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Report Highlights

Audit Objective
Determine whether the Sweet Home Central School 
District’s (District) Board of Education (Board) and District 
officials properly managed fund balance and reserve 
funds.

Key Findings
District officials did not properly manage fund balance. 
They improperly encumbered funds and improperly 
restricted surplus funds in a debt reserve. As a result, 
District officials were not transparent with taxpayers and 
maintained real property taxes at a level higher than 
necessary to fund operations.

	l Recalculated surplus fund balance exceeded the 
statutory limit by $7.2 million including $2.8 million 
which was improperly restricted in a debt reserve as 
of June 30, 2021.

	l The Board unnecessarily appropriated $2.4 million of 
fund balance each year and real property taxes were 
increased by $4.5 million or 9.7 percent during the 
audit period.

	l Appropriations were overestimated by $13.4 million 
and sales tax revenue was underestimated by $3.4 
million from 2018-19 to 2021-22.

	l At least $1.7 million was improperly encumbered 
which reduced the District’s surplus fund balance. 

Key Recommendations
	l Comply with the surplus fund balance statutory limit. 

	l Adopt realistic budgets and ensure encumbrances 
are valid.

District officials generally disagreed with our 
recommendations but indicated they planned to initiate 
corrective action. Appendix B includes our comments on 
issues raised in the District’s response.

Background
The District serves the Towns of 
Amherst and Tonawanda in Erie 
County. The seven-member Board 
is responsible for managing the 
District.

The Superintendent of Schools 
(Superintendent) and staff manage 
the day-to-day operations. The 
Director oversees the Business 
Office and maintains the District’s 
financial records.

The Board, Superintendent and 
the Director develop the annual 
budget.

In response to our 2016 audit, 
that identified similar deficiencies 
to those in this audit, the Board 
stated it planned to continue the 
same budgeting practices.

Audit Period
July 1, 2018 – July 14, 2022 

Final 2021-22 fiscal year financial 
information was obtained after the 
end of fieldwork on October 18, 
2022.

Sweet Home Central School District

Quick Facts
2021-22 
Appropriations $85.9 million

Reported Surplus 
Fund Balance $4.8 million

Statutory Limit $3.4 million

Recalculated Surplus 
Fund Balance as of 
June 30, 2021

$10.6 million
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How Should Fund Balance Be Properly Managed?

Fund balance represents the cumulative residual resources from prior fiscal 
years. A school board must comply with New York State Real Property Tax Law 
Section 1318 that permits a school district to retain surplus fund balance totaling 
up to 4 percent of the next year’s budget for cash flow needs or unexpected 
expenditures and reserves for other identified and planned needs. A board must 
use any surplus fund balance that exceed this percentage to reduce the upcoming 
fiscal year’s real property tax levy or to fund needed reserves.

To properly manage fund balance, 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 school board must estimate the amounts a school district will spend and 
receive, the amount of fund balance that will be available at fiscal year-end to use 
towards the next year’s budget and the expected real property tax levy. Accurate 
estimates help ensure that the tax levy is not greater than necessary and that 
surplus fund balance is not over the legal limit.

The Board and District Officials Did Not Properly Manage the 
District’s Fund Balance

The Board and District officials overestimated appropriations, allowed surplus 
fund balance to exceed the statutory limit and appropriated fund balance that was 
not needed to fund operations. As a result, District officials were not transparent 
with taxpayers and maintained real property taxes at a level higher than 
necessary to fund operations.

We compared budgeted appropriations and estimated revenues with 
actual operating results for 2018-19 through 2021-22. Appropriations were 
overestimated by an annual average of approximately $3.35 million (4.2 percent), 
or a total of $13.4 million for the four-year period, as shown in Figure 1.

