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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
February 2014

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 Scio, entitled Highway Fund Financial Condition 
and 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 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 Scio (Town) is located in Allegany County and has approximately 1,800 residents. The 
Town provides various services to its residents including road maintenance, snow and ice removal 
and general government support. The Town’s 2013 budget appropriations totaled approximately $1 
million for the general ($280,000) and highway ($730,000) funds, which were funded primarily with 
real property taxes and State aid. 

The elected fi ve-member Town Board (Board) is the legislative body responsible for managing 
Town operations, including establishing internal controls over fi nancial operations to maintain sound 
fi nancial condition. The Town Supervisor (Supervisor) is a member of the Board and serves as the 
Town’s chief executive and chief fi scal offi cer. 

Scope and Objective

The objective of our audit was to review the Town’s fi nancial operations for the period January 1, 
2012 through August 12, 2013. We extended our scope back to January 1, 2008 to analyze the highway 
fund’s fi nancial condition. Our audit addressed the following related questions:

• Did Town offi cials adopt reasonable budgets and adequately monitor the highway fund to 
ensure fi scal stability?

• Did the Supervisor maintain complete and accurate accounting records and reports to allow the 
Board to monitor the Town's fi nancial operations?

Audit Results

The highway fund incurred a signifi cant operating defi cit in 2011 totaling more than $180,000, which 
resulted in defi cit unexpended funds.1 The operating defi cit was caused by substantial storm-related 
expenditures for which reimbursement was not received from the Federal Emergency Management 
Agency (FEMA) until 2012. Additional storm-related projects2 were initiated in 2012 for which no 

1 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).

2 Storm damage projects initiated in 2011 and 2012 included road surface washouts, ditch erosion and culvert damage.
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reimbursements from FEMA or the State Emergency Management Offi ce were received. Town offi cials 
issued revenue anticipation notes totaling $260,000 to provide the cash necessary to fi nance these 
projects. The general fund also made interfund loans, totaling more than $101,000, to the highway 
fund to fi nance highway operations as of December 31, 2012, which were not repaid by the end of the 
year as required by statute. Further, Town offi cials did not develop detailed repair cost estimates and 
a plan to fi nance the 2012 projects prior to initiating them to ensure that adequate resources would 
be available as expenditures were incurred. As a result, any costs borne by the Town that are not 
reimbursed must now be fi nanced through Town operations.

The Supervisor did not ensure that timely and accurate accounting records were maintained. The 
accounting records were incomplete and included inaccuracies that hindered fi ling the 2012 annual 
update document with the Offi ce of the State Comptroller. As a result, the Board did not receive all 
the fi nancial information it needed to effectively monitor the Town’s fi nancial operations. Finally, the 
Board did not ensure that audits of the records of all offi cials who receive and disburse Town funds 
were conducted and properly documented.

Comments of Town 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 
generally agreed with our recommendations and indicated that they plan to initiate corrective action.
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Background

Introduction

Objective

Scope and
Methodology

The Town of Scio (Town) is located in Allegany County, covers 
approximately 35 square miles and has approximately 1,800 residents. 
The Town provides various services for its residents including road 
maintenance, snow and ice removal and general government support. 
The Town’s 2013 budgeted appropriations totaled approximately $1 
million for the general ($280,000) and highway ($730,000) funds, 
which were funded primarily with real property taxes and State aid. 
The Town was signifi cantly impacted fi nancially by a fl ood in 2011 
and received Federal Emergency Management Aid (FEMA) for the 
fl ood in 2012.

The elected fi ve-member Town Board (Board) is the legislative body 
responsible for managing Town operations, including establishing 
internal controls over fi nancial operations to maintain sound fi nancial 
condition. The Town Supervisor (Supervisor) is a member of the 
Board and serves as the Town’s chief executive and chief fi scal 
offi cer. The Supervisor is responsible for receiving, disbursing and 
maintaining custody of Town money; maintaining accounting records 
and preparing fi nancial reports. A bookkeeper assists the Supervisor 
with maintaining the Town’s accounting records. 

