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2                OFFICE OF THE NEW YORK STATE COMPTROLLER2

State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability

March 2012

Dear Village 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 Village 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 Village of Whitehall, entitled Financial Condition and Water 
Accountability. 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
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Offi ce of the State Comptroller
State of New York

EXECUTIVE SUMMARY

The Village of Whitehall (Village) is located in the Town of Whitehall in Washington County. The 
Village provides various services that include water and sewer services, law enforcement, general road 
maintenance, snow removal, and general government support.      

The Village is governed by an elected Board of Trustees (Board) which is comprised of a Mayor 
and four trustees. The Board is responsible for the general management and control of the Village’s 
fi nancial affairs. The Board has the power to levy taxes on real property located in the Village and to 
issue debt. The Village’s general fund budget for 2011-12 was $1.8 million. 

The Clerk-Treasurer is responsible for preparing, maintaining, and reporting all necessary fi nancial 
information. The Superintendent of Public Works is responsible for the daily operation of the water 
treatment plant, including oversight of the water processing and distribution procedures.

Scope and Objectives

The objectives of our audit were to review the fi nancial condition of the Village’s water and sewer 
funds and assess its water accountability for the period of June 1, 2008, to May 31, 2011. Our audit 
addressed the following related questions:  

• Does the Board adopt realistic budgets, routinely monitor fi nancial operations, and take 
appropriate actions to maintain the Village’s fi nancial stability?   

• Can the Village achieve cost savings by reducing unaccounted for water to acceptable industry 
standard levels?

Audit Results

The Village’s fi nancial condition is precarious. We found that water and sewer rates are not suffi cient 
to support operating costs. In recent years both funds were dependent on loans from other funds, 
including the general fund. The water fund is currently unable to repay these loans. The fi nancial 
condition of the general fund may become stressed in future years if the water and sewer funds are 
unable to repay the general fund. Additionally, the general fund’s ability to make additional loans to 
the water and sewer funds in the future may be limited by the cap on property taxes.1  

1  In 2011 the State passed legislation to limit the real property tax levies of local governments, commonly known as the 
Tax Cap.  
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We found that Village offi cials did not have effective procedures for accounting for its water. They 
did not reconcile the amount of water processed and consumed, compare water usage to industry 
standards, or determine the reasons for unaccounted for water. Further, the master meter was not 
periodically checked or recalibrated to ensure its accuracy. The Village could not account for at least 
148 million gallons, or 55 percent of the water it processed in 2010. This was substantially more 
than the Federal Environmental Protection Agency (EPA) accepted standard loss rate of 10 percent. 
We estimate the cost to process and distribute the Village’s unaccounted for water to be as much as 
$97,000 to $129,000 annually.2 

Comments of Local Offi cials

The results of our audit and recommendations have been discussed with Village offi cials and their 
comments, which appear in Appendix A, have been considered in preparing this report. Village 
offi cials generally agreed with our recommendations and indicated they planned to initiate corrective 
action.

2  The $97,000 fi gure is based on a 55 percent water loss and the $129,000 fi gure is based on a 73 percent water loss.
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Background

Introduction

Objectives

Scope and
Methodology

The Village of Whitehall (Village) is located in the Town of Whitehall 
in Washington County. According to the 2010 United States Census 
data, the Village had approximately 2,600 residents living within an 
area of about 4.7 square miles. The Village provides various services 
to its residents including water and sewer services, law enforcement, 
general road maintenance, snow removal, and general government 
support.      

The Village is governed by an elected Board of Trustees (Board) 
which is comprised of a Mayor and four trustees. The Board is 
responsible for the general management and control of the Village’s 
fi nancial affairs. The Board has the power to levy taxes on real 
property located in the Village and to issue debt. The Village’s general 
fund budget for the 2011-12 fi scal year was $1.8 million.  

The Village provides water to approximately 1,220 consumers 
including residents, commercial businesses, municipal buildings, 
schools, and other consumers in the Village and a small number 
of consumers outside the Village in the Towns of Whitehall and 
Dresden. The Village also provides waste water treatment services 
for consumers within the Village. In the 2011-12 fi scal year, the water 
and sewer budgets were approximately $418,750 and $468,550, 
respectively. 

