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State of New York
Offi ce of the State Comptroller

Division of Local Government 
and School Accountability

February 2008

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, 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 Shelter Island Union Free School District, entitled Internal 
Controls Over Employee Fringe Benefi ts and the School Lunch Fund. 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 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
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Shelter Island Union Free School District (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 (Superintendent) 
is the chief executive offi cer of the District and is responsible, along with other administrative staff, for 
the day-to-day management of the District under the direction of the Board.

The District’s 2006 operating expenditures totaled $7.8 million, which were funded with revenues 
from local taxes, State and Federal aid. Employees are covered by one of three collective bargaining 
agreements, employment contracts or a non-contractual employees’ policy. These agreements defi ne 
benefi ts related to employee medical insurance.

Scope and Objective

The objective of our audit was to examine the District’s control environment and internal controls over 
the cost of employee fringe benefi ts and the school lunch fund for the period July 1, 2005 through May 
31, 2007.  Our audit addressed the following questions:

• Did the District implement policies and procedures to monitor employee reimbursements for 
certain fringe benefi ts?

• Did the District establish appropriate internal controls over cash receipts from cafeteria 
operations to adequately safeguard District assets? 

Audit Results

The District has not adopted comprehensive policies and procedures to monitor employees who are 
reimbursed for waiving their right to participate in the health insurance plan. We found the District 
reimbursed four employees a total of $20,392 for waiving their right to participate in the health 
insurance plan, even though they were not specifi cally entitled to this benefi t. As a result, the District 
paid more than necessary for waivers of the right to receive medical benefi ts.  

Also, we found that the District had not established appropriate controls over cash receipts from 
cafeteria operations. We examined 21 days of cafeteria receipts totaling $7,397 and found that they 
were deposited timely. However, the District does not use cash registers and the cafeteria supervisor 
does not reconcile cash receipts to cafeteria sales. As a result, there is an increased risk that cafeteria 
receipts could be misappropriated and go undetected by District management.
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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 
that 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 Shelter Island Union Free School District (District) is located 
in the Town of Shelter Island, 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 (Superintendent) is the chief 
executive offi cer of the District and is responsible, along with other 
administrative staff, for the day-to-day management of the District 
under the direction of the Board.

There is one school in operation within the District, with approximately 
270 students and 80 employees. For the period ending June 30, 2006, 
the District’s actual expenditures were $7.8 million. Of that amount, 
salaries totaled approximately $3.9 million. Employees are covered 
by one of three collective bargaining agreements, employment 
contracts or a non-contractual employees’ policy. These agreements 
defi ne benefi ts related to employee medical insurance. 
    
The objective of our audit was to examine the District’s control 
environment and internal controls over employee fringe benefi ts and 
the school lunch fund for the period July 1, 2005 through May 31, 
2007.  Our audit addressed the following questions:

• Did the District implement policies and procedures to monitor 
employee reimbursements for certain fringe benefi ts?

• Did the District establish appropriate internal controls over 
cash receipts from cafeteria operations to adequately safeguard 
District assets? 

We examined the District’s internal controls over employee fringe 
benefi ts and the school lunch fund for the period July 1, 2005 to May 
31, 2007.  

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 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 

Comments of District 
Offi cials and Corrective 
Action
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specifi ed in Appendix A, District offi cials generally agreed with our 
recommendations and indicated that 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, the Board must approve a corrective 
action plan that addresses the fi ndings in this report, forward the 
plan to our offi ce within 90 days, forward a copy of the plan to the 
Commissioner of Education, and make the plan available for public 
review in the District Clerk’s offi ce. For guidance in preparing the 
plan of action, the Board should refer to applicable sections in the 
publication issued by the Offi ce of the State Comptroller entitled 
Local Government Management Guide.
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Employee Fringe Benefi ts

To ensure employees receive compensation for benefi ts the District 
intends for them, such information must be clearly defi ned and 
authorized by the Board. For those employees not covered by 
employment contracts or collective bargaining agreements, the 
District may choose to establish District-wide policies or pass annual 
resolutions concerning benefi ts for these individuals.     
 
We found that the District does not have policies or procedures in 
place to monitor the administration of these fringe benefi ts.  As a 
result of this weakness, we examined personnel information for all 
83 employees. The District Clerk provided us with a schedule of 
payments for 19 to 23 employees (the number fl uctuated during the 
audit period) who waived their right to take part in the District’s 
health insurance plan. When District employees are hired, they are 
required to complete a form indicating their choice of individual or 
family health insurance coverage or to waive the coverage. District 
employees may also complete the form if they choose to modify their 
coverage. We found that the District does not determine if District 
employees are eligible for the benefi t. The failure of the District to 
implement policies to monitor the administration of this benefi t may 
have led to the District incurring over $20,000 of unnecessary costs. 

