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Dear Superintendents: 
 
This report contains the results of the Department of the Auditor General’s performance audit 
related to the evaluation of 12 selected school districts’ (districts) General Fund balances. This 
audit was conducted pursuant to authority derived from Article VIII, Section 10 of the 
Constitution of the Commonwealth of Pennsylvania, The Fiscal Code (72 P.S. §§ 402 and 403), 
and in accordance with generally accepted Government Auditing Standards, issued by the 
Comptroller General of the United States.1 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 objectives. We believe that the evidence obtained provides a 
reasonable basis for our findings and conclusions based on our audit objectives. 
 
Our performance audit covered the period July 1, 2017, through June 30, 2021, and included the 
following two objectives:  
 

• Determine whether each School District appropriately used the Pennsylvania Department 
of Education (PDE) referendum exception method to raise local school property taxes 
(taxes). 
 

• Determine if each School District ensured that fund balances were properly designated 
and used for intended purposes. 

 
Our methodology to satisfy these objectives along with our evaluation of management’s internal 
controls significant to these objectives, is included in Appendix A of this report.  
 
This report presents an Overall Summary and Recommendations which includes three 
recommendations to the Pennsylvania General Assembly and two recommendations to PDE 
along with district-specific information and recommendations for each of the 12 districts 
evaluated in the section entitled Audit Procedures and Results, School District Responses, and 
Auditor’s Conclusions for the Twelve Districts Selected for Review. While we report the results 
of our review for the 12 selected districts, similar conditions could occur with any district 
throughout the commonwealth. 
 
As discussed in the Overall Summary and Recommendations, we found that school districts have 
common practices to allow for increasing taxes while holding large balances of funds. Although 
the districts remained in compliance with the Pennsylvania Public School Code (PSC), we 
believe district practices circumvent the intent of the PSC threshold to keep districts from 
increasing taxes when sufficient appropriable funds are available. Our audit report discloses that 
the 12 districts had an average of $360 million of unused, unrestricted funds in their respective 
General Funds while increasing taxes 37 of a possible 48 times during our four-year audit period. 
 
 

 
1 U.S. Government Accountability Office. Government Auditing Standards. 2018 Revision Technical Update April 
2021. 



January 11, 2023 
Page 3 
 
 
Common district practices include adopting policy and/or procedures to reduce the unassigned 
General Fund balance each year below the PSC threshold to have the ability to increase taxes 
every year. The districts reduce the unassigned fund balance by designating and/or transferring 
funds. Conservative budgeting also assists districts in meeting the PSC threshold to raise taxes. 
 
We additionally found districts routinely requested referendum exceptions to increase taxes 
above the inflationary index (index) with PDE’s approval while having sufficient funds available 
in its General Fund for the pension obligations and special education costs included in the 
districts’ respective requests. 
 
We further found that while districts were in compliance with legal requirements for designating 
General Fund monies as committed or assigned funds, in many cases these funds were not used 
for their designated purposes over multiple years. Districts increased taxes below, at, or above 
the index in spite of having these unused unrestricted funds.  
 
The overall results of this audit should raise concerns due to the districts’ common yet 
questionable practices that are placing an excess burden on taxpayers across Pennsylvania. We 
are hopeful that the General Assembly and PDE will consider taking a close look at these 
practices and reviewing the PSC, Act 1, and PDE guidelines for possible clarification and 
improvement. 
 
In closing, we would like to thank the district Superintendents and school district staff for their 
cooperation and assistance during the audit. We reserve the right to follow up at an appropriate 
time to determine whether and to what extent our recommendations have been implemented. 
 
Sincerely, 
 

 

Timothy L. DeFoor 
Auditor General 
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Overall Summary and Recommendations – By adhering to the letter of the 
law rather than the intent of the law, school districts are raising taxes while 
holding millions of dollars in their General Fund accounts.  

 
This audit was performed in response to concerns raised by taxpayers and members of the 
Pennsylvania General Assembly regarding the practice of school districts raising local property 
taxes without voter approval, while maintaining large General Fund balances with unspent and 
appropriable funds. Act 1 of 2006, known as the Taxpayer Relief Act,2 was intended to give 
voters a greater say when a school district needed to raise property taxes beyond limits set by the 
law. Yet, school districts were raising taxes through exceptions granted by the state, while 
continuing to have sufficient funds in the General Fund to cover any budget shortfalls. 
 
According to the Pennsylvania Public School Code (PSC), a district may raise taxes if the 
estimated ending unreserved, undesignated fund balance as reported in the annual General Fund 
budget is below 8% of the estimated budgeted expenditures.3 If the district meets this threshold, 
then it may raise taxes to the limits set by the annual inflationary index as calculated by the 
Pennsylvania Department of Education (PDE). If a district wants to increase taxes beyond the 
limit, the law allows it to either seek voter approval through referendum or go directly to PDE 
for an exception to increase taxes without voter approval.   
 
We selected 12 school districts from across the Commonwealth with approved referendum 
exceptions and substantial Governmental Fund balances.4 These districts represent a cross-
section of Pennsylvania communities, from rural to urban and poorer to wealthier tax bases. All 
these districts have applied to PDE for referendum exceptions to increase taxes without voter 
approval and the exceptions have been granted. The two most common types of referendum 
exceptions the 12 districts applied for were for pension obligations and special education 
expenditures. We reviewed the districts’ financial position and budgeting practices for their 
General Fund for the audit period July 1, 2017, through June 30, 2021 (also referred to as fiscal 
year ended [FYE] June 30, 2018, 2019, 2020, and 2021). 
 

 
2  The Title of Act 1 is as follows, in part: "An act providing for taxation by school districts,… for tax relief in first 
class cities, for school district choice and voter participation, for other school district options…; restricting the 
power of certain school districts to levy, assess, and collect taxes; …” See 53 P.S. § 6926.101. 
3 The PSC states that the unreserved, undesignated fund balance is to be “less than the percentages” to raise taxes; 
however, PDE requires that the unassigned fund balance not exceed the percentages listed in the PSC. Therefore, 
although we indicate that the threshold is to be below 8%, we considered 8% or below compliant for purposes of this 
audit. See Appendix E for definitions of terms used in this report. 
4 The General Fund and Capital Funds are part of the Governmental Funds. See more details regarding our criteria 
for selecting the 12 districts in the Introduction and Background section of this report. 
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We evaluated whether each district appropriately used the PDE referendum exception method to 
raise local taxes. We also determined whether each district ensured its General Fund balances 
were properly designated as committed and assigned and used in a timely manner for intended 
purposes.  
 
While each of the 12 districts were compliant with the law and PDE regulations, we found the 
following common yet questionable practices that lawfully allowed these 12 districts to raise 
taxes 37 of the 48 times districts were eligible to raise taxes during the audit period.5 These tax 
increases took place while having an average of more than $360 million collectively in their 
respective General Funds. We also noted districts accumulated millions of dollars for multiple 
years in the General Fund while giving the perception in their preliminary and final adopted 
budgets that the district needed tax revenue to balance the budget. 
 
Common Practices 
 
All of the school boards adopted policies or practices to maintain the unassigned fund 
balance to meet the law’s threshold to reserve the right to raise taxes annually. We found 8 
of the 12 districts have written policy to keep the unassigned fund balance below the threshold to 
be able to increase taxes every year. The other 4 districts also maintain the unassigned fund 
balance below the threshold without having it as a written policy. See Appendix C for details on 
the reported unassigned fund balance as a percentage of estimated expenditures for each of the 
four fiscal years. 

 
Each of the 12 districts had sufficient unused funds that should have negated some of the 
37 tax increases that were assessed on taxpayers during the audit period. See Appendix B for 
the available funds that were appropriable, as further explained below, while raising taxes below, 
at, or above the index. 

 
It was common practice for school boards to transfer excess surplus funds in the General 
Fund to other Capital Funds that were not budgeted to be transferred. We found that the 12 
districts collectively budgeted $93 million to transfer available General Funds to Capital Funds 
for capital improvement projects, but actually transferred $195 million, while also increasing 
taxes.6 Maintaining excess surplus funds as unassigned fund balance in the General Fund until 
these funds are appropriately budgeted for as interfund transfers in the following fiscal year 
would provide greater transparency as to the districts’ operating surpluses and where they are 
being transferred.  

 

 
5 This refers to the 48 fiscal years as calculated based on 12 districts times the four-year audit period. See Appendix 
B for the details for each of the 12 districts reviewed. 
6 See Appendix D for details of budgeted transfers versus actual transfers. 
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Applying for referendum exceptions was used as a regular budgeting tool, rather than an 
extreme measure to meet a fiscal shortfall. Districts routinely applied for referendum 
exceptions and proposed to increase taxes without using committed and assigned funds to 
balance budgets. Five of the 12 districts did raise taxes above the index. Further, school boards 
routinely underestimated revenue and overestimated expenditures in budgets, enabling the 
districts to meet the law’s threshold to raise taxes. 
 
Unassigned versus Unrestricted 
When the noted trends became apparent, we performed analysis for each of the 12 districts to 
determine if they would have been able to raise taxes if the threshold was calculated based on 
unrestricted fund balance, which also includes the committed and assigned funds since they are 
appropriable, rather than the current practice of using unassigned fund balance.7 We found that if 
the threshold was based on unrestricted fund balance, which includes committed and assigned 
funds, only 5 of the 12 districts would have had the opportunity to raise taxes 11 times during the 
four-year audit period. This one change from “unreserved, undesignated” to “unrestricted” to the 
law would have reduced the districts collective potential 48 tax increases to 11 potential tax 
increases. Due to the compounding effect of tax increases year over year, millions of taxpayers’ 
dollars now sit in the districts’ coffers. The 12 districts collectively had more than $390 million 
in their respective General Funds as committed, assigned, and unassigned as of FYE June 30, 
2021. 
 
Each of the 12 districts had funds designated as assigned and/or committed but not spent for the 
designated purpose for several years. Districts largely responded that this practice is not 
prohibited by law, it is an acceptable practice to set funds aside, and having the excess funds 
provides for better bond ratings. Several districts had the same funds committed but unspent for 
the entire four-year audit period. Some districts did use the funds as intended, some districts 
transferred the funds for capital projects, but most had the funds unspent for multiple years. 
 
Legislative Intent of Act 1 
When the Pennsylvania General Assembly passed Act 1, it intended to give taxpayers property 
tax relief and greater input on how their tax dollars were being used by local school boards. It did 
not intend for districts to be able to raise taxes every year while simultaneously holding excess 
available funds. Absent legislative revision to the law, school boards will continue the practice of 
committing, assigning, and transferring millions of surplus dollars while routinely increasing 
taxes. The districts indicated this to us in their responses. They referred to the law and noted 
these were prudent, legal business practices.  
 
Overall, they stated if the district remains compliant with any explicit legal requirements and 
regulations, the Board has the authority to do what it feels is in the best interest of the district and 

 
7 See Appendix C for details of the 12 districts. 
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its taxpayers. Similarly, transferring excess surplus funds from the General Fund to other Capital 
Funds, whether budgeted or not budgeted, is lawful if the Board approves the transfer. They also 
claimed that since their budget process begins more than 6 months prior to the start of the fiscal 
year and prior to the adopted state budget, many uncertainties exist when the next fiscal year’s 
budgets are prepared which require guesswork and conservative estimates. Yet despite holding 
millions of dollars unused for years, the districts want flexibility to raise taxes annually by 
keeping the unreserved, undesignated or the “unassigned” fund balance below the legal 
threshold.8  
 
We disagree with these practices.  
 
The intent of the law was to avoid increasing taxes if the district has available “appropriable” 
funds. Specifically, the threshold to increase taxes requires a district have a General Fund 
“unreserved, undesignated” balance of less than a certain percent of total budgeted 
expenditures.9 PDE and the districts define the estimated ending “unreserved, undesignated” 
fund balance as the estimated ending “unassigned” fund balance. However, Subsection (c) of 
Section 688 of the Pennsylvania School Code defines it as: 
 

…that portion of the fund balance which is appropriable for expenditure or not 
legally or otherwise segregated for a specific or tentative future use, projected for 
the close of the school year for which a school district’s budget was adopted and 
held in the General Fund accounts of the school district.10 

 
This definition indicates the ending fund balance should include available (appropriable) funds 
that are not designated (legally or otherwise segregated) for use (specific or tentative) for the 
current fiscal year’s adopted budget (the close of the school year for which a budget was 
adopted) and are in the General Fund. Therefore, we believe the committed and assigned funds 
should be counted towards the threshold when not actually used for the designated purposes in a 
timely manner.   
 
Additionally, Act 1 provides no direction or details as to what funds are considered available for 
balancing the preliminary budget, and charges PDE with the approval of the referendum 

 
8 As discussed later, PDE and the districts interpret the unreserved, undesignated fund balance as the unassigned 
fund balance. See Appendix E for further details on definitions of these terms. 
9 Pursuant to Subsection (a) of Section 688 (relating to Limitations on certain unreserved fund balances) of the 
PSC, an 8% limit applies to districts with estimated total budgeted expenditures equal to or exceeding $19 million. 
The 12 districts’ total estimated budgeted expenditures exceeded $19 million; therefore, each of the 12 districts had 
to have less than 8% in unassigned fund balance to raise taxes annually. See 24 P.S. § 6-688(a).  
10 See 24 P.S. § 6-688(c). 
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exceptions, for which PDE has provided guidelines.11 The districts do not include commitments 
or assignments since PDE’s instructions and forms do not require the districts to take the prior 
year surplus or recorded commitments and assignments into consideration when calculating 
available funds for the preliminary budget or the expenditures in question. This lack of inclusion 
allows districts to transfer the surpluses to other Capital Funds, or even maintain funds as 
committed or assigned for the same type of expenditure it is requesting to raise taxes above the 
index. For instance, we found 9 of the 12 districts transferred $102 million more than budgeted 
during the audit period, and 9 of the 12 districts had assignments or commitments for pension 
obligations not used for multiple years while requesting referendum exceptions to increase taxes 
above the index for pension costs.  
 
The overall results of this audit should raise concerns due to the districts’ common yet 
questionable practices that are placing an excess burden on taxpayers across Pennsylvania. We 
are hopeful that the General Assembly and PDE will consider taking a close look at these 
practices and review the law and PDE guidelines for possible clarification and improvement. 
Simply because certain budgetary practices are not specifically prohibited by law does not 
necessarily mean that those practices serve the best interests of taxpayers.  
 
We illustrate district-specific information for each of the 12 districts in the section entitled Audit 
Procedures and Results, School District Responses, and Auditor’s Conclusions for the Twelve 
Districts Selected for Review. While we report the results of our review for the 12 selected 
districts, similar conditions could occur with any district in Pennsylvania. 
 
 
Overall Recommendations 

 
We recommend that the Pennsylvania General Assembly consider our recommendations to 
each respective school district for the purpose of doing an in-depth review and possible 
clarification and improvement of current laws with regard to the following:  
 
 When and if (i.e., the criteria needed) a referendum exception should be applied for. 
 What should be considered as the allowable appropriable fund balance; should it be the 

unreserved, undesignated which is currently defined as unassigned fund balance, or 
should it be unrestricted funds which would include committed and assigned fund 
balance. 

 How referendum exceptions, raising local school property taxes, and raising taxes above 
the index relate to school districts’ General Funds. 

 
 

11 Subsection (j) of Section 333 of Act 1, 53 P.S. § 6926.333(j) (see in particular Subsection (j)(3)); PDE’s most 
recent guidelines: Property Tax Referendum Exception Guidelines 202223 (pa.gov). 

https://www.education.pa.gov/Documents/Teachers-Administrators/Property%20Tax%20Relief/ReferendumExceptions/PropTax%20Referendum%20Exception%20Guidelines%202022-23.pdf
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We believe this effort would be in the interest of decreasing the excess burden on taxpayers 
across the state. Further, we note this could be accomplished through a legislatively created Task 
Force made up of experts in the field established by statute or resolution at the General 
Assembly’s discretion. The task force could assist by considering items in statute for clarification 
and improvement noted above, along with considering other related items, such as: 
 

• Should the fiscal year end date for school districts move from June 30th to September 30th 
or after so that the districts have more accurate information for budgeting estimates 
regarding actual state and federal funding levels? 

• What percentage of funds should be allowable in the General Fund as committed, 
assigned, and unassigned to raise taxes? 

 
We also provide the following specific recommendations to the General Assembly: 
 

1. Add a provision to Act 1, as amended, that requires districts to use committed and 
assigned General Fund balances and the prior fiscal year’s surplus funds prior to 
requesting a referendum exception to raise taxes above the index. 
 

2. Revise the Pennsylvania School Code’s terminology used in the determination of the 
mandated threshold for raising taxes from unreserved, undesignated to unrestricted to 
include committed and assigned funds in the calculation to prevent school districts from 
retaining millions of dollars in General Fund commitments and assignments while 
increasing taxes.  
 

3. Determine if there should be parameters around budgeting practices and transferring 
operating surpluses while increasing taxes. For instance, requiring that all transfers from 
the General Fund be considered unassigned funds and included as interfund transfers on a 
General Fund budget prior to being transferred to other Governmental Funds. 

 
We recommend PDE: 
 

1. Review and revise the process of approving referendum exceptions if the district has 
committed and assigned General Fund balances. Based on our audit results, school 
districts have adequate funding for the related expenditures, are transferring excess 
surpluses, and are not using designated funds timely or to balance the preliminary budget 
prior to requesting to increase taxes above the index for the very same type of 
expenditure. 

 
2. Consider revising the PDE Property Tax Referendum Exception Guidelines accordingly.  
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We provide recommendations for each individual district in this report in Audit Procedures and 
Results, School District Responses, and Auditor’s Conclusions for the Twelve Districts Selected 
for Review. 
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Introduction and Background 
 
This report by the Department of the Auditor General (Department) presents the results of a 
performance audit for 12 of the 500 school districts (district(s)) in the Commonwealth of 
Pennsylvania. This audit was conducted under the authority of Sections 402 and 403 of The 
Fiscal Code and in accordance with Article VIII, Section 10 of the Constitution of Pennsylvania, 
which authorizes the Department to audit any entity funded or financially aided by the 
Commonwealth, including districts “as far as may be necessary to satisfy the department that 
the money received was expended or is being expended for no purpose other than that for which 
it was paid.”12    
 
The audit was performed in accordance with applicable Government Auditing Standards (GAS), 
issued by the Comptroller General of the United States.13 Our audit scope was July 1, 2017, 
through June 30, 2021, which covers the districts’ fiscal years ended (FYE) June 30, 2018, 2019, 
2020, and 2021.  
 
The first objective of our audit was to determine whether each of the selected districts 
appropriately used the referendum exception method to raise local school property taxes 
(taxes).14 The second objective included determining if each district ensured that fund balances 
were properly designated and used for intended purposes.15 In lieu of conducting financial audit 
procedures to test the districts’ data, we reviewed and relied upon the reports and supporting 
audit opinions of the independent accounting firms that conducted the annual audits of each 
district for the FYE June 30, 2018, 2019, 2020, and 2021, including review of the independent 
accounting firms’ assessments of the districts’ internal controls.16 

 
12 See 72 P.S. §§ 402 and 403 and Pa. Const. art. VIII, Sec. 10. (Emphasis added.) The authority to conduct 
performance audits derives from the 2004 Pennsylvania Commonwealth Court decision in Dep’t of the Aud. Gen. v. 
State Emp. Ret. Sys., citing to the prior case in the matter, which plainly concluded that the Auditor General (and his 
Department) under Article VIII, Section 10 of the Constitution and Section 402 and Section 403 of The Fiscal Code 
has the authority to conduct performance audits of, among others, a public agency (such as a school district) 
receiving state funds at his discretion. (Emphasis added). See Dep’t of the Aud. Gen. v. State Emp. Ret. Sys., et al., 
860 A.2d 206 at 214 (Pa. Cmwlth. 2004).  
13 U.S. Government Accountability Office. Government Auditing Standards. 2018 Revision Technical Update April 
2021.  
14 See the Taxpayer Relief Act, Act 1 of 2006, as amended, 53 P.S. § 6926.301 et seq. and the PDE Referendum 
Exception Requirements, 53 P.S. § 6926.333(a)(1)-(2), amended by Act 25 of 2011.  
15 See the Public School Code, 24 P.S. §§ 6-687 (as last amended by Act 16 of 2019) and 6-688 (as added by Act 48 
of 2003). 
16 U.S. Government Accountability Office. Government Auditing Standards. 2018 Revision Technical Update April 
2021, Paragraphs 8.80 and 8.81, describe requirements for using the work of other auditors. These standards state 
that auditors should determine whether other auditors have conducted audits that could be relevant to current audit 
objectives. If auditors use the work of other auditors, they should perform procedures that provide sufficient basis 
for using that work. 

https://1.next.westlaw.com/Link/Document/FullText?findType=l&pubNum=1077005&cite=UUID(I1B03A6509C-0E11E9BB9A9-8D91BBB0214)&originatingDoc=N8A4B3FF0A89D11E99884901F1FBAFBF4&refType=SL&originationContext=document&transitionType=DocumentItem&ppcid=0ae28a568e52458ea7974f3fac5117cc&contextData=(sc.Document)
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In the sections that follow, we will provide information in regard to what is a General Fund, 
classifications of the General Fund balance, the referendum exception method to increase taxes 
above the inflationary index (index), and how each of the 12 districts were selected to be a part 
of this audit.17 
 
 
What is a General Fund? 
 
Districts in Pennsylvania utilize fund accounting for greater financial accountability. Fund 
accounting uses separate Funds to record specific activity for different purposes. These Funds 
can include Capital Projects Funds, Debt Service Funds, and the General Fund. The focus of this 
audit is on the General Fund. Each district uses its General Fund to record general operations, 
such as the revenues generated from taxes, state subsidy payments, and federal grants; and 
expenditures to operate the district’s educational programs, such as administrators’ and teachers’ 
salaries, textbooks, and utilities.  
 
The General Fund’s balance is the result of the accumulation of operating revenues minus 
expenditures. If the annual revenues exceed annual expenditures, the district has an ending 
surplus. If annual revenues are less than annual expenditures, the district has an ending deficit. A 
surplus adds to the General Fund’s balance and a deficit subtracts from the General Fund’s 
balance.18 
 
The accumulation of surpluses or significant fund balance in the General Fund has been a 
popular issue of public interest for several years due to certain districts’ continued practice of 
increasing local taxes.19 As of June 30, 2020, the Commonwealth had 500 districts with more 
than $5 billion in General Fund balances.20 The 12 districts selected for this performance audit 
had nearly $380 million of the $5 billion in their General Funds. 
 
Districts are permitted to increase taxes for several reasons, including, but not limited to, 
maintenance for infrastructure, building new infrastructure, and increases for annual 
expenditures like pension costs, healthcare benefits, and charter school tuition.  
  

 
17 See Appendix E for definitions of terms used in this report. 
18 For simplicity purposes, this explanation of surplus and deficit does not include results from intergovernmental 
fund transfers or other financing sources and uses. 
19 Pennsylvania School Boards Association, A Closer Look, “A Balanced Look at School District Fund Balances,” 
www.psba.org. 
20 General Fund balances compiled by the Department of the Auditor General staff from data extracted from PDE’s 
website that provides amounts reported by the districts on the annual financial reports. 
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The PSC requires districts to certify and adopt an annual budget for the General Fund prior to the 
start of each fiscal year.21 Depending on the total estimated expenditures in the budget of a 
district, taxes cannot be raised unless the General Fund unassigned fund balance (explained in 
the next section) is below a certain percent of total estimated expenditures.22 Due to this 
requirement, it is imperative for a district to complete its annual budget as accurately as possible 
since this information has a direct impact on the district’s taxes.  
 
The General Fund’s balance is like a savings account. As a savings account, the district should 
consider future needs and the economic climate along with potential freezes in state funding or 
delays in state subsidy payments. 
 
 
Classifications of the General Fund Balance 
 
Fund balances are to be maintained by the districts in accordance with the PDE accounting 
bulletins and the Governmental Accounting Standards Board (GASB) Statement #54 – Fund 
Balance Reporting and Governmental Fund Type Definitions. Fund balances are to reflect a 
classification based on the constraints put on the funds.  
 
Districts can designate the General Fund’s balance into the following categories: 
 

Non-spendable – amounts in the General Fund that cannot be spent because they are not 
in a cash form or because the funds are legally or contractually required to be maintained, 
e.g., inventory. 
 
Restricted – amounts set aside for a specific purpose imposed by law or external parties, 
such as creditors or grantors. 
 
Committed – amounts set aside for specific purposes approved by formal action of the 
Board of Directors of a district. Once committed, it takes the same type of formal action 
to de-commit the funds for a different purpose.  
 
Assigned – amounts set aside for a specific purpose that are not restricted or committed. 
The assignment of funds and the un-assignment of the funds does not require formal 
approval of the district’s Board of Directors unless the district’s policy requires it.  
 

 
21 PSC, 24 P.S. § 6-687(a)(1). 
22 Pursuant to Section 688(a) of the PSC, an 8% limit applies to districts with estimated total expenditures equal to 
or exceeding $19 million. The 12 districts’ total expenditures exceeded $19 million, therefore estimated unassigned 
fund balance had to be below 8% of estimated expenditures to raise taxes to the index. See 24 P.S. § 6-688(a).  
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Unassigned – amounts that are spendable that are not categorized in the above 
designations. 

 
 
The Referendum Exception Method 
 
School districts can raise taxes above the index by either obtaining the approval from the 
district’s voters on a referendum ballot, or by qualifying for one of the four specific referendum 
exceptions provided by Act 1 of 2006 (the Taxpayer Relief Act), as amended. 
 
The referendum exceptions23 include the following four areas of costs: 
 

1. Grandfathered Construction Debt24 
2. Electoral Construction Debt25 
3. Special Education Costs 
4. Retirement Contributions to the Public School Employees’ Retirement System (PSERS) 

 
In September of each year, PDE sets the index for each district. Districts that submit an annual 
budget with an estimated unassigned fund balance below a set percent of estimated expenditures 
can raise taxes to the PDE index.26 Districts that want to increase taxes above the index have to 
go to local taxpayers via a referendum ballot question to vote on whether a tax increase above 
the index is permitted or apply to PDE for a referendum exception.27 It is the responsibility of 
PDE to review and approve or deny the referendum exception.28  
 
 
How the 12 Districts Were Selected 
 
We selected a total of 12 districts to be a part of our audit. The following five districts were 
selected because each had fiscal years not audited by the Department of the Auditor General 
since June 30, 2017, had at least $100 million in expenditures during the FYE June 30, 2020, had 
a total General Fund balance greater than 8% of total expenditures as of FYE June 30, 2020 (as 

 
23 53 P.S. § 6926.333(f), (n). See also Property Tax Referendum Exception Guidelines 202223 (pa.gov), page 4.  
24 Grandfathered construction debt is debt incurred for construction projects prior to the effective date of Act 72 of 
2004 or Act 1 of 2006. 
25 Electoral Construction Debt is voter-approved debt incurred under the Local Government Unit Debt Act. 
26 See the PSC, 24 P.S. § 6-688(a) and (b). 
27 See the Taxpayer Relief Act, 53 P.S. § 6926.333(f) and (n) (pertaining to the four school district referendum 
exceptions under Act 1 of 2006, as amended by Act 25 of 2011). 
28 This performance audit of the school districts did not include an audit of PDE’s procedures and processes. 

https://www.education.pa.gov/Documents/Teachers-Administrators/Property%20Tax%20Relief/ReferendumExceptions/PropTax%20Referendum%20Exception%20Guidelines%202022-23.pdf
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opposed to unassigned General Fund balance), and proposed to raise taxes using a PDE 
referendum exception for the FYE June 30, 2018, 2019, and 2020:29 
 

1. Bethlehem Area School District, Northampton County and Lehigh County 
2. Hempfield School District, Lancaster County 
3. Neshaminy School District, Bucks County 
4. North Allegheny School District, Allegheny County 
5. Northampton Area School District, Northampton County 
 

The other seven districts were selected because each had fiscal years not audited by the 
Department of the Auditor General since June 30, 2017, each had a total balance for 
Governmental Funds greater than $60 million as of the FYE June 30, 2020 (as opposed to just 
the General Fund balance), and each proposed to raise local taxes using a PDE referendum 
exception at least once during the audit period. The additional seven districts are: 
 

1. Abington School District, Montgomery County 
2. Canon-McMillan School District, Washington County 
3. School District of Lancaster, Lancaster County  
4. Lower Merion School District, Montgomery County 
5. North Penn School District, Montgomery County 
6. Penn Manor School District, Lancaster County 
7. West Chester Area School District, Chester County and Delaware County 

 
See Appendix A – Objectives, Scope, Methodology, and Data Reliability for more information.  
 
