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2                OFFICE OF THE NEW YORK STATE COMPTROLLER2

State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

March 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 Elmira City School District, entitled Financial Management. 
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 Elmira City School District (District) is located in the City and 
Town of Elmira, Chemung County. The District is governed by the 
Board of Education (Board) which comprises nine 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 had a turnover in the following positions: the School 
Superintendent started as an interim March 2009 and was appointed 
in September 2009, and the School Business Administrator started in 
July 2009, during our audit period.
 
There are 13 schools in operation within the District, with 
approximately 6,800 students. The District’s operating expenditures 
for the 2010-11 fi scal year were $116.4 million for the general fund, 
which were funded primarily with State aid, real property taxes, and 
grants.

The objective of our audit was to assess the District’s fi nancial 
management. Our audit addressed the following related question:

• Did the Board effectively monitor and control the District’s 
fi nances?

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 a review of Board oversight and monitoring and 
evaluations of the following areas: fi nancial oversight, cash receipts 
and disbursements, purchasing, payroll and personal services, and 
information technology. 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 did determine that risk existed in 
the area of fi nancial management and, therefore, we assessed fi nancial 
management for the period July 1, 2006 to June 30, 2011. We also 
reviewed the 2011-12 budget.

We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on 
such standards and the methodology used in performing this audit is 
included in Appendix B of this report. 
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Comments of District 
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 they have 
begun to initiate corrective action.

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 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 Management

The Board, Superintendent, and Business Manager are accountable to 
District taxpayers for the use of District resources, and are responsible 
for effectively planning and managing the District’s fi nancial 
operations. The Board and Superintendent are also responsible 
for ensuring that budgets are based on reasonable estimates of 
appropriations and revenues. Sound budgeting provides suffi cient 
funding for needed operations and prudent fi scal management includes 
establishing reserves needed to address long-term obligations or 
planned future expenditures. It is also important for District offi cials 
to adopt policies governing the establishment, use and maintenance 
of reserve funds. After the Board has addressed those issues, any 
remaining fund balance, exclusive of that allowed by law to be 
retained to address cash fl ow and unexpected occurrences, should be 
used in a manner that benefi ts District taxpayers.

Due to signifi cant reductions in Federal and State aid, the District 
exhausted its unrestricted fund balance during the 2010-11 fi scal 
year and ended the year with a defi cit of $629,700. We found 
that the District included more realistic estimates of revenues and 
appropriations in the 2011-12 budget than in prior years, and used 
some reserves to help fund operations. This should result in the fund 
balance being restored to a positive amount by the end of the 2011-
12 fi scal year. We also found that at June 30, 2011, the District had 
$2.9 million in excess reserve funds that can be used to help fi nance 
the District’s operations and offset any unexpected fl uctuations in 
revenues and expenditures.

A key measure of the District’s fi nancial condition is its level of fund 
balance, which is the difference between revenues and expenditures 
accumulated over time. When maintained at reasonable levels, fund 
balance provides cash fl ow and can be used to help fi nance the 
next fi scal year’s operations. The restricted portion of fund balance 
represents the amount that the District may use only for specifi c 
purposes. The unrestricted portion of fund balance is the amount that 
may be appropriated to fund programs in the next year’s budget. 

For the 2010-11 fi scal year, the District’s estimated revenues exceeded 
actual by $6.2 million. The majority of this difference ($6.1 million) 
was associated with changes to State and Federal aid. In August 2010, 
the District was notifi ed that current year basic State aid would be 
reduced by over $1.12 million for building aid take backs, and the 
District estimated an additional $925,000 for completed projects, 
resulting in a total decrease in aid of almost $2 million. Additional 

Fund Balance  
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decreases in basic State aid ($3.3 million), BOCES aid ($2.1 million) 
and other aid ($300,000) resulted in a further reduction of estimated 
revenues by $5.7 million. Although this reduction was partly covered 
by Federal Aid that had not been budgeted ($1.6 million), there 
was still a gap of $6.1 million remaining. The District exhausted its 
unrestricted fund balance during the 2010-11 fi scal year and ended 
the year with a defi cit of $629,700. 

