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Jacklin Starks, District Superintendent 
Members of the Board of Education 
Madison-Oneida BOCES 
4937 Spring Road 
Verona, New York 13478 
 
Report Number: S9-9-65 
  
Dear Superintendent Starks and Members of the Board of Education: 
 
A top priority of the Office of the State Comptroller is to help officials manage their resources 
efficiently and effectively and, by so doing, provide accountability for tax dollars spent to 
support operations. The Comptroller oversees the fiscal affairs of local governments statewide, 
as well as compliance with relevant statutes and observance of good business practices. This 
fiscal oversight is accomplished, in part, through our audits, which identify opportunities for 
improving operations and governance. Audits also can identify strategies to reduce costs and to 
strengthen controls intended to safeguard assets. 
 
In accordance with these goals, we conducted an audit of six BOCES throughout New York 
State. The objective of our audit was to determine if these BOCES have been reserving excessive 
funds without informing their component and participating school districts. We included the 
Madison-Oneida BOCES in this audit. Within the scope of this audit, we examined the policies 
and procedures of the Madison-Oneida BOCES, the documentation to support reserve balances, 
and the reporting to component school districts for the period July 1, 2007 to June 30, 2009. For 
historical reserve fund activity, we reviewed reserve fund data for the period July 1, 2005 
through June 30, 2007. 
 
This report of examination letter contains our findings and recommendations specific to the 
Madison-Oneida BOCES. We discussed the findings and recommendations with BOCES 
officials and considered their comments in preparing this report.  At the completion of our audit 
of the six BOCES, we will prepare a global report that summarizes the significant issues we 
identified at all BOCES audited. 
                

 

 



 

Summary of Findings 
 

Our audit found that the Madison-Oneida BOCES (BOCES) retained $7.3 million1 in overfunded 
or unauthorized reserve funds allocated from school district moneys. During our audit period, 
BOCES used $274,081 in budgetary appropriations to fund two of its three reserves – an 
unemployment reserve and a post-retirement benefit accrual reserve – without indicating to its 
districts that these appropriations were allocated to reserves, instead including them within 
budgeted expenditures. Further, BOCES officials established the post-retirement benefit accrual 
reserve, which included over $6 million as of June 30, 2009, and used it to pay for retiree health 
insurance benefits without any statutory authority for this type of reserve. 
 
BOCES officials also did not establish policies and procedures for the funding and use of the 
reserves. The unemployment reserve fund, which had a balance of $674,000 at June 30, 2009, 
exceeded the Board’s approved balance limit. The Employee Benefit Accrued Liability Reserve 
(EBALR) fund’s balance of $1.3 million was not realistic and, further, this reserve had no 
activity during the audit period. Finally, while BOCES officials appropriately allocated interest 
earned to the unemployment reserve during the period reviewed, they did not allocate interest to 
the EBALR during that time, but began doing so only in the 2008-09 fiscal year. 
 
The failure of BOCES officials to ensure that all reserves were authorized by statute and 
reasonably funded has increased the risk of the school districts’ moneys not being used in a 
productive manner and/or in accordance with legal requirements. Further, BOCES’ failure to 
clearly report reserve allocations to the component and participating school districts has 
compromised the transparency of BOCES operations and denies the school districts complete 
knowledge of how BOCES is ultimately using money paid by districts for BOCES services.  
 
Background and Methodology 
 
BOCES serves nine component school districts in Madison and Oneida Counties. BOCES is 
governed by a nine-member Board of Education (Board) whose members represent the nine 
component school districts. BOCES’ operating expenditures totaled $60.9 million in the 2007-08 
fiscal year. These costs are funded primarily by charges to school districts for services and 
Federal and State grants or aid. New York State Law and the Office of the State Comptroller 
provide guidance with respect to the establishment, funding, and use of BOCES reserves.  
 
BOCES’ primary function is to provide educational programs and services to component and 
participating2 school districts. The Board is responsible for establishing policies and procedures 
including documented plans for the funding and use of reserves. BOCES has approximately 780 
employees working at two campuses and in schools throughout the region. We examined the 
minutes of Board proceedings, accounting ledgers, financial statements, BOCES policies and 
procedures, and other reserve support materials and documentation. 
 

