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2                OFFICE OF THE NEW YORK STATE COMPTROLLER2

State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
January 2012

Dear District Offi cials:

A top priority of the Offi ce of the State Comptroller is to help local government offi cials manage 
government resources effi ciently and effectively and, by so doing, provide accountability for tax 
dollars spent to support government operations. The Comptroller oversees the fi scal affairs of local 
governments statewide, as well as 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 operations and Board of Education governance. Audits also can identify strategies to 
reduce costs and to strengthen controls intended to safeguard local government assets.

Following is a report of our audit of the Hadley-Luzerne 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 General Municipal Law.

This audit’s results and recommendations are resources for local government 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

The Hadley-Luzerne Central School District (District) is located in 
the Towns of Day, Edinburgh, and Hadley in Saratoga County, and 
the Towns of Lake Luzerne, Stony Creek, and Warrensburg in Warren 
County.  The District has a current enrollment of 875 students in 
pre-kindergarten through 12th grade, and a work force of 189 full- 
and part-time employees. The District’s enrollment has declined by 
almost 22 percent over the past 10 years.1   

The District is managed by a Board of Education (Board) comprising 
fi ve elected Board members. The Superintendent of Schools serves 
as the chief executive offi cer and reports to the Board. During 
the 2011-12 fi scal year, the District was managed by an interim 
Superintendent. The District’s business operations are overseen by 
a Business Manager who also serves as the District Treasurer. The 
current Business Manager is a BOCES employee who is shared with 
another school district.     

In addition to its standard education programs, the District also 
provides special education services to students who need them using 
its own staff or outside private providers. In addition, the District 
shares certain staff positions with other school districts through 
cooperative service agreements with the Washington-Saratoga-
Warren-Hamilton-Essex BOCES. For example, the District shares a 
food service operations manager, who is a BOCES employee, with 
the Lake George Central School District. 

The District’s adopted general fund budget for the 2012-13 fi scal year 
is $18,081,780 including a tax levy of approximately $10 million, 
which is the maximum allowed under the limitations of the tax cap.2  

The District’s expenditures are funded primarily with revenues from 
real property taxes and various types of State and Federal aid.  

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

____________________
1 The District’s enrollment has declined in recent years. In fi scal year 2000-01, the 
District had an enrollment of 1,139 students. By fi scal year 2010-11, enrollment 
had declined to 889 students.  The number of District teachers also declined with 
enrollment:  the District had 99 teachers in fi scal year 2000-01, but only 86 teachers 
in 2010-11.
2 Chapter 97 of the Laws of 2011 established a tax levy limit on all local 
governments in New York State, effective January 1, 2012.  This law requires 
that local governments maintain any property tax levy increase to no more than 2 
percent or the rate of infl ation, whichever is less.  
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Scope and
Methodology

Comments of
District Offi cials and
Corrective Action

• Does the Board adopt realistic budgets, routinely monitor 
fi nancial operations, and take appropriate actions to maintain 
the District’s fi nancial stability?

We examined the District’s fi nancial condition for the period of July 
1, 2009, through May 31, 2012. We also reviewed the District’s 
budget for the 2012-13 fi scal year. To develop additional information 
for perspective and background, we reviewed fi nancial data from the 
2006-07, 2007-08, and 2008-09 fi scal years.

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. Except 
as specifi ed in Appendix A, District offi cials generally agreed with 
our recommendations and indicated they planned to take corrective 
action. Appendix B includes our comments on issues raised in the 
District’s response. 

