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Report Highlights

Audit Objective
Determine whether the Village Board effectively managed 
the water service’s financial operations.

Key Findings
 l Complete and accurate accounting records were not 
maintained, the modified accrual basis of accounting 
was not used and interfund activity was not properly 
reported. As a result, the Board could not adequately 
monitor the water fund’s financial operations. 

 l The Board did not properly segregate water billing 
and duties or establish compensating controls. 

 l Late penalties were not properly assessed on unpaid 
water bills.

Key Recommendations
 l Maintain accurate accounting records including 
revenues and expenditures using the modified 
accrual basis of accounting.

 l Segregate the Treasurer’s financial duties or establish 
compensating controls, such as providing additional 
oversight of the Treasurer’s work.

 l Ensure billings comply with the Water Usage Law 
(WUL). 

Village officials generally agreed with our 
recommendations and have initiated or indicated they 
planned to initiate corrective action. Appendix B includes 
our comment on an issue raised in the Village’s response 
letter .

Background
The Village of Arkport (Village) is 
located in the Town of Hornellsville 
(Town) in Steuben County. The 
Village provides various services to 
its residents, including water which 
is funded by user fees.

The Village is governed by 
an elected Board of Trustees 
(Board) and a Mayor. The Board 
is responsible for the general 
management and control of the 
Village’s finances and operations. 
The Board-appointed Treasurer is 
the Village’s chief fiscal officer and 
is responsible for the custody and 
accounting of all Village money, as 
well as quarterly water billings and 
collections.

The Department of Public Works 
(DPW) Supervisor oversees 
the water department and is 
responsible for day-to-day 
operations.

Audit Period
June 1, 2018 – February 19, 2020. 

We extended the scope period 
back to June 1, 2016 to review the 
water fund’s cash balances and 
interfund advances. 

Village of Arkport

Quick Facts

Population 844

Water Customers 370

2019-20 Water 
Appropriations $329,575
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The Village provides water service to 357 Village residents and 13 Town residents 
through a contract with the Town. Water meter readings are taken and billed 
quarterly in February, May, August and November. Each month, the Board 
receives reports from the Treasurer that detail the water fund’s financials such as 
cash balances, revenues and expenditures as well as a departmental summary 
from the DPW Supervisor about the Village’s water operations and updates on the 
progress of the water capital project.

How Should the Board Effectively Manage Financial Operations?

To effectively manage water operations, the board must ensure complete and 
accurate accounting records are maintained, the modified accrual basis of 
accounting is used and interfund activity is property reported. The board is also 
responsible for providing guidance through the adoption of written policies and 
procedures for water billing and collection. This guidance should ensure that no 
one individual handles all aspects of a transaction. When it is neither practical 
nor cost-effective to segregate incompatible duties,1 it is critical to implement 
compensating controls, such as review and approval of billings and adjustments. 

Board guidance should outline all billing rates and special billing situations and 
provide for monitoring compliance with board-adopted policies and procedures. 
The Board adopted the WUL in 2009 to govern the fees and charges assessed 
to water customers. The Treasurer is responsible for accurately billing water 
customers based on water consumption through periodic meter readings and 
Board-adopted rates. According to the WUL, when a bill is 30 days in arrears, 
penalties should be assessed at 5 percent per month and termination notices 
should be sent for bills unpaid 30 days after the bill date.  

The Board Did Not Ensure Complete and Accurate Accounting 
Records Were Maintained

We reviewed various financial records and transactions including water receipts 
and disbursement records and bank statements. We found the Treasurer did not 
maintain the accounting records using the modified accrual basis of accounting, 
but instead maintained them on a cash basis. In addition, she improperly recorded 
and reported interfund activity. The Village’s May 31, 2019 accounting records 
contained the following inaccuracies:

 l Water fund cash accounts totaled $428,470, which were understated by 
$16,091.

 l Water rents receivable totaling $47,516 were not reported.

Water Fund Operations

1 Incompatible duties include custody of assets, authorization or approval of transactions affecting those assets 
and recording or reporting of related transactions.
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 l Due from other funds totaling $19,255 were not reported.

 l Due to other funds totaled $38,740, which were understated by $38,353.

 l Revenues were understated by $36,392.

Many of these errors can be attributed to the Treasurer’s lack of training related 
to municipal accounting and the Village’s computerized financial software. For 
example, the Treasurer repeatedly did not transfer funds from the water fund’s 
bank accounts to the general fund’s checking account that was used for all 
disbursements for the period July 1, 2017 through September 30, 2017 and 
payroll disbursements for the period July 1, 2017 through November 30, 2017. 
Therefore, interfund activity was not properly recorded and remains inaccurate 
and the Board cannot adequately monitor the water fund’s financial operations.

The Board Did Not Properly Segregate Water Billing and Collection 
Duties

The Village Clerk (Clerk) collects water payments and logs them into a 
spreadsheet for the Treasurer. The Treasurer prepares the water bills, collects 
payments in the Clerk’s absence, records all transactions in the computerized 
software and prepares deposits of customer payments. Either the Clerk or 
Treasurer take the prepared deposits to the bank. However, these individuals do 
not independently check each other’s work.

