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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

September 2012

Dear Town Offi cials:

A top priority of the Offi ce of the State Comptroller is to help local government offi cials manage 
government resources effi ciently and effectively and, by so doing, provide accountability for tax 
dollars spent to support government operations.  The Comptroller oversees the fi scal affairs of local 
governments statewide, as well as compliance with relevant statutes and observance of good business 
practices.  This fi scal oversight is accomplished, in part, through our audits, which identify opportunities 
for improving operations and Town Board governance. Audits also can identify strategies to reduce 
costs and to strengthen controls intended to safeguard local government assets.

Following is a report of our audit of the Town of Poughkeepsie entitled Financial Operations.  This audit 
was conducted pursuant to Article V, Section 1 of the State Constitution and the State Comptroller’s 
authority as set forth in Article 3 of the General Municipal Law.

This audit’s results and recommendations are resources for local government offi cials to use in 
effectively managing operations and in meeting the expectations of their constituents.  If you have 
questions about this report, please feel free to contact the local regional offi ce for your county, as listed 
at the end of this report.

Respectfully submitted,

Offi ce of the State Comptroller
Division of Local Government
and School Accountability

State of New York
Offi ce of the State Comptroller
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Town of Poughkeepsie (Town) is located in Dutchess County, covers an area of about 31 square 
miles, and serves approximately 43,000 residents.  The Town is governed by the Town Board (Board) 
which comprises the Town Supervisor (Supervisor) and six Board members. The Board is responsible 
for the general management and control of the Town’s fi nancial affairs.  The Supervisor, who serves 
as the chief fi nancial offi cer, is responsible, along with other administrative staff, for the day-to-day 
management of the Town under the direction of the Board.  The Town’s 2010 and 2011 budgeted 
appropriations for all funds were approximately $62 million and $63 million.

Scope and Objective

The objective of our audit was to examine internal controls over the Town’s fi nancial operations for 
the period January 1, 2010 through July 31, 2011.  We extended our review back to 2008 to identify 
fi nancial trends and adjustments to the fi nancial statements.  Our audit addressed the following related 
questions:

• Is the Town in good fi nancial condition?

• Are the Town’s fi nancial activities properly reported?

• Did Town offi cials use competitive methods, enter into written contracts and comply with 
Workers’ Compensation Law when procuring professional services?

Audit Results

The Town is in poor fi nancial condition. The Town has experienced unplanned operating defi cits in 
its general town-wide, general town-outside-village and highway town-outside-village funds that 
caused a decline in those fund balances from $77,501 in 2008 to ($1,533,316) at the end of 2010. 
These defi cits were caused by the failure of the Board to develop reasonable budget estimates and 
adjust budget estimates when it became clear that the anticipated results would not be achieved. The 
resulting decline in fi nancial resources caused cash fl ow problems that the Town addressed by using 
interfund loans, mostly from the water fund, to pay for recurring expenditures. In addition, the Town 
Comptroller (Comptroller) appropriated $400,000 in both 2010 and 2011 from the water fund to the 
general town-wide fund for services that he and the Supervisor purportedly rendered to the water 
district.  However, there was no supporting documentation showing what these services were.  As a 
result, there are taxpayer inequities arising from loans between different tax bases, and water service 
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users not getting the benefi ts for which they are paying.  In addition, the continuity of needed services 
for Town residents cannot be ensured.

The Town’s fi nancial activities for each major fund were not reported separately as required by the 
Governmental Accounting Standards Board (GASB). For example, the general fund (A) was combined 
with the general town-outside-village fund (B). In addition, although the Town’s fi nancial statements 
were audited by a certifi ed public accountant (CPA), the audit was not performed in a timely manner. 
As a result, the draft report, which included adjustments to fund balance in excess of $750,000, was 
not submitted to Town offi cials until September 30, 2011. Furthermore, the Comptroller did not submit 
a copy of the audited fi nancial statements to the Offi ce of the State Comptroller (OSC) as required 
so that the information on fi le at OSC was not updated and accurate.  As a result, users of the Town’s 
fi nancial statements did not have a clear picture of the Town’s fi nancial activities and could not 
properly assess the Town’s fi nancial condition. 

Town offi cials did not use competitive methods, enter into written contracts or comply with Workers’ 
Compensation Law when they procured professional services.  Although the Board’s procurement 
policy required requests for proposals (RFPs) to be obtained for procurements in excess of $15,001, 
the policy was not implemented. Consequently, Town offi cials did not obtain proposals for professional 
services totaling $1,924,386.  In addition, the Board did not enter into written contracts with six 
of the providers who received payments totaling $549,015.  As a result, there is no assurance that 
professional services were procured in the most effi cient manner and no means to determine the basis 
for compensation. Further, Town offi cials did not obtain the required proof of disability insurance 
or workers’ compensation insurance and/or waivers for the 15 vendors we tested.  Verifi cation of 
insurance is necessary to ensure benefi ts are available if workers are injured.  It also levels the playing 
fi eld for honest businesses because they are less likely to be undercut by unscrupulous employers who 
gain a cost advantage by not carrying insurance. 

