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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

November 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 Katonah-Lewisboro Union Free School District, entitled 
Internal Controls Over Selected Financial Operations. 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 Katonah-Lewisboro 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. Responsibilities relating to the District’s fi nances, and accounting records and reports 
are largely those of the District’s Assistant Superintendent for Business.

Payroll expenditures (salaries and benefi ts) generally represent the most signifi cant operating costs in 
a school district. According to District records, salary and fringe benefi ts were approximately $74.1 
million or about 79 percent of the District’s $93.2 million general fund expenditures for the 2006-07 
fi scal year. 

Scope and Objective

The objective of our audit was to examine internal controls over budgeting and payroll for the period 
July 1, 2006 through March 31, 2008. For encumbrances, we expanded our scope and examined 
fi nancial records for the period July 1, 2005 to May 31, 2008. Our audit addressed the following 
related questions:

• Did District offi cials properly use encumbrance accounting procedures to allow for accurate 
evaluation of the District’s fi nancial condition? 

• Are internal controls over payroll appropriately designed and operating effectively to 
adequately safeguard District assets? 

Audit Results

District offi cials incorrectly encumbered approximately $2 million of fund balance at the end of the 
2006-07 fi scal year for potential retroactive salary increases associated with contracts that had not 
been fi nalized. While we understand that the District believed it was acting in a fi scally conservative 
way by setting aside moneys to fund contract settlements, the District should not have encumbered 
these moneys. By incorrectly recording these encumbrances, the District’s fi nancial statements for 
the 2006-07 fi scal  understated available fund balance.  As an alternative, the District could have 
included funding for retroactive salary increases in the 2007-08 budget.  This approach would have 
given District taxpayers a clearer indication of the cost for the upcoming fi scal year’s expenditures. 
Accounting for the salary increases in this manner would not have impacted the 2007-08 tax levy since 
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the Board would have had additional fund balance to appropriate, and taxpayers would have had a 
clearer picture of the District’s fi nancial activity.

We also found that the District incurred unnecessary payroll cost because District offi cials did not 
establish an internal control system that provides adequate oversight of payroll expenditures. Had 
District offi cials established an hour at which night differential pay was in effect similar to the one 
used for New York State employees, the District could have saved over $68,000. Furthermore, controls 
over overtime were weak. We found 57 instances where the hours on transportation employees’ 
timecards did not match the hours claimed on time sheets; these employees were overpaid $9,160.  
Three transportation department employees, who were not required to use timecards, received $41,714 
in overtime during our audit period. Because the District lacked an overtime policy, District offi cials 
failed to ensure that overtime was needed, pre-approved, documented, and that actual hours worked 
were correct. 

We also found the District spent more on administrative salaries than the average spending of other 
districts Statewide and in Westchester County. The District’s average cost per student was $1,072 
for administrative salaries which is higher than other similar districts in Westchester County which 
average $776. If the District could achieve an average cost per student equal to the other six districts 
in the area, it would realize a savings of approximately $1.2 million dollars.  The District would then 
be able to either direct these funds towards instructional services that may more directly benefi t the 
District’s students or the savings could be used to reduce the overall budget. 

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.  District 
offi cials generally agreed with our recommendations and indicated that they planned to initiate 
corrective action.  Appendix B includes our comment regarding the exclusion of an attachment to the 
District’s response letter. 
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Background

Introduction

Objective

Scope and
Methodology

The Katonah-Lewisboro Union Free School District (District) 
is located in the Town of Lewisboro and parts of the Towns of 
Bedford, Pound Ridge and North Salem in Westchester 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. Responsibilities relating to 
the District’s fi nances, and accounting records and reports are largely 
those of the District’s Assistant Superintendent for Business. 

There are six schools in operation within the District, with 
approximately 3950 students and 800 employees. The District’s 
budgeted expenditures for the 2006-07 and 2007-08 fi scal years 
were $99.6 million and $103.6, respectively, which were funded 
primarily with real property taxes, State aid and grants. Payroll 
expenditures (salaries and benefi ts) generally represent the most 
signifi cant operating costs in a school district. According to District 
records, salary and fringe benefi ts were approximately $74.1 million, 
or about 79 percent of the District’s $93.2 million general fund 
expenditures for the 2006-07 fi scal year. 