The overestimated appropriations were spread throughout the budget line items, 
but the largest variances were for:

Financial Management

Accurate estimates 
help ensure that 
the tax levy is 
not greater than 
necessary. …

Figure 1: Appropriations Analysis (in millions)a

 2018-19 2019-20 2020-21 2021-22 Totals
Appropriations $79.1 $81.1 $83.1 $85.7 $329.0
Actual Expenditures 76.6 76.5 79.7 82.8 315.6
Overestimated Appropriations $2.5 $4.6 $3.4 $2.9 $13.4
Percentage Overestimatedb 3.3% 6.0% 4.3% 3.5% 4.2%
a Excludes budgeted and actual transfer activity

b Overestimated appropriations divided by actual expenditures
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	l Regular instruction salaries, transportation salaries and special education 
instructional salaries that were overestimated by an annual average totaling 
$1.4 million.

	l Retirement contributions and health insurance costs that were overestimated 
by an annual average totaling $1.1 million.

The Superintendent and Director told us that these appropriations were 
overestimated because they budgeted for optimum employment levels and 
vacant positions, but the District has had difficulties filling all of the open positions 
included in the Board-adopted budgets due to labor shortages. However, District 
officials did not provide documentation to demonstrate the number of positions the 
District intended to fill and the number of unfilled positions. In addition, a historical 
trend analysis demonstrates that actual expenditures for salaries and employee 
benefits have been overestimated in all four fiscal years that we reviewed.

Revenue estimates were underestimated by approximately $5.4 million or 2 
percent for the four fiscal years, averaging $1.35 million each year reviewed. The 
majority of this underestimated revenue was due to sales tax revenue. Total sales 
tax revenue for the audit period was $16.9 million or 5.3 percent of total revenues 
and was underestimated by $3.4 million:

	l $600,000 (2018-19),

	l $300,000 (2019-20),

	l $1.2 million (2020-21), and

	l $1.3 million (2021-22).

The Director told us that sales tax revenue was underestimated because they 
were unsure how sales taxes would be impacted by the COVID-19 pandemic and 
wanted to budget conservatively. While sales tax revenue may have been difficult 
to predict when preparing the 2020-21 budget, the District’s sales tax revenue 
was underestimated prior to the pandemic, and in the 2021-22 fiscal year. The 
Board, Superintendent, and Director should consider historic trends and other 
known factors when developing estimates for appropriations and revenues.

By using budgeting practices that are not based on historical data, known trends 
and anticipated needs, the Board and District officials did not present the District’s 
spending plan in a transparent and meaningful manner to taxpayers. These 
practices led to the accumulation of surplus fund balance that was in excess of 
the legal limit. The District’s surplus fund balance exceeded the limit during three 
of the last four fiscal years.

	l $1.2 million, 1.5 percentage points, in 2019-20,

	l $1.3 million, 1.6 percentage points, in 2020-21, and

	l $1.5 million, 1.7 percentage points, in 2021-22.

...[T]he Board and 
District officials 
did not present 
the District’s 
spending plan 
in a transparent 
and meaningful 
manner to 
taxpayers.
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Because the Board and District officials overestimated appropriations and 
underestimated sales tax revenues, it appeared that they needed to appropriate 
fund balance and increase real property taxes to close projected budget gaps. 
In the 2018-19 through 2021-22 fiscal year budgets, the Board appropriated 
$2.4 million of fund balance each year and during the same period increased 
real property taxes by $4.5 million or 9.7 percent. However, the District incurred 
operating surpluses in each of these four fiscal years and appropriated fund 
balance and reserve funds were not used to finance expenditures.

When fund balance and reserve funds are appropriated for the next year’s 
budget, the expectation is that there will be a planned operating deficit 
approximately equal to the amount that was appropriated. Instead, the District 
experienced an operating surplus in all four fiscal years, totaling approximately $5 
million and, therefore, did not use any of the fund balance that was appropriated. 
In addition, the District appropriated a total of $5.2 million from various reserve 
funds but only used approximately $3.9 million from the debt reserve to pay for 
related expenditures. However, in 2021-22, District officials prepared a fiscal year-
end journal entry to charge related expenditures totaling $125,000 to the workers’ 
compensation and retirement contribution reserves and another journal entry to 
replenish these two reserves totaling $200,000. Therefore, District officials did not 
actually use those reserve funds.

