
DIVISION OF LOCAL GOVERNMENT 
& SCHOOL ACCOUNTABILITY

O F F I C E  O F  T H E  N E W  Y O R K  S T A T E  C O M P T R O L L E R

Report of  Examination
Period Covered:

January 1, 2013 – January 15, 2016

2016M-147

Chautauqua County
Investments and Payroll

Thomas P. DiNapoli



   
 Page

AUTHORITY  LETTER 1

EXECUTIVE SUMMARY 2

INTRODUCTION 4 
 Background 4 
 Objectives 5
 Scope and Methodology 5 
 Comments of County Offi cials and Corrective Action 5 

INVESTMENTS  6 
 Investment Portfolio 6
 Legality 8
 Safety and Liquidity 8
 Recommendations 12

SALARIES AND FRINGE BENEFIT PAYMENTS 14
 Annual Salary 14
 Fringe Benefi t Payments 15
 Recommendations 16

APPENDIX  A Response From County Offi cials 17 
APPENDIX  B OSC Comments on the County’s Response 26
APPENDIX  C Audit Methodology and Standards 29 
APPENDIX  D How to Obtain Additional Copies of the Report 31 
APPENDIX  E Local Regional Offi ce Listing 32 

Table of Contents



11DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
December 2016

Dear County 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 County Legislature 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 Chautauqua County, entitled Investments and Payroll. 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 New York State 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

Chautauqua County (County) has a population of approximately 135,000 residents and includes two 
cities, 27 towns and 15 villages. The County Legislature (Legislature) is composed of 19 members 
and is responsible for adopting policies and procedures. The County Executive serves as the chief 
executive offi cer, responsible for the administration of County affairs. The County provides various 
services to its residents, including public safety, public health, social services and public works. For 
the 2015 fi scal year, the County’s adopted budget totaled $229 million.1 

Scope and Objectives

The objectives of our audit were to review the County’s investment program and salaries and fringe 
benefi t payments for the period January 1, 2013 through January 15, 2016. We extended our scope 
period back to January 1, 2011 to include certain aspects of the investment program. Our audit 
addressed the following related questions:

• Did the Director of Finance invest funds in accordance with the adopted investment policy and 
statutory requirements?

• Were salary and related fringe benefi t payments to elected offi cials and management employees 
accurate and permitted?

Audit Results

The Director of Finance (Director) did not always invest funds in accordance with the County’s adopted 
investment policy or General Municipal Law (GML). The Director’s investment practices did not 
adequately align with the four primary objectives of the investment policy (legality, safety, liquidity 
and yield) but instead sacrifi ced legality, safety and liquidity for potential higher yields. Furthermore, 
the Director2 invested funds in securities that were not permitted by the investment policy or GML. 
The County also incurred losses on the sale of certain investments. We question whether it was prudent 
or consistent with GML and the County’s policy, as an investment strategy, to have purchased and then 
sold the obligations which exposed the County to market risk, rather than holding them until maturity. 

GML and the County’s policy require that obligations purchased as investments be “payable or 
redeemable” at the County’s option within the times the proceeds of the obligations purchased are 

____________________
1 This amount includes the appropriations for the general, highway and road machinery funds.
2 Seven of these were purchased by the prior Director.
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needed for the purposes for which the invested funds were raised. In the case of general fund money, 
the investment term should generally be less than one year. This requirement is intended to limit the 
municipality’s exposure to market and liquidity risk and help ensure the municipality will not be forced 
to sell the investment in the open market when money is needed, possibly at a loss. An increase in 
interest rates would likely result in a decline in the market value of certain investments. In the current 
market environment, if not held until maturity, the County could end up selling certain securities at 
a loss if it needed cash to fi nance current expenditures. In that case, the County could have less cash 
available to fund current expenditures, and the Legislature could be forced to raise taxes. 

Salary payments to elected offi cials and management employees were not accurately calculated. We 
found that the County overpaid 23 elected offi cials and 94 management employees approximately 
$26,400 in 2015. Absent corrective action, the County will likely overpay them an estimated $27,000 
in the 2016 fi scal year. These overpayments occurred because County offi cials did not properly 
calculate biweekly gross wages and compensated these offi cials and employees for one day of pay in 
excess of their approved salary amounts. In addition, three elected offi cials should not have been paid 
for vacation leave totaling $14,875. Because elected offi cials are not required to adhere to fi xed work 
hours set by formal attendance rules and are not limited to the period and amount of time spent away 
from work, there is no basis for elected offi cials to accrue and be paid for vacation leave. 

