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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability

April 2013
Dear Village 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 Board of Trustees 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 Village of Dresden, entitled Clerk-Treasurer’s Duties and
Multiyear Financial Planning. 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 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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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

The Village of Dresden (Village) is located in the Town of Torrey (Town), in Yates County, and has
a population of 308. The Mayor and the Board of Trustees (Board) are responsible for the overall
management of the Village. The Mayor is the chief executive officer, and the Village Clerk-Treasurer
(Clerk-Treasurer) is the chief fiscal officer. Budgeted appropriations for the 2012-13 fiscal year were
$287,914 for the general fund and $140,900 for the water fund, which are funded primarily with real
property taxes and user charges.

Scope and Objective

The objective of our audit was to review the Board’s oversight of the Village’s financial activities. Our
audit addressed the following related questions:

» Did the Board provide appropriate oversight of the Clerk-Treasurer?

» Has the Board developed a long-term financial plan for the Village’s general and water funds
and maintained reasonable fund balances?

Audit Results

The Board did not segregate the Clerk-Treasurer’s duties or provide additional oversight as a
compensating control, and did not properly plan or monitor the Village’s finances.

The Clerk-Treasurer is responsible for collecting, recording, and depositing cash, recording
disbursements, preparing claims abstracts, signing checks, and reconciling bank accounts. In addition,
the Clerk-Treasurer processes water billings and collects, records, and deposits water rents. The Board
did not institute compensating controls and did not audit the Clerk-Treasurer’s records as required.
Although our tests of financial transactions found no significant discrepancies, these control weaknesses
place the Village at an increased risk of errors and irregularities.

We also found that the Board did not develop a long-term financial plan or adequately monitor the
Village’s water fund. As a result, the water fund’s year-end fund balance increased from $76,272 to
$194,688 from fiscal years 2007-08 to 2011-12, and is now equal to 168 percent of annual expenditures.
Village officials have not addressed the intended use of these excess funds and have not reviewed
water rates to assess their reasonableness.
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Without fulfilling these responsibilities, the Board does not have a clear picture of the Village’s
financial position, and is not well equipped to ensure ongoing fiscal stability.

Comments of Local Officials

The results of our audit and recommendations have been discussed with Village officials and their
comments, which appear in Appendix A, have been considered in preparing this report. Village officials
generally agreed with our findings and recommendations and indicated they would initiate corrective
action.
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Introduction

Background

Objective

Scope and
Methodology

Comments of
Local Officials and
Corrective Action

The Village of Dresden (Village) is located in the Town of Torrey
(Town), in Yates County, and has a population of 308. The Village is
governed by an elected Board of Trustees (Board) which comprises
a Mayor, who is the chief executive officer, and two Trustees. The
Board is the legislative body responsible for the general oversight of
the Village’s operations, including establishing internal controls over
financial operations and maintaining sound financial condition. The
Village Clerk-Treasurer (Clerk-Treasurer) is the chief fiscal officer
and is responsible for the custody of Village moneys, maintaining
accounting records, and preparing monthly and annual financial
reports.

The Village provides water to Village and Town residents, using water
purchased from the Village of Penn Yan. Budgeted appropriations
for the 2012-13 fiscal year were $287,914 for the general fund and
$140,900 for the water fund, which are funded primarily with real
property taxes and user charges.

The objective of our audit was to review the Board's oversight of
the Village’s financial activities. Our audit addressed the following
related questions:

* Did the Board provide appropriate oversight of the Clerk-
Treasurer?

» Has the Board developed a long-term financial plan for the
Village’s general and water funds and maintained reasonable
fund balances?

We examined the Village’s financial management and internal controls
over the Clerk-Treasurer’s records and reports for the period June 1,
2010 to November 15, 2012. We extended the scope of our audit to
review financial information for the water fund for fiscal years 2007-
08 through 2009-10.

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 Village officials and their comments, which appear in Appendix
A, have been considered in preparing this report. Village officials
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generally agreed with our findings and recommendations and
indicated they would initiate corrective action.

