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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

March 2014
Dear Town Officials:

A top priority of the Office of the State Comptroller is to help local government officials manage
government resources efficiently and effectively and, by so doing, provide accountability for tax
dollars spent to support government operations. The Comptroller oversees the fiscal affairs of local
governments statewide, as well as compliance with relevant statutes and observance of good business
practices. This fiscal 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 Marcellus, entitled Supervisor’s Records and Reports.
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 officials 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 office for your county, as listed
at the end of this report.

Respectfully submitted,
Office of the State Comptroller

Division of Local Government
and School Accountability
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Introduction

Background

Objective

Scope and
Methodology

Comments of
Local Officials and
Corrective Action

The Town of Marcellus (Town) is located in Onondaga County and has
apopulation of 6,200. The incorporated Village of Marcellus (Village)
is located within the Town’s boundaries. The Town Board (Board),
which comprises the Supervisor and four council members, is the
legislative body responsible for managing Town operations and for
overseeing its financial activities. The Town Supervisor (Supervisor),
as the chief financial officer, has the overall responsibility to receive
and disburse Town money, maintain the accounting records, prepare
and distribute monthly financial operating reports to the Board and
department heads and prepare and file annual financial reports with the
Board and the Office of the State Comptroller (OSC). The Supervisor
has appointed a bookkeeper to assist him with these responsibilities.

The Town provides various services to its residents, including street
maintenance and improvement, parks and recreation, water, sewer
and general government support. The Town’s budgeted expenditures
for 2013 were approximately $3.7 million. These expenditures were
funded primarily with revenues from real property taxes and State
aid.

The objective of our audit was to determine if the Supervisor properly
accounted for and reported the Town’s financial transactions. Our
audit addressed the following related question:

» Didthe Supervisor maintain complete and accurate accounting
records and reports?

We examined the Supervisor’s records and reports for the period of
January 1, 2010 through August 31, 2013.

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 is
included in Appendix B of this report.

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

The Board has the responsibility to initiate corrective action. A
written corrective action plan (CAP) that addresses the findings and
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recommendations in this report should be prepared and forwarded
to our office within 90 days, pursuant to Section 35 of the General
Municipal Law. For more information on preparing and filing 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 Town
Clerk’s office.
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Supervisor’s Records and Reports

Records

The Supervisor is responsible for maintaining adequate accounting
records and financial documents that provide an accurate accounting
of all financial transactions. The Supervisor should also provide the
Board with comprehensive monthly reports that include complete
financial information for each of the Town’s funds. The Supervisor
is further required to prepare and file an annual financial report with
OSC within the time limits prescribed by law.* If the Supervisor
assigns his recordkeeping duties to a bookkeeper, he must provide
sufficient oversight to ensure that the records maintained are complete,
timely and accurate. Finally, Town Law requires that the Board
annually audit, or have an independent public accountant audit, the
Supervisor’s records.

The Supervisor did not maintain complete and accurate accounting
records and reports for all Town funds or ensure that bank
reconciliations were properly performed. This resulted in accounting
errors and the failure to file annual financial reports with OSC in a
timely manner. Further, the Board did not annually audit, or have an
independent public accountant audit, the Supervisor’s records. As a
result, the Board cannot effectively monitor the Town’s fiscal affairs
and there is an increased risk that errors or irregularities could occur
and remain undetected and uncorrected.

The Supervisor is responsible for maintaining accurate and complete
accounting records to ensure that assets, liabilities, fund balance and
results of operations (revenues and expenditures) accurately reflect
all Town financial activity. The Supervisor is also responsible for
ensuring that monthly bank statement balances are reconciled with
the cash balances recorded in the Town records to help verify that all
cash receipt and disbursement transactions are captured and properly
recorded. It is important that the bookkeeper maintain separate
records for each Town special district to identify the individual
transactions and fund balance for each separate special district and to
maintain appropriate records to track reserve fund activity. Further,
the amounts recorded as interfund receivables should agree with the
amounts recorded as interfund payables.