Comments of County Offi cials

The results of our audit and recommendations have been discussed with County offi cials, and their 
comments, which appear in Appendix A, have been considered in preparing this report. County offi cials 
disagreed with certain aspects of our fi ndings and recommendations but indicated they planned to 
initiate some corrective action. Appendix B includes our comments on issues raised in the County’s 
response. 
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Background

Introduction

Chautauqua County (County) has a population of approximately 
135,000 residents and includes two cities, 27 towns and 15 villages. 
The County Legislature (Legislature) is composed of 19 members 
and is responsible for adopting policies and procedures. The County 
Executive serves as the chief executive offi cer, responsible for the 
administration of County affairs. The County provides various 
services to its residents, including public safety, public health, social 
services and public works. For the 2015 fi scal year, the County’s 
adopted budget totaled $229 million.3 

The Legislature adopted an investment policy in accordance with 
General Municipal Law and the County Charter (Charter). In the 
policy, the Legislature delegated the responsibility for administering 
the County’s investment program to the Director of Finance (Director). 
The Director is authorized to invest money not required for immediate 
expenditure for terms not to exceed the County’s projected cash fl ow 
needs. Administration of the program includes the maintenance of 
records which contain the descriptions and amounts of investments, 
transaction dates and other relevant information, and monthly 
reporting to the Legislature on investment activity. The Director 
uses the services of two brokers who act as investment advisors and 
provide various information such as cash fl ow analysis and associated 
risk factors based on the makeup of the County’s portfolio. However, 
the Director is responsible for all decisions regarding the purchasing 
and selling of individual investments. As of September 30, 2015, the 
County’s investment portfolio totaled $49.5 million, and there was an 
additional $36 million on deposit in money market accounts. 

The annual salaries of elected offi cials4 and management employees5  
are approved by the Legislature. Annual salaries for 23 elected 
offi cials and 94 management employees totaled approximately $6.8 
million in 2015. The Human Resources Department enters a biweekly 
rate of pay6 in the payroll system for each salaried County offi cial and 
employee. This calculation assumes that there will be 260 work days 
in the year.7 The Payroll Department prepares the biweekly payrolls 

____________________
3 This amount includes the appropriations for the general, highway and road 

machinery funds.
4 Except for the District Attorney’s salary, which is set by State statute and covers 

the State’s fi scal year (April 1-March 31)
5 Management includes all employees in the management salary plan as well as 

other management employees not covered by a collective bargaining agreement. 
6 Employee’s annual salary divided by 26 pay periods
7 26 pay periods times 10 work days each pay period is 260 work days.
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Objectives

Scope and Methodology

Comments of County
Offi cials and Corrective 
Action

for elected and appointed offi cials. The Director is responsible for 
providing oversight of the payroll process. 

The County provides paid time off, in the form of vacation, sick and 
personal leave, to certain employees. The benefi t is usually authorized 
in collective bargaining agreements or policies adopted by local 
enactment of the Legislature. In certain instances, unused leave time can 
be converted into cash payments to employees annually or at separation 
from service.

The objectives of our audit were to review the County’s investment 
program and salaries and fringe benefi t payments. Our audit addressed 
the following related questions:

• Did the Director of Finance invest funds in accordance with the 
adopted investment policy and statutory requirements?

• Were salary and related fringe benefi t payments to elected 
offi cials and management employees accurate and permitted?

We examined investment records and reports as well as salary and fringe 
benefi t payments for the period January 1, 2013 through January 15, 
2016.8 We extended our scope period back to January 1, 2011 to include 
certain aspects of the investment program. 

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. 

The results of our audit and recommendations have been discussed with 
County offi cials, and their comments, which appear in Appendix A, have 
been considered in preparing this report. County offi cials disagreed with 
certain aspects of our fi ndings and recommendations but indicated they 
planned to initiate some corrective action. Appendix B includes our 
comments on issues raised in the County’s response.

The Legislature 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 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 County Executive and the 
Clerk of the Legislature to make this plan available for public review in 
the Clerk’s offi ce.

____________________
8 We did not include within the scope of our audit a review of the suffi ciency of the 

collateralization of County deposits in excess of the Federal Deposit Insurance 
Corporation coverage.
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Investments

The primary objectives of the County’s adopted investment policy 
are, in priority order, to (1) conform to all federal, State and other 
legal requirements (legality), (2) adequately safeguard the principal 
of each investment (safety), (3) provide suffi cient liquidity to fi nance 
current expenditures (liquidity) and (4) obtain a reasonable rate of 
return (yield). County offi cials should be familiar with the nature 
of their investments and ensure that they comply with the primary 
objectives of the investment policy. 

The Director did not always invest funds in accordance with the 
adopted investment policy or General Municipal Law (GML). The 
Director’s investment practices did not adequately align with the 
four primary objectives of the investment policy (legality, safety, 
liquidity and yield) but instead sacrifi ced legality, safety and liquidity 
for attempts to obtain higher yields. The Director invested funds in 
certain securities that were not permitted by the investment policy or 
GML. Furthermore, the County incurred losses on the sale of certain 
investments. 