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

• Did Town offi cials adopt reasonable budgets and adequately 
monitor the highway fund to ensure fi scal stability?

• Did the Supervisor maintain complete and accurate accounting 
records and reports to allow the Board to monitor the Town’s 
fi nancial operations?

We examined the Town’s fi nancial operations for the period January 
1, 2012 through August 12, 2013. We extended our scope back to 
January 1, 2008 to analyze the highway fund’s fi nancial condition.

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 offi cials, and their comments, which appear in Appendix 
A, have been considered in preparing this report. Town offi cials 

Comments of
Town Offi cials and
Corrective Action
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generally agreed with our recommendations and indicated that they 
plan 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 Town 
Clerk’s offi ce. 
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Highway Fund Financial Condition

The Board is responsible for making sound fi nancial decisions that 
are in the best interest of the Town and the taxpayers who fund its 
operations. This responsibility requires the Board to balance the level 
of services desired and expected by Town residents with the ability 
and willingness of the residents to pay for such services. Therefore, 
it is essential that the Board routinely monitor fi nancial operations, 
adopt reasonable budgets and take appropriate action to maintain the 
Town’s fi nancial stability. The Board should develop a comprehensive 
plan to help manage the large amounts of fi nancial resources required 
for capital projects. Additionally, towns are authorized by statute to 
make temporary interfund loans from one fund to another; however, 
these loans must be repaid no later than the close of the fi scal year in 
which they are made and should be reconciled at year-end.

Although normal operating budget estimates appeared reasonable, the 
highway fund incurred a signifi cant operating defi cit totaling more 
than $180,000 in 2011 that resulted in defi cit unexpended funds, as 
shown in Table 1.3 

Table 1: Highway Fund – Operating Results and Fund Balancea

2008 2009 2010 2011

Beginning Fund Balance $28,390 $6,721 $20,821 $24,593

Revenues $473,568 $482,198 $497,920 $495,239

Expenditures $495,237 $468,098 $494,148 $675,631

Operating Surplus/(Deficit) ($21,669) $14,100 $3,772 ($180,392)

Total Unexpended Funds $6,721 $20,821 $24,593 ($155,799)

a The Governmental Accounting Standards Board (GASB) issued Statement 54, which replaces the fund balance 
classifications of reserved and unreserved with new classifications: nonspendable, restricted and unrestricted 
(comprising committed, assigned and unassigned funds). The requirements of Statement 54 are effective for 
fiscal years ending June 30, 2011 and beyond. To ease comparability between fiscal 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 classified as unreserved, unappropriated (prior to Statement 54) and is now classified as 
unrestricted, less any amounts appropriated for the ensuing year’s budget (after Statement 54).

The signifi cant operating defi cit in 2011 was caused by substantial 
storm-related expenditures for which reimbursement was not 
received from the Federal Emergency Management Agency (FEMA) 
until 2012. Further, additional storm-related projects4 were initiated 

3 As of November 20, 2013, the 2012 annual report was not fi led with the Offi ce 
of the State Comptroller (OSC) and the Supervisor was still fi nalizing account 
balances because the accounting records were in poor condition (See Records 
and Reports). Therefore 2012 operating results and fund balance information was 
unavailable for comparison. 

4 Storm damage included road surface washouts, ditch erosion and culvert damage.
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in 2012 for which no reimbursements from FEMA or the State 
Emergency Management Offi ce (SEMO) were received. As of 
August 12, 2013, all storm-related expenditures totaled more than 
$690,000. Although the Town budgeted to receive $252,000 in 
Federal and State reimbursements during 2013, the Town’s SEMO 
disaster assistance representative stated that the Town is not likely to 
receive any signifi cant reimbursement by the end of 2013.

Financing Highway Operations – To provide the cash necessary 
to fi nance the storm-related projects, the Town issued a revenue 
anticipation note (RAN) for $60,000 in December 2011, which 
was redeemed in February 2012.  The Town issued another RAN 
for $200,000 in October 2012, which matured in March 2013. The 
Supervisor stated that the Town will need to issue additional cash-fl ow 
debt if a substantial portion of the Federal and State reimbursements 
are not received.