The Board has the responsibility to initiate corrective action. A
written corrective action plan (CAP) that addresses the findings and
recommendations in this report should be prepared and forwarded
to our office within 90 days, pursuant to Section 35 of the 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-
Treasurer’s office.

n OFFice oF THE NEw York STATE COMPTROLLER




Clerk-Treasurer’s Duties

The Board is responsible for managing and overseeing the Village’s
overall fiscal affairs and safeguarding its resources. This responsibility
includesestablishingasystemof internal controlsto provide reasonable
assurance that cash and other resources are properly safeguarded. It
is therefore important for the Board to establish adequate policies
and procedures, institute appropriate internal controls over the Clerk-
Treasurer’s duties, and adequately monitor budgets and financial
reports throughout the year.

An effective system of internal controls provides for the segregation
of duties so that no one individual controls all phases of a transaction.
The same person should not have the ability to authorize, execute, and
record a transaction or control the entire cash receipt and disbursement
process. Proper segregation of duties aids in the prevention and
timely detection of errors and fraudulent activity. When sufficient
segregation of duties is not possible, the Board should provide
sufficient oversight by implementing compensating controls — for
example, by regularly reviewing bank statements, canceled checks,
cash receipts records, and reconciliations, and comparing them to
the monthly records provided by the Clerk-Treasurer. Additionally,
the Board should audit, or cause to be audited, the Clerk-Treasurer’s
records to ensure their completeness and accuracy. The results of this
audit should be documented in the Board minutes.

We foundthat Board policiesand procedures failed to properly establish
internal controls or provide for oversight of the Clerk-Treasurer,
whose duties are not adequately segregated. The Clerk-Treasurer is
responsible for collecting, recording, and depositing cash, recording
disbursements, preparing abstracts, signing checks, and reconciling
bank accounts. The Board has not instituted sufficient compensating
controls such as Board review of bank statements or reconciliations.
Additionally, the Clerk-Treasurer is solely responsible for entering
water billing information, printing water bills, collecting water rents,
and recording and depositing all moneys without oversight from
the Board or Superintendent of Public Works.* The Clerk-Treasurer
also adds new customers to the water billing program and makes
adjustments to their accounts without Board approval or review.
Finally, the Clerk-Treasurer maintains her own leave accruals and
initiates and approves all direct-deposit transactions.

! The Superintendent of Public Works is responsible for overseeing the Water
Department.
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Due to the lack of oversight, we reviewed six months of non-water
cash receipts, totaling approximately $75,000, to ensure they were
deposited in Village bank accounts; tested 117 randomly selected
customer accounts for two water billing cycles to verify if the correct
amountwas billed to customers based on use, and ifaccounts receivable
were properly recorded in the accounting software; and reviewed six
months of cash disbursements, including payroll and related banking
transactions, to ensure they were for appropriate Village business
purposes. We did not find any significant discrepancies.

In addition, although Village officials told us they contract each year
for a review of the Clerk-Treasurer’s records, they do not record the
results of this review in the Board minutes. We reviewed the results
of the fiscal year 2011-12 review, as reported by the contractor, and
did not identify any irregularities.

Although our examination did not find any significant discrepancies,
thisdoes notdiminishthe need for the Board to establishcomprehensive
policies and procedures to provide guidance and accountability
over financial functions. Such policies should include an adequate
segregation of financial duties and oversight of the Clerk-Treasurer’s
work to ensure that moneys received are properly deposited and to
reduce the risk of unauthorized payments or transfers.

Recommendations 1. The Board should implement policies and procedures that
incorporate compensating controls to routinely monitor and
review the work of the Clerk-Treasurer as a means to mitigate the
risks associated with the lack of segregation of duties.