GML and the policy require that obligations purchased as investments 
be “payable or redeemable” at the County’s option within the times 
the proceeds of the obligations purchased are needed for the purposes 
for which the invested funds were raised. In the case of general 
fund money, that term should generally be less than one year. This 
requirement is intended to limit the municipality’s exposure to market 
and liquidity risk and help ensure the municipality will not be forced 
to sell the investment in the open market when money is needed, 
possibly at a loss. 

In addition, an increase in interest rates or decrease in credit 
worthiness of the issuer would likely result in a decline in the market 
value of certain securities. Because of this market risk, if not held 
until maturity, the County could end up selling these securities at a 
loss if it needed cash to fi nance current expenditures. In that case, the 
County could have less cash available to fund current expenditures. 

As of September 30, 2015, the County had $36 million in money 
market accounts and an investment portfolio consisting of 73 securities 
costing $49.5 million (Figure 1). The portfolio had a market value of 
$49.1 million, which was approximately $407,000 less than cost.

Investment Portfolio 
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Figure 1: County Investment Portfolio as of September 30, 2015

Security Type Cost Market Value Estimated 
Yield at Costa

Estimated 
Average Lifeb

Percentage 
of Portfolio

GNMA Bondsc $34,484,929 $34,224,100 1.65% 5.43 years 70%

SBA Bondsd $8,091,429  $7,958,520 1.90% 5.40 years 16%

State Authority and 
Agency Bonds $6,448,634  $6,432,928 2.45% 5.74 years 13%

Brokered Certifi cates 
of Deposite $500,000 $502,158 1.62% 3.97 years 100%

Total $49,524,992 $49,117,706
a For perspective, the average interest rate as of November 2, 2016 was .5 percent, for a one-year certifi cate of deposit (CD).
b The estimated length of time the security will be outstanding at current interest rates, as shown in a report from one of the County’s brokers 
c Mortgage-backed securities are sponsored by the Government National Mortgage Association (GNMA, also known as “Ginnie Mae”), an agency of the 

United States government. The principal and interest on these bonds are backed by the full faith and credit of the United States government. 
d Asset-backed securities are sponsored by the Small Business Administration (SBA), a United States government agency. The principal and interest on 

these bonds are backed by the full faith and credit of the United States government. 
e These types of CDs are issued by banks and are purchased by brokers in the secondary market, possibly at a negotiated higher rate of interest than a CD 

purchased directly from a bank.

Figure 2: Investments Purchased – January 1, 2013 through September 30, 2015
Security Type Number Cost Percentage 

of Total

GNMA Bonds 47 $43,456,458 65%

SBA Bonds 13  $9,749,808 14%

Treasury Securities 4  $3,990,349 6%

State Authority and Agency Bonds 9  $6,777,701 10%

Local Government Bonds 6  $2,770,698 4%

Brokered Certifi cates of Deposit 2  $500,000 1%

Total 81  $67,245,014 100%

Between January 1, 2013 and September 30, 2015, the Director 
purchased 81 securities costing $67.2 million (Figure 2). Only 18 of 
the securities in the portfolio as of September 30, 2015 were owned 
by the County prior to January 1, 2013.

Furthermore, from January 1, 2013 through September 30, 2015, 
the Director sold 43 securities (Figure 3). The net proceeds from 
the sales, including monthly repayments of principal, totaled $51.4 
million. The County realized gains totaling $697,499 on 17 sales and 
losses totaling $788,770 on 25 sales, for a net loss of $91,271.9 In 
addition, one bond was sold at cost and four bonds were held by the 
County until they matured.

____________________
9 This includes six bonds and two treasury notes that were purchased and sold 

within the same calendar year.
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Figure 3: Sales of Investments – January 1, 2013 through September 30, 2015
Security Type Number of 

Investments Sold
Average Number 

of Days Held
Net Gain or 

(Loss) on Salea 

GNMA Bonds 10 762 ($168,023)

SBA Bonds 1 124  ($4,784)

State Authority and Agency Bonds 13 671  $69,502

Local Government Bonds 15 723  $32,853 

Treasury Securities 4 294  ($20,819)

Total 43  ($91,271)
a This amount does not include interest income earned on the investment.

For the fi scal year ending December 31, 2014, interest earnings 
on investments totaled approximately $1.4 million. For the period 
January 1, 2015 through September 30, 2015, interest earnings totaled 
approximately $843,000.

The investment policy authorizes the Director to invest money 
not required for immediate expenditure for terms not to exceed its 
projected cash fl ow needs, in special time deposit accounts and/
or certifi cates of deposit (CDs),10 obligations of the United States, 
obligations guaranteed by agencies of the United States where the 
principal and interest are guaranteed by the United States, obligations 
of the State of New York and, with the approval of the Offi ce of the 
State Comptroller, revenue anticipation notes and tax anticipation 
notes issued by other New York State local governments. 

