for District operations and ensuring oversight of employee
leave accrual records.

The District operates one school, with 636 students attending
kindergarten through eighth grade and 100 employees. The District
pays tuition for 284 students in grades nine through 12 who attend
other school districts. The District spent $8.5 million for salaries
and wages and $7.7 million in tuition for the fiscal year ended June
30, 2013. The District’s total actual expenditures for the fiscal year
ended June 30, 2013 were approximately $22 million and budgeted
appropriations for the 2013-14 fiscal year were approximately $25.4
million, which were funded primarily with real property taxes.

The objective of our audit was to evaluate the District’s financial
condition and examine leave accruals. Our audit addressed the
following related questions:

» Did the Board effectively manage the District’s budget and
financial condition?

» Are employee leave accrual records accurate and properly
reconciled?

We examined the District’s financial operations and leave accrual
records for the period July 1, 2012 through November 30, 2013. We
extended our scope to fiscal year 2010-11 to analyze budget practices,
fund balance trends and reserve account balances to provide current,
relevant information. We also reviewed the District’s budget for the
2013-14 fiscal year.

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 B of this report.
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Comments of
District Officials and
Corrective Action

The results of our audit and recommendations have been discussed
with District officials and their comments, which appear in Appendix
A, have been considered in preparing this report. District officials
generally agreed with our recommendations and indicated they plan
to initiate corrective action.

The Board has the responsibility to initiate corrective action. Pursuant
to Section 35 of the New York State General Municipal Law, Section
2116-a (3)(c) of the New York State Education Law and Section
170.12 of the Regulations of the Commissioner of Education, a
written corrective action plan (CAP) that addresses the findings and
recommendations in this report must be prepared and provided to our
office 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 fiscal year. For more information
on preparing and filing 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 office.
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Financial Condition

The Board and Superintendent are responsible for adopting
budgets that contain estimates of actual and necessary expenditures
that are funded by planned, realistic revenues. Sound budgeting
provides sufficient funding for necessary operations. Prudent fiscal
management includes establishing reserves needed to address long-
term obligations or planned future expenditures. Once the Board has
addressed those issues, any remaining fund balance, exclusive of
the amount allowed by law to be retained to address cash flow and
unexpected occurrences, should be used to reduce the tax levy.

The Board needs to improve its oversight of the District’s budget
and financial condition. In fiscal years 2010-11 through 2012-13, the
District budgeted to use an average of $811,000 of fund balance to
fund each ensuing year’s expenditures. However, the District did not
use these funds as intended because revenues exceeded expenditures
by an average of more than $1.7 million in each of these years, as
indicated in Figure 1. As a result, the District’s unrestricted fund
balance, totaling $3.8 million as of June 30, 2013, was 15 percent of
the 2013-14 budgeted appropriations; this was almost four times the
4 percent statutory limit.

Figure 1: Unrestricted Fund Balance

2010-11 2011-12 2012-13
Beginning Fund Balance $2,043,786 $3,674,399 $4,964,752
Revenues $24,021,370 $24,250,729 $24,478,781
Expenditures $22,390,757 $22,960,376 $22,013,795
Operating Surplus $1,630,613 $1,290,353 $2,464,986
Year-End Fund Balance $3,674,399 $4,964,752 $7,429,738

Less: Fund Balance Appropriated

for the Next Fiscal Year $1,368,760 $364,328 $700,000

Less: Restricted Fund Balance $1,424,538 $2,764,648 $2,930,279

Unrestricted Fund Balance at Year End $881,101 $1,835,776 $3,799,459

Ensuing Year’s Budget $24,906,723 $24,762,352 $25,420,531
i 0,

Unrestricted Fund Balance as a % 3.54% 7.41% 14.95%

of the Ensuing Year’s Budget
_______________________________________________________________________________|

While the District’s unrestricted fund balance was within the statutory
limit in fiscal year 2010-11, in fiscal years 2011-12 and 2012-13 it
exceeded the amount allowed by law by an average of $2.2 million,
or 7.18 percent. During this period, District officials overestimated
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appropriations in their adopted budgets by a total of $4.7 million, as
detailed in Figure 2. Had District officials based appropriations on
historical data, they may have avoided such variances.

