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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

May 2016
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 Minisink Valley Central School District, entitled Financial
Condition. 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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Introduction

Background

Objective

Scope and
Methodology

Comments of
District Officials and
Corrective Action

The Minisink Valley Central School District (District) is located in
the Towns of Greenville, Minisink, Mount Hope and Wawayanda in
Orange County and in parts of the Towns of Wallkill (Orange County)
and Mamakating (Sullivan County). The District is governed by a
Board of Education (Board) that is composed of nine elected members.
The Board is responsible for the general management and control of
the District’s financial and educational affairs. The Superintendent of
Schools (Superintendent) 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.

The District operates five schools with approximately 3,900 students
and 600 employees. The District’s budgeted expenditures for the
2015-16 fiscal year were approximately $94 million, which were
funded primarily with State aid and real property taxes.

The objective of our audit was to examine the District’s financial
condition. Our audit addressed the following related question:

* Did the Board ensure that fund balance was within statutory
limits?

We examined the District’s financial condition for the period July 1,
2011 through June 30, 2015.

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 are
included in Appendix B of this report. Unless otherwise indicated in
this report, samples for testing were selected based on professional
judgment, as it was not the intent to project the results onto the entire
population. Where applicable, information is presented concerning
the value and/or size of the relevant population and the sample
selected for examination.

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
planned to take corrective action.

The Board has the responsibility to initiate corrective action.
Pursuant to Section 35 of General Municipal Law, Section 2116-a
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(3) (c) of 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 is responsible for adopting budgets that contain estimates
of actual and necessary expenditures that are funded by realistic
revenues. Sound budgeting provides sufficient funding for necessary
operations and helps to ensure that the real property tax levy is
not greater than necessary. 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 fund operations.

During our audit period, the Board and District officials did not
develop reasonable budgets or effectively manage the District’s
financial condition to ensure that the general fund’s unrestricted fund
balance was within the statutory limit. The Board overestimated
appropriations in the 2011-12 through 2014-15 budgets, which
caused the District to realize operating surpluses totaling nearly $10.5
million during those four years.

We compared the District’s appropriations with actual results of
operations for the 2011-12 through 2014-15 fiscal years and found
that the District overestimated expenditures by a combined total of
$32.8 million (9 percent) in these budgets (Figure 1).

Figure 1: Overestimated Appropriations

2011-12 201213 2013-14 2014-15 Totals
Appropriations $85,893,534 $85,425,656 $89,129,643 $92,317,143 $352,765,976
Expenditures $74,672,925 $81,162,509 $81,503,816 $82,641,640 $319,980,890
Difference $11,220,609 $4,263,147 $7,625,827 $9,675,503 $32,785,086
Percentage 13% 5% 9% 10% 9%

Appropriations that were consistently overestimated included
employee benefits ($12 million, or 37 percent), salaries ($11.8
million, or 36 percent), Board of Cooperative Educational Services
(BOCES) services ($5.9 million, or 18 percent) and contractual
expenditures ($3.4 million, or 10 percent). Actual revenues were
generally consistent with budgeted estimates over the same period.

I New York State Real Property Tax Law limits the amount of fund balance that
can be legally retained by District officials to no more than 4 percent of the next
fiscal year’s budgeted appropriations.
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The District’s Business Official told us that the Board budgets
conservatively to ensure appropriations will be available for
unanticipated expenditures. For example, District officials usually
budget for approximately 10 additional staff members because they
do not know whether new special education students will move into
the District, which will require more resources. However, District
officials could have estimated these expenditures more realistically by
referring to available information, including contracts and collective
bargaining agreements, prior to preparing the budget.

In addition, during the same four-year period, the District’s budgets
included appropriated fund balance totaling nearly $32.7 million (an
average of approximately $8.2 million annually), which should have
resulted in planned operating deficits. However, because the District
overestimated expenditures in its budgets, it realized operating
surpluses of $10.5 million. Therefore, none of the appropriated fund
balance was actually used (Figure 2).

