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I. FUND BALANCE RETENTION – THE GOOD!  

A. INTRODUCTION 
School Districts are the largest employers and largest “businesses” in most NH Towns.  
At annual meetings, it is common to hear citizens insisting that the School District be run 
more like a business.  There is not a business anywhere that ends its fiscal year by paying 
all cash on hand to its owners or shareholders leaving nothing in reserve for the next 
fiscal year.  

Recognizing this fact, the longstanding practice in NH has been to promote responsible 
long term financial planning by authorizing Towns to retain “an adequate level of general 
fund unassigned fund balance to mitigate future risks and to ensure stable tax rates.”  As 
the Department of Revenue has stated for years, “the GFOA suggests Towns and cities 
retain between 8% and 17% of regular general fund operating expenditures.  In NH, this 
is calculated by adding the municipality’s general fund operating appropriations, the 
education tax amount, the local school net tax commitment, and the county 
appropriation.”  See Attachment A – DRA Forms from 2004, 2012, and 2024.   

 

B. RSA 198:4-b, II 

There is no statutory or regulatory basis for Towns to retain fund balance.  It is just done 
in accordance with the longstanding “practice” encouraged by DRA. 

RSA 32:7, which states in part that: “Annual meeting appropriations shall cover 
anticipated expenditures for one fiscal year.  All appropriations shall lapse at the end of 
the fiscal year …”.  As a result, until very recently, even though School Districts are 
completely separate legal entities from Towns and their budgets are typically two to three 
times larger than the Town’s budget, they could not retain an unassigned fund balance.  
School Districts were only permitted to retain funds in non-lapsing capital reserve funds 
and trust funds.  This meant that in School Districts, every year, all unexpended 
appropriations lapsed. The funds raised to cover those unexpended appropriations was 
combined with excess revenues received during the year and the total was automatically 
budgeted as revenue for the next fiscal year (i.e., “returned to taxpayers”).  The result was 
Districts started each new fiscal year with $0 on their general fund balance sheets.  
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1. In 2012, The legislature added the fund balance retention law for School 
Districts to RSA 198:4-b by enacting section “II” of the statute.  The law added a 
new optional provision in section II, which allowed voters to adopt the optional 
authority the statute created.  Once the statute is adopted by voters, a School 
District is permitted to retain unassigned general funds at year end.  Specifically, 
the statute adopted in 2012 read:  

 
“Notwithstanding any other provision of law, a school 
district by a vote of the legislative body may authorize, 
indefinitely until specific rescission, the school district to 
retain year-end unassigned general funds in an amount not 
to exceed, in any fiscal year, 2.5 percent of the current 
fiscal year’s net assessment pursuant to RSA 198:5, for the 
purpose of having funds on hand to use as a revenue source 
for emergency expenditures and overexpenditures under 
RSA 32:11, or to be used as a revenue source to reduce the 
tax rate.” 
 

2. In 2020, RSA 198:4-b, II was amended by HB 1558. The first time the 
revisions could be adopted was at District Meetings in 2021.  The statute now 
reads: 

 
“II. Notwithstanding any other provision of law, a school district by a vote 
of the legislative body may authorize, indefinitely until specific rescission, 
the school district to retain any unused portion of the year-end unassigned 
general funds, from the preceding fiscal year in subsequent fiscal years, 
provided that the total amount of year-end unassigned general funds 
does not exceed, in any fiscal year, 5 percent of the current fiscal year's 
net assessment under RSA 198:5. 
(a) Prior to expending retained general funds, the school board shall 
hold a prior public hearing on the action to be taken with such funds. 
Notice of the time, place, and subject of such hearing shall be published 
in a newspaper of general circulation in the relevant municipality at 
least 7 days before the meeting is held. 
(b) An annual accounting and report of the activities of the retained 
general funds shall be presented to the school board of the district and 
published in the annual report.” 
 

  



 

3 
 

3. The original law and the amended law differ in important ways. 

a) The amount that can be retained jumped from 2.5% to 5.0%. 

b) The statement of purpose for the use of retained funds changed 
from responding to emergencies or tax reduction, to a simple procedure to 
authorize expenditure of funds by vote of the School Board after a public 
hearing for which notice has been published at least 7 days before the 
hearing.  What remained the same is that authorization is not needed to use 
retained funds as revenue in the next fiscal year, i.e., to reduce taxes. 

