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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
 
December 2013

Dear School District Offi cials:

A top priority of the Offi ce of the State Comptroller is to help school district offi cials manage their 
districts effi ciently and effectively and, by so doing, provide accountability for tax dollars spent to 
support district operations. The Comptroller oversees the fi scal affairs of districts statewide, as well 
as districts’ 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 Board of Education governance. Audits also can identify strategies to reduce costs and 
to strengthen controls intended to safeguard district assets.

Following is a report of our audit of the West Valley Central School District, entitled Financial 
Management. 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 district 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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Background

Introduction

Objective

The West Valley Central School District (District) is located in the 
Towns of Ashford, East Otto, Ellicottville, Franklinville, Machias 
and Yorkshire in Cattaraugus County. The District is governed by the 
Board of Education (Board) which comprises seven elected members. 
The Board is responsible for the general management and control of 
the District’s fi nancial and educational affairs. The Superintendent 
of Schools (Superintendent) is the chief executive offi cer and is 
responsible, along with other administrative staff, for the District’s 
day-to-day management under the Board’s direction. 

There is one school in operation within the District with approximately 
300 students and 80 employees. The District’s expenditures for the 
2012-13 fi scal year were approximately $7.6 million, which were 
funded primarily with real property taxes and State aid. The current 
Superintendent and Business Offi cial began working for the District 
in July and August of 2012, respectively.

The objective of our audit was to evaluate the District’s fi nancial 
operations including the use of unexpended surplus funds1 and reserve 
funds. Our audit addressed the following related question:

• Does the Board properly manage District fi nances by preparing 
accurate, realistic budgets, and properly establish, reasonably 
fund, and properly use reserve funds?

We evaluated the Board’s management of the District’s fi nancial 
operations for the period July 1, 2009 through June 4, 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 are 
included in Appendix C of this report. 

Scope and
Methodology

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, minus appropriated 
fund balance, amounts reserved for insurance recovery and tax reduction, and 
encumbrances included in committed and assigned fund balance (post-Statement 
54).
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Comments of
District Offi cials and
Corrective Action

The results of our audit and recommendations have been discussed 
with District offi cials and their comments, which appear in 
Appendix A, have been considered in preparing this report. Except 
as specifi ed in Appendix A, District offi cials generally agreed with 
our recommendations and indicated they have initiated or planned to 
initiate corrective action. Appendix B includes our comment on an 
issue raised in the District’s response letter.

The Board has the responsibility to initiate corrective action. Pursuant 
to Section 35 of the General Municipal Law, Section 2116-a (3)(c) 
of the Education Law and Section 170.12 of the Regulations of the 
Commissioner of Education, a written corrective action plan (CAP) 
that addresses the fi ndings and recommendations in this report 
must be prepared and provided to our offi ce within 90 days, with 
a copy forwarded to the Commissioner of Education. To the extent 
practicable, implementation of the CAP must begin by the end of 
the next fi scal year. 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. The Board 
should make this plan available for public review in the District 
Clerk’s offi ce.  
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Financial Management

A school district’s fi nancial condition is a factor in determining its 
ability to provide educational services to students. The responsibility 
for accurate and effective fi nancial planning rests with the Board, the 
Superintendent, and the Business Offi cial. One of the most important 
tools for managing a district’s fi nancial operations is the budget 
process. District offi cials must ensure that budgets are prepared, 
adopted, and modifi ed in a prudent manner, accurately depicting the 
district’s fi nancial activity while also using available resources to 
ensure that the tax burden is not greater than necessary. It is essential 
that offi cials develop reasonable budgets and manage unexpended 
surplus funds responsibly and in accordance with statute. Prudent fi scal 
management also includes maintaining suffi cient balances in reserves 
to address long-term obligations or planned future expenditures. In 
doing so, district offi cials should adopt a policy governing the use 
of reserve funds and ensure that residents are fully informed of all 
reserve fund activity. 

District offi cials consistently over-estimated expenditures over 
the past four years by more than $3.8 million, which resulted in 
operating surpluses totaling $1.3 million. Therefore, the majority of 
the $2.4 million in Board-appropriated unexpended surplus funds 
was not needed to fund District operations. Because the amount of 
unexpended surplus funds that can be legally retained is limited,2  

each year since 2009 District offi cials transferred money in excess 
of this limit to various District reserve funds. As a result, reserves 
totaled more than $2.1 million as of June 30, 2013. District offi cials 
could not demonstrate a planned need for more than $1.7 million of 
the reserves. Offi cials also did not appropriately use the debt reserve 
fund, which had a balance of more than $380,000 as of June 30, 
2013. Instead, District offi cials levied real property taxes and paid 
debt service with general fund appropriations. By routinely using 
these practices, District offi cials have withheld signifi cant funds from 
productive use, levied unnecessarily high taxes, and compromised 
the transparency of District fi nances to taxpayers.

