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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

March 2018
Dear School District Officials:

A top priority of the Office of the State Comptroller is to help school district officials manage their
districts efficiently and effectively and, by so doing, provide accountability for tax dollars spent to
support district operations. The Comptroller oversees the fiscal affairs of districts statewide, as well
as districts’ compliance with relevant statutes and observance of good business practices. This fiscal
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 district
costs and to strengthen controls intended to safeguard district assets.

Following is a report of our audit of the Cleveland Hill Union Free School District, entitled Financial
Management. 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 officials 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 office for your county, as listed at the end of
this report.

Respectfully submitted,

Office of the State Comptroller
Division of Local Government
and School Accountability
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Introduction

Background

Objective

Scope and
Methodology

Comments of
District Officials and
Corrective Action

The Cleveland Hill Union Free School District (District) is located in
the Town of Cheektowaga in Erie County. The District is governed
by an elected five-member Board of Education (Board) which is
responsible for the general management and control of the District’s
financial and educational affairs. The Superintendent of Schools
(Superintendent) is the chief executive officer and is responsible,
along with the Board and the Business Manager, for the District’s
financial management.

The District operates three schools with approximately 1,250 students
and 220 employees. The general fund budgeted appropriations for
the 2016-17 fiscal year were approximately $31 million, which were
funded primarily with State aid, sales tax and real property taxes.

The objective of our audit was to review the District’s financial
management practices. Our audit addressed the following related
question:

* Did the Board and District officials properly manage District
finances by ensuring budgets were realistic and by properly
planning for and using fund balance?

We examined the District’s financial management practices and
records for the period July 1, 2013 through July 12, 2017.

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 officials, and their comments, which appear in Appendix
A, have been considered in preparing this report. While District
officials disagreed with certain findings in our report, they agreed
with our recommendations and indicated they planned to initiate
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 General Municipal Law, Section 2116-a (3)(c)
of the New York State Education Law, and Section 170.12 of the
Regulations of the Commissioner of Education, a written corrective
action plan (CAP) that addresses the findings and recommendations
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in this report must be prepared and provided to our office 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 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 Board should make the CAP available for public review in the
District Clerk’s office.
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Financial Management

Budgeting and Fund
Balance

The Board, Superintendent and Business Manager are responsible
for properly managing finances, adopting realistic budgets and
ensuring fund balance does not exceed the amount allowed by law.
Fund balance represents the cumulative residual resources from prior
years that can, and in some instances must, be used to lower property
taxes for the subsequent year. A school district may retain a portion
of fund balance, referred to as unrestricted fund balance, but must
do so within the statutory limit of 4 percent of the subsequent year’s
budget as established by the New York State Real Property Tax Law.
School districts may also establish reserve funds to restrict reasonable
portions of fund balance for specified purposes in compliance with
applicable statutes.

The Board and District officials did not properly manage finances,
ensure budgets were realistic or properly plan for and use fund balance.
Officials overestimated appropriations each year by an average of
$3.7 million (12 percent). These budgeting practices resulted in the
District’s unrestricted fund balance exceeding the 4 percent statutory
limit by 13 to 16 percentage points. Furthermore, when unused
appropriated fund balance is added back, the recalculated unrestricted
fund balance exceeded the statutory limit by amounts ranging from
$7.2 million to $7.6 million, or 23 to 25 percentage points. As a
result, the tax levy was higher than necessary. Additionally, four
reserves totaling approximately $1.6 million were overfunded and a
debt reserve ($493,000) was not being used as required.

The Board and District officials are responsible to ensure the
annual budget includes realistic estimates of expected revenues,
appropriations and the use of fund balance. Accurate budget estimates
help ensure that the real property tax levy is not greater than necessary.

During 2013-14 through 2015-16, the District appropriated fund
balance annually averaging $3.1 million to help finance budgeted
appropriations (Figure 1). When fund balance is appropriated as a
funding source, it reduces the amount of fund balance subject to the
statutory limit and the expectation is that there will be a planned
operating deficit in the following year equal to the amount of fund
balance appropriated. However, because officials overestimated
appropriations by an average of $3.7 million (12 percent) each year
and, as a result, experienced annual operating surpluses, the annual
amounts of appropriated fund balance were not used to finance
operations.
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The appropriations that were annually overestimated primarily
included employee benefits (by $1.2 million, or 33 percent),
instructional and administrative salaries (by $764,000, or 20 percent)
and special education (by $618,000, or 17 percent). Because some
of these costs are determined by contractual agreements, anticipated
expenditures should be reasonably estimated and not consistently
overestimated. However, officials indicated they intentionally budgeted
conservatively and overestimated these appropriations.

