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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
March 2016

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 Newfane 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 New York State 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

State of New York
Offi ce of the State Comptroller
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Background

Introduction

Objective

Scope and
Methodology

Comments of
District Offi cials and
Corrective Action

The Newfane Central School District (District) is located in the Towns 
of Newfane, Lockport, Cambria and Wilson in Niagara County. 
The District is governed by the Board of Education (Board), which 
is composed of 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 is the 
District’s chief executive offi cer and is responsible, along with other 
administrative staff, for the District’s day-to-day management under 
the Board’s direction. The Business Administrator is responsible for 
maintaining the District’s accounting records, monitoring budgeted 
amounts versus actual operating results and preparing fi nancial 
reports.

The District operates four schools with approximately 1,600 students 
and 200 employees. The District’s budgeted appropriations for the 
2015-16 fi scal year are $33.6 million, which are funded primarily 
with State aid and real property taxes.

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

• Did the Board and District administrative staff adequately 
manage the District’s fi nancial condition and reserves?

We examined the District’s fi nancial condition and reserves for the 
period July 1, 2011 through September 17, 2015. 

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 
generally disagreed with our fi ndings but indicated they would 
address the recommendations. Appendix B includes our comments 
on issues raised in the District’s response letter.

The Board has the responsibility to initiate corrective action. 
Pursuant to Section 35 of General Municipal Law, Section 2116-a 
(3)(c) of New York State Education Law and Section 170.12 of the 
Regulations of the Commissioner of Education, a written corrective 
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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

A school district’s fi nancial condition is a determining factor in its 
ability to provide educational services to students. The responsibility 
for accurate and effective fi nancial planning rests with Board members 
and other District offi cials. Such planning includes the adoption of 
realistic budgets that are based on historical trends, adjusting for known 
differences. A district may retain a portion of fund balance, referred 
to as unrestricted fund balance. However, districts are required to use 
any unrestricted fund balance above 4 percent of the following year’s 
appropriations to reduce the real property tax levy. 

A district can also reserve portions of fund balance to fi nance future costs 
for a variety of specifi ed purposes. District offi cials should ensure that 
reserve balances do not exceed what is necessary to address long-term 
obligations or planned expenditures. Once the Board has addressed those 
issues, any remaining fund balance, exclusive of the amount allowed by 
law to be retained to address cash fl ow and unexpected occurrences, 
should be used to benefi t the taxpayers, such as by reducing the tax levy.

The Board and District offi cials have not properly managed District 
fi nances. During fi scal years 2011-12 through 2014-15, the District 
annually appropriated an average of $2.8 million (97 percent) more in 
fund balance than what was actually needed to fund operations. This 
practice allowed the District to circumvent the 4 percent statutory limit 
imposed on the level of unrestricted fund balance. During 2014-15, the 
District appropriated $1.8 million for the 2015-16 budget; however, 
we project that it will not be needed. As such, we expect the District’s 
unrestricted fund balance will continue to exceed the statutory limit. 
Recalculated unrestricted fund balance ranged between 11.4 percent 
and 12.2 percent of the ensuing year’s appropriations from fi scal years 
2011-12 through 2014-15.  Furthermore, the District overfunded two 
reserves by as much as $9.8 million (97 percent) as of June 30, 2015. 
This amount is 29 percent of the 2015-16 budget. 

The Board and District management are responsible for ensuring that 
the annual budget includes accurate estimates of expected revenues, 
appropriations and the use of fund balance. Accurate budget estimates 
help ensure that the levy of real property taxes is not greater than 
necessary.

We reviewed the District’s actual results of operations for 2011-12 through 
2014-15 and found that the Board and District offi cials consistently 
overestimated appropriations in the adopted budgets. During this time, 
total appropriations were overestimated by $20 million (16.1 percent 
of total appropriations not spent). For example, from 2011-12 through 

Fund Balance 
and Budgeting
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2014-15, budgeted employee benefi t costs were overestimated by $8 
million (26 percent of this appropriation was not spent), and budgeted 
costs for programs for children with handicapping conditions were 
overestimated by $3.5 million (21 percent of this appropriation 
was not spent). The District had information, including employee 
contracts and collective bargaining agreements, which it could have 
used to more accurately estimate employee benefi t costs. 