The Board has the responsibility to initiate corrective action. Pursuant 
to Section 35 of the General Municipal Law, Section 2116-a (3)(c) 
of the Education Law and Section 170.12 of the Regulations of the 
Commissioner of Education, a written corrective action plan (CAP) 
that addresses the fi ndings and recommendations in this report 
must be prepared and provided to our offi ce within 90 days, with 
a copy forwarded to the Commissioner of Education. To the extent 
practicable, implementation of the CAP must begin by the end of 
the next fi scal year. For more information on preparing and fi ling 
your CAP, please refer to our brochure, Responding to an OSC Audit 
Report, which you received with the draft audit report. The Board 
should make the CAP available for public review in the District 
Clerk’s offi ce.
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Financial Condition

The Board is responsible for making sound fi nancial decisions that 
are in the best interests of the District, the students it serves, and the 
taxpayers who fund the District’s programs and operations. Sound 
budgeting practices based on accurate estimates, coupled with prudent 
fund balance management, ensure that suffi cient funding will be 
available to sustain operations, address unexpected occurrences, and 
satisfy long-term obligations or future expenditures. Accurate budget 
estimates also help ensure that the levy of real property taxes is not 
greater than necessary. Further, the Board should prepare a multiyear 
fi nancial plan that projects future revenues and expenditures and 
prepares for the fi scal challenges of future years.

We found that the Board adopted budgets during our scope period 
that cut costs by abolishing positions, outsourcing services or sharing 
them with other districts, and saving money on energy costs. Given 
the District’s declining enrollment and the current economic climate, 
cost-cutting is prudent. However, the District’s budgets did not cut 
revenues at the same pace, resulting in the District accumulating 
an increasing amount of money in restricted fund balance, or 
reserves, and building up amounts of unexpended surplus funds that 
exceeded the legal limit in the past two years. Although the District 
appropriated more than $1 million in unexpended surplus each year 
to help fi nance the ensuing year’s budget, the District did not use 
these funds because it generated a surplus each year. When District 
offi cials succeed in cutting costs, it is important that they pass on the 
benefi ts of these economies to District taxpayers. We also found that 
the Board has not developed a multiyear fi nancial plan to improve 
the budget development process. By developing such a plan, District 
offi cials will have a roadmap to help manage future District costs and 
resources. 

The general fund is the District’s main operating fund in which the 
fi nancial transactions for its education programs and other operating 
activities, that include the maintenance of buildings and grounds, 
transportation, and administration, are recorded. The general fund’s 
fi nancial condition depends on the Board’s ability to develop realistic 
budgets and monitor the District’s fi nancial operations throughout the 
fi scal year. Further, the Board is required to obtain voter approval for 
its budgets. If the voters reject a proposed budget, the District has to 
operate under the spending restrictions of a contingency budget.

In preparing the general fund budget, the Board is responsible for 
estimating what the District will spend and what it will receive in 

General Fund Budget
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revenue (e.g., State aid), estimating how much fund balance3 will be 
available at fi scal year-end and, to balance the budget, determining 
what the expected tax levy will be. Accurate estimates help ensure 
that the levy of real property taxes is no greater than necessary. Real 
Property Tax Law (Law) allows a district to retain a limited amount 
of fund balance (up to 4 percent of the ensuing year’s budget) as 
unexpended surplus. Fund balance in excess of that amount must be 
used to fund a portion of next year’s appropriations, thereby reducing 
the tax levy, or used to fund legally established reserves.

We compared the District’s actual revenues and expenditures for 
fi scal years 2009-10 and 2010-11 to the adopted budgets and reviewed 
transactions through May 31, 2012, to estimate the results of operations 
through the end of the 2011-12 fi scal year. We found that the District’s 
budgets for these years reduced District operating costs in line with 
the District’s decreased enrollment. District offi cials’ cost-cutting 
helped to maintain the fi nancial stability of the District. The District 
investigated and adopted several cost savings measures that included 
abolishing positions, outsourcing services and/or sharing them with 
other school districts, and saving on utility costs.  For example, in the 
2010-11 fi scal year, the District estimated that it saved about $70,000 
by obtaining physical therapy and occupational therapy services from 
a private fi rm on a New York State contract. Additionally, the District 
entered a contract with BOCES to share the services of a food service 
manager with the Lake George Central School District. In the 2011-
12 fi scal year, continued cost-cutting again allowed the District to 
reduce expenditures by more than $200,000. 