DISCLAIMER: Please note that this audit is a performance audit and presents requirements of 
prudent stewardship of taxpayer funds, advancing transparency, best business practices, relevant 
provisions of law, and related recommendations pertaining to requesting referendum exceptions 
as they relate to school districts’ General Funds, the raising of local school property taxes, and 
the raising of taxes above the PSC index. 

 
29 We did not use data from the FYE June 30, 2021, because this data was not available when we selected the 
districts for our audit. 
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Audit Procedures and Results, School District Responses, and Auditor’s 
Conclusions for the Twelve Districts Selected for Review 

 
As part of this performance audit, we selected twelve school districts and reviewed each 
district’s annual audited financial statements, budget information, and other documentation for 
the fiscal years ended (FYE) June 30, 2018, 2019, 2020, and 2021, in order to achieve our two 
audit objectives.30 
 
For Objective 1, we performed audit procedures to determine whether each school district 
appropriately used referendum exceptions to increase local school property taxes (taxes). These 
procedures included, but were not limited to:  

 
• Determining whether the respective Board of Directors (Board) approved resolutions to 

not increase taxes above the index or approved the preliminary budget used to request a 
referendum exception. 
 

• Verifying the Pennsylvania Department of Education (PDE) approved the referendum 
exception(s) and validating that the school district’s tax increases complied with PDE’s 
approvals. 

 
• Evaluating whether the school district’s anticipated revenues and expenditures warranted 

a tax raise above the index. 
 

• Assessing whether the school district’s Unrestricted General Fund Balance was sufficient 
to avoid asking PDE for a referendum exception.31 
 

For Objective 2, we performed audit procedures to determine if each school district ensured that 
fund balances were properly designated and used for intended purposes. These procedures 
included, but were not limited to: 
 

• Verifying the respective Board approved appropriate resolutions to designate General 
Funds as commitments and assignments. 
 

• Determining if the assigned and committed fund balances were used timely. 
 

 
30 See the Introduction and Background section of this report for the criteria used to select the twelve school 
districts. 
31 Unrestricted fund balance includes commitments, assignments, and unassigned fund balance in alignment with 
GASB 54. 
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• Determining if the district’s policy requires the Board to maintain the unassigned fund 
balance below the Pennsylvania Public School Code (PSC) threshold to raise taxes 
annually.32 

 
• Reviewing budget versus actual General Fund transfers to other Governmental Funds for 

reasonableness. 
 
Based on the above procedures and information from district management, we outline the audit 
results for each district individually in the following section. 
 
 

 
32 24 P.S. § 1-101 et seq., see in particular, Section 688 (relating to Limitations on certain unreserved fund balances) 
of the PSC. See 24 P.S. § 6-688.  
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Abington School District 
 
Abington School District’s (Abington) revenues and expenditures ranged from $150 million to 
$172 million during the four FYE June 30, 2018, 2019, 2020, and 2021.33 The following table 
summarizes Abington’s information for referendum exceptions requested by fiscal year, the 
funds available in its General Fund at the beginning of each fiscal year (July 1), whether taxes 
were raised, and whether taxes were raised above the index. 
 

Table #1 

 

FYE 
June 

30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available  
July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above the 

Indexf/ 

2018 Yes Pension 
Obligationse/ 

$ 602,578 $40,757,021 Yes Yes 

2019 Yes Pension 
Obligations 
and Special 
Education 

Costs  

$ 1,087,186 $42,134,221 No No 

2020 Nod/ N/A N/A $42,810,865 No No 
2021 Yes Special 

Education 
Costs 

$ 903,197 $38,405,249 No No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index. 
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 
6926.101 et seq. 
c/ - The amount of funds available to Abington at the beginning of the fiscal year; for instance, for the FYE June 
30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $40,757,021.34   
d/ - Abington’s preliminary budget did not require an increase above the index and therefore no type of referendum 
exception was requested. 
e/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 

 
33 The range of revenues and expenditures is based on the Preliminary Budgets used to apply for the referendum 
exceptions. 
34 The table includes funds committed in the General Fund that are available for use if the Board so directs. Also, the 
available funds listed have been unspent for several years and remain available for the Board to recommit for other 
types of expenditures. 
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f/ - Taxes were raised above the index within the approved PDE referendum exception. 
N/A – Not applicable 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and Abington’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Abington routinely requests referendum exceptions using conservative budgeting 
practices and raised taxes above the index for the FYE June 30, 2018, despite having 
sufficient funding for anticipated annual expenditures. 
 

• Abington designates its entire General Fund as commitments and has not used the funds 
timely.  

 
The following two sections describe these results in more detail. 
 
 
Abington routinely requests referendum exceptions using conservative 
budgeting practices and raised taxes above the index for the FYE June 30, 
2018, despite having sufficient funding for anticipated annual expenditures. 
 
Abington applied for referendum exceptions to raise taxes above the index for the FYE June 30, 
2018, 2019, and 2021. It used the approved referendum exception for the FYE June 30, 2018, to 
increase taxes above the index. When questioned Abington’s Chief Financial Officer (CFO) 
explained that the district’s Board routinely applies for referendum exceptions as a budgetary 
tool to reserve the option to increase taxes above the index until adoption of the final budget in 
June of each year.  
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.35 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that Abington had sufficient funding 
available to balance the budget which negated the need to apply for referendum exceptions for 
the FYE June 30, 2018, 2019, and 2021, for the following reasons:  
 

 
35 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 
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• Abington’s business office created preliminary and final budgets that were excessively 
conservative. Specifically, these budgets reported beginning and ending General Fund 
balances that were $10 million to $20 million lower than actual balances. This is 
illustrated in the table below for the FYE June 30, 2018. 

 
Table #2 

 

 
Preliminary 

Budget 
Adopted 
Budget 

Audited 
Financial 

Statements 
Beginning Fund Balance $ 30,416,083 $ 30,416,083 $ 40,981,979 
 Revenue $ 150,035,232 $ 150,818,989 $ 152,961,912 
 Expenditures $ 158,230,751 $ 159,283,771 $ 151,415,935 
 (Deficit)/Surplus $ (8,195,519) $ (8,464,782) $ 1,545,977 
 Ending Fund Balance $ 22,220,564 $ 21,951,301 $ 42,527,956 

Sources: Produced by staff of the Department of the Auditor General based on information in 
Abington’s Board approved Preliminary Budget, Adopted Budget, and audited financial statements 
for the FYE June 30, 2018. 
 
While we recognize that budgets are estimates, PDE’s manual for General Fund budgets 
indicates the estimated beginning fund balance “should be the same as, or very close to, 
the ending fund balance from the previous fiscal year.”36 Therefore, since the FYE June 
30, 2018 budget is being completed during FYE June 30, 2017, the estimated beginning 
fund balance should be close to the ending balance from FYE June 30, 2016, which was 
$40,524,320, or more than $10 million more than the $30,416,083 estimated by 
Abington. Therefore, Abington had more than adequate funding and Abington did not 
need to apply for the referendum exceptions for pension costs and/or special education 
costs during the three FYE June 30, 2018, 2019, and 2021. According to Abington’s 
CFO, the Board prefers to use conservative estimates.  
 

• Abington had sufficient funds committed specifically for the type of expenditure used for 
the referendum exception it sought. For example, on June 27, 2017, prior to the start of 
the 2018 fiscal year and prior to raising taxes on residents for that year, Abington’s Board 
passed a resolution to commit 25% of its estimated General Fund balance, or $7.5 
million, for pension obligations. Therefore, Abington had adequate funding and did not 
need to apply for the referendum exception for pension costs totaling $602,578 as listed 

 
36 Pennsylvania Department of Education, “Consolidated Financial Reporting System-General Fund Budget (CFRS-
GFB) General User Manual”, dated November 2021. 
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in Table #1 above.37 The CFO acknowledged that the commitment for pension 
obligations was not spent during the audit period.   

 
Our results demonstrate that Abington had sufficient funding and did not need to apply for 
referendum exceptions to meet its pension obligations and/or special education costs during the 
FYE June 30, 2018, 2019, and 2021. Additionally, the district presented preliminary budgets to 
the taxpayers and PDE that suggested the district had insufficient funds to balance its budget 
while it had millions of dollars available for anticipated expenditures. The process of applying 
for unnecessary referendum exceptions wasted time and resources for the district and PDE. 
Further, the tax increase above the index that occurred for the FYE June 30, 2018, was not 
needed and the resulting funds were not spent in FYE June 30, 2018.38 Therefore, the Board 
placed an unnecessary excess burden on district taxpayers.  
 
 
Abington designates its entire General Fund as commitments and has not used 
the funds timely.  
 
General Fund balances can be designated as committed, assigned, or unassigned.39 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.40 By reducing the unassigned 
fund balance every year to zero, Abington can increase taxes even though it has sufficient funds 
for anticipated expenditures in its General Fund.  
 
During our audit period, Abington committed its available funds in the General Fund to capital 
projects, pension obligations, and pandemic-related expenses based on percentages 
recommended by the CFO and approved by the Board. The following table illustrates Abington’s 
General Fund balances:

 
37 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
38 The approved referendum exception to increase taxes above the index was $602,578 and the operating results led 
to an increase in the amount of funds available in the General Fund by $1.5 million for the FYE June 30, 2018. 
39 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
40 24 P.S. § 6-688(a). 
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Table #3 
 

 FYE June 30 
General Fund - Fund 

Balances 2018 2019 2020 2021 
Committed: 

    

     Capital projects $ 33,915,337 $34,248,692 $ 30,486,641 $ 23,233,412 
     Pension obligations $ 8,218,884 $  8,562,173 $ 7,918,608 $ 9,957,176 
     Pandemic-related expenses $ - $ - $ 1,187,791 $  - 
Assigned $ - $ - $ - $  - 
Unassigned $ - $ - $ - $  - 
Total Committed, Assigned, 
and Unassigned Fund 
Balance $ 42,134,221 $42,810,865 $ 39,593,040 $ 33,190,588 

Source: Produced by staff of the Department of the Auditor General based on information in Abington’s audited 
financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we found: 
 

• On an annual basis, prior to the end of the reporting period in June, Abington’s Board 
formally approved resolutions to commit funds for specific purposes in the General Fund 
based on recommendations from its CFO. As a result, Abington complied with the 
applicable PDE requirement for commitments.41 
 

• Abington’s policy states the General Fund balance is not to be used as a revenue source 
to offset operating deficiencies. As a result,  
 
 The Board designates the entire General Fund balance as commitments to 

eliminate having any unassigned General Fund balance, as shown in Table #3 
above. When questioned about this practice, Abington’s CFO indicated that the 
district’s Board designates the entire General Fund as commitments to provide the 
Board with control over all spending. This practice requires formal action by the 
Board to be committed and decommitted. 
 

 The policy requires that current year revenues be sufficient to offset current year 
expenditures; however, the budgets contradict the policy and utilize fund balance 
to offset the higher expenditures and resulting deficits as illustrated in Table #2 

 
41 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  
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above. Although the final audited operating results led to a surplus for the FYE 
June 30, 2018, Abington proposed to use the fund balance if needed and in 
contradiction to the policy.  
 

As a best business practice, the Board should reconsider its practice of committing the 
entire General Fund balance. Having an unassigned fund balance would provide funds for 
balancing its budget, unexpected costs, or emergency circumstances.  
 

• Although it appears the district’s financial condition is declining due to the General 
Fund’s balance decreasing from $42 million on July 1, 2017, to $33 million on June 30, 
2021, we noted the district transferred $11.5 million from the General Fund to its Capital 
Projects Fund during the four-year audit period. This was $4.6 million more than it had 
budgeted to transfer in the adopted final budgets. 
 

• District management indicated that it had no capital project plan despite committing the 
majority of its General Fund for capital projects. As a result, the district did not spend the 
funds designated for capital projects timely. Since the General Fund is financed from 
local, state, and federal sources, these funds are generally for financing the current 
operations of the school district.42 As illustrated in the chart, $23 million of the 
committed funds for capital projects remained unspent from July 1, 2018, through June 
30, 2021. Had these unspent funds been maintained as unassigned, the district would 
have exceeded the 8% PSC threshold and would not have been able to increase taxes for 
the FYE June 30, 2018. According to the CFO, the district is currently conducting a 
feasibility study to determine its capital project needs.  
 

• District management acknowledged that it did not use the funds designated for pension 
obligations because the revenues were adequate each year to cover the expenditures. Had 
the district maintained the unspent committed funds as unassigned fund balance and 
provided reasonable estimates in its budgets, the district would have exceeded the PSC 
threshold and would not have been able to increase taxes for the FYE June 30, 2018.   
 

Based on our audit results, Abington’s policy allows it to increase taxes while retaining millions 
of dollars of unspent funds for several years in its General Fund.  

 
42 Manual of Accounting and Financial Reporting for Pennsylvania Local Educational Agencies (LEAs). Maintained 
by: PA Office of the Budget, Office of Comptroller Operations Central Agencies & School Finance Unit. Revised 
August 2016. 
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Recommendations for Abington School District 
 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Abington School District to improve stewardship of taxpayer funds:  
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.   
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
 

3. More accurately reflect fund balances in its General Fund for the preliminary and adopted 
budgets. 

 
4. As a best business practice, revise the General Fund policy to eliminate the restriction of 

using the General Fund as a revenue source when needed for an operating deficit, 
unexpected costs, or emergency circumstances. 

 
5. As a best business practice, end its practice of committing all funds in the General Fund 

and maintain excess surplus funds in the unassigned fund balance to negate the need to 
raise taxes in future years.  
 

6. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund. 
 

7. Reconsider the practice of transferring surplus funds to the Capital Projects Fund unless 
the funds were specifically budgeted for and disclosed to the taxpayers. Excess surplus 
funds should be maintained in the General Fund as unassigned fund balances for future 
operation costs to lessen the burden on taxpayers. This will ensure tax increases are 
appropriate and needed. 
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Abington School District’s Response 
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Auditor’s Conclusion to Abington School District’s Response 
 
The Abington School District (Abington) emphasizes its compliance with the Public School 
Code (PSC), Act 1 of 2006 (the Taxpayer Relief Act), and accounting principles; it states that 
management of the district’s General Fund is a matter of local control; and it generally disagrees 
with our recommendations. The district disagrees with having an unassigned fund balance in the 
General Fund since its practice is to commit the funds in the General Fund or to transfer the 
funds to the Capital Projects Fund. Below we address the district’s disagreement along with 
certain areas we believe warrant further comment based on Abington’s response. 
 
Recommendation 1 and 2 
 
Abington responded that due to the budget process starting in December for the following July 1 
through June 30 fiscal year and due to the “dearth of reliable information”, the district believes it 
is “prudent to maintain flexibility” and apply for referendum exceptions early in the budget 
process since the district is not obligated to use them.   
 
Although the budget process is one of several unknown variables, applying for referendum 
exceptions is an indication of insufficient funds to cover certain types of expenditures, such as, 
pension obligations and special education costs. Abington had more than $38 million in available 
funds in the General Fund each year which went unused during our four-year audit period. 
Applying for $2.6 million in referendum exceptions suggested the district had insufficient funds 
when it actually had $38 million of unused funds. We believe this may be misleading to 
taxpayers and perhaps an unnecessary practice of applying for the referendum exceptions as a 
budgetary tool.    
 
The practice of requesting referendum exceptions annually should be discontinued by Abington 
and passing a resolution during the preliminary budget phase to not increase taxes above the 
index should be further explored by Abington’s Board of Directors. 
 
Recommendation 3 
 
We are encouraged that Abington agreed to consider the recommendation to reflect more 
accurate beginning fund balance for its final budget. However, we believe the district has 
sufficient information mid-year to apply this to its preliminary budget as well. 
 
Recommendation 4 and 5 
 
We are encouraged that Abington agreed to consider these recommendations. 
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Recommendation 6 
 
Abington responded that it disagrees with this recommendation to consider unspent committed 
funds as unassigned fund balance in the General Fund. Abington indicated that the practice of 
considering the funds unassigned “may arbitrarily undermine the district’s ability to plan for 
contingencies.” While we recognize Abington reviewed its more than $38 million each year to 
revise the amounts committed for future capital improvement expenditures, pension obligations, 
or pandemic related expenditures, we believe reducing the unassigned fund balance to zero each 
year as a sensible business practice leaves no funds for balancing its budget, unexpected costs, or 
emergency circumstances.  
 
We also recognize that Abington is conducting a feasibility study for capital improvements 
needed at the district; however, the district had more than $40 million of unspent funds when it 
increased taxes during FYE June 30, 2018, and it transferred $11.5 million from the General 
Fund to its Capital Projects Fund during the audit period, which was $4.6 million more than 
budgeted. Had the district not designated the funds as committed or transferred the funds to 
another Fund, Abington would have been well over the PSC threshold and not permitted to 
increase taxes.  
 
Recommendation 7 
 
Abington responded that it does not agree with this recommendation that surplus funds should be 
maintained in the General Fund as unassigned fund balances to lessen the future burden on 
taxpayers and there is no authority to require it. It also comments that the district only increased 
taxes once during the course of the four-year audit period. We agree there is no requirement to 
do so as the district responded. However, as a matter of prudent stewardship of taxpayer funds, 
we found that the district had ample funding in its General Fund. Although this funding was 
designated as committed for capital improvement expenditures, pension obligations, or pandemic 
related expenditures, it was sufficient to fund the operations of the district the year it increased 
taxes above the index.  
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Bethlehem Area School District 
 
Bethlehem Area School District’s (Bethlehem) revenues and expenditures ranged from $275 
million to $311 million during the four FYE June 30, 2018, 2019, 2020, and 2021.43 The 
following table summarizes Bethlehem’s information for referendum exceptions requested by 
fiscal year, the funds available in its General Fund at the beginning of each fiscal year (July 1), 
whether taxes were raised, and whether taxes were raised above the index. 
 

Table #1 
 

FYE 
June 

30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above 

the Index 
2018 Yes Pension 

Obligations 
and Special 
Education 

Costsd/ 

$3,359,702 $30,483,175 Yes No 

2019 Yes Special 
Education 

Costs 

$2,362,390 $33,667,787 Yes No 

2020 Yes Special 
Education 

Costs 

$   844,619 $39,366,308 Noe/ No 

2021 Yes Special 
Education 

Costs 

$1,851,517 $38,311,403 Noe/ No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 
6926.101 et seq. 
c/ - The amount of funds available to Bethlehem at the beginning of the fiscal year; for instance, for the FYE June 
30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $30,483,175.44 

 
43 The range of revenues and expenditures is based on the Preliminary Budgets used to apply for the referendum 
exceptions. 
44 The table includes funds committed and/or assigned in the General Fund that are available for use if the Board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit or reassign for other types of expenditures. 
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d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
e/ - The district did not raise taxes but there was a mandatory tax rate rebalancing between Bethlehem’s two 
counties (Northampton County and Lehigh County). 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and Bethlehem’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Bethlehem routinely requests referendum exceptions despite having sufficient funding for 
anticipated annual expenditures. 

 
• Bethlehem designates its General Fund as commitments and assignments to increase 

taxes while retaining millions of dollars not used timely for designated purposes. 
 
The following two sections describe these results in more detail. 
 
 
Bethlehem routinely requests referendum exceptions despite having sufficient 
funding for anticipated annual expenditures. 
 
Bethlehem applied for referendum exceptions to raise taxes above the index for the FYE June 30, 
2018, 2019, 2020, and 2021. Although Bethlehem raised taxes in the FYE June 30, 2018, and 
2019, it did not use the approved referendum exceptions to increase taxes above the index. When 
questioned Bethlehem’s Chief Financial Officer (CFO) explained that the district’s Board 
routinely applies for referendum exceptions to preserve the option to increase taxes above the 
index until the final budget is adopted in June of each year. 
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.45 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that Bethlehem had sufficient funding 
available to balance the budget which negated the need to apply for referendum exceptions for 
the FYE June 30, 2018, 2019, 2020, and 2021, for the following reasons: 
 

 
45 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 
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• Bethlehem had an average of $15.7 million in its estimated ending unassigned fund 
balance listed on the preliminary budgets for each of the FYE June 30, 2018, 2019, 
2020, and 2021. Therefore, Bethlehem did not need to apply for referendum 
exceptions and propose an increase in taxes above the index because the funds it had 
were sufficient to balance its preliminary budgets.46   
 

• Bethlehem had sufficient funds assigned specifically for the type of expenditures used 
for the referendum exception it sought. For example, the Board passed a resolution 
each year to assign funds for pension obligations. Therefore, Bethlehem did not need 
to apply for the referendum exception for pension costs in the FYE June 30, 2018, 
because the assignment of $3 million as of July 1, 2017, was more than the requested 
pension amount of $677,619 of the total $3,359,702 listed in Table 1 above.  

 
• Bethlehem assigned $4 million to $5.4 million each year for balancing the budget. 

Therefore, Bethlehem did not need to apply for the referendum exceptions because it 
had more than adequate funding to meet the anticipated increases for both pension 
obligations and special education costs as listed in Table #1 above.  

 
• The CFO acknowledged that the two assignments for pension obligations and 

balancing the budget were not spent and therefore, they were unnecessary. Therefore, 
Bethlehem did not need to apply for referendum exceptions since both assignments 
remained unspent as of the FYE June 30, 2021.47 

 
Our results demonstrate that Bethlehem had sufficient funding and did not have to apply for 
referendum exceptions to meet its pension obligations and/or special education costs during the 
FYE June 30, 2018, 2019, 2020, and 2021. Additionally, the district presented preliminary 
budgets to the taxpayers and PDE that suggest the district had insufficient funds to balance its 
budget while it had millions of dollars available for anticipated expenditures. The process of 
applying for unnecessary referendum exceptions wasted time and resources for the district and 
PDE.  

 
46 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
47 The amount assigned for balancing the budget changed each year but remained unspent because Bethlehem 
experienced operating surpluses each fiscal year audited. 
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Bethlehem designates its General Fund as commitments and assignments to 
increase taxes while retaining millions of dollars not used timely for 
designated purposes.  
 
General Fund balances can be designated as committed, assigned, or unassigned.48 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.49 By reducing the unassigned 
fund balance every year to below 8%, Bethlehem can increase taxes even though it has sufficient 
funds for anticipated expenditures in its General Fund.  
 
During our audit period, Bethlehem committed and assigned its available funds in the General 
Fund to capital improvements, pension obligations, and funding for budget deficits based on 
resolutions approved by the Board. The following table illustrates Bethlehem’s General Fund 
balances: 
 

Table #2 
 

 FYE June 30 
General Fund - Fund 

Balances 
  

2018 
  

2019 
  

2020 
  

2021 
Committed: 

    

   Capital improvements $ 7,000,000 $ 12,000,000 $ 12,000,000 $ 16,000,000 
Assigned: 

    

   Pension obligations $ 4,000,000 $ 4,000,000 $ 4,000,000 $ 4,000,000 
   Funding to balance the  
       budget $ 5,000,000 $ 4,813,488 $ 4,053,155 $ 4,496,478 
Unassigned $ 17,667,787 $ 18,552,820 $ 18,258,248 $ 21,645,375 
Total Committed, Assigned, 
and Unassigned Fund 
Balance $ 33,667,787 $ 39,366,308 $ 38,311,403 $ 46,141,853 

Source: Produced by staff of the Department of the Auditor General based on information in Bethlehem’s audited 
financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we found: 
 

• On an annual basis, prior to the end of the fiscal year in June, Bethlehem’s Board 
formally approved resolutions to commit funds for capital improvements with the 
amounts to be determined by the district’s administration in concert with the audited 

 
48 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
49 24 P.S. § 6-688(a). 
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financial statements. Prior to the completion of the financial statements, the Board 
approved the amounts to be committed and/or assigned in the General Fund. As a 
result, Bethlehem complied with the applicable PDE requirements for commitments 
and assignments.50 

 
• Bethlehem’s policy states the General Fund’s unassigned fund balance is to be 

maintained between five percent (5%) and eight percent (8%) of budgeted expenditures. 
We found that the district complied with this policy and maintained its unassigned fund 
balance between 5% and 8% for each of the four years audited. However, this policy 
ensures the district can raise taxes every year while holding millions of dollars of funds 
that are unspent in the General Fund’s commitments and assignments. Each year, 
Bethlehem’s Board approves commitments and assignments to reduce the unassigned 
General Fund balance within the range established by the policy. For instance, the 
unassigned fund balance was reduced by $16 million to $17.67 million and was only 
6.6% of budgeted expenditures, allowing the Board to raise taxes for the FYE June 30, 
2018.51 
 

• Bethlehem did not use the funds designated as assigned for its pension obligations or for 
balancing the budget in any of the four years audited because the revenues were adequate 
each year to cover the expenditures.  
 

• Bethlehem did not use funds committed for capital improvements and the Board 
increased the commitment to $16 million during the four-year audit period. Additionally, 
Bethlehem had sufficient surplus funds in the General Fund to transfer $9.75 million to 
its Capital Projects Fund and $5 million to its Capital Reserve Fund during the four-year 
audit period. These amounts significantly exceeded the planned transfers of only 
$148,000 listed in the final adopted budgets, as illustrated in the table below.  

 
50 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  
51 The district also raised taxes below the index for the FYE June 30, 2019, while having more than $33 million in 
its General Fund. 
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Table #3 
 

Budget Transfers Versus Actual Transfers 
 FYE June 30  

 
 

2018 2019 2020 2021 Total 
Budget $  - $  - $   148,000 $ - $ 148,000 
Actual $2,750,000 $4,000,000 $5,000,000 $3,000,000 $14,750,000 
Source: Produced by staff of the Department of the Auditor General based on information in 
Bethlehem’s final adopted budgets and audited financial statements for the FYE June 30, 2018, 
2019, 2020, and 2021. 

 
While we recognize that the district needs capital improvement funds, it should be 
transparent with its budgets and increase taxes for capital projects through a referendum 
vote. 
 

Based on our audit results, had the district retained the more than $8 million of unspent 
assignments and the more than $14 million of unbudgeted transfers as unassigned fund balance, 
it would have exceeded the PSC threshold and been unable to increase taxes until the funds were 
spent for general operations. However, Bethlehem’s policy allows it to increase taxes while 
retaining millions of dollars of unspent funds for several years. The Board should reconsider its 
policies and practices to help lessen the tax burden on its taxpayers.  
 
 
Recommendations for Bethlehem Area School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Bethlehem Area School District to improve stewardship of taxpayer funds: 

 
1. Refrain from applying for referendum exceptions unless the district has utilized unspent 

funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.    
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
  

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance.   
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4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund.  
 

5. Reconsider the practice of transferring surplus funds to the Capital Projects Fund and 
Capital Reserve Fund unless the funds were specifically budgeted for and disclosed to the 
taxpayers. Excess surplus funds should be maintained in the General Fund as unassigned 
fund balances for future operation costs to lessen the burden on taxpayers. This will 
ensure tax increases are appropriate and needed.  
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Bethlehem Area School District’s Response 
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Auditor’s Conclusion to Bethlehem Area School District’s Response 
 
The Bethlehem Area School District (Bethlehem) emphasizes its compliance with laws and 
regulations; the Board of Directors (Board) role to decide to apply for referendum exceptions and 
raise taxes; and its conservative approach to budgeting. The district generally agreed to consider 
our recommendations. Below we address the district’s assertions we believe warrant further 
comment based on Bethlehem’s response. 
 
Recommendation 1 
 
We are encouraged that Bethlehem agreed to consider the recommendation. 
 
Although the budget process has several unknown variables, applying for referendum exceptions 
suggests there were insufficient funds to cover certain types of expenditures, such as, pension 
obligations and special education costs. Bethlehem had more than $30 million in available funds 
in the General Fund each year which went unused during our four-year audit period. Applying 
for $8.4 million in referendum exceptions implied the district had insufficient funds when it 
actually had $30 million of unused funds. We believe this may be misleading to taxpayers and 
perhaps an unnecessary practice of applying for the referendum exceptions as a budgetary tool.    
 
Recommendation 2 
 
We are encouraged that Bethlehem agreed to consider the recommendation. 
 
Recommendation 3 
 
Bethlehem responded that it will comply with applicable law and regulations and that best 
practices for policies and procedures varies depending on the authority or agency cited. This 
statement does not address the fact that Bethlehem’s policy and practice of maintaining the 
General Fund unassigned fund balance between five percent (5%) and eight percent (8%) is 
written to comply with the PSC to remain below 8% to allow for increasing taxes every year 
while holding millions of dollars of unspent funds in the General Fund as commitments and 
assignments.  
 
