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INDEPENDENT AUDITOR’S REPORT

To the Supervisor and Members of the Town Board
of the Town of Charlton, New York

We have audited the accompanying regulatory basis financial statements of the Town of Charlton,
New York as of and for the year ended December 31, 2011 as listed in the table of contents. These
financial statements are the responsibility of the Town of Charlton, New York’s management. Our
responsibility is to express an opinion on these regulatory basis financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the regulatory basis financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the regulatory
basis financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall regulatory basis financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As described in Note 1, the Town prepared these financial statements using accounting principles
prescribed by the New York State Office of the State Comptroller to demonstrate compliance with the
State’s regulatory basis of accounting, which practices differ from accounting principles generally
accepted in the United States of America. The effect on the financial statements of the variances
between these regulatory accounting practices and accounting principles generally accepted in the
United States of America, although not reasonably determined, are presumed to be material.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial
statements referred to above do not present fairly, in conformity with accounting principles generally
accepted in the United States of America, the financial position of the Town of Charlton, New York,
as of December 31, 2011, and the changes in its financial position for the year then ended. Further,
the Town of Charlton has not presented a management’s discussion and analysis that accounting
principles generally accepted in the United States has determined is necessary to supplement, although
not required to be part of the basic financial statements.

As described in Note 1(k), the Town has not recorded other postemployment benefits in accordance
with generally accepted accounting principles. The amounts that would have been recorded as a
liability, had other postemployment benefits been recorded in accordance with generally accepted
accounting principles, is not known.



In our opinion, except for the recording of other postemployment benefits as previously described, the
regulatory basis financial statements referred to above present fairly, in all material respects, the
financial position of the Town of Charlton, New York as of December 31, 2011, and the results of its
operations for the year then ended in conformity with accounting principles prescribed by the New
York State Office of the State Comptroller.

In accordance with Government Auditing Standards, we have also issued our report dated November
5, 2012 on our consideration of the Town of Charlton’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

O.moan‘ Oo“ﬂ“ffp&% Ll

CUSACK & COMPANY, CPA’s LLC

Latham, New York
November 5, 2012
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Town OF CHARLTON, NEW YORK
NOTES TO REGULATING BaSIS FINANCIAL STATEMENTS
DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Town of Charlton, New York (the “Town™) have been prepared in
conformity with accounting principles prescribed by the New York State Office of the State
Comptroller for complying with Article 3, Section 30 of General Municipal Law in which every
municipal corporation is required to make an annual financial report. The most significant
difference between this regulatory basis of accounting and generally accepted accounting principles
(“GAAP”) is that Government Accounting Standards Board (“GASB”) Statement 34 “Basic
Financial Statements and Management’s Discussion and Analysis for State and Local Governments”
need not be implemented to meet the requirements of General Municipal Law. GASB 34 requires
significant changes including:

*  Government-Wide Reporting

*  Focus on Major Funds

* Changes in Budgetary Reporting

s Full Accrual Accounting Including Depreciation
* Management Discussion and Analysis

+ Capitalization of Infrastructure Assets

Management has considered the costs and benefits of adopting GASB 34 and determined that
auditing the financial statements utilizing another Comprehensive Basis of Accounting as opposed
to GAAP makes fiscal sense for the Town.

The Town of Charlton, New York, which was established in 1792 in Saratoga County, is governed
by its Town Charter, other general laws of the State of New York and various local laws. The Town
Board, which is the governing body of the Town, consists of the Supervisor and four voting Council
members, all elected. The Town Supervisor serves as the chief executive officer and chief fiscal
officer.

The Town provides the following basic services: public safety, health services, maintenance of town
roads, recreation, home and community service, economic assistance and other general services. The
accounting policies of the Town conform to the accounting principles prescribed by the New York
State Office of the State Comptrolier, which with some exceptions, generally conform to generally
accepted accounting principles (GAAP) as applied to governmental units. The Governmental
Accounting Standards Board (GASB) is the acceptable standards setting body for establishing
accounting and financial reporting practices. The following is a summary of significant policies:

(a) Financial Reporting Entity: The financial reporting entity consists of (a) the primary
government which is the Town of Charlton, (b) organizations for which the primary
government is financially accountable, and (¢) other organizations for which the nature and
significance of their relationship with the primary government are such that exclusion would
cause the reporting entity's financial statements to be misleading or incomplete as set forth
in (GASB Statement 14.

