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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
 
November 2013

Dear Town Offi cials:

A top priority of the Offi ce of the State Comptroller is to help local government offi cials manage 
government resources effi ciently and effectively and, by so doing, provide accountability for tax 
dollars spent to support government operations. The Comptroller oversees the fi scal affairs of local 
governments statewide, as well as compliance with relevant statutes and observance of good business 
practices. This fi scal oversight is accomplished, in part, through our audits, which identify opportunities 
for improving operations and Town Board governance. Audits also can identify strategies to reduce 
costs and to strengthen controls intended to safeguard local government assets.

Following is a report of our audit of the Town of Lincoln, 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 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



33DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

Background

Introduction

Objective

Scope and
Methodology

The Town of Lincoln (Town) is located in Madison County and has 
a population of approximately 2,000. The Town is governed by the 
Town Board (Board) which consists of four elected Board members 
and an elected Town Supervisor (Supervisor). The Town offers a 
variety of services to its residents, including street maintenance and 
improvements, snow removal, street lighting, and general government 
support. The Town’s 2012 operating expenditures totaled $212,501 
for the general fund and $332,686 for the highway fund. These 
expenditures were primarily funded with revenues from real property 
taxes, sales tax, and State aid.

The Supervisor serves as the Town’s chief executive offi cer, chief 
fi scal offi cer and budget offi cer. As chief fi scal offi cer, the Supervisor 
is responsible for virtually all of the Town’s fi nancial duties, 
including receipt and disbursement of Town monies, maintaining 
fi nancial records, and preparing the budget and various fi nancial 
reports. The Board appointed a bookkeeper to assist the Supervisor 
with recordkeeping responsibilities. The Board is responsible for 
overseeing the Town’s operations and fi nances, which includes 
ensuring the performance of an annual fi nancial audit, whether 
conducted by the Board itself or by contracting with an outside 
auditor.

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

• Did the Board provide adequate oversight of the Town’s 
fi nancial operations?

We examined the Town’s fi nancial management for the period January 
1, 2012, through December 31, 2012. In addition, we extended our 
review of fi nancial trends back to 2010.

We conducted our audit in accordance with generally accepted 
government auditing standards (GAGAS). More information on 
such standards and the methodology used in performing this audit is 
included in Appendix C of this report.

The results of our audit and recommendations have been discussed 
with Town offi cials and their comments, which appear in Appendix 
A, have been considered in preparing this report. Except as 
specifi ed in Appendix A, Town offi cials generally agreed with our 
recommendations and indicated they planned to initiate corrective 

Comments of
Local Offi cials and
Corrective Action
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action. Appendix B includes our comments on issues raised in the 
Town’s response letter.

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

The Board is responsible for making sound fi nancial decisions that 
are in the best interests of the Town and its residents. This requires 
the Board to balance the level of services desired and expected by 
the Town’s residents with the ability and willingness of the residents 
to pay for the services. One component of budgeting is the prudent 
use of fund balance, which is the difference between revenues 
and expenditures accumulated over time. The Board should adopt 
budgets that include realistic estimates of revenues and expenditures 
and should use surplus fund balance as a funding source, when 
appropriate. The Board should adopt a policy to govern the level of 
fund balance maintained in each fund and long-term plans that set 
forth the Town’s fi nancial objectives and goals. The Board is also 
responsible for ensuring the performance of an annual fi nancial audit 
of those offi cers and employees who receive and disburse funds, 
whether conducted by the Board itself or by contracting with an 
outside auditor.

As of December 31, 2012, the Board accumulated unexpended surplus 
funds1 in the general fund totaling $458,698, which were excessive 
compared to the 2013 budget of $255,420. This primarily occurred 
because the Board underestimated budget revenues in previous years 
and did not adopt a policy to govern the level of fund balance to be 
maintained. The Board also did not develop a long-term fi nancial plan 
or establish reserves to ensure unexpended surplus funds will be used 
as this Board intends, or in other ways to benefi t taxpayers. Lastly, the 
Board did not audit the records and reports of the Supervisor or Town 
Clerk-Tax Collector (Clerk). As a result, the Board is at risk of failing 
to detect and correct errors, irregularities, or fraudulent activity.

