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AUDIT OBJECTIVE

The objective of our audit was to address the
following questions related to the financial
management practices of Sanitary District No.
1 Town of Hempstead (District) for the period
January 1, 2003 through April 28, 2006:

e Has the District’s Board of
Commissioners (Board) established a
system of internal controls that provides
reasonable assurance that the District’s
assets are properly safeguarded?

e Does District management operate the
District in an economical and efficient
manner in the best interests of the
taxpayers?

e Have District officials established
appropriate internal controls over the
reporting of retirement service credits
for their employees to the New York
State and Local Retirement System
(NYSLRS)?

AUDIT RESULTS - SUMMARY

Controls are not adequate to provide
reasonable assurance that assets are properly
safeguarded. In  addition, District
management does not operate the District in
an economical and efficient manner, as we
identified $462,000 in excess costs over the
40-month period of our audit. Additionally,
the District needs to improve controls to
ensure that the correct service credits for its
employees are reported to the NYSLRS.

The District’s Board and top management
have not established a good control
environment. They have not hired or trained
experienced full-time fiscal staff to properly
oversee the District’s $15 million operation.
They also do not ensure that adequate
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competition is obtained prior to awarding
contracts. In addition, the last independent
audit of the District’s financial statements was
for the 2003 calendar year, and the Board and
top management have taken little or no action
to implement the prior recommendations of
State and local government auditors to
improve internal controls over financial
operations. Under such conditions, there is
inadequate assurance that the District’s assets
are properly safeguarded.

Actions taken by the Board and top
management have resulted in excess costs to
the District’s taxpayers. For example, the
District provides its retirees with fully paid
dental and vision insurance at a cost of about
$220,000 during our 40-month audit period.
No other sanitary district we contacted
provides this benefit. Over the years, the
various District Boards have also created a
system  which affords members the
opportunity to reward themselves and top
management through fringe benefits and
raises that exceed those of other sanitary
districts. For example, each union employee
receives a $20,000 life insurance policy,
while Board members and management staff
receive policies ranging from $75,000 to
$300,000, well in excess of the coverage
provided to officials of other districts. The
District could have saved over $140,000
during our audit period had they limited the
life insurance policies for officials to $50,000,
the maximum coverage any district we
contacted provides for its management staff.

The Board has not fulfilled its fiduciary
responsibility to establish a system of internal
controls that promotes economical and
efficient operations, and safeguards public
assets. Lapses in control resulted in problems
including paying health insurance for
deceased retirees, potential conflicts of
interest in purchasing and contracting, and
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inaccurate financial records and tax reporting.
As a result, we identified wasteful practices at
the District which resulted in excessive costs
for the audit period, including $56,000 in
health and other insurance costs for people
who did not qualify for coverage, and $46,000
in overpayments for diesel fuel, because the
District did not use available State contracts.

The District is also not always properly
reporting retirement service credits to the
NYSLRS. We found that the District did not
maintain any documentation to support the
service credits reported for elected and
appointed officials.

Our report contains 28 recommendations to
improve internal controls over the District’s
financial operations. District  officials
generally agreed with our recommendations
and indicated they will initiate corrective
action.

This report, dated January 11, 2007, is
available on our website at:
http://www.osc.state.ny.us.  Add or update
your mailing list address by contacting us at:
(518) 474-3271 or

Office of the State Comptroller

Division of State Services

State Audit Bureau

110 State Street, 11" Floor

Albany, NY 12236
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BACKGROUND

The District, located in Lawrence, Long
Island, has approximately 16,500 customers
and during calendar year 2005 the District
employed about 110 people with an annual
budget of over $15 million. The District is
responsible for collecting and disposing of
residential and commercial trash and rubbish
in the Cedarhurst, Hewlett, Inwood,
Lawrence, Woodmere, Green Acres, and
Valley Stream South communities, as well as
the incorporated villages of Hewlett Harbor,
Hewlett Neck, Woodsburgh, Hewlett Bay
Park, = Meadowmere Park and the
unincorporated area of Lynbrook, in the Town
of Hempstead, in Nassau County. The
District is governed by an elected five-
member Board of Commissioners (Board).
Daily operations are overseen by a
Superintendent and an Assistant
Superintendent who are appointed by the
Board. The District is funded primarily from
local tax levies (about $14.4 million annually)
and fees charged to private firms who use the
District’s facilities to dump their agricultural
and commercial waste (about $900,000
annually). According to an analysis done by
the Nassau County Comptroller’s Office
(NCC) in December 2005, the District had the
highest average tax levy per parcel ($863 in
2004) of the 13 sanitary districts NCC
selected for the analysis. The District is
governed by New York State General
Municipal Law, and its employees are
members of the New York State and Local
Retirement System (NYSLRS).