While District offi cials did a good job at reducing costs in the 2009-10 
through 2011-12 fi scal years, they did not reduce budgeted revenues 
to the same extent, so the District achieved a surplus each year. For 
example, the District’s budget for the 2009-10 fi scal year included a 
$1.23 million appropriation of unexpended surplus funds to fi nance 
operations in the next fi scal year. Although appropriating unexpended 
surplus funds typically results in a planned operating defi cit in the 
year of appropriation, the District achieved a small operating surplus 
($73,000) in 2009-10. The surplus in this year was due in large part to 
the District’s receipt of  over $700,000 in Federal Fiscal Stabilization 
____________________
3 The Governmental Accounting Standards Board (GASB) issued Statement 54, 
which replaces the fund balance classifi cations of reserved and unreserved with new 
classifi cations: nonspendable, restricted, and unrestricted (comprising committed, 
assigned, and unassigned funds). The requirements of Statement 54 are effective 
for fi scal years ending June 30, 2011, and beyond. To ease comparability between 
fi scal years ending before and after the implementation of Statement 54, we will 
use the term “unexpended surplus funds” to refer to that portion of fund balance 
that was classifi ed as unreserved, unappropriated (prior to Statement 54), and is 
now classifi ed as unrestricted, less any amounts appropriated for the ensuing year’s 
budget (after Statement 54).  
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Grant (Federal Grant) moneys during the 2009-10 fi scal year, without 
which the District would have needed to use some of the appropriated 
funds to help pay for operations. 

Voters rejected the District’s 2010-11 budget, so the District had to 
operate under the restrictions of a contingency budget. The District 
again received Federal Grant moneys — about $385,000 in the 2010-
11 fi scal year. However, District offi cials did not revise their revenue 
estimate, so the District ended the year with a much larger operating 
surplus — nearly $582,000.  Even though the District received no 
Federal Grant moneys in the 2011-12 fi scal year, it again fi nished the 
year with an operating surplus of $483,000. Table 1 shows the general 
fund’s fi nancial activity, including operating results and fund balance, 
over our three-year scope period. 

Table 1:  General Fund (2009-10 through 2011-12)
FY 2009-10a FY 2010-11b FY 2011-12

Beginning Fund Balance $1,762,925 $1,835,432 $2,417,174
Actual Revenues $17,601,606 $17,578,557 $17,271,537
Actual Expenditures $17,528,942 $16,996,809 $16,788,664
Operating Surplus/(Defi cit) $72,664 $581,748 $482,873
Prior Period Adjustments ($157) ($6) $0
Total Year End Fund Balance $1,835,432 $2,417,174 $2,900,047
Less: Restricted Fund Balance $94,784 $450,000 $816,457
Unrestricted Fund Balance $1,740,648 $1,967,174 $2,083,590
Less: Appropriated Unexpended Surplus for 
Ensuing Fiscal Year $1,120,000 $1,166,819 $1,100,000
Unexpended Surplus Funds $620,648 $800,355 $983,590
Unexpended Surplus as a Percent of Ensuing 
Year’s Appropriations 3.3% 4.5% 5.4%
a In 2009-10, the District received $738,146 in Federal Grant moneys.
b In 2010-11, the District operated under a contingency budget and received $385,285 in Federal Grant moneys.

As a result of cost-cutting without similar cuts in revenues, the District 
has been able to set aside money in reserves (restricted fund balance). 
Specifi cally, the District established reserves for tax certiorari,4  

unemployment, and retirement contributions.  At the same time, total 
unrestricted fund balance has grown from $1.7 million to almost $2.1 
million.  In fact, total unrestricted fund balance at the end of 2011-12 
was more than 12 percent of actual 2011-12 expenditures.  District 
offi cials appropriated about $1.1 million of unexpended surplus funds 
in each of the three years to help fi nance the ensuing year’s budgeted 
costs. However, the District has not used these funds because the 
____________________
4 Tax certiorari is a legal proceeding whereby a taxpayer who has been denied a 
reduction in property tax assessment challenges the assessment on the grounds of 
excessiveness, inequality, illegality, or misclassifi cation. 
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District generated operating surpluses in each year and, by doing so, 
actually accumulated more unexpended surplus funds each year.  As 
shown in Table 1, the unexpended surplus funds at the end of 2010-11 
and 2011-12 exceeded the 4 percent limit allowed by Law. 