By transferring funds and/or designating funds for potential future use, the district was able to 
raise taxes both FYE June 30, 2018, and 2019, when the tax revenue was unneeded. The 
increased taxes increased the General Fund balance to more than $46 million by FYE June 30, 
2021, and provided an additional $14.75 million to transfer to the Capital Projects Fund and 
Capital Reserve Fund during our four-year audit period. The $14.75 million was $14.6 million 
more than budgeted. Therefore, the district’s policy is not permitting the excess funds to remain 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

38 
 

as unassigned fund balance in the General Fund to alleviate future tax increases for potential 
operating shortfalls in the budget. 
 
Recommendation 4 
 
We are encouraged that Bethlehem agreed to consider the recommendation. Based on the 
district’s multi-year plan to maintain 22 district buildings, honor employee contracts, satisfy debt 
obligations, and make charter school payments, we still believe the General Fund’s commitments 
and assignments that have not been used for multiple years should be reconsidered for current 
fiscal operating purposes before raising taxes.  
 
Additionally, the district asserted that having a favorable fund balance and a plan for capital 
expenditures provides a better credit rating which results in lower interest rates and ultimately 
savings to the taxpayers in later years. However, the district appears to have taken this to an 
unjustifiable level by having $46 million in General Fund balance as of FYE June 30, 2021. 
Although the district indicates this fund balance is due to an increase in federal aid during FYE 
June 30, 2020, and 2021, we question this assertion since the audited financial statements 
indicate federal funding decreased $2.3 million in FYE June 30, 2020, and then increased only 
$4 million for the FYE June 30, 2021.    
 
Recommendation 5 
 
Bethlehem did not specifically agree or disagree with the recommendation but acknowledged the 
need to be compliant with law and regulations and the need to be “clear” regarding the purpose 
of funds in the Capital Projects Fund. Although the district indicated the many ways it is being 
transparent with budget presentations, committee meetings, and website materials, Bethlehem 
did not address the fact that it transferred $14.6 million more than budgeted to the Capital 
Projects and Capital Reserve Funds. While we recognize that the district needs capital 
improvement funds, budgeting to transfer $148,000 but then actually transferring $14.75 million 
gives the appearance of non-transparency.   
 
 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

39 
 

Canon-McMillan School District 
 
Canon-McMillan School District’s (Canon-McMillan) revenues and expenditures ranged from 
$82 million to $92 million during the four FYE June 30, 2018, 2019, 2020, and 2021.52 The 
following table summarizes Canon-McMillan’s information for referendum exceptions requested 
by fiscal year, the funds available in its General Fund at the beginning of each fiscal year (July 
1), whether taxes were raised, and whether taxes were raised above the index. 
 

Table #1 
 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and Canon-McMillan’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 
2021. 

 
52 The range of revenues and expenditures is based on the final adopted General Fund Budgets. 
53 The table includes funds committed and/or assigned in the General Fund that are available for use if the Board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit or reassign for other types of expenditures. 

FYE 
June 

30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available 
July 1c/ 

Taxes 
were 
Raised 

Taxes 
Were 

Raised 
Above 

the 
Index 

 2018 No N/A N/A $2,880,628 Yes No 
2019 No N/A N/A $4,471,432 Yes No 
2020 Yes Pension 

Obligations 
and Special 
Education 

Costsd/ 

$190,294 $6,144,419 Yes No 

2021 No N/A N/A $9,441,843 Yes No 
a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 
6926.101 et seq. 
c/ - The amount of funds available to Canon-McMillan at the beginning of the fiscal year; for instance, for the 
FYE June 30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $2,880,628.53 
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
N/A – Not applicable 
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Based on our audit procedures, we did not find non-compliance with law or regulations. We did, 
however, find the following issues regarding prudent stewardship of taxpayer funds: 
 

• Canon-McMillan applied for referendum exceptions despite having sufficient funding for 
anticipated annual expenditures. 
 

• Canon-McMillan increased taxes despite having unspent committed funds and while 
transferring millions of dollars each year.  

 
The following two sections describe these results in more detail. 
 
 
Canon-McMillan applied for referendum exceptions despite having sufficient 
funding for anticipated annual expenditures. 
 
Canon-McMillan applied for referendum exceptions to raise taxes above the index for the FYE 
June 30, 2020. Although the district increased taxes each of the four FYE June 30, 2018, 2019, 
2020, and 2021, it did not use the approved referendum exceptions to increase taxes above the 
index. When questioned about this, Canon-McMillan’s Director of Business & Finance 
(Director) explained that the district sought the referendum exceptions for the FYE June 30, 
2020, because the district believed its funding could be decreased, employees were asked to take 
a wage freeze, and renewal of the teachers’ contract was in negotiations.  
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.54 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that Canon-McMillan had sufficient 
funding available to balance their budget which negated the need to apply for referendum 
exceptions for the FYE June 30, 2020, for the following reasons:  

 
• Canon-McMillan had a projected $2.97 million beginning unassigned fund balance 

and $4.2 million ending unassigned fund balance in its preliminary budget for the 
FYE June 30, 2020. Therefore, the proposed tax increase was increasing the 
unassigned fund balance by more than $1 million and Canon-McMillan did not need 
to apply for referendum exceptions because the funds it had were sufficient for the 
requested $190,294 referendum exceptions. 

 
54 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  
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• Canon-McMillan had sufficient funds committed specifically for the type of 
expenditure used for the referendum exception sought. For example, the Board had 
committed $1.5 million in October 2012 for pension obligations. Therefore, Canon-
McMillan did not need to apply for a referendum exception for pension costs totaling 
$11,864 of the $190,294 listed in Table #1 above. The Director acknowledged that 
the commitment of $1.5 million was not spent or needed during the FYE June 30, 
2020.   
 

• Canon-McMillan’s preliminary budget for the FYE June 30, 2020, projected an 
operating surplus of $1.27 million, resulting in an increase to the unassigned fund 
balance to $4.2 million.55 Therefore, Canon-McMillan did not need to apply for the 
referendum exceptions because it had more than adequate funding to meet its pension 
obligations and special education costs exceptions listed in Table #1 above.  

 
Our results demonstrate that Canon-McMillan had sufficient funding and did not have to apply 
for referendum exceptions to meet its pension obligations and/or special education costs during 
the FYE June 30, 2020. Additionally, the district presented preliminary budgets to the taxpayers 
and PDE that suggested that the district had insufficient funds to balance its budget while it had 
millions of dollars available for anticipated expenditures. The process of applying for 
unnecessary referendum exceptions for the FYE June 30, 2020, wasted time and resources for 
the district and PDE. 
 
 
Canon-McMillan increased taxes despite having unused committed funds and 
while transferring millions of dollars each year. 
 
General Fund balances can be designated as committed, assigned, or unassigned.56 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.57 By reducing the unassigned 
fund balance every year to below 8%, Canon-McMillan can and did increase taxes at or below 
the index even though it had sufficient funds for anticipated expenditures in its General Fund 
each of the FYE June 30, 2018, 2019, 2020, and 2021.  
 

 
55 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
56 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
57 24 P.S. § 6-688(a). 
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During our audit period, Canon-McMillan had committed and assigned funds in the General 
Fund for pension obligations, athletics, and potential budget deficits. The following table 
illustrates Canon-McMillan’s General Fund balances:   
 

Table #2 
 

 FYE June 30 
General Fund - Fund 

Balances 2018 2019 2020 2021 
Committed: 

    

   Pension obligationsa/ $ 1,500,000 $ 1,500,000 $ 1,500,000 $ 1,500,000 
Assigned: 

    

   Athletics $ 153,758 $ 175,101 $ 209,273 $ 189,741 
   Budget deficit $ 880 $  - $ 675,655b/ $  - 
Unassigned $ 2,970,552 $ 4,644,419 $ 7,266,181 $ 7,609,360 
Total Committed, Assigned, 
and Unassigned Fund 
Balance $ 4,625,190 $ 6,319,520 $ 9,651,109 $ 9,299,101 
a/ - The committed pension obligation of $1.5 million was approved by the Board October 8, 2012, and remained 
unspent through June 30, 2021. 
b/ - The FYE June 30, 2020 assignment for budget deficit was to provide funds for operations in FYE June 30, 
2021, if needed. 

Source: Produced by staff of the Department of the Auditor General based on information in Canon-McMillan 
audited financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we found: 
 

• Canon-McMillan approved a resolution on October 8, 2012, to commit $1.5 million 
for pension obligations. The Director indicated that these funds were committed due 
to the anticipated increases in pension obligations. The Board has not taken formal 
action to remove the commitment and the funds therefore remain unspent in the 
General Fund. Although unspent for a decade, Canon-McMillan complied with the 
applicable PDE requirement for the initial approval of the commitment.58  

 
• Canon-McMillan’s policy states the General Fund unassigned fund balance is to be 

maintained between two percent (2%) and eight percent (8%) of budgeted 
expenditures. If it falls below one percent (1%), the Board is to pursue efforts to 

 
58 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board. 
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increase revenues and/or decrease expenditures until 1% is attained. We found 
Canon-McMillan partially complied because it maintained its unassigned fund 
balance between 2% and 8% each of the four years audited. However, the district 
raised taxes all four fiscal years while having more than 1% in its unassigned fund 
balance. The Director stated the intent of the policy is to avoid negative fund balance 
and not to set limitations on taxation. 

 
• Although Canon-McMillan’s General Fund balances appear minimal as listed in the 

Table #2 above, and the adopted budgets only listed planned interfund transfers at $0 
to $150,000 each fiscal year, we found that the district actually transferred $20.2 
million of operating surpluses from the General Fund to the Capital Projects Fund 
during the four-year period, as illustrated below.59  
 

Table #3 
 

Budgeted Transfers Versus Actual Transfers 
 FYE June 30  

 
 

2018 2019 2020 2021 Total 
Budget $ 139,650 $ 150,000 $ 150,000 $  - $ 439,650 
Actual $8,551,565 $1,000,000 $1,909,153 $8,742,573 $20,203,291 

Source: Produced by staff of the Department of the Auditor General based on information in 
Canon-McMillan’s final adopted budgets and audited financial statements for the FYE June 30, 
2018, 2019, 2020, and 2021. 

 
Had the district retained the $8.5 million it transferred in FYE 2018 in its unassigned General 
Fund balance, it would have exceeded the PSC threshold and would not have been allowed to 
raise taxes the subsequent three fiscal years without using the funds for general operations or 
receiving authorization from local voters. Posing a referendum question to taxpayers would 
provide greater transparency to the taxpayers if the taxes raised are for capital project purposes 
rather than general operations.  
 
Unlike other districts that hold millions of dollars in commitments and assignments in the 
General Fund, we found that Canon-McMillan transfers its operating surpluses to the Capital 
Projects Fund. While this approach may reduce borrowing to improve district capital assets, 
raising taxes every year places an undue burden on the district’s taxpayers and appears less 
transparent than using a voter referendum to authorize an increase in taxes for specific capital 

 
59 Canon-McMillan’s Capital Projects Fund includes a Capital Reserve Fund with a balance of $11,771,006 and a 
Construction Fund with a balance of $77,501,585 as of FYE June 30, 2021, used for the district’s long range capital 
improvement plan. 
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projects. Further, this excess burden was compounded in future years because the Board did not 
reverse the unneeded tax increases imposed. 
 
 
Recommendations for Canon-McMillan School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Canon-McMillian School District to improve stewardship of taxpayer 
funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.   
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
school district’s index when budgetary needs can be met with existing available funds in 
the General Fund. 
 

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance.  
 

4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund. 
 

5. Reconsider the practice of transferring surplus funds to the Capital Projects Fund unless 
the funds were specifically budgeted for and disclosed to the taxpayers. Excess surplus 
funds should be maintained in the General Fund as unassigned fund balances for future 
operation costs to lessen the burden on taxpayers. This will ensure tax increases are 
appropriate and needed.  
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Canon-McMillan School District’s Response 
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Auditor’s Conclusion to Canon-McMillan School District’s Response 
 
The Canon-McMillan School District (Canon-McMillan) emphasizes its compliance with laws 
and regulations; its dissatisfaction with the audit report results not including details of what the 
district believes should be in the audit report; and its possible misunderstanding of the audit 
criteria used to select the school districts that were subject to this performance audit. The district 
generally disagreed with the recommendations as they are not “aligned with state timelines, 
legislative action or prescribed processes…” and therefore, Canon-McMillan did not specifically 
address any of our recommendations. Instead, Canon-McMillan’s response discussed items it 
disagreed with in the Introduction and Background section of the audit report, its compliance 
with the audit procedures performed for the audit, how the audit objectives do not apply to the 
district, and its dislike of the statement headings in the report. Below we will address the Canon-
McMillan’s assertions in order of its response that we believe warrant further comment. 
 
Canon-McMillan responded that while our audit report noted that it was in compliance with laws 
and regulations, our report contained inaccurate and misleading information regarding the 
district’s budgeting process that it requested be changed. We disagree. When we questioned 
Canon-McMillan at the exit conference whether there were any factual inaccuracies in the audit 
results section of the report for Canon-McMillan, the district agreed none of the information in 
the results was incorrect.  
 
Canon-McMillan stated in its response that core elements from its overall financial landscape, 
while provided to the Auditor General on multiple inquiry responses, were completely absent of 
any mention in the report. We reviewed the numerous documents provided of the district’s 
financial landscape, and found that while important on the merits of their individual relevance, 
the documents are not needed to address the core issues of requesting referendum exceptions. It 
was evident that Canon-McMillan had sufficient funding for its expenditures, all while 
increasing taxes while having unused committed funds and transferred millions of dollars not 
budgeted. Rather than addressing these issues, the district’s response asserts the district should 
not have been included in our audit, as discussed below. 
 
In its response, Canon-McMillan believes that since referendum exceptions were only applied 
for but not utilized that this means that the district should have been out of scope for our first 
audit objective. Our first audit objective, however, included procedures to determine whether 
applying for the referendum exceptions was appropriate. Based on Canon-McMillan’s 
preliminary budget having a more than $1 million surplus for the FYE June 30, 2020, it appeared 
the district did not need to apply for the referendum exceptions totaling $190,294.   
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Additionally, the district had $1.5 million committed for pension costs since October 2012 that it 
had not used, and it had unassigned funds of nearly $3 million that would have been sufficient to 
cover the $190,294 of referendum exceptions. We acknowledge that the district did not use the 
approved referendum exceptions, but the mere fact of not using it is irrelevant in light of our 
stated objectives. 
 
Canon-McMillan further responded that the district’s ability to raise taxes to the index is within 
their purview and is not a violation of any law or regulation pertaining to the district’s fund 
balance or otherwise. We agree that based on the district designating or transferring funds in the 
General Fund and its policy to maintain an unassigned fund balance below the Pennsylvania 
Public School Code (PSC) threshold, Canon-McMillan is not in violation of law or the PSC. 
However, the district transferring $19.5 million more than budgeted during the four-year audit 
period while raising taxes each year gives the appearance that the district had the funds needed to 
alleviate increasing taxes.  
 
Canon-McMillan stated in its response that it is grossly misleading to state that it had a 
significant contribution to the $380 million in fund balance of the 12 school districts selected for 
this performance audit. To clarify Canon-McMillan’s assertion, we report in the Introduction and 
Background section of this report that the total General Fund balances collectively for all twelve 
districts selected for the audit is $380 million as of June 30, 2020. We do not state Canon-
McMillan is a significant contributor, but only that it is one of the twelve districts. 
 
Canon-McMillan further suggested that our selection criteria is flawed due to including funds 
from all Fund types, which includes bond proceeds. We disagree and clarified during our exit 
conference that the second criteria for selecting districts was based on total balance of all Fund 
types, which included Capital Projects/Reserves Funds. Canon-McMillan, along with six other 
districts, fell into this criterion. 
 
Canon-McMillan also suggested that our report insinuated and inaccurately reported that Canon-
McMillan did not adopt budgets within the PSC requirements. We disagree and reiterate our 
report indicated that based on our audit procedures, we did not find non-compliance with laws or 
regulations. However, we found issues regarding prudent stewardship of taxpayer funds.  
 
Canon-McMillan stated it is concerned with missing financial information and believes the 
purpose of the Auditor General’s office to provide a comprehensive audit of financial 
information. We disagree in that this is a performance audit with specific audit objectives and is 
not a comprehensive financial audit. While Canon-McMillan made efforts to make these 
statements, it did not respond to the specific issues or the recommendations that we reported. 
 
Canon-McMillan asserts that it seems the auditors real issues are with PDE and the current 
legislation. While we will consider recommendations for PDE and the General Assembly in the 
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Overall Summary and Recommendations section of our report based on the reoccurring issues we 
have reported, we disagree, in that Canon-McMillan applied for referendum exceptions and 
raised taxes, albeit below or at the index, despite appearing to have sufficient funds. As included 
in our report to Canon-McMillan, we clarified in a footnote that our audit is not of PDE’s 
procedures.  
 
Canon-McMillan states in its response that the fund balance portrayed in our audit report does 
not reflect the fact that the district maintained compliance with following established guidelines. 
Canon-McMillan further stated that our report is misleading and is a gross misstatement of facts 
when we referred to fund balance and surplus amounts because bond proceeds should be 
subtracted from these surplus amounts. Canon-McMillan’s assertions, however, are inaccurate. 
The report does not include bond proceeds within the surplus amounts reported, as asserted by 
Canon-McMillan. We report that Canon-McMillan transferred $20.2 million of General Fund 
surplus (operating revenue less operating expenditures, which does not include bond proceeds) to 
its Capital Projects Fund. We do clarify in the related footnote that Canon-McMillan’s Capital 
Projects Fund includes a Capital Reserve Fund and a Construction Fund, both used for the 
district’s long range capital improvement plan. The balances listed in the footnote for each of 
these funds would include the transferred surpluses from the General Fund and bond proceeds. 
However, we do not incorrectly or in any other manner insinuate that the bond proceeds are 
included in the General Fund surplus that we reported, as claimed by Canon-McMillan. 
 
Canon-McMillan disagreed with our statement heading that it applied for referendum exceptions 
despite having sufficient funding for anticipated annual expenditures because this is not based on 
law or prescribed regulatory process or procedures. Canon-McMillan stated that nothing in the 
law limits a school district’s ability to apply for exceptions, and that we improperly insinuated 
this was an inappropriate or illegal act. We disagree with this characterization, as we clearly state 
in our report that we found no noncompliance with the law (i.e., the PSC and/or Act 1 of 2006, 
as amended) or the regulations. However, we further state that for prudent stewardship of 
taxpayer funds, Act 1, as amended, Section 333(a)(1), provides that an additional tax rate 
increase above the index may be requested if needed to balance the preliminary budget.60 By 
requesting a referendum exception, the district is implying that the tax increase above the index 
is needed due to insufficient available funding. Based on the district’s preliminary budget for 
FYE June 30, 2020, the district had a projected surplus of more than $1 million, an additional 
$1.5 million commitment set aside since October 2012 that it had not used for pension costs, and 
an unassigned fund balance of nearly $3 million which would have been sufficient to cover the 
$190,294 of referendum exceptions.   
 

 
60 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

53 
 

Canon-McMillan also asserted that our statement heading that it increased taxes despite having 
unused committed funds and while transferring millions of dollars each year is not factually 
correct. Canon-McMillan stated the district is allowed to raise taxes to the index and that our 
report insinuates that the district violated law, which is in the district’s view a gross misstatement 
of the law. We must disagree here again and believe it is important to distinguish between what 
the report actually states as being factually correct from Canon-McMillan’s perception of an 
insinuation of violating unspecified legal requirements. We reiterate again that our report clearly 
states that we found no noncompliance with law (PSC and/or Act 1) or the regulations. Our 
statement is factually correct, in that Canon-McMillan raised taxes each of the four years 
reviewed while having unused committed funds and while transferring millions of dollars from 
the General Fund to the Capital Projects Fund. At our exit conference, Canon-McMillan’s 
Director of Business & Finance agreed none of the information in the report was inaccurate, but 
instead took issue with the absence of information that was not subject to the audit. Accordingly, 
by Canon-McMillan’s own admission, it agreed with the factual reporting in our report.  
 
Canon-McMillan stated that our recommendations provided in the report are not aligned with 
state timelines, legislative action, or prescribed processes and not, in all cases, best practices for 
the school district or taxpayers without additional context of individual district situations and 
reference to the current state of the economy. We disagree, and our recommendations to Canon-
McMillan address each condition listed in the report. We will, however, also consider 
recommendations for PDE and the General Assembly in the Overall Summary and 
Recommendations section of this audit report based on the reoccurring issues we have found for 
all 12 districts.   
 
In conclusion, Canon-McMillan stated that the Department of the Auditor General should be 
strongly urged to revise their draft report as it is written, and that without adding the factual 
information included in its response would be a gross representation of the finances of the 
district. The reported results for Canon-McMillan are based on its own detailed records, 
including but not limited to, its budgets and annual audited financial statements. Moreover, when 
asked for specific examples of factual inaccuracies, Canon-McMillan was unable to provide any 
and in fact, admitted that the report was factually accurate. While no edits are deemed necessary 
because we stand by our factually accurate conclusions, the district’s response will be included 
in our audit report verbatim. 
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Hempfield School District 
 
Hempfield School District’s (Hempfield) revenues and expenditures ranged from $120 million to 
$130 million during the four FYE June 30, 2018, 2019, 2020, and 2021.61 The following table 
summarizes Hempfield’s information for referendum exceptions requested by fiscal year, the 
funds available in its General Fund at the beginning of each fiscal year (July 1), whether taxes 
were raised, and whether taxes were raised above the index. 
 

Table #1 
 

FYE 
June 30 

Did the District 
Request a 

Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above the 

Index 
2018 Yes Pension 

Obligations 
and Special 
Education 

Costsd/ 

$ 476,600 $14,467,647 Yes No 

2019 Yes Pension 
Obligations 
and Special 
Education 

Costs 

$ 998,428 $13,856,242 Yes No 

2020 Yes Special 
Education 

Costs 

$ 1,017,836 $14,726,602 Yes No 

2021 Yes Special 
Education 

Costs 

$ 1,286,361 $18,008,899 No No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of expenditure 
costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 6926.101 et seq. 

 
61 The range of revenues and expenditures is based on the Preliminary Budgets used to apply for the referendum 
exceptions. 
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c/ - The amount of funds available to Hempfield for the fiscal year as of July 1; for instance, for FYE June 30, 2018, the 
amount available for appropriation by the Board on July 1, 2017, was $14,467,647.62 
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and Hempfield’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Hempfield routinely requests referendum exceptions despite having sufficient funds 
available in its General Fund for anticipated annual expenditures. 

 
• Hempfield designates its General Fund as commitments and assignments allowing it to 

increase taxes while retaining millions of dollars not used timely for designated purposes. 
 
The following two sections describe these results in more detail. 
 
 
Hempfield routinely requests referendum exceptions despite having sufficient 
funds available in its General Fund for anticipated annual expenditures. 
 
Hempfield applied for referendum exceptions to raise taxes above the index for the FYE June 30, 
2018, 2019, 2020, and 2021. Although Hempfield raised taxes in the FYE June 30, 2018, 2019, 
and 2020, it did not use the approved referendum exception(s) to raise taxes above the index. 
When questioned, Hempfield’s Chief Financial and Operations Officer (CFOO) explained that 
the district’s Board routinely applies for referendum exceptions to preserve the option to increase 
taxes above the index until the final budget is adopted in June of each year. 
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), the additional tax rate increase above 
the index may be requested if needed to balance the preliminary budget.63 By requesting 
referendum exceptions, the district is indicating that the tax increase is needed due to insufficient 
available funding. However, we found that Hempfield had sufficient funding available to balance 
the budget, which negated the need to apply for referendum exceptions for the FYE June 30, 
2018, 2019, 2020, and 2021, for the following reasons: 

 
62 The table includes funds committed and/or assigned in the General Fund that are funds available for use if the 
Board so directs. Also, the available funds listed have been unspent for several years and remain available for the 
Board to recommit or reassign for other types of expenditures. 
63 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 
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• Hempfield had an average of $8.6 million in its estimated ending unassigned fund 
balance listed on its preliminary budgets for the FYE June 30, 2018, 2019, 2020, and 
2021. Therefore, Hempfield did not need to apply for the referendum exceptions and 
propose an increase in taxes above the index because the funds it had were sufficient 
to balance its preliminary budgets.64 

 
• Hempfield had sufficient funds committed specifically for the type of expenditures 

used for the referendum exception it sought. For example, the Board passed a 
resolution to commit funds for pension obligations in June of each year. Although the 
resolution did not specify the amount to be committed until the completion of the 
financial audit for the prior period, Hempfield had $3 million or more committed each 
of the four years audited. Therefore, Hempfield did not need to apply for the 
referendum exceptions for pension costs in any of the four years requested because 
the amount committed was more than the requested pension amount. 

 
Our results demonstrate that Hempfield had sufficient funding and did not need to apply for 
referendum exceptions to meet its pension obligations and/or special education costs for the FYE 
June 30, 2018, 2019, 2020, and 2021. Additionally, the district presented preliminary budgets to 
the taxpayers and PDE that suggested the district had insufficient funds to balance its budget 
while it had millions of dollars available for anticipated expenditures. The process of applying 
for unnecessary referendum exceptions wasted time and resources for the district and PDE.  
 
 
Hempfield designates its General Fund as commitments and assignments 
allowing it to increase taxes while retaining millions of dollars not used timely 
for designated purposes. 
 
General Fund balances can be designated as committed, assigned, or unassigned.65 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.66 By reducing the unassigned 
fund balance every year to below 8%, Hempfield can increase taxes even though it has sufficient 
funds for anticipated expenditures in its General Fund.   
 

 
64 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
65 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
66 24 P.S. § 6-688(a). 
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During our audit period, Hempfield committed or assigned its available funds in the General 
Fund for pension obligations, capital projects, and pandemic costs based on resolutions approved 
by the Board. The following table illustrates Hempfield’s General Fund balances: 
 

Table #2 
 

 FYE June 30 
General Fund - Fund 

Balances 2018 2019 2020 2021 
Committed: 

    

    Pension obligations $ 4,018,173 $ 3,166,583 $ 3,000,000 $ 3,000,000 
Assigned: 

    

   Capital projects $ 1,000,000 $ 2,000,000 $ 2,000,000 $ 7,902,343 
   Pandemic costs $  - $  - $ 3,900,000 $  - 
Unassigned $ 8,838,069 $ 9,560,019 $ 9,108,899 $ 10,000,000 
Total Committed, Assigned, 
and Unassigned Fund 
Balance $ 13,856,242 $ 14,726,602 $ 18,008,899 $ 20,902,343 

Source: Produced by staff of the Department of the Auditor General based on information in Hempfield’s audited 
financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
Based on our audit procedures, we found: 
 

• On an annual basis, prior to the end of the fiscal year in June, Hempfield’s Board 
formally approved a resolution that authorized the CFOO to commit or assign funds for 
needed costs, such as retirement costs, health care costs, and future capital projects, with 
the amounts to be determined prior to the completion of the financial statements. We 
found that Hempfield complied with the applicable PDE requirement for commitments 
and assignments.67 
 

• Hempfield’s policy states that the General Fund’s unassigned fund balance is to be 
maintained between five percent (5%) and eight percent (8%) of budgeted expenditures, 
and if the unassigned portion falls below three percent (3%), the Board will pursue 
increasing revenues and/or decreasing expenditures. We found that, in contradiction to its 
policy, the Board increased taxes for the FYE June 30, 2018, 2019, and 2020, while 
having unassigned fund balances of 5% to 6% of budgeted expenditures. Hempfield’s 
CFOO explained that the district does not consider falling below the 3% requirement as 

 
67 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  
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mandatory to increase taxes. Additionally, Hempfield’s policy ensures the district can 
raise taxes every year without a referendum vote while having millions of unspent funds 
in the General Fund’s commitments and assignments. 
 

• Hempfield did not use the funds committed for pension obligations in any of the four 
years audited because the revenues were adequate each year to cover the expenditures 
incurred during the fiscal year. 
 

• Hempfield did not use the funds designated as assignments for capital projects in any of 
the four years audited and the Board increased the assignment to $7.9 million by the FYE 
June 30, 2021. 
 

• Hempfield had sufficient surplus funds in the General Fund to transfer $13 million to its 
Capital Projects Fund during the four-year audit period. While we acknowledge that the 
district budgeted the interfund transfers, we question if the tax increases were truly 
transparent to the Board and to the taxpayers because the debt service amounts listed in 
the final adopted budgets were reported on the wrong line with interfund transfers. The 
district should use the correct lines in the budget for debt service and interfund transfers. 
 