4. The consequence of these differences is that it matters when the law was 
adopted in your community because when the law was adopted determines how 
much is retained and how retained funds can be used.   

5. Arguably, because the retention of funds in School Districts is based on 
voter approval, the authority of your District is determined by which version of 
the law it has adopted. The wording and date the warrant article adopting RSA 
198:4-b, II is approved arguably determines what authority the board has to retain 
funds. 

6. Key Components of the Fund Balance Retention Law for School Districts.  

a) A Meeting Vote is Required. 
 
A vote of the School District meeting is required in order to benefit from 
fund balance retention. This implies that a meeting vote is required to 
increase the authorization to retain from 2.5% to 5.0%.  

b) The Amount That Can be Retained is Based on the District’s Net 
Assessment. 
 
The amount of unassigned general funds that can be retained is determined 
by the current fiscal year’s net assessment.  Net assessment, under RSA 
198:5, is the “town’s assessment on the taxable property of the district of a 
sum sufficient to meet the obligations…” of the School District.  In other 
words, this amount is the local School District’s tax assessment.  It is 
arrived at by taking the District’s total budget and subtracting from it all 
revenue sources including the School District’s education grant.  The “net 
assessment” is, therefore, the amount raised locally for the support of 
Schools by local property taxation (local School property tax and any 
amount that is raised locally from the state-wide education property tax).   
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c) Limitations on Amount Retained.  Retained Funds Cannot 
Accumulate from Year to Year. 
 
The limit on the amount that can be retained in any year is either 2.5% or 
5% of net assessment, depending on which version of the law your District 
has adopted.  The exact amount that may be retained is determined 
annually.  The amount is not cumulative.  In any particular fiscal year, the 
amount retained may not exceed the amount approved by the voters up to 
the capped percent of the net assessment the District meeting/legislative 
body has adopted. 

Since the amount retained may “not exceed, in any fiscal year [either 2.5 
or 5.0 %] of the current fiscal year’s net assessment,” there are 
implications on the planning, management and use of fund balance.   

For example, assume that in June 2024, an emergency repair costing 
$100,000 is needed to Anytown school building. Anytown district had 
retained $55,000 in FY2024 from the unassigned general funds at the end 
of FY2023.  The decision to retain that amount was made when the tax 
rate for FY2024 was set in October 2023. The authority to retain 5% of net 
assessment had been approved by voters in March 2021.  The $55,000 
retained was the capped maximum amount the district could retain in 
FY2024.  Also, assume that Anytown School District will be ending the 
2024 fiscal year with $50,000 in additional unassigned general funds 
which came from $35,000 in unspent appropriations and $15,000 in excess 
revenue received in FY2024.  It needs to make the $100,000 repairs as 
soon as possible.  The District has no capital reserve or expendable trust 
funds.  Finally, there has been no change to the district’s net assessment 
from FY2024 to 2025. 

What are its options? 

(1) Can it roll over the $55,000 retained funds it had in 2024 to the 
next fiscal FY(2025) and combine it with the $50,000 in 
unassigned general funds on hand at the end of FY2024, then 
have a public hearing and vote to expend $100,000 of the 
funds?  No, because in FY2025, the limit of the funds Anytown 
can retain and use is still $55,000.  It cannot accumulate 
general fund balance in excess of its cap which is $55,000. 
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(2) It could hold a public hearing in mid-June 2024 and vote to 
expend the retained fund balance of $55,000 for the project, 
and then transfer the $35,000 in unspent appropriations from 
2024 to an appropriate budget line and use that $90,000 to fund 
a contract (purchase order) and thereby encumber the funds for 
the project.  But it will be short $10,000. That short fall could 
be made up after the start of the new fiscal year (2025) by 
voting to retain the $15,000 remaining unassigned general 
funds in the Fall of 2024, and then holding a hearing and 
voting to expend $10,000 of the $15,000 retained funds to 
cover the remaining portion of the project. Another possibility 
to close the $10,000 gap would be to seek authority from the 
Commissioner during FY2024 under RSA 32:11 to expend 
$10,000 of the $15,000 of the excess revenue received in 2024 
before FY2024 ends on June 30. 