When we asked Board members why they consistently appropriated $2.4 
million in fund balance although it was never used, four Board members told us 
they maintained the $2.4 million in appropriated fund balance as a cushion for 
unforeseen expenditures. However, the District is permitted to retain surplus fund 
balance within the statutory limit for this purpose. If unanticipated expenditures 
were to occur, District officials could make certain budget transfers from other 
unused appropriations and rely on the surplus fund balance. In addition, including 
appropriated fund balance in the annual budgets that has a history of not being 
needed or used does not afford a transparent budget process to taxpayers.

The Board and District officials’ practice of appropriating fund balance that is not 
needed to finance operations is, in effect, a reservation of fund balance that is 
not provided for by statute and is a circumvention of the statutory limit imposed 
on the level of surplus fund balance. The practice of appropriating fund balance 
that is not needed artificially reduces the amount of surplus fund balance subject 
to the statutory limit. When unused appropriated fund balance is added back, 
recalculated surplus fund balance as of June 30, 2021 totaled $7.2 million, which 
exceeded the statutory limit by $3.8 million, or 4.4 percentage points.

Furthermore, we reviewed the 2022-23 budget and determined that revenue and 
expenditure estimates are consistent with the last four fiscal years. As such, the 

...[A]ppropriating 
fund balance that 
is not needed to 
finance operations 
is, in effect, a 
reservation of fund 
balance that is not 
provided for by 
statute. …
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District will most likely generate another operating surplus in 2022-23 and will not 
need to use the $2.4 million of fund balance and $125,000 reserves appropriated 
in the budget.

In response to our 2016 audit1 that identified similar deficiencies, the Board stated 
it planned to continue the same budgeting practices. As such, the Board has 
maintained real property taxes at a level higher than necessary to fund operations 
and missed opportunities to lower real property taxes.

How Should District Officials Properly Encumber Funds?

School district officials may encumber (carryover) appropriations from one budget 
year to the next when there are outstanding commitments related to unfulfilled 
contracts for goods and 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. Officials should maintain sufficient documentation to 
support that such transactions were initiated in the fiscal year when the funds 
were encumbered. Officials must also ensure encumbrances represent valid 
commitments for specific future expenditures and should not be overstated to 
artificially reduce available fiscal year-end fund balance.

District Officials Improperly Encumbered Funds Totaling at Least $1.7 
Million

During 2018-19 through 2020-21, the Director recorded 676 fiscal year-end 
purchase orders resulting in encumbrances totaling $7.9 million. We reviewed 
a sample of 21 of these purchase orders totaling $3 million2 (38 percent) and 
found 14 purchase orders, totaling $1.7 million (58 percent), were improper 
encumbrances.

The following are examples of funds being improperly encumbered.

	l The Director improperly issued a $494,782 purchase order at the end of 
the 2018-19 fiscal year, and the same purchase order was carried into the 
2019-20 and 2020-21 fiscal years, for a portion of the District’s share of a 
Erie 1 Board of Cooperative Educational Services capital project. The first 
payment of $387,663 was not made until June 11, 2021, or 24 months after 

1	 Sweet Home Central School District – Financial Management (2016M-207), which was issued in September 2016. 	
2	 See Appendix C for details of our sampling methodology.

In response to our 
2016 audit that 
identified similar 
deficiencies, the 
Board stated it 
planned to continue 
the same budgeting 
practices.
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the purchase order was issued. District officials had adequate time to plan to 
include this in the annual budget and should not have encumbered the funds 
in April 2019.

	l The Director improperly issued a purchase order in June 2019, fiscal year 
end, to encumber $225,000 for an emergency notification system installation. 
Although no contract was entered for the work officials reported this as a 
valid encumbrance for about two years.