Comments of Local Offi cials

The results of our audit and recommendations have been discussed with Town offi cials and their 
comments, which appear in Appendix A, have been considered in preparing this report. Town offi cials 
disagreed with certain aspects of our fi ndings and recommendations in our report, but indicated that 
they planned to implement some of our recommendations. Appendix B includes our comments on the 
issues raised in the Town’s response letter.
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Background

Introduction

Objective

The Town of Poughkeepsie (Town) is located in Dutchess County, 
covers an area of about 31 square miles, and serves approximately 
43,000 residents.  The Town is governed by the Town Board (Board) 
which comprises the Town Supervisor (Supervisor) and six Board 
members. The Board is responsible for the general management 
and control of the Town’s fi nancial affairs.  The Supervisor, who 
serves as the chief fi nancial offi cer, is responsible, along with 
other administrative staff, for the day-to-day management of the 
Town under the direction of the Board.  The Town Comptroller 
(Comptroller) is responsible for the administration and management 
of the Town's fi nances, including cash management and investments, 
budget control, accounts receivable, accounts payable, auditing, 
payroll, debt administration, and management information services.
 
The Town provides various services to its residents including 
maintenance and improvements of Town roads, snow removal, and 
general government support.  These services are fi nanced mainly 
by real property taxes, departmental income, and State aid. The 
Town’s 2010 and 2011 budgeted appropriations for all funds were 
approximately $62 million and $63 million. 

The objective of our audit was to examine internal controls over 
the Town’s fi nancial operations.  Our audit addressed the following 
related questions:

• Is the Town in good fi nancial condition?

• Are the Town’s fi nancial activities properly reported?

• Did Town offi cials use competitive methods, enter into written 
contracts and comply with Workers’ Compensation Law when 
procuring professional services?

We examined fi nancial condition, fi nancial reporting and purchasing 
operations of the Town for the period January 1, 2010 to July 31, 
2011.  We extended our review back to 2008 to identify fi nancial 
trends and adjustments to the fi nancial statements.  

We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS).  More information on 
such standards and the methodology used in performing this audit are 
included in Appendix C of this report.  

Scope and
Methodology
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Comments of
Local Offi cials and
Corrective Action

The results of our audit and recommendations have been discussed 
with Town offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. Town offi cials 
disagreed with certain aspects of our fi ndings and recommendations 
in our report, but indicated that they planned to implement some of 
our recommendations. Appendix B includes our comments on the 
issues raised in the Town’s response letter.

The Board has the responsibility to initiate corrective action.  A 
written corrective action plan (CAP) that addresses the fi ndings and 
recommendations in this report should be prepared and forwarded 
to our offi ce within 90 days, pursuant to Section 35 of the General 
Municipal Law.  For more information on preparing and fi ling your 
CAP, please refer to our brochure, Responding to an OSC Audit 
Report, which you received with the draft audit report.  We encourage 
the Board to make this plan available for public review in the Clerk’s 
offi ce.  
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Financial Condition

A local government’s fi nancial condition refl ects its ability to provide 
and fi nance services on a continuing basis.  A local government is 
considered to have sound fi nancial health when it can consistently 
generate suffi cient revenues to fi nance anticipated expenditures, and 
maintain suffi cient cash fl ow to pay bills and other obligations when 
due, without relying on short-term borrowings.  Conversely, local 
governments in poor fi nancial condition often experience unplanned 
operating defi cits.  Persistent unplanned operating defi cits are usually 
indicative of poor budgeting and can result in cash fl ow problems 
and/or defi cits, and the need to borrow moneys to fi nance day-to-day 
operations.

The Town has experienced unplanned operating defi cits in its general 
town-wide, general town-outside-village and highway town-outside-
village funds that caused a decline in those funds balances from 
$77,501 in 2008 to ($1,533,316) at the end of 2010.1  As a result, the 
Town had cash fl ow problems that were addressed by interfund loans, 
mostly from the water fund, to pay for recurring expenditures. In 
addition, the Comptroller appropriated $800,000 from the water fund 
to the general town-wide fund for services that he and the Supervisor 
purportedly rendered to the water district, without supporting 
documentation.  As a result, there are taxpayer inequities arising from 
loans between different tax bases, and water service users not getting 
the benefi ts for which they are paying.  In addition, the continuity of 
services for Town residents cannot be ensured.

Board members must ensure that there is a process to prepare, adopt 
and amend budgets based on reasonably accurate assessments of 
the resources to fund appropriations.  When estimating budgeted 
revenues, the Board and Town offi cials must have current and 
accurate information.  They also should use historical data, such as 
prior years’ actual results of operations, to guide them in determining 
whether revenues are reasonable.

As illustrated in the following table, the Town experienced revenue 
shortfalls in its major funds in both 2009 and 2010.  The shortfalls 
were a result of continued overestimation of revenues.  Revenues in the 
Town’s major funds were overestimated by a total of approximately 
$4 million and $2 million in 2009 and 2010. 

