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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

November 2012

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 Dundee 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 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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Background

Introduction

Objective

Scope and
Methodology

The Dundee Central School District (District) is located in Yates 
County and has an enrollment of 760 students for the 2011-12 fi scal 
year. 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 its day-to-day management under 
the direction of the Board. The School Business Offi cial (Business 
Offi cial) is responsible for the District’s fi nances, accounting records, 
and fi nancial reports.

The District has one educational building and a bus garage. During 
the 2010-11 fi scal year, the District had operating expenditures of 
approximately $11 million, funded primarily with State aid and real 
property taxes.  The District’s budgeted expenditures for the 2011-12 
fi scal year were about $14 million.    
 
The objective of our audit was to examine the District’s fi nancial 
activities. Our audit addressed the following related question:

• Has the District correctly developed budget estimates and 
have reserves been established, funded, and maintained in 
accordance with statutory requirements?

We reviewed the District’s fi nancial condition for the period July 1, 
2008 to April 11, 2012 by analyzing revenue and expenditure trends. 

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. District offi cials 
disagreed with some of our fi ndings and indicated they will take 
limited corrective action. Appendix B contains our comments on 
issues raised in the District’s response.

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 

Comments of District 
Offi cials and Corrective 
Action
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Commissioner of Education, a written corrective action plan (CAP) 
that addresses the fi ndings and recommendations in this report 
must be prepared and provided to our offi ce within 90 days, with 
a copy forwarded to the Commissioner of Education. To the extent 
practicable, implementation of the CAP must begin by the end of 
the next fi scal year. For more information on preparing and fi ling 
your CAP, please refer to our brochure, Responding to an OSC Audit 
Report, which you received with the draft audit report. The Board 
should make the CAP available for public review in the District 
Clerk’s offi ce. 
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Financial Condition

The responsibility for accurate and effective fi nancial planning 
rests with the Board, the Superintendent, and the Business Offi cial. 
District offi cials must ensure that budgets are prepared, adopted, and 
modifi ed in a prudent manner, accurately depicting the District’s 
fi nancial activity while also using available resources to benefi t its 
taxpayers. Prudent fi scal management also includes maintaining 
suffi cient balances in reserves to address long-term obligations or 
planned expenditures. In doing so, District offi cials should adopt a 
policy or plan governing the use of reserve funds and ensure that 
residents are fully informed of all reserve funding and activity.

Over the last three years, District offi cials have consistently 
overestimated expenses and increased the tax levy by 8 percent. 
These budgeting practices generated $4.5 million in operating 
surpluses, which caused the accumulated fund balance to exceed 
the statutory maximum of 4 percent of the ensuing year’s budget1 

in the fi rst two years reviewed. To reduce the fund balance and stay 
within the 4 percent limit, District offi cials transferred moneys to the 
District’s reserves during the 2010-11 fi scal year, causing them to be 
overfunded by $3.9 million.  

The Board is responsible for preparing and presenting the District 
budget to the public for vote. In preparing the budget, the Board must 
estimate what the District will receive in revenue (e.g., State aid), how 
much fund balance will be available at fi scal year-end (some or all of 
which may be used to fund the ensuing year’s appropriations), and, 
to balance the budget, what the expected tax levy will be. Accurate 
estimates help ensure that the levy of real property taxes is not greater 
than necessary. 

The estimation of fund balance is an integral part of the budget 
process.  Fund balance represents resources remaining from prior 
fi scal years that can be used to lower property taxes for the ensuing 
fi scal year. A district may retain a portion of fund balance, referred to 

Budgeting and Use 
of Fund Balance

____________________
1 The Real Property Tax Law statutory limit of unappropriated, unreserved fund 
balance (called “unexpended surplus funds” for fi scal years ending June 30, 2011 
and beyond) increased from 3 percent of the 2007-08 fi scal year’s budget to 4 
percent of the 2008-09 fi scal year’s budget and years thereafter. 
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as unexpended surplus funds,2 within the limits established by Real 
Property Tax Law. Districts may also establish reserves to restrict a 
portion of fund balance for a specifi c purpose, also in compliance 
with statutory directives. It is the Board’s responsibility to continually 
monitor the need for all established reserves to ensure that the best 
interests of the taxpayers are being met. Surplus funds must not be 
transferred to reserve funds beyond the amount that is necessary to 
address long-term obligations or planned expenditures.