Based on our audit results, had the district retained the unspent assignments and commitments as 
unassigned fund balance, it would have exceeded the PSC threshold and been unable to increase 
taxes without a referendum vote until the funds were spent for general operations. However, 
Hempfield’s policy allows it to increase taxes while retaining millions of dollars of unspent 
funds for several years in its General Fund. The Board should reconsider its policy and practices 
to help lessen the tax burden on its taxpayers.  
 
 
Recommendations for Hempfield School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Hempfield School District to improve stewardship of taxpayer funds: 

 
1. Refrain from applying for referendum exceptions unless the district has utilized unspent 

funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.  
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
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3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance.   
 

4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund.  
 

5. Reconsider the practice of transferring surplus funds to the Capital Projects Fund unless 
the funds were specifically budgeted for and disclosed to the taxpayers. Excess surplus 
funds should be maintained in the General Fund as unassigned fund balances for future 
operation costs to lessen the burden on taxpayers. This will ensure tax increases are 
appropriate and needed.  
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Hempfield School District’s Response 
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Auditor’s Conclusion to Hempfield School District’s Response 
 
The Hempfield School District (Hempfield) emphasizes its compliance with laws and 
regulations, the Board of Directors (Board) role to decide to apply for referendum exceptions and 
raise taxes, and its conservative approach to budgeting. The district generally agreed to consider 
our recommendations. Below we address the district’s assertions we believe warrant further 
comment based on Hempfield’s response. 
 
Recommendation 1 
 
We are encouraged that Hempfield agreed to consider the recommendation. 
 
Recommendation 2 
 
We are encouraged that Hempfield agreed to consider the recommendation. 
 
Recommendation 3 
 
Hempfield disagrees with revising its policy and states that revising its policy would defeat the 
purpose of having the necessary fiscal flexibility needed for the Board and district administration 
to budget each year. We disagree and reiterate that keeping the unassigned fund balance below 
the PSC threshold provides an avenue to raise taxes every year, as Hempfield did three of the 
four years of our audit period, while having balances of committed, assigned, and unassigned 
funds totaling more than $13 million that have been unused for multiple years. It is important to 
acknowledge that the report advocates for additional transparency in both the budgeting process 
and the methodology used in seeking exceptions to referendum-based tax increases. The report 
does not, however, seek to limit budget flexibility of necessary funds, but that those funds should 
be obtained in a transparent way that is consistent with both the letter and spirit of the PSC.        
 
Recommendation 4 
 
Hempfield does not agree with this recommendation regarding the reserve for its self-medical 
insurance, pension obligations, or capital projects commitments and/or assignments.  
 
The district indicated the pension commitment is restricted for unpredictable PSERS increases 
and based on an annual review of several factors. 
 
We encourage the district to continue to review its committed and assigned fund balances in its 
General Fund for appropriate designations when not utilized for a period of years. 
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Recommendation 5 
 
Hempfield indicated that the transfers and debt service payments were combined on the interfund 
transfer budget line, were made public, and were based on guidance from local auditors. We are 
encouraged the district will share our recommendation with its local auditors. 
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School District of Lancaster 
 
School District of Lancaster’s (Lancaster) revenues and expenditures ranged from $208 million 
to $233 million during the four FYE June 30, 2018, 2019, 2020, and 2021.68 The following table 
summarizes Lancaster’s information for referendum exceptions requested by fiscal year, the 
funds available in its General Fund at the beginning of each fiscal year (July 1), whether taxes 
were raised, and whether taxes were raised above the index. 
 

Table #1 
 

FYE 
June 

30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above the 

Index 
2018 No N/A N/A $29,036,399 Yes No 
2019 No N/A N/A $28,761,156 Yes No 
2020 No N/A N/A $29,995,393 Yes No 
2021 Yes Special 

Education 
Costs 

$1,724,337 $30,390,245 Yes No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index. 
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 
6926.101 et seq. 
c/ - The amount of funds available to Lancaster at the beginning of the fiscal year; for instance, for FYE June 30, 
2018, the amount available for appropriation by the Board on July 1, 2017, was $29,036,399.69   
N/A – Not applicable 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and Lancaster’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 2021. 

 
68 The range of revenues and expenditures is based on the final adopted General Fund budgets. 
69 The table includes funds committed and assigned funds in the General Fund that are available for use if the Board 
so directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit or reassign for other types of expenditures. 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

67 
 

Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Lancaster applied for a referendum exception despite having sufficient funding for 
anticipated annual expenditures. 
 

• Lancaster increased taxes despite having unspent committed and assigned funds.  
 
The following two sections describe these results in more detail. 
 
 
Lancaster applied for a referendum exception despite having sufficient 
funding for anticipated annual expenditures. 
 
Lancaster applied for a referendum exception to raise taxes above the index for the FYE June 30, 
2021. Although Lancaster increased taxes each of the four FYE June 30, 2018, 2019, 2020, and 
2021, it did not use the approved referendum exception to raise the taxes above the index. When 
questioned, Lancaster’s Director of Finance (Director) explained that the district applied for the 
referendum exception for the FYE June 30, 2021, due to the “many unknowns with state funding 
and the pandemic situation” but decided not to increase taxes above the index. 
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), the additional tax rate increase above 
the index may be requested if needed to balance the preliminary budget.70 By using a referendum 
exception, the district is indicating that the tax increase is needed due to insufficient available 
funding. However, we found that Lancaster had sufficient funding available to balance the 
budget, which negated the need to apply for the referendum exception for the FYE June 30, 
2021, for the following reasons: 
 

• Lancaster had sufficient funds in its unassigned fund balance. The projected ending 
unassigned fund balance in its preliminary budget was $20 million for the FYE June 
30, 2021. These funds were sufficient to balance the preliminary budget. Therefore, 
Lancaster did not need to apply for a referendum exception for potential increases in 
special education costs of $1,724,337 as listed in Table #1 above. 
 

• Lancaster maintained an average of $6 million in commitments and assignments not 
used for the three years leading up to the FYE June 30, 2021. These funds could have 

 
70 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 
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been repurposed by the Board if needed for other expenditures, including special 
education costs. Therefore, Lancaster did not need to apply for a referendum 
exception for potential increases in special education costs of $1,724,337 as listed in 
Table #1 above. 

  
Our results demonstrate that Lancaster had sufficient funding and did not have to apply for a 
referendum exception to meet its special education costs for the FYE June 30, 2021. 
Additionally, the district presented a preliminary budget to the taxpayers and PDE for the FYE 
June 30, 2021, that suggested the district had insufficient funds to balance its budget while it had 
millions of dollars available for anticipated expenditures. The process of applying for an 
unnecessary referendum exception for the FYE June 30, 2021, wasted time and resources for the 
district and PDE. 
 
 
Lancaster increased taxes despite having unspent committed and assigned 
funds.  
 
General Fund balances can be designated as committed, assigned, or unassigned.71 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.72 By reducing the unassigned 
fund balance every year to below 8%, Lancaster increased taxes at or below the index even 
though it had sufficient funds for anticipated expenditures in its General Fund each of the FYE 
June 30, 2018, 2019, 2020, and 2021.  
 
During our four-year audit period, Lancaster committed and assigned available funds in the 
General Fund for fiscal stabilization, security, technology, repairs/maintenance, and student 
activities. The following table illustrates Lancaster’s General Fund balances: 

 
71 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
72 24 P.S. § 6-688(a). 
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Table #2 
 

 FYE June 30 
General Fund - Fund 

Balances 2018 2019 2020 2021 
Committed: 

    

   Fiscal stabilization $  - $  - $  - $ 5,000,000 
   Security projects $ 1,000,000 $ 1,000,000 $ 1,000,000 $  - 
   Technology projects $ 2,500,000 $ 2,500,000 $ 2,500,000 $  - 
Assigned: 

    

   Repairs and 
   maintenance 

$ 2,750,000 $ 2,750,000 $ 2,750,000 $ 2,750,000 

   Student activities $ 138,476 $ 138,476 $ 198,215 $ 198,215 
Unassigned $ 22,511,156 $23,745,393 $ 24,140,245 $ 17,210,188 
Total Committed, Assigned, 
and Unassigned Fund 
Balance $ 28,899,632 $30,133,869 $ 30,588,460 $ 25,158,403 
Source: Produced by staff of the Department of the Auditor General based on information in Lancaster’s audited 
financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we found: 
 

• Lancaster’s Board formally approved a resolution in June 2018 for the commitments and 
assignments in the General Fund as listed in Table #2 above.73 However, we found that 
the Board approved reducing the security project commitment by $300,000 for the FYE 
June 30, 2019, and it was not accurately reflected in the audited financial statements. 
Although the Board complied with the applicable PDE requirement for commitments, the 
financial statements did not accurately reflect the change. While this appears to have been 
an oversight, the district should ensure all approved resolutions are accurately recorded. 
 

• Lancaster had sufficient surplus funds to transfer $4 million not budgeted to its Capital 
Projects Fund FYE June 30, 2018.74 Had Lancaster retained these funds in its unassigned 
fund balance, it would not have been able to increase taxes without a referendum vote the 
following fiscal years until the unassigned fund balance was less than the PSC threshold. 
 

 
73 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board. 
74 The final adopted budget for the FYE June 30, 2018, did not include any amount for interfund transfers on the line 
item “Interfund Out”. 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

70 
 

• Lancaster maintained an assignment of $2,750,000 for repairs and maintenance for the 
four-year audit period. According to the Director, the funds are set aside for roof and air 
conditioning and heating repairs, as needed. Rather than assigning these funds, had the 
district retained these funds in its unassigned fund balance, it would not have been able to 
increase taxes the following fiscal years without a referendum vote until the unassigned 
fund balance was less than the PSC threshold. 
 

• Although Lancaster’s policy does not require that the unassigned fund balance remain 
below the PSC 8% threshold, we found that Lancaster’s final reported budgets estimated 
ending unassigned fund balance below the PSC threshold each of the four years audited. 
This in turn allowed Lancaster to increase taxes at or below the index each year. 
However, the actual ending unassigned fund balance was on average $6 million more 
than estimated for the three FYE June 30, 2018, 2019, and 2020. The table below 
provides the estimated expenditures reported each year, the calculated PSC 8% threshold 
that would disallow the district to increase taxes, and the amount the district reported 
which is below the index.  

 
Table #3 

 
Analysis of the Adopted Final Budget Unassigned Fund Balance 

 FYE June 30 
 2018 2019 2020 2021 

Estimated Expenditures $210,604,211 $219,386,149 $230,441,774 $233,100,644 
PSC 8%Threshold $  16,848,337 $  17,550,892 $  18,435,342 $  18,648,052 
Estimated Ending Unassigned 
Fund Balance $  16,609,828 $  17,540,278 $  18,299,680 $  16,463,837 
Difference $       238,509 $         10,614 $       135,662 $    2,184,215 
Actual Ending Unassigned 
Fund Balance $  22,511,156 $  23,745,393 $  24,140,245 $  17,210,188 

Source: Produced by staff of the Department of the Auditor General based on information in Lancaster’s Board approved 
adopted final General Fund Balance budgets and audited financial statements for the FYE June 30, 2018, 2019, 2020, and 
2021. 

 
While we recognize the budgets are based on estimates, the above results in the 
appearance of questionable budgeting practices. For instance, if the district reported 
$10,614 more as estimated ending unassigned fund balance in FYE June 30, 2019, it 
would not have been able to raise taxes without a referendum vote because it would have 
been above the PSC threshold. 

 
Based on our audit results, had the district retained the transferred funds and/or unspent funds in 
the unassigned fund balance as explained above, Lancaster would have had more than the PSC 
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threshold disallowing it to raise taxes without a referendum vote until the unassigned fund 
balance was below the threshold. While we realize districts need capital improvement funds, 
security and technology updates, and sufficient unassigned fund balance for unexpected costs 
and good credit ratings, it should be more accurate and transparent in its budgeting practices. 
 
 
Recommendations for School District of Lancaster 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to School District of Lancaster to improve stewardship of taxpayer funds: 

 
1. Refrain from applying for referendum exceptions unless the district has utilized unspent 

funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.  

 
2. Pass a resolution during the preliminary budget phase to not increase taxes above the 

district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 

 
3. If the district has designations for funds that are not used in the next fiscal year as 

intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund. 
 

4. Ensure financial transactions that are approved by the Board are properly recorded. 
 

5. Reconsider the practice of transferring surplus funds to the Capital Projects Fund unless 
there is a specific need or purpose. Excess surplus funds should be maintained in the 
General Fund as unassigned fund balances to meet future operation costs to reduce the 
burden on taxpayers. This will ensure tax increases are appropriate and needed.  
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School District of Lancaster’s Response 
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Auditor’s Conclusion to the School District of Lancaster’s Response 
 
The School District of Lancaster (Lancaster) emphasizes its compliance with laws and 
regulations, the Board of Directors (Board) role and timing to apply for referendum exceptions, 
and its conservative approach to budgeting. The district generally disagrees with our 
recommendations. Below we address the district’s assertions we believe warrant further 
comment based on Lancaster’s response. 
 
Recommendation 1 
 
Lancaster responded that it is the local Board’s authority to apply for referendum exceptions, and 
in the case of financial unknowns, it is prudent, sound, and lawful to apply. While we generally 
agree that it is legally permissible to apply for referendum exceptions, we reiterate our 
recommendation which suggests the district refrain from applying when it has funds available to 
fund the amount sought through respective referendum exceptions.  
 
Recommendation 2 
 
We are encouraged that the district has passed resolutions to not increase taxes above the index. 
 
Recommendation 3 
 
We are encouraged that the district evaluates its designations of the General Fund annually. 
 
Recommendation 4 
 
Lancaster responded that it complies with financial reporting requirements. However, it did not 
address our recommendation on how it will ensure financial transactions are properly recorded 
when approved by the Board and reiterate Lancaster should do so.   
 
Recommendation 5 
 
Lancaster responded that it transferred funds from the General Fund to the Capital Projects Fund 
to help alleviate potential future tax increases due to future debt. While we agree using surplus 
funds for decreasing debt is a prudent way of using taxpayers’ resources, we reiterate that the 
district should include these types of transfers in its General Fund budget documents. If there are 
surplus funds, the district should include them in unassigned fund balance or add them to the 
following year’s budget for transfer so taxpayers have more information regarding where and 
when the funds are being transferred. 
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Lower Merion School District 
 
Lower Merion School District’s (Lower Merion) revenues and expenditures ranged from $258 
million to $288 million during the four FYE June 30, 2018, 2019, 2020, and 2021.75 The 
following table summarizes Lower Merion’s information for referendum exceptions requested by 
fiscal year, the funds available in its General Fund at the beginning of each fiscal year (July 1), 
whether taxes were raised, and whether taxes were raised above the index. 
 

Table #1 
 

FYE 
June 

30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes Were 
Raised 

Above the 
Index 

2018 Yes Pension 
Obligations 
and Special 
Education 

Costsd/ 

$2,805,325 $50,516,884 Yes No 

2019 No N/A N/A $50,371,038 Yes No 
2020 No N/A N/A $20,226,200 Yes No 
2021 No N/A N/A $20,483,767 Yes No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index. 
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 
6926.101 et seq. 
c/ - The amount of funds available to Lower Merion at the beginning of the fiscal year; for instance, for FYE June 
30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $50,516,884.76   
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
N/A – Not applicable 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and Lower Merion’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 

 
75 The range of revenues and expenditures is based on the final adopted General Fund Budgets. 
76 The table includes funds committed in the General Fund that are available for use if the Board so directs. Also, the 
available funds listed have been unspent for several years and remain available for the Board to recommit for other 
types of expenditures. The assignments for a punitive class action in the FYE June 30, 2019, 2020, and 2021, were 
not included as funds available. 
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• Lower Merion requested referendum exceptions for the FYE June 30, 2018, despite 
having sufficient funds available in its General Fund for anticipated annual expenditures. 
 

• Lower Merion increased taxes despite having unspent committed funds and while 
transferring millions of dollars each year.  

 
The following two sections describe these results in more detail. 
 
 
Lower Merion requested referendum exceptions for the FYE June 30, 2018, 
despite having sufficient funds available in the General Fund for anticipated 
annual expenditures. 
 
Lower Merion applied for referendum exceptions for pension obligations and special education 
costs to raise taxes above the index for the FYE June 30, 2018. Although Lower Merion did not 
use the approved referendum exceptions to increase taxes above the index, it did increase taxes at 
or below the index for the FYE June 30, 2018, 2019, 2020, and 2021. When questioned, Lower 
Merion’s Business Manager explained that the district’s Board opted to apply for the referendum 
exceptions based on information it had at the time, but ultimately it did not use the approved 
referendum exceptions to raise taxes above the index.  
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), the additional tax rate increase above 
the index may be requested if needed to balance the preliminary budget.77 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that Lower Merion had sufficient 
funding available to balance the budget, which negated the need to apply for referendum 
exceptions for the FYE June 30, 2018, for the following reasons:  
 

• Lower Merion’s business office created preliminary and final budgets that were overly 
conservative.78 Specifically, the budgets for the four FYE June 30, 2018, 2019, 2020, and 
2021, estimated revenues low and expenditures high, creating variances as much as $22.2 
million as illustrated for the FYE June 30, 2018, in the table below. 

 
 

77 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to each 
board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal year and 
each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  
78 The Department of the Auditor General’s Limited Procedures Engagement of Lower Merion School District, 
dated October 2017, reported the district consistently budgeted conservatively resulting in variances between $11 
million and $20 million each year for the FYE June 30, 2012, through 2016. Follow-up to these issues is included 
within the results of our current audit report. 
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Table #2 
 

Budgeted  Deficit Versus Actual  Surplus 
 FYE June 30 

 2018 
Budgeted Operating Surplus (deficit)a/ $ (6,452,826) 
Actual Operating Surplusb/ $15,760,195 
Variance $22,213,021 
a/ - To calculate the budget’s deficit, we subtracted revenues from 
expenditures, and we excluded the budgeted interfund transfers since the 
“actual” operating surplus is calculated without financing sources (uses). 
b/ - To calculate the operating actual surplus, we subtracted revenues from 
expenditures prior to financing sources (uses) listed in the audited financial 
statements. 

Sources: Produced by staff of the Department of the Auditor General based on 
information in Lower Merion’s Board approved preliminary General Fund 
budget and audited financial statements for the FYE June 30, 2018.  

 
While we recognize that budgets are based on estimates, the estimates should be 
reasonable since the results effect the ending fund balance and ultimately whether taxes 
will be increased.   
 

• Lower Merion had a projected $20 million beginning and $14 million ending unassigned 
fund balance in its preliminary budget for the FYE June 30, 2018. Therefore, Lower 
Merion did not need to apply for referendum exceptions because these funds were 
sufficient for the requested $2,805,325 referendum exceptions listed in Table #1 above.  
 

• Lower Merion had sufficient funds committed specifically for the type of expenditure 
used for the referendum exception it sought.79 For example, the Board passed a resolution 
each year to commit $10.3 million to $15.3 million for pension obligations. These funds 
were committed, but were not used, to balance the preliminary budget. Therefore, Lower 
Merion did not need to apply for a referendum exception for pension costs totaling 
$903,628 of the $2,805,325 listed in Table #1 above. The Business Manager 
acknowledged that the commitment of $15.3 million was not spent during the FYE June 
30, 2018, or thereafter, and was decreased to $10.3 million for FYE June 30, 2021.   

 
Our results demonstrate that Lower Merion had sufficient funding and did not have to apply for 
referendum exceptions to meet its pension obligations and/or special education costs during the 

 
79 The Department of the Auditor General’s Limited Procedures Engagement of Lower Merion School District, 
dated October 2017, reported the district maintained a stable $56.2 million General Fund balance with a significant 
unspent commitment for pension obligations during the FYE June 30, 2012, through 2016. Follow-up to these issues 
is included within the results of our current audit report. 
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FYE June 30, 2018. Additionally, the district presented preliminary budgets to the taxpayers and 
PDE that suggested the district had insufficient funds to balance its budget while it had millions 
of dollars available for anticipated expenditures. The process of applying for unnecessary 
referendum exceptions for the FYE June 30, 2018 wasted time and resources for the district and 
PDE. 
 
 
Lower Merion increased taxes despite having unspent committed funds and 
while transferring millions of dollars each year.  
 
General Fund balances can be designated as committed, assigned, or unassigned.80 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.81 By reducing the unassigned 
fund balance every year to below the 8% threshold, Lower Merion increased taxes even though it 
has sufficient funds for anticipated expenditures in its General Fund.  
 
During our audit period, Lower Merion committed and assigned its available funds in the 
General Fund to capital projects, pension obligations, healthcare costs, bond rate stabilization, 
and for a punitive class action. The following table illustrates Lower Merion’s General Fund 
balances: 
 

Table #3 
 

 FYE June 30 
General Fund - Fund Balances 2018 2019 2020 2021 
Committed: 

    

     Capital projects $ 15,000,000 $  - $  - $  - 
     Pension obligations $ 15,300,000 $ 15,300,000 $ 15,300,000 $ 10,300,000 
     Healthcare benefits $ 5,000,000 $ 5,000,000 $ 5,000,000 $ 5,000,000 
     Bond rate stabilization $ 500,000 $ 500,000 $ 500,000 $  - 
Assigned:     
     Punitive class action $  - $ 16,928,673 $ 16,928,673 $ 21,471,296 
Unassigned $ 20,071,038 $ 4,926,200 $ 5,183,767 $ 6,085,384 
Total Committed, Assigned, 
and Unassigned Fund Balance $ 55,871,038 $ 42,654,873 $ 42,912,440 $ 42,856,680 

Source: Produced by staff of the Department of the Auditor General based on information in Lower Merion’s 
audited financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
80 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
81 24 P.S. § 6-688(a). 
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Based on our audit procedures, we found: 
 

• On an annual basis, prior to the end of the fiscal year in June, Lower Merion’s Board 
formally approved resolutions to commit and/or assign funds for specific purposes based 
on recommendations from its Business Manager. As a result, Lower Merion complied 
with the applicable PDE requirement for commitments.82 

 
• General Fund is financed from local, state, and federal sources and the funds are 

generally available to finance the current operations of the school district.83 Since the 
district has not used the funds that are committed for pension obligations or healthcare 
benefits during the four years reviewed, these funds have not been used timely.84 
Maintaining the funds as commitments without timely using the funds for the intended 
purposes could give the appearance of circumventing the PSC threshold to raise taxes by 
classifying unassigned funds as commitments.  
 

• Although it appears the district’s financial condition is declining due to a decrease in the 
General Fund’s balance from $56 million on July 1, 2017, to less than $43 million on 
June 30, 2021, we noted the district transferred $65 million from the General Fund to its 
Capital Projects Fund and Capital Reserve Fund during this four-year period, as 
illustrated in the table below. This was $36.5 million more than budgeted as interfund 
transfers on its approved final adopted budgets.  

 
82 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board. 
83 Manual of Accounting and Financial Reporting for Pennsylvania Local Educational Agencies (LEAs). Maintained 
by: PA Office of the Budget, Office of Comptroller Operations Central Agencies & School Finance Unit. Revised 
August 2016. 
84 The prior Department of the Auditor General’s report dated October 2017, entitled a “Limited Procedures 
Engagement” of Lower Merion School District, reported an observation that the district persistently projected annual 
deficits despite realizing annual surpluses and maintaining a steady $56 million General Fund balance. Our prior 
audit disclosed the district had significant funds totaling $35.8 million committed and unspent for the five FYE June 
30, 2012, 2013, 2014, 2015, and 2016.  
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Table #4 
 

Budgeted Transfers Versus Actual Transfers 
 FYE June 30  

 
 

2018 2019 2020 2021 Total 
Budget $  2,186,756 $22,187,482 $  4,513,284 $     62,000 $28,949,522 
Actual $13,579,796 $34,900,000 $11,614,914 $5,339,454 $65,434,164 
Source: Produced by staff of the Department of the Auditor General based on information in Lower 
Merion’s final adopted budgets and audited financial statements for the FYE June 30, 2018, 2019, 2020, 
and 2021. 

 
• Had the district maintained $23 million, approximately half of its General Fund balance, 

as unassigned fund balance each year rather than committing or transferring the funds, it 
would have exceeded the PSC threshold and would not have been able to increase taxes 
without a voter referendum for FYE June 30, 2018, 2019, 2020, and 2021.   

 
Based on our audit results, Lower Merion increased taxes while retaining and transferring 
millions of dollars of unspent funds. The unnecessary increase of taxes places an undue burden 
on the district’s taxpayers. Further, the increased tax burden was compounded in future years 
because the Board did not reverse the previous unneeded tax increases.  
 
 
Recommendations for Lower Merion School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Lower Merion School District to improve stewardship of taxpayer funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.   

 
2. Pass a resolution during the preliminary budget phase to not increase taxes above the 

district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
 

3. More accurately reflect revenues and expenditures for its General Fund in the preliminary 
and adopted General Fund budgets. 
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4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund. 

 
5. Reconsider the practice of transferring surplus funds to the Capital Projects Fund and 

Capital Reserves Fund unless the funds were specifically budgeted for and disclosed to 
the taxpayers. Excess surplus funds should be maintained in the General Fund as 
unassigned fund balances for future operation costs to lessen the burden on taxpayers. 
This will ensure tax increases are appropriate and needed.  
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Lower Merion School District’s Response 
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Auditor’s Conclusion to Lower Merion School District’s Response 
 
The Lower Merion School District (Lower Merion) emphasizes its compliance with laws and 
regulations; its public process; the uncertainty of several factors for the budget process; and 
relevant provisions of a settlement agreement it has entered into that applies to areas noted in the 
report. Below we address the district’s disagreement along with certain areas we believe warrant 
further comment based on Lower Merion’s response. 
 
Recommendation 1 
 
Lower Merion indicated that its commitment for stabilization of future pension obligations meant 
the district had committed the funds for increases that would take place over several years and 
the commitment has kept the district insulated from drastic increases. Lower Merion also 
indicated that the prior Department of the Auditor General’s (Department) audit raised no prior 
concerns. We disagree, our current audit report and the prior Department report dated October 
2017, entitled a “Limited Procedures Engagement” of Lower Merion School District, disclosed 
the district had significant funds committed and unspent since FYE June 30, 2012. Both, our 
prior audit report and the results in our current report indicate that the commitment should be 
repurposed if the funds are unspent for several years. As illustrated in the table below, the 
pension commitment has been reported by the Department since the FYE June 30, 2012, and 
while somewhat reduced, still remained at $10.3 million as of the FYE June 30, 2021. 
 

FYE June 30 Pension Commitment 
2012 $22,300,000 
2013 $22,300,000 
2014 $21,300,000 
2015 $21,300,000 
2016 $15,300,000 
2017a/ $15,300,000 
2018 $15,300,000 
2019 $15,300,000 
2020 $15,300,000 
2021 $10,300,000 

a/ - FYE June 30, 2017 was not part of the prior or current 
audit. 
Source: Produced by staff of the Department of the Auditor 
General based on information in the prior Department report and 
documents provided by Lower Merion. 

 
The district also indicated that in February 2017, its preliminary budget for the FYE June 30, 
2018, used the referendum exceptions to balance its budget and Lower Merion disagreed that it 
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had funds set aside specifically for the type of expenditure requested prior to proposing to 
increase taxes above the index. As illustrated in the table above, the district had $15,300,000 in 
commitments for pension obligations in that year. These funds were not used to balance the FYE 
June 30, 2018, preliminary budget. In fact, the preliminary budget reported the beginning and 
ending committed fund balance at $35,800,000 (which included the $15,300,000 pension 
commitment).  
 
Recommendation 2 
 
Lower Merion acknowledged that while it has passed resolutions to not increase taxes above the 
index since the FYE June 30, 2018, it is prudent to maintain the flexibility of applying for 
referendum exceptions due to the lack of reliable information during the time of the preliminary 
budget process. While we agree there are several unknown variables at the time of the 
preliminary budget, applying for referendum exceptions implies there are insufficient funds to 
cover certain types of expenditures, such as pension obligations and special education costs. We 
noted that Lower Merion had more than $10.3 million in available funds for pension obligations 
in its General Fund each year which went unused during our four-year audit period. Applying for 
$2.8 million in referendum exceptions for pension and special education costs suggested the 
district had insufficient funds when it actually had a commitment in the General Fund of $15.3 
million for pension obligations and an unassigned fund balance of $20 million for special 
education costs.  
 
We believe applying for referendum exceptions could be misleading to taxpayers and perhaps an 
unnecessary practice when funds are available. Moreover, and to the extent Lower Merion 
believes these funds will be needed in the future, they are always permitted to submit proposed 
tax increases to a referendum vote.     
 