Unauthorized reimbursements — We found that the District reimbursed 
four employees a total of $20,392 for waiving their right to participate 
in the health insurance plan, even though they were not specifi cally 
entitled to this benefi t. For example, the School Maintenance Crew 
Leader received a total of $12,486 ($5,454 and $7,032 in the 2005-06 
and 2006-07 fi scal years, respectively) for waiving medical insurance. 
Although the Board approved a health insurance policy for certain 
non-contractual employees1 indicating that they are entitled to the 
same medical insurance coverage as offered to the District’s teachers, 
the policy is silent in regard to being reimbursed for waiving the right 
to receive medical insurance. At the exit conference Board members 
informed us that they intended for reimbursements to be included in 
the medical insurance coverage, but acknowledged that the policy 
needed to be revised to specify that benefi t. A custodial worker who 
is covered under a collective bargaining agreement was reimbursed 
$2,632. However, this benefi t is not specifi ed in the agreement. At the 
exit conference, District offi cials informed us that this benefi t was 
included in the previous collective bargaining agreement, but was 
unintentionally omitted when the new contract was re-typed.  Lastly, 

1 The policy specifi es only the District Treasurer, District Clerk, and School 
Maintenance Crew Leader.
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the Business Offi cial and account clerk were also reimbursed $1,758 
and $3,516, respectively, for waiving their right to receive medical 
insurance. However, they were not covered under any agreement 
or policy and there was no Board authorization for this benefi t. The 
failure of the District to pass resolutions authorizing this benefi t can 
lead to unauthorized payments to District employees. 

1. The District should update the present policy for non-contractual 
employees to include all employees not covered under a contract. 
The policy should specify whether employees are entitled to 
reimbursement for waiving medical insurance coverage.

2. The District should only reimburse employees whose contracts 
specify this benefi t.

3. The District should establish policies and procedures to monitor 
the administration of health insurance reimbursements.

Recommendations
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Cafeteria Receipts

District offi cials are responsible for establishing appropriate internal 
controls to ensure that cash receipts and disbursements are accounted 
for properly. In general, the objective of a good internal control system 
over cash receipts and disbursements is to ensure that cash transactions 
are properly authorized and recorded, that cash is safeguarded, and 
that there is proper monitoring of the offi cials or employees who 
handle moneys as part of their offi cial duties. An important internal 
control activity designed to detect errors and irregularities that may 
require further investigation is the reconciliation of sales to cash 
receipt records and to cash deposits. 

The District’s school lunch fund operates at a defi cit and relies on 
transfers from the general fund in order to sustain operations. During 
both the 2004-05 and 2005-06 fi scal years, the general fund transferred 
$30,000 to the school lunch fund. However, even with these transfers, 
the fund still realized defi cits of $4,207 and $4,810 at June 30, 2005 
and 2006, respectively. Per the Business Offi cial, the general fund 
transferred $40,000 at the end of 2006-07 fi scal year and the defi cit 
was $3,046. 

The District collected approximately $127,500 in cafeteria receipts 
($61,610 and $65,890 in the 2005-06 and 2006-07 fi scal years, 
respectively) during our audit period. There is one cafeteria and 
day-to-day operations are run by a cafeteria supervisor and two staff 
members.  There is no cash register, instead, all cash receipts are put 
into two cash boxes and are manually recorded. At the end of the 
day the cafeteria supervisor counts the cash and records the sales on 
the “school lunch daily record sheet.”2 Also the cafeteria supervisor 
completes a “lunch count form”3 which indicates the total number of 
cash and credit lunch sales for students and teachers. The cafeteria 
manager then delivers the cash to the Business Offi ce for deposit. The 
clerk in the Business Offi ce recounts the cash and compares it to the 
“school lunch daily record,” prepares the deposit ticket and makes the 
daily deposits to the bank.  

We found that District management has not established adequate 
internal controls over cash receipts.  District staff do not reconcile the 
cash in the boxes to lunch sales recorded on the “lunch count form.” 