                                                 
1 Includes the unauthorized post retirement health insurance reserve of $6.4 million, the overfunded amount of the  
employee benefits accrued liability reserve of $247,000, and the unemployment reserve balance in excess of 
BOCES’ board-approved cap by $624,000 
2 Component school districts (BOCES members) provide most of the funding for BOCES facilities and services. 
BOCES also serves “participating” school districts which elect to participate in one or more selected BOCES 
programs and are billed accordingly. 
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BOCES can legally reserve funds for specific future uses, helping reduce its reliance on 
operating funds or borrowed moneys. Reserves must be established by Board resolution and in 
some instances3 require approval by a majority of the component school districts’ Boards of 
Education. BOCES officials are responsible for developing policies and procedures to ensure 
that reserves comply with applicable laws, regulations, and good management practices 
concerning reserve establishment, funding, use, and reporting to the school districts. These 
policies and procedures should clearly indicate BOCES’ plans for reserve funds, including the 
specific purpose for each reserve and the Board’s intended method and level of funding. 
 
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 sufficient, appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence obtained provides a 
reasonable basis for our findings and conclusions based on our audit objectives. 
 
Established Reserves 
 
Education Law and General Municipal Law (GML) define the types of reserves that can be 
established by a BOCES. Additionally, the law requires reserves to be established by Board 
resolution and in some instances requires approval by a majority of the component school 
districts’ Boards of Education. 
 
Most reserve funds are established to provide resources for an intended future use. 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. 
Local governments, school districts and BOCES should balance the desirability of accumulating 
reserves for future needs with the obligation to make sure taxpayers are not overburdened by 
these practices. There should be a clear purpose or intent for reserve funds that aligns with 
statutory requirements. 
 
During the audit period, BOCES maintained three reserve funds that totaled approximately $8.4 
million at June 30, 2009 (prior to year-end adjustments):  
  

 June 30, 2006 June 30, 2007 June 30, 2008 June 30, 
20094 

Employee Benefit Accrued 
Liability Reserve 

$1,284,370 $1,284,370 $1,284,370 $1,296,881

Unemployment Reserve $612,758 $666,183 $695,712 $673,754
Post-Retirement Benefit 
Accrual Reserve 

$6,189,654 $6,831,686 $6,346,523 $6,426,847

Total Reserves $8,086,782 $8,782,239 $8,326,605 $8,397,482
 
BOCES properly established all three of the reserve funds by Board resolution and properly 
accounted for all reserve funds separately. However, BOCES has no legal authorization to 

                                                 
3 For example, a career and technical equipment reserve.  The Madison-Oneida BOCES does not have this type of 
reserve. 
4 June 30, 2009 data was unaudited and does not include year-end adjustments and transfers to reserves. 
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establish a post-retirement benefit accrual to be used for retiree health insurance. Our findings 
regarding the funding of these reserves, disclosure of reserve allocations to the school districts, 
maintenance of reserve fund balances, and use of the reserve funds are detailed below. 
 
Funding Reserves and Disclosure to School Districts 
 
Any governing board, including a BOCES board, that is planning to establish and finance reserve 
funds on a regular basis should develop a detailed written policy that communicates to taxpayers 
why the money is being set aside, the board’s financial objectives for the reserves, optimal 
funding levels, and conditions under which the assets will be utilized. All reserve fund 
transactions should be transparent to the public. Reserve funds are typically funded from 
amounts raised through the annual budget process, transfers from unexpended balances of 
existing appropriations, and surplus monies. Ideally, amounts to be placed in reserve funds 
should be included in the annual budget. By making provisions to raise resources for reserve 
funds explicit in the proposed budget, the BOCES board gives its school districts and those 
districts’ voters and residents an opportunity to know the board’s plan for funding its reserves.  
 
Operating surpluses and/or budgetary appropriations used to fund reserves should be clearly 
labeled as such and clearly communicated to BOCES’ component and participating school 
districts, and consequently those districts’ taxpayers. Although there is no statutory limit on the 
amount in most reserves, the balances in statutorily authorized reserves should be reasonable and 
based on intended future expenditures or estimable liabilities. Withdrawals from the reserves 
should comply with statute and be directly related to the purpose of the reserve.  
 