The bookkeeper informed us that when she began her duties in
December 2010 she could not find any evidence that the former

1 General Municipal Law requires that the Supervisor file an annual financial report
with OSC and the Town Clerk within 90 days from the close of the Town’s fiscal
year. In the event Town officials anticipate missing the deadline, an extension
can be requested allowing the Town up to 120 days to file the report.
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bookkeeper reconciled the bank statement balances with the cash
recorded in the Town’s accounting records. Therefore, she attempted
to reconcile the bank accounts as of December 31, 2009 and found that
total cash recorded in the accounting records for all funds combined
was $74,245 less than the total adjusted bank balance.?

To verify the accuracy of the 2010 accounting records maintained
by the former bookkeeper, the current bookkeeper compared that
year’s bank statement activity with the transactions recorded in the
accounting system and found several accounting errors. The most
significant errors were that the former bookkeeper, at times, did not
make all of the required bank transfers into the general fund bank
account for amounts due from other funds,* and failed to record certain
revenues in the accounting records, such as $72,000 in mortgage tax
and $10,000 in Justice Court fines and fees. The current bookkeeper
made adjusting entries to correct the errors identified in 2010 but could
not identify the cause of the $74,245 difference because it occurred in
prior years. Because the bookkeeper’s review of 2010 records did not
disclose any fraudulent activity and it would take considerable time
and effort to compare all bank activity with the accounting records
for 2009 and prior years, the Supervisor decided not to review prior
years’ records to try to identify the cause of the $74,245 difference.*

However, the Supervisor took no additional action to adjust the
accounting records to agree with the bank balances so the bookkeeper
could begin reconciling the accounting records with the bank balances
going forward. The bookkeeper continued to record 2011, 2012 and
2013 transactions without attempting to reconcile the bank accounts.
Furthermore, when the Town converted to a new computer system in
June 2013, the bookkeeper only transferred 2010 to present financial
activity into the new system. The bookkeeper did not carry ending
2009 balances forward to 2010, because she did not want to enter any
balances into the new system until the Supervisor provided guidance
on the adjusting journal entries that should made (so that the book
balances would agree with cash bank balances). However, without
carrying these balances forward in the new system, the bookkeeper
could not generate complete and accurate financial reports.

Although the new computer system allowed the bookkeeper to
provide Town officials with monthly budget-to-actual results for

2 Adjusted for outstanding checks and deposits-in-transit

3 The Town pays its routine bills, for all funds, from the general fund checking
account. Therefore, bank transfers from the respective funds’ savings account
to the general fund checking account were necessary to pay these funds’
expenditures.

4 The $74,245 difference was 3 percent of the Town’s total bank balance as of
December 31, 20009.
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subsidiary revenue and expenditures accounts, she could not provide
an accurate picture of Town assets (e.g., cash), liabilities or fund
balance for each fund, including special district funds. For example,
when we compared the total adjusted amount of cash in the bank with
the recorded cash balances as of August 31, 2013, we identified about
$3.2 million more in the bank than was recorded in the accounting
records. Part of this discrepancy was due to errors in the general and
part-town funds, which had about $560,000 less in the bank than was
recorded in the accounting records, and in the town-wide highway
fund, which had just over $1 million more in the bank than was
recorded in the accounting records.

We reviewed 19 receipts and 20 disbursements and found that the
bookkeeper correctly recorded them. However, our review of other
accounting records revealed the following:

» The Town’s 18 special districts included eight water districts,
five hydrant districts, two sewer districts, two water supply
districts and one drainage district. While all special district
financial activity was recorded in a single water fund, hydrant
fund, sewer fund and drainage fund, separate accounting
records were not maintained for each special district.®

» Interfund payables exceeded interfund receivables among all
funds by $19,116 as of August 31, 2013. This discrepancy was
primarily the result of the bookkeeper improperly recording
journal entries to an interfund loan account when she intended
to transfer surplus fund balance to a park capital reserve.