Recommendation 3 
 
We are encouraged that Lower Merion settled its lawsuit and is providing tax rebates for budget 
variances going forward.   
 
Recommendation 4 
 
Lower Merion responded that it reviews its designated funds annually. We believe, however, that 
after several years of not using its commitment for particular types of expenditures such as its 
pension obligations, the commitment should be repurposed or considered as an unassigned fund 
balance. Had the district considered the pension commitment as unassigned fund balance in FYE 
June 30, 2018, it would have exceeded the PSC threshold and been unable to increase taxes 
during the FYE June 30, 2018, and thereafter without a referendum vote until the funds were 
spent for general operations. 
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Recommendation 5 
 
We are encouraged that Lower Merion’s settlement agreement provides that excess funds in the 
General Fund will be tax rebates rather than transferred to the Capital Projects and Capital 
Reserves Funds. 
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Neshaminy School District 
 
Neshaminy School District’s (Neshaminy) revenues and expenditures ranged from $175 million 
to $185 million during the four FYE June 30, 2018, 2019, 2020, and 2021.85 The following table 
summarizes Neshaminy’s information for referendum exceptions requested by fiscal year, the 
funds available in its General Fund at the beginning of each fiscal year (July 1), whether taxes 
were raised, and whether taxes were raised above the index: 
 

Table #1 
 

 
85 The range of revenues and expenditures is based on the final Adopted General Fund Budgets. 
86 The table includes funds committed and assigned in the General Fund that are available for use if the Board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit or reassign for other types of expenditures. 

Fiscal 
Year 
End 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available 
July 1c/ 

Taxes 
were 
Raised 

Taxes 
Were 

Raised 
Above 

the 
Index 

2018 Yes Pension 
Obligations 
and Special 
Education 

Costsd/ 

$3,678,504 $34,260,871 Yes No 

2019 Yes Pension 
Obligations 
and Special 
Education 

Costs 

$   753,576 $34,226,092 Yes No 

2020 Yes Pension 
Obligations 

$     32,260 $42,440,162 Yes No 

2021 No N/A N/A $47,970,291 Yes No 
a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. 
§ 6926.101 et seq. 
c/ - The amount of funds available to Neshaminy at the beginning of the fiscal year; for instance, for the FYE 
June 30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $34,260,871.86 
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Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s 
referendum reports and Neshaminy’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, 
and 2021. 

 
Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Neshaminy routinely requests referendum exceptions despite having sufficient funding 
for anticipated annual expenditures. 
 

• Neshaminy designates its General Fund as commitments and assignments to increase 
taxes while retaining millions of dollars not used timely for designated purposes.  

 
The following two sections describe these results in more detail. 
 
 
Neshaminy routinely requests referendum exceptions despite having sufficient 
funding for anticipated annual expenditures. 
 
Neshaminy applied for referendum exceptions to raise taxes above the index for the FYE 2018, 
2019, and 2020. Although Neshaminy increased taxes each of the four FYE June 30, 2018, 2019, 
2020, and 2021, it did not use the approved referendum exceptions to increase taxes above the 
index. When questioned Neshaminy’s Chief Financial Officer (CFO) stated that the district’s 
former CFO routinely applied for referendum exceptions as a budget tool to keep the option of 
increasing taxes above the index available until the end of the budget process each year.  
 
Based on Act 1 of 2006, as amended, Section 333 (a)(1), the additional tax rate increase above 
the index may be requested if needed to balance the preliminary budget.87 By requesting 
referendum exceptions, the district is indicating that the tax increases are needed due to 
insufficient available funding. However, we found that Neshaminy had sufficient funding 
available to balance the budget which negated the need to apply for referendum exceptions for 
the FYE June 30, 2018, 2019, and 2020, for the following reasons:  
 

 
87 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  

d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
N/A – Not applicable 
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• Neshaminy’s preliminary budgets for FYE 2018, 2019, and 2020 each projected a 
balanced budget by increasing taxes above the index without using the more than $31 
million estimated General Fund balance. Additionally, each preliminary budget 
included an unassigned fund balance estimated at more than $13 million. Therefore, 
Neshaminy had adequate funding and did not need to apply for the referendum 
exceptions and propose increases in taxes above the index because the funds it had 
were sufficient to balance its preliminary budgets.88   
 

• Neshaminy had sufficient funds committed specifically for the type of expenditure 
used for the referendum exception it sought. For example, at the end of the FYE June 
30, 2019, prior to the start of the next fiscal year and prior to raising taxes that year, 
the Board approved a $15 million General Fund commitment for pension obligations. 
Therefore, Neshaminy had adequate funding and did not need to apply for the 
referendum exception for pension obligations totaling $32,260 for the FYE June 30, 
2020, as listed in Table #1 above. The CFO acknowledged that applying for 
referendum exceptions was routine, that the referendum exceptions were not needed, 
and that taxes were not raised above the index.  

 
Our results demonstrate that Neshaminy had sufficient funding and did not need to apply for 
referendum exceptions to meet its pension obligations and/or special education costs during the 
FYE June 30, 2018, 2019, and 2020. Additionally, the district presented preliminary budgets to 
the taxpayers and PDE that suggested the district had insufficient funds to balance its budget 
while it had millions of dollars available for anticipated expenditures. The process of applying 
for unnecessary referendum exceptions wasted time and resources for the district and PDE.  
 
 
Neshaminy designates its General Fund as commitments and assignments to 
increase taxes while retaining millions of dollars not used timely for 
designated purposes. 
 
General Fund balances can be designated as committed, assigned, or unassigned.89 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures. By reducing the unassigned 
fund balance every year to below 8%, Neshaminy increased taxes at or below the index each of 
the FYE June 30, 2018, 2019, 2020, and 2021.  
 

 
88 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
89 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
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During our audit period, Neshaminy had committed and assigned funds in the General Fund for 
pension obligations, capital projects, technology, health insurance, operating expenditures, and 
budget costs. The following table illustrates Neshaminy’s General Fund balances:    
 

Table #2 
 

 FYE June 30 
General Fund - Fund Balances 2018 2019 2020 2021 

Committed: 
    

   Pension obligations $ 12,000,000 $ 15,000,000 $ 15,000,000 $ 15,000,000 
Assigned:     
   Capital projects $ 6,000,000 $ 11,500,000 $ 17,470,291 $ 17,740,233 
   Technological infrastructure $ 800,000 $ 1,500,000 $ 1,500,000 $ 1,500,000 
   Health insurance  $  - $  - $ 2,374,756 $ 1,720,782 
   Operating expenditures $ 750,820 $  - $  - $  - 
   Subsequent year's budget $ 269,533 $  - $  - $  - 
Unassigned $ 14,405,739 $ 14,440,162 $ 14,000,000 $ 14,384,517 
Total Committed, Assigned, and 
Unassigned Fund Balance $ 34,226,092 $ 42,440,162 $ 50,345,047 $ 50,345,532 
Source: Produced by staff of the Department of the Auditor General based on information in Neshaminy’s audited 
financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
Based on our audit procedures, we found: 
 

• On an annual basis, prior to the end of the fiscal year in June, Neshaminy’s Board 
formally approved resolutions to commit funds for specific purposes based on 
recommendations from its CFO. However, on June 25, 2019, the board approved to 
reduce the commitment for pension obligations by $1.75 million for FYE June 30, 
2019, but the amount was not accurately reflected in the audited financial 
statements.90 Although the Board complied with the applicable PDE requirement for 
commitments, the financial statements did not accurately reflect the change. The 
current CFO indicated the omission was an error and the district administration did 
not do the proper accounting to reduce the committed fund balance per the board 
action.  
 

• Neshaminy’s policy states the General Fund unassigned fund balance is to be 
maintained between four percent (4%) and eight percent (8%) of budgeted 
expenditures. If it falls below 4%, the Board is to pursue efforts to increase revenues 

 
90 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  
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and/or decrease expenditures until 4% is attained. We found the district partially 
complied with its policy because it maintained its unassigned fund balance between 
4% and 8% each of the four years audited. However, the district raised taxes all four 
fiscal years while having more than 4% in its unassigned fund balance. The CFO 
stated the Board took proactive measures in raising revenues in the FYE June 30, 
2018, 2019, 2020, and 2021, so that the unassigned fund balance would remain above 
the 4% level. 
 

• Neshaminy did not use the funds committed for pension obligations of $12 million to 
$15 million and assigned for capital projects of $6 million to $17 million as listed in 
the Table #2 above. Therefore, these are funds available to the district for other types 
of expenditures if needed and if the Board so directs. Had the district retained $3 
million more in its unassigned fund balance, Neshaminy would have been over the 
PSC threshold each year and would not have been allowed to raise taxes without a 
voter referendum at or below the index like it did for the FYE June 30, 2018, 2019, 
2020, and 2021. 

 
Based on our audit results, Neshaminy’s policy allows it to increase taxes while retaining 
millions of dollars of unspent funds in commitments and assignments in the General Fund. The 
Board should reconsider its policies and practices to help lessen the tax burden on its taxpayers. 
Further, this excess burden was compounded in future years because the Board did not reverse 
the unneeded tax increases. 
 
 
Recommendations for Neshaminy School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Neshaminy School District to improve stewardship of taxpayer funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.  
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
  

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance. 
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4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund.  
 

5. Ensure financial transactions that are approved by the Board are properly recorded and 
reflected in the financial statements. 

 
 
Neshaminy School District’s Response 
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Auditor’s Conclusion to Neshaminy School District’s Response 
 
The Neshaminy School District (Neshaminy) agreed with our audit results and indicates that it 
plans to comply with all the recommendations upon its Board’s approval. We are encouraged 
that Neshaminy agreed to consider our recommendations. 
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North Allegheny School District 
 
North Allegheny School District’s (North Allegheny) revenues and expenditures ranged from 
$158 million to $181 million during the four FYE June 30, 2018, 2019, 2020, and 2021.91 The 
following table summarizes North Allegheny’s information for referendum exceptions requested 
by fiscal year, the funds available in its General Fund at the beginning of each fiscal year (July 
1), whether taxes were raised, and whether taxes were raised above the index. 
 

Table #1 
 

FYE 
June 

30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes Were 
Raised 

Above the 
Indexe/ 

2018 Yes Pension 
Obligations 
and Special 
Education 

Costs d/  

$1,013,515 $17,108,861 No No 

2019 Yes Pension 
Obligations 
and Special 
Education 

Costs  

$   131,265 $16,781,453 Yes Yes 

2020 Yes Pension 
Obligations 
and Special 
Education 

Costs  

$1,562,375 $14,207,259 Yes Yes 

2021 Yes Special 
Education 

Costs 

$2,754,419 $18,897,001 No No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 
6926.101 et seq. 

 
91 The range of revenues and expenditures is based on the Preliminary Budgets used to apply for the referendum 
exceptions. 
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c/ - The amount of funds available to North Allegheny at the beginning of the fiscal year; for instance, for the FYE 
June 30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $17,108,861.92 
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
e/ - Taxes were raised above the index within the approved PDE referendum exception. 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and North Allegheny’s audited financial statements for the FYE June 30, 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we did not find non-compliance with law or regulations.  
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• North Allegheny routinely requests referendum exceptions and raised taxes above the 
index twice during the audit period despite having sufficient funding for anticipated 
annual expenditures. 
 

• North Allegheny designates its General Fund balances as assignments to increase taxes 
while transferring funds or retaining millions of dollars not used timely for designated 
purposes.  

 
The following two sections describe these results in more detail. 
 
 
North Allegheny routinely requests referendum exceptions and raised taxes 
above the index twice during the audit period despite having sufficient 
funding for anticipated annual expenditures. 
 
North Allegheny applied for referendum exceptions to raise taxes above the index for the FYE 
June 30, 2018, 2019, 2020, and 2021. North Allegheny used the approved referendum exceptions 
for the FYE June 30, 2019, and 2020, to increase taxes above the index. When questioned, North 
Allegheny’s Assistant Director of Finance explained that the district’s Board routinely applies 
for referendum exceptions as a budgetary tool to reserve the option of raising taxes above the 
index until adoption of the final budget in June of each year.  
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), the additional tax rate increase above 
the index may be requested if needed to balance the preliminary budget.93 By using a referendum 

 
92 The table includes funds committed and/or assigned in the General Fund that are available for use if the Board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit and reassign for other types of expenditures. 
93 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to each 
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exception, the district is indicating that the tax increase is needed due to insufficient available 
funding. However, we found that North Allegheny had sufficient funding available to balance 
the budget which negated the need to apply for referendum exceptions for the FYE June 30, 
2018, 2019, 2020, and 2021 for the following reasons:  
 

• North Allegheny had an average of $13 million in its estimated ending unassigned fund 
balance listed on its preliminary budgets for each of the FYE June 30, 2018, 2019, 2020, 
and 2021.94 Therefore, North Allegheny did not need to apply for referendum exceptions 
and propose an increase in taxes above the index because the funds it had were sufficient 
to balance its preliminary budgets. 

    
• North Allegheny had sufficient funds assigned specifically for the type of expenditure 

used for the referendum exception it sought. The district assigned General Funds each 
year for pension obligations, as listed in Table #2 below, that were sufficient to fund the 
anticipated increases requested as referendum exceptions. Therefore, North Allegheny 
had adequate funding and did not need to apply for the referendum exceptions for 
pension costs any of the three years requested.   

 
Our results demonstrate that North Allegheny had sufficient funding and did not need to apply 
for referendum exceptions to meet its pension obligations and/or special education costs during 
the FYE June 30, 2018, 2019, 2020, and 2021. Additionally, the district presented preliminary 
budgets to the taxpayers and PDE that suggested the district had insufficient funds to balance its 
budget while it had millions of dollars available for anticipated expenditures. The process of 
applying for unnecessary referendum exceptions wasted time and resources for the district and 
PDE. Further, the tax increases above the index that occurred for the FYE June 30, 2019, and 
2020, were not needed and the resulting funds were not spent during the fiscal years.95 
Therefore, the Board placed an unnecessary excess burden on district taxpayers. This excess tax 
burden was compounded in future years because the Board did not reverse the unneeded tax 
increase.  
 

 
board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal year and 
each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 
94 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
95 The operating results led to an increase in unassigned fund balance in the General Fund and/or the Other 
Governmental Funds.  
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North Allegheny designates its General Fund as assignments to increase taxes 
while transferring funds or retaining millions of dollars not used timely for 
designated purposes.  
 
General Fund balances can be designated as committed, assigned, or unassigned.96 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.97 By reducing the unassigned 
fund balance every year to meet the PSC 8% threshold, North Allegheny can increase taxes even 
though it is holding millions of dollars in its General Fund.   
 
During our audit period, North Allegheny committed and assigned its available funds in the 
General Fund to future debt costs, pension obligations, textbooks, and athletics. The following 
table illustrates North Allegheny’s General Fund balances: 
 

Table #2 
 

 FYE June 30 
General Fund - Fund Balances 2018 2019 2020 2021 
Committed: 

    

   Future debt costs $ 4,872,071 $ 4,042,070 $ 2,947,193 $ 2,114,618 
Assigned:     
   Pension obligations $ 1,784,774 $ 3,434,774 $ 2,684,774 $ 3,184,774 
   Textbooks $  - $ 1,000,000 $  - $  - 
   Athletics $  - $ 249,109 $ 347,644 $ 248,502 
Unassigned $ 14,996,679 $ 10,772,485 $ 16,212,227 $ 15,603,312 
Total Committed, Assigned, 
and Unassigned Fund Balance $ 21,653,524 $ 19,498,438 $ 22,191,838 $ 21,151,206 

Source: Produced by staff of the Department of the Auditor General based on information in North Allegheny’s 
audited financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
Based on our audit procedures, we found: 
 

• On an annual basis, in June, prior to the end of the reporting period, North Allegheny’s 
Board formally approved resolutions to commit funds for specific purposes in the 
General Fund based on recommendations from its Assistant Director of Finance.98 

 
96 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
97 24 P.S. § 6-688(a). 
98 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
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Therefore, North Allegheny complied with the applicable PDE requirement for 
commitments. 
 

• North Allegheny’s policy states the General Fund unassigned fund balance is to be 
maintained between 3% and 8% of budgeted expenditures. We found the district 
complied with its policy each of the four years we audited. However, had the district 
reported $302,000 more in its unassigned fund balance on the final adopted budgets for 
FYE June 30, 2019, and 2020, it would not have been able to increase taxes without a 
voter referendum either of those two years. 

 
• It appears North Allegheny’s financial condition is stable due to the General Fund’s 

balance remaining at or about $21 million between July 1, 2017, to FYE June 30, 2021; 
however, North Allegheny raised taxes above the index for the FYE June 30, 2019, and 
2020, and it transferred $10.6 million from the General Fund to its Technology Fund and 
Capital Reserve Fund during the four-year audit period, as listed in the table below. This 
was $7.8 million more than it had budgeted to transfer in its adopted final budgets. 

 
Table #3 

 
Budget Transfers Versus Actual Transfers 

 FYE June 30  
 

 
2018 2019 2020 2021 Total 

Budget $189,000 $1,426,200 $1,150,000 $              -      $  2,765,200 
Actual $189,000 $1,426,200 $5,832,000 $3,150,000 $10,597,200 
Source: Produced by staff of the Department of the Auditor General based on information in 
North Allegheny’s final adopted budgets and audited financial statements for the FYE June 30, 
2018, 2019, 2020, and 2021. 

 
While we recognize that North Allegheny needs technology and capital improvement 
funds, its budget should be transparent and, when the board determines it to be necessary, 
increase taxes through a referendum vote. Posing a referendum question would provide 
greater transparency to the taxpayers if the taxes raised are for particular purposes rather 
than general operations. 
 

• North Allegheny management acknowledged that it did not use the funds designated for 
pension obligations because the revenues were adequate each year to cover the 
expenditures. Had North Allegheny maintained these unspent assigned funds as 
unassigned fund balance, the district would have exceeded the PSC threshold and would 

 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  
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not have been able to increase taxes without a voter referendum for the FYE June 30, 
2019, and 2020.   
 

Based on our audit results, had North Allegheny retained the unspent assignments and the more 
than $7.8 million of unbudgeted transfers as unassigned fund balance, it would have exceeded 
the PSC threshold and been unable to increase taxes during FYE June 30, 2019, and 2020, 
without a referendum vote until the funds were spent for general operations. However, North 
Allegheny’s policy allows it to increase taxes while retaining millions of dollars of unspent funds 
for several years and while transferring funds. The Board should reconsider its policies and 
practices to help lessen the tax burden on its taxpayers.  
 
 
Recommendations for North Allegheny School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to North Allegheny School District to improve stewardship of taxpayer funds:   
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.  

 
2. Pass a resolution during the preliminary budget phase to not increase taxes above the 

district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
 

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance. 

  
4. If the district has designations for funds that are not used in the next fiscal year as 

intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund. 

 
5. Reconsider the practice of transferring surplus funds to the Technological Fund or Capital 

Reserve Fund unless the funds were specifically budgeted for and disclosed to the 
taxpayers. Excess surplus funds should be maintained in the General Fund as unassigned 
fund balances for future operation costs to lessen the burden on taxpayers. This will 
ensure tax increases are appropriate and needed.  
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North Allegheny School District’s Response 
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Auditor’s Conclusion to North Allegheny School District’s Response 
 
The North Allegheny School District (North Allegheny) generally agreed to consider our 
recommendations. Below we address the district’s assertions we believe warrant further 
comment based on North Allegheny’s response. 
 
Recommendation 1 
 
We are encouraged that North Allegheny agreed to consider the recommendation. 
 
Recommendation 2 
 
We are encouraged that North Allegheny agreed to consider the recommendation. 
 
Recommendation 3 
 
We are encouraged that North Allegheny agreed to consider the recommendation and revise its 
policy. North Allegheny’s current policy provides for maintaining an unassigned fund balance in 
the General Fund between three percent (3%) and eight percent (8%). This policy is not a law or 
regulation and is written to comply with the PSC to remain below 8% to allow for increasing 
taxes every year while holding millions of dollars of unspent funds in the General Fund as 
commitments and assignments. The district’s policy is not permitting the excess unspent funds to 
remain as unassigned funds in the General Fund to alleviate future tax increases for potential 
operating shortfalls in the budget.  
 
Recommendation 4 
 
We are encouraged that North Allegheny agreed to consider the recommendation.  
 
Recommendation 5 
 
North Allegheny did not specifically agree or disagree with the recommendation but 
acknowledged that it is using funding methods allowed by law to transfer excess surplus funds in 
the General Fund to its Capital Reserve Fund. While we acknowledge the district’s compliance 
with law, our recommendation is that the district reconsider the 8% limit in the unassigned fund 
balance in the General Fund to alleviate the need to increase taxes.   
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North Penn School District 
 
North Penn School District’s (North Penn) revenues and expenditures ranged from $248 million 
to $278 million during the four FYE June 30, 2018, 2019, 2020, and 2021.99 The following table 
summarizes North Penn’s information for referendum exceptions requested by fiscal year, the 
funds available in its General Fund at the beginning of each fiscal year (July 1), whether taxes 
were raised, and whether taxes were raised above the index. 
 

Table #1 
 

 
99 The range of revenues and expenditures is based on the final adopted General Fund budgets. 
100 The table includes funds committed in the General Fund that are available for use if the Board so directs. Also, 
the available funds listed have been unspent for several years and remain available for the Board to recommit for 
other types of expenditures. 

FYE 
June 30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 
Total Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above 

the 
Indexe/ 

2018 No N/A N/A $37,750,278 Yes No 
2019 Yes Pension 

Obligations 
and Special 
Education 

Costsd/ 

$1,781,977 $37,533,955 Yes Yes 

2020 Yes Pension 
Obligations 
and Special 
Education 

Costs  

$1,453,237 $38,070,589 Yes No 

2021 Yes Special 
Education 

Costs 

$1,541,260 $34,913,910 Yes No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of expenditure 
costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 6926.101 et 
seq. 
c/ - The amount of funds available to North Penn at the beginning of the fiscal year; for instance, for the FYE June 
30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $37,750,278.100 
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Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and North Penn’s audited financial statements for FYE 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• North Penn routinely requests referendum exceptions despite having sufficient funding 
for anticipated annual expenditures. 

 
• North Penn increased taxes despite having unused committed funds and while 

transferring millions of dollars each year. 
 
The following two sections describe these results in more detail. 
 
 
North Penn routinely requests referendum exceptions despite having 
sufficient funding for anticipated annual expenditures. 
 
North Penn applied for referendum exceptions to raise taxes above the index for the FYE June 
30, 2019, 2020, and 2021. Although North Penn raised taxes each of the four FYE June 30, 
2018, 2019, 2020, and 2021, it only used the approved referendum exceptions to increase taxes 
above the index for the FYE June 30, 2019. When questioned, North Penn’s Chief Financial 
Officer (CFO) explained that applying for referendum exceptions was a standard practice and is 
used as a budgetary tool for flexibility. 
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.101 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that North Penn had sufficient funding 
available to balance its budget which negated the need to apply for referendum exceptions for the 
FYE June 30, 2019, 2020, and 2021, for the following reasons: 
 

 
101 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 

d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
e/ - Taxes were raised above the index within the approved PDE referendum exception. 
N/A – Not applicable 
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• North Penn had a projected $35.9 million, $40.2 million, and $37.8 million beginning and 
ending estimated General Fund balance in its preliminary budgets for the three FYE June 
30, 2019, 2020, and 2021, respectively.102 Therefore, North Penn had adequate funding 
and did not need to apply for referendum exceptions for the three FYE June 30, 2019, 
2020, and 2021, as listed in Table #1 above. 
 

• North Penn had sufficient funds committed specifically for the type of expenditure used 
for the referendum exception sought. For example, the Board approved a $16.8 million 
commitment for pension obligations as of FYE June 30, 2018 (see Table #2 below). 
These funds were sufficient for the pension referendum exceptions for both FYE June 30, 
2019, and 2020. Therefore, North Penn did not need to apply for referendum exceptions 
for pension obligations for the FYE June 30, 2019, and 2020.  The CFO acknowledged 
that the commitment of $16.8 million was not spent or needed during the three FYE June 
30, 2019, 2020, and 2021.103 

 
Our results demonstrate that North Penn had sufficient funding and did not have to apply for 
referendum exceptions to meet its pension obligations and/or special education costs during the 
FYE June 30, 2019, 2020, and 2021. Additionally, the district presented preliminary budgets to 
the taxpayers and PDE that suggested the district had insufficient funds to balance its budget 
while it had millions of dollars available for anticipated expenditures. The process of applying 
for unnecessary referendum exceptions wasted time and resources for the district and PDE. 
Further, the tax increase above the index that occurred for the FYE June 30, 2019, was not 
needed and the resulting funds were not spent during the fiscal year.104 Therefore, the Board 
placed an unnecessary excess burden on district taxpayers. This excess tax burden was 
compounded in future years because the Board did not reverse the unneeded tax increase.  
 
 
North Penn increased taxes despite having unused committed funds and while 
transferring millions of dollars each year. 
 
General Fund balances can be designated as committed, assigned, or unassigned.105 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 

 
102 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
103 The commitment was increased $2.5 million in June 2017, and $99,664 was used during the FYE June 30, 2018. 
Therefore, the balance of $16.8 million was not used during the FYE June 30, 2019, 2020, and 2021. 
104 The approved referendum exceptions to increase taxes above the index were less than the operating results, prior 
to interfund transfers and other financing sources (uses). 
105 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
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greater than 8% of the next fiscal year’s budgeted expenditures.106 By reducing the unassigned 
fund balance every year to below 8%, North Penn increased taxes even though it had sufficient 
funds for anticipated expenditures in its General Fund each of the FYE June 30, 2018, 2019, 
2020, and 2021.  
 
During our audit period, North Penn had committed and assigned funds in the General Fund for 
pension obligations and self-funded insurance. The following table illustrates North Penn’s 
General Fund balances: 
 

Table #2 
 

 FYE June 30 
General Fund - Fund 

Balances 2018 2019 2020 2021 
Committed: 

    

   PSERS stabilization $16,806,523 $16,806,523 $16,806,523 $16,806,523 
Assigned:     
   Self-funded insurance $ 2,700,000 $ 2,700,000 $ 2,700,000 $ 2,700,000 
Unassigned $20,727,432 $21,264,066 $18,107,387 $21,753,255 
Total Committed, Assigned, 
and Unassigned Fund Balance $40,233,955 $40,770,589 $37,613,910 $41,259,778 

Source: Produced by staff of the Department of the Auditor General based on information North Penn’s audited 
financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we found: 
 

• North Penn approved a resolution on June 15, 2017, to increase the commitment for 
Pension obligations by $2.5 million. The commitment remained at $16.8 million for the 
FYE June 30, 2018, 2019, 2020, and 2021. North Penn complied with the applicable PDE 
requirement for the initial approval of the commitment.107 
 

• North Penn’s policy states the General Fund unassigned fund balance is not to exceed 8% 
of the budgeted expenditures, and if it does, the district will commit or assign the excess 
funds. We found that the district partially complied with this policy and maintained its 
unassigned fund balance below 8%. Additionally, rather than increasing the commitments 
and assignments in the General Fund, North Penn transferred funds to the Capital 

 
106 24 P.S. § 6-688(a). 
107 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board. 
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Reserve Fund in excess of what was listed in its final adopted budgets, as illustrated in 
the following table: 

 
Table #3 

 
Budget Transfers Versus Actual Transfers 

 FYE June 30  
 

 
2018 2019 2020 2021 Total 

Budget $              -         $              -         $   500,000 $1,733,417 $  2,233,417 
Actual $3,687,284 $3,309,196 $2,500,000 $5,233,417a/ $14,729,897 
a/ - This transfer amount does not include the $1,500,000 transferred to the Extended Care Fund 
which was also not included in the final adopted budget for budgeted interfund transfers. 

Source: Produced by staff of the Department of the Auditor General based on information in North 
Penn’s final adopted budgets and audited financial statements for the FYE June 30, 2018, 2019, 
2020, and 2021. 

 
While we recognize that the district needs capital improvement funds, it should be 
transparent with its budgets and increase taxes for capital projects through a referendum 
vote. 
 

Based on our audit results, had the district retained the funds it transferred each year or its 
unspent commitments as unassigned fund balance, it would not have been able to increase taxes 
without a voter referendum any of the four FYE June 30, 2018, 2019, 2020, and 2021. This is 
because the funds would have exceeded the PSC threshold and, therefore, North Penn would 
have been unable to increase taxes until the funds were spent for general operations. However, 
North Penn’s policy allows it to increase taxes while retaining millions of dollars of unspent 
funds for several years. The Board should reconsider its policies and practices to help lessen the 
tax burden on its taxpayers as a matter of prudent stewardship.  
 