Additionally, the general fund made interfund loans to the highway 
fund to fi nance highway operations. The Town’s 2011 annual report 
included an interfund liability of $124,157 as of December 31, 2011. 
During 2012 the general fund loaned the highway fund an additional 
$32,500. While the highway fund repaid $55,000 of these loans, it 
still owed $101,657 to the general fund as of December 31, 2012. 
The Supervisor indicated that his analysis identifi ed $82,500 as the 
amount owed to the general fund at the end of 2012. However, because 
the Supervisor’s accounting records were unreliable and the required 
2012 annual update document (AUD) was not fi led with Offi ce of 
the State Comptroller (OSC) (See Records and Reports section), no 
documentation was available to support his assertion. Further, these 
interfund loans were not repaid by the end of the year as required by 
statute.

Comprehensive Plan – The storm damage repair work performed 
in 2011 was initiated soon after the damage occurred. The need 
to expedite repairs did not allow Town offi cials adequate time to 
develop a comprehensive fi nancial plan to fi nance these expenditures. 
However, the repair work performed in 2012 was initiated well after 
the storm occurred. The Board and Highway Superintendent did not 
develop detailed project cost estimates, after consulting with FEMA 
and SEMO representatives, nor a plan to fi nance these projects 
ensuring that adequate resources would be available as expenditures 
were incurred. 

Because any capital indebtedness issued to fi nance such costs must 
be authorized prior to expenditures being incurred, any costs borne 
by the Town that are not reimbursed must now be fi nanced through 
Town operations. Had the Board developed a comprehensive plan 
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before the 2012 projects were initiated and identifi ed that certain 
estimated project costs might not be reimbursable, it likely could have 
authorized bonds to ensure that these projects would proceed and that 
an appropriate means of fi nancing would be available, if needed. 
This also would have minimized any negative fi nancial impact these 
projects had on the highway fund and other Town operations. 

1. The Board should ensure that a comprehensive plan is developed 
for future capital projects, which includes detailed cost estimates 
and the extent to which fi nancing through the issuance of short- 
and long-term indebtedness is necessary prior to authorizing each 
project.

2. The Board should develop a plan to repay the interfund loans to the 
general fund and address any defi cit that remains in the highway 
fund after all Federal and State reimbursements are appropriately 
accounted for.

Recommendations
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Records and Reports

The Town’s fi nancial data must be complete, accurate and current 
to effectively manage Town operations. Local governments must 
account for money received and disbursed through separate funds, 
each of which is a fi scal and accounting entity with a self-balancing 
set of accounts. The Supervisor, as chief fi scal offi cer, is responsible 
for performing basic accounting functions including maintaining 
accounting records, providing monthly fi nancial reports to the Board 
and fi ling the AUD with OSC within 60 days of its fi scal year end.5  
Additionally, the Board is required to annually audit the fi nancial 
records of all Town offi cials who receive or disburse money.

The Supervisor did not ensure that timely and accurate accounting 
records were maintained. The accounting records were incomplete 
and included inaccuracies that hindered fi ling the 2012 AUD. As a 
result, the Board did not receive all the fi nancial information it needed 
to effectively monitor the Town’s fi nancial operations. Additionally, 
the Board did not ensure that audits of the records of all offi cials 
who receive and disburse Town funds were conducted and properly 
documented.

The Supervisor is responsible for maintaining adequate accounting 
records that allow for periodic and annual reports to be provided to 
the Board for its review. An adequate accounting system consists of 
journals, ledgers and other fi nancial records that document each fund’s 
transactions and account balances in a timely manner. In addition, 
the Supervisor must perform monthly bank-to-book reconciliations 
to ensure the timely identifi cation and documentation of differences 
between the accounting records and bank balances. If the Supervisor 
assigns these duties to a bookkeeper, he should provide suffi cient 
oversight to ensure the bookkeeper’s reconciliations and records are 
reliable.

