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What is Effective Financial Management?

Effective financial management begins with the board adopting realistic and 
balanced budgets, based on historical or known trends. To accomplish this, 
officials must ensure budgeted revenues and appropriations are accurately 
estimated. Officials may also appropriate a portion of fund balance to help finance 
the next year’s budget. The appropriation of fund balance should result in an 
operating deficit (expenditures exceeding revenues) equal to the amount of fund 
balance that was appropriated and a reduction in surplus fund balance. 

Surplus fund balance should compensate for cash flow fluctuations and provide a 
cushion against unforeseen events but should not exceed a reasonable amount, 
consistent with prudent budgeting practices. This can be achieved with a fund 
balance policy that establishes a minimum and maximum amount of unassigned 
fund balance to be maintained and procedures that provide guidelines on how to 
accomplish this. 

The budget officer is responsible for preparing the proposed budget and 
presenting it to the board. Village Law section 5-506 requires that the proposed 
budget include a schedule of fund balance estimated to be on hand at the close 
of the current year, classified by funds, together with a breakdown of fund balance 
estimated for encumbrances, amounts appropriated for the ensuing fiscal year’s 
budget, amounts reserved for stated purposes, including reserve funds, and the 
remaining unassigned fund balance. 

The Board Underestimated Revenues and Overestimated 
Appropriations	

The Board consistently adopted budgets that underestimated revenues and 
overestimated appropriations. Between 2017-18 and 2020-21, revenues were 
underestimated each year 
by a total $420,341. While 
the Village realized average 
revenues of $421,334 
over the four-year period, 
estimates for those same 
years averaged only 
$316,249. For example, 
officials estimated revenues 
of $319,801 in 2017-18, but 
received $434,851. Officials 
continued to underestimate 
revenues in 2018-19, 2019-20 
and 2020-21 (Figure 1).  

Financial Management

FIGURE 1

Underestimated Revenues
 

$0
$50,000
$100,000
$150,000
$200,000
$250,000
$300,000
$350,000
$400,000
$450,000
$500,000

2017‐18 2018‐19 2019‐20 2020‐21

F g r  1: Un r st mat d R

Estimated Revenues Actual Revenues







Office of the New York State Comptroller       5

appropriated fund balance unused. When the unused appropriated fund balance 
is added back to the unassigned fund balance for 2017-18, surplus fund balance 
increases to $608,690, 100 percent of the 2018-19 budget. Similar results 
occurred for 2018-19 and 2019-20, with recalculated unassigned surplus fund 
balance amounting to $566,435 and $560,906, respectively (Figure 5).  

Further, if trends continue and the appropriated fund balance of $293,105 is not 
used in 2021-22, unassigned fund balance would continue to increase to more 
than 100 percent of the next year’s budget. 

The Mayor said that Board members did not know that the policy should define a 
reasonable amount of unassigned fund balance. The Mayor and Clerk also said 
that the Village wanted to build fund balance to use on capital projects such as 
road work, streetlights and infrastructure repairs. However, the Village does not 
have multiyear financial and/or capital plans to support this statement, did not 
establish a capital reserve to actually restrict the money for such use, and the 
Board meeting minutes did not include discussion of these plans.

Because the Board has not established a threshold amount in the existing fund 
balance policy, and there are no written procedures for managing a reasonable 
level of fund balance, the Village accumulated an excessive amount of 
unassigned fund balance. This resulted in taxes that were higher than necessary. 
Despite significant appropriations of surplus fund balance each year intended to 
lower the levy, during the last four fiscal years, the Village tax levy was steady at 
approximately $209,000. 

For example, in 2020-21, the Village appropriated $293,105 of surplus fund 
balance and collected $209,000 in real property taxes. However, only $5,547 of 
the appropriated fund balance was actually used to finance operations, which 
means the Village could have financed the full cost of its 2020-21 expenditures 
without levying any real property taxes for 2020-21 had it adopted more realistic 
estimates for revenues and expenditures. The actual revenues of $445,352 for 
2020-21 included $209,000 of real property taxes; subtracting the real property 
tax revenues would leave $236,352 of other revenues to finance operations. 