The County purchased 14 bonds issued by other New York State 
local governments and one bond issued by a local development 
corporation. These bonds were owned by the County for an average 
of two years and none were held to maturity. As of September 30, 
2015, the County had sold all 15 bonds. Investments in these bonds 
are not authorized by the GML. The County realized gains totaling 
$258,309 on the sale of seven bonds and losses totaling $225,456 on 
the sale of eight bonds. Despite the net gain of $32,853 realized on 
the sales, these bonds were not permissible investments and should 
not have been purchased. 

County offi cials should ensure the safety of the principal balance of any 
public funds invested. The investment policy states that “investments 
shall be made with judgment and care…not for speculation, but for 
investment, considering the safety of the principal as well as the 
probable income to be derived.” 

In addition, the County’s investment policy states that, “all investment 
obligations shall be payable or redeemable at the option of the County 

Legality

Safety and Liquidity

____________________
10 Issued by a bank or trust company located and authorized to do business in New 

York State
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within such time as the proceeds will be needed to meet expenditures 
for purposes for which the moneys were provided…” and that 
the County should “diversify its …investments…by investment 
instrument, and by maturity scheduling.”11 

Between January 1, 2013 and September 30, 2015, the County sold 
28 investments.12 The County realized gains aggregating $439,190 
on the sale of 10 bonds, losses aggregating $563,314 on the sale of 
17 bonds and one bond was sold at cost. The losses resulted in a 
permanent impairment of each investment’s principal balance. The 
following discussion provides detail on 13 of the bonds that were sold 
at a loss: 

• The County sold nine GNMA bonds at losses totaling 
$246,410. Among various reasons given for selling these 
bonds, the Director indicated that two bonds were sold to 
shorten the average life of the bonds in the portfolio and 
another bond was sold because the value was decreasing.

• In October 2013, the County sold two bonds issued by 
New York State public authorities, which it had owned for 
approximately 1.5 years, for a loss of $221,544. The Director 
indicated that these investments were sold to raise year-end 
cash as well as take advantage of a decrease in interest rates 
and shorten the duration of the portfolio. 

• In May 2013, the County purchased two United States Treasury 
securities. Both of these investments were sold in late 2014 
at losses aggregating $27,727. The Director indicated that 
these investments were initially purchased to take advantage 
of a temporary increase in interest rates with the intention of 
selling them when interest rates dropped.

 
Market interest rates and bond prices generally move in opposite 
directions. If interest rates rise, then the market value of the fi xed-
rate bond declines. On the other hand, if interest rates decline, the 
market value of the fi xed-rate bond increases. If the County holds the 
federally guaranteed bonds to maturity, it will recover the principal in 
full. We question whether it was prudent or consistent with GML and 
the County’s policy, as an investment strategy, to have purchased and 
then sold the obligations, which exposed the County to market risk, 
rather than holding them until maturity. 

____________________
11 See also GML Sections 11(3)(b)(1), 39(3)(f). In addition, under GML Section 

11(3)(b)(1), any obligation that provides for the adjustment of its interest rate 
on set dates is deemed to be payable or redeemable on the date on which the 
principal amount can be recovered through demand by the holder. 

12 Excludes the bond sales discussed under the heading “Legality”
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Under most circumstances, it should not be necessary to sell an 
obligation in the open market. A sound investment strategy should 
match the expected need for cash with the remaining term of the 
investments to prevent them from being sold at a loss except in rare 
circumstances. Furthermore, purchasing securities to take advantage 
of a temporary interest rate increase with the intent of selling when 
rates decline seems speculative in nature, in confl ict with the County’s 
policy, and can put funds at unnecessary risk of loss. 

The County also incurred a loss on one of four investments which 
were redeemed prior to maturity because the underlying mortgages 
were paid off. The County purchased a $1 million GNMA bond, 
at a premium of $116,250. Investors typically purchase bonds at 
a premium when the higher initial cost can be offset by the higher 
periodic interest revenue received over the life of the bond. The 
County held the bond until it was redeemed before the stated maturity 
date (March 2014), because market interest rates were trending lower 
and the underlying mortgages were paid off earlier than expected. At 
this time the County was paid the $1 million par value of the bond. 
However, at redemption, the County had only earned $91,056 in 
interest. As a result, the County incurred an aggregate loss of $25,194 
on this investment. We question why the County would have made 
this investment, when given the risk that the expected interest earnings 
could not exceed the premium paid if interest rates decreased and the 
bond was redeemed early.13  

As of September 2015, 86 percent of the County’s portfolio was 
invested (Figure 1) in mortgage-backed or asset-backed federal 
government agency bonds with an estimated average life of 
approximately fi ve years. We question the prudence of having such 
a large percentage of funds invested in similar securities with similar 
maturities where cash fl ow and income could be negatively impacted 
by a change in interest rates if the bonds are sold prior to maturity. 
Given the current low interest rates, the County’s exposure to a 
loss in the market value of the portfolio in the event that interest 
rates increase is signifi cant, should the County need to sell prior to 
maturity. This risk would have been mitigated if the County followed 
the “payable or redeemable” requirement and held the obligations 
until maturity or redemption at the County’s option. 