Figure 1: Unrestricted Fund Balance at Year-End

2013-14 2014-15 2015-16

Beginning Fund Balance $12,790,000 $13,460,000 $14,030,000
Add: Operating Surplus $670,000 $570,000 $620,000
Ending Fund Balance $13,460,000 $14,030,000 $14,650,000
Less: Reserves and Encumbrances $4,590,000 $5,540,000 $5,840,000
Less: Appropriated Fund Balance for the $3.410,000 $3.240,000 $2.750,000
Subsequent Year

Unrestricted Fund Balance at Year-End $5,460,000 $5,250,000 $6,060,000
Subsequent Year's Budgeted $30,640,000 | $31,030,000 | $31,040,000
Appropriations

Unrestricted Fund Balance as a Percentage 18% 17% 20%

of Subsequent Year's Budget
. ___________________________________________________________________________________________|

These budgeting practices resulted in unrestricted fund balance
exceeding the 4 percent limit by 13 to 16 percentage points.
Furthermore, annually 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 a circumvention of the statutory limit
imposed on the level of unrestricted fund balance. It is misleading to
District residents because they are under the impression that surplus
funds will be used to reduce their taxes or put to other proper use.
When unused appropriated fund balance is added back, unrestricted
fund balance actually exceeded the statutory limit by 23 to 25
percentage points (Figure 2).

Figure 2: Unused Fund Balance

2013-14 2014-15 2015-16

Unrestricted Fund Balance at Year-End $5,460,000 $5,250,000 $6,060,000

Add: Appropriated Fund Balance Not Used

to Fund Subsequent Year’s Budget $3,410,000 $3,240,000 $2,750,000
Recalculated Unrestricted Fund Balance $8,870,000 $8,490,000 $8,810,000
Recalculated Unrestricted Fund Balance

as a Percentage of the Subsequent Year's 29% 27% 28%

Budget
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Subsequent to our audit fieldwork, we contacted officials to determine
the 2016-17 operating results and found that the District reported
unrestricted fund balance as of June 30, 2017 totaling 20 percent of
the subsequent year’s budget, the same percent as the previous year.
Therefore, fund balance continued to exceed the statutory limit by 16
percentage points as of June 30, 2017.

We also compared the adopted 2017-18 budget to the last three
completed years and found the budget was consistent with prior
years’ trends, also resulting in a projected continuation of operating
surpluses. While the District has consistently realized operating
surpluses and retained excess fund balance, it also levied real property
taxes averaging $12.2 million from 2013-14 through 2016-17. While
this levy has decreased by approximately $129,000 (1 percent) from
2013-14 through 2016-17, officials could have adopted more accurate
budgets and then reduced the levy even further by using the District’s
excess funds for the residents’ benefit.

While it is prudent to provide for unforeseen circumstances,
maintaining excessive levels of fund balance and using overly
conservative and unrealistic budget estimates result in the tax levy
being higher than necessary.

Reserves As of June 30, 2016, the District reported eight general fund reserves
totaling approximately $5.5 million. While the District reasonably
funded the employee benefit accrued liability reserve ($2.5 million)
and capital reserve ($908,000), the retirement contribution, repair,
workers’ compensation and unemployment reserve balances, totaling
approximately $1.6 million, were overfunded.! In addition, the debt
reserve totaling approximately $493,000 was not being properly used
to pay related debt.

Retirement Contribution Reserve — GML authorizes the Board to
establish this type of reserve to pay retirement contributions for
employees covered by the New York State and Local Retirement
System. The balance of this reserve as of June 30, 2016 was
$683,000, which was twice the District’s annual average contribution
of $292,000 over fiscal years 2013-14 through 2015-16. However,
the District did not expend money from this reserve during the same
period because it consistently levied taxes to pay for these costs
instead of using the reserve.