Although the bookkeeper maintained a general ledger, the accounts 
were not segregated by fund. Therefore, fi nancial activity related to 
the general, highway, water and light district funds was commingled, 
which made analysis of each fund’s fi nancial condition diffi cult. 
Because not all Town funds represented the same tax bases, there is 
an even greater need to ensure each fund’s integrity by accounting for 
each fund individually. We found that the Town’s accounting records 
were incomplete and could not be relied upon because they were not 
organized appropriately and contained numerous accounting errors. 

Accounting Records

5 The Town may request a 30 day extension. 
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These factors, along with the Supervisor’s failure to provide suffi cient 
oversight over the bookkeeper’s performance, contributed to the 
Supervisor’s inability to perform proper monthly reconciliations 
needed to ensure the records’ accuracy. 

Our review of the accounting records identifi ed a number of errors, 
including the manner in which long- and short-term debt, payroll and 
interfund borrowing were accounted for. These errors resulted in an 
inaccurate representation of the Town’s fi nancial activity and fi nancial 
condition. According to the Supervisor, Town offi cials rely on each 
fund’s cash balance to determine its fi nancial position. However, 
due to inaccurate accounting for RANs and interfund borrowings, 
the cash balances alone did not show a true depiction of each fund’s 
fi nancial condition. 
  
Due to the condition of the records, we reviewed the Town’s bank 
statement activity and compared it with the accounting records to 
determine whether receipts and disbursements were properly recorded 
and found the following:

• RAN proceeds ($200,000) were not recorded in the accounting 
records and a RAN repayment ($60,000) was accounted for 
as an expenditure instead of a reduction of the related RAN 
liability. 

• Serial bond proceeds totaling $100,000 to purchase a highway 
truck and the related truck expenditures were recorded in the 
highway fund instead of the capital projects fund. 

• Payroll and payroll-related expenditures were not recorded 
accurately. For example, the bookkeeper’s records indicated 
that the Highway Superintendent’s salary was only $40,011, 
but he was actually paid $41,200.

  
• Justice Court revenues were understated by $1,975 in 2012 

and overstated by $7,393 in 2011 due to not properly recording 
all the Court’s banking activity.

• Interfund liabilities were not recorded properly. For example, 
the $6,891 repayment of an interfund loan from the water 
district fund to the general fund was recorded as miscellaneous 
revenue in the general fund and an expenditure in the water 
district fund instead of as a reduction of the amount owed to 
the general fund.

 
The Supervisor’s failure to ensure that accurate fi nancial records 
were maintained limits Town offi cials’ ability to identify and correct 
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errors and irregularities. In addition, the Supervisor cannot provide 
accurate fi nancial reports to the Board that are necessary for it to 
make informed fi nancial decisions. Lack of accurate fi nancial records 
also increases the risk of loss or unauthorized use of Town funds.  

It is essential that the Board ensure that the information in the fi nancial 
management system is up-to-date and accurate and that reports are 
prepared in a timely manner so that it can effectively exercise its 
oversight responsibility. Detailed fi nancial reports provide essential 
fi nancial information and enhance the Board’s ability to oversee 
fi nancial activities and monitor the Town’s budget. The monthly 
fi nancial reports the Supervisor submits to the Board are required to 
include all receipts and disbursements. To be more useful to the Board, 
these reports should also include cash balances and a comparison of 
budget-to-actual results of operations. 

The Supervisor did not prepare and submit to the Board the required 
detailed statement of all money he received and disbursed during each 
month.6  In addition, the Board did not receive any type of budget-to-
actual comparison on a timely basis nor did the Supervisor provide 
the Board with a list of reconciled bank account balances. As a result, 
the Board did not have the information necessary to make informed 
fi nancial decisions about Town operations.

The Town is required to annually complete and fi le with OSC a 
detailed report of all fi nancial activity for the preceding year. This 
report, known as the AUD, provides the Board, OSC and Town 
residents with a tool for monitoring fi nancial operations. The AUD is 
a summary of the Town’s annual fi nancial information which should 
contain detailed account balances and the fi nancial activity for the 
preceding year that agrees with and is supported by the accounting 
records. 