During 2011-12 through 2014-15, the District also annually 
appropriated an average of $2.8 million in fund balance to fi nance 
operations, which made it appear that the District was in compliance 
with the 4 percent statutory limit on unrestricted fund balance for those 
fi scal years, as indicated in Figure 1. However, because of positive 
budget variances resulting from overestimated appropriations, 
the District did not use an average of $2.7 million (98 percent) of 
appropriated fund balance per year. Further, in fi scal year 2014-15, 
the District exceeded the 4 percent statutory limit on unrestricted 
fund balance even after appropriating $1.8 million to fund the ensuing 
year’s operations. 

Figure 1: Unrestricted Fund Balance at Year End
 2011-12 2012-13 2013-14 2014-15

Beginning Fund Balance $15,866,257 $15,513,166 $15,258,232 $15,450,665

Add: Operating Surplus/(Defi cit) ($353,091) ($254,934) $192,433 $1,090,709 

Ending Fund Balance $15,513,166 $15,258,232 $15,450,665 $16,541,374

Less: Restricted Funds $9,558,456 $9,575,582 $9,836,533 $10,769,602

Less: Encumbrances $1,938,026 $1,590,108 $1,647,405 $1,683,644

Less: Appropriated Fund Balance for the Ensuing Year $3,556,475 $3,206,668 $2,610,006 $1,818,564 

Unrestricted Fund Balance at Year End $460,209 $885,874 $1,356,721 $2,269,564 

Ensuing Year’s Budgeted Appropriations $32,939,926 $33,699,877 $33,918,036 $33,616,363 

Unrestricted Fund Balance as a Percentage of Ensuing 
Year’s Budget 1.4% 2.6% 4.0% 6.7%

The Board’s practice of overestimating appropriations and 
appropriating fund balance that would not actually be used allowed 
the District to circumvent the 4 percent statutory limit on unrestricted 
fund balance. When adding back unused appropriated fund balance, 
the District’s recalculated unrestricted fund balance ranged between 
11.4 percent and 12.2 percent of the ensuing year’s appropriations, 
exceeding the statutory limit every year, as indicated in Figure 2. 

Figure 2: Unused Fund Balance
 2011-12 2012-13 2013-14 2014-15

Unrestricted Fund Balance at Year End $460,209 $885,874 $1,356,721 $2,269,564 

Add: Appropriated Fund Balance Not Used 
to Fund Ensuing Year’s Budget   $3,301,541 $3,206,668 $2,610,006 $1,818,564

Recalculated Unrestricted Fund Balance  $3,761,750 $4,092,542  $3,966,727 $4,088,128 

Recalculated Unrestricted Fund Balance as 
a Percentage of Ensuing Year’s Budget 11.4% 12.1% 11.7% 12.2%



6                OFFICE OF THE NEW YORK STATE COMPTROLLER6

The District’s practice of consistently appropriating fund balance that 
is not needed to fi nance operations is, in effect, a reservation of fund 
balance that is not provided for by statute and a circumvention of the 
statutory limit imposed on the level of unrestricted fund balance. The 
District also increased the tax levy each year by an average of 1.5 
percent during this time. If the budget had been prepared accurately 
and the amount of fund balance appropriated had actually been used, 
taxes could have been reduced signifi cantly. 

We reviewed the District’s 2015-16 budget. The District budgeted 
similarly to previous years and most likely will not use the $1.8 
million it appropriated in fund balance. Therefore, the District’s 
recalculated fund balance will likely continue to exceed the statutory 
limit. However, the District did not increase the tax levy for the 2015-
16 fi scal year.

Reserves may be established by the Board in accordance with 
applicable laws. Money set aside in reserves must be used only in 
compliance with statutory provisions which determine how reserves 
are established, 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. 

As of June 30, 2015, the District had three reserve funds with balances 
totaling $10.8 million. We analyzed these reserves for reasonableness 
and adherence to statutory requirements and found the balance 
of the retirement contribution reserve appeared to be reasonable. 
However, the balances of two reserves, the employee benefi t accrued 
liability reserve and the unemployment insurance reserve, totaling 
approximately $10.1 million, were higher than necessary to fund 
costs that may be legally paid from these reserves by as much as $9.8 
million (97 percent).

Employee Benefi t Accrued Liability Reserve (EBALR) – General 
Municipal Law (GML) authorizes the establishment of this type 
of reserve to fund the cash payment of accrued and unused sick, 
vacation and other leave time due employees upon separation from 
service. The reported balance of this reserve as of June 30, 2015 was 
approximately $9.8 million. The District’s estimate of the monetary 
value of accrued and unused sick, vacation and other leave time 
due to employees upon separation from service was approximately 
$1 million. The District included the cost of health insurance for 
retirees in its calculation. The District provides group health, vision 
and dental insurance benefi ts to retired employees in accordance with 

Reserves
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Recommendations

provisions of various employment contracts. The District is using the 
EBALR to set aside amounts related to these benefi ts. However, these 
costs cannot be funded by the EBALR. We estimate that the monetary 
value of unused leave payable at separation from service was only 
$308,000. Therefore, this reserve is overfunded by $9.5 million (97 
percent).