Although the Treasurer and DPW Supervisor review various reports from the 
billing software to identify excessive, unusual or missing meter readings, the 
Treasurer makes adjustments to meter readings, billings, penalties, payments and 
customer accounts with no review or approval. The Treasurer also determines 
unpaid water accounts eligible for levy on Village taxes. Because compensating 
controls were not implemented, this concentration of key duties with one 
individual without sufficient oversight significantly increases the risk of errors and 
irregularities occurring and going undetected and uncorrected.

We reviewed and recalculated six quarterly water billings from the period 
May 2018 through August 2019 and verified unpaid amounts levied onto the 
Village property tax bills. We also traced 328 payments and three relevied 
account receipts totaling $71,535 collected between August and October 2019 
to supporting documentation from the Clerk. Although the error rates were not 
significant, the control weaknesses in the Village’s water operations could allow 
significant errors and/or irregularities to occur and not be discovered. In addition, 
meter readings were generally consistent with previous readings and the metering 
software reports, or differences were reasonably explained; however, clear 
documentation supporting the Treasurer’s and DPW Supervisor’s adjustments to 
the meter readings was not maintained or approved.
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The Treasurer Did Not Properly Assess Late Penalties 

The Treasurer did not appropriately charge penalties for unpaid water bills. Every 
quarter the Treasurer applied a one-time 10 percent penalty to unpaid bills a 
month after the due date. However, according to the WUL, penalties should have 
been assessed for bills 30 days in arrears at 5 percent per month and termination 
notices should have been sent 30 days after the bill date. We selected 10 of 
the 81 accounts in arrears as of May 1, 2018 and recalculated their penalties 
according to the WUL. We found seven of the 10 delinquent accounts were 
undercharged a total of $191 and three were overcharged a total of $60. These 
errors occurred because the Treasurer was not provided procedures for water 
operations and unbeknownst to Village officials, the computerized billing software 
was erroneously set to charge 10 percent penalty once a quarter, instead of 5 
percent each month of delinquency, since its implementation in 2017.

In addition, delinquent accounts are not terminated per the WUL, but allowed to 
remain unpaid for several quarters. As a result, the Board was unaware of the 
large number of unpaid water user fees and their negative impact on the cash 
flow of the water fund until it relevied unpaid user fees on the next fiscal years’ 
Village real property tax bills. The Board relevied 33 (9 percent) accounts totaling 
$17,006 and 38 or 10 percent of accounts totaling $31,540 onto the Village’s 2018 
and 2019 taxes respectively. Therefore, 10 percent of the earned revenues were 
unavailable for use as planned.

What Do We Recommend?

The Board should:

1. Ensure the Treasurer is provided with municipal accounting and software 
training.

2. Develop policies and procedures for water billing and collection that 
segregate the Treasurer’s financial duties or establish compensating 
controls, such as providing additional oversight of the Treasurer’s work.  

3. Approve all water billing and accounting adjustments.

4. Consult with Village counsel to determine whether the Village should 
seek to recoup funds that may have been underbilled and/or reimburse 
potentially overbilled water users.

Village officials should: 

5. Maintain accurate accounting records including revenues and 
expenditures using the modified accrual basis of accounting.
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6. Maintain supporting documentation for all adjustments to meter readings, 
billings, penalties, payments and customer accounts. 

7. Ensure billings comply with the WUL by modifying the computerized billing 
software so that it assesses penalties in accordance with the WUL.

8. Clarify the circumstances under which delinquent accounts will result in 
service termination and/or a levy of unpaid amounts on the tax roll.
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Appendix A: Response From Village Officials
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See
Note 1
Page 8
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Appendix B: OSC Comment on the Village’s Response

Note 1

The WUL states that termination notices should be sent out for unpaid 
accounts 30 days after billing, and the Board may, by resolution, authorize 
the discontinuance of water services that are more than (90) days in arrears. 
Termination notices were not sent out, nor did the Board take action to terminate 
unpaid accounts. Village officials’ decision to continue to allow unpaid accounts to 
remain delinquent until relevy, negatively impacts cash flow.  
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Appendix C: Audit Methodology and Standards

We conducted this audit 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. To achieve the audit objective and obtain valid audit 
evidence, our audit procedures included the following:

 l We interviewed Village officials and employees to gain an understanding of 
water operations, billing and Board oversight of the funds including policies 
and procedures, reserves and long-term planning.

 l We reviewed various financial records and transactions including water 
receipt and disbursement records and bank statements to determine whether 
the Treasurer was using the modified accrual basis of accounting and 
properly recorded financial activity.

 l We recalculated water fund cash balances and interfund activity from June 1, 
2016 through October 10, 2019.

 l We analyzed meter readings for 370 billed customer accounts for the 
May 1, 2019 billing cycle and followed up with the Treasurer and other 
documentation to identify valid reasons for any inconsistencies.

 l We tested the six most recent billing cycles (May 1, 2018 through August 
1, 2019) containing 2,224 billings, recalculating bills and late charges. We 
completed an in-depth review of documentation supporting various billing 
arrangements and adjustments.

 l We tested amounts levied on the 2018-19 and 2019-20 Village tax bills.

 l To determine the effect of the incorrectly applied late penalties we took a 
random sample of 10 accounts out of the 81 with arrears as of the May 
1, 2018 billing and recalculated the late penalties. We compared our 
calculations to what the Village charged and calculated the difference. 