Repair Reserve — GML authorizes the establishment of a repair
reserve to fund certain repairs to capital improvements or equipment
that must not occur annually or at shorter intervals. Voter authorization

! We discussed certain other minor deficiencies with respect to the reserves with
District officials.
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is required to fund this reserve. The District maintains a repair reserve
that was established in 2002-03 and, as of June 30, 2016, this reserve
totaled $504,000. The District has not used this reserve and, with no
plan for funding or using the funds, it is unclear whether the level of
funding is appropriate.

Debt Reserve — Bond proceeds not expended for the purpose for which
they were issued and related interest earnings are required to be set
aside in a mandatory debt reserve and used for the related debt service
principal and interest payments. The reserve should be reported in the
debt service fund, which is separate from the general fund. However,
the District accounted for and reported a debt reserve in the general
fund that, as of June 30, 2016, totaled approximately $493,000. For
the past three years, the balance in this reserve has not changed, other
than additions for interest. Instead, the District budgets and levies
taxes for the related debt payments which totaled approximately $2.1
million in 2016-17. As a result, the District is not properly using these
funds to pay the related debt as required.

Workers’ Compensation Reserve — GML authorizes the establishment
of'this type of reserve for payments of compensation and benefits, and
medical and hospital costs based on workers’ compensation claims,
rather than paying annual premiums. This reserve had a reported
balance of $304,000 as of June 30, 2016. The balance is twice the
District’s three-year average annual workers’ compensation costs of
$152,000, which have been budgeted for and paid out of the general
fund. Therefore, we question the reasonableness of the amount 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 unemployment benefits paid to claimants on the
District’s behalf. As of June 30, 2016, the balance in this reserve was
$101,000. The balance is 12 times the District’s three-year average
unemployment costs of $8,000, which have been budgeted for and
paid out of the general fund. As such, we question the reasonableness
of the amount held in this reserve.

There is no evidence that officials have used reserves for their intended
purpose because the District routinely levied taxes for expenditures
that could be funded with money from reserves. If the District intends
to continue to levy taxes to pay for expenditures that could be paid for
with reserve funds, we question the purpose of maintaining reserves
in excess of amounts needed to fund unplanned increases in related
expenditures.
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It is prudent financial management to provide some cushion against
unforeseen events. This can be accomplished by holding unrestricted
money in fund balance, budgeting conservatively or by using reserves.
However, in this case, the District was budgeting in an overly
conservative manner while holding more fund balance than allowed
and keeping excess funds in reserves. This combination of practices
resulted in taxes being higher than needed for District operations.

Recommendations The Board should:

1. Develop realistic estimates of appropriations and the use of
fund balance in the annual budget.

2. Ensure that unrestricted fund balance is in compliance with
the statutory limit and develop a plan to use excess funds
in a manner that benefits District residents. Such uses could
include financing sources for:

* Funding one-time expenditures;
* Funding needed reserves; and
* Reducing District property taxes.

District officials should:

3. Properly report the debt reserve in the debt service fund and
use the funds to pay related debt service as required.

4. Transfer any excess reserve funds to unrestricted fund balance
(where allowed by law) or to other reserves established and
maintained in compliance with applicable statutes.
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District officials’ response to this audit can be found on the following pages.
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\ CLEVELAND HILL
UNION FrEE SCHOOL DISTRICT

105 Mapleview Road, Cheektowaga, NY 14225-1599
Phone: 716 836-7200 «  Fax: 716 836-0675
MS/HS Fax: 716 836-7741 - ES Fax: 716 834-3700

February 8, 2018

Mr. Jeffrey D. Mazula, Chief Examiner
Office of the State Comptroller
Buffalo Regional Office

295 Main Street, Suite 1032

Buffalo, NY 14203-2510

Dear Mr. Mazula:

On behalf of the Cleveland Hill UFSD Board of Education and Administration, we would like to thank the State
Comptroller’s Office for the thoughtful and insightful findings and audit report. We were impressed by the
attention to detail and professionalism of the auditors. The OSC audit process was again a great opportunity
for us to learn while reflecting on our current strategies and practices.

