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Report Highlights

Audit Objective
Determine whether the Board adopted budgets with 
reasonable estimates and reserves were used for their 
intended purposes.

Key Findings
 l District officials appropriated unrestricted fund 
balance as a financing source each year for the 2014-
15 through 2018-19 budgets. However, because 
the District generated operating surpluses in three 
of those years, only a fraction was used to finance 
operations.

 l After adding back the appropriated fund balance 
that was not used, the recalculated unrestricted 
fund balance for fiscal years 2014-15 through 2018-
19 ranged from 7 percent to 12.15 percent of the 
ensuing year’s appropriations, exceeding the 4 
percent statutory limit.

 l Of the District’s six reserves, two were not used as 
intended and appear to be overfunded.

Key Recommendations
 l Adopt budgets with realistic estimates and 
discontinue the practice of appropriating fund balance 
that will not be used.

 l Develop a plan for the use of excess unrestricted fund 
balance in a manner that benefits District taxpayers.

 l Ensure that reserves are used as intended. 

Background
The Pawling Central School 
District (District) is located in the 
Town of Pawling, portions of the 
Towns of East Fishkill, Beekman, 
and Dover in Dutchess County, 
and a portion of the Town of 
Patterson in Putnam County. 

The District is governed by the 
Board of Education (Board), 
which comprises seven 
elected members. The Board 
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 of the 
District and is responsible, along 
with other administrative staff, for 
the day-to-day management of the 
District under the direction of the 
Board .

Audit Period
July, 1, 2018 – June 20, 2019. We 
extended the scope period back 
to July 1, 2014 and forward to 
June 30, 2019 to analyze trends in 
budgeting and reserves.

Pawling Central School District

Quick Facts

2019-20 Appropriations $38,750,756

Enrollment 1,127

Employees 452
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How Does a Board Effectively Manage Finances?

A board is responsible for making sound financial decisions in the best interests 
of the district and the taxpayers who fund its programs and operations. Sound 
budgeting practices based on reasonable budget estimates help ensure that 
funding will be available to sustain operations and to address unexpected 
occurrences and future expenditures. Reasonable budget estimates also help 
ensure the real property tax levy is not greater than necessary. 

Fund balance represents resources remaining from prior fiscal years. A district 
may retain a portion of fund balance, referred to as unrestricted fund balance, 
within the limits established by New York State Real Property Tax Law1 which 
currently limits the amount of surplus fund balance2 that a school district can 
retain to 4 percent of the ensuing year’s budgeted appropriations. When fund 
balance and reserve funds are appropriated in the budget, there is an expectation 
of an operating deficit (expenditures exceeding revenues) to be financed by the 
appropriated fund balance and reserves. This allows a district to use reserves 
and excess fund balance accumulated in prior years to fund current operations. 
Sound budgeting practices provide that adopted annual budgets should not 
routinely include appropriated fund balance and reserve funds that will not 
actually be needed because revenues were underbudgeted or expenditures were 
overestimated.

Additionally, districts are legally allowed to establish reserves and accumulate 
a reasonable amount of funds for certain future purposes (e.g., capital projects, 
retirement expenditures). Combining a reasonable level of unrestricted fund 
balance with specific legally established reserves provides both for unanticipated 
events and for other identified or planned needs. The board is responsible for 
developing a formal plan for the use of its reserves, which should include optimal 
or targeted funding levels and specify when the reserves will be used.

The Board and District Officials Overestimated Appropriations

The Board and District officials did not reasonably estimate general fund 
appropriations in the annual budget for each year we reviewed. We compared 
budgeted revenues and appropriations to actual revenues and expenditures for 
2014-15 through 2018-19 and found that, while revenue estimates were generally 
reasonable, appropriations were overestimated by $5,565,800 during the five-
year period (Figure 1). 