» The bookkeeper did not record $675,000 of revenues received
in 2011 in the fire protection fund. As a result, this fund
erroneously showed a deficit fund balance in the accounting
records at the end of 2011 and subsequent years. When the
Town issued debt to purchase a building from the Village
for use by the Town’s Fire Department, the bookkeeper did
not record the bond proceeds as a receipt, but did record the
building purchase as an expense.

e The bookkeeper improperly recorded $70,000 in 2011 as an
interfund transfer from the town-wide highway fund to the
capital fund instead of reclassifying this as a transfer to the

> Each specific type of special district activity may be combined for financial
reporting purposes (e.g., the Town’s six water districts may be reported
in a single water fund). However, because each special district is funded by
assessments upon property owners who benefit from the services, and/or by
user charges, separate accounting records should be maintained for each district.
This provides transparency to Town officials and taxpayers about whether each
special district operates efficiently and equitably.
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town-wide highway fund’s capital equipment reserve. As a
result, town-wide highway fund expenditures were overstated
by this amount.

We also reviewed the December 31, 2012 bank statements® to assess
the Town’s available cash balances compared with the 2013 budget
appropriations. We found that the Town’s total cash balances were
approximately $2.96 million, while the 2013 budget appropriations
for all funds totaled approximately $3.65 million or about 81 percent
of the next year’s budget.

The bookkeeper told us that reserve funds were not recorded in the
accounting records when she began working for the Town, even
though the Board passed resolutions to establish reserves in prior
years. The bookkeeper and Supervisor estimated that about $279,000
should have been recorded in a town-wide highway fund equipment
reserve.” However, even if this amount were attributable to reserve
funds, the Town’s unreserved cash would still exceed 2013 budget
appropriations by 73 percent.

The lack of accurate accounting records precludes the Board from
monitoring and managing financial operations and assessing financial
conditions. Further, without special district operation transparency,
Town officials and taxpayers cannot be certain that these services
were efficiently and equitability provided.

Reports Complete and accurate monthly reports provide essential financial
information that the Board can use to monitor the Town’s financial
condition. Because the usefulness of financial information depends
on its timeliness, the Supervisor should file the annual financial report
with OSC within the required time limits.

The bookkeeper provided the Board with monthly reports containing
budget-to-actual revenues and expenditures and the bank statement
balances. However, she could not provide the Board with fund
balance amounts and the reconciled cash balances for each fund or
special district.

& We included only those bank statements under the Supervisor’s direct control.
Therefore, bank accounts maintained by the Town Justice, Town Clerk and Tax
Collector for their respective departments were not included in our comparison.

" The bookkeeper made a concerted effort with the Highway Superintendent to
determine the amount of funding needed for the highway reserve according to
prior years’ adopted budgets and the equipment actually purchased in an attempt
to determine the amount that should be recorded in the highway equipment
reserve.
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Annual Audit

Recommendations

The bookkeeper also told us that, due to her inability to reconcile
cash, she was not able to prepare and file the annual financial reports
with OSC for 2010, 2011 or 2012. This lack of accurate financial
information may have contributed to the Town accumulating an
excessive amount of cash. The failure to file accurate and timely
annual financial reports with OSC denies the Board and the public
a primary fiscal tool to monitor the financial affairs of the Town,
including the Town's financial condition.

Town Law requires the Supervisor to present his books and records
to the Board for audit by January 20th of the following year.® An
annual audit helps the Board fulfill its fiscal oversight responsibilities
by providing it with an opportunity to assess the reliability of the
books, records and supporting documents. It also serves to identify
conditions that need improvement and provides useful information to
help the Board oversee the Town’s financial operations.

The Board did not perform, or provide for, annual audits of the
Supervisor’s records for 2010, 2011 and 2012. Had the Board
performed the required audits, Board members may have noticed
that the Supervisor and bookkeeper were not preparing monthly
bank reconciliations, questioned the deficit fund balance erroneously
recorded in the fire protection fund or discovered the lack of reserve
fund records.

1. The Supervisor should periodically review the work of the
bookkeeper to ensure that all financial activity is accounted for
completely and accurately and that monthly bank reconciliations
are performed. The Supervisor should also ensure that any
discrepancies disclosed are promptly investigated and corrected.

2. The Supervisor should separately account for the financial activity
and fund balance for each individual special district.

3. The Supervisor should provide monthly financial reports to
the Board that include fund balance amounts, reconciled cash
balances and budget-to-actual comparisons for each fund and
special district.

4. The Supervisor should ensure that the bookkeeper records the
appropriate adjusting journal entries necessary to correct the
inaccuracies in the Town’s accounting records.