While working diligently to enhance the Cleveland Hill Union Free School District, we routinely evaluate the
efficacy of our practices. Meeting the needs of our students and community’s expectations is a primary goal.
As is protecting the investment our community has made into the district over the past decades by
maintaining financial solvency into the future. Pleased that the Comptroller’s audit did not identify any
instances of fraud or misappropriation, nor did the audit identify any instances of waste or misuse, we feel
compelled to offer some clarification of our current fund balance and reserve levels, and respond to a few
items in the OSC report that we respectfully disagree with.

In July 2008, the district recognized approximately 1.3 million dollars in excess cost aid. As the district began
developing and implementing plans to utilize this money, the New York State budget crisis struck. These state
budget problems resulted in destructive cuts to public schools across the state and here at Cleveland Hill.
Further, at the same time, predictions for future state aid increases were significantly less than what was
required by the Campaign For Fiscal Equity Court Decision to maintain current programming and services.

Disarray and mixed signals from Albany showed no relief to these funding problems in the future. With even
deeper cuts in state aid, the initiation of the Gap Elimination Adjustment (GEA) and increased unfunded
mandates, public school districts across the state found themselves approaching a financial cliff. We were
fortunate to have recognized the 1.3 million dollars in aid just prior to this challenging and pivotal time.

The chart below shows the $8,289,284 deducted from the Cleveland Hill UFSD through the GEA and does not
reflect the other aid reductions and unfunded or underfunded mandates.
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Gap Elimination Adjustment

School State Aid
Year Reduction
2010-11 S (1,250,107)
2011-12 S (2,208,994)
2012-13 S (1,835,894)
2013-14 S (1,492,344)
2014-15 S (1,112,209)
2015-16 S (389,736)

The Cleveland Hill Union Free School District is significantly behind the full phase-in formula as determined by
New York State. Aid received from 2007-2008 through 2017-2018 amounts to $89,417,851 for the district.
Had Cleveland Hill received the full phase-in amounts as initially prescribed by law, this amount would have
equated to $128,876,869. This difference of almost $40 million dollars in just over 10 years has forced this
district, along with others, to make challenging decisions, difficult cuts and to become increasingly reliant on
fund balance and the local tax levy to maintain operations.

School District: Cleveland Hill
County: Erie
Enacted State
Budget/School Year Formula Base Current Year Aid Full Phase-in Level
2007-08 $6,162,090 @ $7.,425,800 $12,480.644
2008-09 $6,162,090 @ $8,019,438 $11,115,019 @
2008-10 $6,162,080 @ $8,027,443 $12,264,246 @
2010-11 $6,162,090 $8,027,443 $12,134,850 @
2011-12 $8,027,443 @ $8.027,443 $12,706,457 ¥
2012-13 $8,027.,443 @ $8,108,830 $12,820,828 @
2013-14 $8,109.,340 $8,133.,668 $12,332,657
2014-15 $8,133,668 @ $8.,279,197 $11,510,219
2015-16 $8,281,616 @ $8,312,257 $10,897,482
2016-17 $8,312,2687 @ $8,412,775 $10,245,097
2017-18 $8,412,943 « $8,643,457 $10,368,570
$81,9563,070 $89,417,851 $128,876,869

Only school districts with healthy reserves and fund balance have been able to weather a financial crisis of this
magnitude and still be able provide the quality education that their students and community expect. Districts
heavily reliant on state aid like Cleveland Hill found themselves in an even more vulnerable position as the

state is no longer funding public education anywhere near the 50% level, thus shifting the cost to the local tax

payer.

With the reality of an enduring financial crisis upon us, the school community made protecting our long-term
financial solvency a top priority. The commitment to protecting our residents’ investment and educational
programming for our students included much more than maintaining the aforementioned 1.3 million in excess
cost aid. It also included several very difficult and challenging decisions to downsize staffing and programming
in several areas. In an attempt to endure an extended financial crisis, we reduced 28.1 staffing FTE since the
2008-2009 school year. This included a retirement incentive that resulted in a reduction of 10 staff members
alone. Our unemployment insurance reserve is funded should the district need to go down this path in the
future once again. We explored, created and successfully implemented various cost containment strategies
that allowed us to expand the quality educational experience during challenging times.
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In December 2013, we received the report from our 2011 State Comptrollers audit which reported our
unappropriated fund balance to be 15%. Recognizing that this is higher than the recommended 4%, the