The point is retained funds do not accumulate in any fiscal year and the 
amount that can be retained is determined annually.   

d) Retaining Fund Balance Did Not Increase The District’s 
Appropriations, Now It Does. 
 
The retention of an unassigned fund balance did not originally increase the 
School District’s ability to expend funds beyond the amount appropriated 
by district voters unless the board used the provisions of RSA 32:11 to 
request permission to expend funds (see Sec. I.C below).   

That limitation is removed from the law, as revised in 2020 if your District 
has adopted it, and all that is now required to expend retained fund balance 
is a public hearing with 7 days’ notice.    

e) Annual Reporting of Fund Balance 
 
RSA 198:4-b, II(b) requires the School Board to publish in its annual 
report an annual accounting and report of the activities of the retained 
general funds after that report has been presented to the School Board.  
Ideally, the report will come from the most recently completed audit. 
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7. Thoughtful Retention and Management of a Healthy Unassigned Fund 
Balance is Responsible Fiscal Planning.   

A healthy balance: 

a) Can be used to stabilize the tax rate over time by smoothing out 
peaks and valleys of appropriations and fluctuations in revenue (state 
adequacy funds) and could help avoid a deficit for the District.  

b) Provides a source of revenue for expenditures either by board 
approval after a public hearing under the revised law or, under the old law, 
pursuant to RSA 32:11 “when an unusual circumstance arises during the 
year which makes it necessary to expend money in excess of appropriation 
which may result in an overexpenditure of total amount appropriated for 
all purposes… or when no appropriation has been made … .”  Examples 
of when a fund balance would come in handy: 

(1) Peterborough and Keene’s situations – hacking/theft of 
funds. 
(2) Weather related events, snow, ice, floods. 
(3) Sudden infrastructure failure. 
(4) Tuition or Special Education overexpenditures.  

8. Fund Balance Retention Policies and Practices.  

Districts that have adopted RSA 198:4-b, II typically establish practices or 
policies about how much of unassigned fund balance will be retained, who in the 
district decides that question (board or administration) and when those decisions 
are made.   

After the close of a fiscal year, once the district has a good idea of its balance 
sheet, it needs to begin preparing the DOE 25 and the MS 25, which are due on 
September 1.  These are complete financial reports which have lines for the 
estimates of retained funds, authorized appropriations, and anticipated revenues.  
A preliminary decision about the amount of fund balance to retain needs to be 
made in time for the district to file the DOE 25 and MS 25 on September 1.  After 
that date, however, there is time to revise the amount retained on the revised 
statement of revenues that is used by DRA to determine the School Districts tax 
rate, usually in early to mid-October.   

9. Fund Balance Retention/Credit Rating 

Fund balance impacts the district’s credit rating and could impact the interest it 
pays on borrowing/lease purchase agreements. 
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10. Capital Reserve and Trust Funds 

Retained fund balance do not mean a district should stop using reserve funds like 
capital reserve funds or trust funds for specific purposes.  All districts should have 
capital reserve funds for: 

(1) Special Education 
(2) Maintenance and improvement of buildings and grounds 

 
Depending on a district’s circumstances, they should also consider the following 
funds: 
  (1) Tuition 
  (2) Technology 
  (3) Curriculum  
  (4) Land Acquisition 
  (5) Employee Benefits  
 

C. RSA 32:11 Unusual/Emergency Expenditures.  

Retained fund balance can be tapped into, even if your District has not adopted the 
revised version 2020 of RSA 198:4-b, II, by using RSA 32:11.  

1. When an “unusual circumstance” arises (not necessarily an “emergency”) 
during the year which makes it necessary to expend money in excess of an 
appropriation which may result in an over-expenditure of the total amount 
appropriated for all purposes, or when no appropriation has been made for a 
purpose, the law permits the School Board to apply to the commissioner of 
education to allow the expenditure if, and only if, the School Board is able to 
identify the source and amount of the revenue to be used to cover the added 
expense.  Fund balance can be that source of revenue.  