The Superintendent of Public Works is responsible for the daily 
operation of the water treatment plant, and oversight of water processing 
and distribution. The Clerk-Treasurer is responsible for preparing, 
maintaining, and reporting all necessary fi nancial information.

The objectives of our audit were to review the fi nancial condition of 
the Village’s water and sewer funds and assess its water accountability. 
Our audit addressed the following related questions: 

• Does the Board adopt realistic budgets, routinely monitor 
fi nancial operations, and take appropriate actions to maintain 
the Village’s fi nancial stability?   

• Can the Village achieve cost savings by reducing unaccounted 
for water to acceptable industry standard levels?

We examined the Village’s fi nancial operations and water 
accountability for the period June 1, 2008, to May 31, 2011.    
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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 B of this report.

The results of our audit and recommendations have been discussed 
with Village offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. Village offi cials 
generally agreed with our recommendations and indicated they 
planned to initiate corrective action.

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 Village 
Clerk’s offi ce.

Comments of
Local Offi cials and
Corrective Action
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Financial Condition

The Board is responsible for adopting realistic budgets and setting 
user fees for services that will maintain a positive fi nancial condition 
for the Village. To promote a positive fi nancial condition, it is 
essential that the user fees charged for water and sewer services 
adequately cover the expenses associated with producing and 
delivering services to users. During the fi scal year, it is important for 
Village offi cials to periodically review fi nancial reports to determine 
how well the funds are operating in relation to the parameters set by 
the adopted budget. 

Additionally, Village offi cials must ensure that the level of fund 
balance – i.e., the accumulated difference between revenues and 
expenditures from prior years – is suffi cient to provide available 
cash to pay vendors and employees throughout the year. A defi cit 
fund balance may indicate that the municipality is not generating 
suffi cient revenues to pay its operating expenses, and leaves no 
moneys available for contingencies. Furthermore, the Board must 
ensure that amounts loaned to the water and sewer funds from other 
funds are repaid as soon as the funds become available. The Board’s 
fi nancial plan must include provisions for repaying such loans in a 
timely manner to avoid placing an undue burden on the funds loaning 
the moneys.

The Village’s fi nancial condition is precarious. We found that water 
and sewer rates are not suffi cient to support operating costs. In recent 
years both funds were dependent on loans from other funds, including 
the general fund. The water and sewer funds are currently unable to 
repay these loans. If the water and sewer funds are unable to repay 
the general fund, it is likely that the fi nancial condition of the general 
fund will become stressed in future years. Additionally, the ability 
of the general fund to make additional loans to the water and sewer 
funds in the future will be limited by the cap on property taxes.3         

The Village charges fees for water and sewer services based on water 
usage. The Village recently completed a meter replacement program 
and constructed a new water treatment plant which began operating 
in 2008. It is important that the Board structures the user fees for 
water and sewer services to ensure that they adequately cover the 
operating costs in each fund.         

Water and Sewer Funds 

3  In 2011 the State passed legislation to limit the real property tax levies of local 
governments, commonly known as the Tax Cap.
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Water Fund – We found that, even though the Board increased water 
rates in recent years, the user charges for water did not adequately 
cover the costs of providing services to residents. For the fi scal 
years ended May 31, 2008 through May 31, 2011, metered water 
sales increased approximately 17 percent each year.  However, the 
water fund still experienced operating defi cits for three of the four 
years. The Village’s $62,274 operating surplus in fi scal year 2009-10 
mainly resulted from the sale of timber. Annual operating results for 
the water fund are shown in the following table. 

Table 1: Water Fund – Results of Operations 
FY 2007-08 FY 2008-09 FY 2009-10 FY 2010-11

Metered Water Sales $212,504 $248,755 $295,844 $341,944
Other Revenues $34,318 $57,901 $124,406a $65,256b

Total Revenues $246,822 $306,656 $420,250 $407,200
Less: Total 
Expenses:

$263,465 $333,273 $357,976 $414,471c

Operating Surplus 
(Defi cit)

($16,643) ($26,617) $62,274 ($7,271)

Unreserved, 
Unappropriated 
Fund Balance at 

Year End

($27,013) ($53,630) $8,644 $1,373

a Includes revenue of $48,264 from the sale of timber  
b Includes one-time revenue of $14,842 from the sale of real property  
c This does not include $200,000 principal on debt for water capital project that was paid by the general fund.