The Board is responsible for preparing and presenting the District 
budget to the public for voter approval. As part of its budget process, 
the Board is responsible for estimating expenditures and revenues 
(e.g., State aid), determining how much unexpended surplus funds 
will be available at fi scal year-end3 to balance the budget, and the 

Budgeting and Unexpended 
Surplus Funds 

2 Real Property Tax Law limits the amount of unexpended surplus funds that can 
be legally retained by District offi cials to no more than 4 percent of the next fi scal 
year’s budget.

3 Available funds which may be used to fund the ensuing year’s appropriations
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expected real property tax levy. Accurate estimates help ensure that 
the real property taxes levied are not greater than necessary.

Estimating unexpended surplus funds is an integral part of the 
budget process. Fund balance represents resources remaining from 
prior fi scal years that can be used to lower real property taxes for 
the ensuing fi scal year. When adopting the budget in May, District 
offi cials must estimate the unexpended surplus funds that will be 
available at the June 30th fi scal year end. However, by August when 
taxes are levied, offi cials are in a better position to evaluate the actual 
amount of unexpended surplus funds available to offset real property 
taxes and should adjust the budget accordingly. Districts may also 
establish reserves to restrict a portion of unexpended surplus funds 
for a specifi c purpose in compliance with statutory directives. It is 
the Board’s responsibility to continually monitor the need for all 
established reserves to ensure that the taxpayers’ best interests are 
being met. 

We compared the District’s budgeted revenues and expenditures with 
actual results of operations for the last four fi scal years and found 
that the District has overestimated expenditures by more than $3.8 
million. For example, District offi cials consistently overestimated 
certain expenditure groups including employee benefi ts by $1.1 
million; contractual expenditures4 by $957,129, instructional salaries 
by $511,868, BOCES costs by $609,113, supplies and materials by 
$275,107 and non-instructional salaries by $182,669.

Table 1: Budget Variances – Fiscal Years 2009-10 through 2012-13

Fiscal Year Budgeted 
Expenditures

Actual 
Expenditures Difference

2009-10  $8,686,678  $7,640,110 ($1,046,568)

2010-11  $8,707,554  $7,696,395 ($1,011,159)

2011-12  $8,521,156  $7,691,442 ($829,714)

2012-13  $8,609,708  $7,636,009 ($973,699)

Totals $34,525,096 $30,663,956 ($3,861,140)

District offi cials appropriated unexpended surplus funds to reduce 
the real property tax levy in each year, which should have resulted 
in planned operating defi cits each year. However, because they 
consistently overestimated expenditures, the District instead 
experienced operating surpluses during these years, with actual 
revenues exceeding actual expenditures by $1.28 million.

4 These expenditures were primarily for utilities.
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Table 2:  General Fund Operating Results and Unexpended Surplus Funds

Fiscal Year 2009-10 2010-11 2011-12 2012-13 Total

Actual Revenues $8,203,875 $8,032,042 $7,815,770  $7,892,720  $31,944,407 

Actual Expenditures $7,640,110 $7,696,395 $7,691,442  $7,636,009  $30,663,956 

Operating Surplus  $ 563,765  $ 335,647  $ 124,328 $256,711  $ 1,280,451

Appropriated to the Next Year’s Budget $565,000 $619,500 $619,500 $619,500 
 

Ending Unexpended Surplus Funds $348,302 $340,846 $377,537 $783,673 

District offi cials appropriated $619,500 of unexpended surplus in each 
of the last three fi scal years. The practice of consistently appropriating 
unexpended surplus funds not needed to fi nance operations, in effect, 
is a reservation of surplus funds that is neither regulated by statute 
nor subject to the statutory limit for unexpended surplus funds.
 
Although revenues exceeded expenditures, during this same period 
the Board still increased the real property tax levy each year from 
$2.8 million in 2009-10 to $3.2 million in 2012-13, a 12 percent 
increase. In addition, the District’s adopted 2013-14 budget includes 
a real property tax increase of 2 percent more than the amount levied 
in 2012-13. 