District offi cials have routinely overstated appropriations in their 
budgets and then used the operating surplus to fund reserves instead 
of using it to reduce taxes. For the three fi scal years ending June 30, 
2011, appropriations were overstated by a total of $7 million. The 
majority of these overestimations were for instructional and employee 
benefi ts ($5.2 million).

These budgeting practices made it appear that the District needed to 
both raise taxes and use unexpended surplus funds to close projected 
budget gaps, when in reality the District’s budget resulted in operating 
surpluses totaling $4.5 million over the last three years (see Table 
1.) During our audit period, the Board increased the tax levy by 8 
percent and appropriated $1.6 million in fund balance. Because of 
the operating surpluses, none of the appropriated fund balance was 
used to cover expenditures.  As a result, unexpended surplus funds 
exceeded the statutory limit of 4 percent for 2008-09 (at 8 percent of 
the ensuing year’s appropriations) and 2009-10 (at 14 percent of the 
ensuing year’s appropriations).

____________________
2 The Governmental Accounting Standards Board (GASB) issued Statement 54, 
which replaces the fund balance classifi cations of reserved and unreserved with new 
classifi cations: nonspendable, restricted, and unrestricted (comprising committed, 
assigned, and unassigned funds). The requirements of Statement 54 are effective 
for fi scal years ending June 30, 2011 and beyond. To ease comparability between 
fi scal years ending before and after the implementation of Statement 54, we will 
use the term “unexpended surplus funds” to refer to that portion of fund balance 
that was classifi ed as unreserved, unappropriated (prior to Statement 54), and is 
now classifi ed as unrestricted, minus appropriated fund balance, amounts reserved 
for insurance recovery and tax reduction, and encumbrances included in committed 
and assigned fund balance (post-Statement 54).
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Table 1
General Fund Operating Results, Fund Balance, and Tax Levy

2008-09 2009-10 2010-11
Beginning Fund Balance $6,784,757 $7,629,856 $9,079,157 
Revenues $13,282,811 $13,559,558 $13,219,462
Expenditures $12,437,712 $12,110,257 $10,998,471
      Operating Surplus $845,099 $1,449,301 $2,220,991
Total Year-End Fund 
Balance $7,629,856 $9,079,157 $11,300,148 
Less: Restricted Fund 
Balance $6,111,328 $6,485,573 $9,264,438 
Less: Nonspendablesa $997,838
Less: Appropriated              
Unexpended Surplusb $400,000 $675,700 $537,755
    Unexpended Surplus      
                            Fundsc $1,118,528 $1,917,884 $500,117 
Unexpended Surplus 
as % of Ensuing Year 
Appropriationsd 8% 14% 4%
Tax Levy $4,270,786 $4,412,180 $4,524,456
a Assets that cannot be spent in the current period, either because of their form or because they 
must be maintained intact, such as prepaid items, inventories, long-term portions of loans 
receivable, fi nancial assets held for resale, and principal of endowments  
b Prior to June 30, 2011, referred to as “unreserved appropriated”
c Prior to June 30, 2011, referred to as “unreserved unappropriated”
d Budgeted appropriations were $13,808,958 for the 2009-10 fi scal year, $13,848,854 for 
2010-11, and $13,622,927 for 2011-12.

During the 2010-11 fi scal year, District offi cials reduced fund balance 
to the statutory limit by increasing reserves, but these reserves 
were already overfunded (see “Reserves” below).  The practice of 
consistently appropriating unexpended surplus funds that are not 
needed to fi nance operations circumvents the statutory limit for 
unexpended surplus funds that the District is allowed to retain at year 
end. 