The objective of our audit was to examine internal controls over 
budgeting and payroll. Our audit addressed the following related 
questions:

• Did District offi cials properly use encumbrance accounting 
procedures to allow for accurate evaluation of the District’s 
fi nancial condition? 

• Are internal controls over payroll appropriately designed and 
operating effectively to adequately safeguard District assets? 

We examined internal controls over selected fi nancial transactions 
and payroll for the period July 1, 2006 to March 31, 2008. For 
encumbrances, we expanded our scope and examined fi nancial 
records for the period July 1, 2005 to May 31, 2008.

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.
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Comments of District 
Offi cials and Corrective 
Action

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. District offi cials 
generally agreed with our recommendations and indicated that 
they planned to initiate corrective action.  Appendix B includes our 
comment regarding the exclusion of an attachment to 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 forwarded to our offi ce within 
90 days.  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.
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Encumbrances

The Uniform System of Accounts (USA)1 and generally accepted 
accounting principles (GAAP) provide the framework within which 
fi nancial transactions are recorded and reported, resulting in fi nancial 
statements that provide comparability between governmental 
entities, consistency between accounting periods and reliability 
for internal and external users of fi nancial statements.  One of the 
primary responsibilities of the Board and the Superintendent is to 
ensure that District fi nancial transactions are recorded in a manner 
that meets these guidelines. 

Encumbrances are commitments for payments related to 
unperformed contracts for goods or services. Encumbrance 
accounting is intended to guard against a district creating liabilities 
in excess of approved appropriations. In order for school district 
offi cials to maintain budgetary control and to arrive at an accurate 
estimate of its uncommitted appropriations, it is necessary to 
encumber all of its known obligations when contracts are approved 
or purchases are authorized. At the end of the fi scal year, a portion 
of the unreserved fund balance is set aside for the payment of goods, 
materials, and services that have been ordered but not received. 
This restricted amount of fund balance is known as the reserve for 
encumbrances.

District offi cials incorrectly encumbered fund balance at the end of 
the 2006-07 fi scal year for salary increases.  The District’s contracts 
with its teacher’s union and support staff expired as of June 30, 2006. 
The District had not settled these contracts by June 30, 2007. The 
District recorded encumbrances to set aside approximately $2 million 
to retroactively pay employees once the contracts were settled. The 
District’s independent auditors believed that by encumbering 
these funds they were providing an accurate representation of 
the available fund balance. While we understand that the District 
believed it was acting in a fi scally conservative way by setting aside 
moneys to fund contract settlements, we determined that the District 
should not have encumbered these moneys. By incorrectly recording 
these encumbrances, the District’s fi nancial statements for the 2006-
07 fi scal year understated available fund balance. 

As an alternative, the District could have included funding for 
retroactive salary increases in the 2007-08 budget.  This approach 
would have given District taxpayers a clearer indication of the cost 

1  General Municipal Law requires school districts to use the Uniform System of 
Accounts as prescribed by the Offi ce of the State Comptroller.
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for the upcoming fi scal year’s expenditures. Accounting for the 
salary increases in this manner would not have impacted the 2007-
08 tax levy since the Board would have had additional fund balance 
to appropriate, and District taxpayers would have received a clearer 
picture of the District’s fi nancial activity.

1. District offi cials should only encumber funds for commitments 
the District has made, for example, executed purchase orders or 
signed contracts. 

Recommendation
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Payroll

Salary and wages, overtime and employee benefi t costs comprise 
the most signifi cant portion of the District’s budget. Therefore, 
District offi cials and administrators must ensure that appropriate 
payroll controls are established. Such controls should ensure that the 
calculation of pay rates is in accordance with employment contracts 
and agreements; employees are paid and receive benefi ts according 
to contract provisions; transactions are properly recorded and 
authorized by management; and that administrative staffi ng level and 
salaries are appropriate. 

District offi cials have not established an internal control system 
that provides adequate oversight of salary differential payments, 
overtime and administrative staffi ng levels. As a result, there is an 
increased risk that payroll errors or irregularities could occur and go 
undetected.  In addition, the high administrative salary costs could 
lead to unnecessary expenses for the District.

District offi cials are responsible for ensuring that employees are 
paid for time worked, including the night differential according to 
their respective collective bargaining agreements with the District. 
An example of pay rates that are established for night differential 
are the rates set in the New York State Department of Civil Services 
State Personnel Management Manual, which states that shift-pay 
differentials may be authorized only for tours of duty which include 
four or more hours between 6 p.m. and 6 a.m. and for an employee 
whose normal work schedule consists of both day and evening 
or night shift work hours.  Individuals who meet these criteria are 
eligible for a shift-pay differential on a pro-rated basis. 