Figure 2: Overestimated Expenditures

Fiscal Year Budg(_eted Actu_al Overesti_mated
Expenditures Expenditures Expenditures

2011-12 $24,906,723 $22,960,376 $1,946,347

2012-13 $24,762,352 $22,013,795 $2,748,557

Total $49,669,075 $44,974,171 $4,694,904

We found that District officials budgeted conservatively, specifically
for instruction costs, because it was difficult to predict special
education needs and they were often uncertain as to how many students
would attend other districts. Instruction® costs are a significant portion
of the District’s expenditures, representing about 70 percent of its
overall budget. District officials have increased instructional budget
appropriations over the last two years, although actual expenditures
have decreased. As a result, while actual expenditures totaled more
than $32.6 million during fiscal years 2011-12 and 2012-13, District
officials budgeted a total of $36.1 million, or $3.5 million more than
necessary, as shown in Figure 3.

Figure 3: Instructional Expenditures

2011-12

2012-13

Totals

Budgeted Expenditures $17,956,017 $18,176,659 $36,132,676
Actual Expenditures $16,625,660 $16,015,550 $32,641,210
Total Variances $1,330,357 $2,161,109 $3,491,466

District officials indicated that they pay tuition for resident students to
attend other school districts and that the number of resident students
they pay tuition for varies from year to year. However, the District’s
tax levy increase of $1.7 million from fiscal years 2010-11 through
2012-13, or 8 percent, would not have been necessary if District
officials had used reasonable estimates when preparing the budgets.

We also reviewed the District’s budget for the 2013-14 fiscal year
and found that it included $17.9 million for instructional costs. This

! Instruction is made up of several budget lines: Instruction, administration
and improvement; Teaching — regular school; Programs for children with
handicapping conditions; Occupational education; Teaching — special school;
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amount exceeds the average spent in the last three fiscal years by
approximately $1.4 million. Therefore, the District may have an
operating surplus for 2013-14.

The District’s last two independent audit reports contained findings
related to the unrestricted fund balance being in excess of the statutory
limit. This has resulted in real property tax levies that may have been
greater than necessary to fund operations.
Recommendations The Board should:
1. Develop and adopt budgets that include realistic estimates for
expenditures based on all information available at the time and
historical data.

2. Discontinue the practice of adopting budgets that result in the
appropriation of fund balance that will not be used.

3. Develop a plan that addresses the use of excess unrestricted fund
balance in a manner that benefits District taxpayers. Such uses
could include, but are not limited to:

* Increasing necessary reserves,
* Paying off debt,
* Financing one-time expenditures and

* Reducing property taxes.

4. Ensure that unrestricted fund balance amounts are within statutory
limits.
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Leave Accruals

Leave accruals represent time off earned by employees. The Board
is responsible for ensuring that employee leave benefits are properly
provided, used and accurately accounted for. The accumulation of sick
leave is determined by collective bargaining agreements or individual
employment contracts. The District generally allows employees to
accumulate 240 sick days. However, upon retirement, the District
will pay employees for half of their accumulated unused sick days, up
to a maximum of 90 days.

A good system of internal controls ensures that employee sick leave
accruals are granted in accordance with applicable employment
contract provisions and that records are kept of each employee’s
time off to ensure accuracy. Periodic independent reviews and
reconciliations of leave time accrual records and balances throughout
the year provide an additional control to help ensure that employees’
balances are correct and employees use only the leave that they are
entitled to.

The District’s sick leave accrual records are not accurate and are not
being periodically reconciled. District staff produce three different
reports relating to employee leave balances: one from the District’s
financial program,” one from its automated time and attendance
program and a report maintained by the Treasurer. However, District
officials do not periodically reconcile these reports and the accrual
information included in these reports is not consistent. As a result,
District officials have no assurance that employee accrual information
is accurate.

We selected 10 employees™ sick leave accrual balances to determine
whether they were accurate. We compared the balances that we
calculated as of July 1, 2012 and July 1, 2013 to the balances District
officials calculated and found that District officials did not properly
administer the carryover of unused leave. The balances maintained
by the District in the time and attendance program were not correct.
Additionally, four of the 10 balances carried over to June 30, 2013 on
the Treasurer’s balances were not correct.

2 This record was found to be missing all leave taken after November 2012;
therefore, we did not consider it reliable evidence for our test.