 

2. RSA 32:11 sets out the statutory procedure to be followed by the district 
to access additional revenue. The process includes:  

a) An application and approval from the Commissioner before the 
expenditure (emergency exception; see paragraph “(d)” below);  

b) Approval in writing from the budget committee (if there is one) 
and, if there is no budget committee, a prior public hearing by the School 
Board. 

c) The Commissioner may not approve the request unless the School 
Board can identify the source of excess revenue to pay for it.   

d) A “sudden unexpected emergency” may excuse prior approval and 
the need for budget committee approval or a School Board public hearing. 
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3. The contents of the board’s application to the Commissioner should, at a 
minimum, contain: 

 
a) A statement of the unusual circumstance and the amount and 
source of the funds that will be used to cover the cost of the unusual 
circumstance, 
 
b) An accurate itemization of the additional expenditures to be made,  
 
c) A resolution approved by the board requesting the Commissioner 
approve the expenditure that identifies the source of the additional funds 
to cover the cost and a resolution and minutes from the budget committee 
if the District is an official budget committee District under RSA 32,  
 
d) A letter signed by the School Board and superintendent requesting 
Commissioner’s approval. It should enclose supporting documents, 
including the minutes of the board meeting approving the resolution to 
make the application. 
 
e) The letter should be copied to the Department of Revenue 
Administration.  

4. One source of revenue for an RSA 32:11 application is unassigned fund 
balance.  Tip: those districts that have not adopted the fund balance retention law 
may still be able to access unassigned fund balance as revenue after the start of 
the fiscal year in July until the tax rate is set in October/November, although it is 
unlikely for a budget emergency to arise during that time period. 

 

D. MORE INFORMATION 
 

Mark Manganiello and NH Ed. sent out a very helpful listing of the department’s 
information about the adoption of RSA 198:4-b, II in New Hampshire Districts.  The 
email was sent to all School Administrators on April 28, 2022.  On June 26, 2024, he also 
sent out a link to a training video on fund balance retention to all Business Administrators 
and Superintendents. Retained Fund Balance Training June 2024  
 

https://www.youtube.com/watch?v=q63st-qx52w 
 
Both are excellent resources for your district and can help explain fund balance retention 
to voters. 
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II. THE STUDENTS FIRST ACT – THE BAD?  

A. Financial Reports and Mandatory Reports of School Expenses (Chapter 332; RSA 
198:41, I-a; RSA 189:75-78) – The Bad (Attachment C) 

 
Effective July 1, 2025, a new statute, the “Students First Act” (RSA 189:75-78), will require 
a mandatory report to voters of School expenses. Specifically, before any meeting at which 
any School District adopts a School budget, whether or not the district has adopted the 
provisions of RSA 194-C:9-b, a mandatory report to voters must be posted in at least three 
appropriate places, two of which must be places of business or other public locations, and 
one of which shall be the local newspaper or, if a local newspaper is not available, the 
district’s website. The report must be posted at least seven days, excluding Sundays and 
legal holidays, prior to the meeting.  

The report shall display the name of the School District, be prominently titled “Mandatory 
Report to Voters on School Expenses,” and shall contain three line graphs and one table. 
When posted in public locations, the report shall be displayed on two pages which are each 
18 inches wide and 24 inches tall.  

The first line graph shall be titled “Average Cost Per Pupil” and shall display the district’s 
annual cost-per-pupil over the previous ten years. The “cost-per-pupil” refers to the cost-
per-pupil within a School District and shall mean the lowest of:  

(a) The current expenditures associated with the daily operation of the School District 
divided by the daily membership in attendance with expenditures associated with 
tuition, transportation, and food operations not supported with public funds being 
excluded.  

(b) Any reasonable and good faith estimate of (a) above; or  

(c) An amount determined in good faith by the department of education to 
correspond.  

The second line graph shall be titled “Average Teacher Salary” and shall display the 
district’s yearly average teacher salary over the previous ten years.  

The third line graph shall be titled “Administrator Salaries” and shall display annual totals 
of all salaries paid to administrators employed or contracted by the district and 
corresponding School Administrative Unit over the previous ten years.  