As a result of the Town’s incomplete accounting records, as of 
November 20, 2013, the Supervisor was still in the process of 
preparing the AUD for 2012. Without timely annual fi nancial reports, 
it is diffi cult for the Board to monitor the Town’s fi nancial operations 
or for Town offi cials to make prudent fi nancial decisions.

Town Law requires that the Board annually audit, or have an 
independent public accountant audit, the records and reports 
maintained by the Supervisor and all other Town offi cials who receive 
and disburse Town funds. Annual audits help Town offi cials ensure that 
the fi nancial transactions are properly recorded and reported and that 
all money is properly accounted for. Additionally, while conducting 

Supervisor’s Reports

6 As required by Town Law

Annual Update Document 
Filing 

Annual Audits 
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its audit, Board members should verify that records are accurate and 
up-to-date and that bank accounts are properly reconciled and agree 
with the accounting records. 

Although the Supervisor stated that the Board audited the Town 
Clerk’s records monthly and the Justice Court records for 2012, there 
was no documentation to substantiate his assertion. Our review of 
the Board minutes did not fi nd indications that audits of any Town 
offi cials’ records were conducted, including the Supervisor’s records. 

The Board’s failure to conduct annual audits of Town offi cials’ records 
precluded it from having assurance that all the Town’s fi nancial 
resources were properly accounted for. Had the Board performed 
annual audits, it would likely have identifi ed the inadequate accounting 
records, lack of reconciliations and other defi ciencies found during 
our audit in a timely manner and could have implemented corrective 
action.

3. The Supervisor should provide suffi cient oversight of the 
bookkeeper’s performance to ensure that the Town’s accounting 
records are complete, accurate and maintained in a timely manner.

4. The Supervisor should fi le the required annual fi nancial report 
and ensure that it is fully supported by the accounting records.

5. The Supervisor should provide the Board with a monthly report 
including all receipts and disbursements, cash balances and 
budgetary status information.

6. The Board should conduct annual audits of the fi nancial records 
of all offi cials who receive or disburse Town funds and document 
the results of its audits in the minutes.  To assist in the performance 
of its audit function, the Board should review our publication 
entitled Fiscal Oversight Responsibilities of the Governing 
Board.7 

Recommendations

7 Available on our website – www.osc.state.ny.us/localgov/pubs/lgmg/fi scal_
oversight.pdf
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APPENDIX A

RESPONSE FROM TOWN OFFICIALS

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

The Town’s response letter refers to an attachment that supports the response letter. Because the 
Town’s response letter provides suffi cient detail of its actions, we did not include the attachment in 
Appendix A.
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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 offi cials 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: fi nancial condition, cash receipts and disbursements, payroll and 
personal services, Town Clerk and Justice Court activities.

During our initial assessment, we interviewed Town offi cials, performed limited tests of transactions 
and reviewed pertinent documents such as Town policies and fi nancial records and reports. We 
interviewed Town offi cials and reviewed Board minutes to obtain an understanding of the internal 
controls over the Town’s fi nancial operations.

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 the highway fund’s fi nancial condition and records and reports 
for further audit testing. To accomplish our objective and obtain valid and relevant audit evidence, our 
procedures included the following:

Highway Fund Financial Condition

• We reviewed the Town’s general ledger, cash receipts journal and real property and sales tax 
receipts to determine total highway fund revenue for 2012.

• We reviewed the Town’s general ledger, cash disbursements journal, abstracts and vouchers to 
determine total highway fund expenditures for 2012.

• We performed additional fi nancial analysis of the highway fund’s fi nancial condition.

• We performed budget-to-actual comparisons of revenues and expenditures and made inquiries 
of Town and SEMO offi cials to determine what caused the highway fund’s operating surpluses 
and defi cits and if they had a plan to address the highway fund’s fi nancial condition concerns.

Records and Reports

• We compared all 2012 accounting records to reconciled bank statements to confi rm their 
reliability. 

• We compared all 2012 general and subsidiary ledger account activity to bank statement activity 
to determine whether receipts and disbursements were accurately recorded.

• We interviewed Town offi cials and documented the reasons why the 2012 AUD was not fi led. 
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We conducted this performance audit in accordance with 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 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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