Figure 2: Unrestricted Fund Balance af Year End

2011-12 2012-13 2013-14 2014-15

Total Beginning Fund Balance $17,149,797 $23,449,191 $23,505,247 $24,448,733
Add: Operating Surplus $6,299,394 $56,056 $943,472 $3,152,182
Total Ending Fund Balance $23,449,191 $23,505,247 $24,448,719 $27,600,915
Less: Restricted Funds $6,704,732 $7,024,153 $6,029,113 $6,993,883
Less: Encumbrances $1,068,942 $807,475 $544,240 $1,793,857
f"oerst:eAgE;mréafeda'r:“nd Balance $8,345,467 $8,299,429 $8,998,762 |  $7,060,094

Total Unrestricted Funds at Year End $7,330,050 $7,374,190 $8,876,604 $11,753,081
ig;fc')';gn;‘?s;: Budgeted $85,425,656 | $89,129,643 $92,317,143 | $94,160,154
Unrestricted Fund Balance as a
Percentage of the Ensuing Year’s 8.6% 8.3% 9.6% 12.5%
Budget

By not using the appropriated fund balance, the District’s unrestricted
funds significantly exceeded the statutory maximum of 4 percent of
the ensuing year’s budget. When unused appropriated fund balance
i1s added back, the District’s recalculated unrestricted fund balance
was between 17 and 20 percent of the ensuing year’s appropriations,
which is about five times the statutory limit (Figure 3). The District
appropriated $94.2 million for the 2015-16 budget, which included
$7.06 million in appropriated fund balance. However, we project
that it will not be needed. As a result, we expect that the District’s
unrestricted fund balance will continue to exceed the statutory limit.
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Figure 3: Unused Fund Balance

2011-12 201213 2013-14 2014-15
Total Unrestricted Funds at Year End $7,330,050 $7,374,190 $8,876,604 $11,753,081
Add: Appropriated Fund Balance Not
Used to Fund Ensuing Year's Budget $8,345,467 $8,299,429 $8,998,762 $7,060,094
Total Recalculated Unrestricted Funds $15,675,517 $15,673,619 $17,875,366 $18,813,175
Recalculated Unres?rlcted FEJndS as 18.3% 17.6% 19.4% 20.0%
Percentage of Ensuing Year’s Budget

Recommendations

The result of these budgeting practices made it appear that the District
needed to both raise taxes and use fund balance to close projected
budget gaps. However, the District’s budgets resulted in operating
surpluses in all four years reviewed. While the District has realized
operating surpluses and retained excessive fund balance, it also
continued to increase the real property tax levy during each of the
four years.”

A Board member told us that each year at budget time, the Board
received the previous budget and the projected budget. The Board
member told us that the Board has decided that, going forward, it will
request budget-versus-actual amounts to help it make more informed
decisions.

Our findings in this report are similar to that of a previous audit that
we performed at the District in 2008.° However, despite indicating
that they would take corrective action in response to the prior audit,
District officials did not prepare budget estimates based on prior
years’ experience and available information or develop a plan to
reduce the unreserved fund balance in the general fund to comply
with the statutory limit. As a result, the District’s unrestricted fund
balance has increased significantly since that time.

It is inappropriate for the Board to consistently adopt budgets that
result in the appropriation of fund balance that will not be used. The
District retained unrestricted fund balance in excess of the amount
allowed by law and levied more real property taxes than was necessary.

The Board should:

1. Develop realistic estimates of appropriations and the use of
fund balance in the annual budget.

2 The District levied $34,425,821 for the 2011-12 fiscal year, $35,428,837 in 2012-
13, $37,039,568 in 2013-14 and $37,984,804 in 2014-15.
> Minisink Valley CSD — Internal Controls Over Budget Estimates (2008M-221)
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2. Develop a plan for the use of the excess fund balance in a
manner that benefits the District. Such uses could include, but
are not limited to:

» Using surplus funds as a financing source;
* Funding one-time expenditures;

* Funding needed reserves; and

* Reducing District property taxes.
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

