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S T A T E  O F  C O N N E C T I C U T  
 

OFFICE OF POLICY AND MANAGEMENT 
 

 

 
 
TO:  Members of the Municipal Finance Advisory Commission 
 
FROM: Kimberly Kennison, Executive Finance Officer 
 
DATE: September 1, 2020 
 
SUBJECT: Agenda for MFAC Telephonic Meeting – Wednesday, September 16, 2020 
 
As you may recall, we had informed you that the July 29, 2020 meeting of the Municipal 
Finance Advisory Commission (MFAC) was to be re-scheduled to a later date.  Please be 
advised that the re-scheduled meeting of the MFAC will be held on Wednesday, September 
16, 2020.  This will be a telephonic meeting and is scheduled to begin at 10:00 a.m.  
Information for attending the meeting telephonically is as follows: 
 
Call-In Instructions: 
 
 Meeting participants may use the following telephone number and access code: 
 
 Telephone Number: 860-840-2075 
 Meeting Access Code: 475 945 406# 
 
The Agenda is as follows: 
 

1. Call to order 
 
2. Approval of the minutes to the May 27, 2020 meeting 

 
3. City of Derby Presentation – Update on current fiscal condition and fiscal recovery plan 

 
4. Town of Hamden Presentation – Update on current fiscal condition and fiscal recovery plan 

 
5. Other business 

 
Please contact Lori Stevenson at lori.stevenson@ct.gov for any questions you may have. 
 
Cc:  Secretary of State 
       State Treasurer’s Office 
       The Honorable Richard Dziekan, Mayor, City of Derby 
       Keith McCliverty, Director of Finance, City of Derby 
       The Honorable Curt B. Leng, Mayor, Town of Hamden 
       Curtis Eatman, Director of Finance, Town of Hamden 
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S T A T E  O F  C O N N E C T I C U T  
 

OFFICE OF POLICY AND MANAGEMENT 
 

 
 

DRAFT MINUTES 

 

MUNICIPAL FINANCE ADVISORY COMMISSION 

 

REGULAR MEETING 

 

WEDNESDAY, MAY 27, 2020 

 

 

Meeting Location:  Telephonic Meeting 

 

Date/Time:   May 27, 2020, 10:00 A.M. 

 

Members Present: Chair, Ms. Kathleen Clarke Buch  

 Mr. Douglas Gillette 

Ms. Kimberly Kennison 

Mr. Michael LeBlanc 

Mr. John Schuyler 

Ms. Rebecca A. Sielman (in attendance until 11:00 a.m.) 

Ms. Diane Waldron 

 

Members Absent: None 

 

Others Present:  Julian Freund, OPM Staff 

Jean Gula, OPM Staff 

William Plummer, OPM Staff 

Morgan Rice, OPM Staff 

Richard Ives, First Selectman, Town of Brooklyn 

Stephanie Levin, Finance Director, Town of Brooklyn 

Tiffany Pignatro, Finance Director, Town of Ellington 

Ann Marie Rheault, Finance Director, Town of Plymouth 

Sean O’Grady, Auditor, King, King & Associates 

 

       

1. Introduction/Call to order 

 

The meeting was called to order at 10:03 a.m. by Commission Chair Buch. 

 

2. Approval of the Minutes to the January 22, 2020 Meeting 

 

The minutes of the January 22, 2020 meeting were unanimously approved, with 

abstentions from Commissioners Buch, Sielman, and Waldron. 
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3. Town of Brooklyn – Results of the June 30, 2019 Audit Report including 

restatements and reclassifications / Update on Corrective Action Plan to address 

audit findings from the June 30, 2019 audit / Other fiscal related matters 

 

First Selectman Ives and Finance Director Stephanie Levin introduced themselves.  Ms. 

Levin provided an update on the steps that have been take to date to correct the audit 

findings from the June 30, 2019 audit report.  She indicated that the goal of the Town 

is to submit the June 30, 2020 audit report by the December 31, 2020 due date.  Several 

questions were posed to the Town regarding whether the Town is able to produce 

monthly financial reports, information on the budget for FY 2020-21, and the effects 

that COVID-19 is having on the finances of the Town and the services provided by the 

Town.  First Selectman Ives indicated that the Town levies taxes on a quarterly basis 

and there has been no noticeable impact from COVID-19 on tax collections to date. 

 

Commission Chair Buch asked the town’s auditor, Sean O’Grady of King, King, & 

Associates, to address the restatements indicated in the June 30, 2019 audit report.  Mr. 