8 The Board may also engage the services of a certified public accountant or public
accountant to perform the annual audit within 60 days of the close of the fiscal
year.
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5. The Supervisor should ensure that the bookkeeper maintains
appropriate records to track reserve fund activity. The reserve
fund records should, at a minimum, include:

Date and amount of each payment made to fund the reserve,
* Interest earned,

e Capital gains or losses resulting from the sale of investments,
* Amount and date of each withdrawal and

» Total reserve assets, showing cash balances and a schedule of
investments.

6. The Supervisor should file the Town’s annual financial report
with OSC and the Clerk within 90 days after the close of the fiscal
year, or 120 days after the close of the fiscal year if an extension
is granted.

7. The Board should conduct an annual audit of the Supervisor’s
records or engage an independent auditor to conduct the audit.
For guidance on conducting annual audits, Town officials should
refer to our publication entitled, Local Government Management
Guide — Fiscal Oversight Responsibilities of the Governing
Board.
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APPENDIX A

RESPONSE FROM LOCAL OFFICIALS

The local officials’ response to this audit can be found on the following page.
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Supervisor o g o Town Clerk
Mary Jo Paul o P :54,‘ Sandy Taylor
3 Tax Collector
Elaine Potter

Councilors
Kevin O’Hara
Peter Hakes

Karen Pl M A R C E L LU S ittt

New York ————

February 13, 2014

Chief Examiner
Office of the State Comptroller

The Marcellus Town Board would like to thank the Office of the
State Comptroller and Auditor for the valuable
critique of our financial practices,

The audit was both thorough and comprehensive. The valid
recommendations, when enacted, will help us prepare and file
our 2010, 2011, 2012 & 2013 AUD reports and provide
guidance for better oversight of our financial records going
forward.

Respectﬁllly, TN
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

The objective of our audit was to determine if the Supervisor was properly accounting for and reporting
financial transactions for the period of January 1, 2010 through August 31, 2013.

To achieve our audit objective and obtain valid audit evidence, we performed the following audit
procedures:

We interviewed the Supervisor and the bookkeeper to gain an understanding of the accounting
records and document why the 2010, 2011 and 2012 annual financial reports had not been
submitted to OSC.

We reviewed the Town’s computerized financial records (e.qg., trial balances and journal entries)
and compared to transactions on bank statements to determine the reasonableness of recorded
transactions.

We reviewed two months of receipts for two checking accounts (August 2012 and June 2013)
and two months of receipts for two savings accounts (February 2012 and February 2013) to
ensure that these receipts were deposited into Town bank accounts and bank transfers were
properly recorded in the accounting records. We arbitrarily selected these checking accounts
and months and had no expectation that more or fewer errors would occur in the sample months
than in any other month.

We reviewed all the abstracts and payrolls paid in August 2012 and June 2013 to ensure that
these disbursements and bank transfers were properly recorded in the accounting records.
When we selected these months for our sample, we had no expectation that more or fewer
errors would occur in the sample months than in any other month.

We compared the Town’s adjusted bank balances for all funds with the cash recorded in the
accounting records as of August 31, 2013.

We reviewed budget-to-actual results for all funds for 2010 through 2012.

We interviewed Town officials to determine if an annual audit was performed of the Supervisor’s
records and reports and to gain an understanding of their review of monthly reports.

We conducted this performance audit in accordance with GAGAS. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis
for our findings and conclusions based on our audit objective. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objective.
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APPENDIX C

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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

Office of the State Comptroller
Public Information Office

110 State Street, 15th Floor

Albany, New York 12236

(518) 474-4015
http://www.osc.state.ny.us/localgov/
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APPENDIX D

OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY
Andrew A. SanFilippo, Executive Deputy Comptroller

Gabriel F. Deyo, Deputy Comptroller
Nathaalie N. Carey, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner

Office of the State Comptroller

State Office 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
Office 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
Office 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

Office of the State Comptroller

NYS Office Building, Room 3A10

250 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
Tenneh Blamah, Chief Examiner

Office 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
Office 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
Office of the State Comptroller

State Office 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 AUDITS

Ann C. Singer, Chief Examiner
State Office Building - Suite 1702
44 Hawley Street

Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
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