For the 2011-12 budget, the District reduced budgeted revenue from 
2010-11 by $6.5 million, increased the tax levy by 5 percent ($1.4 
million) and decreased appropriations by $5.1 million. The 2011-12 
budget included the appropriation of $1.2 million of non-existent fund 
balance as a fi nancing source to offset the 2011-12 State aid reduction, 
which would result in an accumulated defi cit of $1.8 million.

However, the District Business Manager provided us with an estimated 
analysis of the District’s budget versus actual activity and anticipated 
fi nancial activity remaining for the 2011-12 year as of January 31, 
2011. Revenue is estimated to come in $553,000 over budget, and 
the District also now expects to spend $2,135,000 less than they 
budgeted.  This net positive budget variance of about $2.7 million 
will eliminate the District’s planned operating defi cit of $1.2 million 
and should result in a positive fund balance at the end of 2011-12.

Reserve funds may be established by a district’s board to provide 
fi nancing for specifi c purposes, such as for capital projects and 
unemployment insurance payments. Reserves are established 
pursuant to statutes which determine how the reserves may be 
funded, expended, or discontinued. Generally, the amount of money 
school districts can maintain in reserves is not limited. However, it is 
important that districts maintain reserve balances that are reasonable. 
Therefore, it is important that boards adopt written policies that 
communicate the rationale for establishing reserve funds, objectives 
for each reserve established, optimal or targeted funding levels, and 
conditions under which the funds’ assets will be used or replenished. 
Ideally, transfers to reserve funds should be included in the annual 
adopted budget. Making clear provisions to raise resources for 
reserve funds in the proposed budget will give voters and residents 
the opportunity to know a board’s plan for funding reserves, which 
increases transparency. When conditions warrant, a board should 
reduce reserve funds to reasonable levels or liquidate and discontinue 
a reserve fund that is no longer needed or whose purpose has been 
achieved. 

The Board has not adopted a reserve fund policy that provides any 
specifi c guidelines for the establishment or funding of reserves that 
address the Board’s expectations or intent with respect to optimal 

Reserves 



77DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY    

or targeted funding levels or conditions under which reserve funds 
will be used and replenished, except for the Capital Reserve. The 
District had seven general fund reserves totaling about $3.2 million 
at June 30, 2011. We determined that three reserves, totaling almost 
$2.9 million at June 30, 2011, were overfunded, unnecessary, or 
established for non-permissible purposes. The use of these funds 
will allow the District to maintain an additional margin of fi nancial 
fl exibility and the opportunity to offset any unrealized revenues, such 
as a reduction in State aid, or unexpected expenditures.

Table 1: Excess General  Fund Reserve Balances
Fund June 30, 2010(a) June 30, 2011(b)

Insurance Reserve $1,693,210 $ 1,701,059
Workmen’s 
Compensation Reserve

$924,403 $929,180

Unemployment 
Insurance Reserve

$222,679 $223,209

Total $2,840,292 $2,853,448
(a) Amounts represent total reserve fund balances. 
(b) Amounts are from the District’s independent audit report.

Insurance Reserve Fund – This reserve was established under 
General Municipal Law (GML) on May 9, 1995 to fund certain 
uninsured losses, claims, actions, or judgments for which the District 
is authorized or required to maintain insurance. At June 30, 2010, the 
balance in this reserve was $1,693,210. According to the District’s 
independent auditor’s report, this reserve increased to $1,701,059 due 
to interest revenues with no expenditures for the year. Because the 
District has not used this reserve in the last fi ve years, we question the 
necessity of this reserve. The Board can discontinue this reserve if it 
determines the reserve is unnecessary. Money from the discontinued 
reserve can be transferred only to another reserve as authorized by 
Education Law.1   

Workers’ Compensation Reserve – This reserve was established 
under GML on May 9, 1995 for the payment of compensation 
benefi ts, medical and hospital expenses, and expenses of 
administering a self-insurance program. At June 30, 2010, the balance 
in this reserve was $924,403. The District has not used the Workers’ 
Compensation Reserve as a funding source in the last fi ve years, 
so at June 30, 2011 the balance was $929,180. Instead, the District 
budgets for these expenditures in the general fund and, therefore, has 
levied taxes to pay for them. Because the Board has not used this 
reserve to pay for workers’ compensation costs and included a budget 
appropriation in the amount of $683,554 in the 2011-12 budget, we 
question why the Board is continuing to hold a substantial balance 

1  Section 3651
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in this reserve. We believe the Board can improve accountability for 
District fi nances by using funds from this reserve as a resource when 
preparing the District’s annual budget. Alternately, the Board can 
discontinue this reserve and transfer the moneys to District operating 
funds or to another legal reserve, as authorized by GML. 