Budget Estimates

1  See Table 3.
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Table 1: Major Revenue Shortfalls by Fund
2009 2010

Budget Variances Budget Variances
General Town-wide  $6,730,573  ($820,971)  $6,211,467  ($913,666)
General Town-
Outside-Village 

 $16,442,140  ($1,324,322)  $16,556,637  ($435,405)

Highway Town-
Outside-Village

 $5,442,758  ($239,709)  $5,851,291 ($152,853)

Water  $6,158,680  ($578,122)  $6,368,535 ($273,634)
Sewer  $4,860,189  ($636,011)  $4,727,879  ($331,539)

Total  $39,934,340 ( $3,599135)  $39,906,809 ($2,107,097)

We reviewed the Town’s 2009 and 2010 budget to actual report and 
noted that although estimated revenues were not realized in 2009, the 
2010 estimates were not adjusted down to the 2009 realized revenues; 
instead, revenues were also overestimated for 2010. The following 
table illustrates examples of budget line items that were continuously 
overestimated. 

Table 2: Line Items
 2009 2010
 

Budget
Revenue 
Shortfall Budget

Revenue 
Shortfall

General Town-wide     
Assessor Maintenance Aid  $ 69,100 ($13,997) $62,900 ($62,900)
NYS Mortgage Tax  $1,350,000 ($637,875) $1,150,000 ($672,542)
Fines and Forfeited Bail  $655,288  ($100,509)  $650,000  ($130,859)
Interest and Earnings  $100,000  ($97,325)  $100,000  ($87,155)

Total $2,174,388 ($849,706) $1,962,900 ($953,456)
General Town-Outside-
Village

    

Interest and Earnings  $ 200,000  ($186,561)  $200,000  ($187,861)
Rental of Real Property  $360,000  ($9,342)  $360,000 ($72,826)
Commercial Building Permit  $350,000 ($177,204)  $265,000  ($25,669)
Planning Board Fees  $200,000  ($157,200)  $115,000  ($50,886)

 Total  $1,110,000 ($530,307)  $940,000 ($337,242)
Highway Town-Outside-
Village

    

Consolidated Local Street 
and Highway Improvement 
Program

 $355,535  ($248,469)  $249,484 ($161,364)

Interest and Earnings  $75,000 ($69,246)  $71,000 ($66,835)
 Total  $430,535  ($317,715)  $320,484  ($228,199)

Grand Total $3,714,923 ($1,697,728)  $ 3,223,384 ($1,518,897)
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In addition, although previous year budgeted revenues (2009 and 
2010) were not met, the Town continued its overestimation of 
revenues for the 2011 budget. For example, for fi nes and forfeited 
bail the Town budgeted $680,000 even though it budgeted similar 
amounts and had revenue shortfalls in both 2009 and 2010.  Without 
realistic estimates, the Town will experience further revenue shortfalls 
and operating defi cits.

Budgets are meant to balance revenues and expenditures so that 
local governments can provide needed services with the resources 
available. An operating defi cit can be planned for and fi nanced by 
appropriating fund balance. An unplanned operating defi cit results 
from over expended appropriations, not receiving budgeted revenues, 
or a combination of the two.  Persistent and recurring unplanned 
operating defi cits are usually indicative of structurally imbalanced 
budgets and fi nancial stress.

The Town incurred unplanned operating defi cits in the general town-
wide fund in 2008, 2009 and 2010, the general town-outside-village 
fund in 2008 and 2009, and the highway town-outside-village fund in 
2009 and 2010. The defi cits occurred because of unrealistic revenue 
estimates and the failure of Town offi cials to monitor and adjust 
budgeted revenues when it became clear that the anticipated results 
would not be achieved. As a result, the total unexpended surplus 
funds2 in the general town-wide, general town-outside-village and the 
highway town-outside-village fund declined from $77,501 in 2008 to 
($1,533,316) in 2010. 

Declining Fund Balance

2  The Governmental Accounting Standards Board (GASB) issued Statement 54, 
which replaces the fund balance classifi cations of reserved and unreserved with new 
classifi cations: nonspendable, restricted, and unrestricted (comprising committed, 
assigned, and unassigned funds). The requirements of Statement 54 are effective 
for fi scal years ending June 30, 2011 and beyond. To ease comparability between 
fi scal years ending before and after the implementation of Statement 54, we will 
use the term ‘unexpended surplus funds’ to refer to that portion of fund balance 
that was classifi ed as unreserved, unappropriated (prior to Statement 54), and is 
now classifi ed as unrestricted, less any amounts appropriated for the ensuing year’s 
budget (after Statement 54).

Table 3: Unexpended Surplus Funds/(Defi cits)a

Fund 2008 2009 2010
General Town-
Wide

($221,587) ($778,287) ($1,448,462)

General Town-
Outside-Village

($492,593) ($1,065,098) ($468,698)

Highway Town-
Outside-Village

$791,681 $980,294 $383,844 

Total $77,501 ($863,091) ($1,533,316)
a Unrestricted, unappropriated
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This decline was caused, in part, by the failure to adopt a policy and 
procedures to govern the level of unexpended surplus funds to be 
retained to provide a fi nancial cushion in the event of an emergency. 