A September 30, 2015 report prepared by one of the County’s brokers 
illustrates the impact that an increase in interest rates would have 
on the market value of the County’s portfolio. The broker estimates 
that the market value of the County’s portfolio would decrease by 
$6 million (12.5 percent) to $43 million, if interest rates increased 

____________________
13 This bond was purchased by the previous Director of Finance.
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3 percent. In that market environment, if not held until maturity, the 
County could end up selling certain securities at a loss if it needed cash 
to fi nance current expenditures. In that case, the County could have 
less cash available to fund current expenditures, and the Legislature 
could be forced to raise taxes. Even if the County did not have to sell 
prior to maturity, by having so much of its investments committed 
for long periods of time, it would be unable to take advantage of any 
increase in interest rates. 

A sound investment strategy should ensure that investments are 
diversifi ed by type of investment security and maturity dates. In 
addition, obligations purchased as investments must meet the “payable 
or redeemable” requirement. Based on cash fl ow projections, and to 
alleviate some of the risk associated with having to sell investments 
prior to maturity for cash fl ow purposes, the Director stated she has 
reduced the overall amount of money invested in bonds and now 
retains a suffi cient amount of funds in the money market accounts to 
cover current cash fl ow needs.14 

The Legislature does not require the Director to provide suffi cient 
information regarding investments, which diminishes its ability to 
provide proper oversight of the investment program. The Director 
provides a monthly report to the Legislature showing the portfolio 
balance, withdrawals, deposits and investment earnings and losses. 
A list of individual investments with the current market value is 
included in the report. However, the monthly report does not provide 
suffi cient detail on individual investments. For example, the report 
does not provide information on which investments were purchased 
or sold during the month. If a bond was sold at a loss it would be 
removed from the report (the County no longer holds this investment) 
and someone reading the report would not know the detail of the 
sale (gain or loss). Absent this information, the Legislature cannot 
adequately assess whether or not the Director is making prudent 
decisions regarding the purchase or sale of investments. 

The Director developed an investment strategy, but it appears to 
have been unchanged since 2013. Moreover, we found no indication 
that the Legislature has provided oversight to ensure that specifi c 
investment goals have been met. For example, the investment strategy 
specifi cally states that, to minimize the impact of rising interest 
rates, the Director would reduce the average life of the portfolio. 
Subsequently, the Director reduced the average life to fi ve years as of 
September 30, 2015. However, the County’s exposure to an increase 
in interest rates has not been minimized. The majority of the County’s 
____________________
14 The percentage of cash invested in the portfolio versus the money market account 

has been reduced from approximately 84 percent as of December 2012 to 72 
percent as of September 2015.
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investments are in mortgage- and asset-backed securities, which can 
be impacted by fl uctuating interest rates if not held until maturity or 
redeemed at the option of the County. Therefore, not enough has been 
done to limit the County’s exposure to market and liquidity risks if 
interest rates fl uctuate. 

The County has taken an aggressive investment approach. While this 
type of approach could result in higher interest earnings, to the extent 
the County has purchased securities which have long-term maturities 
and are not payable or redeemable within the time the proceeds are 
needed to meet expenditures, the County, in our view, is exposed 
to risk beyond what is intended by GML. Considering there are 
opportunities to purchase other investments authorized by GML (e.g., 
CDs, listed federal securities that meet the “payable and redeemable” 
requirement), it may not be worth the added risk to continue its 
current strategy of investing large amounts of its portfolio in long- 
term securities and selling them prior to maturity. This highlights 
the importance for County offi cials to comply with the investment 
policy and GML and to ensure the legality, safety and liquidity of 
investments prudently balanced against yield.

The Legislature should:

1. Provide adequate oversight of the investment program to 
ensure that all investments are made in the County’s best 
interests and are in compliance with adopted policies and 
GML.

2. Amend the investment policy to require prior approval of 
the County Attorney regarding the legality of all future 
investments.

3. Seek legal and fi nancial guidance to develop a plan to rebalance 
current investments with more appropriate investments 
consistent with GML and the County’s policy.

The Director should:

4. Comply with the primary objectives of the County’s 
investment policy and:

• Ensure that investment practices provide for the legality, 
safety and liquidity of investments, prudently balanced 
against yield;

• Ensure that obligations purchased for investment purposes 
meet the requirement that they shall be payable or 
redeemable at the County’s option within such time as 
the proceeds will be needed to meet expenditures for the 
purposes for which the money was provided;

Recommendations
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• Not purchase investments for speculative purposes; and

• Obtain prior approval from the County Attorney on the 
legality of all future investments.