For the 2011-12 fi scal year, the District initially budgeted a 3 percent 
increase in the real property tax levy but eliminated the increase for the 
actual tax levy by appropriating additional fund balance ($137,755).  
This action reduced the unexpended surplus funds to the maximum 
amount (4 percent of the ensuing year’s appropriations) allowed 
by law. Although appropriating additional surplus to reduce taxes 
rather than provide additional resources for reserves is a positive step 
based on current fi scal year budget estimates, the District will likely 
generate an operating surplus for 2011-12 similar to that of 2010-11. 
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This pattern has continued, based on our review of the District’s 
proposed 2012-13 budget adopted by the Board which includes 
appropriations of $14.4 million, estimated revenues of $13.8 million 
(including a tax levy of $4.7 million), transfers from reserve funds 
of only $267,185, and $350,000 in appropriated unexpended surplus 
funds. Because of these ongoing budgetary practices, signifi cant 
taxpayer moneys are being withheld from use and the taxpayer burden 
is greater than necessary. 

Reserves may be established by the Board in accordance with 
applicable laws. Moneys set aside in reserves must be used only 
in compliance with statutory provisions which determine how 
reserves are established and how they may be funded, expended, and 
discontinued. Generally, school districts are not limited as to how 
much money can be held in reserves. However, reserve balances must 
be reasonable. Funding reserves at greater than reasonable levels 
contributes to real property tax levies that are higher than necessary 
because the excessive reserve balances are not being used to fund 
operations. The Board is responsible for developing a formal plan 
for the use of its reserves, including how and when disbursements 
should be made, and for ensuring that appropriate documentation is 
maintained to account for and monitor reserve activity and balances.

As of June 30, 2011, the District had nine reserves in the general 
fund totaling approximately $9.2 million. We analyzed these reserves 
for reasonableness and adherence to statutory requirements, and 
found the capital reserve, tax certiorari reserve, and employee benefi t 
accrued liability reserve to be reasonable. However, the reserves 
for retirement, unemployment insurance, repair, insurance, liability, 
and debt service, totaling almost $3.9 million, were in excess of the 
amounts required for their stated purposes and were not supported by 
a plan or other documentation validating the amount retained. Table 
2 shows the balances in these reserves at June 30, 2011. 

Reserves

Table 2: Questionable General Fund Reserve Balances 
Balance at   

June 30, 2011
Total Expended 

July 1, 2008 – June 30, 2011
Retirement $1,000,000 $0
Unemployment Insurance $792,620 $72,924
Repair $686,779 $13,221
Insurance $533,000 $0
Liability $471,505 $0
Debt Service $410,661 $0
                              Total $3,894,565 $86,145
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Further, with the exception of the capital reserve, District offi cials 
could not provide documentation of an adopted Board resolution3  
or written policy that defi nes the rationale for establishing the other 
eight reserve funds, the objectives for each reserve established, the 
optimal or targeted funding levels, and the conditions under which 
the funds’ assets will be used or replenished. This lack of planning 
suggests that District offi cials maintained the signifi cant reserve 
balances in order to reduce the District’s unassigned fund balance to 
the 4 percent statutory maximum and not on the basis of any analysis 
and identifi cation of future fi nancial needs. 

Retirement Reserve — By law, this reserve can only be used to pay 
benefi ts for employees covered by the New York State and Local 
Retirement System. The District cannot include the cost of fi nancing 
contributions for employees covered by the New York State Teachers’ 
Retirement System. This reserve was originally funded in the 2008-
09 fi scal year with $250,000 and has increased to $1 million as of 
June 30, 2011.  No moneys have been expended from the reserve 
since it has been funded. Instead, the Board budgeted for retirement 
costs in the general fund and levied taxes to fund them.  Although the 
2011-12 budget was amended to include $41,543 from this reserve as 
a funding source, the Business Offi cial stated it will not be used, and 
the proposed 2012-13 budget did not include any funding from this 
reserve. By maintaining a balance in this reserve that is almost eight 
times the average annual expenditures, while retirement costs have in 
fact been paid from general fund appropriations, District offi cials are 
not using these funds in a prudent manner.