3 Using our professional judgment, we selected two employees from each class.
See Appendix B, Audit Methodology and Standards, for details on our sample
selection.
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As of July 1, 2012, seven employees’ sick leave accruals were
overstated by a total of 36.75 days, with a value of $16,513, while the
remaining three employees’ balances were underreported by a total of
10.5 days, totaling $2,382. As of July 1, 2013, all 10 employees’ sick
leave balances were overstated by a total of 139.25 days, with a value
of $44,430. Ultimately, during the audit period, sick leave accrual
balances were not accurate and, therefore, District officials could not
rely on them.

The District’s records were inaccurate because there are no written
procedures in place for the employees keeping the time and
attendance records to follow, and there is no supervisory review and
reconciliation to ensure that the process has been performed correctly.
When employees’ sick leave accruals are not accurate, the District is
susceptible to compensating employees for time they are not entitled
to. When there is no supervisory oversight, the process is susceptible
to errors that go undetected.

Recommendation 5. The Board should establish written procedures to address the
maintenance of leave time records and ensure that accurate
information for time accruals is maintained, monitored and
periodically reconciled.
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District officials’ response to this audit can be found on the following pages.
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Sprlngs "\

Union Free School District

48 SCHOOL STREET
EAST HAMPTON, NEW YORK 11937
PHONE: £31-324-0144 » FAX 631.324-0269

BOARD OF EDUCATION ADMINISTRATION

ELIZABETH MENDELMAN, President JOHN FINELLO, Superintendent

JOHN B GRANT, Vice President ERIC M.CASALE, Principal

TIMOTHY FRAZIER CLEOPATRA PANAGIOSQULIS, Assistant Principal
JEFFEREY MILLER KER! DELALIO. C.S.E. Chair

ADAM WILSON THOMAS PRIMIANO, Treasurer

FRANCES E. SILIPO, District Clerk

[ra McCracken

Chief Examiner

Office of the State Comptroller

New York State Office Bldg. Room 3A10
250 Veterans Memorial Highway
Hauppauge, New York 11788-5533

Dear Mr. McCracken:

Please consider this letter a response to the final draft findings for the audit of the Springs Union Free
School District entitled Financial Condition and Leave Accruals Report of Examination 2014M-200.
Additionally. please find the attached response to the draft findings.

Sincerely,

Elizabeth Mendelman
Board President
Springs UFSD

Ce: Ms. Joan Byrne
Board of Education
John Finello, Superintendent

Mission Statement
"Springs School is dedicated to providing afoundation for personal and social growth in order to develop students of exemplary character
who become responsible, productive and caring citizens.”
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Union Free School District

48 SCHOOL STREET
EAST HAMPTON, NEW YORK 11937
PHONE: 631-324-0144 - FAX 631-324-0289

BOARD QF EDUCATION ADMINISTRATION

ELIZABETH MENDELMAN, President JOHN FINELLO, Superintendent

JOHN B. GRANT, Vice President ERIC M.CASALE, Principal

TIMOTHY FRAZIER CLEOPATRA PANAGIOSOULIS, Assistant Principal
JEFFEREY MILLER KERI DELALIC, C.S.E. Chair

ADAM WILSON THOMAS PRIMIANO, Treasurer

FRANCES E. SILIPO. District Clerk

[ra McCracken

Chief Examiner

Office of the State Comptroller

New York State Office Bldg. Room 3A10
250 Veterans Memorial Highway
Hauppauge. New York 11788-5533

Dear Mr. McCracken:

The Springs Union Free School District has reviewed your Final Draft Report and acknowledges the
information presented. The District agrees with the recommendations provided in this report. However, it
should be noted that the sick leave accrual balances used in the District’s financial reporting were based on
information available at that time.

The District’s written Corrective Action Plan (CAP) that addresses the findings and recommendations
regarding Financial Conditions and Leave Accruals will be provided within 90 days after the release of your
final report.

Please let us know when we can expect the final report, and if you have additional questions.

Sincerely,

Elizabeth Mendelman
Board President
Springs UFSD

Cc: Ms. Joan Byrne
Board of Education
John Finello, Superintendent

Mission Statement
"Springs School is dedicated to providing afoundation for personal and social growth in order to develop students of exemplary character
who become responsible, productive and caring citizens.”
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

Our overall goal was to assess the adequacy of the internal controls put in place by officials to safeguard
District assets. To accomplish this, we performed an initial assessment of the internal controls so
that we could design our audit to focus on those areas most at risk. Our initial assessment included
evaluations of the following areas: financial oversight, cash receipts and disbursements, purchasing
and payroll and personal services.

