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For this week’s topic, we are going to use the fictional character of Johnny Applecore to illustrate 
a point related to school district budgeting.

Johnny is a hard working guy who works strictly on commission.  Each year on December 31, he 
looks at his bank account to assess his financial situation.  Whatever he has in his checking account, 
minus any bills he owes, is what he considers to be his profit for the year.  At the end of the first year he 
did this, he found that he had a profit of $10,000 for the year.  He decided he would put $5,000 into a 
savings account for future home improvements and just keep the other $5,000 in his checking for 
unforeseen expenses. He called this $5,000 in his checking his rainy day fund.

At the end of the next year, Johnny ended the year with a “profit” of $8,000.  Now, that $8,000 
included the $5,000 he kept in checking the previous year so he really was only $3,000 to the good from 
the previous year.  That year he had to take $2,000 from his savings account for a new furnace and he 
knew he was going to need a new roof soon so he put the full $3,000 into his savings, replacing the 
furnace money and making his savings account equal to $6,000 while the rainy day fund remained at 
$5,000.

The following year was bad for Johnny.  He had to get that new roof costing $4,000 dollars, 
bringing his savings account down to $2,000 and he made no profit on the year, leaving just the $5,000 in 
the rainy day fund with no money to add to savings or the rainy day fund.

The fourth year was even worse.  While Johnny made no expenditures from savings for home 
improvement (he decided to keep fixing the washing machine), he had to dip into his rainy day fund just 
for normal expenses bringing the rainy day fund down to $3,000. 

Year five and the country was in a steep recession.  He had a really bad year at work.  He could 
no longer repair the washing machine so his savings dropped to $1200 to replace it and his rainy day fund 
was completely used.  He knew if he had another year as bad as this one, he would have to use his savings 
account just to make ends meet.

The story of Johnny Applecore is eventually going to be the story of every school district in 
Pennsylvania.  Johnny’s savings account is called a Capital Reserve Fund by districts and his rainy day 
fund is known as fund balance.  As you can tell, these two accounts are impacted by the year end “profit.”  
What is year end profit for Johnny is the operations account for the district.  If you end the year spending 
less that you take in, you have enough left over to maintain a fund balance and to put money into capital 
reserve projects such as the roof, window and HVAC projects we just did at Edinboro Elementary.  If you 
don’t end up with more money than you spent at the end of the year, those funds diminish over time.  
Eventually, your fund balance and capital reserve fund go dry and you run an annual deficit which grows 
over time.

My point this week is a broad one.  What happened to City of Erie School District is going to 
happen to every district in Pennsylvania, including General McLane,  because the trajectory of 
uncontrollable expenses for pension, charter schools and special education is far outpacing the income we 

Year Year End 
profit

Savings Rainy Day Notes

1 $10,000 $5,000 $5,000 Good year!

2 $8,000 $6,000 $5,000 New furnace

3 0 $2,000 $5,000 New roof

4 0 $2,000 $3,000 Bad year

5 0 $1200 0 Really bad year;  New washer;  recession
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receive from the state and local taxes.  It happened to Erie first because,(this is a matter of public record) 
they added 200 positions when student enrollment was dropping while the other uncontrollable expenses 
were increasing (pension, etc.) and state funding was not adequate to address their special circumstances.  
Our insolvency is delayed as we’ve been dropping positions through attrition since the 90s.  For example, 
Edinboro Elementary used to have five teachers at every grade level and now has 4.  That’s five fewer 
teachers at just that building.

Just like Johny Applecore had to start using his rainy day fund, we are beginning to use our fund 
balance. Eventually, likely toward the end of the next decade, it will run out.

Now that I’ve delivered my message as the “prophet of doom,” next week we’ll take a closer look 
at just why the annual year to year operations budget cannot keep pace.  