 
Recommendations for North Penn School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to North Penn School District to improve stewardship of taxpayer funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions when funds have been set aside specifically for the 
type of expenditure that is being requested prior to increasing taxes above the index. 
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2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
  

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance. 

  
4. If the district has designations for funds that are not used in the next fiscal year as 

intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund.  
 

5. Reconsider the practice of transferring surplus funds to the Capital Reserve Fund unless 
the funds were specifically budgeted for and disclosed to the taxpayers. Excess surplus 
funds should be maintained in the General Fund as unassigned fund balances for future 
operation costs to lessen the burden on taxpayers. This will ensure tax increases are 
appropriate and needed.  

 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

117 
 

North Penn School District’s Response 
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Auditor’s Conclusion to North Penn School District’s Response 
 
The North Penn School District (North Penn) emphasized it was in compliance with laws and 
regulations and stated it will take the recommendations under advisement. Below we address 
certain areas we believe warrant further comment based on North Penn’s response. 
 
Recommendation 1 and 2: 
  
While North Penn acknowledged that it will take the recommendations under advisement, it also 
indicated that “sufficient funds” within the unassigned fund balance is a matter of subjective 
opinion. While this may be true, North Penn had more than $34 million available to balance the 
preliminary budgets, including more than $16 million committed for pension obligations and 
more than $18 million in unassigned fund balance, both unused during our four-year audit 
period. We believe these funds should have been sufficient to balance the budgets for the less 
than $2 million requested for pension and special education costs for each of the three years that 
North Penn applied for referendum exceptions. In fact, North Penn maintained an average 
General Fund balance of $40.5 million during the four-year audit period.  
 
Recommendation 3, 4, and 5: 
 
We are encouraged the district will take the recommendations under advisement. 
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Northampton Area School District 
 
Northampton Area School District’s (Northampton) revenues and expenditures ranged from $99 
million to $114 million during the four FYE June 30, 2018, 2019, 2020, and 2021.108 The 
following table summarizes Northampton’s information for referendum exceptions requested by 
fiscal year, the funds available in its General Fund at the beginning of each fiscal year (July 1), 
whether taxes were raised, and whether taxes were raised above the index. 
 

Table #1 
 

 
108 The range of revenues and expenditures is based on the Preliminary Budgets used to apply for the referendum 
exceptions. 

FYE June 
30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 
Total Amount 

Approved 

General Funds 
Available  

July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above 

the 
Index 

2018 Yes Pension 
Obligations 
and Special 
Education 

Costsd/ 

$   614,624 $15,033,939 Yes No 

2019 Yes Special 
Education 

Costs 

$   943,250 $12,482,717 Yes No 

2020 Yes Special 
Education 

Costs 

$   810,284 $10,367,092 Yes No 

2021 Yes Special 
Education 

Costs 

$2,230,103 $10,073,366 No No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of expenditure 
costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. § 6926.101 et 
seq. 
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Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and audited financial statements for the FYE 2017, 2018, 2019, 2020, and 2021. 
 
Based on our audit procedures, we did not find non-compliance with law or regulations. 
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Northampton routinely requests referendum exceptions despite having sufficient funding 
for anticipated annual expenditures. 

 
• Northampton increased taxes despite having unused committed and assigned funds. 

 
The following two sections describe these results in more detail. 
 
 
Northampton routinely requests referendum exceptions despite having 
sufficient funding for anticipated annual expenditures. 
 
Northampton applied for referendum exceptions to raise taxes above the index each of the four 
FYE June 30, 2018, 2019, 2020, and 2021. Although Northampton raised taxes three of the four 
years, FYE June 30, 2018, 2019, and 2020, it did not use the approved referendum exceptions to 
increase taxes above the index. When questioned, Northampton’s Business Administrator 
explained that the practice of applying for referendum exceptions was a routine practice to 
maintain a conservative outlook due to the many variables that exist during the budgeting 
process. 
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.110 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that Northampton had sufficient 

 
109 The table includes funds committed and/or assigned in the General Fund that are available for use if the Board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit and/or reassign for other types of expenditures. 
110 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2). 

c/ - The amount of funds available to Northampton at the beginning of the fiscal year; for instance, for the FYE June 
30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $15,033,939.109 
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
e/ - The amount requested was slightly more than approved by PDE. 
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funding available to balance its budget which negated the need to apply for referendum 
exceptions for the FYE June 30, 2018, 2019, 2020, and 2021, for the following reasons: 

 
• Northampton had a projected $7.9 million, $8 million, $7 million, and $4.8 million 

ending estimated General Fund balance in its preliminary budgets for the four FYE June 
30, 2018, 2019, 2020, and 2021, respectively.111 Therefore, Northampton had adequate 
funding and did not need to apply for referendum exceptions for the four FYE June 30, 
2018, 2019, 2020, and 2021, as listed in Table #1 above. 
 

• Northampton had sufficient funds assigned specifically to balance the budget each year as 
shown in Table #2 below. These funds were sufficient for the pension and special 
education referendum exceptions for each year as listed in Table #1 above. Therefore, 
Northampton did not need to apply for referendum exceptions any of the four FYE June 
30, 2018, 2019, 2020 and 2021. The Business Administrator acknowledged that the 
assignments were not spent or needed during the four FYE June 30, 2018, 2019, 2020, 
and 2021. 

 
Our results demonstrate that Northampton had sufficient funding and did not have to apply for 
referendum exceptions to meet its pension obligations and/or special education costs during the 
FYE June 30, 2018, 2019, 2020, and 2021. Additionally, the district presented preliminary 
budgets to the taxpayers and PDE that suggested the district had insufficient funds to balance its 
budget while it had millions of dollars available for anticipated expenditures. The process of 
applying for unnecessary referendum exceptions wasted time and resources for the district and 
PDE.  
 
 
Northampton increased taxes despite having unused committed and assigned 
funds. 
 
General Fund balances can be designated as committed, assigned, or unassigned.112 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.113 By reducing the unassigned 
fund balance every year to below 8%, Northampton increased taxes even though it had sufficient 
funds for anticipated expenditures in its General Fund each of the FYE June 30, 2018, 2019, 
2020, and 2021.  

 
111 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
112 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
113 24 P.S. § 6-688(a). 
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During our audit period, Northampton had committed and assigned funds in the General Fund 
for facility maintenance, debt funding, healthcare obligations, Chromebooks ®114, student 
activities, and balancing the budget. The following table illustrates Northampton’s General Fund 
balances:   
 

Table #2 
 

 FYE June 30 
General Fund - Fund Balances 2018 2019 2020 2021 
Committed: 

    

   Facility capital maintenance projects $ 1,450,000 $ 1,000,000 $ 1,000,000 $ 1,000,000 
   New elementary debt funding $ 400,000 $  - $  - $  - 
   Healthcare obligations $ 103,402 $  - $  - $  - 
Assigned: 

    

   Chromebook reserve $ 19,224 $ 9,278 $ 5,569 $ 2,886 
   Student Activities $  - $  - $  - $ 40,701 
   Balance Budget $ 3,890,692 $ 3,441,504 $ 3,139,775 $ 3,603,307 
Unassigned $ 7,142,025 $ 5,925,588 $ 5,933,591 $ 9,706,490 
Total Committed, Assigned, and 
Unassigned Fund Balance $ 13,005,343 $ 10,376,370 $ 10,078,935 $ 14,353,384 

Source: Produced by staff of the Department of the Auditor General based on Northampton’s audited financial statements 
for the FYE June 30, 2018, 2019, 2020, and 2021. 
 

Based on our audit procedures, we found: 
 

• Northampton approves resolutions annually mid-year in December to increase or 
decrease commitments and assignments for the current fiscal year ending in June. 
Northampton complied with the applicable PDE requirement for the approval of the 
commitments.115 
 

• Northampton’s policy states that the General Fund’s unassigned fund balance is to be 
maintained between five percent (5%) and eight percent (8%) of budgeted expenditures. 
If it falls below 5%, the Board is to pursue efforts to increase revenues and/or decrease 
expenditures until 5% is attained. We found Northampton partially complied with its 
policy because it maintained its unassigned fund balance between 5% and 8% each of the 
four years audited. However, the district raised taxes three fiscal years while having more 
than 5% in its unassigned fund balance. The Business Administrator stated that the 

 
114 Chromebooks are considered to be budget friendly laptops or tablets running on the Windows Operating System. 
115 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board. 
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district interprets the policy as a guideline and not as a strict rule, since it does not use the 
wording “must be below 5%”. 
 

• The General Fund is financed from local, state, and federal sources. These funds are 
generally for financing the current operations of the school district.116 Since Northampton 
has not used $3 million of the funds that are assigned for balancing the budget, these 
funds have not been used timely. Maintaining the funds as assignments without timely 
using the funds gives the appearance that the district is circumventing the PSC threshold 
to raise taxes by classifying unassigned funds as assignments. Had the district retained 
these funds as unassigned fund balance, it would not have been able to increase taxes 
without a voter referendum for any of the three FYE June 30, 2018, 2019, and 2020, 
because it would have exceeded the PSC threshold. 

 
Based on our audit results, Northampton’s policy allows it to increase taxes while retaining 
millions of dollars of unspent funds in the General Fund. The Board should reconsider its 
policies and practices to help lessen the tax burden on its taxpayers as a matter of prudent 
stewardship. Further, this excess burden was compounded in future years because the Board did 
not reverse the unneeded tax increases. 
 
 
Recommendations for Northampton Area School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Northampton Area School District to improve stewardship of taxpayer 
funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.  
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
  

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance.  

 
116 Manual of Accounting and Financial Reporting for Pennsylvania Local Educational Agencies (LEAs). 
Maintained by: PA Office of the Budget, Office of Comptroller Operations Central Agencies & School Finance 
Unit. Revised August 2016. 
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4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund.  
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Northampton Area School District’s Response 
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Auditor’s Conclusion to Northampton School District’s Response 
 
The Northampton School District (Northampton) emphasized its compliance with laws and 
regulations, its routine practice to apply for referendum exceptions due to the uncertainty of 
several factors for the budget process, and its conservative approach. Below we address the 
district’s disagreement along with certain areas we believe warrant further comment based on 
Northampton’s response. 
 
Recommendation 1 and 2 
 
Northampton acknowledges that it was a routine practice to apply for referendum exceptions and 
that it has opted to pass a resolution to not propose to increase taxes above the index for the FYE 
June 30, 2023. Additionally, Northampton indicates that the “District has NEVER indicated to 
the taxpayers that there is insufficient available funding.” We disagree, in that applying for 
referendum exceptions to propose to increase taxes above the index rather than passing a 
resolution to not increase taxes above the index, suggests that the tax increase is needed to fund 
particular types of expenditures. 
 
Recommendation 3 
 
Although Northampton did not comment on whether it will revise its policy to remove the upper 
limit on the unassigned General Fund balance, we are encouraged that it did not expressly 
disagree with the recommendation. 
 
Recommendation 4 
 
Northampton responded that it reviews its designated funds annually. However, we believe that 
after several years of not using a commitment or assignment for the particular type of 
expenditure, such as an assignment to balance the budget, it should be considered unassigned 
fund balance. Had the district kept these funds as unassigned fund balance in FYE June 30, 2018, 
it would have exceeded the PSC threshold and been unable to increase taxes during the FYE 
June 30, 2018, without a referendum vote until the funds were spent for general operations. 
 
 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

128 
 

Penn Manor School District 
 
Penn Manor School District’s (Penn Manor) revenues and expenditures ranged from $80 million 
to $94 million during the four FYE June 30, 2018, 2019, 2020, and 2021.117 The following table 
summarizes Penn Manor’s information for referendum exceptions requested by fiscal year, the 
funds available in its General Fund at the beginning of each fiscal year (July 1), whether taxes 
were raised, and whether taxes were raised above the index. 
 

Table #1 
 

 
117 The range of revenues and expenditures is based on the final adopted General Fund budgets. 
118 The table includes funds committed in the General Fund that are available for use if the Board so directs. Also, 
the available funds listed have been unspent for several years and remain available for the Board to recommit for 
other types of expenditures. 

FYE June 
30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General 
Funds 

Available  
July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above 

the 
Indexe/ 

2018 Yes Pension 
Obligations 
and Special 
Education 

Costsd/  

$452,356 $16,664,260 Yes Yes 

2019 Yes Special 
Education 

Costs 

$771,389 $18,531,100 Yes Yes 

2020 Yes Special 
Education 

Costs 

$320,381 $19,290,382 Yes Yes 

2021 No N/A N/A $20,218,950 No No 
a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. 
§ 6926.101 et seq. 
c/ - The amount of funds available to Penn Manor at the beginning of the fiscal year; for instance, for the FYE 
June 30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $16,664,260.118 
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 
e/ - Taxes were raised above the index within the approved PDE referendum exception. 
N/A – Not applicable. 
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Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s 
referendum reports and Penn Manor’s audited financial statements for the FYE 2017, 2018, 2019, 2020, and 2021. 

 
Based on our audit procedures, we did not find non-compliance with law or regulations.  
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• Penn Manor requested referendum exceptions and raised taxes above the index three 
times during the audit period despite having sufficient funds in its General Fund for 
anticipated annual expenditures. 
 

• Penn Manor designates its General Fund as commitments allowing it to increase taxes 
while retaining millions of dollars not used timely for designated purposes. 

 
The following two sections describe these results in more detail. 
 
 
Penn Manor requested referendum exceptions and raised taxes above the 
index three times during the audit period despite having sufficient funds in its 
General Fund for anticipated annual expenditures. 
 
Penn Manor applied for referendum exceptions to raise taxes above the index for the FYE June 
30, 2018, 2019, and 2020. It used the approved referendum exceptions during the FYE June 30, 
2018, 2019, and 2020, to increase taxes above the index for pension obligations and/or special 
education costs. When questioned, Penn Manor’s Chief Financial Officer explained that the 
district’s Board does not routinely apply for referendum exceptions or increase taxes above the 
index; however, the audit happened to select the years that it did apply for and use the 
referendum exceptions.  
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.119 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 
due to insufficient available funding. However, we found that Penn Manor had sufficient funding 
available to balance the budget, which negated the need to apply for referendum exceptions for 
the FYE June 30, 2018, 2019, and 2020, for the following reasons:  

 

 
119 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  
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• Penn Manor had an average of $3 million in its estimated ending unassigned fund 
balance listed on the preliminary budgets for the FYE June 30, 2018, 2019, and 2020. 
Therefore, Penn Manor did not need to apply for referendum exceptions and propose 
an increase in taxes above the index because the funds it had were sufficient to 
balance its preliminary budgets.120   

 
• Penn Manor had sufficient funds committed specifically for the type of expenditures 

used for the referendum exception it sought. For example, the Board passed a 
resolution on June 19, 2017, to designate $2 million of its General Fund balance for 
pension obligations. Therefore, Penn Manor did not need to apply for the referendum 
exception for pension costs totaling $239,683 of the $452,356 listed in Table #1 
above because the $2 million designated was more than the amount requested for 
pension costs.  
 

Our results demonstrate that Penn Manor had sufficient funding and did not need to apply for 
referendum exceptions to meet its pension obligations and/or special education costs for the FYE 
June 30, 2018, 2019, and 2020. Additionally, the district presented preliminary budgets to the 
taxpayers and PDE that suggested the district had insufficient funds to balance its budget while it 
had millions of dollars available for anticipated expenditures. The process of applying for 
unnecessary referendum exceptions wasted time and resources for the district and PDE. Further, 
the tax increase above the index that occurred during the FYE June 30, 2018, 2019, and 2020, 
was not needed and the resulting funds were not spent for general operations in the respective 
fiscal years.121 Therefore, the Board placed an unnecessary, excess burden on district taxpayers. 
This excess tax burden was compounded in future years because the Board did not reverse the 
unneeded tax increases.  
 
 
Penn Manor designates its General Fund as commitments allowing it to 
increase taxes while retaining millions of dollars not used timely for 
designated purposes. 
 
General Fund balances can be designated as committed, assigned, or unassigned.122 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 

 
120 While this calls into question the reason PDE approved the referendum exceptions, this audit did not focus on 
PDE’s procedures and processes. 
121 The operating surplus for each year led to an increase in the General Fund balance and/or the funds transferred to 
the Capital Reserves Fund in excess of the approved referendum exceptions. 
122 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
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greater than 8% of the next fiscal year’s budgeted expenditures.123 By reducing the unassigned 
fund balance every year to below 8%, Penn Manor can increase taxes even though it has 
sufficient funds for anticipated expenditures in its General Fund.  
 
During our audit period, Penn Manor committed its available funds in the General Fund to 
several items, including, but not limited to, facilities maintenance, healthcare and pension costs, 
textbooks, and pandemic expenses. The following table illustrates Penn Manor’s General Fund 
balances: 
 

Table #2 
 

Source: Produced by staff of the Department of the Auditor General based on information in Penn Manor’s audited financial 
statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
Based on our audit procedures, we found: 
 

• On an annual basis, prior to the end of the reporting period in June, Penn Manor’s Board 
formally approved resolutions to commit funds for specific purposes in the General Fund.  
The Board also formally approved resolutions mid-fall for the commitments prior to the 
completion of the respective audited financial statements. As a result, Penn Manor 
complied with the applicable PDE requirements for commitments.124 

 
123 24 P.S. § 6-688(a). 
124 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 

 FYE June 30 
General Fund - Fund Balances 2018 2019 2020 2021 
Committed: 

    

   Future capital projects & facilities repair $ 6,502,306 $ 6,863,928 $ 6,775,532 $ 8,079,459 
   Healthcare stabilization $ 3,000,000 $  - $  - $  - 
   Pension obligations $ 2,000,000 $  - $  - $  - 
   Textbook and software upgrades $ 1,000,000 $ 1,000,000 $  - $  - 
   Technology replacement/upgrade $  - $ 2,000,000 $ 1,500,000 $ 1,500,000 
   Debt service stabilization $  - $ 3,000,000 $  - $  - 
   Pandemic related 2020-2021 $  - $  - $ 3,336,236 $  - 
   Pandemic related 2021-2022 $  - $  - $ 2,000,000 $ 3,066,140 
   Pandemic related 2022-2023 $  - $  - $  - $ 1,250,000 
Assigned $  - $  - $  - $  - 
Unassigned $ 6,028,794 $ 6,426,454 $ 6,607,182 $ 6,876,408 
Total Committed, Assigned, and Unassigned 
Fund Balance $18,531,100 $19,290,382 $20,218,950 $20,772,007 
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• Penn Manor’s policy states that the General Fund’s unassigned fund balance is to be 
maintained between six percent (6%) and eight percent (8%) of budgeted expenditures, 
and if the unassigned portion falls below 6%, the Board will pursue increasing revenues 
and/or decreasing expenditures, and if the unassigned fund balance is above 8%, the 
excess funds are to be used for nonrecurring expenditures and not for normal operating 
costs. We found that the district complied with its policy and maintained its actual 
unassigned fund balance above 7% while designating or committing excess funds. Penn 
Manor’s policy ensures the district can raise taxes every year without going to a 
referendum vote while holding millions of dollars of funds that are unspent in the General 
Fund’s commitments or transferred to other Funds.  
 

• Penn Manor did not use the funds designated as commitments in any of the four years 
audited and the Board increased the commitments each year from $10.9 million as of July 
1, 2017, to $13.9 million by the FYE June 30, 2021.  
 

• Penn Manor had sufficient surplus funds in the General Fund to transfer $12.5 million to 
its Capital Reserves Fund during the four-year audit period. While we acknowledge that 
the district budgeted a portion of funds for interfund transfers, it transferred a total of 
$3.3 million more than budgeted for the FYE June 30, 2019, and 2021, as illustrated in 
the following table. 

Table #3 
 

Budget Transfers Versus Actual Transfers 
 FYE June 30  

 
 

2018 2019 2020 2021 Total 
Budget $2,903,895 $3,664,378 $2,085,300 $   510,000 $  9,163,573 
Actual $2,903,896 $3,966,078 $2,073,300 $3,569,587 $12,512,861 

Source: Produced by staff of the Department of the Auditor General based on information in 
Penn Manor’s final adopted budgets and audited financial statements for the FYE June 30, 2018, 
2019, 2020, and 2021. 

 
While we recognize that the district needs capital improvement funds, it should be 
transparent in its budget. The increased taxes for the FYE June 30, 2018, 2019, and 2020, 
compounded each year resulting in the additional surplus funds for the FYE June 20, 
2021. 
 

Based on our audit results, had the district retained the unspent commitments and the unbudgeted 
transfers as unassigned fund balance, it would have exceeded the PSC threshold and been unable 

 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  
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to increase taxes during the FYE June 30, 2018, 2019, and 2020, without a referendum vote until 
the funds were spent for general operations. However, Penn Manor’s policy allows it to increase 
taxes while retaining millions of dollars of unspent funds for several years in its General Fund. 
The Board should reconsider its policy and practices to help lessen the tax burden on its 
taxpayers.  
 
 
Recommendations for Penn Manor School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to Penn Manor School District to improve stewardship of taxpayer funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if the district has funds set aside specifically for the 
type of expenditure that is being requested prior to increasing taxes above the index.  
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 
  

3. As a best business practice, revise the General Fund policy to eliminate the restriction of 
maintaining excess surplus funds in the unassigned fund balance and to accommodate 
current practices regarding increasing taxes prior to reaching 6% of estimated 
expenditures.   
 

4. If the district has designations for funds that are not used within a few years as intended, 
the Board should consider the funds as unassigned fund balance in the General Fund.  
 

5. Reconsider the practice of transferring surplus funds to the Capital Reserves Fund unless 
the funds were specifically budgeted for and disclosed to the taxpayers. Excess surplus 
funds should be maintained in the General Fund as unassigned fund balances for future 
operation costs to lessen the burden on taxpayers. This will ensure tax increases are 
appropriate and needed.  
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Penn Manor School District’s Response 
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 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

137 
 

Auditor’s Conclusion to Penn Manor School District’s Response 
 
The Penn Manor School District (Penn Manor) emphasizes its compliance with laws and 
regulations; states that the report should reference its $100 million high school renovation project 
that is part of a multi-year strategy to increase the tax base for increased debt service payments; 
and generally agrees with our recommendations. Below we address areas we believe warrant 
further comment based on Penn Manor’s response. 
 
Recommendation 1 
 
Penn Manor responded that it used the referendum exceptions to increase the taxes above the 
index to pay for rising pension and special education costs while using the portion of the tax 
increase at or below the index to build millage capacity and raise funds for its $100 million high 
school project. We acknowledge the importance of this construction project to the district and 
that some of the district’s actions during our audit period were taken on a one-time basis, but this 
recommendation should, nonetheless, be considered by the district.  
 
As illustrated, the district’s General Fund balance ranged from $18.5 million to $20.7 million 
which should have negated the need to apply for $1.5 million in referendum exceptions.  
However, we note that raising taxes at or below the index to increase the tax base for future 
planned increased debt service payments appears reasonable.   
 
Recommendation 2 
 
We are encouraged that Penn Manor has passed resolutions to not exceed the index since FYE 
June 30, 2020. 
 
Recommendation 3 
 
We are encouraged that Penn Manor periodically revises its policy provisions and recommend 
that the district eliminate the restriction of maintaining more than 8% when it has surplus funds. 
 
Recommendation 4 
 
Penn Manor responded that it reviews and commits a portion of its fund balance twice a year in 
public session and will continue to base the designations on available information to allow for 
flexibility. We agree that there are instances in which the district may need to retain funds for a 
future year based on a three- or five-year business plan; however, as illustrated in Table #2, the 
district had more than $18.5 million of unspent committed funds for the entire four-year audit 
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period. Had the district not designated the funds as committed, Penn Manor would have been 
over the PSC threshold and not permitted to increase taxes without a referendum vote.   
 
Recommendation 5 
 
We are encouraged that Penn Manor acknowledged having both planned and unplanned transfers 
and discusses such interfund transfers with the Board. However, we continue to recommend that 
the district consider operating surplus for future tax stabilization rather than non-budgeted 
transfers. 
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West Chester Area School District 
 
West Chester Area School District’s (West Chester) revenues and expenditures ranged from 
$238 million to $269 million during the four FYE June 30, 2018, 2019, 2020, and 2021.125 The 
following table summarizes West Chester’s information for referendum exceptions requested by 
fiscal year, the funds available in its General Fund at the beginning of each fiscal year (July 1), 
whether taxes were raised, and whether taxes were raised above the index. 
 

Table #1 
 

 
125 The range of revenues and expenditures is based on the final adopted General Fund budgets. 
126 The table includes funds committed and/or assigned in the General Fund that are available for use if the Board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the Board to 
recommit and/or reassign for other types of expenditures. 

FYE June 
30 

Did the 
District 

Request a 
Referendum 
Exception?a/ 

Type of 
Exception 

Requestedb/ 

Total 
Amount 

Approved 

General 
Funds 

Available  
July 1c/ 

 
 

Taxes 
were 

Raised 

Taxes 
Were 

Raised 
Above 

the 
Indexf/ 

2018 Yes Pension 
Obligations 
and Special 
Education 

Costsd/  

 $5,400,281  $21,352,589 Yes Yes 

2019 Yes Pension 
Obligations 
and Special 
Education 

Costs 

 $3,229,145  $24,421,441 Yes Yes 

2020 No N/A N/A $28,460,261 Yes No 
2021 No N/A N/A $43,883,151 Noe/ No 

a/ - Based on PDE’s applicable year’s Report on Referendum Exceptions, the district did or did not request a 
referendum exception to raise taxes above the index.  
b/ - Act 1 of 2006, as amended, provides four different types of referendum exceptions based on type of 
expenditure costs, see the Introduction and Background section of this report. See Taxpayer Relief Act, 53 P.S. 
§ 6926.101 et seq. 
c/ - The amount of funds available to West Chester at the beginning of the fiscal year; for instance, for the FYE 
June 30, 2018, the amount available for appropriation by the Board on July 1, 2017, was $21,352,589.126 
d/ - Pension obligations refer to the retirement contributions made by the school district to the Public School 
Employees’ Retirement System (PSERS). 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

140 
 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s 
referendum reports and West Chester’s audited financial statements for the FYE 2017, 2018, 2019, 2020, and 
2021. 

 
Based on our audit procedures, we did not find non-compliance with law or regulations.  
However, we found the following issues regarding prudent stewardship of taxpayer funds: 
 

• West Chester requested referendum exceptions and raised taxes above the index twice 
during the audit period despite having sufficient funds in its General Fund for anticipated 
annual expenditures. 
 

• West Chester designates its General Fund as commitments and assignments, allowing it 
to increase taxes while retaining millions of dollars not used timely for designated 
purposes and while transferring millions to the Capital Reserves Fund. 

 
The following two sections describe these results in more detail. 
 
 
West Chester requested referendum exceptions and raised taxes above the 
index twice during the audit period despite having sufficient funds in its 
General Fund for anticipated annual expenditures. 
 
West Chester applied for referendum exceptions to raise taxes above the index for the FYE June 
30, 2018, and 2019. It used the approved referendum exceptions during the FYE June 30, 2018, 
and 2019, to increase taxes above the index for pension obligations and special education costs. 
When questioned, West Chester’s Director of Business Affairs (Director) explained that the 
district’s Board routinely applied for referendum exceptions if the preliminary budget indicated a 
need for the exceptions and if the pension and/or special education costs showed increases that 
were allowable for the referendum exceptions.   
 
Based on Act 1 of 2006, as amended, Section 333(a)(1), an additional tax rate increase above the 
index may be requested if needed to balance the preliminary budget.127 By requesting a 
referendum exception, the district is indicating that the tax increase above the index is needed 

 
127 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  

e/ - The district did not raise taxes but there was a mandatory tax rate rebalancing between West Chester’s two 
counties (Chester County and Delaware County). 
f/ - Taxes were raised above the index within the approved PDE referendum exception. 
N/A – Not applicable 
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due to insufficient available funding. However, we found that West Chester had sufficient 
funding available to balance the budget, which negated the need to apply for referendum 
exceptions for the FYE June 30, 2018, and 2019, for the following reasons:  
 

• West Chester had an average of $15.4 million in its estimated ending unassigned fund 
balance listed on the preliminary budgets for the FYE June 30, 2018, and 2019. 
Therefore, West Chester did not need to apply for referendum exceptions and propose 
an increase in taxes above the index because the funds it had were sufficient to 
balance its preliminary budgets.128   

 
• West Chester had an assignment for tax stabilization of $5.5 million as of July 1, 

2016 that increased to $7.2 million during the FYE June 30, 2017, when West 
Chester applied for the referendum exceptions for FYE June 30, 2018. Therefore, 
West Chester did not need to apply for referendum exceptions for that fiscal year and 
increase taxes above the index for pension obligations and special education costs 
totaling $5,400,281 as listed in Table #1 above, because the assignment was more 
than the requested amounts. This is also applicable to the district’s referendum 
exceptions for the FYE June 30, 2019, because the assignment increased from $7.2 
million to $11.3 million during FYE June 30, 2018, and was sufficient for the pension 
obligations and special education costs totaling $3,229,145 as listed in Table #1 
above. 
 