In October 1996, the Office of the State
Comptroller (OSC) issued report 96M-340 on
the financial operations of the District. This
report included recommendations to improve
the District’s internal controls over its
contracting and  purchasing  practices,
payments for professional services, payroll

policies and procedures, and retirement
reporting for elected and appointed officials.
During 2005, the NCC undertook a series of
audits of the financial practices of a number
of sanitary districts, including the District.
NCC terminated the District audit in June
2005, because of a lack of cooperation from
the District. NCC, however, did provide
District officials with a summary of the
results of their preliminary audit findings,
recommending corrective action. NCC’s
findings included: lack of controls over
District  revenues and cash receipts;
inadequate timekeeping, accounting and
bookkeeping practices; and a lack of written
contracts and procurement policies governing
essential services.

AUDIT FINDINGS AND
RECOMMENDATIONS

Internal Controls

The Board is responsible for establishing a
system of internal controls over the District’s
financial operations and ensuring that the
District’s management team is adhering to it.
The control environment sets the tone for an
organization and is the foundation for all
other components of internal control. It
includes management’s integrity, ethical
values, and competence, as well as
management’s philosophy and operating
style.  The control environment is also
reflected in the methods management uses to
assign authority and responsibility, the way
management organizes and develops its
people, and the attention and direction
provided by the Board.

The District’s Board and top management
have not established a good control
environment. They have not hired or trained
experienced full-time fiscal staff to properly
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oversee the District’s $15 million operation.
In addition, the last independent audit of the
District’s financial statements was for the
2003 calendar year. Further, the Board and
top management have taken little or no action
to implement the prior recommendations of
OSC and the NCC to improve internal
controls over financial operations. As a
result, most of the conditions cited in these
earlier audits continue to exist.

Actions taken by the Board and top
management have resulted in excess costs to
the District’s taxpayers. In addition, over the
years, the various Boards have created a
system  which affords members the
opportunity to reward themselves and top
management through fringe benefits and
raises that are far in excess of those provided
at other comparable sanitary districts. As a
result, we identified wasteful practices at the
District which resulted in excessive costs for
the audit period, including $56,000 in health
and other insurance costs for people who did
not qualify for coverage, $140,000 in
excessive life insurance premiums for Board
and management, $220,000 in benefits for
retirees that no other district provides, and
$46,000 for diesel fuel costs above the State
contract price. Therefore, we determined that
annual cost savings of about $140,000 are
achievable in these areas.

Board and Management Compensation
The District’s five Board members receive an

annual salary of $7,500, which is the amount
set by law. However, there are no legal limits

sanitary districts on Long Island, the District
pays the health insurance premiums for its
employees, including the Board. The
District’s union employees are eligible for
these benefits for life if they qualify for
retirement through the NYSLRS. In contrast,
non-union employees, including Board
members and top management, need only to
have attained the age of 62 and accumulated
five years of service, the length of a Board
member’s term in office, to receive the same
benefits. Thus, every Board member who is
62 will receive these benefits for life as long
as they serve just one full term.

The District also pays for term life insurance
policies for current and retired employees.
However, the amount of the policies provided
to Board members and top management
exceeds those provided to union members by
as much as 1,400 percent. Each union
employee receives a $20,000 policy, while
Board members and non-union employees
receive policies ranging from $75,000 to
$300,000. The Board provides $300,000
policies for each of its five members, the
Superintendent and the part-time Treasurer, as
well as a $200,000 policy for the General
Counsel. We contacted three other local
sanitary districts regarding their insurance
coverage. Two districts provide no life
insurance coverage to their employees or
board members, while the other one provides
coverage ranging from $5,000 for union
workers to $50,000 for non-union and
management employees, as shown in the
following table.

on the fringe benefits or other compensation District | District | District |District

Board members may provide to themselves. Position 1 2 6 7

Over the years, various Boards have acted to Non-union

provide themselves with benefits that are and $75,000 -

neither customary for the industry nor MarLIJag_ement $300,000]$50,000 | 30 $0

consistent with the benefit packages provided nion

to regular employees. For example, like other Employees |$20,000 | $5,000 $0 $0
a . E ___aa B R B
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The District pays over $100,000 annually for
these policies, of which over $65,000 is
attributable to Board members and non-union
employees. If the District had limited the life
insurance policies for Board members and
non-union employees to $50,000, the District
would have saved over $140,000 over the 40-
month period of our audit. Therefore, annual
cost savings of over $42,000 are achievable.

The District also provides all employees with
fully paid dental and vision insurance both
while they are actively employed by the
District and throughout their retirement years.
The District paid about $900,000 for these
coverages during the audit period. Of the
three other districts we contacted, only one
(District 2) provides dental and vision
coverage at no cost for active employees.
District 6 makes coverage available, but
employees must pay the full cost. In no case
is this coverage provided during the
retirement years without cost, as shown in the
following table.

As with health insurance benefits, Board
members and all non-union employees
receive life, dental and vision insurance for
their lifetime provided they are 62 with at
least five years of District employment.
Union employees must be able to retire under
the more stringent NYSLRS rules to receive
these benefits in retirement.

Although Board salaries are fixed by statute,
salaries of top management are not. The
Board has approved annual salaries for the
Superintendent and Assistant Superintendent
that are much higher than their counterparts at
other districts as shown in the following table.