As a result of its unrealistic budget practices, the amount of 
unexpended surplus funds for the 2009-10, 2010-11, and 2011-12 
fi scal years would have exceeded the legally allowed limit if District 
offi cials did not transfer the surplus funds to various reserves at year-
end. For 2012-13, the District’s unexpended surplus funds were more 
than double the legally allowed limit or 9 percent of the ensuing years’ 
appropriations. Therefore, offi cials cannot assure District taxpayers 
that their best interests are being served.

Reserve funds may be established by Board action, pursuant to various 
laws, and are used to provide fi nancing only for specifi c purposes, such 
as unemployment insurance and workers’ compensation payments. 
The statutes under which reserves are established determine how they 
may be funded, expended or discontinued. Generally, school districts 
are not limited to how much money can be held in reserves. However, 
it is important that the reserve balances maintained are reasonable. 
To do otherwise (funding reserves at greater than reasonable levels) 
essentially results in real property tax levies that are higher than 
necessary. Further, reserve funds should not be merely a “parking lot” 
for excess cash or unexpended surplus funds. School districts should 
balance the desirability of accumulating reserves for future needs 
with the obligation to make sure taxpayers are not overburdened by 
these practices.

Reserves



8                OFFICE OF THE NEW YORK STATE COMPTROLLER8

A governing board that establishes and funds reserves on a regular 
basis should adopt a written policy that communicates its rationale 
for establishing the reserve, the reserve’s objectives, the optimal or 
targeted funding levels, and the conditions under which the funds’ 
assets will be used or replenished. Reserve fund transactions should 
be transparent to the public. Reserves are typically funded from 
amounts raised through the annual budget process, transfers from 
unexpended balances of existing appropriations and surplus moneys. 
Ideally, District offi cials should include in the annual budget the 
amounts they anticipate placing in reserve funds instead of routinely 
funding reserves at year-end from excess unexpended surplus funds. 

Making provisions to raise resources for reserve funds explicit 
in the proposed budget gives voters the opportunity to access the 
Board’s plan for funding reserves, which increases transparency. 
Additionally, a Board resolution is generally necessary to authorize 
reserve fund transfers when appropriations for transfers to reserves 
are not anticipated in the annual budget. Such resolutions should 
include specifi c details about the amount to be transferred and the 
reserve to be funded to help further promote transparency. 

The District’s six reserves totaled $2.1 million as of June 30, 2013, 
an increase of 15 percent since June 30, 2010. This increase resulted 
because the Board transferred surplus funds to reserves at the end 
of each fi scal year except 2012-13. District offi cials had used this 
strategy to lower unexpended surplus funds below the statutory limit, 
which is not an appropriate rationale for adding to reserves.

We analyzed the District’s reserves for reasonableness and adherence 
to statutory requirements and found that the reserve funds were 
in excess of the amounts needed for authorized purposes and not 
supported by a plan or other documentation validating the amounts 
retained. Further, while establishing resolutions were in place for the 
retirement contribution, tax certiorari, and workers’ compensation 
reserves, these resolutions did not address the rationale for establishing 
them, the objective for each, the optimal or targeted funding levels, 
and the condition under which the funds’ assets would be used or 
replenished. Moreover, there were no Board resolutions establishing 
the unemployment insurance and employee benefi t accrued liability 
reserves.5  

This lack of planning suggests that District offi cials maintained these 
reserve balances to reduce the District’s unexpended surplus funds 
below the legal limit and did not perform any analysis or identify 

5 If a debt service reserve is statutorily required no board action is necessary to 
establish it.
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future District fi scal needs. District offi cials were developing such a 
plan for these reserve funds as of the end of our fi eldwork.

Workers’ Compensation Reserve – General Municipal Law (GML) 
authorizes boards to establish this reserve to pay for workers’ 
compensation costs, related medical expenses and self-insurance 
administrative costs. At the end of any fi scal year, if the money in this 
reserve exceeds the amount needed to satisfy all existing obligations 
and pending claims, the Board may transfer the excess amount 
to certain other reserve funds or apply the excess to the budget 
appropriations of the next succeeding fi scal year.