5. Prepare reports for the Legislature that contain suffi cient detail 
regarding the purchase and sale of individual investments, 
including the gain or loss on the sale of investments.
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Salaries and Fringe Benefi t Payments

County offi cials should ensure that compensation and benefi ts provided 
to elected offi cials and management employees are accurately calculated. 
The County should have written policies and procedures in place to 
ensure that the salaries and fringe benefi ts paid to elected offi cials and 
management employees are appropriate.

Salary payments to elected offi cials and management employees 
were not accurately calculated. Twenty-three elected offi cials and 94 
management employees were overpaid approximately $26,400 in 2015 
because they received one day of pay in excess of their approved salary 
amount. Without corrective action, the County will likely overpay them 
an estimated $27,000 in the 2016 fi scal year. In addition, three elected 
offi cials should not have been paid for vacation leave pay totaling 
$14,875. Elected offi cials may take as much or as little time off as they 
please and still be entitled to receive the full compensation set for their 
offi ce. They do not earn vacation. Therefore, there is no basis for elected 
offi cials to accrue and be paid for unused vacation leave.

County offi cials should properly calculate the compensation of salaried 
employees. The frequency and rate of pay for salaried elected offi cials 
and management employees should ensure that they are compensated at 
the approved annual salary levels. 

We found that the County overpaid 23 elected offi cials and 94 
management employees approximately $26,400 in 2015. These 
overpayments occurred because County offi cials did not properly 
calculate biweekly gross wages and compensated these offi cials and 
employees for one day of pay in excess of their approved annual salary 
amounts. Absent any corrective action taken by County offi cials, the 
County will likely overpay them an estimated $27,000 in the 2016 fi scal 
year.

The actual number of working days in a given fi scal year can range from 
260 to 262. There are 261 work days in both 2015 and 2016. Rather than 
calculating the biweekly gross pay for salaried offi cials and management 
employees based on the number of work days in the fi scal year, County 
offi cials calculated biweekly gross pay by dividing approved gross 
salary amounts by 26 pay periods. By using this method, offi cials and 
employees will receive their gross salary over 260 days. 

However, County offi cials calculated biweekly salaries for the fi nal 
payroll of the fi scal year by using a daily rate of pay because this pay 
period normally spanned two fi scal years. As a result, the County 
compensated salaried employees for 261 days of work in 2015, or one 
extra day over their approved salary amount. It appears that, absent 

Annual Salary
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corrective action, the County will likely repeat this mistake and 
overpay offi cials and employees in 2016 as well. 

Other than the accepted practice of converting the annual salary 
into a biweekly rate, we found no written policies that discuss how 
the rate of pay should be calculated on an annual basis. The lack of 
written policies coupled with the lack of adequate monitoring of the 
payroll process has resulted in offi cials and employees receiving pay 
in excess of their authorized amounts. 

An elected offi cial is entitled to his or her salary as an incident of the 
offi ce, regardless of the hours worked. His or her right to a salary is 
not necessarily dependent on the service performed or hours worked. 
The elected offi cial may take as much or as little time off as he or she 
pleases, at his or her discretion under a schedule he or she controls, 
and still be entitled to receive the full compensation set for his or her 
offi ce. Therefore, an elected offi cial does not accrue either vacation 
or sick leave credit for which he or she can claim payment either 
annually or at separation from service.15 

The County, by local law, has extended certain “management fringe 
benefi ts,” including “vacation buy-back” to certain elected and 
appointed offi cials. 

Three elected offi cials were compensated a total of $14,875 for 
unused vacation leave during 2013 and 2014. Specifi cally, in 2013, 
the County paid a previous County Executive ($4,904), a previous 
County Clerk ($2,038) and the Sheriff ($4,760) for the monetary 
value of unused leave at separation from service. The Sheriff was 
also compensated an additional $3,173 for unused vacation leave in 
2014.16  

However, as noted, it is basic legal principle that elected offi cials are 
not required to adhere to fi xed work schedules. In light of the lack 
of an enforceable mandatory fi xed work schedule, with prescribed 
limited vacations, these elected offi cials have no basis upon which 
to accrue vacation or sick leave credit. Therefore, the County should 
not have made these payments.17 The fact that elected offi cials chose 
to voluntarily keep track of their hours and limit themselves in the 

Fringe Benefi t 
Payments

____________________
15 Bookhout v Levitt, 43 NY2d 612; see also e.g. OSC Opinion No. 2006-6 
16 Elected offi cials are also entitled to receive payments related to health-related 

benefi ts such as opt-outs (payment in lieu of receiving health insurance benefi ts) 
and wellness programs which are not included in this total. The propriety of 
providing these benefi ts to elected offi cials is not within the scope of this audit.