However, the District’s collective bargaining contract is silent as to 
what hours are considered eligible for differential night. Custodial 
employees, whose shifts began at 6:00 a.m., were paid the night 
differential for their entire shift. During our audit period, custodial 
employees received night differential pay totaling $109,089.  This 
included fi ve custodians that began work between 6:00 a.m. and 7:00 
a.m., one custodian who began his shift at 12 noon, 11 who began 
between 1:00 p.m. and 1:30 p.m., nine who started work between 
2:00 p.m. and 2:30 p.m. and two custodians that began work at 
4:00 p.m. As a result of not establishing an hour at which the night 
differential applied, the District may have paid custodial employees 
more than was necessary.  If the District applied the night differential 
in a manner similar to what is done for NYS employees it could have 
potentially saved more than $68,000.

Night Differential 
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An important control over payroll and overtime expenditures is 
written pre-approval of overtime work and subsequent approval of 
the employee’s time sheet for payment, which helps ensure that the 
District incurs only necessary overtime costs. Overtime logs indicate 
the date, time of day, and purpose of overtime and, combined with 
proper authorization, provide an acceptable method of documenting 
overtime records.  District offi cials have not established an overtime 
policy and have not implemented controls to properly document 
overtime hours worked and the reasons for incurring the overtime.

The District’s procedure for recording overtime is for employees 
to punch in and out on timecards. Overtime hours are transposed 
to a time sheet that is approved by the appropriate supervisor and 
turned into the payroll clerk for processing. There is no written pre-
approval for overtime or detailed overtime logs maintained. We 
reviewed overtime records for our audit period. The Transportation 
and Operations and Maintenance Departments collectively incurred 
$1,784,304 in overtime. This is approximately 17 percent of the 
salaries of $10,460,765 paid to these Departments’ employees. The 
Transportation Supervisor is responsible for approving all overtime 
related to the transportation department.

We selected and examined timecards for seven of the employees with 
the highest overtime and found 57 instances where Transportation 
employees’ timecard hours did not match the hours claimed on 
time sheets, although the Transportation Department supervisor 
had approved all the time sheets.  Based on the timecards, these 
seven employees were overpaid $9,160. We also found that three 
employees in the Transportation Department received $41,714 in 
overtime during our audit period yet did not punch in and out on 
a timecard; the Transportation supervisor informed us that these 
employees had never used timecards and that it was considered a 
“past practice” and he did not require them to do so. In addition, 
we found one employee who was paid fi ve hours overtime while on 
vacation which totaled $170.  

Because the District lacked an overtime policy, District offi cials 
failed to ensure that overtime was pre-approved and documented 
to verify actual hours worked and to indicate the purpose of the 
overtime. As a result, the District does not have adequate assurance 
that employees worked the overtime hours for which they were paid.

School districts must annually fi le an Annual Financial Report (Form 
ST-3). The State Comptroller’s Offi ce (OSC) prescribes a Uniform 
Systems of Accounts which provides for a standard chart of accounts 
and fund structure that is the basis for the ST-3.  Districts are required 
to fi le an ST-3 with the State Education Department (SED) and 
OSC.

Overtime

Administrative Salaries
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The ST-3 is an unaudited document, which displays each school 
district’s reported expenditures and revenues. It is important to note 
that the ST-3 is a document designed to provide fi scal accountability; 
it is not an educational program document. Although the ST-3 
is intended for school districts to provide a uniform statement 
of revenues and expenditures, school districts may interpret the 
instructions and account codes differently.

We reviewed ST-3 fi lings for fi scal year 2006-07 to assess the level 
of expenditures that were made for instructional and administrative 
costs and compared the District’s costs to Statewide2 and Westchester 
County averages. Statewide for every dollar spent on administrative 
costs, $7.17 was spent on instruction. Westchester County school 
districts’ administrative costs were slightly higher; for every dollar 
spent on administrative costs, $6.77 was spent on instruction. The 
District’s administrative costs compared to instructional costs were 
signifi cantly higher. For every dollar spent on administrative costs, 
only $4.96 was spent on instruction. As the table below indicates, the 
District spends more for administrative costs than both the average 
for all Westchester County districts and all districts statewide.