“Administrator” includes: superintendents, assistant superintendents, directors or 
coordinators of diversity, equity, and inclusion, or functionally equivalent officials whether 
or not their salaries are listed by the department of education; and business managers or 
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administrators. Administrators serving multiple districts may have an annotation showing 
how their salary is apportioned among the multiple districts.  

The table shall be titled “Top Administrator Salaries” and shall list the titles and current 
salaries of the four highest-paid administrators employed or contracted by the district or 
corresponding SAU. If less than four administrators are employed, all administrators shall 
be listed.  

A good faith effort shall be made to adjust each annual statistic for inflation using the U.S. 
Bureau of Labor Statistics Inflation Calculator or an equivalent resource. Each yearly 
statistic shall be clearly labeled. In each graph, the upper and lower boundaries of the y-axis 
must be capped at the nearest thousand dollars. 

Other than the name and logo of the district and corresponding SAU, the mandatory report 
to voters shall not contain additional commentary or other text not described in the statute. 
Additional information may be posted on separate pages together with or alongside the 
mandatory report to voters.  

The statute also provides a civil remedy for taxpayers who can petition the superior court 
for declaratory and equitable relief. Any taxpayer who prevails on any claim under the 
statute is entitled to an award of reasonable attorneys fees.  

III. TAX CAPS – THE UGLY  

A. Tax Caps (Chapter 353; RSA 32:5-b; RSA 32:5-d-e) (Attachment D) 
 

Effective October 1, 2024, the existing tax cap option for Towns and School Districts in 
RSA 32:5-b and c is amended. Also, a new option, available only in School Districts, is 
added in RSA 32:5-d and e that once adopted requires a 3/5 majority vote to override.  

The New Option 

RSA 32:5-e sets out the procedure to adopt the new School District budget cap which 
includes a 3/5 majority by ballot with polls open for one hour.  

RSA 32:5-d defines the optional School tax cap.  

The total amount raised and appropriated for the fiscal year, including the operating budget 
and all other warrant articles with a tax impact, as shown on the budget certified by the 
School Board or the budget committee and posted with the warrant for the annual meeting 
pursuant to RSA 32:5, shall not exceed the current per pupil cost times the average daily 
membership in residence (ADMR) of the School District as of October 1 of the year 
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immediately preceding the proposed budget year as reported to the Department of 
Education times (1+ IF), where IF is an amount for an annual increase for inflation. The 
first year after the budget cap is adopted, the current per pupil cost shall be the adopted per 
pupil cost. In subsequent years, the current per pupil cost shall be the previous year's current 
per pupil cost times (1+IFP), where IFP is the previous year's IF.  

The annual increase for inflation (IF) shall be either an inflation index published by the U.S. 
Bureau of Labor Statistics as of January 1 or the annual Municipal Cost Index (MCI) 
published by American City and County as of January 1.  

The legislative body may override the budget cap by the usual procedures applicable to 
annual school meetings of the legislative body, provided that when a proposed 
appropriation will cause the total amount raised and appropriated to exceed the budget cap 
or the total amount already raised and appropriated has exceeded the budget cap, voting on 
the appropriation question shall be by ballot, but the question shall not be placed on the 
official ballot used to elect officers, except in the case of a legislative body that uses an 
official ballot form of meeting under RSA 40:13 or under a charter adopted pursuant to 
RSA 49-D. If a 3/5 majority, or the supermajority as determined under a charter pursuant to 
RSA 49-D, of those voting on the question vote "yes,'' the appropriation is approved. Only 
votes in the affirmative or negative shall be included in the calculation of the 3/5 majority or 
the supermajority as determined under a charter pursuant to RSA 49-D.  

For warrant articles proposing bonds, notes, or other multi-year expenditures, only the first 
year estimated costs shall be used in counting appropriations for the budget cap.  

When using the official ballot form of meeting under RSA 40:13, if the warrant article for 
the operating budget results in appropriations exceeding the budget cap and receives less 
than 3/5 majority “yes” vote, the adopted operating budget shall be reduced by 
appropriations already raised to remain compliant with the budget cap.  

