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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

August 2016
Dear Town Officials:

A top priority of the Office of the State Comptroller is to help local government officials manage
government resources efficiently and effectively and, by so doing, provide accountability for tax
dollars spent to support government operations. The Comptroller oversees the fiscal affairs of local
governments statewide, as well as compliance with relevant statutes and observance of good business
practices. This fiscal oversight is accomplished, in part, through our audits, which identify opportunities
for improving operations and Town 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 Union, entitled Financial Condition. 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 officials to use in
effectively managing operations and in meeting the expectations of their constituents. If you have
questions about this report, please feel free to contact the local regional office for your county, as listed
at the end of this report.

Respectfully submitted,

Office of the State Comptroller

Division of Local Government
and School Accountability
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Introduction

Background

Objective

Scope and
Methodology

Comments of
Local Officials and
Corrective Action

The Town of Union (Town) is located in Broome County and has a
population of approximately 55,000 residents. The Town encompasses
the Villages of Johnson City and Endicott. The Town Board (Board)
is composed of four elected Council members and an elected Town
Supervisor. The Board is the legislative body responsible for the
general management and control of the Town’s financial affairs. The
Town Comptroller (Comptroller) is responsible for the Town’s day-
to-day financial operations.

The Town provides a variety of services to its residents, including
road maintenance, snow removal, fire protection, water services,
sewer services and general government support. The Town pays the
Village of Johnson City (Village) and the Binghamton-Johnson City
Joint Sewage Treatment Plant (Plant) for water and sewer services,
respectively. The Town’s 2016 budgeted appropriations for the general
town-wide, water and sewer funds totaled $4.9 million. The Town
experienced significant flooding in 2011 that resulted in a decrease of
total assessed value of approximately $6 million.

The objective of our audit was to evaluate the Town’s financial
condition. Our audit addressed the following related question:

» Did Town officials ensure revenues were sufficient to finance
current expenditure levels?

We examined the Town’s financial condition for the period January
1, 2014 through December 31, 2015. We extended our scope period
back to January 1, 2013 to analyze trends in revenues, expenditures
and fund balances.

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 B of this report.

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

The Board has the responsibility to initiate corrective action. A
written corrective action plan (CAP) that addresses the findings and
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recommendations in this report should be prepared and forwarded to
our office within 90 days, pursuant to Section 35 of General Municipal
Law. For more information on preparing and filing your CAP, please
refer to our brochure, Responding to an OSC Audit Report, which you
received with the draft audit report. We encourage the Board to make
this plan available for public review in the Clerk’s office.
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Financial Condition

Financial condition may be defined as the ability to balance recurring
expenditure needs with recurring revenue sources while providing the
desired level of services on a continuing basis. The Board and Town
officials are responsible for the financial planning and management
necessary to maintain the Town’s financial condition. This includes
developing structurally balanced budgets based on expected results
of operations.

Town officials are responsible for ensuring that water and sewer
revenues are sufficient to finance operations. As such, officials
should review water and sewer rent charges periodically to determine
that revenues are sufficient to cover total costs of operations. Based
on that review, the Board should revise, if necessary, the rent
charges. Town officials are also responsible for controlling the cost
of operating the Town’s water systems. To fulfill this responsibility,
officials should track water use through the system and identify areas
that need attention, particularly large volumes of unaccounted for
water. Unaccounted for water can result for many reasons, such as
hydrant flushing, source meter errors, accounting procedure errors or
leaks.

Town officials did not ensure revenues were sufficient to finance
current expenditure levels for the water, sewer and general town-
wide funds. From fiscal years 2013 through 2015, these funds have
experienced recurring operating deficits. Specifically, the water fund
had an average annual operating deficit of $65,000, the sewer fund
had an average deficit of $19,000 and the general town-wide fund
had an average deficit of $215,670. As a result, the water and sewer
funds have had to borrow $730,000 from the general part-town fund
to maintain cash flow and operations. If Town officials do not take
action to address the deficits, these funds may not be able to repay
these loans. This will impact the general part-town fund’s financial
condition and result in an inequity for residents who paid for but
did not benefit from these services. Further, the general town-wide
fund does not have any unrestricted fund balance to fund unexpected
expenses.

Water Fund — The Town purchases water from the Village based on
cubic feet' of water flows. The Town then bills residents quarterly
based on meter readings. From fiscal years 2013 through 2015, the
water fund received an average of $89,000 in revenue and incurred

' One cubic foot equals approximately 7.5 gallons.
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an average of $154,000 in expenditures annually, resulting in average
annual operating deficits of $65,000 and a cumulative operating
deficit of $195,000. This occurred because Town water rents are not
sufficient to cover recurring expenditures. More specifically, Town
officials have not billed for approximately half the volume of water
purchased from the Village, as shown in Figure 1.