O’Grady provided information on the restatements.  Commissioner LeBlanc noted that 

the July 1, 2018 fund balance restatement for the General Fund resulted in a significant 

reduction to fund balance of close to $1.0 million, fortunately for the Town the 2018-

19 surplus of approximately $450,000 helped to restore a portion of the reduction in 

fund balance due to the restatement.  A number of additional questions regarding the 

restatements were posed by Commissioners.  Commissioners requested that additional 

details to delineate the specific reasons for the fund balance restatement and the 

restatement amounts should be provided to the Commission by the Town’s auditor.   

Mr. O’Grady agreed to provide the written information. 

 

Several additional questions were posed to the Town regarding its corrective action 

plan to address the audit findings from the June 30, 2019 audit.  The Town indicated 

that it was working on implementing several elements of its intended corrective actions.  

Commissioners indicated that it would be seeking further updates on the corrective 

action plan for the July 29th Commission meeting. 

 

Commissioners indicated their appreciation for the Town’s presentation at today’s 

meeting. 

 

4. Town of Ellington – Status of Outstanding June 30, 2019 Audit Report / Update 

on Corrective Action on Audit Findings from the June 30, 2018 Audit / Other fiscal 

related matters 

 

Commissioner Gillette stated for the record that his firm serves as Bond Counsel to the 

Town of Ellington. 

 

Ms. Tiffany Pignataro, the new finance director of Ellington, updated the Commission 

on the status of the June 30, 2019 audit submission.  She indicated that draft financial 

statements are expected by the second week of June and the audit report is expected to 

be issued by the 3rd week in June.  A new audit firm has been retained for the June 30, 

2020 audit and the Town expects to issue the report by the December 31, 2020 due date. 
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Commissioner Buch inquired with the Town on the status of the audit report findings 

included in the June 30, 2018 audit report.  Ms. Pignataro provided an update on the 

two audit findings from the 2018 report.  Ms. Pignataro also updated the Commission 

on the Town’s intent to change its current accounting system due to deficiencies in the 

current system that is being used on the Town side. 

 

Commissioner Kennison requested an update on the effects of COVID-19 on the 

Town’s operations and finances.  Ms. Pignataro provided a brief update. 

 

5. Town of Plymouth - Discussion 

 

Commissioner Sielman stated for the record that her firm provides actuarial services 

for the Town of Plymouth. 

 

Ms. Ann Marie Rheault, Finance Director of the Town of Plymouth introduced herself 

to Commissioners and provided an update on the Town’s finances, including how 

COVID-19 has affected the Town’s operations and finances.  The Town’s 2020-21 

budget was recently adopted without a mill rate increase as the Town was attempting 

to alleviate any further burdens on town residents due to COVID-19 impacts.  Ms. 

Rheault indicated that a significant amount of the Town’s tax collections are derived 

from escrow payments and the Town does not believe there will be any significant 

effect to the July collections due to COVID-19.  The Town’s tax collector is somewhat 

more concerned regarding the January 2021 collections. 

 

Commission Chair Buch indicated that the Town was definitely on the right track in 

terms of its finances and improved internal controls.  She would want to view the 

results of the June 30, 2020 audit to fully evaluate the Town’s continuation on its 

improved fiscal and operational activities.  Commissioner Gillette inquired on the 

Town’s staffing in its finance office and whether the appropriate amounts have been 

budgeted to address any staffing needs as this was an area of concern in earlier years.  

Ms. Rheault indicated it was her belief that the FY 2020-21 budget does reflect the 

staffing needed in her office.  Commissioner Waldron congratulated Ms. Rheault on 

the improvements made by the Town over the past several years.  Commissioners 

indicated their appreciation with the Town’s presentation at today’s meeting. 

 

6. Outstanding June 30, 2019 municipal audit reports 

  

Mr. Plummer referred Commissioners to the June 30, 2019 outstanding municipal audit 

reports document that was earlier provided to Commissioners for today’s meeting.  He 

indicated that to the best of his knowledge the delays in the submission of the audit 

reports were not a result of COVID-19 impacts and that many of the municipalities on 

the list have been ones that have submitted late audit reports in the past. 

 

7. Tiers Status Report  

 

Commissioner Kennison provided an update on the April 2020 Tiers Report including 

a description of the identifiers used in the report and the municipalities that were 

eligible for tier designation.  She indicated that her office met with or offered to meet 
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with certain municipalities that were new to the tiers eligibility list before finalizing 

the report.  Feedback from municipalities that she and her staff met with were 

valuable and some of their concerns were addressed in the final version of the report.   