As of June 30, 2013, the reserve’s balance of $295,509 was more 
than necessary.  The District incurred average workers’ compensation 
expenditures of approximately $34,000 over the last four fi scal years. 
The District paid these costs from general fund appropriations, 
essentially funded through the annual tax levy, rather than using the 
funds reserved for this purpose. Based on this cost level, the District’s 
current reserve balance could be used to pay workers’ compensation 
claims for approximately 8.7 years, assuming the appropriation for 
these future expenditures were consistently budgeted for and funded 
by the reserve instead of the real property tax levy. In addition, the 
reserve balance was not supported by a plan or other documentation 
validating the amounts retained.

Unemployment Insurance Reserve – GML authorizes boards to create 
this reserve to reimburse the State Unemployment Insurance Fund 
(SUIF) for payments made to claimants where the school district has 
elected to use the “benefi t reimbursement” method based on actual 
unemployment claims. At the end of any fi scal year, if the money in 
this reserve exceeds the amount required to be paid into the SUIF 
and any additional amounts required to pay all pending claims, the 
Board may elect to transfer the excess amount to certain other reserve 
funds or apply this excess to the budget appropriations of the next 
succeeding fi scal year.

As of June 30, 2013, the reserve had a reported balance of $153,608, 
which is larger than necessary. While the District incurred average 
unemployment insurance costs of approximately $14,000 since 
2009-10, District offi cials did not use reserve funds to pay these 
expenditures. Instead offi cials paid these costs from general fund 
appropriations, essentially funded through the annual real property 
tax levy, rather than using the funds reserved for this purpose. Based 
on this average cost level, the District’s current reserve balance 
would cover unemployment insurance claims for approximately 11 
years, assuming the appropriation for these future expenditures were 
consistently budgeted for and funded by the reserve instead of the real 
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property tax levy. In addition, the reserve balance was not supported 
by a plan or other documentation validating the amounts retained.

Retirement Contribution Reserve – GML authorizes the Board 
to create a retirement contribution reserve to fi nance retirement 
contributions payable to the New York State and Local Employees’ 
Retirement System. The District cannot include the cost of fi nancing 
contributions for employees covered by the New York State Teachers’ 
Retirement System. A portion of the funds in this reserve may be 
transferred to certain other reserves in accordance with statutory 
requirements.

As of June 30, 2013, the reserve had a reported balance of $461,014. 
While the District has appropriated and used approximately 
$30,000 from the reserve for the last two years, offi cials are still 
paying the majority of contributions to NYSLRS from general fund 
appropriations. Based on this usage level, the District’s current 
reserve balance would cover retirement contribution costs for the 
next 14 years. In addition, the reserve balance was not supported by a 
plan or other documentation validating the amounts retained.

Tax Certiorari Reserve – Education Law authorizes districts to 
establish a reserve fund for paying judgments and claims for tax 
certiorari proceedings. Money held in such a reserve may not exceed 
the amount which might reasonably be deemed necessary to meet 
anticipated judgments and claims arising out of such proceedings, and 
any money not used to pay judgments and claims must be returned to 
the general fund within four years of the day that they were deposited.

As of June 30, 2013, the tax certiorari reserve had a balance of 
$130,514. According to the Business Offi cial, there were no tax 
certiorari proceedings against the District in the last four or fi ve years 
and she does not anticipate any proceedings or claims over the next 
few years. Accordingly, we question why the Board is reserving any 
balance for this purpose.

Debt Service Reserve – In certain circumstances, moneys must be 
restricted for debt service. For example, proceeds from the sale of 
property must be restricted if related debt remains outstanding. In 
addition, unexpended debt proceeds and related interest earnings 
must be restricted and used to pay debt service on that debt issue or 
for related capital expenditures. Districts are not allowed to establish 
a debt reserve for any other purpose. 

As of June 30, 2013, the reserve, properly reported in the debt service 
fund, had a balance of $383,587. The Business Offi cial stated that 
the amount held in the reserve related to bonds issued in the late 
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1990s and early 2000s, which remain outstanding. Even though the 
Board-adopted budget included a transfer from the debt service fund 
of $65,000 annually, District offi cials did not make any transfers 
or pay debt service payments from this reserve. Rather, the budget 
included the entire amount of annual debt service costs6 in general 
fund appropriations and levied taxes to fund all but the $65,000. 
Funds held appropriately in the debt service fund must be used to 
retire the related outstanding debt.