The decision to include a potential component unit in the Town reporting entity is
based on several criteria set forth in GASB 14 including legal standing, fiscal
dependency, and financial accountability. Based on the application of these criteria,
the following is a brief review of certain entities considered in determining the
Town's reporting entity.

See independent auditor’s report, 8



TownN OF CHARLTON, NEW YORK
NOTES TO REGULATORY BASIS FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2011

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(b)

Basis of Presentation - Fund Accounting: The accounts of the Town are organized on the
basis of funds or account groups, each of which is considered a separate accounting entity.
The operations of each fund are accounted for within a separate set of self-balancing
accounts that comprise its assets, liabilities, fund balances, revenues, and expenditures. The
various funds are summarized by type in the financial statements. The following fund types
and account groups are used by the Town.

GOVERNMENTAL FUND TYPES

Governmental funds are those in which most governmental functions of the Town are
reported. The acquisition, use and balances of the Town's expendable financial resources
and the related liabilities are accounted for through the governmental funds. The
measurement focus is upon determination of changes in financial position, rather than upon
determination of net income. The following are the Town's governmental fund types:

o Townwide General Fund - is the primary operating fund of the Town. It is used to
account for all general financial resources not accounted for in another fund.

. Highway Fund - established pursuant to Highway Law to account for revenues and
expenditures related to highway repairs and improvements, bridges, machinery,
snow removal and miscellaneous highway related items.

L Water District Fund - to account for water district revenues and expenditures.

L] Capital Projects Fund - is used to account for financial resources used for the
acquisition or construction of major capital expenditures.

FIDUCIARY FUND TYPES

Fiduciary funds account for assets held by the Town as an agent for individuals, private
organizations, other governmental units, and/or other funds. Expendable trust funds are
accounted for in essentially the same manner as governmental funds.

ACCOUNT GROUPS

Account groups are used to establish accounting controls and accountability for general
fixed assets and general long-term debt. The two account groups are not “funds”. They are
concerned only with the measurement of financial position. They are not involved with
measurement of results of operations.

Fixed Asset Account Group - This account group is established to account for all fixed assets
of the Town.

General Long-Term Debt Account Group - This account group is used to record all long-
term obligations of the Town, such as compensated absences and bonds.

See independent auditor’s report. 9



TowN OF CHARLTON, NEW YORK
NOTES TO REGULATORY BASIS FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2011

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(c)

(d)

()

(H
(#)

Basis of Accounting: The modified accrual basis of accounting is followed by the
governmental and expendable trust funds. Under the modified accrual basis of accounting,
revenues are recorded when they are susceptible to accrual, i.e., both measurable and
available. Available means collectible within the current period or soon enough thereafter
to be used to pay liabilities of the current period. Expenditures are recorded when the
liability is incurred, if measurable except that interest on long-term debt is not recognized
as an expenditure untii due.

In applying the susceptible-to-accrual concept to State and Federal Aid, the legal and
contractual requirements of the numerous individual programs are used as guidance. There
are, however, essentially two types of these revenues. In one, monies must be expended on
the specific purpose or project before any amounts will be paid to the Town; therefore,
revenues are recognized based upon the expenditures recorded. In the other, monies are
virtually unrestricted as to purpose of expenditure and are usually revocable only for failure
to comply with prescribed compliance requirements. These resources are generally reflected
as revenues at the time of receipt.

The primary non-property tax item is sales tax which is recorded as revenue in the general
and the Townwide highway fund when it is received by Saratoga County and available for
distribution to the Town. Other revenues are recorded when received in cash because they
are generally not measurable until actually received.

Budgetary Data:

General Budget Process - Prior to October 1 of each year, the Budget Officer submits to the
Town Board a proposed operating budget for the fiscal year commencing the following
January 1. The operating budget includes proposed expenditures and the sources of
financing. Public hearings are conducted to obtain taxpayers' comments. Prior to November
20, the budget is adopted by the Town Board. The Town Board must approve all
modifications of the budget.