The Town has addressed its need for cash in the short-term by using 
interfund loans, mostly from the water fund, to pay for recurring 
expenditures. For example, the water fund has a due-from beginning 
balance of $3,519,491 in 2011 and the general town-wide and 
town-outside-village funds have payable balances of $1,197,604 
and $2,164,408, respectively.  Of the total $4,435,968 of interfund 
transfers made as of December 31, 2010, 79 percent ($3,519,491) 
were from the water fund as depicted in the following table:

Table 4: Interfund Loans as of 2010

Fund
Interfund 
Receivable

Interfund 
Payable Net Amount

General Town-
wide

 $0    $1,197,604  ($1,197,604)

General Town-
Outside-Village

 $27,164  $2,164,408  ($2,137,244)

Highway Town-
Outside-Village

 $453,718  $0    $ 453,718 

Water  $3,519,491  $0    $3,519,491 
Sewer  $121,458  $876,809  ($755,351)
Lighting  $0    $159,384  ($159,384)
Capital Projects  $0    $2,085  ($2,085)
Special Grant  $232,466  $2,845  $229,621 
Agency  $0    $27,164  ($27,164)
Miscellaneous  $79,586  $5,669  $73,917
Debt Service  $2,085 $0  $2,085 

Totals  $4,435,968  $4,435,968 $0

The interfund loans balances have been accumulating for several 
years. They have not been repaid at the end of each fi scal year, with 
interest, to prevent inequities arising from different tax bases, as 
required by law.3

In addition, the Comptroller appropriated $400,000 in both 2010 and 
2011 from the water fund to the general town-wide fund for services 
that he and the Town Supervisor purportedly rendered to the water 

3  General Municipal Law (GML) allows municipalities to temporarily advance 
monies from one fund to another with certain restrictions. Towns generally are not 
authorized to make budgetary transfers between funds that have different tax bases. 
When Town offi cials advance moneys between funds that have different tax bases, 
they must repay the advances, with comparable amounts of interest, by the end of 
the fi scal year in which the advances are made.  
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district. We were not provided with documentation to support these 
allocations.

Furthermore, the Comptroller stated that moneys from the water fund 
are used for other Town operations because the Town attorney stated 
that was legal. However, the Town’s water fund is funded by a special 
tax assessment that all residents pay and by rents that are charged to 
residents who are hooked up to the water lines. Town offi cials have 
not complied with the Law because special tax assessment revenues 
have been used for non-water fund purposes without repayment, with 
interest, as required.4   

Furthermore, moneys collected are comingled into one account, and 
the Comptroller stated that he does not track the two sources of water 
revenue separately. Therefore, he does not know if and when he uses 
moneys derived from special tax assessments. Furthermore, he stated 
that the water fund has not been repaid because there is no money in 
the general town-wide fund. Therefore, the water fund may never be 
repaid.  

Not only is it illegal to use the water fund revenues from the special 
assessments in this way, but it is also unfair to the taxpayers who pay 
the assessments because they are not getting the benefi ts that they are 
paying for.  Unless these problems are addressed, there is a risk that 
the Town may need to borrow funds externally to fi nance the defi cit 
and the continuity of needed services for Town residents cannot be 
ensured.

1. The Board should develop reasonable revenue estimates, and 
monitor and adjust budgeted revenues if it becomes clear that the 
anticipated results will not be achieved.

2. The Board should adopt a policy and Town offi cials should 
establish procedures to govern the unexpended surplus funds that 
the Town should maintain. The Board should also develop a plan 
to address the negative fund balances from prior fi scal years.

4  The special assessment generates revenue to cover outstanding debts and interest 
payment incurred for the maintenance and improvement of the water district. The 
proceeds from rents are supposed to be used for the water district’s administrative 
and operating expenses. General Municipal Law (GML) allows a public utility, 
such as the Town’s water service, to earn profi t. Profi ts resulting from the operation 
of a public utility service may be used to pay expenses or obligations incurred for 
municipal purposes or refunds to consumers. However, the Law stipulates that only 
the profi ts from the water fund can be used, and special tax assessments cannot be 
considered to be profi ts. Therefore, the portion of water fund moneys derived from 
the special tax assessment should not have been used to fi nance non-water fund 
operations.  

Recommendations
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3. Town offi cials should repay interfund advances between tax 
bases, with comparable amounts of interest, by the end of the 
fi scal year in which the advances are made.  

4. The Comptroller should maintain documentation to support the 
appropriation of $400,000 annually from the water fund to the 
general fund for services purportedly rendered by the Comptroller 
and Supervisor.