Employee Benefi t Accrued Liability Reserve – GML requires that 
this reserve be used only for the cash payment of accrued and unused 
sick, vacation and certain other accrued but unused leave time earned 
by employees, as well as expenses related to the administration of the 
reserve. To be funded from this reserve, the accrued and non-liquidated 
benefi ts must be due and payable to the employee upon separation of 
service, as authorized by contract or collective bargaining agreement. 
The Board is responsible for ensuring that the balance in this reserve 
is appropriate, and the basis of funding is adequately supported by 
the monetary value of accrued leave time due as cash payments to 
employees upon separation from service.

Although this reserve had a balance of approximately $723,700 as of 
June 30, 2013, District offi cials provided supporting documentation 
for only $505,000. However, this amount included approximately 
$502,800 for sick and vacation leave that was accrued by employees 
who were ineligible for payments or had not met the requirements to 
receive payments. As a result, this reserve was over-funded by more 
than $720,000.

By maintaining excessive and/or unnecessary reserves combined 
with ongoing budgeting practices that repeatedly generated operating 
surpluses, the Board and District offi cials essentially retained 
signifi cant excess funds. As a result, the District’s real property taxes 
were unnecessarily high and fi nancial transparency to the taxpayers 
was diminished.

1. The Board and District offi cials should develop realistic estimates 
for expenditures and unexpended surplus funds when preparing 
the annual budget.

2. District offi cials should include the planned funding and use 
of all reserves in their annually adopted budget plan to provide 
increased transparency for the District’s voters.

3. District offi cials should develop and implement comprehensive 
policies for establishing and using reserve funds that include 

6 Serial bond debt service costs for 2012-13 were approximately $773,000.

Recommendations
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optimal or targeted funding levels and the conditions under which 
the funds will be used or replenished.

4. The Board should adopt resolutions identifying specifi c amounts 
to be transferred into specifi c reserve funds, when establishing or 
funding them.

5. The Board and District offi cials should review all reserves at 
least annually to determine if the amounts reserved are necessary, 
reasonable, and in compliance with statutory requirements.

6. The Board should determine whether the unemployment insurance 
and employee benefi t accrued liability reserves are necessary 
and if so, should adopt resolutions properly establishing them in 
accordance with statutory requirements.

7. District offi cials should develop and implement a plan for using 
the reserve fund surplus balances identifi ed in this report in a 
manner that benefi ts District taxpayers. 
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APPENDIX A

RESPONSE FROM DISTRICT OFFICIALS

The District offi cials’ response to this audit can be found on the following pages.  
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See
Note 1
Page 19
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Note 1

Table 1 on page 6 of our report (page 7 in the draft report) was included to show the major cause of 
the annual operating surpluses. Each year District offi cials used a portion of the cumulative surplus 
toward the ensuing year’s budget, which would lower the real property tax levy. If the surplus was 
actually used during the ensuing year, an operating defi cit, rather than a surplus, would have resulted 
and the District’s unexpended surplus would have been reduced. We understand that the District does 
not want to repeat past practices by depleting the unexpended surplus. However, District offi cials 
should develop realistic expenditure estimates and utilize unexpended surplus funds in a manner that 
best serves the District and its taxpayers when preparing the annual budget.

APPENDIX B

OSC COMMENT ON THE DISTRICT’S RESPONSE 
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

Our overall goal was to assess the adequacy of the internal controls put in place by offi cials to 
safeguard District 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, cafeteria operations, transportation and information technology. During our initial assessment, 
we interviewed appropriate District offi cials, performed limited tests of transactions and reviewed 
pertinent documents such as District policies, Board minutes and fi nancial records and reports.

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

• We interviewed District offi cials to gain an understanding of the processes and procedures in 
place over the District’s fi nancial management.

• We reviewed ST-3 reports as submitted to the Offi ce of the State Comptroller to document 
unexpended surplus funds, reserve funds, revenues and expenditures. We also compared the 
amounts reported in the District’s externally audited fi nancial statements with bank statements, 
general ledgers, journals and other source documents to verify reliability.

• We reviewed the real property tax warrants, receipts and levy increases.

• We compared unexpended surplus funds to the ensuing year’s appropriations to determine if 
the District was within the statutory limit.

• We reviewed Board minutes, resolutions and other documentation to determine that reserve 
funds were created, funded and expended properly; liabilities were properly recorded and 
transfers to the debt service fund were appropriate.

• We performed budget-to-actual comparisons of revenues and expenditures to determine if there 
were operating surpluses or defi cits and whether the budgets were realistic and supported.

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

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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

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