District | District | District District
1 2 6 7

Number of
Employees 110 120 220 66
2005 Budget  $15 million [$9 million $22 million | $6 million
Superintendent
Salary $139,221 | $99,858 | $104,536 | $128,773
Assistant
Supt. Salary $100,939 | $91,670 | $ 77,811 *

Employee | District | District | District | District
Status 1 2 6 7
Paysin | Pays80 | Employee No
Full percent Pays | Coverage
Pays in No Employee No
Full Coverage Pays | Coverage

If the District limited these benefits to active
employees, it could have saved $220,000
during our audit period. If the District had
limited coverage to paying 80 percent for
active employees and no coverage for retirees
as does District 2, it could have saved about
$355,000 during our audit period. Annual
cost savings of $105,000 are achievable. If
the District stopped paying for any dental and
vision coverage, similar to Districts 6 and 7,
then annual savings of about $270,000 are
possible.

* District 7 does not have an Assistant
Superintendent.

In addition, the District’s Superintendent has
received raises totaling 11 percent for the
three calendar years ended December 31,
2005, while his counterparts in Districts 2 and
6 received 0 and 8 percent, respectively, over
the same period. Similarly, the Assistant
Superintendent received raises totaling 12
percent during the same period, while his
counterparts at Districts 2 and 6 earned raises
totaling 9 and 8 percent, respectively.

Not only does the Board provide expensive
benefits to top management, but has extended
the benefits to its attorney and accountant,
who it treats as employees, rather than
independent contractors. IRS Publication 15-
A establishes the guidelines for determining
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B B
whether  workers are  employees or
independent contractors. These guidelines
focus on the relationship between the worker
and employer. In general, when management
exercises a significant degree of control over
a worker’s activities, the worker is considered
an employee. Conversely, a worker that
exercises a significant degree of independence
regarding how, when and where assigned
tasks are performed is considered an
independent contractor. As a result of the
Board’s decision to treat its attorney and
accountant as employees, these individuals
receive a salary and significant fringe
benefits. However, based on IRS criteria, we
believe they should more appropriately be
considered as independent contractors.

The District’s attorney, who is given the title
of General Counsel, was hired in 1972 as a
part-time employee earning $175 a month.
He is currently paid an annual salary of over
$40,000. In addition, the District provides
over $17,000 per year in fringe benefits (or
$55,000 for the audit period), including a
$200,000 life insurance policy, all of which
will remain in effect after he retires. He is
also a member of the NYSLRS and will
receive a pension upon retirement based on
his many years of service. In addition to his
$40,000 salary, we found the attorney bills the
District $200 per hour working as an
independent contractor for much of the legal
work he performs. These bills totaled over
$54,000 for the 33 months ended September
30, 2005. In total for 2005, the District paid
over $80,000 for the attorney’s salary, fringe
benefits, and billed charges.

Neither the District nor the attorney was able
to provide us with a written agreement that
identifies what work is salaried and what is
contractual. The attorney told us that his
$40,000 salary was a retainer. We found the
attorney exercises a considerable degree of
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independence in performing tasks for the
District. He has no established work schedule
and does not maintain time records for the
District. He also has no office at the District;
most of the work is performed in his private
office. In our opinion, this individual should
more appropriately be classified as an
independent contractor and paid accordingly.

A similar situation exists with the District’s
accountant, who is given the title of
Treasurer. This individual was hired in 1994
as a part-time employee earning $18,500. He
is currently paid about $42,000 annually. He
also receives health insurance, dental and
vision coverage, and a $300,000 life
insurance policy at a total cost to the District
of about $19,000 per year. Although the
District reports him to the NYSLRS as a full-
time employee, we found that he actually
works much less than full-time. In addition to
attending semi-monthly Board meetings, the
accountant works only a few hours each week
performing the District’s bookkeeping duties.
He does not maintain time records. He also
operates a private accounting practice, and is
employed by three other public entities: first,
as a full-time Village Clerk/Treasurer for the
Village of Cedarhurst at a salary of over
$90,000, plus $4,000 in additional
compensation for not accepting health
insurance through the Village (he receives
health insurance from the District); second, as
the School District Treasurer for the Island
Park Union Free School District, where he
reportedly works a few hours a week earning
about $12,000 annually; and third, as the
Treasurer for the Inwood Fire District, where
he also reportedly works a few hours a week
and earns about $11,500 annually. The total
current annual salary and other benefits
received by this individual from the four
public entities exceeds $178,000. Except for
his job at the Village of Cedarhurst, he has no
established work schedule and does not
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maintain time records. As with the attorney,
in our opinion, this individual should more
appropriately be classified as an independent
contractor and paid accordingly.

Finally, we found the Board has given raises
to other administrative employees with little
or no documented justification, and
established new positions and made
promotions without complying with local
civil service rules. The District has
established several non-union positions in its
office to perform routine financial operations
and handle customer requests. The
individuals in these positions currently earn
from $43,000 to $68,000 per year plus fringe
benefits.  The District has not developed
formal job descriptions for these positions. In
addition, there are no minimum qualifications
required to fill these positions, and the
District has not developed any performance
standards for them.