 

8. Financial Reporting and Fiscal Health Monitoring System Project 

 

Commissioner Kennison indicated that she, Julian Freund and Bill Plummer made a 

presentation at the CTCPA conference held in May.  She referenced the PowerPoint 

presentation that was provided to the Commission earlier and that was used in the May 

presentation at the CTCPA conference. 

 

Bill Plummer provided a description of the current process in use to collect and produce 

municipal fiscal indicators and other reports and the new process under development 

which would result in a more automated process and allow OPM staff additional time 

for data analysis.  OPM staff would continue to conduct a limited amount of quality 

control review of each municipality’s data submission. 

 

Commissioner Kennison indicated that OPM is also seeking to use the same system 

that will be used by municipalities to submit their financial audit report information to 

OPM to also collect the information OPM seeks from municipalities to comply with 

their uniform chart of accounts reporting.  She went on to provide further information 

on the integrated approach that OPM is developing regarding data collection, data 

reporting and data analysis which will support the work of the Municipal Finance 

Advisory Commission, the Municipal Accountability Review Board, OPM and other 

state and municipal stakeholders.  The enhanced data to be presented will continue to 

be useful to municipal taxpayers interested in the finances of their local governments. 

 

9. Other Business 

 

No other business. 

 

10. Adjourned. 

 

The meeting was adjourned at 11:13 a.m. 

 

Respectfully submitted, 

 

 

Douglas W. Gillette 

Commission Secretary   

 



City of Derby 

1 Elizabeth Street 

City Hall 

Derby, Connecticut 06418 

 

September 11, 2020 

 

Attention Members of the Municipal Finance Advisory Commission: 

 The City of Derby has had a number of difficult fiscal years, starting in the FYE2017. We, as a 

City, recognize that an error in how the City budgeted for the Education Alliance grant that year is at 

the root of our challenges. Upon this error being carried over for two fiscal years, immediate 

aggressive action was taken to develop and adopt an aggressive recovery plan.  

 The City is proud of the Eight Point Recovery Plan that was developed to place the City on 

solid financial footings in three (3) years. This Plan was presented to both the financial body of the 

City and the legislative body of the City all agreed to and support the Plan. 

 In addition to the local boards, this Eight Point Recovery Plan was presented to the Bond 

Rating Agency, Standard and Poor’s, and are currently rated A+. This rating, with a negative Fund 

Balance, is impressive and reflects their confidence in the Recovery Plan.   

 The City is committed to taking the remaining issues head on. This includes addressing, once 

and for all, the Findings noted in the audit, and implementing the applicable Corrective Actions. The 

current administration and both the fiscal and legislative boards are in full support of these measures.  

 I am attaching a number of documents for your review. We will also be forwarding our 

presentation in advance of our September 16th meeting. The City of Derby volunteered to present our 

story to you and your commission because we have a good story to share and are excited about what 

tomorrow holds for the City of Derby.  

Sincerely, 

 

Keith A. McLiverty  

Interim Finance Director  



City of Derby 

1 Elizabeth Street 

City Hall 

Derby, Connecticut 06418 

 

September 11, 2020 

 

Attention Members of the Municipal Finance Advisory Commission: 

Documents for Your Review: 

1) Revenue and Expenditure Summary- 7/1/19 to 6/30/2020 

2) Revenue and Expenditure Summary- 7/1/20 to 6/30/2021 

3) Findings and Corrective Actions- 6/20/2019 Audit  

4) Eight Point Recovery Plan  

5) Standard and Poor Rating Report 2015 

6) Standard and Poor Rating Report 2018 

7) Standard and Poor Rating Report 2019 

8) Year to Date Update on Eight Point Plan  

The following individuals are expected to participate in our call on 9/16/2020 at 10AM: 

Mayor Dziekan, Andrew Baklik (Chief of Staff), Keith McLiverty (Interim Finance Director), Barry 

Bernarbe (Financial Advisor- Pheonix Advisors), John Accavallo (Auditor), Rich Synch (Actuary) .  