Budget Basis of Accounting - Budgets are adopted annually on a basis consistent with
generally accepted accounting principles. Appropriations authorized for the current year are
increased by the amount of encumbrances carried forward from the prior year.

Encumbrances: Encumbrance accounting, under which purchase orders, contracts and other
commitments for the expenditure of funds are recorded in order to reserve that portion of
the applicable appropriation, is employed in the governmental funds. Open encumbrances
at year end are reported as reservations of fund balances since the commitments do not
constitute expenditure or liabilities.

Inventory: Inventory consists primarily of salt and fuel and is valued at cost.
General Fixed Assets: Fixed assets used in governmental fund type operations (general
fixed assets) are accounted for in the fixed assets account group. These fixed assets are

valued at historical cost or estimated historical cost if actual cost is not available. Donated
fixed assets are valued at their estimated fair value on the date donated.

See independent auditor’s report. 10



TowN OF CHARLTON, NEW YORK
NOTES TO REGULATORY BASIS FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(g)

Gy

(i)

()

(k)

General Fixed Assets (Continued): Fixed assets consisting of certain improvements other
than buildings, including roads, bridges, curbs and gutters, streets and sidewalks and
drainage have not been capitalized. Such assets normally are immoveable and of value only
to the Town. Therefore, the purpose of stewardship for capital expenditures is satisfied
without recording these assets.

No depreciation has been provided on general fixed assets, nor has interest been capitalized.

Compensated Absences: Town employees are granted vacation and sick leave in varying
amounts. In the event of termination or upon retirement, an employee is entitled to payment
for accumulated vacation leave at various rates subject to certain maximum limitations. The
liability for accumulated vacation has been recorded in the applicable fund. The liability
for accumulated sick time has been recorded in the general long-term debt account group.

Fund Balance Reserves: The Town's fund balance reserves represent those portions of the
fund balance not available for appropriation, or legally designated for a specific future use.

Property Taxes: Real property tax levies are fully accrued at the beginning of the fiscal
year. The current year’s property taxes are levied no later than January 1 based upon the full
assessed value of real property within the Town. The taxes are collected by the Town Tax
Collector during the period January 1 through March 31. On March 31, settlement
proceedings take place whereby the County of Saratoga, New York becomes the tax
collecting agent for the Town. All real property tax enforcement action becomes the duty
of the County of Saratoga, New York.

Postemployment Benefits: In addition to providing pension benefits, the Town also provides
certain health care benefits for retired employees. Substantially all the Town's employees
may become eligible for these benefits if they reach normal retirement age while working
for the Town.

Effective for the year ended December 31, 2009, Governmental Accounting Standards
Board Statement No. 45 “Accounting and Financial Reporting by Employers for
Postemployment Benefits Other than Pensions” (*GASB 45”) requires the Town to
recognize the cost of other postemployment benefits (“OPEB”) in the financial statements
in the periods in which the exchange occurs rather than in the periods when the benefits are
paid. GASB 45 requires the services of an actuary to calculate current OPEB costs and to
amortize prior service costs over a period not to exceed thirty years. The expense
recognized under this policy would be significantly larger than prior practice which
recognized expense on a pay-as-you-go basis.

The Town has evaluated the costs and benefits of adopting GASB 45 and determined that
at this time the cost outweighs the benefit. Therefore, the Town has continued to recognize
OPEB costs on a pay-as-you-go basis, which is not in accordance with generally accepted
accounting principles. The amount that would be recorded in the long-term debt account
group has GASB 45 been adopted is not known.

OPEB costs on a pay-as-you-go basis was approximately $15,000 in 2011 for 5 retirees.

Sec independent auditor’s report. 11



Town OF CHARLTON, NEW YORK
NOTES TO REGULATORY BASIS FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2011

2, CASH AND INVESTMENTS

The Town's written investment policy was adopted by the Town Board and is governed by State
statutes. Town monies must be deposited in FDIC insured commercial banks or trust companies
designated by the Town Board. New Y ork State statutes and guidelines authorize the Town to invest
in obligations of the U.S. Government and its agencies, certificates of deposit, repurchase
agreements, and obligations of the State of New York.