In reviewing the District’s budget for the 2012-13 fi scal year, 
we found that the Board has continued to cut costs.  The 2012-13 
budget abolished another 4.5 positions and reduces administrative 
costs by using a BOCES contract to share the services of a business 
administrator with the Galway Central School District. The District 
also recently entered an energy performance contract that estimates 
total savings of nearly $1.9 million over the next 18 years.  

It is important that District offi cials pass on the benefi ts of these 
economies to District taxpayers. By developing budgets that keep 
revenues in line with expenditures, and by adopting a policy for 
the use of unexpended surplus funds, District offi cials can achieve 
compliance with the Law and ensure that District residents pay no 
more than necessary in tax levies to support District operations.

Fund balance provides a cushion against unforeseen events and 
economic fl uctuations and provides cash fl ow during the year. 
Additional amounts of fund balance can be restricted, or reserved, for 
particular purposes or appropriated to reduce taxes.  When District 
offi cials establish reserves for specifi c purposes, it is important that 
they develop a plan for how to fund the reserves, how much should 
be accumulated in the reserves, and how and when these moneys will 
be used to fi nance related costs.  Such a plan serves to guide District 
offi cials in the accumulation and use of reserved funds and to inform 
District residents about the use of their tax moneys.

District offi cials have accumulated an increasing amount of 
unexpended surplus funds and restricted fund balance, or reserves.  
As shown in Table 1, reserves have grown from about $95,000 to over 
$800,000 in just three years.  This gives the District almost 5 percent 
of appropriations in reserves. Despite this substantial accumulation 
in reserves, District offi cials have not adopted a policy stating how 
much would be set aside in each reserve, how each reserve would 
be funded, or when the balances would be used.  Furthermore, with 
the exception of the tax certiorari reserve that had a balance of 
$365,957 as of December 19, 2011, the funding of these reserves was 
not planned and included as an appropriation in the budgets voted 
on by taxpayers; instead, the reserves were funded by unexpended 
surplus funds at year end.  Had District offi cials included transfers 
of unexpended surplus to reserves in the ensuing year’s budget, they 
could have achieved the same result, but done it in a way that is more 
transparent to taxpayers.

Reserves
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Recommendations

Multiyear fi nancial planning is a tool school districts can use to 
improve the budget development process. Planning on a multiyear 
basis will enable District offi cials to identify developing revenue 
and expenditure trends, establish long-term priorities and goals, 
and consider the impact of near-term budgeting decisions on future 
fi scal years. It also allows District offi cials to assess the merits of 
alternative approaches (such as using unexpended surplus funds or 
establishing and using reserves) to fi nance its operations. Multiyear 
fi nancial planning can also help District offi cials project the future 
costs of employee salaries and benefi ts provided for in collective 
bargaining agreements. Any long-term fi nancial plan should be 
monitored and updated on a continuing basis to provide a reliable 
framework for preparing budgets and to ensure that information used 
to guide decisions is current and accurate.  

The Board has not yet developed a multiyear fi nancial plan. District 
offi cials need to formulate a plan that takes current economic 
conditions into consideration, the recent trend of reductions in State 
aid, and the impact of the new tax cap law on revenue projections. 
Further, employee benefi t costs, like medical insurance and required 
contributions to the retirement systems, continue to increase. The 
Board also needs to evaluate the establishment and future use of 
reserve moneys. District offi cials should develop and regularly update 
a realistic multiyear fi nancial plan and ensure that it includes current 
fi nancial data and consideration of ongoing economic conditions. 
A well-designed plan can assist the Board in making timely and 
informed decisions about the District’s programs and operations.