2. The Board should document in the Board minutes the results of
its annual audit of the Clerk-Treasurer’s records.
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Multiyear Financial Planning

A multiyear financial plan projects revenues and expenditures for
several years into the future. Unlike annual budgets, it does not
authorize expenditures (although it should be linked to the current
budget). Instead, a long-term financial plan projects a municipality’s
ability to pay for and provide services, given a set of policy and
economic assumptions. These projections help the Board assess
expenditure commitments, revenue trends, financial risks, and the
affordability of new services and capital investments. Essential
elements of a good financial plan include projections of revenues
and expenditures, estimates and planned actions on shortfalls and
surpluses, and the funding and use of legal reserves. Village officials
can then decide what program funding choices to make in advance,
avoiding sudden rate increases or dramatic budget cuts.

The Board has failed to implement or even address the need for a
financial plan. We reviewed the level of fund balance in the water
fund (Table 1) and interviewed Village officials to determine the
Board’s intended use of available fund balance. We found that year-
end fund balance more than doubled from fiscal years 2007-08 to
2011-12 and is now equal to 168 percent of annual expenditures.
Further, the Board did not budget any fund balance in the 2012-13
budget and budgeted revenues and expenditures are in line with prior
years’ budgets; therefore, based on historical trends, the Village will
likely experience another operating surplus, further contributing to the
excessive fund balance. Elected officials acknowledged the excessive
level of fund balance and stated there had been no discussion about
its intended use, nor have they taken action to review water rates to
assess their reasonableness. We also reviewed the fund balance of the
Village’s other operating account (general fund) and determined the
average fund balance over the last five years was 23 percent of annual
expenditures, which appears reasonable.

Table 1: Water Fund Equity — Fiscal Years 2007-08 Through 2011-12

Fiscal Year | 2007-08 | 200809 | 2009-10 | 2010-11 | 2011-12
Beginning $81,438 $76,272 $100,933 $141,622 $173,012
Fund Balance
Actual $114,089 $133,203 $145,725 $149,284 $137,374
Revenues
Actual $119,255 $108,542 $105,036 $117,894 $115,698
Expenditures
Operating ($5,166) $24,661 $40,689 $31,390 $21,676
Surplus
Ending Fund $76,272 $100,933 $141,622 $173,012 $194,688
Balance®

* The Village did not appropriate any fund balance over the last five years.
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Without a plan for the use of fund balance, the Board cannot justify
the existence of these moneys, and cannot effectively assess the
rates necessary to offer water services at their current level without
overburdening ratepayers. Additionally, the Board will not be able to
effectively address future demands on these funds and make informed
decisions regarding their use.

Recommendations 3. The Board should establish a multiyear financial plan to better
manage the Village’s finances, and monitor and update the plan
on an ongoing basis.

4. The Board should review the Village’s water rates to assess their
reasonableness.

5. Village officials should use the excess funds identified in this
report in a manner that benefits Village taxpayers. Such uses
could include:

* Reducing property taxes
* Reducing water user charges

* Funding necessary reserves

» Financing one-time expenses.
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APPENDIX A

RESPONSE FROM LOCAL OFFICIALS

The local officials’ response to this audit can be found on the following page.
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Corporate Village of Dresden
Yates County
PO Box 156, 3 Firehouse Avenue
Dresden, NY 14441

Phone/Fax 315-536-2477 dvillageofdres@rochester.rr.com
TDD 1-800-662-1220 www.dresdenny.org

April 1,2013

Edward V. Grant, Jr.

Chief Examiner

Office of State Comptroller
110 State Street

Albany, NY 12236

Dear Mr. Grant:

The Village of Dresden Board of Trustee is acknowledging the Draft Copy of the Village of
Dresden Audit (2013M-3).

The Village Board will be working on a plan to address any concerns brought to light in the
Audit. This plan will be submitted to your office as soon as completed.

If you have any questions please do not hesitate to contact the Village Office.

Sincerely,

William Hall
Mayor

The Village of Dresden is an equal opportunity provider and employer.
To file a complaint of discrimination, write USDA, Director, Office of Civil Rights,
Washington, D. C. 20250-9410, or Call (800) 795-3272 (voice) or 202-720-6382 (TDD)
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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS

Our overall goal was to assess the adequacy of the internal controls put in place by officials to
safeguard Village assets. In order to accomplish this, we performed an initial assessment of Village
operations so that we could design our audit to focus on those areas most at risk. Our initial assessment
included evaluations of the following areas: financial condition, control environment, accounting
system, cash management, cash receipts and disbursements, purchasing, claims processing, payroll,
user charges, real property taxes, information technology, and Board oversight.