BOCES allocated $274,081 to reserves during our audit period. However, we found that BOCES 
officials did not clearly report these reserve allocations to its districts during this time or for the 
prior two-year period of July 1, 2005 to June 30, 2007. In addition, BOCES does not have any 
policies, procedures or written plans for the funding and use of moneys allocated to reserves.5 
BOCES reported to each district the cost allocated to that district in the past year’s budget, the 
actual expenditures associated with providing shared services to the district during the year, and 
any surplus or refund due and payable to that district. However, the amounts retained by the 
BOCES for funding reserves were not clearly identified as such, but instead were factored into 
the total expenditure amounts presented to the districts. Therefore, these reserve fund allocations 
were potentially made without the knowledge of component and participating school districts, 
and consequently those districts’ taxpayers.  
 
BOCES officials stated that transfers to reserves are included as budgeted expenditures in each 
detailed Cooperative Services (CoSer)6 budget, which they provide to the component and 
participating school districts7 prior to the start of the fiscal year, and are also allocated from 
surplus. Allocations to the unemployment reserve are shown as a budgeted unemployment 
insurance expenditure in some of the individual CoSer budgets, and allocations to the post-
retirement accrued liability reserve (which was established without statutory authority) are made 
from surplus. This practice does not clearly indicate that these moneys are allocated to reserves; 

                                                 
5 With the exception of a methodology for transferring funds to the post-retirement accrued liability reserve, which 
BOCES is not legally authorized to have (see Unauthorized Reserve section) 
6 The main vehicle for BOCES services provided to its school districts. CoSers programs must be approved by the 
State Education Department (SED).  
7 For the CoSers programs in which they participate 
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rather, they appear as budgeted expenditures. Such lack of disclosure compromises the 
transparency of BOCES operations, denying the school districts complete knowledge of how 
BOCES is ultimately using money paid by districts for BOCES services.  
 
Some Board members, who represent the component school districts, told us that BOCES 
business officials are verbally communicating with them regarding reserves, but there was no 
written documentation of this communication, and therefore no evidence that all component and 
participating school districts have knowledge of BOCES’ allocations to reserves. 
 
Reserve Balances and Use of Funds 
 
Although there is no statutory limit on the amount in most reserves, the balances in statutorily 
authorized reserves should be reasonable and based on intended future expenditures or estimable 
liabilities. In addition, reserve funds should be accounted for separately and interest earnings 
should be allocated to the reserves. Also, withdrawals from the reserves should comply with 
statute and be directly related to the purpose of the reserve.  
 
Expenditures from BOCES reserves were in compliance with statute and directly related to the 
purpose of the reserve. In addition, BOCES properly accounted for each reserve separately. 
However, the balances of the reserve funds were not adequately supported with related liability 
calculations. We also found that, while BOCES officials deposited interest earnings 
appropriately to the unemployment reserve, they did not begin doing so for the interest earned on 
funds in the EBALR until the 2008-09 fiscal year.   
 
Employee Benefits Accrued Liability Reserve – This reserve was established in May of 2000, at 
which time $1,284,370 was transferred to it. While the resolution establishing this reserve does 
not define its purpose, BOCES officials indicated to us that it was created per GML for paying 
employees’ accrued leave when they separate from BOCES employment. As of June 30, 2009 
(prior to year-end adjustments), the balance in this reserve was $1,296,881.8 Since it was 
established, the reserve has not been used or funded further, but has remained at a constant 
balance until the 2008-09 fiscal year when BOCES began depositing interest proceeds into the 
reserve. We estimate that the additional interest earnings which should have been previously 
deposited to the reserve during the audit period total approximately $26,000.9 Instead, these 
interest earnings were used as a funding source for BOCES operations. 
 