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 objective. 
We believe that the evidence obtained provides a reasonable basis for our 
findings and conclusions based on our audit objective.

Unless otherwise indicated in this report, samples for testing were selected 
based on professional judgment, as it was not the intent to project the results 
onto the entire population. Where applicable, information is presented concerning 
the value and/or size of the relevant population and the sample selected for 
examination.

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 provided to our office within 90 days, pursuant to Section 
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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 the 
CAP available for public review in the Clerk’s office.
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Appendix D: Resources and Services

Regional Office Directory 
www.osc.state.ny.us/sites/default/files/local-government/documents/pdf/2018-12/regional_directory.pdf

Cost-Saving Ideas – Resources, advice and assistance on cost-saving ideas 
www.osc.state.ny.us/local-government/publications?title=&body_value=&field_topics_target_id=263196&issued=All

Fiscal Stress Monitoring – Resources for local government officials experiencing fiscal problems 
www.osc.state.ny.us/local-government/fiscal-monitoring

Local Government Management Guides – Series of publications that include technical information 
and suggested practices for local government management 
www.osc.state.ny.us/local-government/publications?title=&body_value=&field_topics_target_id=263206&issued=All

Planning and Budgeting Guides – Resources for developing multiyear financial, capital, strategic and 
other plans 
www.osc.state.ny.us/local-government/resources/planning-resources

Protecting Sensitive Data and Other Local Government Assets – A non-technical cybersecurity 
guide for local government leaders  
www.osc.state.ny.us/sites/default/files/local-government/documents/pdf/2020-05/cyber-security-guide.pdf

Required Reporting – Information and resources for reports and forms that are filed with the Office of 
the State Comptroller  
www.osc.state.ny.us/local-government/required-reporting

Research Reports/Publications – Reports on major policy issues facing local governments and State 
policy-makers  
www.osc.state.ny.us/local-government/publications?title=&body_value=&field_topics_target_id=263211&issued=All

Training – Resources for local government officials on in-person and online training opportunities on a 
wide range of topics 
www.osc.state.ny.us/local-government/academy

http://www.osc.state.ny.us/sites/default/files/local-government/documents/pdf/2018-12/regional_directory.pdf
http://www.osc.state.ny.us/local-government/publications?title=&body_value=&field_topics_target_id=263196&issued=All
http://www.osc.state.ny.us/local-government/fiscal-monitoring
http://www.osc.state.ny.us/local-government/publications?title=&body_value=&field_topics_target_id=263206&issued=All
http://www.osc.state.ny.us/local-government/resources/planning-resources
http://www.osc.state.ny.us/sites/default/files/local-government/documents/pdf/2020-05/cyber-security-guide.pdf
http://www.osc.state.ny.us/local-government/required-reporting
http://www.osc.state.ny.us/local-government/publications?title=&body_value=&field_topics_target_id=263211&issued=All
http://www.osc.state.ny.us/local-government/academy


Like us on Facebook at facebook.com/nyscomptroller  
Follow us on Twitter @nyscomptroller

Contact
Office of the New York State Comptroller 
Division of Local Government and School Accountability 
110 State Street, 12th Floor, Albany, New York 12236

Tel: (518) 474-4037 • Fax: (518) 486-6479 • Email: localgov@osc.ny.gov

www.osc.state.ny.us/local-government

Local Government and School Accountability Help Line: (866) 321-8503

ROCHESTER REGIONAL OFFICE – Edward V. Grant Jr., Chief Examiner

The Powers Building • 16 West Main Street – Suite 522 • Rochester, New York 14614-1608

Tel (585) 454-2460 • Fax (585) 454-3545 • Email: Muni-Rochester@osc.ny.gov

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

mailto:localgov@osc.ny.gov
http://www.osc.state.ny.us/local-government
mailto:Muni-Rochester@osc.ny.gov
https://www.facebook.com/nyscomptroller
https://www.facebook.com/nyscomptroller
https://twitter.com/nyscomptroller
https://twitter.com/nyscomptroller

	Contents
	Report Highlights
	Water Fund Operations
	How Should the Board Effectively Manage Financial Operations?
	The Board Did Not Ensure Complete and Accurate AccountingRecords Were Maintained
	The Board Did Not Properly Segregate Water Billing and CollectionDuties
	The Treasurer Did Not Properly Assess Late Penalties
	What Do We Recommend?

	Appendices
	Appendix A: Response From Village Officials
	Appendix B: OSC Comment on the Village’s Response
	Appendix C: Audit Methodology and Standards
	Appendix D: Resources and Services
	Contact