 
In September 2010, the Village issued $7.7 million in bonds for a 
water project with annual principal payments of $258,437. In the 
2010-11 fi scal year, the Board elected to budget and pay for $58,437 
of the principal on this debt in the water fund and budget and pay 
for the remaining $200,000 principal in the general fund so that it 
could be paid for by taxes rather than user charges. While Village 
water debt can be paid for with real property taxes, splitting the debt 
payment between the two funds distorts the cost of water operations 
as compared to its operating revenues.

Sewer Fund – Although the sewer fund experienced operating 
surpluses for 2009-10 and 2010-11, the fund still could not afford 
to repay $231,000 that it owed to other funds on May 31, 2011.  
Additionally, the future fi nancial condition of the sewer fund is 
uncertain because the Village is having diffi culty fi nancing mandatory 
sewer improvements.  

The Village is under a Consent Decree from the New York State 
Department of Environmental Conservation (DEC) to reconstruct the 
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Village’s sewer system to reduce infi ltration and infl ow. The original 
project, as estimated in 2009, was for three phases totaling $25 
million dollars, which was beyond the Village’s fi nancial ability. In 
July 2011 the Village developed a revised plan to complete phase 
I, estimated to cost $4.8 million, by December 31, 2013.  The 
remainder of the work will be broken up into several smaller projects 
that will be easier to fi nance. The Village obtained a $2.1 million 
bond anticipation note for phase I leaving approximately $2.7 
million still to be fi nanced. The Village is currently working with 
the Environmental Facilities Corporation to obtain funding for the 
project.  As of the end of our fi eldwork, the Village had not obtained 
any additional funding.4  

Long-Term Capital Plan – The Trustees did not establish a long-
term capital plan for the improvement and replacement of water and 
sewer infrastructure and treatment plants. In addition to the required 
upgrades to the sewer infrastructure, many of the Village water mains 
date to the early 1900s and need to be replaced. Without a long-term 
capital plan, the Village may be unable to replace the existing aging 
infrastructure or perform routine maintenance when necessary.  For 
example, the water treatment plant uses 68 fi lters with a current 
replacement cost of $3,000 per fi lter and an estimated life of 20 years. 
The Village is currently into the fourth year of the life of each fi lter. 
Village offi cials have not established a plan of action to fi nance the 
replacement of these fi lters.5  

General Municipal Law states that moneys advanced between funds 
are to be repaid as soon as the funds become available, but in no event 
later than the close of the fi scal year in which the advance was made. 
While the use of interfund advances is a permissible form of short-
term borrowing to meet current cash fl ow needs, it is not intended to 
be used as a long-term approach to provide fi nancial resources from 
one fund to another operating fund. 

Village offi cials loaned moneys from the general, capital project 
and community development funds to the water and sewer funds 
throughout our audit period.  These loans were not repaid by the close 
of the fi scal years ending May 31, 2009, 2010 and 2011. As of May 
31, 2011, the Village’s fi nancial records showed interfund loan and 
cash balances as follows: 

Interfund Advances

4 As of December 22, 2011, the Village had not secured additional funding.
5 All 68 fi lters will not have to be replaced in one year. The fi lters can be replaced 
over a number of years. However, the fi lters must be replaced in blocks of 17 with 
each block costing $51,000 (17 times $3,000).  This is more than 10 percent of a 
typical year’s water budget.
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Table 2:  Interfund Loans as of May 31, 2011

Fund

Interfund 
Loan 

Receivable
Interfund 

Loan Payable

Net 
Receivable or 

(Payable)
Available 

Cash

Available 
Cash Plus 
Current 

Receivable
Water $81 $453,423 ($453,342) $13,408  ($439,934)
Sewer $5,525 $231,281 ($225,756) $21,510  ($204,246)
General $368,495 $32,599 $335,896  $161,702  $497,598
Capital Project $303,202 $0 $303,202 $157,161  $460,363
Community 
Development

$40,000 $0 $40,000 $175,679  $215,679 

Total $717,303 $717,303 0 $529,460  $529,460

As shown in the table, the water fund cannot repay the loans it has 
received from other funds because its revenues have been insuffi cient 
to cover the cost of providing services and its available cash and other 
assets are not adequate to meet its obligation to the other funds.  The 
sewer fund also had insuffi cient cash available to repay its advances, 
and mandatory upgrades to the system make it probable that it will 
have to borrow again in the near future.  