School Districts that have adopted the SAU alternative budget procedure under RSA 194-
C:9-b shall place the warrant article for the SAU budget at the beginning of School District 
warrant, immediately after any warrant articles proposing bonds or notes.  

For School Districts using a traditional meeting and when the outcome of the SAU budget 
vote is pending on balloting from the other School Districts, the higher of the School 
District's assigned portion of the proposed SAU budget or the School District's assigned 
portion of the adjusted SAU budget shall be assumed as raised and appropriated for the 
purpose of determining when the override provisions apply.  
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Districts That Have Already Adopted a Tax Cap 

RSA 32:5-b is amended to provide that in a Town or District which has adopted RSA 32:5-
c, the estimated amount of local taxes to be raised for the fiscal year, shall include the 
operating budget and all other warrant articles with a tax impact certified by the governing 
body or the budget committee and posted on the warrant for the annual meeting pursuant to 
RSA 32:5. The estimated amount of taxes to be raised for the fiscal year shall not exceed 
the local taxes raised for the prior year, as shown on the same budget and adjusted as 
provided in RSA 32:5-b, I-a or I-b, by more than the tax cap authorized when the statute 
was adopted.  

Under I-a, if the local taxes raised for the prior year were reduced by any fund balance 
brought forward from previous years, the amount of such reduction shall be added back and 
included in the amount to which the tax cap is applied.  

Under I-b(a), a tax cap limiting the base amount to be raised by property taxes to last year's 
base may be adjusted to account for inflation and change in population for Towns or village 
districts, or attendance for School Districts, according to the following formula:  

this year's base = (last year's base) x (1 + CPI) x (this year's population or 
attendance / last year's population or attendance) 

“Attendance” shall mean the average daily membership in residence (ADMR) of the School 
District as of October 1 for each year as reported to the Department of Education.  

“Base amount”, or “base”, shall mean the local taxes raised for the prior year. The increase 
for inflation, or CPI (consumer price index) in the formula above, shall be an annual 
inflation index published by the U.S. Bureau of Labor Statistics as of January 1 or the 
annual Municipal Cost Index (MCI) published by American City and County as of January 
1. Population shall mean the population figures calculated by the Department of Business 
and Economic Affairs, Office of Planning and Development pursuant to RSA 78-A:25, III.  

The tax cap shall be either a fixed dollar amount, a fixed percentage, or a multiplication 
factor applied to the amount of local taxes raised by the Town or District for the prior fiscal 
year as reported to the Department of Revenue Administration, subject to adjustment as 
provided in RSA 32:5-b, I-a or I-b.  

The legislative body may override the cap by the usual procedures applicable to annual 
meetings and deliberative sessions of the legislative body by a simple majority vote. The 
provisions of this section shall not limit the legislative body's authority to increase or 
decrease the amount of any appropriation or the total amount of all appropriations.  
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IV. Miscellaneous  

A. Disclosure of State Funding Received (Chapter 262; RSA 32:5-d)  
 

Effective September 24, 2024, a new statute, RSA 32:5-d, requires the governing bodies 
of all municipalities and School Districts to post the amount of funds received from the 
state, either by allocation or grant, on their official Town or School website within thirty 
days of receipt. In the absence of a website, the information must be posted in two 
appropriate places. 

B. SAU Apportionment Methods (Chapter 329; RSA 194-C:9, IV)  

Effective October 1, 2024, RSA 194-C:9, IV is added to permit an SAU to consider other 
methods of apportionment than those specified in RSA 194-C:9, I.  
Any method of apportionment to be used shall have been approved by the constituent School 
Districts pursuant to RSA 194-C:9 or RSA 194-C:9-a, except that the proposed method of 
apportionment shall be adopted only if there is a majority affirmative vote in each School 
District within the School Administrative Unit.  

C. Ending on a Good note – the Governor vetoed the adoption of HB 1187 
prohibiting lease agreements of equipment for building or facility improvements. (See 
Attachment E). 
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	10. Capital Reserve and Trust Funds
	Retained fund balance do not mean a district should stop using reserve funds like capital reserve funds or trust funds for specific purposes.  All districts should have capital reserve funds for:
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	2. RSA 32:11 sets out the statutory procedure to be followed by the district to access additional revenue. The process includes:
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