The majority of the District’s employees are
union members and their annual salaries are
determined by a union contract. For the three
years ended December 31, 2005, these union
employees received raises totaling 11.15
percent. In contrast, we found three of the
office employees received salary increases
totaling between 20 and 25 percent for the
same period. The Superintendent indicated to
us that these employees had been promoted to
new positions based on their job performance.
However, the District does not have a formal
performance evaluation system in place and
as a result has no documentation to support
these promotional decisions. In addition, the
Nassau County Civil Service Commission’s
(CSC) rules require the District to submit all
new positions and salary scale changes for
approval. Each of these employees was being
paid about $10,000 more than their CSC-
approved salary schedule. We reviewed the
records for the three office employees and

found that two had none of the required forms
filed with CSC.

Fiscal Oversight

The District is a $15 million per year
operation. As such, the Board has a fiduciary
responsibility to establish a system of internal
controls that promotes economical and
efficient operations, and safeguards public
assets. We found the Board has failed to
fulfill its responsibility and as a result the
District has incurred unnecessary expenses.
We found that lapses in control resulted in
problems including paying health insurance
for deceased retirees, potential conflicts of
interest in purchasing and contracting, and
inaccurate financial records and tax reporting.

Health Insurance

The District expends about $1.8 million
annually to provide health insurance for its
current and retired employees and their
families. We found that the District overpaid
health insurance premiums by about $52,000
for seven people who did not qualify for
coverage, as follows:

e One retired employee with individual
coverage: A death certificate in this
individual’s file indicated this employee
died on April 26, 2003. Despite this, the
District continued to pay this person’s
health insurance premiums until the
time we brought the matter to their
attention in May 2006. The District
paid over $16,000 in premiums for this
employee after he died.

e Two retired employees who had family
coverage: In these cases, either the
former employee or their spouse died,
yet the District continued paying family
coverage premiums for these people. In
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total, the District paid over $12,000 in
excess premiums.

e Four employees who terminated their
District employment prior to reaching
retirement age: civil service and
retirement rules allowed such employees
to continue receiving their health
insurance coverage through the District
until they retired by reimbursing the
District for the cost of their health
insurance premiums. District officials
claimed that these four employees paid
for their premiums, but could not
document all these payments. In total,
the District paid about $100,000 for
these former employees’ premiums
during the 40 months ended April 28,
2006, but could only document
reimbursements totaling about $76,000,
for a net deficit of about $24,000.

We also identified improper payments of
premiums totaling over $3,400 for the audit
period for dental, vision and life insurance
coverage. In one instance, the District
continued to pay dental and vision insurance
for a deceased employee.

Insurance rules allow the District to recover
erroneous payments of up to one year of
premiums. Based on our findings, the District
has initiated actions to recover some of these
payments. As of October 2006, District
officials indicate they have recovered about
$45,000.

Procurement of Services

As a local government entity, the District has
the ability to make purchases using
centralized contracts established by the State.
When those contracts are not utilized, the
General Municipal Law (GML) requires that
purchase contracts for materials, equipment

and supplies involving an estimated annual
expenditure in excess of $10,000 will be
awarded only after responsible bids have been
received in response to a public advertisement
soliciting formal bids. In addition, the GML
requires the Board to adopt, by resolution,
policies and procedures for the procurement
of goods and services when public
advertisement for competitive bids is not
required by law. In 1991, the District
established such policies and procedures,
indicating the Superintendent shall determine
the method of procurement, taking into
account the cost effectiveness of the method
selected. The Board further resolved to
ensure the prudent and economical use of
District funds, to facilitate the purchase of
goods and services of desired quality at the
best price, and to guard against favoritism,
extravagance, fraud and corruption.

We identified 20 vendors to whom the
District paid more than $100,000 during the
40-month audit period, and another 15
vendors who were paid more than $10,000 in
a single year. We found that the District did
not use available State contracts and did not
bid many of the purchases in excess of the
$10,000 limit. In responding to our draft
report, District officials note that competitive
bidding is only required when it is known, or
can be reasonably anticipated, that the amount
spent will exceed the competitive bidding
threshold. Officials further contend that in
these cases, the District’s needs could not be
reasonably predicted in advance.  While
unforeseen circumstances may account for
some of the 15 vendors who were paid more
than  $10,000 during a single year,
management should certainly be able to
recognize the spending patterns associated
with the 20 vendors who were paid over
$100,000 (an average of $30,000 per year)
during the audit period.
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When the District did bid, it appears it did so
to comply with the letter, not the spirit, of the
law. For example, while the requests for bids
were published, they were published in one
edition of two local weekly newspapers.
They were not published in the larger local
newspapers or in trade publications which
would have wider circulation. In addition,
logs were not maintained to indicate the date
and time each bid was received, and records
were not maintained of the bid openings that
included the date, time, and the people
present. As a result, there was little assurance
that the District obtained its necessary goods
and services competitively and at the best
prices available. Some examples follow:

Diesel Fuel - The District contracted with a
sole bidder for its diesel fuel, expending over
$315,000 during the 36 months ended
December 31, 2005. District officials stated
this occurred because no local vendors could
match this vendor’s delivery price for the fuel
due to the company’s proximity to the
District. However, the District did not use
available State contracts. We compared the
State contract diesel price to the price charged
by the District’s contractor for each delivery
and found that the State contract price was
significantly lower. In addition, we identified
a local fuel vendor who would deliver to the
District at the State contract price. As a
result, we determined that the District
overpaid for diesel fuel by more than $46,000
during the three-year period ended December
2005. We contacted two other sanitation
districts in the area and both districts
indicated that they wuse State contracts
extensively.

Professional Services - We found that the
District has made no efforts to seek
competitive proposals for various professional
services, such as insurance broker services
($50,000 annually), legal services ($39,000),

and engineering services ($24,000). All of
these arrangements were longstanding at the
time of our audit. A competitive request-for-
proposal process for service contracts would
help ensure the District receives the desired
services for the best price.

e Insurance Broker - The Board has used
the same broker to provide the District’s
vehicle, property, liability, and other
related insurances for many vyears,
which cost in excess of $500,000
annually. The District pays this
insurance broker a commission of 10
percent or about $50,000 annually. This
company was once owned by one of the
Board members whose name appears on
the firm’s letterhead. The Board
member informed us that he received no
compensation from this company and
had in fact sold the business before it
started handling the District’s policies.
The Board has never competitively
purchased this service and, therefore,
does not know if it is receiving the best
possible price. We contacted two other
sanitary districts and found that both
“shop” their insurance broker contract
annually.

e Labor Counsel - The Board has used the
same attorney as its labor counsel for
many years. Prior to 1999, the attorney
was employed full-time by the District.
He is now retired and receiving health,
life, dental and vision insurance benefits
from the District at a cost of about
$15,000 per year. The Board is also
currently paying him about $39,000
annually in fees. The Board has never
solicited other proposals to ensure it is
receiving these services at the best
possible price.
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e Engineering Services - The Board
contracts with an engineer to monitor
operations at its waste transfer and
recycling facility at a cost of $24,000
annually.  District officials indicate
this contract has not been subjected to
the competitive process because the
engineer is a former operator of the
recycling facility. However, this prior
experience does not guarantee that the
cost is competitive.

In responding to our draft report, District
officials note that they are not required by law
to solicit competitive bids for professional
services that require specialized skills and
expertise. We agree that the law does not
require that such contracts be formally bid or
awarded solely based on price, as do contracts
for materials, equipment and supplies;
however, the Board and management have a
fiduciary responsibility to ensure they are
acquiring qualified services at a fair and
reasonable price. Our report suggests the
Board solicit proposals from several qualified
professionals to ensure appropriate value is
acquired.

We found that even when the District does
choose to solicit competition for contracts, its
practice of advertising only in the local
weekly  newspapers effectively  limits
competition and in some cases causes us to
question whether the contracts are being
steered toward certain parties. The following
examples illustrate our point:

Security Service - The District contracts with
a private security company to provide security
coverage at night and on weekends. The
District paid this company $238,879 during
the period January 1, 2003 through September
30, 2005. This company has had the contract
for many years, and was the only bidder when
the contract was advertised in the local

weekly newspapers. At the time of our field
audit work, the District was the company’s
only client. The company’s owner told us
that he and his two employees provide the
123 hours of weekly coverage required by the
contract. The guards are not required to
maintain daily logs of their activities or to
supply time records to verify the hours they
have worked. We made observations at
different times on three separate nights and
did not see any guards present. Our first
observation was performed between 5:00 a.m.
and 6:45 a.m., the second between 1:00 a.m.
and 1:40 a.m., and the last between 11 p.m.
and 12:30 a.m. We also noticed on a regular
basis while we were at the District that no
guards were present at 7 a.m. when their shift
reportedly ended.

Agricultural Waste - The District paid over
$1.9 million over 33 months to a contractor
from Connecticut and Rhode Island to dispose
of the agricultural waste deposited at the
District. The same individual has held this
contract for 12 years under various company
names. When this contract was last bid in
2003, District records indicate three
companies expressed interest, but only one
actually bid. We contacted one of the two
non-bidders, which was also located out-of-
State, and found the vendor did not recall
being solicited by the District. The vendor
further indicated that had it been solicited, it
would not have bid due to the cost of hauling
the waste such a long distance.

If the Board is to solicit genuine competition,
it must adopt broader advertising practices to
ensure goods and services are acquired at the
best possible prices.