5. The Comptroller should segregate revenues collected for water 
fund special assessments and water rents.  

6. The Board should comply with the Law and not use water fund 
revenues from special assessments to fi nance Town operations.
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Financial Reporting

A system of internal controls should ensure that timely and accurate 
fi nancial reports are readily available to management, taxpayers and 
any other interested parties.  The Governmental Accounting Standards 
Board (GASB) requires Town offi cials to report the fi nancial activities 
for each major fund on separate fi nancial statements, versions of 
which must be fi led with the Offi ce of the State Comptroller (OSC) 
within 60 days after the close of the fi scal year. Any adjustments 
to the fi nancial statements based on an independent audit of those 
statements must be conveyed to the Town offi cials and the Offi ce of 
the State Comptroller (OSC) in a timely manner to ensure that the 
fi nancial statements contain reliable information on which to base 
decisions.

The Town’s certifi ed public accountant (CPA) did not report fi nancial 
activities for each major fund separately as required by GASB.  In 
addition, although the fi nancial statements were audited by the CPA, 
the audit was not performed in a timely manner. As a result, the draft 
report for the 2010 fi scal year, which included adjustments to fund 
balance in excess of $750,000, was not submitted to Town offi cials 
until September 30, 2011. Furthermore, the Comptroller did not 
submit a copy of the audited fi nancial statements to OSC.  As a result, 
users of the Town’s fi nancial statements could not properly assess the 
Town’s fi nancial activities or fi nancial condition. 

GASB 34 stipulates that fi nancial reporting should assist in 
fulfi lling government's duty to be publicly accountable, assist users 
in evaluating the operating results of the governmental entity for 
the year and assist users in assessing the level of services that can 
be provided by the governmental entity and its ability to meet its 
obligations as they become due. GASB requires that fi nancial reports 
provide detailed information about a government via separate fund 
fi nancial statements that include a balance sheet and a statement of 
revenues, expenditures, and changes in all fund balance. Each of the 
fund statements should report separate columns for the general fund 
and for other major governmental funds.  An annual audit provides 
an independent verifi cation that records have been maintained in 
accordance with established procedures, and that transactions have 
been properly recorded. This provides assurance that the fi nancial 
statements can be prepared in accordance with GASB requirements. 

The Town contracts with a certifi ed public accounting fi rm (CPA) 
every year to audit the Town’s fi nancial statements.  However, the 
audited fi nancial statements issued by the CPA do not comply with 

Fund Statements
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GASB standards because the major governmental funds are not 
reported separately. For example, the general fund (A) is combined 
with the general town-outside-village fund (B), which is a special 
revenue fund. As a result, users of the Town’s fi nancial statements do 
not have a clear picture of the Town’s fi nancial activities and cannot 
properly assess the Town’s fi nancial condition. 

It is important for the Comptroller to prepare an accurate and 
complete annual fi nancial report and make it available to the Board, 
other managers in the Town and the public as soon as possible after 
the end of the fi scal year. GML requires the Comptroller to prepare 
and fi le an annual fi nancial report - also known as an annual update 
document (AUD) - with OSC within 60 days after the close of the 
fi scal year.  When an external audit is performed by a CPA fi rm, a 
copy of all audit reports, including management letters, prepared in 
conjunction with the audit must be fi led with OSC within 10 days of 
receipt. 

The Town’s CPA fi rm performed an annual audit of the Town’s 
records for 2010, but did not perform the audit in a timely manner.  
As a result, the draft report for the fi scal year ended December 31, 
2010 was not completed and submitted to the Town until September 
30, 2011, after the Comptroller had already fi led the 2010 AUD with 
OSC.  

Furthermore, the year-end adjustments made by the CPA were 
signifi cant, as they had been in previous years; the adjustments in 
2008, 2009 and 2010 were $2,721,682, $1,309,120 and $755,785.  
Finally, the Comptroller did not submit a copy of the audited fi nancial 
statement or report adjustments made subsequent to the AUD fi ling 
to OSC; therefore, the Town’s fi nancial position in the AUD is 
different from the audited fi nancial statements, as follows: 

Filing Adjustments

  Table 5: 2010 Fund Balances

Fund Description
Audited Financial 

Statement AUD Adjustment
A General Fund  $(1,068,971) ( $1,286,150)  $ 217,179 
B Town-Outside-Village  $140,742  ($398,674)  $539,416 

DB Highway Town-
Outside-Village

 $589,235  $ 503,489  $85,746 

FX Water fund  $5,049,738  $5,183,405  ($133,667)
SL Lighting  ($199,202)  ($199,202) $0   
SS Sewer Fund  $1,051,933  $1,004,732  $ 47,201 

Totals   $5,563,475 $4,807,600 $755,875
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As a result, the AUD fi led with OSC is not accurate and therefore 
misleading to users of the report. 

7. The Board should ensure that the CPA provides fi nancial 
statements that include separate reporting for major governmental 
funds in accordance with GASB requirements.

8. The Board should ensure that the CPA fi rm performs an annual 
audit of the Town’s records and presents adjustments to the 
fi nancial statements based on that audit to Town offi cials in a 
timely manner. 