During the initial assessment, we interviewed appropriate District officials, performed limited tests
of transactions and reviewed pertinent documents, such as District policies and procedures manuals,
Board minutes and financial records and reports. In addition, we obtained information directly from
the computerized financial databases and then analyzed it electronically using computer-assisted
techniques. This approach provided us with additional information about the District’s financial
transactions as recorded in its databases. Further, we reviewed the District’s internal controls and
procedures over the computerized financial databases to help ensure that the information produced by
such systems was reliable.

After reviewing the information gathered during our initial assessment, we determined where
weaknesses existed and evaluated those weaknesses for the risk of potential fraud, theft or professional
misconduct. We then decided on the reported objectives and scope by selecting for audit those areas
most at risk. We selected financial condition and sick leave accruals for further audit testing.

* We reviewed audited financial statements and compared them to District records.

* We interviewed District officials and key personnel regarding fund balances.

* We reviewed the results of operations and analyzed changes in fund balance for the general
fund.

* We judgmentally selected two employees from each job class (five) that appeared to have the
highest error in time accrued.

* We interviewed key personnel to obtain an understanding of the accrued leave process.

» We reviewed collective bargaining agreements and employment contracts.

* We interviewed key personnel to obtain an understanding of how sick leave is carried forward.

* We examined the District’s records of the 10 selected employees (Treasurer’s sick leave balance
reports, absence reason balance reports, District Clerk’s sick leave balance reports and absence

verification summary reports) to verify the accuracy of the records and determine if they were
in accordance with the collective bargaining agreements and employment contracts.
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» Totestthe employees’sick leave accrual balances, we selected as a starting point the Treasurer's
report as of June 30, 2012. When reviewing the three reports, his appeared to be the most
accurate and it was accepted as the record of the liability by the outside accounting firm.

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

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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

Office of the State Comptroller
Public Information Office

110 State Street, 15th Floor

Albany, New York 12236

(518) 474-4015
http://www.osc.state.ny.us/localgov/
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APPENDIX D

OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY
Andrew A. SanFilippo, Executive Deputy Comptroller

Gabriel F. Deyo, Deputy Comptroller
Nathaalie N. Carey, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner

Office of the State Comptroller

State Office Building - Suite 1702

44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
Email: Muni-Binghamton@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties

BUFFALO REGIONAL OFFICE
Jeffrey D. Mazula, Chief Examiner
Office of the State Comptroller

295 Main Street, Suite 1032

Buffalo, New York 14203-2510
(716) 847-3647 Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie,
Genesee, Niagara, Orleans, Wyoming Counties

GLENS FALLS REGIONAL OFFICE
Jeffrey P. Leonard, Chief Examiner
Office of the State Comptroller

One Broad Street Plaza

Glens Falls, New York 12801-4396
(518) 793-0057 Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Albany, Clinton, Essex, Franklin,
Fulton, Hamilton, Montgomery, Rensselaer,
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner

Office of the State Comptroller

NYS Office Building, Room 3A10

250 Veterans Memorial Highway
Hauppauge, New York 11788-5533
(631) 952-6534 Fax (631) 952-6530
Email: Muni-Hauppauge@osc.state.ny.us

Serving: Nassau and Suffolk Counties

NEWBURGH REGIONAL OFFICE
Tenneh Blamah, Chief Examiner

Office of the State Comptroller

33 Airport Center Drive, Suite 103

New Windsor, New York 12553-4725
(845) 567-0858 Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us

Serving: Columbia, Dutchess, Greene, Orange,
Putnam, Rockland, Ulster, Westchester Counties

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Office of the State Comptroller

The Powers Building

16 West Main Street — Suite 522
Rochester, New York 14614-1608
(585) 454-2460 Fax (585) 454-3545
Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates Counties

SYRACUSE REGIONAL OFFICE
Rebecca Wilcox, Chief Examiner
Office of the State Comptroller

State Office Building, Room 409

333 E. Washington Street

Syracuse, New York 13202-1428
(315) 428-4192 Fax (315) 426-2119
Email: Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence Counties

STATEWIDE AUDITS

Ann C. Singer, Chief Examiner
State Office Building - Suite 1702
44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
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