Collateral is required for demand deposits and certificates of deposit at 100 percent of all deposits
not covered by federal deposit insurance. Obligations that may be pledged as collateral are
obligations of the United States and its agencies, obligations issued, fully insured, or guaranteed by
New York State, and obligations issued by any municipality or school district of New York State.
Restrictions may apply to some of the above categories.

During 2011, cash and investments were either insured by federal depository insurance or
collateralized by assets of the Town’s custodial bank in the Town’s name.

3. POOLED BANK ACCOUNTS

Separate bank accounts are not maintained for each of the Town's funds. Instead, cash is pooled and
deposited in pooled bank accounts with accounting records maintained to show the portion of the
balance attributable to each fund. At December 31,2011 the Town's funds had the following book
balances in the pooled bank account:

Fund Cash
General $ 700,484
Highway 3,299
Water 89.197

$ 792980
4. FIXED ASSETS

A summary of changes in the fixed asset account group is as follows:

Balance at Balance at

January 1, 2011 Additions Deletions December 31, 2011
Land ) 66,461 5 - $ - h 66,461
Buildings 3,397,272 - - 3,397,272
Equipment 1.245 687 13.172 197 1.258.062
$  4,709.420 $ 13,172 § 797 $ 4721795

5. SHORT-TERM DEBT

Liabilities for bond anticipation notes (BAN’s) are generally accounted for in the capital projects
fund. The notes or renewal thereof may not extend more than two years beyond the original date of
issue unless a portion is redeemed within two years and within each 12 month period thereafter.

See independent auditor’s report. 12



TowN OF CHARLTON, NEWw YORK
NOTES 10O REGULATORY BASIS FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2011

7.

SHORT-TERM DEBT (CONTINUED)

State law requires that BAN’s issued for capital purposes be converted to long-term obligations
within five years after the original issue date. However, BAN’s issued for assessable improvement
projects may be renewed for periods equivalent to the maximum life of the permanent financing,
provided that stipulated annual reductions of principal are made.

The following is a summary of changes in BAN’s for the year ended December 31, 2011:

BAN’s Outstanding , January 1, 2011 $ 600,000
BAN’s Issued -

BAN’s Redeemed 100,000
BAN’s Qutstanding, December 31, 2011 $ 500,000

BAN’s consist of a $500,000 note maturing February 12, 2012 with an interest rate of 2.25% for the
Town Hall.

LONG-TERM DEBT

The following is a summary of changes in long-term liabilities for the year ended December 31,
2011:

Balance Balance
January 1, 2011 Additions Deletions December 31, 2011
Bonds Payable $ 1,253,600 $ - 5 85,450 $ 1,168,150
Compensated
Absences 4,623 - - 4.623
$ 1.258,223 $ - $ 85.450 $ 1,172,973

Future maturities of bonds payable and the related interest expense are as follows:

Principal Interest

2012 $ 85,450 5 47,213
2013 90,450 43,725
2014 90,450 39,238
2015 95,450 35,550
2016 95,450 29,263
Thereafter 710,900 88.063

$ 1.168.150 $ 283052

FUND BALANCE

As of December 31, 2011, the Tow implemented GASB 54 “Fund Balance Reporting and
Governmental Fund Type Definitions.”

See independent auditor’s report, 13
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FUND BALANCE (CONTINUED)
GASB 54 defines five categories of fund balance as follows:

» Nonspendable fund balance includes amounts that cannot be spent because they are either
not in spendable form or contractually required to be maintained intact.

*» Restricted fund balance includes amounts restricted when constraints placed on the use
of resources are either externally imposed by creditors, grantors, contributors, or laws or
regulations of other governments; or imposed by law through constitutional provisions or
enabling legislation.

« Committed fund balance includes amounts that can only be used for specific purposes
pursuant to constraints imposed by formal action of the Town Board. The Town had no
committed fund balances at December 31, 2011.

» Assigned fund balance includes amounts that are constrained by the Town’s intent to be
used for specific purposes, but are neither restricted nor committed. Assigned fund
balances include funds that are legally mandated to be accounted for separately as well as
amounts that have been contractually obligated by the Town or designated by the Town for
ensuing year’s budget.