2 The school lunch daily record sheet only itemizes the cash received, indicating the 
number of checks, bills, and coins. 
3 The lunch count indicates the total lunches (regular, peanut butter and jelly, or 
salad) purchased by grade level (Kindergarten through Grade 12).
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As a result, there is an increased risk that cafeteria receipts could be 
misappropriated and not detected by management.

Since there are no cash register tapes and all sales are recorded 
manually, daily sales could be incorrectly recorded and not detected 
by management. To address this risk, we examined 21 days of 
cafeteria cash deposits totaling $7,397. Our audit disclosed that each 
deposit slip agreed with the school lunch daily record sheets and cash 
was deposited in a timely manner. However, the school lunch daily 
record sheet only itemizes the cash or checks that are in the cash 
boxes. There is no indication that the lunch count form is reconciled 
to the cash boxes or school lunch daily record sheet. This weakness 
was also identifi ed by the District’s external auditor.  As a result, 
there is an increased risk that money could be misappropriated and 
go undetected by District management.   

4. District offi cials should establish procedures requiring the cafeteria 
manager to reconcile daily cafeteria sales to cash receipts using 
either the current manual documentation available or by acquiring 
a cash register to facilitate the reconciliation.

Recommendation
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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. 

The District’s response letter makes reference to several attachments that support the response letter. 
Because the District’s response letter provides suffi cient detail of its actions, we did not include the 
attachments in Appendix A.
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See
Note 1
Page 19
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See
Note 1
Page 19
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See
Note 2
Page 19
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APPENDIX B

OSC COMMENTS ON THE DISTRICT’S RESPONSE 

Note 1

The fi nding and the corresponding recommendation have been removed from the report, based on 
information provided by District offi cials at the exit conference.

Note 2

The report has been revised to include this information.
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to assess the adequacy of the internal controls put in place by offi cials 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: fi nancial oversight, cash receipts and disbursements, purchasing, 
payroll and personal services, and information technology.

During the initial assessment, we interviewed appropriate District offi cials, performed limited tests of 
transactions and reviewed pertinent documents, such as District policies and procedures manuals, Board 
minutes, and fi nancial records and reports. In addition, with the help of District personnel, we obtained 
information directly from the computerized fi nancial databases and then analyzed it electronically 
using computer-assisted techniques. This approach provided us with additional information about the 
District’s fi nancial transactions as recorded in its databases. 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 determined where weaknesses 
existed, and evaluated those weaknesses for the risk of potential fraud, theft and/or professional 
misconduct. Based on that evaluation we determined that controls appeared to be adequate and limited 
risk existed in most of the fi nancial areas we reviewed. We then decided upon the reported objectives 
and scope by selecting for audit those areas most at risk. We selected employee fringe benefi ts and the 
school lunch fund for further audit testing.

To accomplish the objectives of this audit and obtain valid audit evidence, our procedures included the 
following steps:

• We reviewed employee contracts. 

• We reviewed pertinent documents including the minutes of the Board’s proceedings, and the 
District’s policies and procedures, including the District’s policy regarding non-contractual 
personnel.

• We interviewed key personnel in order to determine the process for hiring non-instructional 
employees and how benefi ts were granted to these employees.

• We reviewed the District’s payroll records for accuracy and approvals.

• We reviewed procedures over the operation of the school cafeteria including purchasing, cash 
receipts and inventory control.

We conducted our audit in accordance with generally accepted government auditing standards 
(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 objectives. 
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We believe that the evidence obtained provides a reasonable basis for our fi ndings and conclusions 
based on our audit objectives.
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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

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/
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BUFFALO REGIONAL OFFICE
Robert Meller, Chief Examiner
Offi ce of the State Comptroller
295 Main Street, Room 1050
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

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Offi ce 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
Eugene A. Camp, Chief Examiner
Offi ce of the State Comptroller
State Offi ce 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
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Patrick Carbone, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building, Room 1702
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(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

GLENS FALLS REGIONAL OFFICE
Karl Smoczynski, Chief Examiner
Offi ce 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: Clinton, Essex, Franklin, Fulton, Hamilton,
Montgomery, Rensselaer, Saratoga, Warren, Washington
counties

ALBANY REGIONAL OFFICE
Kenneth Madej, Chief Examiner
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Email: Muni-Albany@osc.state.ny.us

Serving: Albany, Columbia, Dutchess, Greene, 
Schenectady, Ulster counties
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Offi ce of the State Comptroller
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Veterans Memorial Highway
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(631) 952-6534  Fax (631) 952-6530
Email: Muni-Hauppauge@osc.state.ny.us

Serving: Nassau, Suffolk counties
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