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State of New York
Offi ce of the State Comptroller

Division of Local Government
and School Accountability
 
May 2017

Dear Village 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 Village 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 Village of Silver Creek, entitled Capital Projects. 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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Background

Introduction

Objective

Scope and Methodology

Comments of Local Offi cials 
and Corrective Action

The Village of Silver Creek (Village) is located in the Town of Hanover 
in Chautauqua County and has a population of approximately 2,600 
residents. The Village provides various services to its residents, 
including general government support, street maintenance and 
improvement, sewer and water, parks and recreation, fi re protection 
and snow removal. General fund appropriations for the 2016-17 fi scal 
year were approximately $2 million and were funded primarily with 
real property taxes, sales tax and State aid.
 
The Village is governed by an elected Board of Trustees (Board), 
which is composed of the Mayor and four Trustees. The Board is 
responsible for the general management and control of the Village’s 
fi nancial affairs. The Mayor is the Village’s chief executive offi cer 
and appoints nonelected offi cers, subject to Board approval. The 
Treasurer is the chief fi scal offi cer and is responsible for receiving and 
disbursing funds, maintaining the accounting records and preparing 
monthly and annual fi nancial reports.
 
The objective of our audit was to evaluate the Village’s capital 
projects. Our audit addressed the following related question:

• Did the Board adequately plan and manage sewer and water 
capital projects fi nancing? 

We examined the Village’s capital projects for the period June 1, 2015 
through January 17, 2017. We extended our scope period back to July 
18, 2011 to review certain information related to the capital projects.

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 offi cials, and their comments, which appear in Appendix 
A, have been considered in preparing this report. Village offi cials 
generally agreed with our recommendations and indicated they 
planned to initiate corrective action. 

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 General Municipal 
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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 Village Clerk’s offi ce.
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Capital Projects

Sewer Capital Project

The Board is responsible for adequately planning capital projects, 
which includes arranging for suffi cient fi nancing, setting spending 
limits and adopting and monitoring project budgets. The Treasurer 
should monitor fi nancial activity and provide accurate and timely 
updates to the Board to facilitate the monitoring process over capital 
project fi nances. The Board also needs to develop a long-term plan 
that shows each project’s fi nancial impact on the annual operating 
budget and revise it as needed.

The Board did not adequately manage the fi nances for the sewer or 
water capital projects or develop a long-term plan that evaluated 
each project’s fi nancial impact on the annual operating budget. The 
sewer fund did not have suffi cient cash to pay $296,000 of new debt 
service costs. As a result, the sewer fund had to borrow approximately 
$293,000 from the general fund and the loan has not been repaid 
because the sewer fund’s fi nancial condition has deteriorated. In 
addition, the Board did not approve water capital project change 
orders, which resulted in the project’s budget being overspent by 
$179,000 (5 percent). As a result, there will be limited cash for water 
operations, and unrestricted fund balance in the water fund will be 
signifi cantly reduced. Unless these problems are addressed, future 
operations could be adversely impacted.

The Board approved the waste water treatment plant capital project 
in January 2013 with an estimated maximum cost of $5 million and 
increased the maximum cost in May 2014 to $6.3 million. Construction 
started in May 2013 and was completed in June 2015. This project 
was fi nanced through New York State Environmental Facilities 
Corporation (EFC) loans totaling approximately $6.2 million.1 
 
When a board issues debt to fund a capital project, it needs to assess 
the operating fund’s revenue streams and determine whether user fees 
and other revenues need to be increased to fi nance the debt service 
costs that will be added to the budget. Any money temporarily 
advanced from one fund to another is required to be repaid as soon 
as available but in no event later than the close of the fi scal year in 
which the advance was made.2 

The Board did not adopt a long-term fi nancial plan that assessed the 
project’s fi nancial impact on the sewer fund or properly plan for the 
____________________
1 The loan payments are structured so that the combined principal and interest 

payments are to be fairly level in each year of repayment. 
2 Per General Municipal Law (GML)
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project’s debt service costs. The Board did not adopt a surcharge to 
pay for the debt service and start billing the surcharge until after the 
Village made the fi rst debt payment. By that time, the sewer fund 
reported a defi cit fund balance and a $293,000 interfund loan payable 
to the general fund. It is unclear if the new surcharge imposed by the 
Board will generate suffi cient revenue to improve the sewer fund’s 
fi nancial condition and allow it to pay back the general fund. 

The fi rst sewer debt payment owed to EFC, totaling approximately 
$296,000, was due in March 2016. In May 2015, the Board discussed 
imposing a surcharge on sewer bills to raise additional revenue to 
fund the new debt service payments but took no formal action at that 
time. In the 2015-16 budget, the Board included only $221,000 of 
debt service appropriations instead of the $296,000 that was needed, 
resulting in a shortfall of approximately $75,000.3  

The sewer fund did not have suffi cient cash to make the debt payment 
in 2016. The Village used general fund cash to pay the sewer fund 
debt and set up an interfund loan between the general fund and sewer 
fund. In accordance with GML, this interfund loan should have been 
repaid in full by the close of the 2015-16 fi scal year. However, the 
sewer fund had an operating defi cit of approximately $182,000 for 
2015-16 and an unrestricted fund balance defi cit of approximately 
$156,000 as of May 31, 2016. The Board has yet to determine how 
the sewer fund will repay the general fund but expects to do so over 
a fi ve-year period.
 