+ Unassigned fund balance represents fund balance that has not been assigned to other funds
and that has not been restricted, committed or assigned to specific purposes within the
fund.

Fund balances for major funds are detailed as follows:

General Highway Water
Fund Fund Fund
Nonspendable
Prepaid Expenses $ 1509 § - ) -
Restricted
Park Fees 68,854 - -
Highway Equipment - 15,442 -
Water Reserve - - 120,784
Assigned
Subsequent Years Budget 176,122 - 5,712
Highway Fund - 51,290 -
Water Fund - - 70,452
Unassigned 667,779 - -
Total b 927.851 b 66,732 $ 196,948

See independent auditor’s report. 14



TownN OF CHARLTON, NEW YORK
NOTES TO REGULATING BASIS FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2011

OPERATING TRANSFERS

During the course of normal operations, the Town records numerous transactions between
funds including expenditures for the provisions of services as well as transfers between funds
to finance various projects.

There were no interfund receivable and payable balances arising from these transactions as
of December 31, 2011.

PENSION PLAN
Plan Description

The Town participates in the New York State and Local Employees' Retirement System and
the Public Employees' Group Life Insurance Plan (Systems). These are cost-sharing multiple-
employer retirement systems. The Systems provide retirement benefits as well as death and
disability benefits. Obligations of employers and employees to contribute and benefits to
employees are governed by the New York State Retirement and Social Security Law
(NYSRSSL). As set forth in the NYSRSSL, the Comptroller of the State of New York
(Comptroller) serves as sole trustee and administrative head of the Systems. The Comptroller
shall adopt and may amend rules and regulations for the administration and transaction of
the business of the Systems and for the custody and control of their funds. The Systems issue
a publicly available financial report that includes financial statements and required
supplementary information. That report may be obtained by writing to the New York State
and Local Retirement Systems, 110 State Street, Albany, NY 12244.

Funding Policy

The Systems are noncontributory except for employees who joined the New York
Employees' Retirement System after July 27, 1976 who contribute 3% of their salary, for the
first ten years of service credit and employees who joined after January 1, 2010 who
generally contribute 3% of their salary for their entire length of service. Under the authority
of the NYSRSSL, the Comptroller shall certify annually the rates expressed as proportions
of payroll of members, which shall be used in computing the contributions required to be
made by employers to the pension accumulation fund.

The Town is required to contribute at an actuarially determined rate. The required
contributions for the current year and preceding year were as follows:

2011 $ 60,382
2010 $ 49,739

The Town's contributions made to the Systems were equal to 100 percent of the contributions
required for each year.

See independent auditor’s report. 15
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10.

10.

COMMITMENTS AND CONTINGENCIES

Litigation: The Town is a defendant in lawsuits arising in the normal course of business.
In the opinion of the Town, after considering all relevant facts, the ultimate losses not
covered by insurance resulting from such litigation would be immaterial in relation to the
regulatory basis financial statements taken as a whole.

Self-Insurance: The Town participates in a self-insurance plan for workers' compensation
under Local Law No. 1 and 2, 1956, pursuant to Article 5 of the Workers' Compensation
Law. The plan is open to any eligible municipality or public entity for participation. The
County of Saratoga, New York is responsible for administration of the plan and its reserves.
The Town contribution, $2,484 in 2011, to the plan is levied together with taxes for the
County and special district purposes as a single bill.

Environmental Concerns: The Town is engaged in many activities (i.e., highway
maintenance, salt and gasoline storage), in the normal course of operations that are
potentially hazardous to the environment. Policies, procedures and safeguards have been
implemented by the Town to assist in the protection of the environment. As of December
31,2011 the Town is not aware of any significant environmental problems that should be
disclosed in the financial statements.

SUBSEQUENT EVENTS

Management has evaluated subsequent events or transactions as to any potential material
impact on operations or financial position occurring through November 5, 2012, the date the
financial statements were available to be issued. No such events or transactions were
identified.