Maintaining a reasonable level of unexpended surplus funds is a 
key element of effective long-term fi nancial planning. If the amount 
retained is too low, the Town may not have a suffi cient fi nancial 
cushion for emergencies. If this amount is excessive, moneys are 
unnecessarily held instead of being used to benefi t taxpayers. To 

____________________
1 The Governmental Accounting Standards Board (GASB) issued Statement 54, 

which replaces the fund balance classifi cations of reserved and unreserved with 
new classifi cations: nonspendable, restricted, and unrestricted (comprising 
committed, assigned, and unassigned funds). The requirements of Statement 
54 are effective for fi scal years ending June 30, 2011, and beyond. To ease 
comparability between fi scal years ending before and after the implementation 
of Statement 54, we will use the term “unexpended surplus funds” to refer to 
that portion of fund balance that was classifi ed as unreserved, unappropriated 
(prior to Statement 54), and is now classifi ed as unrestricted, less any amounts 
appropriated for the ensuing year’s budget (after Statement 54).

Fund Balance
and Budgeting 



6                OFFICE OF THE NEW YORK STATE COMPTROLLER6

help ensure the level of unexpended surplus funds is reasonable, the 
Board should adopt budgets that are based on realistic estimates of 
revenues, expenditures and fund balances available for appropriation, 
and adopt a policy that addresses the level of unexpended surplus 
funds it plans to maintain.2 Town offi cials can legally set aside, or 
reserve, portions of fund balance to fi nance future costs for a specifi ed 
purpose, designate a portion of fund balance to help fi nance next 
year’s budget and/or retain unexpended surplus funds for future use. 
These practices help ensure that only the necessary amount of real 
property taxes will be raised. 

As of December 31, 2012, the Board accumulated unexpended surplus 
funds in the general fund totaling $458,698, which were excessive 
compared to the 2013 budget of $255,420. At this level, the Town 
would be able to sustain operations for nearly two years without 
additional revenues. This primarily occurred because the Board 
underestimated budgetary revenues by a total of 22 percent, such as 
by 44 and 21 percent for landfi ll and fi ne revenues specifi cally. The 
Board’s ability to ensure realistic budget estimates has been made 
diffi cult because the Supervisor did not provide the Board with written 
budget-to-actual reports or complete preliminary budgets to review. 
The Board also did not adopt a policy to indicate what constitutes a 
reasonable level of fund balance, or a long-term fi nancial and capital 
plan, which could help address the large accumulated general fund 
balance. The Board plans to use some of the accumulated surplus for 
debt service and to purchase equipment, and has four reserve cash 
accounts totaling $206,101. However, the Board did not formally 
establish reserves to restrict the use of these funds. The Board could 
also use the excessive unexpended surplus funds to fi nance one-time 
expenses or reduce property taxes.

General Fund — Unexpended surplus funds have been increasing 
over the last three fi scal years.   

Table 1: Fund Balance – General Fund
            2010         2011         2012

Year-end Fund Balance       $355,387   $384, 346   $468,698

Appropriated Fund Balance for Ensuing 
Year’s Budget         $15,000     $10,000     $10,000

Unexpended Surplus Fund Balance       $340,387   $374, 346   $458,698

Unexpended Surplus as Percent of 
Ensuing Year’s Appropriations            142% 154% 180%

____________________
2 When determining what amount of unexpended surplus funds is reasonable, the 

Board should consider various factors such as timing of receipts and disbursements, 
volatility of revenues and expenditures, contingency appropriations, and reserves 
that have been established for various purposes.
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Although the Town began accumulating excessive unexpended surplus 
funds prior to our audit period, the Board has continued to increase the 
amount over the past three years. This increase mostly resulted from 
the Board’s underestimating revenues when preparing the annual 
budgets. Actual revenues from 2010 to 2012 were $150,713 or 22 
percent more than the budgeted estimates. Approximately $98,783, or 
65 percent of the underestimated revenues were for landfi ll revenues, 
fi nes, and forfeited bail. A Board member told us the Board prefers 
to budget conservatively to protect itself from budgeting revenues 
the Town may not actually receive. While conservative budgeting is 
desirable to a point, this approach has led to annual operating surpluses 
and the continued accumulation of excessive unexpended surplus 
funds that exceed what the Town needs to operate for an entire year.