2  Excluding New York City

Instructional Costs Per Pupil
Katonah-Lewisboro Westchester County Statewide

$7,836 $8,588 $6,262
Administrative Costs Per Pupil

Katonah-Lewisboro Westchester County Statewide
$1,578 $1,269 $873

We examined administrative costs at comparative districts to 
determine why the District’s percentage of expenditures spent on 
administration was higher than other districts in Westchester County 
or Statewide. We analyzed six districts in Westchester County 
with student enrollments similar to the District and determined 
the number of administrators at each district. We included non-
certifi ed administrative positions, including teachers who did 
not work directly with pupils and supervised or evaluated other 
staff. Our analysis included out-of-district placement students in 
total enrollment because there are administrative responsibilities 
associated with these placements. 

The six comparable districts had an average of 4,055 students for the 
2007-08 fi scal year, as compared to the District’s enrollment of 3,974. 
As the table below shows, the District had 5.7 more administrators 
than the average of the other six districts and the average cost 
per student for the District was $293 higher than the for the other 
districts. 
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School District 

2007-08 
Student 

Enrollment
2007-08 
Budget

Administrator 
Salaries for 

2007-08

Number of 
Administrators 
for 2007-08 FY

Cost Per 
Student for 

Administrative 
Salaries

District A 3,402 $71,872,987 $2,679,669 19 $788
District B 3,815 $67,787,295 $2,589,057 19 $679
District C 4,076 $83,210,000 $2,611,751 19 $641
District D 4,285 $101,989,545 $3,651,863 24 $852
District E 4,359 $95,979,505 $4,175,728 30 $958
District F 4,395 $110,875,051 $3,247,652 23 $739
Average for 
our sample 4,055 $88,619,064 $3,159,287 22.3 $779 
Katonah-
Lewisboro UFSD 3,974 $103,613,000 $4,261,325 28 $1,072 

If the District could achieve a cost per student equal to the average 
of the other six districts in the area, it would realize a savings of 
approximately $1.2 million dollars.  The District would then be able 
to either direct these funds towards instructional services that may 
more directly benefi t the District’s students or the savings could be 
used to reduce the overall budget. 

2. District offi cials should review collective bargaining agreements 
and establish the specifi c time of day for paying night 
differential.

3. District offi cials should develop overtime policies and 
procedures that address the pre-approval of overtime and require 
documentation of the purpose for overtime.

4. District offi cials should ensure that all employees that are eligible 
for overtime follow procedures and use timecards to document 
the hours worked. Timecards and time sheet hours should be 
reviewed for consistency.

5. The District should analyze the cost of its administrative staff and 
determine if it would benefi t from making adjustments.

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.

The District’s response letter refers to an attachment (Exhibit A) that supports the response letter.  With 
the District’s permission, we have not included Exhibit A, a letter from the District’s legal counsel, in 
our audit report.
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See
Note 1
Page 22
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APPENDIX B

OSC COMMENT ON THE DISTRICT’S RESPONSE

Note 1

We have reviewed the District’s legal counsel’s comments and we disagree with their interpretation of 
accounting standards and application of accounting methodology. 
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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, 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 fi nancial records and reports. In addition, 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. We then decided upon the reported objectives and scope by selecting for 
audit those areas most at risk. We selected internal controls over budgeting and payroll for further 
audit testing.

Within the budgeting function we focused on the 2006-07 and 2007-08 budgets. We extended our 
scope period to include the 2005-06 and 2008-09 budgets for comparison. Within the payroll area 
we concentrated on extra pay items such as stipends, overtime and night differentials.  We examined 
the following records to determine the effectiveness of internal controls pertaining to the budgeting 
processing function and to identify any weaknesses associated within the payroll function: 

• Board Minutes

• Employee Contracts

• Personnel fi les

• Payroll reports, including payroll transaction history reports

• Payroll warrants

• Timecards

• Time Sheets

• Budget Status Reports
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• 2006 and 2007 Audited Financials

• 2006-07 ST-3 –Annual Financial Reports

• Comparative districts’ payroll records, certifi ed payrolls, administrative contracts, personnel 
records

• Comparative districts’ budgets and student enrollment data.

We also interviewed district offi cials from the comparative districts.

We conducted this performance 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. 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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