See independent auditor’s report. 16
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NEW YORK STATE SOCIETY OF
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF REGULATORY BASIS
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Supervisor and
Members of the Town Board
Town of Charlton, New York

We have audited the regulatory basis financial statements of the Town of Charlton, New York as of
and for the year ended December 31, 2011, and have issued our report thereon dated November 5,
2012. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Town of Charlton, New York’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Town’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Town’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses, as defined above. However, we identified a certain deficiencies
in internal control over financial reporting, described in the accompanying schedule of findings and
questioned costs that we consider to be significant deficiencies in internal control over financial
reporting, findings 2011-1, 2011-2, 2011-3, 2011-5, 2011-6 and 2011-7. A significant deficiency
is a deficiency, or a combination of deficiencies, in internal control that is less sever than a material
weakness, yet important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Town of Charlton, New York’s
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

This report is intended solely for the information and use of management, others within the Town,
and the Town Board and is not intended to be and should not be used by anyone other than these
specified parties.

Clsoclest OWU%,C&‘S LC

CuUsaCK & CompPANY, CPA’S LLC

Latham, New York
November 5, 2012



TowN OF CHARLTON, NEw YORK
FINDINGS AND RECOMMENDATIONS
DECEMBER 31, 2011

2011-1: OQutsourcing of Financial Statement Preparation Process to Your Auditors

Auditing standards require the reporting of a significant deficiency if the Town does not employ an
individual with the necessary qualifications to prepare a complete set of financial statements and
related footnotes in accordance with generally accepted accounting principles. As the Town
bookkeeper is not a certified public accountant, she is not able to determine that the financial
statements and related footnotes are in accordance with generally accepted accounting principles.
As aresult, Cusack & Company, LLC has assisted the Town in preparing its management functions.
Management continues to make all management decisions and perform all management functions.
Additionally, management has designated an individual who possesses suitable skill, knowledge and
experience to oversee our services. Such individual is responsible to evaluate the adequacy and
results of the services performed, accepts responsibility for the results of the services, and maintains
control and monitors such services.

We recommend that management consider the costs and benefits of obtaining an employee,
consultant, volunteer, or board member with the appropriate technical expertise to satisfy the
requirements of auditing standards.

2011-2 Cash Basis of Accounting

During our audit of the financial reporting system we noted that with some exceptions, the cash basis
of accounting is utilized which is not in accordance with generally accepted accounting principles,
as results can vary materially based on the timing of cash receipts and disbursements.

The following adjustments were required to convert the December 31, 2011 balance sheet to the
accrual basis:

85,514
2,605
8,389

» Accrued December 2011 sales tax received in February 2012 $

« Accrued December 2011 Justice Fines received in January 2012 $

+  Accrued fourth quarter franchise fee $

+ Accrued FEMA Aid $ 24,679
+ Prepaid Retirement $ 15,096
» Accrued Payroll $ (6,465)
» Due to Other Governments (water purchases) $ (45,390)
+ Escrow Liabilities $  (16,657)
+ Accounts Payable $ (46,649
* Accrued compensated absences $ (16,657

The accrual basis of accounting is in accordance with generally accepted accounting principles and
is preferred by the New York State Comptroller’s Office for reporting in the annual update
document.

We recommend that management consider accounting and reporting on the accrual basis of
accounting.
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2011-3 Park Fees

During our audit we noted that unused Park Fees had not been properly restricted from fund balance.
We proposed an audit adjusting entry to reclassify $68,854 of unused park fees to restricted fund
balance.

We recommend that management develop and implement procedures to record unused park fees as
restricted.

2011-4 Reclassifications
During our audit we proposed adjustments to reclassify certain items as follows:

A/C 97307 BAN Interest $ 12,900
(Reported on AUD as Bond Interest)

A/C 90608  Health Insurance Reimbursements
(Reported as Miscellaneous Income) $ 11,810

A/C 51304  Fuel Reimbursements
(Reported as Miscellaneous Income) $ 5,305

Reimbursed expenses should be reported as offsets to the actual expense and not as revenue.
We recommend that management consider accounting for the above transactions as indicated above.

2011-5 Escrow Accounts

During our audit we noted that fees collected for escrow accounts were recorded as revenues. At
December 31, 2011 we proposed an adjusting entry to record a liability for $16,657 for escrow fees
that had not been used. Additionally, we reduced fee revenue for the amount of escrow fees and
reduced engineering and legal expenses for the expenses charged to the escrow accounts. As the
Town operates merely as a conduit to ensure the proper fees are paid, these are not Town revenues
and not Town expenses and should not be recorded as such

We recommend that management consider recording all escrow activity in the Trust and Agency
Fund.