Figure 1: Cubic Feet of Unbilled Water
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The Comptroller attempted to reconcile the amount of water
purchased by the Town to water billed to residents in 2014 and found
that approximately half of the water was unaccounted for. When
she discovered this discrepancy, she contacted Village officials, who
stated that the old meters were inaccurate and may account for much
of the difference. Village officials tested several old meters and found
they failed to record 50-70 percent of water flows.

The Town is billed for a total of 187 water meters, 157 of which are
older than five years as of 2015. We reviewed the water billed to
all 157 accounts with meters older than five years and found that,
with an error rate of 50 percent, these meters would account for 70
percent, or 1.1 million cubic feet, of the unaccounted for water. Town
officials considered raising rates less of a burden to the user than
passing on the costs of replacing older water meters. Town officials
discussed raising rates in 2015, but preferred to raise water rates once,
as they anticipate that the Village will raise rates by the end of 2016.
The Town’s 2016 budget did not address the water fund’s financial
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condition or include provisions to replace inaccurate water meters to
reduce unaccounted for, and unbilled, water use.

By not replacing the old inaccurate meters, users with accurate
meters have to pay higher rates for water to help subsidize residents
with meters that only register half of their use. Additionally, rates
are too low to allow the fund to break even, which results in taxpayer
inequity, as the water fund is subsidized by the part-town general
fund. Postponing a rate increase simply increases the amount of
inequity.

Sewer Fund — The Town contracts with the Plant for treatment of
Town sewage. The Plant’s billings are based on quarterly estimates
derived from the most recent Plant certified flows’ and the Plant’s
operating budget. After year-end when final reported flows are
certified by the plant, the Town receives a final bill’ based on actual
flows and actual results of Plant operations for the year. In turn, the
Town bills its residents quarterly for sewer based on metered' water
usage, or an estimate for nonmetered residents.

From fiscal years 2013 through 2015, the sewer fund experienced
significant variability in operating results. For example, the fund
reported an operating loss of $372,000 in 2013 but reported a surplus
of $417,000 in 2015. After adjusting for refunds from the prior year’s
operations received in the ensuing year, the sewer fund received an
average of $317,000 in revenue and incurred an average of $336,000
in expenditures annually, resulting in a cumulative operating deficit
of $57,000. These refunds were primarily due to flooding resulting in
a significant difference between estimated and actual flows.

This occurred because of two major factors. The Plant’s billing rate
faces variability from changes in final reported flows, the Plant’s
results of operations or both, causing difficulty for the Town to
set appropriate rates to cover its costs. In addition, the Town bills
residents for sewer services based on inaccurate reported water flows,
as discussed earlier in this report. From 2013 through 2015, the Town
paid for an average of 3 million cubic feet of water annually, but
billed metered Town residents for 1.25 million cubic feet for sewage
services based on these water flows, as shown in Figure 2.

The first quarterly billing is usually sent prior to certifying the prior fiscal year’s
flows. As a result, the estimated flows are usually based on two-year old flow
data.

Alternatively, if the Town was overbilled, it would receive a refund.

Metered residents are subdivided by users that pay the Town of Union for water
only, sewer only or for both water and sewer.
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Figure 2: Flows Purchased versus Sewer Billed
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The water and sewer fund deficits have exhausted fund balance, which
has caused the funds to borrow money they may be unable to repay.
At the end of 2015, the water and sewer funds owed a combined
$730,000 to the general part-town fund. If the water and sewer funds
are unable to repay the funds borrowed, residents without these
services would have inappropriately subsidized water and sewer
operations. Further, if officials do not address the unaccounted for
water, these funds’ financial condition will continue to decline and
residents may face significant increases in water and sewer rates.
The Town’s 2016 budget did not address the sewer fund’s financial
condition or include a plan to replace water meters. However, the
Town has paid $40,000 toward the loan in 2016.

General Town-Wide Fund — From fiscal years 2013 through 2015,
the general town-wide fund experienced an average operating deficit
of $215,670, resulting in a cumulative deficit of $647,000.° The
Town received an average of $3.8 million in revenue and incurred
an average of $4 million in expenditures annually. This occurred
because the Town adopted structurally imbalanced budgets that relied
on unrestricted fund balance, a one-time financing source, to finance
recurring expenditures. Town officials used $683,000 in fund balance
as a financing source over the last three years.

