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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

January 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 Friendship entitled 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 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

OFFice oF THE NEw York STATE COMPTROLLER




Introduction

Background

Objective

Scope and
Methodology

Comments of
Local Officials and
Corrective Action

The Town of Friendship (Town) is located in Allegany County, which
borders Pennsylvania and has a population of approximately 2,000.
The Town provides the following services to its residents: street
maintenance; snow removal; water distribution; sewage collection,
treatment and disposal; as well as general government administration.
The Town is governed by an elected Town Board (Board) composed
of a Town Supervisor and four council members, responsible for the
general oversight of Town operations. The Town Supervisor is the
chief executive and chief fiscal officer of the Town.

The Superintendent of Public Works is responsible for the Town’s
water, sewer and sidewalk operations. The Town’s water system has
585 metered customers that are billed quarterly for water use. Water
meters are periodically read by Town employees for billing purposes.
Budgeted water fund appropriations for the 2013 fiscal year totaled
$193,8109.

The objective of our audit was to determine if Town officials are
adequately monitoring water loss and addressed the following related
question:

» Have Town officials taken adequate steps to control water
loss?

We examined the Town’s water operations records and reports for the
period January 1, 2012 through August 12, 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 have
taken or plan to take corrective action.

The Board has the responsibility to initiate corrective action. A
written corrective action plan (CAP) that addresses the findings and
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
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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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Water Accountability

Water loss can be defined as the difference between the amount of
water produced and the amount of water billed to customers or used for
a municipal purpose over a given period of time. Town officials have
a responsibility to control water operation costs. In order to fulfill this
responsibility, it is essential that officials periodically compare water
produced with water billed and used for routine municipal purposes
to determine if there is a significant amount of unaccounted for water
or water loss. If significant, Town officials should attempt to identify
whether the difference is caused by recordkeeping errors, leaks, theft
and/or malfunctioning meters.

To assist in identifying and controlling water loss, the Federal
Environmental Protection Agency (EPA), in conjunction with
the American Water Works Association (AWWA) recommends
the implementation of a Water Loss Control Program (WLCP).
Components of a WLCP include a water audit, intervention and
evaluation. The water audit is an assessment of the distribution,
metering, and accounting operations of the water utility and is used
to identify potential causes of water loss and possible strategies
for improvements in the delivery system. The intervention process
implements the strategies for improving water accountability, while
the evaluation function consists of assessing the effectiveness of
the changes made as a result of the water audit. In effect, because
the Town incurs costs in producing water, any loss is a production
expense for which no revenue is generated.

Neither the Board nor the DPW Superintendent has taken adequate
steps to identify and reduce the amount of water loss within the Town’s
system. Town officials failed to periodically compare the amount of
water produced with the amount billed for, and were not aware of the
extent of water loss until we brought it to their attention.

We compared water production reports with water billing registers
for six consecutive quarters® and found that the Town’s water loss
over that period totaled approximately 63 percent of water produced.
Water loss was more than 57 million gallons over the six quarters,
or an average of 9.5 million gallons per quarter. The cost to produce
this water for the period totaled approximately $176,000.2 The

! Starting with the March 31, 2012 billing quarter through the June 30, 2013 billing
quarter

2 Treatment costs for 2012 were $189,090 for 61,529,950 gallons produced;
treatment costs for the period January 1, 2012 to June 30, 2013 were estimated
based on 2012 costs (57.2 /61.5 million gallons)*$189,090.
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Recommendations

DPW Superintendent believes this loss was caused by old water
meters in need of calibration, unmetered usage (both authorized
and unauthorized) and leaks in the reservoir. Town officials could
not produce any documentation from which we could determine the
amount of municipal water usage, such as the Fire Department’s use
of Town water to extinguish fires and flush fire hydrants. They also
did not have any documentation to approximate the gallons of water
that leaked from the reservoir on a daily basis.

Estimated readings and apparently low meter readings may be an
indication that some meters are not functioning properly, and that
the Town is under-billing for usage, resulting in less revenue. We
reviewed reported water consumption for the quarter ending June 30,
2013 and found that 53 of the 585 billed accounts indicated no water
usage, while 238 accounts reported usage (likely estimated) equal to
or less than the Town’s minimum billing amount of 7,480 gallons,?
indicating potentially inaccurate or inaccessible meters. Therefore,
at least half of the Town’s 585 water accounts may be generating
no or inaccurate meter readings. The Supervisor agreed with our
findings that about half of the meters needed to be replaced, and as
of the completion of our fieldwork was seeking estimates for needed
replacements.

