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Overview 

The establishment and funding of reserves is an important consideration in the maintenance of a 
sound financial plan for any school district. While strict adherence to state law is required to 
ensure reserves are both legal and appropriate, adequately funded reserves are vital to the long-
term health and stability of the school district.   This concept is recognized by the New York 
State Comptroller:  

Saving for future projects, acquisitions, and other allowable purposes is an 
important planning consideration for local governments and school districts. 
Reserve funds provide a mechanism for legally saving money to finance all 
or part of future infrastructure, equipment, and other requirements. Reserve 
funds can also provide a degree of financial stability by reducing reliance on 
indebtedness to finance capital projects and acquisitions. In uncertain 
economic times, reserve funds can also provide officials with a welcomed 
budgetary option that can help mitigate the need to cut services or to raise 
taxes. In good times, money not needed for current purposes can often be set 
aside in reserves for future use. (Office of the New York State Comptroller – Local 
Government Management Guide – Reserve Funds, Pg. 1) 

The East Rochester Union Free School District believes that the judicious use of reserves greatly 
reduces long term borrowing costs, smooths large fluctuations in tax rates and minimizes the 
possibility of draconian mid-year budget cuts which would have a direct impact on students.  It 
believes it is in the best interest of both the students and taxpayers to prudently establish and use 
reserves to weather the financial storms and uncertainties that will occur.  Again, the Comptroller 
notes: 

The practice of planning ahead and systematically saving for capital 
acquisitions and other contingencies is considered prudent management. 
Saving for future capital needs can reduce or eliminate interest and other 
costs associated with debt issuances. Similarly, certain reserve funds can be 
utilized to help protect the budget against known risks (a potential lawsuit) 
or unknown risks (a major ice storm). (Office of the New York State Comptroller – 
Local Government Management Guide – Reserve Funds, Pg. 2) 
 

This quote reflects the two purposes for the establishment of reserves: 
1.  Saving money for a large, one time future expenditure. A capital 
reserve for the replacement of a roof is an example. 
2.  Reserves which are intended to protect the district against a large, 
currently unknown risk. An insurance liability reserve is an example of 
this type. 

 

 

 

Since New York State law mandates that expenditures can be no greater than the budget 
approved by the voters in May, the East Rochester Union Free School District budgets 
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conservatively to ensure that unanticipated expenditures do not result in mid-year budget cuts 
which would have an immediate impact on students.  This practice has allowed the district to 
weather mid-year sales tax reductions, state aid holdbacks and other negative effects without 
impacting instructional programs.  However, conservative budgeting can also result in budget 
surpluses at year-end.  The Board of Education reviews any budget surpluses and determines the 
best use of these surpluses, including transfers to voter or board of education approved reserves 
or to a reduction in the ensuing year’s tax levy.  This budgeting practice has been endorsed by 
the Moody’s Rating Agency, which recently increased East Rochester’s bond Rating to Aa3 
(High Quality), noting: 

The grade to Aa3 reflects management's conservative budgeting practices which 
have resulted in a healthy reserve position and strong liquidity levels. The high 
quality rating reflects a trend of strong financial performance..... 

Legally established reserves can provide many benefits to the school district and to its taxpayers.  
However, these reserves can also cause confusion when their purpose is not clearly understood 
by the community.  The purpose of this document is to detail East Rochester’s plan for use and 
maintenance of reserves. 

The following page shows the General Fund Balance Sheet from the annual Basic Financial 
Statements which include the reserve balances as of June 30, 2017 and 2018: 
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East Rochester Union Free School District
General Fund - Summarized Balance Sheet

June 30, 2017 and 2018

Assets: 2017 2018 Variance
Cash 17,107,213$  18,378,227$  1,271,014$    
Due from other governments -                -                -$                 
Receivables 1,335,536 752,620 (582,916)$      
State & Federal aid receivable 0 0 -$                 
Due from other funds, net 1,362,362 1,961,207 598,845$       

   Total Assets $19,805,111 $21,092,054 $1,286,943

Liabilities
Accounts payable $145,782 $300,867 $155,085
Accrued liabilities 311,144 187,823 ($123,321)
Due to other funds 434,006         510,331         $76,325
Due retirement systems 1,415,718 1,251,924 ($163,794)
Deferred revenue 8,440 13,336 $4,896

   Total Liabilities $2,315,090 $2,264,281 ($50,809)

Fund Balance and Reserves
Workers' Compensation Reserve 618,281$       525,381$       ($92,900)
Unemployment Insurance Reserve $1,039,079 $1,035,918 ($3,161)
Encumbrances 557,808 866,850 $309,042
Employee Benefit Accrued Liability 305,373 305,912 $539
Tax Certiorari Reserve 1,931,233 1,934,426 $3,193
Capital Technology Reserve 1,715,963 1,978,213 $262,250
Capital Project Reserve 5,782,921 6,823,047 $1,040,126
Capital Equipment Reserve 1,233,942 1,156,122 ($77,820)
Insurance Reserve 502,099 502,632 $533
Retirement Contribution Reserve 2,300,441 2,169,953 ($130,488)
Appropriated fund balance 400,000 400,000 $0
Undesignated fund balance 1,102,881 1,129,318 $26,437