9. The Comptroller should fi le audited fi nancial statements and 
adjustments with OSC with 10 days of receipt.

Recommendations
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Purchasing

GML requires the Board to adopt a policy for the procurement of 
goods and services when competitive bidding is not required, such 
as for the procurement of professional services.  Such a policy 
can help ensure that the Town obtains goods and services of the 
required quantity and quality, at competitive prices, and protect the 
Town against favoritism, extravagance, fraud, and corruption.  It 
is also important that the Board enter into written contracts with 
professional services providers to provide both parties with a clearly 
defi ned and mutually agreed-upon basis for determining entitlement 
to compensation. Workers’ Compensation Law (WCL) requires 
Town offi cials to ensure that businesses applying for contracts carry 
workers’ compensation and disability benefi ts insurance or provide 
certifi cates of exemption in instance where they may be exempt from 
this requirement.

Although the Board’s adopted procurement policy requires Town 
offi cials to obtain requests for proposals (RFPs) for professional 
services in excess of $15,001, Town offi cials did not comply with 
the policy. Consequently, Town offi cials did not obtain proposals for 
professional services totaling $1,924,386.  In addition, the Board did 
not enter into written contracts with six of the providers who received 
payments totaling $549,015.  As a result, there is no assurance that 
services were procured in the most effi cient manner and no means to 
determine the basis for compensation.  Further, Town offi cials did not 
obtain proof of disability or workers’ compensation insurance and/
or waivers for all 15 vendors we tested.  Verifi cation of insurance is 
necessary to ensure benefi ts are available if workers are injured and 
to prevent honest businesses from being undercut by unscrupulous 
employers who do not carry insurance. 

Professional services generally include services rendered by attorneys, 
engineers, and certain other services that require specialized or 
technical skills, expertise or knowledge, the exercise of professional 
judgment, or a high degree of creativity.  The procurement of 
professional services is not subject to competitive bidding.  However, 
GML requires that the Town’s procurement policy provides that 
alternative proposals be sought for these services with quotations, 
RFPs or any other method of competition. In addition, written 
contracts between the Board and professional service providers 
provide both parties with a clearly defi ned and mutually agreed-upon 
basis for entitlement to compensation.  Written contracts should 
include the timeframe and description of services to be provided.

Professional Services
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The Town’s procurement policy requires that at least three written 
quotes be obtained for any professional services contracts between 
$5,001 and $15,000, and that proposals be obtained for contracts in 
excess of $15,001. However, the policy was not implemented. The 
Town used 93 professional service vendors during our audit period.  
Of the 93 vendors, 28 received payments in excess of the $15,001 
threshold totaling $3,509,705.  We selected 10 of the 28 vendors, in 
a non-biased manner, who received payments totaling $1,924,386.  
The Town did not obtain proposals from any of the 10 vendors, as 
follows:

• Three engineering fi rms that provided services totaling 
$1,198,612

• Four legal service fi rms that provided services totaling 
$448,066

• One CPA fi rm that provided auditing services totaling 
$68,144

• One information technology provider who provided services 
totaling $131,680

• One contractor that provided electrical repair services for 
street lights totaling $77,884.

In addition, the Board did not enter into written contracts with six 
of the 10 vendors who received payments totaling $549,015.  The 
Comptroller stated that he is not required to use an RFP process to 
obtain professional services.  Using an RFP process, as required in 
the Board’s adopted policy, helps ensure that the Town receives the 
desired services under the most favorable terms.  The appropriate use 
of competition also provides taxpayers with the greatest assurance 
that services are procured in the most effi cient and economical 
manner and without favoritism.  In addition, without written 
contracts, neither party has a clear means of determining the basis for 
compensation, and the Town may not be protected in the event that 
contractors default on their obligations or make excessive claims.

Workers’ Compensation Law (WCL) requires the heads of all 
municipal and State entities to ensure that businesses applying 
for contracts carry workers’ compensation and disability benefi ts 
insurance.  This requirement applies to both original contracts and 
renewals.  Some businesses with no employees, out-of-State entities 
and religious organizations are exempt from the requirement to carry 
insurance but have to provide certifi cates of exemption.

Workers’ Compensation 
and Disability Insurance



18                OFFICE OF THE NEW YORK STATE COMPTROLLER18

The Town contracted with 169 businesses (vendors) during our audit 
period.  We selected a non-biased sample of 15 vendors who were 
paid a total of $1,422,980 for review. We found that the Town did 
not obtain the required proof of disability insurance or waiver of 
insurance from any of the 15 vendors, and did not obtain the required 
proof of workers’ compensation insurance or waiver of insurance 
from 14 of the 15 vendors who received payments totaling 
$1,374,699.

The Town’s legal department is responsible for obtaining and 
retaining the insurance documents.  However, the highway department 
obtains the insurance documents from vendors.  Town employees, 
including those in the legal department, did not know they were 
required to obtain evidence of insurance or waivers of insurance 
from the contractors.  We provided them with the "Prove It to Move 
It Program" publication issued by the New York State Workers’ 
Compensation Board that details the requirements to be followed. 
Town offi cials told us that they would begin obtaining the required 
documents from all businesses with whom the Town contracts.