In addition, the outstanding loans from the general fund to the water 
and sewer funds impair the general fund’s fi nancial condition. As of 
May 31, 2011, $368,495 of the $484,955 unappropriated general fund 
balance was offset by a signifi cant interfund loan receivable balance, 
leaving only $116,460 of fund balance for general fund operations.   
With the 2 percent cap on the property tax levy going into effect for 
the 2012-13 fi scal year, the general fund may not be able to continue 
to fi nance defi cits in the water and sewer funds. 
 
1. The Board should establish user rates for water and sewer that are 

suffi cient to fi nance water and sewer fund operations.

2. Village offi cials should develop a plan to address the long-term 
infrastructure improvements to the water and sewer systems.

3. The Board should continue to aggressively pursue grant and 
fi nancing opportunities to pay for the improvements to the sewer 
system.

4. The Board and Village offi cials should develop a comprehensive 
plan to ensure that all outstanding interfund advances are repaid, 
and future interfund loans should be repaid  no later than the close 
of the fi scal year in which the advance was made.

Recommendations
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Water Accountability

Unaccounted for water is the difference between the amount of water 
processed and the amount of water billed to customers and used for 
other known purposes during a given period. Unaccounted for water 
can result from inaccurate or incomplete recordkeeping, meter errors, 
unmetered uses (such as water for fi refi ghting, line fl ushing, public 
buildings, and wastewater treatment plants), leaks, and unauthorized 
use. 

The quantity of water and revenue lost from a water distribution 
system will vary depending upon how well the system is operated 
and maintained. The industry goal of 10 percent for unaccounted 
for water is established by the Federal Environmental Protection 
Agency (EPA) and supported by the DEC.  Unaccounted for water 
results in a production expense for the water district for which 
there is no revenue. An effective water accounting system provides 
for the tracking of use throughout the distribution system and the 
identifi cation of areas that may need attention.

The Village prepares annual water reports that include the total 
amount of processed water and the total metered water.6  The annual 
water reports are submitted to the Department of Health and available 
to the public. In 2008, the Village opened a new water treatment 
plant, replaced the service meters for the residential and commercial 
users, and began using a computerized system for collecting meter 
readings.      

We found that Village offi cials did track water loss by recording 
the amount of water processed and metered. However, they did 
not prepare formal reconciliations comparing the amount of water 
processed to the amount metered and an estimate of amounts used 
for other known purposes.7 This type of reconciliation would have 
allowed Village offi cials to determine the causes of the water loss, 
compare the rate of loss to industry standards, and give them the 
opportunity to address the causes.            

For the calendar year 2010, the Village reported that it processed 277 
million gallons of water and billed metered customers for 75 million 
gallons. Therefore, the metered use only accounted for 27 percent 
of the total water the Village processed while 73 percent, nearly 202 
million gallons, was unaccounted for. Furthermore, the Village’s 

6  These reports are prepared on a calendar year basis.
7  The estimated amounts used for other known purposes should include amounts 
used for fi refi ghting and fi refi ghter training, and fl ushing hydrants and water mains.
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recent annual water reports indicate that the unaccounted for water 
has increased from 62 percent in 2007 to 73 percent in 2010.  

