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Introduction

The Office of the State Auditor (OSA) received a
legislative request to examine school “rainy day funds.” In
the course of researching the topic and the potential use of
such funds, OSA’s Performance Audit Division found that
school districts generally do not utilize them. They do,
however, often maintain a “cash flow reserve” fund for a
different purpose. In fact, when asked, school district
financial staff generally agreed that, while they believed
they have the authority to have a rainy day fund, they could
not afford to set aside that revenue.

This briefing paper first defines the differences between
the two funds and then compares the concept of a rainy day
fund to a cash flow reserve in Mississippi public school
districts. In addition, this brief provides comparative survey
results from other states.

Rainv Dav Funds vs. Cash Flow Reserves

In order to properly address and provide comparisons on
rainy day funds versus cash flow reserves, one must first
understand the difference between the two. Rainy day
funds are generally set aside for unplanned financial
emergencies and are considered unallocated or unbudgeted
funds. They are funds normally used only after all other
resources have been exhausted. Further, they are not tied
to any recurring event or situation.

In contrast, cash flow reserves are funds specifically set
aside and allocated to cover known or expected revenue
shortfalls during the year. These allocated funds cover a
school district’s operation from one period to the next for
anticipated times when local revenues are not available.

Understanding how local, State, and federal revenues are
received by the districts will help explain why cash flow
reserves are needed in school districts. State revenues are
apportioned to school districts at a rate of 1/12 per month.
Federal revenues are a reimbursable revenue source—that
is, local and State funds must be spent first in order to get
federal reimbursement. However, local revenues are
received differently.

While school districts receive revenue by the 20™ of each
month from the city or county, the bulk of all local revenue
is received between February and April, when most
property taxes are paid. Throughout the rest of the year,

there may be smaller amounts sent. When there is a
shortage of local revenue, there may be a barrier created to
federal reimbursement, so the district may have a revenue
shortage for which a cash flow reserve fund should help.

It is important to note that §37-61-19 Mississippi Code of
1972 imposes personal liability on school board members
for deficit fund balances. The State Department of
Education (DoE) and the Mississippi Association of School
Business Officers (MASBO) strongly recommend that each
district set aside at least 7.5% of their general fund revenue
in a cash flow reserve fund to cover these expected
shortages. Some districts are able to do this and others are
not. Some districts may have more than 7.5% set aside. In
reality, 7.5% of a school district’s general fund revenue
will rarely cover payroll for one month.

Based on the difference between the two types of fund
set asides and their uses in Mississippi, OSA surveyed 14
states to determine whether or not school districts are
allowed to use rainy day funds or cash flow reserves, any
limitations and responsibilities on the funds, and what
statutes or regulations govern the use of such funds. Of the
states surveyed, ten responded that they allow or require
some form of cash flow reserves or rainy day funds, or a
combination of both.

Virtually all the states that responded do not require each
school district to establish a rainy day fund. However, they
do recommend a higher cash flow reserve percentage than
Mississippi’s recommended 7.5% (as high as 15% in states
surveyed). Some respondents had financial controls in
place to facilitate some level of reserves for their school
districts. The chart on the next page details the results of
the OSA survey.

Conclusion

Unlike the State Rainy Day Fund defined in State law,
Mississippi does not have legislation or DoE mandate
regarding school district rainy day funds or cash flow
reserve funds. That is not to say school districts do not have
them, just that such funds are not required by law or
regulation. Additionally, there are currently no set
limitations on the amount of fund balances that a public
school district can have here—only on the amount of
revenue they may receive. In Mississippi, it could be
considered very good management practice to have at least
7.5% set aside to cover expected revenue shortages.
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