Unexpended surplus funds have been increasing despite the fact 
that the Board adopted budgets that indicated the Board planned to 
use fund balance to partially fund operations. The Town’s budgets 
included planned operating defi cits of $15,000 for 2010 and 2011 and 
$10,000 for 2012. However, because the Town’s operations resulted 
in annual operating surpluses, none of the fund balance appropriated 
was needed or used. 

The Supervisor and two Board members told us the Board 
appropriates a consistent amount of fund balance in the budget each 
year and that the Board has never considered, or adopted a policy to 
indicate, what constitutes a reasonable amount of fund balance for the 
general fund. When the Board does not make a determination as to 
what a reasonable level of fund balance is, there is an increased risk 
that taxes will be raised unnecessarily. Possible uses for the Town’s 
excessive unexpended surplus funds include, but are not limited to, 
fi nancing one-time expenses, reducing property taxes, or funding 
necessary reserves.

Reserves — Reserve funds are authorized by law to provide a 
mechanism to set aside moneys to fi nance a variety of objects 
or purposes.3 Reserve funds should be established with a clear 
intent regarding the future purpose, use, and, when appropriate, 
replenishment of funds from the reserve. They should not be merely 
a “parking lot” for excess cash or fund balance. 

Although the Board has separate cash accounts set up in the general 
and highway funds that it considers to be reserves, and a plan for some 
of the excess unexpended surplus funds, it has not legally established 
reserves to restrict the use of these moneys. The Board has three 
____________________
3 Guidance is available in the Offi ce of the State Comptroller publication entitled 

Local Government/ Management Guide, Reserve Funds, http://www.osc.state.
ny.us/localgov/pubs/lgmg/reservefunds.pdf
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reserve cash accounts in the general fund totaling $133,946, or 29 
percent of the $458,698 unexpended surplus fund balance. However, 
the Board has never adopted resolutions to formally establish reserves 
for any of the surplus moneys in the general fund, including the 
separate cash accounts that are considered reserves in name only. The 
Supervisor and a Board member told us approximately $73,138 of 
the total reserve cash is planned to pay debt on a recently constructed 
highway garage. The Board does not have any plans for the remaining 
$60,808. 

The Board has one reserve cash account in the highway fund totaling 
$72,155 that represents a capital reserve purportedly established 
several years ago by a previous Board to fi nance equipment 
purchases.4 However, neither the Supervisor nor the Clerk could 
fi nd any evidence that this reserve was formally established. The 
Board recently funded this reserve mainly through annual budget 
appropriations5 and surplus operating funds. Disbursements totaling 
$198,000 were made in 2011 for a new plow truck and $41,600 in 
2012 for a new pickup truck. Depending on the purpose of a reserve 
and how it could have been originally set up, different rules would 
have applied for public approval of expenditures from it. 

The Board’s failure to establish reserves for some of the accumulated 
unexpended surplus moneys in the general and highway funds 
diminishes transparency as to how it plans to use these surplus moneys. 
In addition, subsequent administrations could use these moneys for 
purposes other than what this and previous Boards intended.

Budget-to-Actual Reports and Budget Format — Good management 
practice includes the Board’s review of monthly fi nancial reports that 
include budget-to-actual comparisons by fund for total revenues and 
expenditures and for individual revenue and expenditure accounts. 
The Board should also review preliminary budgets that contain 
actual revenues and expenditures for the last fi scal year and updated 
estimates for the current year-to-date, and estimates of the fund 
balances that will be remaining at year-end.6  

The Supervisor provides the Board with monthly reports of receipts 
and disbursements including beginning and ending cash balances 
for each fund. However, he does not provide written budget-to-

____________________
4 General Municipal Law provides authority for the Board to establish a capital 

reserve for the purchase of equipment. 
5 Per review of the adopted budgets: $40,000 each year in 2010, 2011, 2012, and 