Sincerely 

Keith McLiverty 



 
City of Derby, CT  

 

 
Municipal Finance Advisory Commission 

Final Presentation  
September 16,2020 

 
 



How Did We Get Here? 
• BOAT adopted budget utilizing revenue figures 

that double counted State funds 2X (FY16-17, 
FY17-18 and FY18-19)  

• Revenue for Formula Grants were over 
estimated (FY16-17 and FY17-18 and FY18-19) 

• Due to issues with cut-off dates for 
expenditures- BOE A/P reversed by auditor to 
previous year (17-18) resulting in restating FB 

• Medical costs exceed budget by $1M  (FY17-18) 

 

 

 



Comparative Assessed Values and 
Gross Grand List 

Comparative Assessed Valuation 

Grand List Year  Res. Real Prop. % Commer Real Prop. % (000's) 

2018 67.6 14.4 733,028 

2017 66.6 17.6 726,695 

2016 67.4 15.1 722,159 

2015 64.9 17.7 723,601 



Mill Rate and Tax Collections 
 

Mill Rate / Tax Collections 

% Collected 

Fiscal Year Grand List  Mill Rate (End of Year) 

2021 2019 43.87 TBD 

2020 2018 41.87 99.6 

2019 2017 39.37 98.1 

2018 2016 39.37 98.8 

2017 2015 39.37 98.7 

2016 2014 35.74 98.4 



Eight Point Recovery Plan  

1) Debt Restructuring  

2) Sale of Assets 

3) Mil Rate Increase 

4) Adjust Long Term Costs 

5) Tax Sale 

6) Structured Organizational Changes 

7) Grand List Growth  

8) Fund Balance Replenishment as % of Revenue 



1) Debt Restructuring  

• Restructuring/refinancing all non-sewer debt 
for FY19-20 and FY20-21 

• FY19-20 Operating Budget includes amount in 
taxes, funds go directly to Fund Balance 
Replenishment  

• FY19-20 = $1.5M 

• FY20-21 = $1.5M 



2) Sale of Assets 

• City selling assets/properties that are city 
owned and not part of city use 

• IE- VARCA Property- $450,000 

• Commerce Park - $350,000 

• Vacant Residential Properties (add to Tax Rolls 
and zone restricted)  

 



3) Mil Rate Increase  

• BOAT (Board of Apportionment and Taxation) 
approved a 2.5 mil increase for FY19-20 

• Increase equals a 6.35%  

• No Mil increase over the last three fiscal years 

• CPI increased 6.5% in same period 

• Recognition of budget issue relative to revenue 
overstatement 

• BOAT (Board of Apportionment and Taxation) 
approved a 2.0 mil increase for FY20-21 

 

 

 

 



4) Adjust Long Term Costs 
• Current Defined Benefit Pension Plan at 86% 

funding level 

• Annual Contribution of $740K adjusted in FY18-
19 and FY19-20 to $200K 

• Delta directed to Fund Balance Replenishment  

• $540K in FY 18-19 , $540K in 19-20  

• Current performance- plan will still remain in low 
80% funding level  

• 2% adjustment for each $540K  

• $60K additional contribution for 10yr 

 

 



5) Tax Sale  

• Legislative body approved administration to 
proceed with next steps in conducting Tax Sale 

• City reserves the right to select eligible taxes 

• All payment plans would be honored 

• Some delinquent taxes will remain on the 
books 

• Estimated value - $1M  (would go directly to 
Fund Balance Replenishment if executed) 



6) Structured Organizational Changes 

• Complete review, assignment and execution of 
auditors findings and recommendations 

• Additional staff budgeted for segregation of 
duties and timely reconciliation  

• Additional oversight of BOE operating budget 
and grants 

• Double Entry Accounting (BOE and City) 

• Adjusting roles and responsibilities 

 



Agreed Upon Procedures  (7/19)  

• A review was performed by the independent auditor of the procedures 
and associated findings, and responsible departments, that were 
contributing factors to the restatement of the fund balance are as follows:  

 

• 1. Review the internal control deficiencies as reported in the Schedule of 
Findings and Questioned Costs as reported in our separate report issued 
on the City’s Internal Control over Financial Reporting and on Compliance 
and Other Matters Based on an Audit of Financial Statements Performed 
in Accordance with Government Auditing Standards dated March 22, 
2019.  

 

• 2. Identify the findings that caused the restatement of general fund 
balance and fund deficiency. 

 

•  3. Identify the party or parties required to make the correction 



7) Grand List Growth  
• Working to shift tax burden from home owners to 

commercial base by growing commercial base 

• IE- Main Street Development  

• Fuel Cell  

• Sale of VARCA 

• Route 34 Main Street Widening Project  

• Zone Text Changes (N and S Side of Main St) 

• Additional 14 acres owned by the City, left to sell 
and develop 



Fund Balance Replenishment 

• BOAT has a policy on Fund Balance levels  

• BOAT to modify and update Fund Balance 
Replenishment Policy 

• New Policy- 10-15% of Expenditures 

• Incremental steps to replenishment 

• Identified Fund Balance Replenishment steps 
result in approx $3.4M going directly to FB 
over next 12-16 months 