While BOCES officials indicated they plan to deduct actual leave payments from this reserve, 
they have not established a specific documented plan for its funding and use. BOCES supports 
this reserve balance with a calculation for employee leave time payments, which uses the 
maximum rate10 at which accrued sick leave days can be paid; as of June 2009, this calculation 
totaled $1,049,807. Therefore, the reserve was overfunded by at least $247,074. However, using 
the maximum rate to determine the valuation of sick leave for all employees in the calculation is 

                                                 
8 Original reserve deposit of $1,284,370 plus interest added in the 2008-09 fiscal year of $12,511, for a total of 
$1,296,881 
9 For this calculation, we used a conservative interest rate of 2 percent, compounding annually. This interest rate was 
used to reflect the average interest rates for three-month certificates of deposit during the audit period; we obtained 
interest rate information from the Federal Reserve Statistical Release. 
10 BOCES collective bargaining agreements allow employees with ten years of service, who retire in their first year 
of retirement eligibility, to receive $27 per unused sick day. Employees with ten years of service who retire after 
their first year of retirement eligibility receive $17 per unused sick day.  
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not reasonable, as sick leave would only be paid at this rate to employees with ten years of 
service who retire in the first year of retirement eligibility. The BOCES’ liability calculation 
includes employees who are past their first year of retirement eligibility (over age 62) and 
therefore would be paid at the lower daily rate. In addition, the liability calculation includes 
employees who are not currently entitled to any payment, as they have not reached ten years of 
service. The BOCES should review its calculation for this reserve and ensure it only includes 
actual payable amounts. The excess reserve funds can be transferred only to another legal 
reserve, as authorized by GML. 
 
Unemployment Reserve – The Board established this reserve in 1977 for funding payments to 
reimburse the State Unemployment Insurance Fund for actual claims filed. A Board resolution 
dated December 1977 specifically states that the maximum amount for this reserve is to be 
$50,000. However, the balance as of June 2009 (prior to year-end adjustments) was 
approximately $674,000. BOCES officials could not provide any additional Board resolutions 
allowing an increase beyond the $50,000 cap. BOCES has deposited into the reserve 
approximately 0.5 percent of actual salary expenditures from the general and Federal funds, and 
budgeted the added amounts as expenditures for unemployment insurance without identifying 
these moneys as reserve allocations. These allocations totaled $56,863 during the audit period. In 
addition, during our audit fieldwork, BOCES officials did not have a specific documented plan 
for money in this reserve. Subsequent to the completion of our fieldwork, the Director of Finance 
e-mailed us a calculation of how many staff members’ unemployment costs11 could be funded 
from the reserve balance as of June 30, 2009. However, this calculation does not serve as an 
adequately documented plan for how the BOCES intends to fund the reserve and to what level.  
 
BOCES officials believe the amount in the reserve is appropriate in the event that funding is 
discontinued to all BOCES or to a particular CoSer program, which would result in layoffs and a 
large increase in unemployment claims and expenses. We found that payments made from this 
reserve during our audit period (averaging $35,000 a year) were in compliance with statute and 
directly related to the purpose of the reserve. However, without a Board resolution to modify the 
existing maximum balance allowed for this reserve, BOCES is not in compliance with its own 
policy. We also encourage BOCES officials to monitor ongoing expenditures from this reserve 
and, if appropriate, reduce the balance by transferring excess funds to BOCES operating funds or 
to another legal reserve as authorized by GML. 
 
The BOCES’ lack of a documented plan for the use of these two reserve funds – combined with 
the failure to report the allocations made to reserves, adequately justify the related liability, or 
follow Board policy regarding balance limits – demonstrates inadequate planning and a lack of 
transparency in BOCES’ reporting to the school districts.  

 
Unauthorized Reserve 
 
Currently there is no statute under GML or Education Law allowing the creation of a reserve for 
post-retirement health insurance premiums. However, BOCES established a post-retirement 
benefit accrual reserve by Board resolution in July 1995 and is using this reserve to accumulate 
money to pay for employees’ post-retirement health insurance. During our audit period, BOCES 

                                                 
11 The calculation indicated that BOCES could fund the maximum unemployment insurance benefit to 63 staff 
members ($405 per week for 26 weeks).   
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officials allocated $217,218 to this unauthorized reserve without clearly identifying these 
allocations as reserve funding.  
 