   Total Fund Balance and Reserves 17,490,021$  18,827,772$  $1,337,751
 

   Total Liabilities, Fund Balance  
      and Reserves $19,805,111 $21,092,053 $1,286,942  
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UNEMPLOYMENT INSURANCE RESERVE  

Purpose:  This reserve fund is used to pay the cost of reimbursement to the State Unemployment 
Insurance Fund for payments made to claimants. The reserve may be established by board action 
and funded by budgetary appropriations or other funds as may be legally appropriated (General 
Municipal Law, §6-m). 

Balance June 30, 2018: $1,035,918 

Balance June 30, 2017: $1,039,079 

Ideal Balance:  10+ years of annual claims plus an allotment for increases due to layoffs.   

Discussion: 

Currently, we utilize this reserve to cover the exact cost of annual claims to the District.  
Historically, we have funded this reserve for any unusual increases in unemployment claims due 
to a weakened economy, loss in state aid funding which drives a potential of significant layoffs 
and mid-year cuts of vital student programs.  In the past 3 years, we have not funded this reserve 
with year-end surplus.  
 

RESERVE FOR ENCUMBRANCES 

Purpose:  Governmental Accounting Standards Board (GASB) requires the district to recognize 
purchase commitments that will be expended in a future period.  The Reserve for Encumbrances 
is the amount of purchase commitments made at year-end where the goods won’t be received 
until the following fiscal year. 

Balance June 30, 2018: $866,850 

Balance June 30, 2017: $557,808 
 
Ideal Balance: This reserve must equal the value of outstanding purchase obligations to be 
satisfied. 

Discussion: This required reserve recognizes that purchase commitments were made from a 
current budget but the goods won’t be received until a future period.  This ensures that funds 
used to pay for purchases are aligned with their intended funding sources.  The reserve sets aside 
the funds for these commitments. 
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RESERVE FOR WORKERS’ COMPENSATION 
 
Purpose:  This reserve fund is used to offset expenditures of compensation and benefits, medical, 
hospital, or other expenses authorized by article two of the workmen’s compensation law and 
expenses of administering the self-insurance program for East Rochester School District. 
(General Municipal Law, §6-j) 
 
Balance June 30, 2018: $525,381 
 
Balance June 30, 2017: $618,281 
 
Discussion:  The Board authorized the creation and funding of this reserve in June 2016 to cover 
annual rate increases.  Currently, we are utilizing this reserve for the entire expense associated 
with Workers’ Compensation claims, not just the rate increases.  Based on historical rate 
increases, this reserve is funded for approximately 5 years of rate increases or unforeseen 
increases based on annual claims.  
 

EMPLOYEE BENEFIT ACCRUED LIABILITY RESERVE 

Purpose:  The governing board of any school district, by resolution, may establish a reserve for 
the purpose of funding the monetary value of accrued but unused sick leave, personal leave, 
vacation time, and any other forms of payment of accrued but un-liquidated time earned by 
employees.  Establishing or expending the reserve does not require voter approval.  Expenditures 
may only be made for allowed cash payments earned by employees due upon their termination of 
employment.  It may not be used to pay incentives and it may not be used to pay retiree health 
benefits (OPEB)  (General Municipal Law, §6-p).  

Balance June 30, 2018: $305,912 

Balance June 30, 2017: $305,373 

Ideal Balance:  Based on audited figures from 17-18, $120,160 of accumulated sick days accrued 
for all employees 55+, $205,193 of accumulated sick days accrued for 95% of employees 
between the ages of 45-54, and $138,904 of accumulated sick days accrued for 80% of 
employees between the ages of 30-44.  These items total $464,257 which justifies our current 
EBLAR balance. 

Discussion:  This reserve is for contractual entitlements that will be paid directly upon an 
employee’s termination.  It does not include post-employment health benefits under GASB 45.  
New York State has not yet developed a method to fund that multi-million dollar liability.   

 

 

TAX CERTIORARI RESERVE  
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Purpose:  The governing board of any school district, by resolution, may establish a reserve to 
refund taxes of the current year in tax certiorari proceedings. Establishing or expending the 
reserve does not require voter approval. Amounts not necessary to refund taxes must be returned 
to the unreserved fund balance of the general fund by the first day of the fourth fiscal year 
following the year for which the reserve was created. (Education Law §3651, Sub.1a, 3a) 

Balance June 30, 2018: $1,934,426 

Balance June 30, 2017: $1,931,233 

Discussion:  The District reserves approximately 85% of the outstanding tax certiorari cases.  
The amount of outstanding cases is examined during the annual external audit regarding the 
appropriate level of funding.   