2013
6 The estimates should include the amounts legally restricted for reserves, the 

amounts appropriated to fi nance the next year’s budget, and the remaining 
unexpended surplus funds.  
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actual reports for revenues and expenditures. Budget control sheets 
that include budget-to-actual updates are prepared monthly by the 
bookkeeper. The control sheets are provided to the Supervisor who 
verbally reports the budget status updates to the Board. Although we 
were informed that the Supervisor verbally reviews each line item 
with the Board during the annual budget deliberations, the Board 
does not receive any written budget-versus-actual results as part of 
the budget process. In addition, the 2013 preliminary budget only 
contained budgeted amounts for the past four years and proposed 
amounts for 2013. It did not provide actual revenues and expenditures 
for the past fi scal year or updated budgetary estimates for the current 
year-to-date, or include estimates of the fund balances that will be 
remaining at the close of the current fi scal year.

Board members told us they rely on the Supervisor’s verbal updates 
and the cash balances reported to them and ask questions as needed. 
However, when the Board does not receive budget-to-actual reports 
or complete preliminary budgets, it makes it diffi cult for the Board to 
independently monitor fi nancial operations of the Town and ensure 
budget estimates are reasonable. 

Long-Term Planning — An important Board oversight responsibility 
is to plan for the future by setting adequate long-term priorities and 
goals. To address this responsibility, it is important to develop a 
comprehensive, long-term fi nancial and capital plan to estimate the 
future costs of ongoing services and capital needs. An effective long-
term plan projects operating and capital needs, and fi nancing sources, 
over a three- to fi ve-year period. Planning on a long-term basis allows 
Town offi cials to identify developing revenue and expenditure trends 
and set long-term priorities and goals. It also allows them to assess 
the impact and merits of alternative approaches to fi nancial issues, 
such as accumulating money in reserve funds and the use of fund 
balance to fi nance operations. Any long-term fi nancial plan should be 
monitored and updated on an ongoing basis to ensure that decisions 
are guided by the most accurate information available.

The Board did not adopt a long-term fi nancial and capital plan. Such 
a plan would help the Board address the large fund balance in the 
general fund. The Board indicated it has plans to use some of the 
accumulated unexpended surplus fund in the general fund for debt 
service and to fi nance equipment purchases in the highway fund. 
 
Town Law7 requires that, annually, on or before January 20, each 
Town offi cer and employee who received or disbursed any moneys 
in the previous year account for these moneys with the Board. The 
purpose of this annual accounting is to provide assurance that public 

Annual Audit

____________________
7 Town Law provides that the Board may also engage the services of a CPA or 

public accountant to conduct the audit.
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moneys are handled properly (e.g., deposited in a timely manner, 
accurately recorded, and accounted for), to identify conditions that 
need improvement, and to provide oversight of the Town’s fi nancial 
operations. An annual review also provides the Board an added 
measure of assurance that fi nancial records and reports contain 
reliable information on which to base management decisions. 

The Board did not audit, or cause to be audited, the books, records 
and reports of the Supervisor or Clerk. In addition, we confi rmed 
with the Supervisor that the Board has not audited his records or the 
Clerk’s since he took offi ce in 2008. 

The Board’s failure to examine accounting records and reports, 
hinders its ability to maintain accountability over the Town’s fi nancial 
operations and develop safeguards to protect Town assets from loss, 
waste, or abuse. Without an annual audit, the Board is at risk of failing 
to detect and correct errors, irregularities, or fraudulent activity in a 
timely manner.

1. The Board should develop a formal plan to use the unexpended 
surplus funds in the general fund in a manner that will benefi t 
taxpayers. If the Board believes it is necessary to accumulate 
moneys for future purposes, it should formally establish 
authorized reserves. Other uses of surplus funds could include, 
but are not limited to, fi nancing one-time expenses and reducing 
property taxes.

2. The Board should adopt budgets with realistic estimates of 
anticipated revenues and fund balance available for appropriation.

3. The Board should adopt a fund balance policy that addresses the 
level of unexpended surplus funds to be maintained in the Town’s 
operating funds.