Town officials stated they try to stay within the tax levy limit without
making significant cuts to services. The significant cost drivers
included health insurance and street lighting expenditures, which

> The 2013 operating results include a nonrecurring revenue of $275,000 in State
and federal disaster aid for a flood that occurred in 2011.
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Recommendations

averaged $1.5 million over the three years. These expenditures
accounted for more than one-third of the total annual expenditures.

In an effort to reduce the health insurance costs, by reducing premium
costs, Town officials educate enrollees about using walk-in clinics
instead of emergency rooms. Town officials have also reduced the
number of staff positions through attrition or have hired part-time
employees to replace full-time positions. Despite these efforts, health
insurance expenditures have increased approximately 13 percent
annually over the last three years. To reduce lighting costs, Town
officials intend to replace the current street lights with more efficient
lighting, which they estimate will save the Town $345,000 annually.

If Town officials continue to finance recurring expenditures with
unrestricted fund balance, there is a risk that unforeseen events
could affect the Board’s ability to provide necessary services. Total
fund balance decreased from $1.3 million in 2013 to $618,000 in
2015, or 14 percent of the 2016 budgeted appropriations. The 2016
budget includes an appropriation of $300,000 that will further reduce
available fund balance. It is important to note that the Town does not
have any unrestricted fund balance to cover unplanned expenditures.

The Board should:

1. Create a schedule for replacing old or inaccurate meters or
both.

2. Ensure that the Town bills for all water and sewer services
based on accurate meter flows and set rates sufficient to cover
operating expenditures.

3. Develop structurally balanced budgets by financing recurring
expenditures with recurring revenues. The Board should do
so by continuing to identify and implement opportunities to
reduce expenditures or increase revenues.

4. Develop a plan to repay amounts borrowed from the part-
town general fund.
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APPENDIX A

RESPONSE FROM LOCAL OFFICIALS

The Local Officials’ response to this audit can be found on the following pages.
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town Of union

3111 E. Main Street - Endwell, NY 13760-5990
Phone (607) 786-2995
Phone (VOICE/TTY) (607) 786-2924
Fax {607) 786-2998
August 4, 2016 ROSE A. SOTAK
] vor@tonnounion.
8 isor@t funion.
Office of the State Comptroller Hpeniserownottinn.com
State Office Building, Room 1702

44 Hawley Street
Binghamton, NY 13901-4417

Re: Response and Corrective Action Plan to the Town of Union, Financia! Condition, Report of
Fxamiination, Period Covered: January 1, 2014 — December 31, 2015

Please consider this letter to be the Town of Union response and corrective action plan to the
preliminary draft report of the financial condition audit on the Water Fund, Sewer Fund, and Full-town
General Fund of the Town of Union. While the Town generally agrees with the findings presented in the
draft audit report the following response should be considered.

In response to the Water Fund’s need to replace old water meters, the Town began to address this issue
starting at the Kot Road water tank. Since 2011 the Town of Union has made a $299,143 capital
investment in meters, relief valves, upgrades and improvements at the water tank. The largest capital
burden of $212,400 occurred in 2013 with the NYS Department of Health mandated painting of the
water tank, which also required multiple filling and flushing of the 500,000-gallon tank. The
replacement of the Kot Road meters improved the readings at the tank which highlighted the inaccuracy
of the individual meters. Though water rate increases are currently under review, the Town Board must
closely analyze the impact of the estimated $100,000 expense to replace individual meters as to not
overburden the 187 users with debt payments. When the water district was established the Town
anticipated revenue increasing with further new construction; however, the local economy has not
encouraged such, which has limited expansion of this district and its revenue.

The variability in the Sewer Fund is a direct result of the quarterly flow rates billed from the
Binghamton-Johnson City Joint Sewer Treatment Plant based on information that is usually from two-
years old data. The final bill on actual flows and actual plant operations is received well after budget
development and implementation. Funds borrowed from the General Part-town Fund have and will be
repaid from refunds received from the plant due from the difference in estimated and actual flows. In
2015 the Town received $391,546 in refunds from the plant and estimates an additional $160,000 is still
owed to the Town. Further repayment of funds and the operationa! deficit was addressed in the rates
established by the Town Board in December 2014 as indicated with the 540,000 repayment made to
date in 2016. Sewer accounts are billed based upon water readings; therefore, the replacement of the
above mentioned meters would assist in reconciling just those accounts. The Town is responsible for
392 accounts within the Sewer Fund that are dependent upon readings from water meters controlled by
the Villages of Endicott and Johnson City. Replacing the meters within the Town’s Water Fund without
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Office of the State Comptroller
August 4, 2016

addressing the meters in the Villages could as the report states, create an inaccuracy in rates when
applied to accurate and inaccurate meters.