BOCES’ expenditures from this reserve totaled $741,000 during our audit period.12 At the 
conclusion of our fieldwork, the balance in this reserve was over $6 million. BOCES officials 
should return the moneys in this unauthorized reserve to operating funds and apportion the 
excess funds to the component and participating school districts. 
 
Recommendations  

 
1. The Board and BOCES officials should develop written policies and procedures to ensure 

that reserve funds are legally authorized and properly established by Board vote in 
compliance with statutory requirements. These policies and procedures should include a 
specific plan for the funding and use of reserve funds. 

 
2. The Board should ensure that participating and component districts are properly notified 

of BOCES’ intent to fund reserves. Amounts budgeted for the purpose of funding 
reserves should be clearly identified. 

 
3. BOCES officials should ensure that interest is appropriately allocated to reserve funds 

according to statutory requirements.   
 

4. The Board should review BOCES’ legally established reserves and determine if the 
balances are necessary and reasonable. To the extent that they are not, BOCES officials 
should reduce the reserves to reasonable levels in compliance with statutory restrictions. 

 
5. BOCES management should discontinue the use of its unauthorized post-retirement 

health insurance reserve.  The funds in this reserve should be returned to operating funds 
and properly apportioned to the component and participating school districts. 

 
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 findings and recommendations in this report must be prepared and provided to our 
office within 90 days, with a copy forwarded to the Commissioner of Education. To the extent 
practicable, implementation of the CAP must begin by the end of the next fiscal year. For more 
information on preparing and filing your CAP, please refer to our brochure, Responding to an 
OSC Audit Report, which you received with the draft audit report. The Board should make the 
CAP available for public review in the Clerk’s office. 
 
 
 
 
 
 
 

                                                 
12 Expenditures for the 2008-09 fiscal year had not been recorded as of the end of fieldwork. 
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Our Office is available to assist you upon request.  If you have any further questions, please 
contact Ann Singer, Chief of Regional and Statewide Projects, at (607) 721-8310. 
 
 
 

Sincerely, 
 
 
 

Steven J. Hancox 
Deputy Comptroller 
Office of the State Comptroller 
Division of Local Government  
and School Accountability 
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APPENDIX A 
 

  
RESPONSE FROM BOCES OFFICIALS 

 
 

The BOCES officials’ response to this audit can be found on the following pages.  
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APPENDIX B  
 

OSC COMMENTS ON BOCES’ RESPONSE 
 

 
Note 1 
 
We did not make this statement. In fact, the audit found that the BOCES maintains a reserve for 
other post-employment benefits (OPEB) for which there is no statutory authority.  
 
Note 2 
 
The previous audit conducted of the BOCES (2009M-3) focused on internal controls over the 
audit of claims and adult education cash receipts, and did not include an examination of reserves. 
 
Note 3 
 
BOCES officials, at the exit conference, requested a written document that specified what is 
considered excessive in terms of reserve funding. However, to assess the adequacy of reserve 
funding, one must consider local needs and conditions. BOCES officials must assess the need for 
reserves based on supporting estimates and documentation, such as schedules of the liabilities the 
reserves are intended to fund, to justify withholding monies from school districts. Without such 
information, the intent of the reserve and the reasonableness of reserve balances cannot be 
adequately assessed. 
 
Note 4 
 
It is BOCES’ responsibility to decide on an appropriate course of action.  One source of advice 
comes from professionals like the external auditor. However, BOCES must ensure that such 
advice complies with all applicable laws. 
 
Note 5 
 
Our determination that balances in reserve funds are unreasonable or unrealistic is based on our 
review of relevant historical data, justification and support from BOCES officials, applicable 
statutory limitations, and other relevant guidance, all of which was discussed with BOCES 
officials during the audit and at the exit conference. With regard to the EBALR, GML Section 6-
p states that “employee benefits” means the value of accrued and unliquidated time earned by 
municipal and school district employees and payable to those employees upon termination of 
service. Our audit determined, and our report clearly shows, that BOCES’ calculation to support 
its EBALR balance included more than is allowed per GML Section 6-p.  
 