17 We found no evidence of any purported enforceable schedule imposed by the 
County. Moreover, it is unclear whether the County could impose such an 
enforceable requirement, at least absent a local law subject to  referendum 
requirements (see Municipal Home Rule Law, Section 34[4]), or whether the 
presence of such an enforceable requirement would overcome the principles 
stated in the Bookhout case (see OSC Opinion No. 80-736).
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amount of time off taken to that allowed for managerial employees 
does not undermine this basic principle.18 

The Legislature should:

6. Consult with the County Attorney and, to the extent possible, 
recover salary and benefi t overpayments made to elected 
offi cials and management employees.

7. Establish adequate written policies and procedures to ensure 
that elected offi cials and management employees are annually 
compensated at their approved salary amounts.

 
8. Cease allowing elected offi cials to accrue and be paid for 

vacation leave.
 
9. Notify the New York State and Local Retirement System of 

the overpayments of salary reported to the system.

Recommendations

____________________
18 We acknowledge that, for the sole purpose of reporting the number of days 

worked to the New York State and Local Retirement System, elected offi cials 
are generally required to record work activities over a three-month period (2 
NYCRR Section 315.4). This step is necessary because retirement benefi ts are 
based on statutory formulas that include salary and credited service. For this 
limited purpose only, persons working a minimum of six hours per day, based 
upon a 260 day work year, are generally considered “full-time.” Those working 
less than that amount receive part-time/prorated service credit. In order to 
determine whether a member of the Retirement System is entitled to one full year 
of credit or something less, an employer is required to establish a standard work 
day for each position. When reporting days worked by an employee in a pay 
period, the employer normally would compare the time actually worked to the 
standard work day and report accordingly. Because elected offi cials do not have 
prescribed work schedules, they are required to maintain a record of activities 
over an average three-month period in order to compare it to the standard work 
day and determine the number of days to be reported to the Retirement System. 
This process of self-reporting time worked for the purpose of determining 
retirement service credit, however, is not tantamount to the County establishing 
fi xed, enforceable work schedules for elected offi cers.
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APPENDIX A

RESPONSE FROM COUNTY OFFICIALS

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

OSC COMMENTS ON THE COUNTY’S RESPONSE

Note 1 

The average interest rate on a one-year CD was included in the report to provide perspective. We 
do not suggest that the County should invest all idle funds in CDs. We revised our report to further 
clarify this issue. However, if County offi cials believe that collateralization requirements currently 
limit interest rates on CDs to 0.1 percent, they should consider issuing a request for proposal (RFP) 
for banking services. An RFP can encourage competition, help County offi cials identify the most cost-
effective banking services and ensure a competitive rate of return on CDs.

Also, as we state in the report, GML and the County’s investment policy require that obligations 
purchased as investments be “payable or redeemable” at the County’s option within the times the 
proceeds of the obligations purchased are needed for the purposes for which the invested funds were 
raised. In the case of general fund money, that term should generally be less than one year. This 
requirement is intended to limit the municipality’s exposure to market and liquidity risk and help 
ensure the municipality will not be forced to sell the investment in the open market when money is 
needed, possibly at a loss.  

Note 2

As indicated in the report, only four investments (bonds) were held by the County until they matured. 
The purpose of the “payable or redeemable” requirement is so that local governments do not need to 
worry about market value at any given point in time, since they are matching maturities to the need 
for the cash. In addition, note that the “payable or redeemable” requirement applies to each security 
purchased as an investment, not to the average maturity of the investment portfolio as a whole.

Note 3

The Director of Finance indicated, in an email dated December 14, 2015, that these two securities were 
sold to raise year-end cash as well as take advantage of a decrease in interest rates and to shorten the 
duration of the portfolio.

Note 4 

On a number of occasions, we informed County offi cials that the three Chautauqua County bonds were 
excluded from the scope of this audit. 

Note 5 

For clarifi cation, we calculated the gain or loss on the disposition of securities by comparing the 
amount the County paid for the investment, in total, with the total of the monthly pay downs of 
principal and the amount the County received when it sold the security. We reported interest income 



2727DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

separately. As we note in the report, for the fi scal year ending December 31, 2014, interest earnings on 
investments totaled approximately $1.4 million. For the period January 1, 2015 through September 30, 
2015, interest earnings totaled approximately $843,000.

Note 6

Figure 3 in the County’s response does not match Figure 3 in our report because the County included 
the sale of three Chautauqua County bonds in its schedule and did not properly calculate the gain or 
loss on the sale of GNMA securities. Furthermore, we did not include a calculation of an annual rate 
of return on investments sold in our report. We note that, in the County’s revised Figure 3, the County 
indicated that the annual rate of return on the sale of four Treasury securities was 9.58 percent. This is 
incorrect. The County incorrectly gave equal weight to all four securities, including one that it owned 
for only eight days that had an unusually high rate of return (approximately 41 percent) due to selling it 
at a premium. Comparatively, the other three securities were held between 60 and 589 days and earned 
a rate of return of approximately 1 percent. Consequently, Figure 3 in the report was not revised.