Accounting and Financial Operations

The Board has vested its responsibility for the
day-to-day  accounting and financial
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operations in its part-time Treasurer and
office staff. However, the Treasurer, who is a
certified public accountant (CPA), works
part-time and essentially performs little more
than bookkeeping tasks in exchange for a
$40,000 annual salary and fringe benefits.
The full-time office staff has no formal
financial education or training, and lacks the
knowledge, skills and abilities to perform the
necessary tasks. In addition, because the
number of staff is small, it is difficult to
adequately separate duties for the various
financial ~ operations. Under  these
circumstances, management must provide a
greater degree of oversight, but we found that
neither the Treasurer nor District management
provided sufficient oversight to ensure that
proper procedures are followed and that all
errors are identified and promptly corrected.
As a result, we identified numerous errors
with the District’s financial records. These
errors occurred over an extended period of
time and may not have been identified and
corrected by the District had we not found
them during our audit.

Accounting Functions - In a good system of
internal control, the bank reconciliation
process should be separated from the check
writing and disbursement recording processes.
At the District, the Treasurer writes all the
checks, posts them to the accounting records
and reconciles these records to the bank
statements monthly. We found that most of
the bank reconciliations performed by the
Treasurer during our audit period had errors.
As of December 31, 2005, we determined that
the main checking account was not reconciled
correctly and needed almost $1,700 in
adjustments.  We identified six instances
where blank checks were missing and where
the Treasurer issued checks out of sequence.
Many of these errors had been pointed out to
the District by the NCC auditors, yet were not
corrected.

Another aspect of an effective system of
internal control is an annual audit performed
by an independent CPA. Such an audit can be
an effective oversight tool for the Board and
District managers by providing for the timely
detection of errors or irregularities. However,
the last independent audit of the District’s
financial statements was for the 2003 calendar
year. The 2004 and 2005 calendar years had
not been audited.

Inaccurate Reporting of Fringe Benefits - IRS
Publication 15-B requires that any person
receiving a life insurance policy in excess of
$50,000 from their employer must have the
value of the premiums for the amounts in
excess of $50,000 reported as a taxable fringe
benefit. We found the District failed to report
these taxable fringe benefits to the IRS for 27
staff and Board members. The total amount
of unreported “income” exceeded $37,000
annually. Included in this amount was over
$6,000 of unreported income for each of the
three Board members. The District did not
pay the Social Security and Medicare taxes
due on this income, as well. We also found
that the District Superintendent and the
Assistant  Superintendent are  assigned
District-owned vehicles. We found that the
District did not correctly report this taxable
benefit to the IRS for the Superintendent.

Payroll and Personnel - Due to the District’s
small number of office staff, one payroll clerk
is responsible for all payroll and personnel
duties, including recording daily attendance,
updating employee leave accrual records,
preparing the biweekly payroll for submission
to the District’s payroll processing company,
checking the completed payroll, and
distributing the checks. This person has not
received formal training to accomplish these
tasks. In addition, the District does not
monitor or review the payroll clerk’s work to
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ensure it is correct. As a result, errors may go
undetected for long periods of time.

We randomly sampled the accrual records of
ten non-management employees from a
population of 111 employees, as of March 31,
2005. We judgmentally selected ten of 23
management employees as of December 31,
2005 based on employee title. We found
leave accrual errors for five non-management
and four management employees. One of the
leave accrual errors for a non-management
employee resulted in a $169 overpayment. In
addition, during another test, we identified
one individual who was overpaid $1,725 in
one pay period and underpaid about $192 in
another period. These leave accrual errors
would have gone undetected without our
audit.

District officials indicated that they plan to
correct these payroll problems by utilizing a
new automated payroll system. By using this
system, management intends to alleviate the
human error that now occurs and have District
staff act as the monitors of the information on
the system. The payroll clerk has received
training from the vendor on using the new
system, and District officials expect to have
the system fully operational by the end of
2006.

Contractor Revenue - The District charges
each contractor an annual permit fee of $150
per vehicle to dump construction waste and
agricultural (mostly yard) debris at its solid
waste transfer site. In addition, contractors
pay a dumping fee of $45 per ton for
agricultural waste and $85 per ton for
construction. The District uses a
computerized scale system to weigh the
quantity of waste brought into the facility and
to compute the related dumping fee, based on

District accepts cash only from the
contractors, no checks or credit. One person
is responsible for all three tasks of issuing the
permits, entering application information on
the computerized scale system, and
identifying trucks when they arrive to dump
their waste. A second person collects the fees
based on this person’s input, and a third
person prepares the bank deposit. Receipts
are issued for dumping fees, but not for the
permit fees received.