Unemployment Insurance (UI) Reserve – This reserve was established 
under GML to reimburse the State Unemployment Insurance Fund 
(SUIF) for payments made to claimants. We found that District 
expenditures to the SUIF were $239,5192 for the fi ve-year period 
ending June 30, 2011, or an average of approximately $48,000 a 
year. However, the UI Reserve had a reported balance of $223,209 
at June 30, 2011, which was more than four times the average annual 
expenditures of the last fi ve years.  

Because the District budgets for these expenditures in the general 
fund and therefore levies taxes to fund them, we question why the 
Board is continuing to hold a substantial balance in this reserve. We 
believe the Board can improve accountability for District fi nances 
by using funds from this reserve as a funding source when preparing 
the District’s annual budget. Alternately, the District can discontinue 
this reserve and transfer the moneys to District operating funds or to 
another legal reserve, as authorized by GML.

1. The Board should continue to closely monitor the District’s 2011-
12 budget by regularly determining if expected revenues are being 
achieved, if planned appropriations are being used as anticipated, 
and if moneys used from reserve funds are appropriate.   

2. The Board should adopt a comprehensive reserve policy that 
clearly communicates to District taxpayers the purpose and intent 
for establishing each reserve fund, the manner in which the Board 
will fund and maintain each reserve fund, the optimal or targeted 
funding levels, and conditions under which each fund’s assets 
will be used or replenished.

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 unrestricted fund balance, where allowed by 
law, or other reserves established and maintained in compliance 
with statutory directives.

Recommendations

2  SUIF expenditures were $62,834 for 2006-07, $33,783 for 2007-08, $40,118 for 
2008-09, $39,124 for 2009-10 and $63,660 for 2010-11.
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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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APPENDIX B

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, 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 on the 
reported objective and scope by selecting for audit those areas most at risk. We selected fi nancial 
management for further audit testing.

• We reviewed annual fi nancial statements submitted to the State Education Department (SED), 
audited fi nancial statements, and adopted budgets for the fi scal years ended June 30, 2007 
through June 30, 2011 to analyze changes in fund balance, to analyze budget versus actual 
variance for revenue and expenditures, and to determine major revenue and expenditure 
activities. We compared State aid revenue reported from SED to budgeted State aid.

• We evaluated the appropriateness for the reserves currently in place and the level of fund 
balance remaining as unreserved and unappropriated in the general fund as of June 30 of each 
fi scal year 2006-07 through 2010-11.

• We obtained information from administrators to understand the District’s plan and intent for 
the establishment and use of the reserve funds.  

• We conducted an analysis of the District’s current reserve funds to determine if the balances 
were appropriate.

• We analyzed the District’s tax levy for the fi scal years 2006-07 through 2009-10 to confi rm that 
the Board had chosen not to raise taxes.

• We reviewed the transfer of funds appropriated for capital projects from the general fund to the 
capital project fund.
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• We reviewed the reported AUD for the 2010-11 year to determine the use of reserves and the 
ending general fund balances.

• We reviewed the adopted budget for 2011-12 to determine the extent that District offi cials 
intended to use reserves and appropriate urestricted general fund balance.

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 C

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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BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner
Offi ce of the State Comptroller
State Offi ce 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
Robert Meller, Chief Examiner
Offi ce 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
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: Albany, Clinton, Essex, Franklin, 
Fulton, Hamilton, Montgomery, Rensselaer, 
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner
Offi ce of the State Comptroller
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Serving: Nassau and Suffolk Counties
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Christopher Ellis, Chief Examiner
Offi ce of the State Comptroller
33 Airport Center Drive, Suite 103
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(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
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
Rebecca Wilcox, 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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