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Our Office issued an audit report1 that identified similar deficiencies in 2016 and 
the Board, in its corrective action plan, indicated that it planned to take corrective 
action to:

ll Adopt realistic budgets and comply with the fund balance statutory limit. 

ll Develop a long-range plan to ensure compliance with the statutory 
requirement. 

ll Consider using surplus funds as a financing source, funding one-time 
expenditures, funding necessary reserves and reducing District property 
taxes. 

However, the Board and District officials did not effectively implement corrective 
actions. 

How Should Financial Condition Be Effectively Managed?

To effectively manage financial condition, a board should adopt reasonably 
estimated and structurally balanced budgets based on historical data or known 
trends, in which recurring revenues finance recurring expenditures. In preparing 
the budget, a board and school district officials must estimate the amount the 
school district will spend and receive and the amount of fund balance that may be 
available at fiscal year-end to determine the expected tax levy. Accurate budget 
estimates help ensure that the real property tax levy is enough to fund operations 
but not greater than necessary. 

School districts may encumber (carryover) appropriations from one budget year to 
the next when there are outstanding commitments related to unfulfilled contracts 
for goods or services at the end of the fiscal year. Encumbrances are intended 
to help prevent a school district from exceeding appropriations and allow officials 
to set aside a portion of fund balance for these commitments into the next fiscal 
year. Encumbrances are added to and increase the following year’s adopted 
budget. Generally, encumbrances should be liquidated within the first few months 
of the following year when the related contractual obligations have been satisfied 
and the vendors are paid. Sufficient documentation should be maintained to 
support that such transactions were initiated in the fiscal year when the funds 
were encumbered. 

Fund balance represents the cumulative residual resources from prior fiscal 
years. School districts are currently limited by New York State Real Property 
Tax Law Section 1318 to retaining surplus fund balance2 totaling no more than 4 

Financial Condition Management

… [A] board 
should adopt 
reasonably 
estimated 
and 
structurally 
balanced 
budgets. …

1	 Refer to Clarence Central School District – Financial Condition (2016M—128) issued in February 2016 

2	 Surplus fund balance is defined as unrestricted fund balance minus appropriated fund balance and 
encumbrances included in committed and assigned fund balance. For further information, refer to our accounting 
bulletin at https://www.osc.state.ny.us/files/local-government/publications/pdf/gasb54.pdf
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percent of the next year’s budget. Any surplus fund balance over this percentage 
must be used to reduce the upcoming fiscal year’s real property tax levy or to 
fund needed reserves. When fund balance is appropriated for the next year’s 
budget, the expectation is that there will be a planned operating deficit equal to 
the amount of fund balance that is appropriated.

The Board and District Officials Overestimated Appropriations and 
Improperly Encumbered Funds 

We compared budgeted appropriations and estimated revenues with actual 
operating results for 2018-19 through 2020-21 to determine whether budget 
estimates were reasonable. While estimated revenues were reasonable, 
expenditures were overestimated by an average of $5.3 million (7 percent) each 
year, or a total of approximately $16 million (Figure 1). 

The most significant overestimated appropriations were for:

ll Hospital insurance program (self-funded health insurance), 

ll Teachers’ retirement system contributions and 

ll Tuition to other school districts for students with disabilities. 

These appropriations were overestimated between 28 and 43 percent, or a total 
of approximately $10.6 million from 2018-19 through 2020-21. 

The Business Administrator told us the Board and District officials overestimated 
appropriations due to the unpredictability of these budget items, specifically 
health insurance expenditures which the District self-insures. However, while 
actual expenditures for these budget items fluctuated, the year-to-year actual 
expenditure variances for the self-funded health insurance program − the 
District’s most overestimated budget item − was at most 4 percent over the past 
five years. Furthermore, the District has a stop-loss policy that is meant to protect 
it against catastrophic or unpredictable claims. Therefore, officials can and should 
use realistic estimates.

Figure 1: General Fund Budget-to-Actual Comparisona

Expenditures 2018-19 2019-20 2020-21 Total
Budgeted $83,143,000 $85,668,000 $88,202,000 $257,013,000
Less Actual 78,728,000 79,523,000 82,746,000 240,997,000
Overestimated $4,415,000 $6,145,000 $5,456,000 $16,016,000
Percentage Overestimated 6% 8% 7% 7%
a) Rounded to thousands.
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In addition, the Business Administrator told us that officials use excess 
appropriations as a way to finance unbudgeted technology equipment purchases. 
The Business Administrator stated every June, he determines the amount of 
unexpended appropriations remaining in the budget, meets with the Information 
Technology Director to identify technology equipment needing to be replaced and 
makes budget adjustments to accommodate technology equipment purchases. 
This budgeting practice is not driven by operational needs; instead, equipment 
purchases appear to be driven by the amount of excess funds.

During our audit period, the District budgeted approximately $183,000 for 
technology equipment purchases but spent more than $3.9 million. The Business 
Administrator also recorded fiscal year-end encumbrances totaling $5.1 million 
for technology equipment, but $2.6 million were not valid commitments at fiscal 
year-end (Figure 2). Therefore, they were used to improperly set aside a portion 
of fund balance and to reduce the amount of surplus fund balance subject to the 
statutory limit. 

District officials also overstated other encumbrances, which reduced the 
amount of surplus fund balance subject to the statutory limit. We reviewed 39 
encumbrances totaling $3.3 million,3 and found 37 totaling $3.2 million (97 
percent) were not valid encumbrances, including the technology equipment 
previously discussed. This included 10 encumbrances totaling $1.8 million at the 
end of the 2020-21 fiscal year. By improperly encumbering funds for purchases 
that the District did not yet initiate, the District misstated its surplus fund balance 
and diminished the transparency of its overall budget process.