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

n OFrice oF THE NEw YORK STATE COMPTROLLER




Brian C. Monahan
Superintendent of Schools

Mimsmk Va!!ey ental Schoo! D:strict

P.O. Box 217, Route 6
Slate Hill, NY 10973-0217
Phone: 845-355-5110 Fax: 845-355-5119

Office of the State Comptrolier

hadad ™. €1
e flli})\!lt \.f\«lilbl L}ii\f\w - ouxw IUJ

New Windsor, NY 12553
Dear Tenneh Blamah:

The Minisink Valley Central School District would like to thank the New York State
Comptroller’s Office for their time and etfort in reviewing the district’s financial condition
during their most recent audit. The staff was very respectful, courteous and professional during
the audit. We believe the report accurately depicts the district’s financial condition.

The recommendations to the district included developing realistic estimates of expenditures and
the use of fund balance in future budgets; and develop a plan for unassigned fund balance
including reducing property taxes, financing one-time expenditures, funding reserves to finance
future obligations or paying off existing debt.

The district began implementing a plan to reduce unassigned fund balance by establishing a
worker’s compensation reserve ($1.6 million) in June 2015. For 2016-17, the district is
contemplating the outright purchase of $1 million in buses, rather than issuing bonds, to avoid
interest and issuance costs for the buses proposed in this year’s budget vote.

During the 2014-15 school year and the 2015-16 school year the district refinanced bonds that
resulted in budgetary savings over the remaining repayment terms of $4 million and $1 million,
respectively. The bond refunding/refinancing lowered operating costs and in some cases
shortened the repayment terms of the bonds. Much of the savings achieved by the refunding was
attributable to the “AA stable” bond rating the district received from Standard and Poor’s in
large part due to the financial stability of the district and the level of reserves maintained by the
district.

This year the district has placed a proposition on the ballot asking the voters to establish a capltal
reserve fund up to $5 million for the purpose of covering the portion of future capital
improvement projects not covered by the 75% building aid provided by New York State. The
reserve will allow the district to maintain and improve the quality of our schools while at the
same time protect our community’s investment in our schools.

Lastly, as result of the legislature’s ability to restore the remaining Gap Elimination Adjustment
funding in our state aid for 2016-17, the board of education has adopted a budget that provides
for a 2% reduction in the tax levy for the residents of our community.
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The 2016-17 restoration of the remaining $876,000 in Gap Elimination funding, which started
out in 2009-10 as a reduction of state aid to our district of $5.2 million, has allowed the district to
incrementally restore approximately 20 full-time staffing positions as well as other instructional
programming and support services in recent budgets. The district intends to monitor its
revenues, expenditures and reserve levels to ensure the district can maintain financial stability
while delivering the necessary programs and services to our students.

Thank you for providing the district with the opportunity to provide this response. Our formal
corrective action plan will be submitted within the required 90 day period.

Sincerely,

Brian C. Monahan
Superintendent of Schools
Minisink Valley Central School District
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

To achieve our audit objective and obtain valid evidence, we performed the following procedures:

* We interviewed District officials and reviewed Board meeting minutes and resolutions and the
District’s policy manual to gain an understanding of the process and procedures governing the
District’s financial management.

*  We reviewed the results of operations in the general fund for the 2011-12 through 2014-15
fiscal years.

* We analyzed the fund balance trends, including the use of appropriated fund balance, in the
general fund for the 2011-12 through 2014-15 fiscal years. We compared appropriated fund
balance to the same year’s operating results to determine whether the appropriated fund balance
was actually used.

*  We calculated the unrestricted fund balance in the general fund as a percentage of the ensuing
year’s appropriations to determine whether the District was within the statutory limitation
during the 2011-12 through 2014-15 fiscal years. We adjusted the unrestricted fund balance
for the unused appropriated fund balance to determine the District’s year-end unrestricted fund
balance as a percentage of the next year’s budgetary appropriations.

*  We compared budgeted revenues and appropriations to actual revenues and expenditures for the
general fund for the 2011-12 through 2014-15 fiscal years to determine whether the District’s
budgets were reasonable.

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
Tracey Hitchen Boyd, 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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