In an effort to remain responsible to the residents by adhering to the property tax cap the Town Board
has adopted Full-town General Fund budgets that have appropriated fund balance to the current
balance of 14.05% of 2016 budget appropriations. In an effort to maintain fund balance the Town Board
reduced the appropriated fund balance from $690,000 to $300,000 in the 2016 budget. Efforts to
reduce health insurance expenditures is dependent upon successful negotiations with the collective
bargaining units. The 2016 Full-town General Fund budget includes $51,500 of contingent funds for
unplanned expenditures. Beyond the efforts reported, the Town Board continually tries to identify and
implement areas of savings and revenue sources.

The Town Board appreciates the time and effort expended by the Comptroller’s staff as the Town is
always looking for ways to improve its procedures. The approved corrective action plan for the Water
and Sewer Funds will be to seek funding sources, including grant opportunities, for the replacement of
the water meters to minimize the impact of the expense to the users. Once a funding stream is secured
the Public Works Department will procure the meters within policy and create a replacement schedule
for the installation. Water and Sewer Fund operating expenditures, including funds borrowed, will be
monitored by the Comptroller to ensure that rates are sufficient. The approved corrective action plan
for the Full-town General Fund will include closely monitoring fund balances to ensure the Town's ability
to provide necessary services to its residents. The Town Board will continue to implement cost savings
and increases in revenue to ensure the fund remains structurally sound.

The Town of Union Board will continue to maintain its commitment to provide services to its residents

with the highest standards of fiscal management.

Sincerely,

Rosé A. Sotak

Supervisor
Cc: Town Board
Comptroller

Commissioner of Public Works
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

The objective of our audit was to review the Town’s financial condition for the period January 1, 2014
through December 31, 2015. To achieve our audit objective and obtain valid evidence, we performed
the following procedures:

*  We interviewed Town officials to determine the billing process for water and sewer and to
determine officials’ future plans related to the general, water and sewer funds.

*  Weanalyzed the Town’s financial condition by reviewing historical trends in budgets, revenues,
expenditures and fund balance. We also analyzed the money due between funds.

* We obtained a list of the newly installed meters from Village officials. We used this list to
identify older meters and estimated unaccounted for water, assuming these meters were
inaccurate.

*  We performed a reconciliation of the water flows paid by the Town and water flows billed to
residents for water and sewer services.

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

HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT

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

Office of the State Comptroller
Public Information Office

110 State Street, 15th Floor

Albany, New York 12236

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

OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY

Andrew A. SanFilippo, Executive Deputy Comptroller
Gabriel F. Deyo, Deputy Comptroller
Tracey Hitchen Boyd, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner

Office of the State Comptroller

State Office Building, Suite 1702

44 Hawley Street

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

Email: Muni-Binghamton(@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties

BUFFALO REGIONAL OFFICE
Jeffrey D. Mazula, Chief Examiner
Office of the State Comptroller

295 Main Street, Suite 1032

Buffalo, New York 14203-2510
(716) 847-3647 Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie,
Genesee, Niagara, Orleans, Wyoming Counties

GLENS FALLS REGIONAL OFFICE
Jeffrey P. Leonard, Chief Examiner
Office of the State Comptroller

One Broad Street Plaza

Glens Falls, New York 12801-4396
(518) 793-0057 Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

Serving: Albany, Clinton, Essex, Franklin,
Fulton, Hamilton, Montgomery, Rensselaer,
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner

Office of the State Comptroller

NYS Office Building, Room 3A10

250 Veterans Memorial Highway
Hauppauge, New York 11788-5533
(631) 952-6534 Fax (631) 952-6530
Email: Muni-Hauppauge(@osc.state.ny.us

Serving: Nassau and Suffolk Counties

NEWBURGH REGIONAL OFFICE
Tenneh Blamah, Chief Examiner

Office of the State Comptroller

33 Airport Center Drive, Suite 103

New Windsor, New York 12553-4725
(845) 567-0858 Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us

Serving: Columbia, Dutchess, Greene, Orange,
Putnam, Rockland, Ulster, Westchester Counties

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Office of the State Comptroller

The Powers Building

16 West Main Street, Suite 522
Rochester, New York 14614-1608
(585) 454-2460 Fax (585) 454-3545
Email: Muni-Rochester(@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates Counties

SYRACUSE REGIONAL OFFICE
Rebecca Wilcox, Chief Examiner
Office of the State Comptroller

State Office Building, Room 409

333 E. Washington Street

Syracuse, New York 13202-1428

(315) 428-4192 Fax (315) 426-2119
Email: Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence Counties

STATEWIDE AUDITS

Ann C. Singer, Chief Examiner
State Office Building, Suite 1702

44 Hawley Street

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