See
Note 1
Page 18

district began discussing suitable strategies to bring this number down. District officials implemented a plan
that focused on the following areas:

e Capital Improvements Project as determined by the BCS. - A 10.9 million dollar capital project is

presently underway. When the Board of Education communicated this project to the community for
consideration, they clearly articulated that there would be no impact on the local tax levy, and that

fund balance with reserves would be appropriated to cover 100% of the local share.
e Strategic plan to improve student achievement levels. — Over a two-year planning period, the

district developed and implemented Project Achieve, a three-year strategic plan to improve student
achievement. This plan invested approximately $750,00 of fund balance as one-time expenditures to
finance the plan. The strategically effective use of this money has generated aid from these one-time

expenditures that has now allowed us to initiate the next three-year plan, Project Achieve “2”.
(Please note that the following data sets demonstrate the remarkable effectiveness of this plan.
Cleveland Hill’s student achievement indexes have been trending up at a notable rate.)
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Cleveland Hill Middle School
Busi First Ranking
with 151 Public Middle Schools
50 =
&
63
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a0 79
84
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100 SiyoT
Iig B e
2013 2034 2018 2018 2017
2o10-11 2011-12 1 2012-13 | 201314 | 2014415 201518 2018-17
Parcentile | Fercentile | Percentile | Percentile | Percentile | Percentile | Fercentile
Tesat Fank Fark Frarnk Rank Fank Rank Fank
Grade 3 ELA It 420 79.83 70.08 53.45 80.87 71.68
Grade 4 ELA H 62.28 g1.82 58.93 69.37 59.26
Grade 5 ELA : 56.88 53.33 7019 62.14 71.72
Grade 6 ELA _ 4936 | 5952  |D4708 ] 5128 65.38 8553 78.95
Grade 7 ELA 60.53 52.56 . 60:49  JEl¥e25 | 51.90 58,97 75.64
Grade § ELA 59.74 | 4872 | 5949 | 3797 | 5432 60.76 57.14
Frequency (out of 51 in Top
: 50% of Erie County 3.00 2.0l 5.00 400 6.00 6.00 6.00
V% of being in Top 50% of Ene
County 50% 33% 83% 67% 100% 100% 100%
2010-1 201112 | 2001213 ) 2314 2014-15 | 201816 | 2018-17
Parcentie | Percantile | Percentile | Paercentile | Percentile |Percentile | Percentile
Test Rank Farnk Rank Fank Fark Fank Rank
Grade 3 Math . 3750 | 3361 | 5169 58,38 B8.10 66,96 B1.95
Grade 4 Math PR R ____5_3:1_0 4956 | 90.00 61.61 65.77 8056
Grade 5 Math 63.06 4364 | 8165 67.31 6699 59.60
Grade & Math 55.56 4286 | 3412 | 46! 51.95 76.32 75.00
Grade 7 Math 5000 6154 I 59.26 | 51.90 65.38 73.08
Grade & hMath 59.74 5385 | 4051 50.63 75.00 £4.94
. Frequency (outof B} in - 2 10 0 60
| Top 50% of Erie County 4.00 300 3.00 400 6.0 A0 6.00
%ofbeinginTops0%of | goor | 5go; | mpy 66% | 100% | 100% | 100%
‘ Erie County
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e Fund Appropriated Reserves
o Capital Reserve Fund - Immediately following the sale of the district’s Community Drive
property, the Board of Education placed $750,000 in our Capital Reserve Fund. These funds

have since been applied to help alleviate the local tax share of our current capital project.
o Employee Benefits Reserve - The current report notes that the district’s balance in the
Retirement Contribution reserve is twice the annual average contribution. Though this is

See
Note 2
Page 18

correct, we do not feel that this figure is excessive should state funding continue to decline.
Given the current budget and financial forecasts for the state, this is an eventuality that all
districts and municipalities have been advised to prepared for.

o Tax Certiorari Reserve - the district has completely depleted the tax certiorari reserve. This
a result of careful monitoring to determine future need. The balance sits at $0 and those
funds have been used to lower tax levy increases.