Note 6 
 
OSC issued guidance in 1994 for the implementation of GASB Statement 16, “Accounting for 
Compensated Absences.” This guidance specifies what should be included in the liability and 
offers suggestions for calculating it. It also clearly states that funding of the liability is not 
required. Therefore, while there is clear guidance on how to calculate the liability, and clear 
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statutory limitations on what can be reserved to fund such a liability, there is no “set in stone” 
rule for determining excessiveness. The fact that BOCES’ own calculations fail to support the 
balance in the EBALR clearly indicates that the reserve balance is excessive. 
 
Note 7 
 
Reserve funds are mechanisms for accumulating cash for future capital outlays and other 
allowable purposes.   They are not a current “cost of providing services;” therefore, reserves 
should be disclosed separately from operating expenditures when reporting year-end results to 
school districts. Actual results of operations should be reported with BOCES’ intent to fund 
reserves from such surplus clearly indicated, and not factored into the total expenditure amounts 
presented to the districts, as BOCES has done.  
 
Note 8 
 
The advice stated in the cited report, in its entirety, is consistent with the standards stated in this 
report. Specifically, Report 2009M-219 states the following: “While BOCES may retain surplus 
funds for reserves, good management practices require BOCES to obtain Board approval of 
allocations made to various reserve funds; such allocations may be appropriated annually in the 
budget, or made from operating surpluses available at the end of the fiscal year. Any operating 
surpluses used to fund the reserves must be clearly identified, apart from other expenditures, in 
BOCES’ reporting to its districts.” 
 
Note 9  
 
The report has been revised accordingly. 
 
Note 10  
 
The report has been revised accordingly. However, the fact that BOCES did not clearly identify 
the funding of reserves remains unchanged.  
 
Note 11 
 
BOCES officials could not provide any written documentation indicating that the funding of 
authorized reserves was reported to component or participating school districts. While our report 
acknowledges that there appeared to be verbal communication about reserve funding, verbal 
discussions regarding reserves and their funding do not adequately inform all interested parties 
about the BOCES’ use of district and taxpayer funds. Specific plans for the funding and use of 
reserve funds should be documented in writing. 
 
Note 12 
 
BOCES should report actual results of program charges versus program costs and clearly 
identify reserve funding from surpluses.  
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Note 13 
 
We have revised the draft report to state the following, which we believe more clearly 
communicates our findings: “… BOCES’ failure to clearly report reserve allocations to the 
component and participating school districts has compromised the transparency of BOCES 
operations and denies the school districts complete knowledge of how BOCES is ultimately 
using money paid by districts for BOCES services.”  
 
Note 14 
 
The report was amended and the word “adequately” was changed to “clearly.”  BOCES should 
be transparent in its reporting to component and participating school districts regarding BOCES’ 
finances, including the use of reserve funds, regardless of whether there is a specific legal 
requirement to do so. BOCES operates with taxpayer money and has the responsibility to clearly 
report the intended use and ultimate disposition of all monies it collects from school districts. 
 
Note 15 
 
The audit team properly evaluated BOCES’ supporting documentation and our audit report 
clearly illustrates the manner in which BOCES is calculating its liability to support this reserve. 
BOCES’ assumption that the maximum benefit will be paid to employees who are no longer 
eligible for the maximum benefit is not reasonable. BOCES’ calculation should include only 
actual payable amounts.  
 
Note 16 
 
State Education Department (SED) officials informed us that the statement included in their 
Chapter 602 report (Financial and Statistical Outcomes of the Boards of Cooperative Educational 
Services) was not meant to imply that BOCES can use any type of reserve or trust to accumulate 
funds for future health insurance costs. SED officials agreed that current law does not allow 
BOCES and school districts to accrue or reserve monies to pay for these costs.  
 
Note 17 
 
BOCES is not clearly identifying amounts used to fund this reserve; therefore, the statement in 
our report is accurate. Furthermore, because the BOCES is not authorized to maintain a reserve 
for retiree health insurance, the fact that BOCES officials have a plan for the funding of this 
reserve is irrelevant.  
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