Table 3:  Unaccounted for Water
Gallons of Water 2007 2008 2009 2010
Produced 212,200,000 250,000,000 260,000,000 277,311,000
Metered 81,546,574 90,155,000 75,788,352 75,311,769
Unaccounted for 130,653,426 159,845,000 184,211,648 201,999,231
Unaccounted for 
Percentage

62% 64% 71% 73%

The Village did not estimate the amount of water that may have been 
used for appropriate purposes like fi refi ghting, fi refi ghter training, 
and fl ushing hydrants and water mains. However, the 2010 annual 
water report indicated that a signifi cant percentage of the loss was 
due to leaks from water mains and laterals in the distribution system. 
Additionally, the Superintendent of Public Works told us that the 
master meter at the water treatment plant has not been checked 
since the plant became operational in 2008. The DEC recommends 
that master meters be checked annually, especially considering that 
master meters may over-register water by as much as 25 percent due 
to improper setting, sizing or gearing, poor water quality, reading 
errors, or air or jetting action.8   

After our inquiries, the Superintendent of Public Works prepared an 
estimate of the water used for unmetered activities such as fi refi ghting 
and hydrant fl ushes, and unmetered use at the water treatment plant 
along with an estimate of leaks. Even after taking these estimates 
into consideration, the Village still could not account for about 55 
percent of water it produced, which is substantially higher than the 
EPA industry standard of 10 percent. 

In 2009, the Village hired an outside consultant to perform a leak 
survey that identifi ed several leaks in the Village’s 90- to 100-year 
old infrastructure. The Village repaired these leaks over a two-year 
period between 2009 and 2011. However, these actions did not result 
in a decrease in the amount of water that was unaccounted for. Village 
offi cials did not calculate the cost of the unaccounted for water 
because they were uncertain of how much of the unaccounted for 
water is the result of inaccurate metering. Village offi cials indicated 
that they intend to have the master meter checked and recalibrated if 
necessary.9  They also plan to further search for potential leaks. We 
8  If we adjust the processed amount for the maximum 25 percent error rate, 
unaccounted for water was still 64 percent in 2010.
9  The Village Clerk confi rmed that the master meter was checked and recalibrated 
on September 8, 2011.  The meter had been running 2 percent too fast.  The 
recalibration corrected this problem.



1313DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

estimate the cost to process and distribute the Village’s unaccounted 
for water to be as much as $97,000 to $129,000 annually.10  

5. The Village should develop procedures for determining water 
accountability that include the periodic reconciliation of the water 
produced to metered and unmetered water.

6. The Village should investigate and correct the reasons for 
unaccounted for water, including inaccurate metering and 
signifi cant leaks.

7. The Village should work towards meeting the industry standard 
for unaccounted for water.  

10  The $97,000 fi gure is based on a 55 percent water loss and the $129,000 fi gure 
is based on a 73 percent water loss.

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.  
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS 

The Village was selected for audit based on an initial review of fi nancial data that found the Village’s 
fi nancial condition was precarious. While reviewing the factors of the water fund revenues, we found 
that the Village was experiencing a signifi cant amount of unaccounted for water.

To review the Village’s fi nancial condition, we performed the following steps:

• We interviewed offi cials to gain an understanding of the Village’s budget process and fi nancial 
accounting system. 

• We reviewed the results of operations and determined their impact on fund balances.

• We assessed the composition of signifi cant balance sheet accounts.

• We reviewed the Village’s periodic fi nancial reports. 

• We reviewed budgets to determine if they were reasonable and structurally balanced.

• We analyzed interfund borrowings.

• We reviewed water and sewer fees to determine if they adequately covered the cost of 
operations.

• We reviewed the Village’s periodic fi nancial reports, budget amendments, and meeting 
minutes.

• We reviewed the increase in the tax levy for recent years.

• We tested the reliability of the data maintained on the accounting system.

To review the Village’s system for water accountability, we performed the following steps:

• We reviewed the Village’s system for determining water accountability for the period January 
1, 2010 through December 31, 2010.

• We interviewed offi cials to gain an understanding of the procedures for tracking produced and 
metered water.

• We reviewed the Village’s monthly records of produced water to verify the amount included on 
the annual report.  

• We reviewed the Village’s billing records to verify the amount of metered water.
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• We calculated unmetered water for municipal uses based on the Village’s estimates of usage 
and estimated leaks. 

• We calculated the unaccounted for water based on the Village’s records of produced water, 
metered water, and estimates of unmetered water for municipal uses and leaks.

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 
objectives. We believe that the evidence obtained provides a reasonable basis for our fi ndings and 
conclusions based on our audit objectives.
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APPENDIX C

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: 
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