Reduce/minimize local tax levy — Since the Two Percent Tax Cap has been initiated, Cleveland Hill has been
10.07% below our allowable, legislated levy limit. We have lowered our tax levy two consecutive years in
2015 and 2016. (The rationale for not continuing this trend in 2017 is outlined later in the document.). The
fact that we have consistently been below the tax levy limit is a reflection of the district’s commitment to
contain spending and control taxes, while extending the financial health of the school district as long as
possible. Our Board of Education and community are regularly updated and informed of reserves and fund

is

balance levels, and have supported our approach to strategically spending it down. This would not be prudent
or possible if it were not for the careful plan to maintain and periodically use reserves. For the meantime, this

has allowed us to effectively avoid some of the draconian cuts and tax levy increases that other districts are
forced to implement.

Local Tax Levy Limit
School Allowable Actual Difference
Year by Law

2012-13 2.36% 1.50% -0.86%

2013-14 4.76% 3.49% -1.27%

2014-15 1.46% 0.73% -0.73%

2015-16 2.40% -1.00% -3.40%

2016-17 1.90% -0.99% -2.89%

2017-18 2.90% 1.98% -0.92%
-10.07%

While the district has initiated each of the bulleted strategies to effectively utilize fund balance listed above,
several of the cost cutting and containment strategies implemented at the same time resulted in further
district savings and a temporary increase in fund balance. We seek to maximize our revenues by targeting
opportunities that generated aid back to the district, as well as exploring opportunities to contain spending.

Specifically:

e Aretirement incentive for teachers — This incentive was collectively bargained and implemented four

years ago. This has resulted in significant savings to the district.

e Initiated a marketing plan — This effort was successful in attracting students to Cleveland Hill who had

chosen to attend other private, parochial and charter schools.
e Restructuring our District Professional Development Plan to maximize aid. — In addition to Project
Achieve, our district PD plan prioritizes using resources that generate aid.
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e Further restructuring of programing and staffing — Every district program and practice is regularly
evaluated for efficiency and effectiveness. These efforts have resulted in several changes to improve
efficacy across the organization.

¢ The implementation of two federal grants (MTIP, School Climate Transformation). Together these
five-year competitive grant awards have brought in approximately $216,000 a year. Both of these
grants will be completed in 2019, when the district will be expected to cover all expenditures. We will
explore future grant opportunities in these areas.

e Refinancing of debt. Our Fund Balance allowed for a strong bond rating which resulted in a favorable
interest rate when refinancing. This allowed the district to recognize an average annual savings of
$181,668, for a total savings of $1,453,350 over an 8-year period.

e Sold a district property for $900,000. - Using a competitive bid process, we sold the district’s
Community Drive property in 2016.

Our increase in fund balance over the last five years was not deliberate, but a result of our work to maximize IS\Iee ;
ote

and seek new sources of revenue. At the same time, our plans to control spending and expand efficiencies Page 18
worked as well.

Future opportunities to generate fund balance will be increasingly difficult for Cleveland Hill. We carefully

consider applications of our current fund balance while doing long-term budget planning and forecasting. See
Recognizing that our fund balance is higher than recommended, it is our responsibility to utilize it in a manner| Note 1
that does not accelerate the fiscal insolvency of the district. Page 18

Below is a list of some rationale considered by school officials in regards to the future appropriation of the
fund balance:
e Indications that midyear cuts are a possibility from the Governor’s office
e Repeated reductions of state tax revenue projections
e Steep federal cuts in Medicaid funding
e Warnings from the NYS Comptroller’s office that state revenues are trending downward and that tough
fiscal decisions could lie ahead
e Failure of the state to provide predictable, sustainable and dependable funding projections for short
and long-term budget planning
* Increases in Foundation Aid do not keep pace with state and federal mandated expenses
® Recent direction given by the NYS Comptroller urging local governments and school districts to be
fiscally conservative in drafting their budgets as economic uncertainty and the potential domino effect
of federal funding cuts
e The fact that our fund balance will be reduced significantly when the local share of our capital project
is paid
e Facing very similar challenges as municipalities, the great discrepancy between the recommended fund
balance levels allowed for municipalities compared to schools is concerning. Our current level of fund
balance is in line with the two-months of operating expenses suggested to municipalities

, . X R See
The New York State Government Finance Officers Associgtion recommends that, “municipalities maintain a Note 4
budget reserve of at least two months of annual total expenditures as insurance against unanticipated Page 18

expenditures or revenue shortfalls”.

e Locally elected officials reporting a “direct assault on public education” is currently underway. This is of
grave concern to those who are responsible for public education and the students we serve. We
believe that responsible appropriations of fund balance will support district interests for as long as
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possible, as various lobbyist groups in Washington and Albany continue their efforts to syphon money
and support for public education.

e Freezing of state aid in November as proposed by the Governor would further limit future revenues.

e Our current fund balance allows for a more favorable bond rating, thus saving tax payers significant
money in interest payments.