• West Chester had sufficient funds committed specifically for the type of expenditures 
used for the referendum exception it sought. For example, the Board passed a 
resolution on October 24, 2016, to commit $2.1 million and on October 23, 2017, to 
commit $1.1 million of its General Fund balance for pension obligations during the 
FYE June 30, 2018 and 2019, respectively.129 Therefore, West Chester did not need 
to apply for the referendum exception for pension costs totaling $761,447 of the 
$5,400,281 or $33,330 of the $3,229,145 for the FYE June 30, 2018 and 2019, 
respectively, as listed in Table #1 above, because the annual commitments were more 
than the requested pension amount.  
 

Our results demonstrate that West Chester had sufficient funding and did not need to apply for 
referendum exceptions to meet its pension obligations and special education costs for the FYE 
June 30, 2018, and 2019. Additionally, the district presented preliminary budgets to the 
taxpayers and PDE that suggested the district had insufficient funds to balance its budget while it 

 
128 While this calls into question the reason PDE approved the referendum exceptions, this is not an audit of PDE’s 
procedures and processes. 
129 West Chester’s Board approved resolutions for commitments and/or assignments after the fiscal year end, prior to 
the finalization of its audited financial statements. For instance, the October 23, 2017, resolution was committing 
and assigning funds for the FYE June 30, 2017, which are available for use in the FYE June 30, 2018. 
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had millions of dollars available for anticipated expenditures. The process of applying for 
unnecessary referendum exceptions wasted time and resources for the district and PDE. Further, 
the tax increases above the index that occurred during the FYE June 30, 2018, and 2019, were 
not needed and the resulting funds were not spent for general operations in the respective fiscal 
years.130 Therefore, the Board placed an unnecessary excess burden on district taxpayers. This 
excess tax burden was compounded in future years because the Board did not reverse the 
unneeded tax increases.  
 
 
West Chester designates its General Fund as commitments and assignments 
allowing it to increase taxes while retaining millions of dollars not used timely 
for designated purposes and while transferring millions to the Capital 
Reserves Fund. 
 
General Fund balances can be designated as committed, assigned, or unassigned.131 The PSC 
prohibits districts from increasing taxes if its unassigned fund balance in the General Fund is 
greater than 8% of the next fiscal year’s budgeted expenditures.132 By reducing the unassigned 
fund balance every year to less than 8%, West Chester increased taxes during the FYE June 30, 
2018, 2019, and 2020, even though it has sufficient funds for anticipated expenditures in its 
General Fund.  
 
During our audit period, West Chester committed and assigned its available funds in the General 
Fund to several items, including, but not limited to, healthcare and tax stabilization, alternative 
education, enrollment growth, and technology. The following table illustrates West Chester’s 
General Fund balances:

 
130 The operating surplus for each year led to an increase in the General Fund balance and funds being transferred 
that were in excess of the approved referendum exceptions. 
131 The General Fund classifications are described in more detail in the Introduction and Background section of this 
report. 
132 24 P.S. § 6-688(a). 
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Table #2 
 

Source: Produced by staff of the Department of the Auditor General based on information in West Chester’s audited financial 
statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
Based on our audit procedures, we found: 
 

• On an annual basis, prior to the completion of the audited financial statements for the 
prior period, in mid-fall, West Chester’s Board formally approved resolutions to commit 
and/or assign funds in the General Fund for specific purposes.133 As a result, West 
Chester did not comply with the applicable PDE requirements for commitments and 
assignments since the formal resolution determining the specific purposes of the funds to 
be committed are to be approved prior to the end of fiscal year even if the amounts are 
not yet determined. 
 

• West Chester’s policy states that if the General Fund’s unassigned fund falls below 5%, 
the Board will pursue increasing revenues and/or decreasing expenditures. We found that 
in contradiction to the policy, West Chester raised taxes while having more than 5% as 
unassigned fund balance for the three FYE June 30, 2018, 2019, and 2020. When 
questioned, West Chester’s Director indicated that the district does not use the 5% as a 
mandatory requirement to increase taxes and if the unassigned fund balance is 
“projected” to decrease below 5%, the district may take actions such as increasing taxes. 
 

 
133 PDE Accounting Bulletin #2010-01, effective fiscal year 2010-11, and thereafter, requires commitment 
classifications for specific purposes be the result of a formal action by the school’s highest level of authority, which 
in this case is the Board. The PDE bulletin provides that the Board’s approval to commit the funds be before the end 
of the fiscal year and the amounts can be determined after the fiscal year. Additionally, assignments of funds do not 
require formal action by the Board.  

 FYE June 30 
General Fund - Fund Balances 2018 2019 2020 2021 
Committed: 

    

   Healthcare stabilization $ 4,159,909 $ 4,159,909 $ 4,159,909 $ 4,159,909 
Assigned: 

    

   Tax stabilization $11,304,138 $13,945,496 $29,486,832 $38,183,867 
   Gate Receipts $ 69,756 $ 83,577 $ 128,904 $ 128,904 
   Alternative Education $ 676,000 $ 1,000,000 $ 1,000,000 $ 2,000,000 
   Enrollment Growth $  - $ 2,500,000 $ 3,500,000 $ 4,500,000 
   Property Assessment Fluctuations $  - $  - $  - $ 1,000,000 
   Technology/Distance Learning $  - $  - $  - $ 500,000 
Unassigned $13,047,547 $14,431,188 $14,267,415 $15,861,417 
Total Committed, Assigned, and Unassigned 
Fund Balance $29,257,350 $36,120,170 $52,543,060 $66,334,097 
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• West Chester’s business office created preliminary and final budgets that were very 
conservative. Specifically, the final adopted budgets reported deficits while the district 
experienced actual surpluses. This is illustrated in the table below. 

 
Table #3 

 
 FYE June 30 

Surplus (Deficit) 2018 2019 2020 2021 
Final Adopted Budget $(5,646,042) $(6,628,745) $(9,214,436) $ (21,327,637) 
Audited Financial Statements $ 3,126,195 $ 6,962,436 $16,586,662 $ 13,697,043 
Variance $ 8,772,237 $ 13,591,181 $25,801,098 $ 35,024,680 

Source: Produced by staff of the Department of the Auditor General based on information in West Chester’s final adopted 
budgets and audited financial statements for the FYE June 30, 2018, 2019, 2020, and 2021. 

 
When questioned, West Chester’s Director stated that the district uses conservative 
projections based on historical trends and anticipated changes in district educational 
needs and personnel. However, we found that the district uses prior year budgets 
estimated ending fund balances to forecast the next fiscal year’s beginning fund balances 
rather than using actual audited figures. This has created budgets with compounding 
effects year after year as shown in the table above. While we realize budgets are 
estimates, the estimates should be reasonable and based on actual audited fund balances 
and current financial conditions, and not the prior year budgeted estimates.  
 

• West Chester did not use the funds designated as commitments and assignments in any of 
the four years audited and the Board increased the assignments each year from $7.8 
million as of July 1, 2017, to $46.3 million by the FYE June 30, 2021. The General Fund 
balance is from local, state, and federal sources and the funds are generally available to 
finance the current operations of the school district.134 Maintaining the funds as 
commitments and assignments without timely using the funds for those intended 
purposes could give the appearance of circumventing the PSC threshold to raise taxes by 
classifying unassigned funds as commitments and/or assignments.  

 
Based on our audit results, had West Chester retained the unspent commitments and 
assignments, as unassigned fund balance, it would have exceeded the PSC threshold and been 
unable to increase taxes during the FYE June 30, 2018, 2019, and 2020, without a referendum 
vote until the funds were spent for general operations. However, West Chester’s practice of 
designating funds as committed or assigned allows it to increase taxes while retaining millions of 

 
134 Manual of Accounting and Financial Reporting for Pennsylvania Local Educational Agencies (LEAs). 
Maintained by: PA Office of the Budget, Office of Comptroller Operations Central Agencies & School Finance 
Unit. Revised August 2016. 
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dollars of unspent funds for several years in its General Fund. The Board should reconsider its 
practices to help lessen the tax burden on its taxpayers.  
 
 
Recommendations for West Chester Area School District 

 
While we did not find non-compliance with law or regulations, we offer the following 
recommendations to West Chester Area School District to improve stewardship of taxpayer 
funds: 
 

1. Refrain from applying for referendum exceptions unless the district has utilized unspent 
funds in the General Fund’s commitments and/or assignments. Additionally, refrain from 
applying for referendum exceptions if funds have been set aside specifically for the type 
of expenditure that is being requested prior to increasing taxes above the index.  
 

2. Pass a resolution during the preliminary budget phase to not increase taxes above the 
district’s index when budgetary needs can be met with existing available funds in the 
General Fund. 

 
3. Comply with PDE procedures and formally approve the purpose of General Fund 

commitments and assignments prior to the applicable fiscal year-end, even if the amounts 
are to be determined at a later date. 
 

4. If the district has designations for funds that are not used in the next fiscal year as 
intended, the Board should repurpose the funds or the funds should be considered as 
unassigned fund balance in the General Fund. 
 

5. As a best business practice, prepare budgets based on actual audited fund balances and 
current financial conditions rather than prior year budget estimates to reflect a more 
accurate financial position. 
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West Chester Area School District’s Response 
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Auditor’s Conclusion to West Chester Area School District’s Response 
 
The West Chester Area School District (West Chester) emphasizes its compliance with laws and 
regulations, its belief that the Department of the Auditor General (Department) misunderstood or 
mischaracterized the district’s processes and procedures, and its disagreement with the report. 
West Chester’s response insists that the Department replace audited financial numbers with its 
budgeted estimates to show the true financial picture of the district. Below we will address the 
West Chester assertions in the order of its response that we believe warrant further comment. 
 
West Chester responded that it should not have been included within this audit because it does 
not agree with the Department’s second selection criteria. We disagree and we clarified during 
our exit conference that the second criteria for selecting districts was based on total balance of all 
Fund types which included Capital Projects/Reserves Funds. These Funds include operating 
surplus transferred from the General Fund, as well as bond proceeds. West Chester along with 
six other districts fell into this criterion. 
 
West Chester indicated that the Department’s report did not define or list criteria for what we 
utilized as criteria for what is “appropriate” in reference to a referendum exception. We disagree 
since the report clearly states that Act 1 of 2006, as amended, Section 333(a)(1), provides that an 
additional tax rate increase above the index may be requested if needed to balance the 
preliminary budget.135 Therefore, if the district has funds available to balance the preliminary 
budget, it should not apply for a referendum exception. We specifically addressed in our report 
that West Chester had sufficient funds to balance its preliminary budget, and therefore, 
questionably requested to, and did, increase taxes above the index.  
 
West Chester responded with a narration of the budget timeline, referendum exception process, 
the state budget approvals, potential damage to its reputation, and other items it feels are relevant 
to the reader which we include in this report verbatim. While all of West Chester’s comments 
and information was taken into consideration by the Department, it does not excuse the district 
from addressing the core issues we reported of having millions of dollars of funds available 
while requesting and utilizing referendum exceptions to increase taxes above the index, twice 
during the audit period. 
 
West Chester stated that Table #1 of our report, which includes the referendum exceptions and 
funds available, is inaccurate and misleading because the Department included the assigned and 
committed funds as “funds available”. We disagree because, as described by the Pennsylvania 

 
135 Subsection (a)(1) of Section 333 (relating to public referendum requirements for increasing certain taxes) of the 
Taxpayer Relief Act. Please note at Subsection (a)(2) of the act states as follows: “(2) This section shall apply to 
each board of school directors beginning with any proposed tax increase that takes effect in the 2007-2008 fiscal 
year and each fiscal year thereafter.” See 53 P.S. § 6926.333(a)(1)-(2).  
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Department of Education (PDE), the assigned and committed funds are unrestricted and 
available for appropriation as directed by the Board of Directors (Board). While the Board does 
have the authority to commit and assign the funds, the Board also has the authority to change its 
mind to decommit or reassign those same funds to prioritize the funds as needed for current 
operations.   
 
West Chester stated that to provide full transparency, the Department’s table should also list the 
amount of the referendum exceptions actually utilized. This information is included in our report 
within West Chester’s response. While we agree the district did not increase its taxes to the full 
extent of the approved referendum exception, it did use the referendum exception and increase 
taxes above the index twice during the audit period.  
 
West Chester indicated that the Department’s report does not identify what is meant by sufficient 
funds in the report and assumes that sufficient funds only refers to unassigned fund balances. We 
disagree with West Chester’s assertion and assumption since Table #1 of our report noted that 
available funds included committed, assigned, and unassigned fund balances and included a 
footnote that the Board had funds available to recommit and/or reassign. 
 
West Chester stated that its funds were not sufficient to balance its preliminary budget, its 
referendum exceptions were appropriate, in accordance with law, and approved by PDE, while 
having ample reserves to maintain a high bond credit rating. Again, the district is not addressing 
the actual issue we raised in our report. The Department acknowledged legal compliance and the 
approval by PDE for the referendum exceptions; however, West Chester’s preliminary budgets 
did not consider the funds the district had at its disposal to balance the budget.   
 
West Chester asserted that it was appropriate to apply for the referendum exceptions because its 
assignment for tax stabilization was not yet recognized. West Chester asserted that the $5.5 
million of unused funds assigned for tax stabilization in one year is not yet recognized as 
available to use in the next year’s budget. Therefore, West Chester does not include these funds 
to balance the following fiscal year’s budget. While we acknowledge this could be true based on 
West Chester’s budgeting practices, we believe most districts know or should know by mid-year 
whether such fund reserves will be utilized based on revenues districts received by that time 
period.   
 
West Chester stated that it did not have funds committed for the type of expenditure in which it 
applied for a referendum exception. West Chester later stated, however, that it had committed 
funds for pension obligations, but it was not required to include these fund commitments on the 
PDE referendum exception application form. While we agree no noncompliance was noted, we 
believe this is a clear loophole in the referendum exception process that we will include in our 
Overall Summary and Recommendations section to this report in order to bring to the attention to 
the PDE and the Pennsylvania General Assembly. 
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West Chester asserted that its preliminary budget was not misleading to taxpayers or to PDE.  
Again, the district acknowledged that while it had the funds available, these funds were 
committed or assigned and should not be considered. We disagree with West Chester’s assertion 
that designating funds as approved by the Board, it does not make these funds unavailable for 
other purposes when needed.   
 
West Chester stated that the Department did not request information relating to what the district 
communicates to its taxpayers and residents. We disagree and we did request and review the 
district’s budgets, presentations, and treasurer’s reports presented as they were presented to its 
Board and the public. West Chester further noted that it has exhaustive documents on the 
district’s website. We do not disagree, however, West Chester is not addressing the real issue we 
brought to its attention regarding the availability of the committed, assigned, and unassigned 
funds to balance its preliminary budgets to alleviate increasing taxes on the taxpayers. 
 
West Chester further stated that the following statements in our report are misleading that the 
district: 
 

• Had sufficient funding and did not need to apply for referendum exceptions for FYE June 
30, 2018 and 2019.  

• Presented misleading preliminary budgets.  
• Wasted time and resources of the district and PDE.  
• Placed an unnecessary excess burden on district taxpayers. 

 
We disagree and reiterate that these conclusions are supported by the details we address in our 
report and information from the West Chester’s audited financial statements. 
 
West Chester again stated that the Department is mischaracterizing its financial practices in 
regard to committing and assigning its General Fund to maintain an unassigned fund balance 
below the PSC threshold which allows the district the ability to increase taxes annually. West 
Chester noted its compliance with policy and suggested that while its budgets are conservative 
and estimated for the worst case scenario, they are not overly conservative. West Chester further 
asserted that its adopted budgets are more in line with its financial condition than its audited 
financial statements. We disagree in that we report information based on actual audited financial 
statements and not estimates as included in West Chester’s budgets. For instance, West Chester’s 
budgets included personnel salaries and benefits for more than 90 positions that were not filled 
which contributed to surpluses included on the audited statements. These surplus funds should be 
considered for the following year. While utilizing the audited financial statements allows us to 
have the benefit of hindsight with our evaluation and conclusions, we believe the information we 
reported and the recommendations made to West Chester are valuable to help improve its 
practices. 
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Additionally, West Chester stated that the tax stabilization assignment of $38.2 million as of 
FYE June 30, 2021, was from substantial savings associated with reduced costs during the 
COVID pandemic. Although we agree the district had a slight decrease in expenditures of $4 
million when comparing the FYE June 30, 2019, to FYE June 30, 2020, West Chester’s local 
revenue increased $20 million during our four-year audit period primarily from increases to local 
taxes. In reviewing West Chester’s audited financial statements, these increases in local taxes 
appear to more substantially contribute to its operating surpluses. 
 
Recommendations 1, 2, and 5: 
 
West Chester stated that it disagrees with the need for recommendations 1, 2, and 5 that relate to 
referendum exceptions and budgeting practices because the district already does what we 
recommend with its existing practices. We, however, disagree based on the information as 
presented in our report and believe West Chester should reconsider our recommendations. 
 
Recommendation 3: 
 
We are encouraged that the district plans to address this recommendation. 
 
Recommendation 4: 
 
West Chester stated that it disagrees with this recommendation because assigned or committed 
funds do not need to be utilized within a specific time frame and the use of funds is the 
prerogative of the local elected school board. While we agree there is no specified time frame to 
use assigned and committed funds, we still believe that if these funds are not used within the 
current or next fiscal year, consideration should be made to repurpose the funds or include as 
unassigned funds in the General Fund. 
 
West Chester concluded in its response that our audit report could seriously damage its 
reputation and its image due to the mischaracterizations and misunderstandings of West 
Chester’s practices and procedures. We, however, reiterate that our reported results for West 
Chester are based on the district’s detailed records, including but not limited to, its budgets and 
annual audited financial statements. While no edits are deemed necessary and our conclusions 
and recommendations remain as stated, West Chester’s response is included in our audit report 
verbatim.  
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Appendix A Objectives, Scope, Methodology, and Data Reliability 
 
The Department of the Auditor General (Department) conducted this performance audit pursuant 
to the following mandates: 
 

• Article VIII, Section 10 of the Constitution of the Commonwealth of Pennsylvania, 
which authorizes the Department to audit all or any of the schools receiving a state 
appropriation “as far as may be necessary to satisfy the department that the money 
received was expended or is being expended for no purpose other than that for which is 
was paid.”  
 

• Sections 402 and 403 of The Fiscal Code, 72 P.S. §§ 402 and 403.136 
 
We conducted this audit in accordance with generally accepted Government Auditing Standards, 
issued by the Comptroller General of the United States. 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 objectives.137 We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions based on our audit objectives. 
 
Refer to the Introduction and Background section of this report for how the 12 school districts 
included in our audit were selected.  
 
 
Objectives 
 
Our performance audit objectives were as follows: 
 

1. Determine whether each of the selected districts appropriately used the Pennsylvania 
Department of Education referendum exception method to raise local school property 
taxes (taxes).138  

 
136 See 72 P.S. §§ 402 and 403 and Pa. Const. art. VIII, Sec. 10. (Emphasis added.) The authority to conduct 
performance audits derives from the 2004 Pennsylvania Commonwealth Court decision in Dep’t of the Aud. Gen. v. 
State Emp. Ret. Sys., citing the prior case in the matter, which plainly concluded that the Auditor General (and his 
Department) under Article VIII, Section 10 of the constitution and Section 402 and Section 403 of the Fiscal Code 
has the authority to conduct performance audits of, among others, a public agency (such as a school district) 
receiving state funds at his discretion. See 860 A.2d 206, 214 (pa. Cmwlth. 2004) amending the prior decision in 
Dep’t of the Aud. Gen. v. State Emp. Ret. Sys., 836 A.2d 1053, 1069-1070 (Pa. Cmwlth. 2003). (Emphases added.) 
137 U.S. Government Accountability Office. Government Auditing Standards. 2018 Revision. Technical Update 
April 2021. 
138 See the Taxpayer Relief Act, 53 P.S. § 6926.333(f) and (n) (pertaining to the four school district referendum 
exceptions under Act 1 of 2006, as amended by Act 25 of 2011) and the PDE Referendum Exceptions (pa.gov). 
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2. Determine if each district ensured that fund balances were properly designated and used 

for intended purposes.139 
 
With regard to the financial aspects of the objectives, we did not conduct our own financial 
statement audit of each district. Instead, we reviewed the annual financial statement audit reports 
and findings of the independent CPA firms that audited the districts’ financial statements for the 
four-year audit period. This review was completed to determine if additional procedures needed 
to be performed to rely on the information and the amounts in the financial statements, and to 
determine if there were any documented issues with internal controls.   
 
We also conducted procedures to determine whether the districts had prior audit findings and 
recommendations from prior Department reports related to our objectives. One district, Lower 
Merion School District, had a prior limited procedures engagement report issued October 2017 
related to this audit that had recommendations. Based on the status of the recommendations of 
that report, we incorporated any remaining issues in our current audit results (see the Lower 
Merion School District audit results). 
 
 
Scope 

This performance audit covered the period July 1, 2017, through June 30, 2021. We reviewed the 
financial audit reports and other documentation for the fiscal years ended (FYE) June 30, 2018, 
2019, 2020, and 2021. 
 
District management is responsible for establishing and maintaining effective internal controls to 
provide reasonable assurance of compliance with applicable laws, regulations, and administrative 
policies and procedures. In conducting our audit, we obtained an understanding of the districts’ 
internal controls, including information system controls.  
 
Standards for Internal Control in the Federal Government (also known as and hereafter referred 
to as the Green Book), issued by the Comptroller General of the United States, provides a 
framework for management to establish and maintain an effective internal control system.140 We 
used the framework included in the Green Book when assessing the districts’ internal control 
systems. 
 

 
139 See the Public School Code, 24 P.S. §§ 6-687 and 6-688. 
140 Even though the Green Book was written for the federal government, it explicitly states that it may also be 
adopted by state, local, and quasi-government entities, as well as not-for-profit organizations, as a framework for 
establishing and maintaining an effective internal control system.  
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The Green Book’s standards are organized into five components of internal control. In an 
effective system of internal control, these five components work together in an integrated manner 
to help an entity achieve its objectives. The five components contain 17 related principles, listed 
in the table below, which are the requirements an entity should follow in establishing an effective 
system of internal control. 
 
We determined all the internal control components are significant to the audit objectives. The 
table below represents a summary of the level of the internal control assessment for effectiveness 
of design (D); implementation (I); and/or operating effectiveness (OE) that we performed for 
each principle; or an indication that reliance was placed on the internal control work performed 
by the school districts’ external auditors and no further assessment was done (R); along with a 
conclusion regarding whether issues were found with the principles, and if those issues are 
included in the report.141 
 

 
Component 

 
Principle 

Level of 
Assessment 

 
Objective 

 
Conclusion 

Control 
Environment 

1 The oversight body and 
management should 
demonstrate a commitment to 
integrity and ethical values. 

R 1, 2 No issues noted 

2 The oversight body should 
oversee the entity’s internal 
control system. 

R 1, 2 No issues noted 

3 Management should establish an 
organizational structure, assign 
responsibility, and delegate 
authority to achieve the entity’s 
objectives. 

R 1, 2 No issues noted 

4 Management should 
demonstrate a commitment to 
recruit, develop, and retain 
competent individuals. 

R 1, 2 No issues noted 

 
141 The Green Book, Sections OV3.05 and 3.06, states the following regarding the level of assessment of internal 
controls. Evaluating the design of internal control includes determining if controls individually and in combination 
with other controls are capable of achieving an objective and addressing related risks. Evaluating implementation 
includes determining if the control exists and if the entity has placed the control into operation. Evaluating operating 
effectiveness includes determining if controls were applied at relevant times during the audit period, the consistency 
with which they were applied, and by whom or by what means they were applied.  
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5 Management should evaluate 
performance and hold 
individuals accountable for their 
internal control responsibilities. 

R 1, 2 No issues noted 

Risk 
Assessment 

6 Management should define 
objectives clearly to enable the 
identification of risks and define 
risk tolerances. 

R 1, 2 No issues noted 

7 Management should identify, 
analyze, and respond to risks 
related to achieving the defined 
objectives. 

R 1, 2 No issues noted 

8 Management should consider 
the potential for fraud when 
identifying, analyzing, and 
responding to risks. 

R 
 

D 

1, 2 No issues noted 

9 Management should identify, 
analyze, and respond to 
significant changes that could 
impact the internal control 
system. 

R 1, 2 No issues noted 

Control 
Activities 

10 Management should design 
control activities to achieve 
objectives and respond to risks. 

R 
 

D, I, OE 

1, 2 See each districts’ 
report 

11 Management should design the 
entity’s information system and 
related control activities to 
achieve objectives and respond 
to risks. 

R 1, 2 No issues noted 

12 Management should implement 
control activities through 
policies. 

R 
 

D, I 

1, 2 No issues noted 
 
 

Information 
and 
Communication 

13 Management should use quality 
information to achieve the 
entity’s objectives. 

R 1, 2 No issues noted 

14 Management should internally 
communicate the necessary 
quality information to achieve 
the entity’s objectives. 

R 
 

D, I 

1, 2 See each districts’ 
report 

15 Management should externally 
communicate the necessary 
quality information to achieve 
the entity’s objectives. 

R 
 

D, I 

1, 2 See each districts’ 
report 
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Monitoring 16 Management should establish 
and operate monitoring 
activities to monitor the internal 
control system and evaluate 
results. 

R 1, 2 No issues noted 

17 Management should remediate 
identified internal control 
deficiencies on a timely basis. 

R 1, 2 No issues noted 

 
Government Auditing Standards require that we consider information system controls “…to 
obtain sufficient, appropriate evidence to support the audit findings and conclusions.”142 This 
process further involves determining whether the data that supports the audit objectives is 
reliable. In addition, Publication GAO-20-283G, Assessing Data Reliability, provides guidance 
for evaluating data using various tests of sufficiency and appropriateness when the data are 
integral to the audit objective(s).143 See our assessment in the Data Reliability section that 
follows. 
 
Our procedures to assess the design, implementation, and/or operating effectiveness accordingly 
are discussed in the Methodology section that follows. Deficiencies in internal controls we 
identified during the conduct of our audit and determined to be significant within the context of 
our audit objectives are summarized in the conclusion section below and described in detail 
within the respective audit sections in this report. See table above for description of each of the 
principle numbers included in the conclusions below.  
 
Conclusion for Objective 1 and 2: 
 
While our review of the internal control work performed by the school districts’ CPA firms did 
not find any issues relevant to our objectives, our assessment of the school districts’ design of 
controls found issues regarding Principles 10, 14, and 15. This included the following issues with 
requests for referendum exceptions and the General Fund:  (1) districts requested referendum 
exceptions to increase taxes above the index despite having adequate funds in the General Fund 
for annual expenditures; and (2) districts increased taxes despite having sufficient funds in the 
General Fund or while transferring unbudgeted funds. These issues are described in general in 
the Overall Summary and Recommendations section of this report and in detail for each district 
in the (audit results) sections. 

 
142 U.S. Government Accountability Office. Government Auditing Standards. 2018 Revision. Technical Update 
April 2021. Paragraph 8.59 through 8.67. 
143 U.S. Government Accountability Office. Assessing Data Reliability. December 2019. 
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Methodology 
 
To address our audit objectives, we performed the following procedures: 
 
Overall Procedures: 
 

• Reviewed information from the school districts’ websites and the Pennsylvania 
Department of Education’s website regarding school district finances, General Fund - 
fund balances, and budget processes to assist in the development of the audit 
objectives. 

 
• Reviewed the needs of potential users of the audit report and the significant effects on 

the students, faculty, and taxpayers of the school districts.  
 

• Identified those charged with governance and communicated an overview of the 
objectives, scope, methodology, and timing of the performance audit.  