Over 200 permit applications were received
during 2005. We found the District does not
review the application information entered on
the system to ensure it is accurate and
complete. Since this operation is a cash only
business, it is inherently risky. We compared
the applications received in 2005 to the
vehicle information (name, permit number,
vehicle identification, and weight) recorded
on the system, and found the following errors
and inconsistencies:

e In 17 instances, the vehicle weights
recorded on the system did not match
the weights on the applications (in ten
instances, the vehicle weight on the
system was higher). Accurate weights
are important to ensure the correct
dumping fees are charged.

e Two applications were not recorded on
the system.

e In 11 instances, permits were issued, but
there  were no corresponding
applications on file for us to verify the
recorded information.

e In three instances, there were multiple
applications for a permit, and each of
the applications contained different
information, including different owners

the vehicle information entered into the and vehicles.
system from the permit application. The
a . E ___aa B R B
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We also compared the total revenues
computed from the scale system to the total
revenues recorded and deposited in the bank
for the period January 1, 2003 through
December 31, 2005. We found that the
District was able to account for over 99
percent of the $2.6 million in computed
revenues over the three-year period.

Recommendations

1. Reduce the level of benefits provided to
Board members to a level consistent with
similar districts.

2. Reduce the compensation and benefits
provided to top management to a level
consistent with similar districts.

3. Discontinue the practice of treating the
current part-time attorney and accountant
as employees and contract for these
services as needed.

4. Hire a full-time fiscal officer with the
appropriate knowledge and training to
oversee the District’s fiscal operations on
a day-to-day basis.

5. Maintain documentation in support of
promotions and/or discretionary raises
granted to non-union personnel.

6. Comply with the CSC rules regarding
submission of information related to
promotions and pay scale changes.

7. Discontinue funding insurance coverage
for ineligible individuals.

8. To the extent possible, recover the cost of
erroneous insurance payments from the

affected insurance companies and/or
individuals, as appropriate. 19.
R = R = R =
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Establish procedures to ensure fringe
benefits are provided to only eligible
individuals.

Seek competition for all goods and
services in excess of $10,000.

Use State  procurement  contracts
whenever available and economically
feasible.

Broaden  advertising  for  contract

opportunities by posting notices in trade
publications and newspapers with a wide
public circulation.

Solicit ~ competitive  proposals  for
professional services, including insurance,
legal, and engineering.

Maintain records for each procurement
that document the date and time that each
bid is received, as well as the date, time
and attendance of each bid opening.

Evaluate the security vendor’s compliance
with contract terms, as well as the overall
need for security services.

Ensure independent financial audits are
conducted on an annual basis, and include
the 2004 and 2005 calendar years within
the scope of future audits.

Correct the previous quarterly tax filings
to properly reflect taxable fringe benefits
and uncollected employment taxes
thereon.

Correct and reissue Federal W-2 forms to
properly account for the taxable fringe
benefits of Board members and other
staff.

Recover salary overpayments identified in
this report.
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20. Perform a comprehensive review of
employee accrual records to identify
inaccuracies and resolve any resulting
incorrect payments.

21. Ensure the accuracy of vehicle
information recorded on the District’s
computerized scale system.

22. Establish immediate accountability for all
funds collected and ensure all receipts are
deposited into the bank and recorded on
the accounting records daily.

23. Provide administrative staff with the
training necessary to competently perform
their assigned tasks.

Retirement System

The District participates in the NYSLRS,
which has established guidelines for all
participating employers to follow when
reporting individual member’s employment
activity. We audited the District’s
compliance with these guidelines and found
the District is generally reporting all
applicable employees to the NYSLRS.
However, we found the District is not always
properly reporting employee service credits.
We also found that the District did not
maintain any documentation to support the
service credits reported for elected and
appointed officials.

Membership Reporting

The NYSLRS requires each full-time
employee of a participating employer to join
the retirement system, with certain
exceptions. For employees hired after July
27, 1976, membership is optional if one of the
following circumstances is met:
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e The position is considered temporary or
provisional.

e The employee works less than 30 hours
per week, or less than the standard
number of hours for full-time positions
established by the employer.

e The employee is employed for less than
one year, or for less than 12 months a
year.

e Annual compensation is less than the
State’s minimum wage multiplied by
2,000 hours.

For each employee who elects not to join the
system, the District is required to keep on file
a signed copy of the employee's
acknowledgement  of  their right to
membership into the NYSLRS and their
decision not to join. Maintaining the required
documentation preserves evidence of the
employee’s decision. In the event that the
appropriate documentation is not maintained,
the District is potentially at risk of future
recourse should the employee invoke his/her
right to become a member.

We found all union employees were properly
reported as members to NYSLRS. However,
we found two Board members were not
reported to the NYSLRS, and there was no
documentation on file to indicate they elected
not to join the system. According to District
officials, these Board members were provided
the required forms indicating that they did not
want to join the NYSLRS, but had never
completed or signed them.

Accuracy of Reporting
NYSLRS guidelines require employers to
collect data on the service credits for all

members of the retirement system and report
this information each month to the NYSLRS.
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To test the District’s compliance, we
judgmentally selected a total of 12 months
that represented peak and non-peak garbage
collection times throughout the 35-month
period ended November 30, 2005. For each
month, we randomly selected ten employees
for a total of 77 (excluding duplicates) to be
reviewed from a total population of 1,327
employees. We compared the days reported
on the monthly retirement reports the District
had filed for each of these employees to the
days they had reportedly worked, as indicated
on their District attendance records. We
determined the District incorrectly reported
the number of days worked to NYSLRS for
three employees. Two employees received
more service credits than they had earned
(i.e., one and three days, respectively). One
individual received less service credit than he
had earned (i.e., one day).