Revenues to public education no longer keep pace with expenses, unfunded and underfunded mandates. This
situation is confounded by the legislated tax cap and polarizing tax exemptions.

Financial, as well as educational insolvency, is a reality that many public-school districts presently face or will
in the future. Our own ability to strategically navigate these financial challenges will continue to diminish as
the inevitable depletion of our fund balance and reserves continues. Unless the funding mechanisms for
public education are corrected in New York State, Cleveland Hill, with countless other districts will inevitably
face the same peril. Evidence of this occurring can now be seen in schools who maintained minimum levels
fund balance now being forced to continually cut services, staff and programs to levels that adversely impact
their communities.

Our school community has taken a proactive approach to maintaining solvency and sustainability through
careful financial planning. Our hope is that New York State provides predictable, sustainable and adequate
funding projections for us and other school districts to effectively plan for the future. This would allow school
districts to maintain and operate with lower fund balances with confidence into the future.

Cleveland Hill UFSD - CORRECTIVE ACTION PLAN

The Board will:
1. Develop realistic estimates of appropriations and the use of fund balance in the annual budget.

a) Asdistricts are not able to end the year with a negative balance it is almost impossible to end
the year with a zero balance. This means that there will be some level of excess fund balance
generated at the end of the year. The district will continue to work diligently to craft
appropriation budgets that ensures the district will not end with a negative balance. We will
look for opportunities to budget “closer to the bone” but must be careful so as to not create a
situation where we have not adequately budgeted for expenditures.

b) The district will implement a plan to routinely budget for use of reserves as well as the actual
implementation to spend down those reserves during the year according to the budget
document

2. Ensure that unrestricted fund balance is in compliance with the statutory limit and develop a plan to
use excess funds in a manner that benefits District residents. Such uses could include financing sources
for:

e Funding one-time expenditures;

e Funding needed reserves; and

e Reducing District property taxes

a) The district will work towards planning one-time expenditures which will be off-set by
increased use of reserves within the budget.

b) The district will continue our efforts to not only stay within the cap but to lower when possible
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for the benefit of community residents and taxpayers.

District officials will:
3. Properly report the debt service in the debt service fund and use the funds to pay related debt service
as required.

a) The districtis in the midst of a capital project. We are working with financial advisors on the
effective utilization of debt service and the part that the reserve plays in the long-term strategy.
We are looking at the bond obligation for our current capital project and the long-term
payment plan. The Board of Education is planning on using the debt service reserve. We are
working with the financial advisors in the most prudent way of accomplishing this.

4. Transfer any excess reserve funds to unrestricted fund balance (where allowed by law) or to other
reserves established and maintained in compliance with applicable statutes.

a) The district has been proactive in this approach having already liquidated the tax certiorari
reserve of $30,168.38. The capital reserve balance of $908,000 was transferred to the capital
fund after voters approved the measure in an effort to minimize the local tax share of our
current capital project. The district will look at other opportunities in the future.

Respectfully Submitted,

Robert C. Polino Jon T. MacSwan
Board President Superintendent of Schools
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APPENDIX B
OSC COMMENTS ON THE DISTRICT’S RESPONSE

Note 1

The 4 percent limit on a school district’s unrestricted fund balance is not a recommended level but a
requirement set forth in New York State Real Property Tax Law.

Note 2

We believe the District meant to title this as “Retirement Contribution Reserve,” as we indicated in the
report that the employee benefit accrued liability reserve was reasonably funded. However, as noted
in our report, officials have consistently levied taxes to pay for these costs instead of using the money
restricted in this reserve.