Budgeting Practices and Reserves

1 New York State Real Property Tax Law, Section 1318

2 Surplus fund balance is defined as unrestricted fund balance minus appropriated fund balance and 
encumbrances included in committed and assigned fund balance. See our accounting bulletin at 
https://www. osc.state.ny.us/localgov/pubs/releases/gasb54.pdf

https://www
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Although District officials were aware that certain appropriations had been 
previously overestimated, they continued to allocate funds to these items 
in the annual budgets. For example, we identified four line items that were 
overestimated in each of the five fiscal years we analyzed: salaries – non-
instructional, textbooks, travel & conferences and tax anticipation note interest 
(Figure 2). The remaining overestimated appropriations were distributed 
throughout the budgets. During this period District officials budgeted $45,000 for 
interest associated with tax anticipation notes (TANs); however, the District did not 
issue TANs. The Assistant Superintendent for Finance told us the District always 
budgets for TAN interest over the summer months to cover expenses that might 
occur. However, with the decline in interest rates in recent years, a large budgeted 
number appears excessive even if District officials did issue TANs, which they did 
not. We question District officials’ actions in repeatedly budgeting for TAN interest 
when TANs were not issued. 

Figure 1: Total Overestimated Appropriations
  2014-15  2015-16  2016-17 2017-18 2018-19 Totals

Appropriations $37,787,367 $37,404,206 $37,090,937 $36,670,764 $37,670,716 $186,623,990 
Actual 
Expenditures

$35,580,341 $37,189,772 $35,259,894 $36,637,930 $36,390,252 $181,058,189 

Actual Amount 
Under Budget

$2,207,026 $214,434 $1,831,043 $32,834 $1,280,464 $5,565,801 

FIGURE 2

Overestimated Appropriations by Line Item 

Fiscal Years 2014-15 Through 2018-19
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District officials also told us that they used historical or known trends during their 
budget development process.  However, they annually overestimated these 
appropriation items during the past five years. By not estimating appropriations 
more reasonably, the Board created tax levies that were higher than necessary 
and resulted in the accumulation of significant fund balance. 

Unrestricted Fund Balance Exceeded the Statutory Limit

District officials need to improve their budgeting practices to more effectively 
manage the general fund balance, as the District maintained a surplus fund 
balance exceeding the statutory limit in four of the past five years (2014-15 
through 2018-19).

The Board and District officials overestimated appropriations by an average of 
$1.1 million each year which was not needed to finance operations (Figure 3). As 
a result, the District reported three years of operating surpluses and two years of 
smaller operating deficits.  

FIGURE 3

Appropriated Fund Balance Usage

With unused appropriated fund balance added back, the recalculated surplus fund 
balance exceeded the allowable statutory limit each year (Figure 4).
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Officials told us that fund balance levels are an issue and that they are working on 
developing long-term plans to fund new programs, staff and infrastructure needs.

Appropriating fund balance each year that is not needed to finance operations is, 
in effect, a reservation of fund balance that circumvents the statutory limit. This 
practice increases fund balance, and results in the District potentially levying more 
real property taxes than needed. Further, the District accumulated unrestricted 
fund balance in excess of the statutory limit.

Reserves Were Not Used as Intended

As of June 30, 2019, the District reported six general fund reserves with 
cumulative balances totaling approximately $8.9 million. These reserves 
included retirement contribution3 ($3.5 million), employee benefit accrued liability 
($428,255), tax certiorari ($778,979), reserve for encumbrances ($1 million) 
and capital projects ($3.2 million). The tax certiorari, reserve for encumbrances 
and capital project reserves appeared reasonable. However, the retirement 

FIGURE 4

Surplus Fund Balance

(Reported, Recalculated and Allowed)

3 Includes $238,100 reserve for the Teachers’ Retirement System 
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contribution reserve and employee benefit accrued liability reserve (EBALR) were 
not used as intended and may be overfunded.

Retirement Contribution – The $3.2 million retained in this reserve is sufficient 
to cover more than five years of the employees’ retirement cost, which averaged 
$643,422 annually over the last five years (Figure 5). The entire amount of these 
expenditures was budgeted for and paid from the general fund operating budget. 
District officials did not have documentation for why they would need to hold 
almost five years of employees’ retirement contributions in reserve.

FIGURE 5

Retirement Contribution Reserve

 Balances and Expenditures

EBALR – The $428,255 retained in this reserve is sufficient to cover more than 
eight years of settlement costs, which averaged $48,122 annually over the last 
five years (Figure 6). These expenditures also were paid from the general fund 
operating budget. 
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While the Assistant Superintendent for Finance presented her reserve fund 
analysis to the Board and made recommendations on funding levels, as required 
by the reserve fund policy, related expenses were not paid from the reserves. 