 
• Reviewed the following laws, regulations, guidance, and written policies and 

procedures applicable to the school district’s referendum exception requests and fund 
balances: [Principle 12] 

 
o Various sections of the Public School Code of 1949 
o The Taxpayer Relief Act, as amended by Act 25 of 2011 
o PDE Property Tax Referendum Exception Guidelines  
o PDE Consolidated Financial Reporting System – General Fund Budget 

General User Manual 
o PDE Manual of Accounting and Financial Reporting 
o PA Office of the Budget’s Chart of Accounts for PA Local Education 

Agencies 
o Various PDE Accounting Bulletins 

 
• Designed audit procedures to provide reasonable assurance of detecting significant 

violations of law, regulations, policies, etc. in the context of our audit objectives. 
[Principle 12] 

 
• Obtained an understanding of school districts’ internal controls and assessed the 

design, implementation, and/or operating effectiveness of such internal controls to the 
extent necessary to address the audit objectives.  
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• Evaluated the significance of identified internal control deficiencies within the 
context of our audit objectives.  

 
• Considered illegal acts, fraud, and abuse throughout the audit process. 

 
• Conducted fraud/abuse, audit risk, and control risk brainstorming meetings to 

highlight high risk areas and to be aware of situations in which fraud and control 
weaknesses may exist.  

 
• Assessed significance and audit risk within the context of the audit objectives and 

applied these assessments to establish the scope and methodology for addressing the 
audit objectives. 

 
• Designed the audit procedures to obtain sufficient, appropriate evidence that provided 

a reasonable basis for findings and conclusions based on the audit objectives and to 
reduce audit risk to an acceptably low level.  

 
• Planned and performed audit procedures and test work based on ongoing risk 

assessments to obtain sufficient and appropriate evidence to adequately support our 
audit objectives. 

 
• Provided appropriate and sufficient staff and other resources to perform the audit.  

 
• Prepared a written audit plan for the audit and updated the plan, as necessary, to 

reflect any significant changes to the plan made during the audit. 
 
• Reviewed the school districts’ annual audited financial reports for the FYE June 30, 

2018, 2019, 2020, and 2021, to determine what, if any, reportable weaknesses were 
found regarding internal controls to ensure we could rely on the CPA firms’ financial 
audit reports. 

 
• Verified the school districts’ CPA firms’ individuals who conducted the audits were 

independent of the school district and qualified to perform the audits. 
 
• We reviewed the CPA firms financial audit reports, peer reviews, and internal control 

assessments to rely on the financial accounts of the school districts for this 
performance audit. [All Principles] 
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• Surveyed each district regarding its understanding and/or knowledge of fraud, 
significant internal control weaknesses, potential fraud, or noncompliance.    
[Principle 8] 

 
• To address the Status of Prior Audit Findings related to the performance audit 

objectives, we performed the following procedures: 
 

o Reviewed each school districts’ prior Department’s audit report and respective 
findings to determine any impact related to our current audit objectives. 

o If the findings or observations related to the current audit objectives, inquired 
of the applicable school district, Lower Merion School District, for the status 
of the prior audit reports recommendations. 

 
Objective 1: 
 

• Reviewed applicable Board of Directors’ meeting minutes for the FYE June 30, 2018, 
2019, 2020, and 2021, for the following: [Principle 10] 

 
 Approval of tax increases, if applicable. 
 Approval of the preliminary budgets or resolutions to not increase taxes above the 

index. 
 Approval of the annual final adopted General Fund budgets due June 30 for the 

next fiscal year. 
 Budget and financial presentations to the Board of Directors and the public for 

transparency and understanding of the financial condition of the district. 
 Approval of the audited financial statements.  

 
• Interviewed and corresponded with school district management in order to: 

 
 Gain an understanding of the data and information used to prepare preliminary 

budgets and applications for referendum exceptions. 
 Gain an understanding of the school districts’ process to request referendum 

exceptions. 
 

• Verified the School Districts met timeline requirements to apply for referendum 
exceptions and approve annual General Fund budgets: 
 
 Verified the applicable deadlines were met for the resolution to not increase taxes 

above the index or for the adoption of the preliminary budget to request a 
referendum exception. 
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 If a referendum exception was requested, verified the school district made the 
preliminary budget available for public inspection 20 days prior to the adoption 
and public notice 10 days prior to adoption. 

 Verified all proposed budgets were: [Principles 10, 12, 14, and 15] 
 prepared 30 days prior to adoption,  
 made available for public inspection 20 days prior to the adoption,  
 provided public notice 10 days prior to adoption, and  
 approved by June 30 of the applicable year.  

 
• Determined what fiscal year(s) and which type of referendum exception(s) the districts 

requested and were approved for to raise property tax above the index. 
 

• Confirmed the districts needed the funds for the purpose requested. For instance, if the 
district was requesting a referendum exception for pension obligations, was the increase 
in the expenditure from the prior fiscal year more than the funds set aside for pension 
obligations as commitments or assignments or if there were sufficient funds in the 
unassigned fund balance in the General Fund. 

 
• Determined if the school districts used the approved referendum exceptions to raise the 

taxes above the index. 
 

• Verified increased taxes above the index were at or lower than the PDE approved rates.  
 

• Verified the School District’s Unassigned Fund Balance listed on the final adopted 
General Fund budget was less than 8% of estimated budgeted expenditures for the 
applicable year in which taxes are being increased. 

 
• Compared preliminary budgets, final adopted budgets, and actual financial statement to 

ensure the budget practices were reasonable. 
 

• Reviewed budgeted transfers from the final adopted budgets versus actual transferred 
funds according to the audited financial statements from the General Fund to other 
Governmental Funds to trace surplus funds. 
 
 Interviewed and corresponded with school district management to obtain 

explanations for variances or discrepancies between documents. 
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Objective 2: 
 

• Obtained and reviewed the School Districts’ policies for designating funds in the General 
Fund from “unassigned” to committed or assigned. 

  
 Verified approvals and appropriate Board resolutions were used to designate 

funds as committed. [Principle 10] 
 
 Determined if the School Districts’ policies for unassigned fund balance in the 

General Fund were limiting the unassigned fund balance to less than the PSC 
threshold to raise taxes by designating funds. [Principle 12] 

 
 Interviewed and corresponded with school district management to gain an 

understanding of the data and information regarding fund balances and why the 
district commits or assigns funds. 
 

• Determined whether the assigned and committed General Fund balances were designated 
and used in the next fiscal year or within a reasonable time period or repurposed.  
 

• Reviewed general bond debt increases and decreases based on capital projects plans to 
determine if debt increased with corresponding projects. 
 

• Reviewed investment policy and treasury reports to ensure the district had policies and 
procedures in place for investing funds and to ensure that the district was reporting 
information to its Board. [Principles 12 and 14] 
 

• Obtained the School Districts’ capital projects plan and reviewed capital project funds in 
the General Fund, Capital Projects Fund, and/or Capital Reserves Fund to confirm 
surplus funds transferred from the General Fund to the other Funds were for capital 
projects.   
 

• Reviewed the purpose of having funds for capital improvements in different 
Governmental Funds to determine the origin of the funds, such as operating surplus 
funds, bond proceeds, or special tax revenue. 
 

• Reviewed transfers from the General Fund to other Governmental Funds to determine if 
the interfund transfers were planned and recorded in the General Fund budget for 
transparency. [Principles 14 and 15] 

 
 



 
 A Performance Audit 
  
 School Districts – General Fund Balances 
 Applying for Referendum Exceptions, Designating Funds, and 

Increasing Taxes 
  

 

172 
 

Data Reliability 
 
Government Auditing Standards requires us to assess the sufficiency and appropriateness of 
computer-processed information that we used to support our findings, conclusions, and 
recommendations. The assessment of the sufficiency and appropriateness of computer-processed 
information includes considerations regarding the completeness and accuracy of the data for the 
intended purposes.144 
 
In performing this audit, we used financial data provided in the school districts’ annual audited 
financial statements and in the school districts’ preliminary and final adopted General Fund 
budgets. The school districts contract with independent CPA firms to conduct annual audits of 
their financial statements. We reviewed the CPA firms financial audit reports, peer reviews, and 
internal control assessments to rely on the financial accounts of the school districts for this 
performance audit. 
 
During our audit, we performed the following procedures related to the work of the CPA firms 
and determined the scope, quality, and timing of the audit work performed by the CPA firms to 
place reliance on the financial records of the school districts: 
 

• Confirmed that the external auditors of the CPA firms were independent and qualified to 
conduct the financial audits of the school districts. 
 

• Verified the audits were conducted in accordance with GAGAS. 
 

• Obtained a copy of the firms’ most recent peer review results and found the CPA firms 
received a rating of pass during their last peer review. 
 

• Reviewed the independent auditor’s assessments of internal controls for the fiscal year 
ended June 30, 2021, for each district, with the exception of three school districts.145 
 

• Reviewed any reported deficiencies or management letter comments for impact on our 
performance objectives. 
 

 
144 U.S. Government Accountability Office. Government Auditing Standards. 2018 Revisions. Technical Update 
April 2021. Paragraph 8.98. 
145 Three school districts had CPA firms that would not provide the internal control assessment work papers. For 
these three districts, we ensured there were no deficiencies, weaknesses, or findings in the audit reports that would 
have an impact on our audit objectives. 
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• Noted that the independent auditors presented an unmodified opinion on the financial 
statements for the applicable fiscal years audited.  
 

In addition to reviewing the CPA firms financial audit reports, we also obtained the related 
annual General Fund adopted budgets for the corresponding fiscal years and performed 
comparisons to the financial statements to determine if there were any substantial fluctuations in 
amounts budgeted versus actual. We did not identify any unusual items that warranted further 
procedures to be performed. Additionally, nothing came to our attention that was significant in 
the context of our audit objectives that warranted the extension of our audit procedures to 
encompass additional testing of the financial records of the school district for this performance 
audit. 
 
To perform this audit, we also used data provided in the Pennsylvania Department of Education's 
annual Reports on Referendum Exceptions for the four-year audit period. The school districts 
submit preliminary General Fund budgets to support the application for referendum exceptions. 
PDE approves referendum exception applications submitted by the districts and reports the 
information annually on a Report on Referendum Exceptions. To rely on the PDE reports, we 
traced the preliminary budget information and millage increase requested to the respective PDE 
report. We also, ensured that the five districts that actually increased taxes above the index did so 
within the PDE referendum exceptions approved.  
 
Based on the above procedures, we found no limitations with using the data for our intended 
purposes. In accordance with Government Auditing Standards, we concluded that the school 
districts’ financial data and PDE reports on Referendum Exceptions, for the period July 1, 2017, 
through June 30, 2021, to be sufficiently reliable regarding completeness and accuracy for the 
purposes of this engagement. 
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Appendix B Approved Referendum Exceptions, Funds Available, and 
Tax Increases Imposed 

 
The following table illustrates the funds available at the beginning of each fiscal year for the 12 
school districts (district) reviewed as part of this audit, the approved referendum exception(s) 
amounts, whether the district raised taxes, and whether the district used the approved referendum 
exception(s) to raise taxes above the index. 
 

 Funds Available  
vs. 

Referendum Exception Approved 

School District 

Fiscal 
Year 

Ended 
June 30, 

Funds  
Available 
July 1a/ 

Referendum 
Exception 

Approvedb/ 
Taxes were 

Raisedc/ 

Taxes Were 
Raised Above 

the Indexd/ 
Abington 2018 $ 40,757,021 $ 602,578 Yes Yes 

2019 $ 42,134,221 $ 1,087,186 No No 
2020 $ 42,810,865 N/Ae/ No No 
2021 $ 38,405,249 $ 903,197 No No 

Bethlehem 2018 $ 30,483,175 $ 3,359,702 Yes No 
2019 $ 33,667,787 $ 2,362,390 Yes No 
2020 $ 39,366,308 $ 844,619 Nof/ No 
2021 $ 38,311,403 $ 1,851,517 Nof/ No 

Canon-McMillan 2018 $ 2,880,628 N/A Yes No 
2019 $ 4,471,432 N/A Yes No 
2020 $ 6,144,419 $ 190,294 Yes No 
2021 $ 9,441,843 N/A Yes No 

Hempfield 2018 $ 14,467,647 $ 476,600 Yes No 
2019 $ 13,856,242 $ 998,428 Yes No 
2020 $ 14,726,602 $ 1,017,836 Yes No 
2021 $ 18,008,899 $ 1,286,361 No No 

Lancaster 2018 $ 29,036,399 N/A Yes No 
2019 $ 28,761,156 N/A Yes No 
2020 $ 29,995,393 N/A Yes No 
2021 $ 30,390,245 $ 1,724,337 Yes No 

Lower Merion 2018 $ 50,516,884 $ 2,805,325 Yes No 
2019 $ 50,371,038 N/A Yes No 
2020 $ 20,226,200 N/A Yes No 
2021 $ 20,483,767 N/A Yes No 
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Neshaminy 2018 $ 34,260,871 $ 3,678,504 Yes No 
2019 $ 34,226,092 $ 753,576 Yes No 
2020 $ 42,440,162 $ 32,260 Yes No 
2021 $ 47,970,291 N/A Yes No 

North Allegheny 2018 $ 17,108,861 $ 1,013,515 No No 
2019 $ 16,781,453 $ 131,265 Yes Yes 
2020 $ 14,207,259 $ 1,562,375 Yes Yes 
2021 $ 18,897,001 $ 2,754,419 No No 

North Penn 2018 $ 37,750,278 N/A Yes No 
2019 $ 37,533,955 $ 1,781,977 Yes Yes 
2020 $ 38,070,589 $ 1,453,237 Yes No 
2021 $ 34,913,910 $ 1,541,260 Yes No 

Northampton 2018 $ 15,033,939 $ 614,624 Yes No 
2019 $ 12,482,717 $ 943,250 Yes No 
2020 $ 10,367,092 $ 810,284 Yes No 
2021 $ 10,073,366 $ 2,230,103 No No 

Penn Manor 2018 $ 16,664,260 $ 452,356 Yes Yes 
2019 $ 18,531,100 $ 771,389 Yes Yes 
2020 $ 19,290,382 $ 320,381 Yes Yes 
2021 $ 20,218,950 N/A No No 

West Chester 2018 $ 21,352,589 $ 5,400,281 Yes Yes 
2019 $ 24,421,441 $ 3,229,145 Yes Yes 
2020 $ 28,460,261 N/A Yes No 
2021 $ 43,883,151 N/A Nof/ No 

a/ - The amount of funds available to the applicable district at the beginning of the fiscal year; for instance, for the 
fiscal year ended (FYE) June 30, 2018, the amount available for appropriation by the Board on July 1, 2017.146 
b/ - Referendum exceptions requested included special education costs and/or pension obligations which refer to the 
retirement contributions made by the school district to the Public School Employees’ Retirement System (PSERS). 
c/ - Were taxes raised at or below the index? 
d/ - Were taxes raised above the index by using an approved referendum exception to raise taxes above the index? If 
the district raised taxes above the index, we verified the amount was within the approved referendum exception. 
e/ - Abington’s preliminary budget did not require an increase above the index and therefore, no type of referendum 
exception was requested. 
f/ - The district did not raise taxes but there was a mandatory tax rate rebalancing between two counties.  
N/A – Not applicable 

Sources: Produced by staff of the Department of the Auditor General based on information in the PDE’s referendum 
reports and each district's audited financial statements for the FYE 2017, 2018, 2019, 2020, and 2021. 

 
146 The table includes funds committed and/or assigned in the General Fund that are available for use if the board so 
directs. Also, the available funds listed have been unspent for several years and remain available for the board to 
recommit and/or reassign for other types of expenditures. 
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Appendix C Unassigned versus Unrestricted Fund Balance Analysis 
 
The following table illustrates the school districts (districts) estimated ending “unassigned” fund 
balance (unreserved, undesignated funds) as a percentage of estimated expenditures for the 
applicable fiscal year. Each of the 12 districts could have raised taxes every year based on the 
current Public School Code (PSC) requirements. The green highlight indicates the year the 
respective district actually raised taxes. Collectively, over the four-year audit period, the 12 
districts raised taxes 37 times. 
 

 FYE June 30 
 2018 2019 2020 2021 

Abington 0% 0% 0% 0% 
Bethlehem 4% 6% 5% 4% 
Canon-McMillan 4% 2% 4% 4% 
Hempfield 5% 6% 6% 7% 
Lancaster 8% 8% 8% 7% 
Lower Merion 5% 6% 7% 0% 
Neshaminy 7% 7% 7% 7% 
North Allegheny 8% 8% 8% 7% 
North Penn 8% 8% 5% 3% 
Northampton 6% 7% 5% 5% 
Penn Manor 6% 6% 4% 3% 
West Chester 6% 6% 6% 6% 
Highlight – Raised taxes below, at, or above the index, see more detailed information in 
Appendix B. 

Source:  Produced by staff of the Department of the Auditor General based on information in each 
school district’s final adopted budgets for the FYE 2018, 2019, 2020, and 2021. 

 
For comparison, the next table illustrates the school districts and the estimated ending 
“unrestricted” fund balance as a percentage of estimated expenditures for the applicable fiscal 
year. Unrestricted funds include unassigned funds as well as committed and assigned funds. The 
green highlight indicates districts which would have still been able to increase taxes if the PSC 
threshold is revised from using unassigned fund balance to unrestricted fund balance with the 
same 8% threshold. 
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 FYE 2018 FYE 2019 FYE 2020 FYE 2021 

Abington 14% 14% 15% 12% 
Bethlehem 10% 11% 11% 12% 
Canon-McMillan 10%  4%  6%  6% 
Hempfield  7% 10%  9% 10% 
Lancaster  9% 11% 11%  7% 
Lower Merion 19% 13% 14% 13% 
Neshaminy 15% 16% 18% 22% 
North Allegheny 13% 12% 11% 10% 
North Penn 15% 14% 12% 10% 
Northampton  8%  8%  6%  5% 
Penn Manor 15% 17% 16% 13% 
West Chester  8%  8%  9% 10% 
Highlight – The districts that would have still met the 8% threshold with using unassigned, 
committed, and assigned fund balances as a percentage of expenditures. 

Source:  Produced by staff of the Department of the Auditor General based on information in 
each school district’s final adopted budgets for the FYE 2018, 2019, 2020, and 2021. 

 
If the threshold requirement was revised to using unrestricted funds rather than using unassigned 
funds, collectively only 5 of the 12 districts would have been able to raise taxes a total of 11 
times during the same four-year period without a voter referendum.  
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Appendix D Budgeted Transfers versus Actual Transfers 
 
The following table provides the amount budgeted to be transferred from the General Fund to 
other Capital Funds versus the actual amounts collectively transferred during the four-year 
period FYE June 30, 2018, 2019, 2020, and 2021, for the 12 school districts (districts) reviewed 
for this audit. 
  

Budgeted 
Transfers 

Actual 
Transfersa/ 

Over/(Under) 
Budget 

Abington $ 6,874,448 $ 11,522,448 $ 4,648,000 
Bethlehem $ 148,000 $ 14,750,000 $ 14,602,000 
Canon-McMillan $ 439,650 $ 20,203,291 $ 19,763,641 
Hempfield $ 15,115,489 $ 13,146,698 $ (1,968,791) 
Lancaster $  - $ 4,000,000 $ 4,000,000 
Lower Merion $ 28,949,522 $ 65,434,164 $ 36,484,642 
Neshaminy $ 5,914,598 $ 5,348,083 $ (566,515) 
North Allegheny $ 2,765,200 $ 10,597,200 $ 7,832,000 
North Penn $ 2,233,417 $ 14,729,897 $ 12,496,480 
Northampton $ 103,018 $  - $ (103,018) 
Penn Manor $ 9,163,573 $ 12,512,861 $ 3,349,288 
West Chester $ 21,710,327 $ 23,478,241 $ 1,767,914 
Totals $ 93,417,242 $ 195,722,883 $ 102,305,641 
a/ - We did not include transfers to trust Funds or debt service Funds. 

Source:  Produced by staff of the Department of the Auditor General based on information in each school 
district’s final adopted budgets and audited financial statements for the FYE 2018, 2019, 2020, and 2021. 

 
Collectively, the 12 districts transferred from their General Fund to other Capital Funds $102 
million more than what was budgeted during our four-year audit period. Of the 12 districts, 4 
districts transferred more than $10 million over their respective district’s budgets.  
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Appendix E Definitions 
 
The following definitions are summarized from the Manual of Accounting and Financial 
Reporting for Pennsylvania Local Educational Agencies, maintained by the Pennsylvania Office 
of the Budget, Office of Comptroller Operations Central Agencies and School Finance Unit, 
unless otherwise noted.147  
 
Inflationary Index (index) – The Pennsylvania Department of Education (PDE) sets an inflation 
index each September that caps a district’s allowable increase of local school property taxes 
(taxes) for the following fiscal year. The only methods of increasing taxes above the index is to 
either apply for a referendum exception provided by Act 1 or obtain approval from voters by 
placing a referendum question on the ballot in the election preceding the fiscal year.148 
 
Preliminary Budget – A budget for the General Fund prepared by the end of January prior to 
the applicable fiscal year and used to apply for a referendum exception when an increase in taxes 
above the index is needed to balance the budget.149 
 
Final Adopted Budget – The annual budget of the General Fund, required by law and approved 
by the district’s Board of Directors (Board) by June 30th of each year for the following fiscal year 
beginning July 1. 
 
Operating Surplus – When the current fiscal year operating revenues exceed expenditures. The 
General Fund balance increases due to an operating surplus.150 

 
Operating Deficit – When the current fiscal year operating revenues are less than expenditures. 
The General Fund balance decreases due to an operating deficit.151 
 
Governmental Funds – Funds the district uses for reporting sources, uses, and balances. 
Generally, governmental-type funds include, but are not limited to, the General Fund, Special 
Revenue Funds, Capital Projects Funds, Debt Service Funds. Governmental Funds do not 
include Proprietary Funds, Enterprise Funds, Internal Service Funds, Trust Funds, or Fiduciary 
Funds. 

 
147 Manual of Accounting and Financial Reporting for Pennsylvania Local Educational Agencies (LEAs). 
Maintained by: PA Office of the Budget, Office of Comptroller Operations Central Agencies & School Finance 
Unit. Revised August 2016. 
148 PDE’s Taxpayer Relief Act Report on Referendum Exceptions For School Year 2020-2021, dated April 2020. 
149 Ibid. 
150 For simplicity purposes, this explanation of operating surplus does not include results from intergovernmental 
fund transfers or other financing sources and uses. 
151 Ibid. 
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General Fund – The Governmental Fund used to account for the district’s financial resources 
and expenditures for operations of the district. 
 
General Fund Balance Designations:152 
 

Non-spendable – Amounts in the General Fund that cannot be spent because they are not 
in a cash form or because the funds are legally or contractually required to be maintained, 
e.g., inventory. 
 
Restricted – Amounts set aside for a specific purpose imposed by law or external parties, 
such as creditors or grantors. 
 
Committed – Amounts set aside for specific purposes approved by formal action of the 
Board of Directors of a district. Once committed, it takes the same type of formal action 
to de-commit the funds for a different purpose.  
 
Assigned – Amounts set aside for a specific purpose that are not restricted or committed. 
The assignment of funds and the un-assignment of the funds does not require formal 
approval of the district’s Board of Directors unless required by district’s policy.  
 
Unassigned – Amounts that are spendable that are not categorized in the above 
designations.  
 
Unreserved, undesignated – Portion of the fund balance which is appropriable for 
expenditure or not legally or otherwise segregated for a specific or tentative future use, 
projected for the close of the school year for which a school district’s budget was adopted 
and held in the General Fund accounts of the school district.153 

 
Unrestricted – Includes committed, assigned, and unassigned fund balances that are 
available for appropriation.154 

 
Capital Funds – Funds within the Governmental Fund that are used to account for capital 
projects. Districts use different titles and purposes, such as, Capital Reserve Funds, Capital 
Projects Funds, Technology Funds, and Construction Fund. 
 
 

 
152 Pennsylvania Department of Education (PDE) accounting bulletins and the Governmental Accounting Standards 
Board (GASB) Statement #54 – Fund Balance Reporting and Governmental Fund Type Definitions. 
153 See 24 P.S. § 6-688(c). 
154 Pennsylvania Department of Education (PDE) accounting bulletins and the Governmental Accounting Standards 
Board (GASB) Statement #54 – Fund Balance Reporting and Governmental Fund Type Definitions. 
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Appendix F Distribution List 
 
This report was distributed to the following Commonwealth officials: 
 

The Honorable Josh Shapiro 
Governor 

 
Dr. Jeffrey S. Fecher 
Superintendent 
Abington School District 
 
Mr. Christopher A. Lionetti 
Chief Financial Officer 
Abington School District  
 
Dr. Joseph J. Roy 
Superintendent 
Bethlehem Area School District 
 
Ms. Brenda Jones Bray, CPA 
Interim CFO 
Bethlehem Area School District 
 
Mr. Michael W. Daniels 
Superintendent 
Canon-McMillan School District 
 
Ms. Joni Mansmann 
Director of Business and Finance 
Canon-McMillan School District 
 
Mr. Michael J. Bromirski 
Superintendent 
Hempfield School District 
 
Mr. Mark Brooks 
Chief Financial & Operations Officer 
Hempfield School District  

Ms. Megan Shafer 
Acting Superintendent 
Lower Merion School District 
 
Mr. Vic Orlando 
Business Manager 
Lower Merion School District 
 
Dr. Rob McGee 
Superintendent 
Neshaminy School District 
 
Mr. Donald B. Irwin, Jr. 
CFO/Business Administrator 
Neshaminy School District  
 
Dr. Melissa Friez 
Superintendent 
North Allegheny School District 
 
Mr. Kermit J. Houser 
Assistant Director of Finance, Treasurer 
North Allegheny School District 
 
Dr. Todd M. Bauer 
Superintendent 
North Penn School District 
 
Mr. Steve Skrocki 
Chief Financial Officer 
North Penn School District 
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Mr. Joseph S. Kovalchik 
Superintendent 
Northampton Area School District 
 
Mr. Matthew Sawarynski 
Business Administrator 
Northampton Area School District 
 
Dr. Philip B. Gale 
Superintendent 
Penn Manor School District 
 
Mr. Christopher L. Johnston 
Chief Financial Officer 
Penn Manor School District 
 
Mr. Matthew Przywara 
Acting Superintendent 
School District of Lancaster 
 
Ms. Kimberly Reynolds 
Director of Finance 
School District of Lancaster 
 
Dr. Robert J. Sokolowski 
Superintendent 
West Chester Area School District 
 
Mr. John T. Scully 
Director of Business Affairs 
West Chester Area School District 
 
The Honorable Scott Martin 
Majority Senate Appropriations Committee 
Pennsylvania Senate 
 
The Honorable Vincent Hughes 
Minority Senate Appropriations Committee 
Pennsylvania Senate 

The Honorable Matt Bradford 
Democrat Appropriations Chair 
Pennsylvania House of Representatives 
 
The Honorable Seth Grove 
Republican Appropriations Chair 
Pennsylvania House of Representatives 
 
The Honorable Kim Ward 
President Pro-Tempore 
Pennsylvania Senate 
 
The Honorable Mark Rozzi 
Speaker of the House 
Pennsylvania House of Representatives 
 
The Honorable Joanna McClinton 
House Democratic Floor Leader 
Pennsylvania House of Representatives 
 
The Honorable Bryan Cutler 
House Republican Floor Leader 
Pennsylvania House of Representatives 
 
The Honorable Joe Pittman 
Senate Majority Floor Leader 
Pennsylvania Senate 
 
The Honorable Jay Costa 
Senate Minority Floor Leader 
Pennsylvania Senate 
 
The Honorable David Argall 
Senate Majority Education Chairman 
Pennsylvania Senate 
 
The Honorable Lindsey Williams 
Senate Minority Education Chairman 
Pennsylvania Senate
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The Honorable Dr. Khalid N. Mumin 
Acting Secretary 
Pennsylvania Department of Education 
 
The Honorable Uri Monson 
Secretary of the Budget 
Office of the Budget 
 
The Honorable Stacy Garrity 
State Treasurer 
Pennsylvania Treasury Department 

The Honorable Michelle A. Henry 
Acting Attorney General  
Office of the Attorney General 
 
The Honorable Neil Weaver 
Secretary of Administration  
Office of Administration 
 
Mr. William Canfield  
Director  
Bureau of Audits  
Office of Comptroller Operations 
 
Ms. Mary Spila 
Collections/Cataloging 
State Library of Pennsylvania 

 
This report is a matter of public record and is available online at www.PaAuditor.gov. Media 
questions about the report can be directed to the Pennsylvania Department of the Auditor 
General, Office of Communications, 229 Finance Building, Harrisburg, PA  17120; via email to: 
News@PaAuditor.gov. 
 


