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Background 
The Department of the Auditor General conducted a performance audit for 12 of 500 school 
districts in the Commonwealth of Pennsylvania, including Hempfield School District. The audit 
was performed in accordance with applicable Government Auditing Standards and the audit 
scope was July 1, 2017 through June 30, 2021 which covered the districts’ fiscal years ended 
(FYE) June 30, 2018, 2019, 2020, and 2021.  
 
As part of the performance audit, each selected district had their annual audited financial 
statements, budget information, and other documents reviewed for the time period mentioned 
above. 
 
The objectives of the audit were to: 

1. Determine whether each of the selected districts appropriately used the referendum 
exception method to raise local school property taxes; and 

2. Determine if each district ensured that fund balances were properly designed and used 
for intended purposes 

 
The reports and supporting audit opinions of the independent accounting firms that conducted 
the annual audits of each district FYE June 30, 2018, 2019, 2020, and 2021 were reviewed, as 
well as a review of the accounting firms’ assessments of the districts’ internal controls.  
 
 
How Districts Were Selected 
The Department of the Auditor General selected 12 school districts to be part of their audit. 
Five districts (including Hempfield School District) 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; and proposed to raise taxes using a PDE 
referendum exception for the FYE June 30, 2018, 2019, and 2020. The other 7 districts were 
selected based on similar criteria, but with varying thresholds.  
 
 
Findings 
Non-compliance with law or regulations. 

- No findings for Hempfield School District. 
 
 
 
 



Recommendations 
Despite finding Hempfield School District to be in compliance, the Department of the Auditor 
General offered some recommendations as part of the performance audit. The following are 
the recommendations for Hempfield School District and the district’s response to the 
recommendations:  

1. Recommendation: "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 you have funds set aside 
specifically for the type of expenditure that is being requested prior to increasing taxes 
above the index."

Response: The District will consider this recommendation, however, the decision to either 
apply for exceptions under Act 1 or approve a resolution indicating that it will not raise the 
rate of any tax by more than its index must be left to the School Board.  

Furthermore, the timing of when this decision needs to be made is somewhat prohibitive to 
making a truly informed decision. The School Board needs to make this decision in the 
December/January timeframe based on a preliminary budget for the next school year, and 
with only half of the current budget year’s data. Historically, we have felt it important to 
leave all options open due the timing of when the decision needs to be made and the 
information known at that point in time. That way, in the event additional revenue would 
be needed for things such as PSERS, Special Education, and/or rising costs of supplies that 
are out of our control, the option is available. The timing of the decision to commit to not 
increasing taxes above the index is just too early in the process. That said, while Hempfield 
has applied for referendum exceptions in the past, we have never actually used them. Our 
argument remains, however, that it is prudent to leave all options on the table when the 
preliminary budget and information we have at that time is unclear.  

In the report, The Department of the Auditor General has identified the systemic problem 
with the Act 1 budgeting process. Districts are required to develop a preliminary budget in 
January for the next school year. At that time, the district does not have clear guidance on 
the level of state funding that will be received. In an effort to be more transparent, a 
recommendation would be for the State to approve school funding a year in advance. This 
method would provide more transparency to the tax payers of both the state and the local 
district, as well as eliminating the guessing game as to what level the state will fund the 
district. 

2. Recommendation: "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."



Response: Consistent with our answer to the first recommendation, the district will consider 
this approach during each budget season, but will reserve all options available to the district 
when it deems necessary for the reasons stated above.  
 
We believe that it is always important to bring the budget process forward in public 
meetings and have conversations about the budget at both Board and Committee meetings 
throughout the process to keep the public informed. And, to reiterate the point made in the 
first recommendation, Hempfield School District has never gone above the index in 
increasing taxes.  
 
Per Table 1 in the report, which summarizes information for referendum exceptions 
requested by fiscal year, Hempfield School District recommends that Table 1 also include 
columns listing the actual tax increase amount, the allowed index amount, and the allowed 
adjusted index amount to further demonstrate transparency. 
 
Example:  

 

 
 
 

Factors that the Board took into consideration in making their decisions to apply for 
Referendum exceptions include: 

o The unassigned portion of the General Fund (which cannot exceed 8% of prior year’s 
expenses) does not cover 1 month of HSD’s expenses, including payroll and benefits.  

o Taking a conservative and responsible budgeting approach. 
o Unpredictability of revenue streams – State funding amounts, earned income tax, 

and Real Estate reassessments are all factors in the decision-making process. 
o Timing of funds due the district. 

 
 
3. Recommendation: "As a best business practice, revise the General Fund Policy to eliminate 

the restriction of maintaining excess surplus funds in the unassigned fund balance." 
 
Response: To the extent the recommendation herein is targeting Board Policy, 620, Fund 
Balance, the Board and Administration will be reviewing this policy (last updated in 2015) in 
the context of the recommendation and take it into consideration. As it currently exists, the 



policy provides the necessary fiscal flexibility to the Board and Administration to budget for 
the specific needs of the district and community.  

 
4. Recommendation: "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." 
 
Response: The district has designated funds for Healthcare and PSERs. Simply put, these are 
stabilization funds to ensure that when those cost drivers go up beyond what has been 
historically anticipated, we can still fund our budget. 
 
It would be fiscally irresponsible for the district to simply budget one year at a time. One of 
the reasons the district has been fiscally sound is due to our multi-year budgeting practice 
with these designated funds for historically volatile areas.  
 
As a reminder, PSERs used to be funded at 1% employer contribution. We now must 
account for nearly 40 cents on every compensated dollar to PSERs. In the event of another 
down turn or mismanagement by PSERs, the employer will likely be expected to pick up 
further responsibility. Disregarding this reality is mismanagement. 
  
Similarly, industry wide, healthcare increases often outpace the Act 1 index by double, and 
sometimes triple. As a self-insured entity, we must ensure an appropriate level of funding in 
the event of claims that are unanticipated. This designated fund is used to cover such 
unexpected claims/costs without negatively impacting programs.  

 
 

5. Recommendation: "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 as appropriate and needed." 
 
Response: The district maintains short- and long-term capital projects plans which are and 
will continue to be discussed publicly. This plan includes estimated costs for improvements. 
In order to maintain the taxpayer's investment in the infrastructure, the district has adopted 
a best practice of self-funding these projects, whenever possible. 
 
The district has identified several major renovation/new construction projects to address 
aging infrastructure, new programming initiatives, and projected increasing enrollments. 
These projects have been, and continue to be, discussed publicly. The Board has chosen to 
designate funds to these projects in an effort to: 

1. Reduce the need to obtain long term financing;  
2. To maintain its Moody's rating; and  
3. Provide the district flexibility in its planning phase.  



 
 

Additional statement made in the report that Hempfield School District responded to:  
 

• “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 amounts listed in the final 
adopted budgets were reported on the wrong line with debt service payments. The 
district should use the correct line in the budget for interfund transfers.” 
  
District Response: The District did provide transparency about financial matters during 
our public committee meetings. The District was provided guidance from our local 
auditor for the interfund budget transfers.  
 
 

 