Note 3

The Board and District officials overestimated appropriations by an average of $3.7 million (12
percent) each year. As a result, the spending plan approved by the taxpayers was not realistic and
resulted in tax levy amounts being higher than necessary.

Note 4

School districts are statutorily required to maintain unrestricted fund balances at 4 percent or less of
the subsequent year’s budgeted appropriations. With so much of the budget being used to pay salaries
and benefits fixed by contracts, school districts have less uncertainty than municipalities — such as
towns or villages — and, therefore, generally need less unrestricted fund balance.
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS

To accomplish our objective and obtain valid evidence, we performed the following procedures:

«  We interviewed District officials and reviewed Board minutes and policies to gain an
understanding of the procedures for maintaining financial records, monitoring fund balance
and developing the annual budget.

*  We reviewed three fiscal years (2013-14, 2014-15 and 2015-16) of budgeted appropriations
and estimated revenues and compared them to actual results to determine whether budget
estimates were realistic.

* We analyzed changes in fund balance, including the use of appropriated fund balance, in the
general fund for 2013-14, 2014-15 and 2015-16. We also compared unrestricted fund balance
to the subsequent year’s budgeted appropriations to determine whether the District was within
the statutory limit. We included both appropriated fund balance and unrestricted fund balance
in our calculations.

*  We reviewed and analyzed the real property tax levy for 2013-14, 2014-15, 2015-16 and 2016-
17 to determine whether the District could have lowered the amount of real property taxes
levied.

*  We reviewed and analyzed 2016-17 actual revenues and expenditures to determine operating
results as of June 30, 2017.

*  Wereviewed the 2017-18 budget and compared it to prior years’ results of operations to project
whether the District would experience an operating surplus or deficit as of June 30, 2018.

* We identified all reserves and determined whether they were reasonably funded. We also
documented the flow of funds in and out of the reserves in 2013-14, 2014-15 and 2015-16.

We conducted this performance audit in accordance with 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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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

To obtain copies of this report, write or visit our web page:

Office of the State Comptroller
Public Information Office

110 State Street, 15th Floor

Albany, New York 12236

(518) 474-4015
http://www.osc.state.ny.us/localgov/
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APPENDIX E

OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY

Andrew A. SanFilippo, Executive Deputy Comptroller
Gabriel F. Deyo, Deputy Comptroller
Tracey Hitchen Boyd, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner

Office of the State Comptroller

State Office Building, Suite 1702

44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313

Email: Muni-Binghamton(@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties

BUFFALO REGIONAL OFFICE
Jeffrey D. Mazula, Chief Examiner
Office of the State Comptroller

295 Main Street, Suite 1032

Buffalo, New York 14203-2510
(716) 847-3647 Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

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

GLENS FALLS REGIONAL OFFICE
Jeffrey P. Leonard, Chief Examiner
Office of the State Comptroller

One Broad Street Plaza

Glens Falls, New York 12801-4396
(518) 793-0057 Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Albany, Clinton, Essex, Franklin,
Fulton, Hamilton, Montgomery, Rensselaer,
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner

Office of the State Comptroller

NYS Office Building, Room 3A10

250 Veterans Memorial Highway
Hauppauge, New York 11788-5533
(631) 952-6534 Fax (631) 952-6530
Email: Muni-Hauppauge(@osc.state.ny.us

Serving: Nassau and Suffolk Counties

NEWBURGH REGIONAL OFFICE
Tenneh Blamah, Chief Examiner

Office of the State Comptroller

33 Airport Center Drive, Suite 103

New Windsor, New York 12553-4725
(845) 567-0858 Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us

Serving: Columbia, Dutchess, Greene, Orange,
Putnam, Rockland, Ulster, Westchester Counties

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Office of the State Comptroller

The Powers Building

16 West Main Street, Suite 522
Rochester, New York 14614-1608
(585) 454-2460 Fax (585) 454-3545
Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates Counties

SYRACUSE REGIONAL OFFICE
Rebecca Wilcox, Chief Examiner
Office of the State Comptroller

State Office Building, Room 409

333 E. Washington Street

Syracuse, New York 13202-1428

(315) 428-4192 Fax (315) 426-2119
Email: Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence Counties

STATEWIDE AUDITS

Ann C. Singer, Chief Examiner
State Office Building, Suite 1702

44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
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