Town officials should determine the causes for water loss and take
steps to reduce the amount to improve the efficiency of their water
distribution system, enhance the financial health of the Town’s water
fund, and preserve water resources.

1. Town officials should implement procedures to determine the
causes of water loss and take steps to address the causes as they
are identified.

2. Town officials should periodically reconcile water produced to the
amount of water billed and otherwise accounted for to determine
if significant losses are occurring.

3. Town officials should estimate consumption for municipal usage
such as for hydrant flushing and firefighting.

3 According to the United States Geological Survey, per capita public supplied
domestic water use is 97 gallons per day in New York State for 2005 or
approximately 8,800 gallons per quarter.
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APPENDIX A

RESPONSE FROM LOCAL OFFICIALS

The local officials’ response to this audit can be found on the following pages.
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TOWN OF FRIENDSHIP

AUDIT RESPONSE

Town of Friendship officials were not aware of the tremendous volume of water lost and
cannot refute the numbers established by the NYS State Comptroller's auditors as the
Town has had no procedures in place to measure actual water accountability. A review
of Town records found documentation that the last time a water accountability study was
done took place in the year 1978.

Town officials had not been made aware of the leak in the reservoir and upon
notification by the auditors, questioned the DPW Superintendent and the Assistant DPW
Superintendent about the leak. They advised that the leak was not that bad, that there
are a lot of springs in the area of the reservoir and perhaps the auditors mistook the
water running down the hillside as a leak in the reservoir. They also advised that the
reservoir had been leaking for over 20 years. The DPW Superintendent undertook a
review of water loss and identified the following: 1) When the reservoir is cleaned once
a year, it is emptied down to two feet of water so the bottom can be cleaned. He
estimates that 336,000 gallons of water are emptied from the reservoir; 2) When
hydrants are flushed, they are opened for approximately 6-7 hours and this also accounts
for loss of water and lack of accountability; 3) There is a blow-off on Moss Brook
Road (November 1st through May 1st due to a shallow 4” water main), which accounts
for a loss of approximately 10,000 gallons per day; 4) There are eleven locations that
do not have water meters to account for usage; 5) There are 593 water meters in the
Town, 36 which are currently not working.

The Town Supervisor had reviewed water revenues as soon as the 2012 year-end reports
were received because revenues had been down and began looking into Department of
Public Works procedures, which included meter readings, non-working meters,
minimum charges, estimated water bills, hydrant flushing and accounting. New meters
were ordered to replace non-working meters; minimum water charges were not
consistent and thus, not fair, for all water users, and have been changed; some meter
readers were not working and the DPW Superintendent was asked to look at them to see
if they could be fixed or replaced. The water meters the Town is currently using are no
longer being manufactured and the DPW Superintendent was asked to find out how
many the company had in stock so that the Town could purchase enough of them to
replace any broken water meters. The company located 19 meters and they were
purchased in February, 2013. The DPW Superintendent was asked to research what
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water meters were currently being used in the marketplace and to set up a presentation
for the Town Board identifying types of meters available and costs associated with a
program to initiate the changeover.

When the auditors reported that the Town was dealing with major water loss, not just
due to lack of sufficient metering but due to a major leak in the Town's reservoir, Town
officials realized they would have to amend their five year plan to address this situation.

It is unfortunate that a plan was never developed by the Town to address the
maintenance and any required upgrades to the water /sewer infrastructure. The cost
for the Town would have been far less if this issue had been addressed over time.

o ] — Jo- 1Y
James B. Blouvet Date
Town Supervisor
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

Our overall goal was to assess the adequacy of the internal controls put in place by officials to safeguard
Town assets. 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. Our initial assessment included evaluations
of the following areas: financial management, cash receipts and disbursements, purchasing, payroll
and personal services, water operations and information technology systems.

During the initial assessment, we interviewed appropriate Town officials, performed limited tests
of transactions, and reviewed pertinent documents, such as Board minutes, financial 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 water operations for further audit testing.

To accomplish our objective, we interviewed Town officials, reviewed policies and procedures, and
reviewed reports of water treated, reservoir levels, and meter readings for the period January 1, 2012
through August 12, 2013.

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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