Unemployment Insurance Reserve — This reserve is allowed for 
reimbursing the State Unemployment Insurance Fund (SUIF) for 
payments made to claimants where the school district has elected 
to use the “benefi t reimbursement” method based on actual 
unemployment claims. If, at the end of any fi scal year, the moneys in 
this reserve exceed amounts required to be paid into the SUIF, plus 
any additional amounts required to pay all pending claims, the Board 
may (within 60 days of the close of the fi scal year) elect to transfer 
“excess” amounts to certain other reserve funds or apply the excess 
to the budget appropriation of the next succeeding fi scal year.

As of June 30, 2011, the District has accumulated $792,620 in this 
reserve. The District did not use this reserve as a funding source 
during the 2011-12 fi scal year, but included $22,185 from it in the 
adopted 2012-13 budget. District expenditures to the SUIF were 
approximately $73,0004 for the three-year period July 1, 2008 through 
____________________
3 If a debt service reserve is statutorily required, no board action is necessary to 
establish it.
4 The NYS UI Fund expenditures were $7,617 for the 2008-09 fi scal year, $14,179 
for the 2009-10 fi scal year, and $51,128 for the 2010-11 fi scal year.



10                OFFICE OF THE NEW YORK STATE COMPTROLLER10

June 30, 2011, or an average of about $24,000 a year. A balance that 
is over 32 times the average annual expenditures of the last three 
years is clearly excessive. Accordingly, we question why the Board is 
continuing to hold a substantial balance in this reserve. 

Repair Reserve — The District established this reserve in August 
2010 under General Municipal Law, in the amount of $350,000, to 
cover the future repair costs of the bus garage until the District builds 
a new one. Although the District did use $13,221 from this reserve 
in 2010-11, it increased the balance of this reserve to $686,779 as 
of June 30, 2011. The District could not provide documentation to 
justify this amount, and appropriated less than $5,000 annually for 
garage building repairs from general operating funds in the 2011-12 
and 2012-13 budgets. 

Insurance Reserve — This reserve is intended to pay certain 
uninsured losses, claims, actions, or judgments for which the District 
is authorized or required to purchase or maintain insurance, with a 
number of exceptions.5 The District has maintained an insurance 
reserve and liability reserve (see below) to pay for any judgments from 
a pending lawsuit against the District. During the 2010-11 fi scal year, 
the District increased this reserve $500,000 to $533,000 as of June 
30, 2011. No moneys have been expended from this reserve in the last 
three years, nor could District offi cials provide any documentation of 
legal advice or recommendation about the outcome of this suit or an 
estimate of monetary value.

Liability Reserve — The District established this reserve under 
Education Law6 to cover property loss and liability claims. As of 
June 30, 2011, the amount in this reserve was $471,505. According to 
the Business Offi cial, the District established this reserve to provide 
a safety net for pending litigation brought against the District. 
However, no moneys have been expended from this reserve since its 
establishment.

Debt Service Reserve — Statute requires that unexpended debt 
proceeds and interest earned on it must be restricted and used to pay 
debt service on that debt issue or for capital expenditures related to 
the debt authorization. The District has a balance of $410,661 in its 
debt service reserve. However, the related projects are closed, without 
any further payments due. Districts are not allowed to establish a debt 
service reserve for any purpose other than those mandated by statute; 
therefore, this reserve is inappropriate and these moneys are being 
improperly retained.

____________________
5 Per GML Section 6-n
6 This reserve was originally funded in 1998.
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By maintaining excessive and/or unnecessary reserves – combined 
with ongoing budgeting practices that generate repeated surpluses – 
the Board and District offi cials have withheld signifi cant funds from 
productive use, levied unnecessarily high taxes, and compromised the 
transparency of District fi nances to the taxpayers.  

1. The Board and District offi cials should develop expenditures 
estimates that are realistic and based upon all information available 
at the time the budget is developed.

2. District offi cials should develop a plan to use the surplus fund 
balance identifi ed in this report in a manner that benefi ts District 
taxpayers, and provide appropriate transparency through the 
budget process with public disclosure. Such uses could include, 
but are not limited to, reducing District property taxes or funding 
one-time expenditures.