1. District offi cials should prepare budgets that keep revenues in 
line with expenditures.

2. District offi cials should adopt a policy for the use of fund balance.

3. District offi cials should adopt a reserve policy establishing how 
reserves will be funded, how much will be reserved, and when 
reserves will be used.

4. Funding for reserves should be included in the budgets approved 
by voters.

5. District offi cials should develop a multiyear fi nancial plan to 
provide a framework for future budgets and facilitate management 
of the District’s fi nancial operations.  

Multiyear Financial Plan
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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
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APPENDIX B

OSC COMMENTS ON THE DISTRICT’S RESPONSE 

Note 1 

This analysis assumes that the Board of Education is willing to further subsidize the cafeteria fund 
through the use of unexpended surplus funds from the general fund. There was no indication during 
our audit that the Board planned to either increase the subsidy or write off the outstanding interfund 
advances from the general to the cafeteria fund.  Furthermore, even if the Board had taken either of 
these actions, the levels of both restricted and unrestricted fund balance in the general fund would still 
have increased for the three years.

Note 2 

We disagree.  Unexpended funds were not “returned” to the taxpayers during our audit period as a 
result of annual operating surpluses. In 2011-12, the District had an operating surplus of more than 
$480,000 and thus did not use any of the more than $1.1 million of unexpended surplus that was 
appropriated in the budget.

Note 3 

While we agree that the absence of the Federal stimulus grants would have affected the fi nancial 
results for 2009-10 and 2010-11, the Board planned for operating defi cits in each of these years by 
appropriating more than $1.1 million of unexpended surplus funds in each budget. Absent these grant 
moneys, the District still would not have used the total amounts appropriated in the budget.

Note 4 

Our report does not address the impact of Federal stimulus grants when discussing the reduction of 
budgeted revenues. If the District continues to experience operating surpluses, the District does not 
need to estimate as much total revenue and, correspondingly, collect as much property tax to fund the 
current level of appropriations needed to pay for operations.

Note 5

For clarifi cation, all four reserves are established and funded at the discretion of the Board of Education 
in accordance with the applicable sections of General Municipal and Education Laws.  None of them 
are “non-elective” or required by law.  

Note 6

It is important that the Board develop a plan for funding its reserves, including how much will be 
accumulated in each reserve, when these moneys will be used, and for which specifi c purpose. These 
are local decisions that local residents should know about. We commend District offi cials for their 
commitment to developing policies governing their reserves. 
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to assess the fi nancial condition of the District.  To accomplish the objectives of 
our audit we performed the following steps.

• We interviewed offi cials to gain an understanding of the District’s budgeting process.

• We reviewed the results of operations and analyzed changes in fund balance for the general and 
cafeteria funds. To gain additional background information and perspective, we also reviewed 
fi nancial data from fi scal years prior to those included in the audit scope period.  

• We compared the adopted budgets to the modifi ed budgets and actual operating results to 
determine if the budget assumptions were reasonable.

• We analyzed the composition of sources of revenue to identify trends.

• We reviewed expenditures based on the District’s budget categories to identify signifi cant 
expenditures and analyze trends.

• We analyzed the inter-fund advances and transfers from the general fund to the cafeteria fund.

• We reviewed Board meeting minutes and resolutions to verify the establishment of the reserves.

• We reviewed Board meeting minutes and resolutions to verify the abolishment of staff positions.

• We interviewed offi cials and obtained related documentation of the District’s efforts to realize 
cost savings.

• We interviewed offi cials to determine if the District had developed a multiyear fi nancial plan.

• We tested the reliability of the data reported on the annual update document and the fi nancial 
statements by reviewing journal entries, bank statements, and cash receipts and disbursements. 
We also reviewed the procedures for entering transactions in the accounting system.

• We reviewed budget and revenue status reports and trial balances.

We conducted this performance audit in accordance with generally accepted government auditing 
standards (GAGAS). Those standards require that we plan and perform the audit to obtain suffi cient, 
appropriate evidence to provide a reasonable basis for our fi ndings and conclusions based on our audit 
objectives. We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objectives.
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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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