2011-6 Other Postemployment Benefits (“OPERB”)

In addition to providing pension benefits, the Town also provides certain health care benefits for
retired employees and their dependents. Subsequently, all the Town employees may become eligible
for those benefits if they reach normal retirement age while working for the Town.
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Effective for the year ended December 31, 2009, Governmental Accounting Standards Board
Statement No. 45 *“Accounting and Financial Reporting by Employers for Postemployment Benefits
Other than Pensions” (*GASB 45") requires the Town to recognize the cost of pension benefits to
be reflected in the financial statements in the periods in which the exchange occurs rather than in the
periods when the benefits are paid. GASB 45 requires the services of any actuary to calculate
current OPEB costs and to amortize prior service costs over a period not to exceed thirty years. The
expense recognized under this policy would be significantly larger than prior practice which
recognized expense on a pay-as-you-go basis.

We recommend that the Town evaluate the costs and benefits of adopting GASB 45.

2011-7 Review and Approval of Journal Entries

During our review we noted that the bookkeeper made all journal entries that were never reviewed
or approved by a responsible employee.

We recommend that management consider development and implementing a policy to review and
approve journal entries. '

2011-8 Monitoring of Collateral en Cash Accounts

New York State Municipal Law requires that all municipalities maintain collateral for all cash not
covered by FDIC insurance. Although collateral statements are received monthly there was no
evidence that these were compared to bank balances on hand to determine its adequacy.

We recommend that management develop and implement procedures to insure adequate collateral
is maintained on a monthly basis.

2011-9 Establish a Fraud Reporting Mechanism

Studies show that most frauds are known to someone in the defrauded organization and are revealed
after a tip is received from someone with knowledge about the fraud. However, and employee may
not report suspicions or knowledge of fraud if he or she does not know to whom to report, especially
if the perpetrator is someone high up in the Organization or someone to whom the employee reports.
The very existence of a fraud reporting mechanism would serve as a deterrent to misconduct by
creating among employees a perception that fraud would be detected and reported. It would also
demonstrate the Town'’s serious intent to prevent and detect fraud. In addition, the mechanism could
also be used to report incidents of harassment, unsafe working conditions, violence, or violations of
laws or regulations. This would allow the Town to address such situations in a timely manner and
could help prevent or minimize fines, lawsuits, legal liability, or adverse publicity by demonstrating
that the Town has procedures for receiving and addressing complaints.

We recommend that management consider establishing a fraud or suspected fraud reporting
mechanism.
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2010-12 Develop an Accounting Procedures Manual

We noted that the Town does not have an accounting procedures manual. There may be an
assumption that because the Town’s accounting system is relatively simple and accounting personnel
have direct and easy access to the bookkeeper when questions arise, there is no need for a manual.
However, written procedures, instructions, and assignments of duties will prevent or reduce
misunderstandings, errors, inefficient or wasted effort, duplicated or omitted procedures, and other
situations that can result in inaccurate or untimely accounting records. A well-devised accounting
manual can also help to ensure that all similar transactions are treated consistently, that accounting
principles used are proper, and that records are produced in the form desired by management. A
good accounting manual should aid in the training of new employees and possibly allow for
delegation to other employees of some accounting functions management performs.

We recommend that management consider the development of an accounting manual. It will take
some time and effort for management to develop a manual; however, we believe this time will be
more than offset by time saved later in training and supervising accounting personnel. Also, in the
process of the comprehensive review of existing accounting procedures for the purpose of
developing the manual, management might discover procedures that can be eliminated or improved
to make the system more efficient and effective.

2011-11 Fixed Asset Capitalization Limit

During our audit we noted many immaterial items listed in fixed assets. (e.g. $87 calculator)

We recommend that management consider establishing a fixed asset capitalization limit ($500 to
$1,000 is common for municipalities).

2011-12 Fixed Asset Physical Inventory

During our audit of fixed assets we noted many items “which it appears unlikely that they still exist
(e.g. 1956 York Trailer Rake).