3. The Board should review all reserves and determine if the 
amounts reserved are necessary, reasonable, and in compliance 
with statutory requirements. To the extent that they are not, 
transfers should be made to unappropriated fund balance, where 
allowed by law, or other reserves established and maintained in 
compliance with statutory directives.

Recommendations
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District offi cials’ response to this audit can be found on the following pages.
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 See
 Note 1
 Page 16

 See
 Note 2
 Page 16
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 See
 Note 3
 Page 16
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 Note 4
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 Note 5
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APPENDIX B

OSC COMMENTS ON THE DISTRICT’S RESPONSE

Note 1

The Board has a responsibility to ensure the budget accurately estimates revenues and expenditures. 
This is a matter of transparency so that District residents can have accurate information when voting on 
the budget, and is also a matter of fi scal responsibility to ensure that excess moneys are not exacted from 
District taxpayers. Our audit found that District offi cials have not fulfi lled this fi duciary responsibility. 

Note 2

The District’s response cites an out-of-date version of OSC’s Local Government Management Guide 
– Reserves. The publication was updated in January 2010 to provide additional clarifi cation and 
states: “The practice of planning ahead and systematically saving for capital acquisitions and other 
contingencies is considered prudent management. . . An important concept to remember is that a 
reserve fund should be established with a clear intent or plan in mind regarding the future purpose, use 
and, when appropriate, replenishment of funds from the reserve. Reserve funds should not be merely 
a ‘parking lot’ for excess cash or fund balance.” Rather than being prudent management, the District’s 
budgetary practices are an example of accumulating excess cash at the expense of taxpayers.

Note 3

While a conservative approach to budgeting has its merits, it must be reevaluated in light of repeated 
surpluses that have resulted in reserves exceeding documented needs and risks. 

Note 4

District offi cials provided us with additional information after the exit discussion to substantiate the 0 
percent increase in the 2011-12 levy. We have modifi ed the report accordingly.

Note 5

The District established the repair reserve in August 2010 in the amount of $350,000, prior to the 2011 
building survey cited in the District’s response, and to date has accumulated approximately $687,000 
in this reserve without documenting the estimated cost or voter approval. An appropriation to a repair 
reserve fund is not an ordinary contingent expense and, therefore, voter approval is required to fund a 
repair reserve. While an aging building may require repairs or improvements, residents have the right 
to authorize this accumulation of their moneys. 

Note 6

The Board has not developed a written policy that communicates to taxpayers why the money is being 
set aside, the Board’s fi nancial objectives for the reserves, optimal funding levels, and conditions under 
which the assets will be utilized. With the exception of the capital reserve, reserves were fi nanced in 
accordance with resolutions that stated the action was based on the need to reduce the unappropriated, 
unreserved fund balance to the statutory requirement of 4 percent. The reasonable needs of the reserves 
were not noted. 
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to determine if the Board and District offi cials were providing effective fi nancial 
oversight of cash disbursements, payroll and personal services, management of budget estimates, and 
reserve balances. To accomplish our objectives, we interviewed District offi cials and District staff 
members when possible, and emailed individuals who were not readily available. We examined records 
and documents for the period July 1, 2008 to April 11, 2012. We determined the major revenues and 
expenditures for the three-year period July 1, 2008 to June 30, 2011, and analyzed trends to determine 
the factors leading to the differences between budgeted and actual revenues and expenditures and 
reserve accounts. Our testing included the following steps:

• We reviewed Board minutes, District policies, adopted budgets for the 2008-09 through 2011-
12 fi scal years, audited fi nancial statements, and budget status reports. We analyzed budget 
items with signifi cant budget-to-actual variances.

• We examined tax levy increases from 2008-09 through 2011-12. We reviewed District reserve 
accounts and supporting documentation to determine the appropriateness of funding levels and 
if proper procedures were followed for establishing those reserves.

• We inquired as to the availability of fi nancial information, such as budgets, and reviewed the 
last fi ve years of fi nancial information submitted to the Offi ce of the State Comptroller.

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 
objective. We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objective.
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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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