The Director told us that they recorded the encumbrances when they realized 
an operating surplus at fiscal year-end to ensure the availability of funds for 
anticipated future expenditures. However, District officials may only carryover 
encumbrances for valid commitments for the next fiscal year and not as means 
to reserve unspent appropriations. By overstating fiscal year-end encumbrances, 
District officials 
circumvented 
the statutory limit 
on the amount 
of surplus fund 
balance the 
District can 
maintain at 
fiscal year-end. 
As a result 
of improperly 
encumbering 
funds and 
appropriating 
fund balance 
that was not 
needed, the 
Board and District 
officials were 
not transparent 
with the District’s 
taxpayers. 
The District’s 
actual surplus 
fund balance 
exceeded the 
statutory limit 
by at least $3.2 
million to $4.6 
million for 2018-
19 through 2020-21 (Figure 2).

FIGURE 2

Recalculated Surplus Fund Balance With Invalid Encumbrances
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 How Should Reserve Funds Be Properly Managed?

School districts are legally allowed to establish reserves and accumulate funds 
for certain future purposes (e.g., retirement expenditures). While school districts 
are generally not limited as to the amount of funds that can be held in reserves, 
the balances should be reasonable. A board should balance the intent for 
accumulating funds for identified future needs with the obligation to make sure 
real property taxes are not higher than necessary.

School district money cannot be reserved in a debt reserve unless required by 
statute. For example, a debt reserve must be established if unexpended bond 
proceeds remain on a capital improvement or when a capital improvement has 
outstanding debt remaining at the time of sale. These funds must be restricted 
and used for related debt principal and interest payments.

District Officials Continue to Improperly Restrict Surplus Funds in a 
Debt Reserve

As of June 30, 3021, the District reported eight general fund reserves totaling $9.9 
million. Other than the debt reserve, we found that the reserves were properly 
established, reasonably funded but were generally not used, except for the capital 
reserve.

As of June 30, 2021, the debt reserve had a balance of $2.8 million, a decrease 
of $4.6 million from the $7.4 million reported as of July 1, 2016. However, as we 
reported in our previous audit,3 the District does not have statutory authority to 
establish or maintain this reserve since these funds were not unexpended bond 
proceeds associated with outstanding obligations or related to the sale of property 
with outstanding debt.

As a result, these funds should be accounted for as surplus fund balance. Had 
these funds been accounted for properly, surplus fund balance as of June 30, 
2021 would have been more than $10.6 million, exceeding the statutory limit by 
$7.2 million.

While it is a prudent practice for officials to save for future expenditures, the 
District is inappropriately retaining surplus fund balance in excess of the statutory 
limit instead of using these funds to reduce real property taxes or in a manner 
beneficial to the taxpayers.

3	 Refer to Sweet Home Central School District – Financial Management (2016M-207), issued in September 2016.
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What Do We Recommend? 

The Board and District officials should:

1.	 Develop and adopt budgets that include reasonable estimates for 
revenues and appropriations and the amount of fund balance that will be 
used to fund operations.

2.	 Discontinue the practice of appropriating fund balance that is not needed 
or used to fund operations.

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

	l Reducing District property taxes,

	l Funding one-time expenditures,

	l Funding needed reserves, and

	l Paying off debt.

4.	 Ensure fiscal year-end encumbrances are a valid purchase or contractual 
commitment for the fiscal year in which they originate and are properly 
supported.

5.	 Discontinue the practice of improperly restricting surplus funds in the debt 
reserve.
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Appendix A: Response From District Officials

See
Note 1
Page 11

See
Note 2
Page 11
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See
Note 2
Page 11

See
Note 3
Page 11

See
Note 4
Page 11
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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. In addition, 
our audit did not focus on general business operations. The audit focused on 
the District’s management of fund balance and reserve funds. Therefore, the 
audit cannot be used to draw any conclusions on the District’s other business 
operations. 