Verifi cation of insurance is necessary to ensure benefi ts are available 
if workers are injured.  It also levels the playing fi eld for honest 
businesses because they are less likely to be undercut by unscrupulous 
employers who gain a cost advantage by not carrying insurance. 

10. Town offi cials should comply with the Town’s procurement 
policy by obtaining proposals for professional service contract 
amounts in excess of $15,000.

11. The Board should enter into written contracts with all current 
and future professional services vendors that clearly stipulate 
the timeframe, description of the services to be provided and the 
compensation for those services.

12. Town offi cials should provide staff members with procedures to 
be followed to secure proof of insurance or waivers of insurance 
documents from all businesses with whom the Town contracts. 

Recommendations
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APPENDIX A

RESPONSE FROM LOCAL OFFICIALS

The local offi cials’ response to this audit can be found on the following pages.

The Town’s response letter refers to attachments that support the response letter. Because the Town’s 
response letter provides suffi cient details of its actions, we did not include the attachments in 
Appendix A.
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See
Note 1
Page 25
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See
Note 2
Page 25

See
Note 3
Page 25

See
Note 4
Page 25

See
Note 4
Page 25

See
Note 5
Page 25
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See
Note 6
Page 25

See
Note 7
Page 26
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See
Note 8
Page 26
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See
Note 9
Page 26



2525DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

APPENDIX B

OSC COMMENTS ON THE TOWN’S RESPONSE 

Note 1

The decline in the Town’s fi nancial condition has been caused by the failure to develop reasonable 
revenue estimates, and to monitor and adjust budgeted revenues when it became clear that the 
anticipated results would not be achieved.

Note 2

During the exit conference, we explained our fi ndings in the audit report, elaborated on the 
defi ciencies concerning the Town’s accounting practices and encouraged the Supervisor to take 
immediate action to prevent even further deterioration of the Town’s fi nancial condition. Our report 
correctly states that the mortgage tax for 2010 was estimated to be $1,150,000. Actual revenues 
totaled $477,458 resulting in a revenue shortfall of $672,542. Town offi cials refer to 2012 revenues of 
$680,032 that were not within the scope of our audit period, and therefore not addressed in our audit 
report. Although the 2010 revenue estimate for the mortgage tax was similar to the three year average 
as shown in the Town’s response, overestimating of revenues occurred in those years as well. For 
example, in 2009, the estimate was $1,350,000 but there was a revenue shortfall of $637,875.   

Note 3

The information in the audit report was obtained from the Town’s fi nancial system, which is maintained 
by the Town Comptroller. The Town’s external auditing fi rm had to record signifi cant adjustments to 
the Town’s fi nancial statements because the Town did not record all material accruals for accounts 
receivable, accounts payable, retirement and encumbrances. The amount of the mortgage tax reported 
to OSC and shown in the Town’s fi nancial report was $477,457 in 2010. As such, the revenue shortfalls 
in our report are accurate. 

Note 4

We have amended our report to remove the use of fund balance as a revenue as discussed with Town 
offi cials during the exit conference. 

Note 5

The Town appropriated fund balance in the water and highway funds but never used the amounts 
appropriated. As such, we believe the budgeted use of fund balance was misleading to Town taxpayers 
and that the Town generated more revenues than necessary to fund operations. 

Note 6

While it is permissible to charge the water fund for services that are accounted for in the general town-
wide fund, supporting documentation for the amounts charged to the water fund was not provided 
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during fi eldwork. In addition, while it is permissible to make interfund loans from the water fund to 
the general town-wide fund, the Comptroller did not segregate special assessment revenues and water 
rents. It is both illegal and unfair to the taxpayers who pay assessments to use special tax assessment 
revenues for non-water fund purposes without repayment, with interest.

Note 7

Our audit report does not state that the annual fi nancial report - also known as an annual update 
document (AUD) - is not broken out separately by major fund. The Town’s response confuses the 
AUD with the audited fi nancial statements issued by the CPA. The audited fi nancial statements do 
not comply with GASB 34 because the major governmental funds are not reported separately. We 
discussed this defi ciency with both the Town Comptroller and the external auditor and mentioned as 
an example that the general fund (A) is combined with the general town-outside-village fund (B) in 
the audited fi nancial statements. 

In addition, our report does not state that the CPA did not fi le the audited fi nancial statement in a timely 
manner. It states that the Town Comptroller did not submit a copy of the audited fi nancial statement 
or report adjustments made subsequent to the AUD fi ling to OSC. During our fi eldwork, the Town’s 
CPA sent the draft report to the Comptroller in an email dated September 30, 2011. Because it was not 
fi nalized, it was late even though the fi nal report posted on the Town’s website was dated September 
29, 2011. 

Note 8

The amounts in the Town’s response under “State draft report” refer to Table 3, which reports unrestricted, 
unappropriated fund balance for each of the funds listed. The amounts under “per CPA audit” refer 
to the total fund balance for all funds. These are two different lines in the fi nancial statements. We 
have amended Table 3 to clarify that unrestricted, unappropriated balances are reported. In addition, 
the CPA fi gures listed in the Town’s response are discussed in our report under the section “Filing 
Adjustments”.