GML allows school districts to reduce excess funding in the EBALR. 
Accordingly, at the District’s request, we certifi ed the amount of 
excess funds in the EBALR in May 2013. Subsequently, the District 
realized operating surpluses in both 2013-14 and 2014-15 and, as 
such, did not use any funds from the EBALR. The District could have 
lowered the tax levy by millions of dollars by using the excess in this 
reserve.  

Unemployment Insurance Reserve – GML authorizes the 
establishment of this type of reserve to reimburse the New York State 
Unemployment Insurance Fund for payments made to claimants. 
This reserve had a reported balance of $345,062 as of June 30, 2015. 
While the District incurred unemployment costs averaging $31,800 
annually from 2011-12 through 2014-15, these expenditures were 
consistently budgeted for and paid out of the general fund as routine 
operating costs. The reserve balance has remained unchanged since 
it was established in 2010. We question the reasonableness of the 
amount held in this reserve, as the balance is more than 10 times the 
annual average costs. 

Further, the Board has not adopted a policy governing the 
establishment, accumulation and use of reserve funds. In such a 
policy, the Board should balance the intent of accumulating money 
for future identifi ed needs with the obligation to ensure that taxpayers 
are not overburdened.  Reserve funds should not be used merely as a 
means to store excess fund balance.

The Board and District offi cials should:

1. Ensure that budgeted appropriations are reasonable so that 
only taxes actually needed to fund operations will be levied.

2. Lower tax levies to ensure that estimates in the annual 
budget for the planned use of fund balance are accurate and 
reasonable. 

3. Ensure that reserve fund balances are maintained at reasonable 
levels and take appropriate action, in accordance with statute, 
to remedy reserves with excess funds. 

4. Develop and adopt a reserve fund policy.
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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 12

 See
 Note 2
 Page 12
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 See
 Note 3
 Page 12

 See
 Note 1
 Page 12
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 See
 Note 4
 Page 12
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APPENDIX B

OSC COMMENTS ON THE DISTRICT’S RESPONSE

Note 1

The report represents the collective view of the Offi ce of the State Comptroller and not the view of an 
individual examiner.

Note 2 

Our report shows that recalculated unrestricted fund balance as of June 30, 2015 is 12.2 percent of the 
ensuing year’s budgeted appropriations (or 8.2 percentage points over the 4 percent statutory limit), as 
we project that the District will likely not need the fund balance appropriated for 2015-16. 

Note 3

While we recognize that it is prudent to plan for future obligations, the District must adhere to the 
provisions of General Municipal Law. We note that the collective bargaining agreement for teachers 
states that the number of days of sick leave accumulated by an employee at retirement will be used 
to determine the percentage of the retiree’s health insurance costs that will be paid by the District. 
However, this is not the same as a cash payment of the monetary value of the unused leave due and 
payable upon retirement. Therefore, these benefi ts cannot be funded by the EBALR.  

Note 4

The Offi ce of the State Comptroller recognizes the fi nancial burden facing government entities as 
it relates to other post-employment benefi ts and has proposed legislation to the State Legislature to 
address this issue (http://osc.state.ny.us/legislation/2015-16/oscb_opeb_201516.htm). 
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

The objective of our audit was to review the District’s fi nancial condition and reserves for the period 
July 1, 2011 through September 17, 2015. To achieve our audit objective and obtain valid evidence, 
we performed the following procedures:

• We interviewed District offi cials to obtain an understanding of the District’s fi nancial condition, 
budgeting practices and use of reserve funds.

• We compared budgets with actual operating results for fi scal years 2011-12 through 2014-15. 

• We reviewed Board minutes, accounting records, audited fi nancial statements and reserve 
activity to determine if reserves were properly established, funded and used. 

• We evaluated the level of unrestricted fund balance remaining at fi scal year-end in the general 
fund to determine whether the District complied with applicable statute. 

• We 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 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

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/

To obtain copies of this report, write or visit our web page: 
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DIVISION OF LOCAL GOVERNMENT
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Andrew A. SanFilippo, Executive Deputy Comptroller

Gabriel F. Deyo, Deputy Comptroller
Tracey Hitchen Boyd, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING
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H. Todd Eames, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building, Suite 1702
44 Hawley Street
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