During the initial assessment, we interviewed Village officials and employees, performed limited tests
of transactions, and reviewed pertinent documents such as adopted policies and procedures, Board
minutes, and financial records and reports. After reviewing the information gathered during our initial
assessment, we determined where weaknesses existed, and evaluated those weaknesses for inherent
control risks. We then decided upon the reported objectives and scope by selecting for audit those
areas most at risk. We selected Village’s internal controls over financial operations related to Board
oversight for further audit testing.

To accomplish our audit objective, we interviewed Village officials and employees to obtain an
understanding of internal controls. We reviewed various records and reports including general ledgers,
budgets, balance sheets, bank statements, and other supporting documentation to ensure that annual
financial reports were complete, supported by accounting records, and filed timely. We also performed
the following procedures:

* We scanned through the check images received on the bank statements for the general fund,
water fund, and trust and agency fund for a randomly selected period of time. We tested six
randomly selected months (using a random sample generator) from the 2010-11 and 2011-12
fiscal years. We reviewed these check images for unusual payments, amount, or vendors.

* We randomly selected (using a random sample generator) two quarters from the 2010-11 and
2011-12 fiscal years to test. For these quarters, we obtained the general fund bank statements
and traced the checks listed on the bank statements to the check images; looking for differences
in amounts, we then traced the vendor and amount listed on the canceled check to the general
ledger® (GL) report ensuring the check, amount and vendor are listed correctly. We traced the
GL report information to a voucher to verify the amount, vendor and proper Board approval.

e Using a random sample generator, for two randomly selected water billing cycles from the
2010-11 and 2011-12 fiscal years and for a randomly selected group of customers totaling 50
percent of all customers, we obtained a copy of the master billings and traced the water meter
reading amounts to the master billing. We recalculated the water rents due to ensure proper
calculation based on the Board-adopted water rate structure. We traced total master billing
amounts to the journal entry establishing the water rents receivable in the financial software.

2 The General Ledger report shows all transactions for Village revenues and expenses, including the vendor/customer
name, date, amount, transaction description, and check number if applicable.
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» For a randomly selected six-month period of time (using a random sample generator), we
traced (non-water) cash receipts from the manually maintained cash receipt log to the duplicate
receipt, the general ledger, the duplicate deposit tickets, and the general fund bank statements;
ensuring all cash receipts annotated were properly recorded and deposited.

» For a randomly selected billing cycle using a random sample generator (water is billed every
two months), we obtained the manually maintained water receipts register. Additionally, we
obtained the master billing for that period. We reviewed 100 percent of all customers and
judgmentally identified those who did not make a payment during the period, based on the
likelihood that unpaid amounts could possibly be zeroed out. We obtained a master billing
report for the next consecutive billing cycle and ensured unpaid amounts and applied late fees
were billed to the customers.

» For a randomly selected two-month period (using a random sample generator), we traced 100
percent of all payroll payments to individuals from time cards or Board resolutions to the
payroll report to determine the reliability of the payroll reports.

» For a randomly selected year (using a random sample generator), we reviewed payrolls for
proper certification by a department head/Mayor. We also traced payroll amounts to the trust
and agency account report and to the trust and agency bank statement. We verified proper
amounts and that only payments on a properly certified payroll existed.

* We reviewed contracts and quarterly bills for amounts owed to the Village of Penn Yan for
water provided. We scheduled out all payments to identify timing and determine the correct
amount to be recorded as liabilities on the financial reports at year end.

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 sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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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/

DivisioN oF LocaL GOVERNMENT AND ScHOOL ACCOUNTABILITY




APPENDIX D

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

Andrew A. SanFilippo, Executive Deputy Comptroller
Nathaalie N. Carey, 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
Robert Meller, 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
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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