4. The Board should research the origin and purpose of the existing 
highway reserve. If the Board is unable to determine the origin 
and purpose of the reserve, the Board should formally establish 
the reserve in conformance with General Municipal Law.

5. The Board should ensure that the Supervisor provides it with 
monthly budget-to-actual reports.  

6. The Supervisor should provide the Board members with copies of 
the preliminary budget that include, at a minimum, actual revenues 
and expenditures for the last fi scal year, updated estimates for the 
current year-to-date, preliminary estimates for the ensuing year, 
and estimates of the fund balances at the close of the current fi scal 
year.

Recommendations
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7. The Board should develop a long-term plan that projects operating 
and capital needs and fi nancing sources over a three- to fi ve-year 
period. The plan should be monitored and updated on an ongoing 
basis. 

8. The Board should audit or engage an independent auditor to audit 
the books, records, and reports of the Supervisor and Clerk.
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APPENDIX A

RESPONSE FROM LOCAL OFFICIALS

The local offi cials’ response to this audit can be found on the following pages.  
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 See
 Note 1 
 Page 16
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 See
 Note 2 
 Page 16
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APPENDIX B

OSC COMMENTS ON THE TOWN’S RESPONSE

Note 1

Our audit was designed to provide information to Town offi cials so that they can perform their fi nancial 
stewardship responsibilities effectively. The term “fault” was not used in our audit report.   
 
Note 2  

Although Town offi cials believe that the highway fund capital reserve was established in the 1980s, 
there was no indication that the Board ever formally established what it considered to be reserves 
in the general fund. Furthermore, the use of separate bank accounts to segregate what the Board 
considers to be reserved should not be a substitution for formally establishing reserve funds. Without 
formal Board authorization to establish reserves, subsequent administrations could use these moneys 
for purposes other than what this and previous Boards intended.
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APPENDIX C

AUDIT METHODOLOGY AND STANDARDS 

To accomplish our audit objective, we interviewed appropriate Town offi cials and employees, tested 
selected records and transactions, and examined pertinent documents for the period January 1, 2012, 
through December 31, 2012. We extended our review of fi nancial trends back to 2010. Our examination 
included the following:

• We reviewed the Town’s fi nancial records and reports, including budgets and annual reports.

• We analyzed the Town’s fund balance for the last three completed years using the Town’s 
Annual Update Documents submitted to the Offi ce of the State Comptroller and the Board- 
adopted budgets. 

• We reviewed the Town’s adopted budgets for 2010 through 2012 and compared them to the 
results of operations for the general and highway funds to determine if the Town’s budgets 
were reasonable.    

• We reviewed Board minutes for evidence of the Board's budgeting and monitoring of the 
budget. 

• We interviewed Board members to fi nd out what information is provided to them at budget 
time to assist them in preparing a budget.

• We interviewed Board members to fi nd out what information is provided to them during the 
year to monitor the budget.

• We interviewed Town offi cials to determine if they had a long-term fi nancial and capital plan.

• We interviewed Board members and reviewed Board minutes to determine if there was evidence 
of the Board’s annual audit. 

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 
objectives. 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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APPENDIX E
OFFICE OF THE STATE COMPTROLLER

DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY
Andrew A. SanFilippo, Executive Deputy Comptroller

Gabriel F. Deyo, Deputy Comptroller
Nathaalie N. Carey, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING

BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner
Offi ce of the State Comptroller
State Offi ce Building - Suite 1702
44 Hawley Street
Binghamton, New York  13901-4417
(607) 721-8306  Fax (607) 721-8313
Email: Muni-Binghamton@osc.state.ny.us

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

BUFFALO REGIONAL OFFICE
Robert Meller, Chief Examiner
Offi ce 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
Offi ce 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
Offi ce of the State Comptroller
NYS Offi ce 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
Offi ce 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
Offi ce 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
Offi ce of the State Comptroller
State Offi ce 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 Offi ce Building - Suite 1702 
44 Hawley Street 
Binghamton, New York 13901-4417
(607) 721-8306  Fax (607) 721-8313
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