When general fund resources are used to fund retirement contribution and 
employee benefit costs, the reserves could be overfunded. As a result, public 
funds are withheld from productive use and the tax levy could be greater than 
necessary.

What Do We Recommend? 

The Board and District officials should: 

1. Adopt budgets with realistic estimates and discontinue the practice of 
appropriating fund balance that will not be used to fund operations. 

2. Develop a plan to use excess unrestricted fund balance in a manner that 
benefits District taxpayers. Such uses include, but are not limited to:

 l Reducing real property taxes, 

 l Financing one-time expenditures, 

FIGURE 6

Employee Benefits Accrued Liability Reserve (EBALR) 

Balances and Expenditures

2014-15 2015-16 2016-17 2017-18 2018-19
Employee Benefits Reserve $1,163,080 $1,343,002 $1,383,581 $1,484,874 $428,255
Actual Expenditures $5,149.10 $61,452.85 $67,437.98 $46,915.02 $59,656.08
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 l Establishing necessary reserves, and

 l Paying off debt.

3. Ensure that funds in the retirement contribution and employee benefits 
reserves are used for their intended purposes.
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Appendix A: Response From District Officials
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See
Note 1
Page 14
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See
Note 2
Page 14
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Appendix B: OSC Comments on the District’s Response 

Note 1

District officials were not completely transparent with their budgeting practices. 
By overestimating certain budget line items year after year, and at the same time 
appropriating fund balance each year that was not needed to finance operations, 
District officials maintained fund balance at a level that circumvented the statutory 
limit. 

Note 2

District officials did not use the reserves for retirement contribution and employee 
benefit accrued liability as intended, but instead budgeted for and paid these 
expenditures from the general fund operating budget.
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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 examined the general fund unassigned fund balance over the past five 
years by comparing the operating trends to determine whether appropriated 
fund balance amounts were used.

 l We analyzed the expenditures for the past five years by calculating the 
budgeted-to-actual variance for each expenditure item to identify any trends.

 l We examined all the District’s reserves over the past five years to determine 
whether the funds were used for their intended purposes.

We conducted this performance audit in accordance with GAGAS (generally 
accepted government auditing standards). 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.

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/localgov/regional_directory.pdf

Cost-Saving Ideas – Resources, advice and assistance on cost-saving ideas 
www.osc.state.ny.us/localgov/costsavings/index.htm

Fiscal Stress Monitoring – Resources for local government officials 
experiencing fiscal problems 
www.osc.state.ny.us/localgov/fiscalmonitoring/index.htm

Local Government Management Guides – Series of publications that include 
technical information and suggested practices for local government management 
www.osc.state.ny.us/localgov/pubs/listacctg.htm#lgmg

Planning and Budgeting Guides – Resources for developing multiyear financial, 
capital, strategic and other plans 
www.osc.state.ny.us/localgov/planbudget/index.htm

Protecting Sensitive Data and Other Local Government Assets – A non-
technical cybersecurity guide for local government leaders  
www.osc.state.ny.us/localgov/pubs/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/localgov/finreporting/index.htm

Research Reports/Publications – Reports on major policy issues facing local 
governments and State policy-makers  
www.osc.state.ny.us/localgov/researchpubs/index.htm

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

http://www.osc.state.ny.us/localgov/regional_directory.pdf
http://www.osc.state.ny.us/localgov/costsavings/index.htm
http://www.osc.state.ny.us/localgov/fiscalmonitoring/index.htm
http://www.osc.state.ny.us/localgov/pubs/listacctg.htm#lgmg
http://www.osc.state.ny.us/localgov/planbudget/index.htm
http://www.osc.state.ny.us/localgov/pubs/cyber-security-guide.pdf
http://www.osc.state.ny.us/localgov/finreporting/index.htm
http://www.osc.state.ny.us/localgov/researchpubs/index.htm
http://www.osc.state.ny.us/localgov/academy/index.htm


Like us on Facebook at facebook.com/nyscomptroller  
Follow us on Twitter @nyscomptroller

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/localgov/index.htm

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

NEWBURGH REGIONAL OFFICE – Lisa A. Reynolds, Chief Examiner

33 Airport Center Drive, Suite 103 • New Windsor, New York 12553-4725

Tel (845) 567-0858 • Fax (845) 567-0080 • Email: Muni-Newburgh@osc.ny.gov

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