CAPITAL RESERVES 

Purpose:  The Capital Reserve Fund is used to pay the cost of any object or purpose for which 
bonds may be issued. Voter authorization is required for both the establishment of the reserve 
and for payments from the reserve.  The form of the required legal notice for the vote on 
establishing the reserve and the form of the proposition to be placed on the ballot are set forth in 
§3651 of the Education Law.   

Balance June 30, 2018: $6,823,047 - Capital 

Balance June 30, 2017: $5,782,921 - Capital 

Balance June 30, 2018: $1,978,213 - Technology 

Balance June 30, 2017: $1,715,963– Technology 

Balance June 30, 2018: $1,156,122 - Equipment  

Balance June 30, 2017: $1,233,942 - Equipment        

Ideal Balance – may not exceed the voter authorized limit, plus accumulated interest earnings.   

Discussion:  The East Rochester Union Free School District has used capital reserves to its 
advantage for many years.  A capital reserve allows the District to save money in anticipation of 
a renovation or addition to a building.  Funding building projects in this fashion offers the district 
two advantages: 

1.  The use of cash financing avoids the interest charges associated with borrowing to 
accomplish the same result. 

2.  The current building aid formula provides state aid to the District for cash 
expenditures as if it had borrowed.  That is, state aid is provided on interest expenses, 
even though those expenses were avoided.  This provides a future revenue stream to 
the budget.   

In summary, the use of cash financing through capital reserves is prudent financial planning, 
avoids the expense of bond interest and increases state aid to the district. 
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INSURANCE RESERVE 

Purpose:  This reserve fund is used to pay judgments, claims, incidental costs and professional 
services connected with the investigation and settlement of claims. The reserve is funded by 
budgetary appropriations or any other permissive referendum. The amount that can be paid into 
the reserve during each fiscal year is limited to 5% of the annual budget. (General Municipal 
Law, §6-n). 

Balance June 30, 2018:  $502,632 

Balance June 30, 2017: $502,099 

Ideal Balance:   3% of the budget, approximately $810,000 

Discussion:  This reserve is primarily used to cover expenses related to areas where the District 
cannot obtain insurance.  Since those areas are very few, the District has not utilized or added to 
this reserve since it was approved.  In the future when needed, we may want to consider 
transferring this balance to another reserve for more efficient use of reserve dollars.  

RETIREMENT CONTRIBUTION RESERVE (ERS)  

Purpose:  The governing board of a school district, by resolution, may establish a reserve for the 
purpose of financing retirement contributions made to the NY State and Local Employees’ 
Retirement System. Establishing or expending the reserve does not require voter approval. 
Expenditures may only be made pursuant to a board resolution and must be used to finance 
retirement contributions (General Municipal Law, §6-l).  

Balance June 30, 2018: $2,169,953 

Balance June 30, 2017: $2,300,441 

Ideal Balance:  We have been utilizing this reserve as a direct offset to the expense for the 
Employee Retirement System (ERS).  The expected long term contribution 
rate for the Employees Retirement System is approximately 16% of salary.  
The long-range goal is to utilize this reserve only to the extent that there are 
increases in the retirement contribution rate annually and to fund this reserve 
when rates are below long-term averages. 

 
Discussion:  The purpose of this reserve is to set aside available surplus to provide a source of 
funds to limit the property tax impact of increases in employer contribution rates for the 
Employees Retirement System.  This reserve was authorized by the state legislature in reaction 
to the significant increases in retirement contribution rates that municipalities and school districts 
were facing.   
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In addition to reserves the district also has an Appropriated and Un-appropriated fund balance.  
Fund balances are used for the following purposes: 

APPROPRIATED FUND BALANCE 

Purpose:   Planned reduction in fund balance to reduce the property tax levy necessary to support 
the current budget. 

Balance June 30, 2018: $400,000 

Balance June 30, 2017: $400,000 

Ideal Balance:   The designation of fund balance represents a “one-shot” revenue that cannot be 
anticipated to be available in the ensuing year’s budget.  Overuse can cause the depletion of 
available fund balance, ultimately leading to spikes in the property tax rate.  It is projected the 
current designated fund balance is sustainable for the foreseeable future.  Generally, best 
practice dictates that appropriated fund balance should not exceed 1-2% of the budget. 
(2% is approximately $540,000) 

UNDESIGNATED FUND BALANCE 

Purpose:   Used to fund expenditures from July through September of the ensuing year prior to 
the inflow of property tax receipts.  Also provides a source of funds for unanticipated increases 
in expenditures, decreases in revenue and interruptions in cash flow. 

Balance June 30, 2018: $1,129,318 

Balance June 30, 2017: $1,102,881 

Ideal Balance:   by law, the undesignated fund balance is limited to 4% of the ensuing year’s 
budget.  This is generally considered to be the ideal balance. 
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