Note 7

In the Projected Cash fl ow needs table in the County’s response, the “expected cash fl ow from current 
investments” amount is taken from a September 2015 report prepared by a broker. According to the 
broker’s report, this amount assumes that interest rates will remain stable through 2020. However, 
within the past month (November 2016), interest rates have increased. Therefore, expected cash fl ow 
from the County’s investments has likely decreased from the amounts shown in the County’s response. 
As we indicate in our report, the County’s exposure to a loss in the market value of the portfolio in the 
event that interest rates increase is signifi cant. 

Note 8

We deleted commentary in our report based on the County’s response

Note 9

We considered language provided by the County from the local law in connection with this fi nding. 
The fact that the benefi t is contingent on the elected offi cials meeting a threshold of hours worked is 
not tantamount to the elected offi cial having externally prescribed work hours and limited vacations. 
In our view, this threshold hours worked requirement does not overcome the principle in the Bookhout 
case that the subject of unused leave is “inimical and not relevant to elected holders of public offi ce 
… who are permitted within broad limits to determine their own hours of work” (43 NY2d at 618). 
Although the County benefi t may purport to apply to elected offi cials “entitled to four of fi ve weeks’ 
vacation,” the Bookhout case makes it clear that there is no such vacation entitlement to elected 
offi cials who are permitted to determine their own hours of work. 

Note 10

We revised footnote 17 based on the County’s response.
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Note 11

We addressed the purpose of the self-reporting requirement for determining retirement service credit in 
footnote 18. Moreover, the fact that the elected offi cials acted at their option to work particular hours, 
document their time and limit the amount of time taken for vacations, in our view, is not determinative. 
It is apparent that the elected offi cials at issue in Bookhout similarly had attempted to apply unused 
leave time, which they voluntarily tracked, to obtain additional service credit toward their retirement 
allowances. The Court, nonetheless, held that those leave credits “were not an attribute of or applicable 
to public offi ces held by elected offi cials” (34 NY2d at 619) and did not recognize those accruals. 

Note 12

The Court in Bookhout merely noted that the Retirement System had no administrative practice of 
allowing accumulated sick leave of elected offi cials in the calculation of retirement benefi ts “which 
might be found” to have given rise to a vested or contractual right, for purposes of Article V, section 7 
of the State Constitution. It did not indicate that, had such a practice existed, it would have held it to 
have created a vested right. To the contrary, the Court stated that there was no base from which unused 
leave credits could be measured since leave time is not an attribute of an elected offi cer.
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

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

For investments:

• We obtained and reviewed the County’s written investment policy and investment strategies. 

• We discussed investment procedures with various offi cials including the Director of Finance 
and the Chairman of the Audit and Control Committee.

• We reviewed the list of investments as of September 30, 2015, as well as purchases and sales 
of securities made during our audit period. 

• We obtained and reviewed the monthly bank statements of accounts detailing monthly 
investment activity for the period January 1, 2013 through October 31, 2015. We also reviewed 
the County’s investment portfolio analyses (prepared by its investment advisors) for the periods 
ending December 31, 2013, December 31, 2014 and September 30, 2015. 

• To determine the amount of gain or loss from the sale of investments, we compiled a list of all 
investments sold by comparing the year-end investment list against the previous year-end list 
and documenting any investments not listed between the two listings. In addition, we traced 
our compiled list to spreadsheets prepared by the County that listed investment purchases and 
sales to verify our list was complete. We identifi ed additional items which were purchased and 
sold within one fi scal year on the spreadsheets and included them in our testing. 

• We reviewed County-prepared cash fl ow statements for the period January 1, 2011 through 
November 5, 2015.

• We obtained and reviewed the monthly investments reports submitted to the Legislature for 
the period January 1, 2013 through September 30, 2015 to determine the percentage of money 
invested in various investment instruments.

For payroll:

• We interviewed various County offi cials and employees to learn about the policies and 
procedures used to calculate payroll for management and elected offi cials.

• We analyzed the 2015 payroll reports for management and elected offi cials to determine if their 
compensation was properly calculated. 

• We reviewed payments for unused vacation made to elected offi cials in the 2013 and 2014 
fi scal years.
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• We obtained and reviewed the County’s Management Benefi t Brochure and the Charter 
for information regarding salaries and benefi ts related specifi cally to managers and elected 
offi cials. 

• We reviewed various payroll-related documents, such as reports of personnel changes, earning 
history reports, hours analysis reports and applications submitted by managers and elected 
offi cials, for the payment of unused vacation leave and vacation buy-back rosters. 

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