The Board and District Officials Appropriated Fund Balance That Was 
Not Needed

A pattern of over-budgeting resulted in the District generating operating surpluses 
from 2018-19 through 2020-21 totaling $7.3 million (averaging $2.4 million per 
year), instead of the operating deficits that were budgeted (Figure 3). 

Figure 2: Technology Equipment 

Fiscal Year Budgeted Actual
Fiscal Year-End 
Encumbrances

Inappropriate 
Encumbrances

2018-19 $61,000 $1,509,000 $1,228,000 $233,000
2019-20 61,000 1,193,000 1,215,000 716,000
2020-21 61,000 1,239,000 2,701,000 1,696,000
Total $183,000 $3,941,000 $5,144,000 $2,645,000

By improperly 
encumbering 
funds for 
purchases 
that the 
District 
did not yet 
initiate, 
the District 
misstated its 
surplus fund 
balance and 
diminished 
the 
transparency 
of its overall 
budget 
process.

3	 See Appendix C for sampling methodology. 
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3.	 Analyze fiscal year-end encumbrances to ensure that they represent 
actual unfulfilled obligations for the current fiscal year. 

4.	 Develop a plan to reduce surplus fund balance to comply with the statutory 
limit. Surplus funds can be used for: 

ll Reducing District property taxes 

ll Funding one-time expenditures, 

ll Funding needed reserves, and 

ll Paying off debt. 
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Appendix B: OSC Comments On the District’s 
Response

Note 1 

By maintaining surplus fund balance in excess of the statutory limit, the District is 
in violation of New York State Real Property Tax Law Section 1318. 

Note 2 

While our audit report does not discuss special education costs specifically, we 
amended the report to clarify that tuition to other school districts referred to in 
the report is for tuition paid to other school districts for students with disabilities. 
The District overestimated these expenditures by a total of $2.4 million during 
the three completed fiscal years in our audit period. According to District-reported 
expenditures for this budget item, the total net increase in costs over the past five 
completed fiscal years, 2015-16 through 2020-21, was approximately $708,000, 
which was significantly less than the $2.4 million overbudgeted for three years. 
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Appendix C: Audit Methodology and Standards

We conducted this audit 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. To achieve the audit objective and obtain valid audit 
evidence, our audit procedures included the following:

ll We reviewed the adopted general fund budgets from 2018-19 through 2020-
21 to determine whether they were reasonable and structurally balanced 
by comparing adopted budgets with actual results of operations, excluding 
transfers. 

ll We extended our audit scope period to review historical reported results of 
operations for fiscal years 2015-16 through 2020-21 to determine year-to-
year variances in the District’s self-funded health insurance expenditures. 

ll We reviewed the adopted 2021-22 general fund budget to assess whether 
similar budgeting patterns existed in comparison with the 2017-18 through 
2020-21 adopted budgets.

ll We calculated surplus fund balance as a percentage of the next year’s 
appropriations for 2018-19 through 2020-21 to assess District compliance 
with statute. 

ll We recalculated surplus fund balance as a percentage of the next year’s 
appropriations after adding back the unused appropriated fund balance 
and inappropriate encumbrances. We extended our audit scope period to 
estimate the amount of fund balance that will not be used to finance the 
2021-22 fiscal year based on the previous total of unused appropriated fund 
balance as a percentage of total budgeted appropriated fund balance. 

ll We compiled the fiscal year-end encumbrances from the three account 
codes for 2018-19 through 2020-21 that accounted for the majority of 
reported encumbrances. We determined 92 totaling $3.4 million had not 
been liquidated or expensed by September 30 of the next fiscal year. We 
selected the 39 (totaling $3.3 million) encumbrances exceeding $5,000. We 
reviewed the purchase orders and supporting documentation to determine 
the date of purchase and whether encumbrances were appropriate and 
represented valid fiscal year-end commitments. 

ll We reviewed the corrective action plan the District submitted in response 
to our 2016 audit report to determine whether the District took appropriate 
corrective action. 

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 objective. 
We believe that the evidence obtained provides a reasonable basis for our 
findings and conclusions based on our audit objective.
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Unless otherwise indicated in this report, samples for testing were selected 
based on professional judgment, as it was not the intent to project the results 
onto the entire population. Where applicable, information is presented concerning 
the value and/or size of the relevant population and the sample selected for 
examination.

The Board has the responsibility to initiate corrective action. 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, 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. 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 CAP should be posted on the District’s website for 
public review. 
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Appendix D: Resources and Services

Regional Office Directory 
www.osc.state.ny.us/files/local-government/pdf/regional-directory.pdf

Cost-Saving Ideas – Resources, advice and assistance on cost-saving ideas 
www.osc.state.ny.us/local-government/publications

Fiscal Stress Monitoring – Resources for local government officials experiencing fiscal problems 
www.osc.state.ny.us/local-government/fiscal-monitoring

Local Government Management Guides – Series of publications that include technical information 
and suggested practices for local government management 
www.osc.state.ny.us/local-government/publications

Planning and Budgeting Guides – Resources for developing multiyear financial, capital, strategic and 
other plans 
www.osc.state.ny.us/local-government/resources/planning-resources

Protecting Sensitive Data and Other Local Government Assets – A non-technical cybersecurity 
guide for local government leaders  
www.osc.state.ny.us/files/local-government/publications/pdf/cyber-security-guide.pdf

Required Reporting – Information and resources for reports and forms that are filed with the Office of 
the State Comptroller  
www.osc.state.ny.us/local-government/required-reporting

Research Reports/Publications – Reports on major policy issues facing local governments and State 
policy-makers  
www.osc.state.ny.us/local-government/publications

Training – Resources for local government officials on in-person and online training opportunities on a 
wide range of topics 
www.osc.state.ny.us/local-government/academy