Note 9

During our fi eldwork, Town employees told us that they did not know that they were required to 
obtain evidence of insurance from contractors. In addition, none of the departments, including the 
legal department, had any evidence of insurance (or waiver eligibility) on fi le for the contractors we 
reviewed.  
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to examine internal controls over the Town’s fi nancial operations.  To accomplish 
this, we performed an initial assessment of the internal controls so that we could design our audit 
to focus on those areas most at risk.  During the initial assessment, we interviewed Town offi cials, 
performed limited tests of transactions, and reviewed pertinent documents such as Town policies and 
procedures, Board minutes, and fi nancial records and reports. 

After reviewing the information gathered during our initial assessment, we determined where 
weaknesses existed, and evaluated those weaknesses for the risk of potential fraud, theft and/or 
professional misconduct.  We then decided upon the reported objective and scope by selecting for 
audit those areas most at risk.  We selected fi nancial condition, fi nancial reporting and purchasing 
for further testing.  To achieve our audit objective and obtain valid audit evidence, we performed the 
following procedures:

• We interviewed Town offi cials responsible for fi nancial oversight and for maintaining 
accounting records to gain an understanding of the Town’s policies and procedures.

• We obtained revenue and expenditure comparison reports for the fi scal years ending 2008 
through 2010 and analyzed the budgets when compared to actual results, and 2011 budget 
estimates and trend for those years.

• We analyzed unexpended surplus funds and fund balances for 2008 through 2010.

• We examined interfund advances. 

• We reviewed the Town’s fi nancial statements to assess compliance with Governmental 
Accounting Standards Board (GASB) requirements.  We also inquired as to fi nancial statement 
adjustments and compliance with fi ling requirements. 

• We reviewed the Board’s procurement policy and documentation related requests for proposals 
to determine if the Town used competition when obtaining professional services.

• We reviewed documentation related to professional service providers to determine if the Board 
entered into written contracts with them.

• We reviewed businesses the Town contracted with to determine if the Town obtained the 
required proof of insurance or waiver of insurance documents for workers’ compensation or 
disability insurance.

We conducted this performance audit in accordance with generally accepted government auditing 
standards (GAGAS).  Those standards require that we plan and perform the audit to obtain suffi cient, 
appropriate evidence to provide a reasonable basis for our fi ndings and conclusions based on our audit 
objective.  We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objective.
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APPENDIX D

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

Offi ce of the State Comptroller
Public Information Offi ce
110 State Street, 15th Floor
Albany, New York  12236
(518) 474-4015
http://www.osc.state.ny.us/localgov/

To obtain copies of this report, write or visit our web page: 



2929DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

APPENDIX E
OFFICE OF THE STATE COMPTROLLER

DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY
Andrew A. SanFilippo, Executive Deputy Comptroller

Steven J. Hancox, Deputy Comptroller
Nathaalie N. Carey, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building - Suite 1702
44 Hawley Street
Binghamton, New York  13901-4417
(607) 721-8306  Fax (607) 721-8313
Email: Muni-Binghamton@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties

BUFFALO REGIONAL OFFICE
Robert Meller, Chief Examiner
Offi ce of the State Comptroller
295 Main Street, Suite 1032
Buffalo, New York  14203-2510
(716) 847-3647  Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie,
Genesee, Niagara, Orleans, Wyoming Counties

GLENS FALLS REGIONAL OFFICE
Jeffrey P. Leonard, Chief Examiner
Offi ce of the State Comptroller
One Broad Street Plaza
Glens Falls, New York   12801-4396
(518) 793-0057  Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Albany, Clinton, Essex, Franklin, 
Fulton, Hamilton, Montgomery, Rensselaer, 
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner
Offi ce of the State Comptroller
NYS Offi ce Building, Room 3A10
Veterans Memorial Highway
Hauppauge, New York  11788-5533
(631) 952-6534  Fax (631) 952-6530
Email: Muni-Hauppauge@osc.state.ny.us

Serving: Nassau and Suffolk Counties

NEWBURGH REGIONAL OFFICE
Christopher Ellis, Chief Examiner
Offi ce of the State Comptroller
33 Airport Center Drive, Suite 103
New Windsor, New York  12553-4725
(845) 567-0858  Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us

Serving: Columbia, Dutchess, Greene, Orange, 
Putnam, Rockland, Ulster, Westchester Counties

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Offi ce of the State Comptroller
The Powers Building
16 West Main Street – Suite 522
Rochester, New York   14614-1608
(585) 454-2460  Fax (585) 454-3545
Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates Counties

SYRACUSE REGIONAL OFFICE
Rebecca Wilcox, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building, Room 409
333 E. Washington Street
Syracuse, New York  13202-1428
(315) 428-4192  Fax (315) 426-2119
Email:  Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence Counties

STATEWIDE AND REGIONAL PROJECTS
Ann C. Singer, Chief Examiner
State Offi ce Building - Suite 1702 
44 Hawley Street 
Binghamton, New York 13901-4417
(607) 721-8306  Fax (607) 721-8313