Note 2

Although the COVID-19 pandemic created a degree of financial uncertainty, 
District officials were consistently overestimating appropriations, appropriating 
fund balance that was not needed and unnecessarily increasing the real property 
tax levy prior to the pandemic. In addition, including appropriated fund balance 
in the annual budgets, which historically goes unneeded or unused, does not 
provide a transparent budget process. Appropriated fund balance is the amount 
of fund balance that District officials should be planning to use towards the next 
year’s budget and to reduce the real property tax levy.

Note 3 

New York State General Municipal Law Section 6-l and New York State Local 
Finance Law Section 165 specify the circumstances in which a debt reserve, or 
mandatory reserve, must be established and what funds must be placed into 
the reserve. District officials were unable to provide sufficient documentation to 
demonstrate that the funds being held met the requirements of either statute.

As stated in our prior reports, 2009M-40 and 2016M-207, Office of the State 
Comptroller Opinion 95-24 addresses General Municipal Law Section 6-l 
reference to State and federal aid received for a capital improvement financed 
by debt. Here, it is not apparent that the District placed excess State aid in the 
reserve because the District did not meet the requirement of General Municipal 
Law Section 6-l(4).

Note 4

While we appreciate that the District has a plan to use and eliminate the debt 
reserve, it continues to be improperly restricted and should be returned to the 
general fund unrestricted fund balance.
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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:

	l We interviewed District officials and reviewed Board meeting minutes, 
and District policies to gain an understanding of the District’s financial 
management policies, procedures and budgeting practices.

	l We reviewed the adopted general fund budgets from 2018-19 through 
2020-21 to assess whether they are reasonable and structurally balanced by 
comparing adopted budgets with actual results of operations and analyzing 
significant budget-to-actual variances.

	l We reviewed the adopted 2022-23 general fund budget to determine whether 
budgeting trends were similar to previous fiscal years.

	l We reviewed the District’s results of operations from 2018-19 through 2021-
22 and calculated surplus fund balance as a percentage of the next year’s 
appropriations to assess whether the District complied with statute.

	l We recalculated surplus fund balance as a percentage of the next year’s 
appropriations after adding back unused appropriated fund balance, invalid 
encumbrances and funds improperly restricted in a debt reserve.

	l We reviewed a sample of 21 purchase order encumbrances totaling 
approximately $3 million to determine whether fiscal year-end encumbrances 
were supported by a valid purchase or contractual commitment for the 
fiscal year in which they originated for 2018-19 through 2020-21. The total 
population was 676 purchase order encumbrances totaling $7.9 million for 
2018-19 through 2020-21. We selected our sample from the highest five 
expenditure lines on the District’s budget status reports and reviewed all 
outstanding purchase orders over $10,000.

	l We reviewed reserve fund balances as of June 30, 2021 to assess whether 
they were properly established, used appropriately and reasonably funded.

	l 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



Contact
Office of the New York State Comptroller 
Division of Local Government and School Accountability 
110 State Street, 12th Floor, Albany, New York 12236

Tel: (518) 474-4037 • Fax: (518) 486-6479 • Email: localgov@osc.ny.gov

www.osc.state.ny.us/local-government

Local Government and School Accountability Help Line: (866) 321-8503

BUFFALO REGIONAL OFFICE –  Melissa A. Myers, Chief of Municipal Audits

295 Main Street, Suite 1032 • Buffalo, New York 14203-2510

Tel (716) 847-3647 • Fax (716) 847-3643 • Email: Muni-Buffalo@osc.ny.gov

Serving: Allegany, Cattaraugus, Chautauqua, Erie, Genesee, Niagara, Orleans, Wyoming counties

osc.state.ny.us

https://www.instagram.com/nys.comptroller/
https://twitter.com/nyscomptroller
https://www.linkedin.com/company/nys-office-of-the-state-comptroller
https://www.facebook.com/nyscomptroller
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