We recommend that management develop and implement procedures to perform periodic physical
inventories of fixed assets.

2011-13 Highway Fuel/Salt Inventory

During our audit we noted that the cost of fuel and salt inventory on hand at year end had not been
recorded.

We recommend that management develop and implement procedures to record year end inventories
of fuel and salt inventories.
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2011-14 $500,000 Anticipation Note

During our audit we noted that the renewal of the Bond Anticipation Note was not bid. Had the note
been bid, a lower rate of interest may have been obtained.

We recommend that management consider putting future Bond Anticipation Note renewals to bid.

2011-15 Lack of Support Documentation

During our audit we noted that the three payments to the various fire districts totaling $476,071 did
not have a voucher. Additionally we noted quarterly payments to the Ballston Spa Library-and two
emergency squads had vouchers but no support.

We recommend that in the future the fire district payments be supported by a voucher with a copy
of the tax warrant attached to support the amount and the last quarterly contract payments to the
Library and emergency squads be supported by reference to the specific resolution or by attaching
a copy of the appropriate page from the contract to the voucher to support the amount paid.

2011-16 Time and Attendance Records

During our review we noted that daily time records are not signed by the employee and for non-
highway employees they are not signed by a supervising employee. Additionally, there is no
standard time sheet for non-highway employees.

We recommend that employees be required to sign the time record and submit them to their
supervisor or management for approval. Requiring signatures can help impress on employees the
need for accuracy and honesty in filling out the time cards and that by signing it they are making a
representation about those matters. Knowledge that the cards will be reviewed by the supervisor or
manager will also encourage employees to fill out the cards accurately and honestly. The supervisors
or managers, who will be generally knowledgeable about their employees’ attendance, hours, and
work assignments during the pay period, should sign each time card indicating review and approval
of hours worked and time off. The supervisors or managers should be responsible for obtaining the
cards from employees and submitting them to the bookkeeper ontime. Additionally, we recommend
that management consider a standard time record for non-highway employees.

2011-17 Selection of Depositories

Generally, Municipal Law requires the governing board of every local government designate one or
more banks or trust companies for the deposit of public funds and that such designation specify the
maximum amount which may be kept on deposit at any time. The Town’s designation did not
specify a maximum amount which may be kept on deposit. Additionally, a trust and agency account
was established during the year with a $600,000 deposit but the account was not authorized by the
Town Board in their minutes.

23



TownN OF CHARLTON, NEW YORK
FINDINGS AND RECOMMENDATIONS (CONTINUED)
DECEMBER 31, 2011

We recommend the Town Board consider the authorization of individual bank accounts annually
with maximum amounts specified. Additionally, we recommend the Town Board approve all new
accounts and all accounts to be closed, and those approvals be documented in the minutes.

2011-18 Encumbrances

Encumbrance accounting allows for the reservation of fund balance for purchase orders approved
but for which goods or services have not been received. It allows those purchase orders to be
properly applied to the current year’s budget. The Town has no procedure to record encumbrances.

We recommend management develop and implement a procedure to record encumbrances at year
end.

2011-191-9 Forms

The Federal Immigration Reform and Control Act of 1986 requires every employee to complete an
employment eligibility verification, Form I-9. The Town has no procedures in place for new
employees to complete Form I-9.

We recommend management develop and implement procedures to comply with I-9 filing
requirements.

2011-20 Cash Receipt Documentation

During our audit we noted that cash receipt source documentation did not indicate to what general
ledger account the receipt should be posted. As a result, the audit trail could be difficult to follow.
Additionally, the cash receipt source documentation was not stamped with the date received making
it difficult to determine if timely deposits had been made.,

We recommend that policies and procedures be developed to document the general ledger number
to be credited and the date received on all cash receipt source documentation.

2011-21 Compensating Cash Control

Due to the size of the Town, there is a lack of segregation of duties as the bookkeeper is involved
in almost all aspects of all transactions and reporting. As a compensating control, a Town Board
member receives copies of the bank statements before they are forwarded to the bookkeeper to
review them for unusual activity, but there is no written record that this review has been performed
on a timely basis.

We recommend that management develop and implement procedures to document the compensating

control in place. Additionally, management may want to consider periodic review of online banking
activity.
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