In May 2016, the Board approved a $65 quarterly surcharge on each 
sewer bill4 and estimated this would raise approximately $338,000 
annually to meet future debt payments. For the 2016-17 fi scal year, 
the surcharge is estimated to raise $253,000.5 The sewer fund should 
have suffi cient funds for the debt payment in 2017. Going forward, 
any revenue from the surcharge beyond the amount needed for the 
annual debt payment could prevent future operating defi cits and 
help repay the interfund loan but may not be suffi cient to address the 
accumulated unrestricted fund balance defi cit.

The Board may have been able to manage this project more effectively 
and anticipate its impact on the sewer fund had it adopted a long-term 
fi nancial plan and adopted a user fee to fund the project’s debt service 
costs in a more timely manner.

____________________
3 This was due to unknown interest rates on the debt at the time of budget adoption. 

However, the Board received the actual debt schedule in July 2015, which would 
have provided suffi cient time to address the budgetary shortfall.

4 Five of the largest users pay a higher amount based on annual usage. 
5 The surcharge billings started in August 2016.
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The Board authorized the water line replacement project in July 2011 
with an estimated maximum cost of $3.5 million. Construction started 
in October 2011 and was completed in June 2015. This project was 
funded through EFC loans totaling approximately $3.4 million. 

The Board and Village offi cials are expected to monitor capital project 
costs to ensure that the project’s budget is not exceeded, as the budget 
may be impacted by change orders. The Board should approve change 
orders prior to the work being performed, in accordance with Village 
policies. The Board should be notifi ed immediately if the budget is 
expected to be exceeded so that it can approve additional funding 
sources and adjust the long-term fi nancial plan accordingly.

The Board and Village offi cials did not adequately monitor water 
capital project costs. The Board did not approve project change orders 
totaling approximately $308,000 prior to the work being performed. 
These change orders caused total project costs to exceed the authorized 
budget by approximately $179,000 (5 percent). The Board relied on 
updates from the former Water Superintendent (Superintendent) and 
the Treasurer to monitor the progress and costs of the project but did 
not receive accurate and timely updates.

The Superintendent was responsible for overall project management 
and worked directly with engineers and contractors. The Superintendent 
and the engineering fi rm informed the Board of these change orders 
after the Superintendent had granted verbal approval to the contractors 
to proceed with the additional construction, but he did not provide 
the Board with the cost of the additional work. Without the cost, the 
Board could not determine if project expenditures would stay within 
the budget and therefore did not plan to authorize additional funding. 
The Board eventually disputed the change orders but was ultimately 
forced to pay, by court order, approximately $353,000, which included 
$45,000 in interest due to the delay in payment. Village offi cials were 
unable to provide written policies or procedures for the change order 
approval process, but they indicated that all change orders must be 
submitted to and approved by the Board before construction can take 
place.

In August 2016, the Board paid the entire amount of the change 
orders, including interest, using general fund money. The Board 
anticipates repaying the general fund in the 2016-17 fi scal year using 
approximately $137,000 in project money and approximately $215,000 
from available water fund cash. As a result, there will be limited cash 
available for water operations and unrestricted fund balance will be 
reduced to $311,000, or by approximately 41 percent.6 As of the end 
of fi eldwork, the Board was considering using approximately $83,000 

Water Capital Project

____________________
6 Based on the December 31, 2016 reported fund balance.
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from a capital reserve to pay for project expenditures. In addition, 
to limit the use of operating cash, the Board was also considering 
using approximately $185,000 from a debt reserve to fund current 
debt appropriations.  
 
Because the Board did not adequately monitor project fi nances 
and properly plan for each project’s fi nancial impact on the annual 
operating budget, the fi nances of the sewer and water funds have 
deteriorated. Unless these budgetary and cash fl ow problems are 
addressed, future operations could be adversely impacted.

The Board should:

1. Develop a long-term fi nancial plan that addresses capital 
projects and revise the plan as needed.

2. Ensure that the sewer fund budget includes adequate debt 
service appropriations.

3. Develop a plan to eliminate the defi cit fund balance in the 
sewer fund and to repay the general fund in a timely manner.

4. Develop written policies and procedures for the oversight and 
management of capital project fi nances that include a formal 
process for approving change orders and monitoring project 
costs.

 

Recommendations
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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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APPENDIX B

AUDIT METHODOLOGY AND STANDARDS 

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

• We interviewed Village offi cials to obtain an understanding of sewer and water fund operations 
and capital project management. 

• We reviewed Board minutes and sections of the Village Code pertaining to sewer and water 
operations, including billing rates and procedures, debt service charges and recent rate increases 
to cover project costs and debt payments. 

• We reviewed project fi nancing applications, project budgets, debt schedules and Board minutes 
regarding debt issuances. 

• We assessed the fi nancial condition of the sewer and water funds as of May 31, 2015.

• We examined accounting records to determine whether capital projects were accounted for 
properly and expenditures were within authorized amounts. 

• We reviewed sewer and water fund budgets to determine if debt payments and revenues were 
budgeted.

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

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 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
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
Jeffrey D. Mazula, 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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