Elected and Appointed Officials

The NYSLRS guidelines recognize that
elected and appointed officials do not usually
have pre-set work hours.  Therefore, to
determine the number of days worked for
retirement credit purposes, the guidelines
require the Board to pass a resolution
establishing the standard workday. The
Board should then have each elected and
appointed official maintain a log of the time
spent on the activities related to their
positions for a sample one-month period. The
hours worked per the log should then be
divided by the standard workday to determine
the total days worked in a month. The
District should then report this amount of
service credit each month for the employee’s
term of appointment.

We found that in 1990 the District established
a standard workday of six hours. However,
the Board has never instructed appointed and
elected officials (the three Board members
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who belong to the NYSLRS, the Secretary to
the Board, and the Treasurer) to track their
activities, as required. As a result, the District
has no documentation to support any of the
service credits reported for these individuals,
four of whom have been reported as full-time
employees. Subsequent to our audit, District
officials told us that they filed amendments
with the NYSLRS to more accurately reflect
the actual service credits. However, since the
District does not have any logs of activities,
there is no assurance that the corrected reports
were accurate.

Recommendations

24. Maintain a signed form for each employee
who elects not to join the NYSLRS.

25. For elected and appointed officials,
determine the service credits to be
reported based upon the number of hours
actually worked.

26. Maintain a record of activities for a period
of one month for each elected/appointed
position that accurately reflects the
amount of time spent on official District
activities. Periodically update this record.

27. Where appropriate, file an adjustment
with the NYSLRS to accurately reflect
retirement service credits earned for
District employees. Contact the NYSLRS
Report Control Unit for assistance in
addressing this issue.

28. Seek additional training opportunities
with the NYSLRS to assist in proper
reporting procedures.
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AUDIT SCOPE AND METHODOLOGY

We audited the District’s financial
management practices for the period January
1, 2003 through April 28, 2006. To
accomplish our audit objective:

e We interviewed appropriate Board
members, officers and employees, tested
selected records and transactions, and
reviewed prior audit reports on District

activities.
o We examined the District’s
disbursements  journals,  cancelled

checks, and bank statements from
January 1, 2003 through September 30,
2005 to ensure all transactions were
properly reported and accounted for in
the District’s accounting records.

e We reviewed all contracts for goods and
services entered into during the audit
period to determine if the District
procured goods and services
economically,  while  safeguarding
District assets.  We also reviewed,
where available, advertisements, bid
specifications, tabulation sheets, and bid
awards.

e We reviewed the District’s written
policies and procedures for payroll and
procurement and interviewed
appropriate District officials and staff
about  their cash receipts and
disbursements, payroll, procurement,
and NYSLRS procedures to determine if
the District has sufficient internal
controls over these financial areas.

e We reviewed the Board meeting
minutes for the period January 1, 2003
through  December 31, 2005 to
determine if the Board was meeting its
fiduciary responsibilities.

e We reviewed District policies for
providing various health and life
insurance benefits to its current and
former employees and reviewed
personnel files to determine if these
policies are followed.

e We reviewed payroll records and
personnel files to determine if the
District paid employees properly for the
time they worked, maintained accurate
leave accrual records for all employees
and followed correct procedures for
hiring and promoting employees. We
also reviewed these records to ensure
that the District is complying with
NYSLRS policies for reporting
employee work credits monthly.

We conducted our audit in accordance with
generally accepted government auditing
standards. We based our performance criteria
for this examination on good management
practices, the District’s internal written
policies and procedures, District contracts
with the union representing the sanitation
workers, certain  statutory requirements
prescribed by General Municipal Law, and
requirements prescribed by NYSLRS.

AUTHORITY

This audit was conducted pursuant to the
State Comptroller’s authority as set forth in
Article V, Section 1 of the State Constitution
and Article 3 of the General Municipal Law.
The report contains opportunities for
improvement for consideration by District
officials.

REPORTING REQUIREMENTS
The results of our audit and recommendations

have been discussed with District officials
and their comments, which appear in
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Appendix A, have been considered in
preparing this report. District officials
generally agreed with our recommendations
and indicated they will initiate corrective
action. Appendix B contains  State
Comptroller Comments which address
matters of disagreement contained in the
District’s response and changes to the final
report based on the District’s response.

The Board has the responsibility to initiate
corrective action. Pursuant to Section 35 of
the General Municipal Law, the Board should
prepare a plan of action that addresses the
recommendations in this report and forward
the plan to our office within 90 days. For
guidance in preparing the plan of action, the
Board may refer to the applicable sections in

the publication offered by the Office of the
State Comptroller entitled Local Government
Management Guide. We encourage the Board
to make this plan available for public review
in its office.

CONTRIBUTORS TO THE REPORT

Major contributors to this report include
Frank Houston, John Buyce, Myron
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Bachman.
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