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September 19, 2011

To the Mayor and Members of the
     Common Council of the

City of Cortland, New York:

In planning and performing our audit of the financial statements of the 
governmental activities, each major fund, and the aggregate remaining fund 
information of the City of Cortland, New York (the City) as of and for the year 
ended December 31, 2010, in accordance with auditing standards generally 
accepted in the United States, we considered the City’s internal control over 
financial reporting (internal control) as a basis for designing our auditing 
procedures for the purpose of expressing our opinions on the financial 
statements, but not for the purpose of expressing an opinion on the effectiveness 
of the City’s internal control. Accordingly, we do not express an opinion on the 
effectiveness of the City’s internal control.

Our consideration of internal control was for the limited purpose described in the 
preceding paragraph and was not designed to identify all deficiencies in internal 
control that might be significant deficiencies or material weaknesses and, 
therefore, there can be no assurance that all such deficiencies have been 
identified. However, as discussed on the following page, we identified a certain 
deficiency in internal control that we consider to be a significant deficiency.

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 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. We did not identify any deficiencies in 
internal control that we consider to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in 
internal control that is less severe than a material weakness, yet important 
enough to merit attention by those charged with governance. 

The City’s response to the finding identified in our audit is described on the 
following page.  We did not audit the City’s response and, accordingly, we 
express no opinion on it.

This communication is intended solely for the information and use of 
management, the Common Council, others within the organization, and is not 
intended to be and should not be used by anyone other than these specified 
parties.
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CITY OF CORTLAND, NEW YORK

COMMUNICATION OF MATTERS RELATED TO INTERNAL CONTROL OVER FINANCIAL
REPORTING AND OTHER MATTERS
SEPTEMBER 19, 2011

INTERNAL CONTROL RELATED MATTERS

The following is considered a significant deficiency in internal control:

1. ACCOUNTING POLICY AND PROCEDURES MANUAL

Observation 
We noticed that the City does not have a formally documented accounting policy and 
procedures manual that would inform all employees of desired operating procedures and 
policies.  We are aware that current employees have significant experience and an 
understanding of the duties necessary; however, this knowledge is undocumented.

Recommendation 
We recommend that the City develop an accounting manual.  This manual would help to 
standardize the City’s accounting processes and could also be used to inform all employees of 
desired operating procedures and policies. Such a manual could greatly minimize the time 
required to train any new staff members with accounting responsibilities. At a minimum, the 
accounting policy and procedures manual should include: 

 An organizational chart of the City
 Job descriptions, outlining duties and responsibilities
 Descriptions of methods, procedures, and accounting principles to be followed, 

including explanations and examples of transactions
 A chart of accounts with detailed explanation of the items to be included therein
 Any other documents or forms for which uniformity of use is desired

Management Response
The City acknowledges the need to formally structure an Accounting Policy and Procedures 
Manual to ensure sound financial transactions and consistency.  

Many of the items mentioned, such as job descriptions and a chart of accounts, exist in some
form but are not centrally located.  Policies and procedures exist as well, but are 
undocumented.  It is our intention to build on this existing framework to develop an Accounting 
Policies and Procedures Manual, documenting policies and procedures, in accordance with the 
audit recommendation. 

The following is considered a deficiency in internal control:

1. PAYROLL STANDARDIZATION

Observation 
During our review of internal controls, we observed that each department is responsible for 
keeping track of accrued vacation and sick time for its employees.  Each department has a 
different mechanism for keeping track of these hours; therefore, the reporting of these hours is 
inconsistent when the Finance Office receives it.  
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INTERNAL CONTROL RELATED MATTERS (Continued)

1. PAYROLL STANDARDIZATION (Continued)

Recommendation 
We understand that the City is aware of this problem and is currently working with its 
departments to ensure consistent reporting of sick and vacation time in the future.  In addition, 
the City should consider these reporting needs in connection with its evaluation of any new 
financial accounting software package.  We recommend that the City standardizes its reporting 
of payroll across departments to ensure that the reporting of payroll expenditures and liabilities 
is accurate.

OTHER MATTERS FOR THE CONSIDERATION OF MANAGEMENT

1. COLLATERAL MONITORING

Observation
We noted that the City’s investment policy states that the City should be monitoring its 
collateral at least monthly for certain cash and cash equivalents.  Currently, the City does not 
have a mechanism to track collateral on a regular basis.

Recommendation
Even though the City’s cash and cash equivalents were appropriately FDIC insured or covered 
by collateral held by a third-party at year-end, we recommend that the City develop a 
mechanism to track collateral on a regular basis.  We also recommend that the City review its 
investment policy to ensure that monthly monitoring of collateral is necessary.  We understand 
that subsequent to year-end, the City worked with its banks to improve its monitoring of 
collateral.  

2. ASSET DISPOSITION POLICY

Observation
We observed that the City does not have a formal policy to ensure that capital assets are 
disposed of properly, whether by destruction, sale, scrap, or trade-in. 

Recommendation
Due to the volume of capital assets at the City, we recommend that a formal policy be 
implemented to ensure the proper reporting of capital asset dispositions.  This policy should 
specify the necessary level of approvals for disposal based on the value of the asset.  We 
suggest that a simple, yet standardized, form be developed to provide adequate approvals for 
disposal and other pertinent information as documentation of disposal of significant assets.  
Implementing this policy would protect the City from loss, waste, or fraud relating to the 
disposal of capital assets.
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OTHER MATTERS FOR THE CONSIDERATION OF MANAGEMENT (Continued)

3. FUND BALANCE RESERVES

Observation
We observed that a written reserve fund plan or policy has not been set up.

Recommendation
We recommend that the City Council review the fund balance reserves on a quarterly basis to 
ensure that the balances are reasonable and necessary.  We also recommend that a written 
policy is set up that makes it clear to taxpayers reviewing the City’s financial statements why 
the money is being set aside, the Council’s financial objectives for the reserves, and conditions 
under which the assets will be utilized.  The implementation of these two recommendations will 
ensure that reserve fund transactions are transparent to the public.  

4 GASB STATEMENT NO. 54, FUND BALANCE REPORTING AND GOVERNMENT FUND 
TYPE DEFINITIONS

Observation
In March 2009, the Governmental Accounting Standards Board (GASB) released a summary 
of a new accounting standard, GASB Statement No. 54, Fund Balance Reporting and 
Government Fund Type Definitions.  This standard will be effective for the City for the year-
ended December 31, 2011.

This standard provides clearer fund balance classifications and clarifies the existing 
governmental fund type definitions.  This standard also establishes fund balance 
classifications that comprise a hierarchy based primarily on the extent to which a government 
is bound to observe constraints imposed upon the use of the resources reported in 
governmental funds balances.  Specifically, governments will be required to classify and report 
amounts in the new fund balance classifications of “non-spendable, restricted, committed, 
assigned, and unassigned.” 

Recommendation
We recommend that the City’s management and Common Council familiarize themselves with 
the requirements of the new standard.  A summary of the standard can be found at the GASB 
website (www.gasb.org).

www.gasb.org).
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