Figure 5: Unassigned Funds at Year End 
 2017-18 2018-19 2019-20

Reported Unassigned Fund 
Balance $344,069 $348,648 $273,348
Add: Unused Appropriated 
Fund Balance 264,621 217,787 287,558
Recalculated Balance $608,690 $566,435 $560,906
As Percentage of Next Year's 
Budget 100% 99% 93%

…[T]he 
Village 
accumulated 
an excessive 
amount of 
unassigned 
fund balance.
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With the adjusted revenues of $236,352, the Village would have needed to use 
$214,547 of fund balance (which is less than the $293,105 of fund balance 
the Board appropriated for 2020-21) to fully finance the total expenditures of 
$450,899. The Board repeated this practice each of the four years in our audit 
period and, while it is understandable the Board would not completely eliminate 
the real property tax levy in one year, this shows the Board could have reduced 
its tax levy over the four-year period without having a detrimental impact on its 
financial position. 

The Budget Officer Did Not Include Fund Balance Schedules In 
Proposed Budgets

The proposed budget documents presented to the Board for 2017-18 through 
2020-21 did not include a schedule of fund balance as required. Instead, 
the schedules provided to the Board included only the budget officer’s 
recommendation for appropriated surplus fund balance. In addition, although 
each year’s proposed budget document included the recommended appropriated 
surplus fund balance amount, the Board did not appropriate the fund balance 
by resolution, which is required by Village policy. Board meeting minutes did not 
include any resolution or reference to the appropriated fund balance amount each 
year.

Without the fund balance schedule, the Board and taxpayers have no ability to 
know how much surplus fund balance is on hand and no ability to notice any 
upward or downward trend in fund balance.

The Mayor said that Village officials had no knowledge of the requirement to 
present a fund balance schedule with the proposed budget. While the Mayor and 
Clerk said that the fund balance policy was established prior to their terms and, 
because of that, they were not aware of the policy’s requirements, officials should 
be aware of and adhere to all Village policies.  

The Board’s ability to effectively manage fund balance and appropriately inform 
taxpayers of the Village’s use of fund balance is limited because the Board did 
not receive the required fund balance schedule. Furthermore, the lack of Board 
resolution for the appropriated surplus fund balance amounts resulted in a lack of 
transparency to taxpayers and contributed to the excessive accumulation of fund 
balance to occur unnoticed.

What Do We Recommend?

The Board should:

1.	 Ensure adopted budgets contain realistic estimates that are based on 
historical trends and discontinue the practice of appropriating fund balance 
that will not be used to fund operations.
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2.	 Revise the fund balance policy to define reasonable levels of fund balance 
to be maintained and include procedures on how to maintain it effectively.

3.	 Reduce surplus fund balance to a reasonable amount by using it to fund 
needed reserves (i.e., planned capital projects) and/or reducing the tax 
levy.

4.	 Ensure compliance with the fund balance policy and take formal action for 
any fund balance appropriation.

5.	 Ensure that the budget officer provides a fund balance schedule, as 
required.

The budget officer should:

6.	 Prepare and attach a complete fund balance schedule to the proposed 
budget and ensure that the schedule includes the fund balance estimated 
to be on hand at the close of the current year, amounts appropriated for 
the ensuing fiscal year’s budget, and the remaining unassigned fund 
balance, as required.
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Appendix A: Response From District Officials
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Appendix B: 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. We:

ll Obtained and reviewed Village policies and procedures pertaining to financial 
management.

ll Obtained and reviewed Board minutes to determine whether fund balance 
appropriations, amendments, modifications and transfers were made by 
Board resolution as required by Village policy.

ll Obtained and reviewed the 2017, 2018, 2019 and 2020 management letters 
to determine whether there were any significant deficiencies.

ll Interviewed the Mayor, Deputy Mayor, Clerk and one trustee to gain an 
understanding of the Village’s financial operations, budget adoption process 
and budget monitoring practices.

ll Obtained and reviewed supporting documents used to create preliminary 
budgets for 2017-18 through 2020-21.

ll Compared the adopted budgets and actual results of operation for 2017-18 
through 2020-21, identified and investigated the highest variances per year 
and determined whether planned deficits matched actual results.

ll Analyzed fund balance by calculating unassigned fund balance as a 
percentage of the next year’s budget and the percentage of appropriated 
fund balance used each year. When appropriated fund balance was not 
used, we recalculated unassigned fund balance by adding back unused 
appropriated amounts to the reported unassigned fund balance. We then 
determined the recalculated amounts’ percentages of the ensuing years’ 
budgets.   

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.

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.
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The Board has the responsibility to initiate corrective action. A written corrective 
action plan (CAP) that addresses the findings and recommendations in this report 
should be prepared and provided to our office within 90 days, pursuant to Section 
35 of General Municipal Law. 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. We encourage the Board to make the 
CAP available for public review in the Clerk’s office.
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Appendix C: 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