Summary of Fund Balance 
Replenishment 

• FY19-20= $1.5M, FY20-21 = $1.5M 

• Sale of Assets= $400K (FY19-20) 

• Tax Sale (est) = $400K (FY20-21) 

• TOTAL = $3.40M (est) (w/o Grand List Growth) 

• TOTAL = $3.85M (est) (w/ Tax Sale) 

• NOTE: FB of -$2.5M (as of 6/18),-$1.7M (as of 
6/19), and Est + $400K-$800K+ (6/30/20), and 
Est positive $1.6M-$1.9M (6/30/21) 



Continued Focus On Success  

• Pay As You Go Capital Plan 

• Funding Long Term Liabilities 

• Tax Collections Remain Above 98% 

• Growing Commercial Tax Base  

• Conservative Budgeting 

• Working Relationship with BOE (Alliance) 

• Replenish Fund Balance   

 



Main Street Development Estimates 

• Estimated unit value= $90k 

• Estimated number of units= 379 

• Estimated Value= $34M 

• @ 70% value= $23.8M 

• Estimated NEW tax revenue= $997K 



Downtown Development Parcel  
 

Downtown Parcel – Future Development  
 



City Owned Portion of Downtown Parcel for future 
Development  
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Summary:

Derby, Connecticut; General Obligation

Credit Profile

US$11.885 mil tax-ex GO bnds ser 2019A due 08/01/2039

Long Term Rating A+/Stable New

US$11.67 mil federally taxable GO bnds ser 2019B due 08/01/2036

Long Term Rating A+/Stable New

Derby GO

Long Term Rating A+/Stable Downgraded

Rationale

S&P Global Ratings lowered its rating on Derby, Conn.'s general obligation (GO) debt to 'A+' from 'AA-'. At the same

time, we assigned our 'A+' rating to the city's series 2019 series A and B GO bonds. The outlook is stable.

The rating action reflects our view of the city's reduction and restatement of fiscal 2017's available fund balance from

$1.2 million to a negative $1.4 million and subsequent weak budgetary performance in fiscal 2018. The change in fund

balance was due to several factors, including over-budgeting of revenues, lack of certain internal controls, and

understatement of prior-year expenditures that were not fully realized and accounted for until fiscal 2018. While we

understand management has begun to take corrective actions to rebuild the city's fund balance position, which we

believe provides stability to the rating, we believe these measures are one-time adjustments necessary to avoid further

financial deterioration and are characteristics of distressed communities. In addition, we also believe the budgetary

environment will remain challenged. Supporting the rating, however, is the city's very strong liquidity and debt and

contingent liability profile, coupled with a stable local economy.

Derby's full faith and credit pledge, payable from the levy of an unlimited ad valorem tax on all taxable property in the

city, secures the series 2019 bonds. We understand officials plan to use series B proceeds and a portion of series A

proceeds to refund a portion of the city's GO debt and restructure all nonsewer-related debt payments for fiscal years

2020 and 2021 totaling $1.8 million and $1.5 million, respectively. We understand the refunding bonds will contain an

extension of maturity and the savings achieved in fiscal years 2020 and 2021 will be used toward the replenishment of

Derby's fund balance. The remainder of series A bond proceeds will be used to permanently finance the city's existing

short-term debt.

The long-term rating reflects our view of Derby's:

• Weak budgetary performance, with operating deficits in the general fund and at the total governmental fund level in

fiscal 2017 and 2018;

• Very weak budgetary flexibility, with an available fund balance in fiscal 2018 of negative 4.9% of operating

expenditures that is also low on a nominal basis at negative $2.5 million, as well as limited capacity to raise

revenues due to consistent and ongoing political resistance;
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• Adequate management, with standard financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Strong economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Very strong liquidity, with total government available cash at 9.3% of total governmental fund expenditures and

2.3x governmental debt service, and access to external liquidity we consider strong;

• Very strong debt and contingent liability position, with debt service carrying charges at 4.0% of expenditures and

net direct debt that is 37.1% of total governmental fund revenue, as well as low overall net debt at less than 3% of

market value; and

• Strong institutional framework score.

Weak budgetary performance

Derby's budgetary performance is weak, in our opinion. The city had operating deficits of negative 4.6% of

expenditures in the general fund and negative 4.3% across all governmental funds in fiscal 2018.

Fiscal 2018 results include adjustments for one-time capital expenditures paid for with bond proceeds. Additionally,

we adjusted for the city's deferred pension payments, which in fiscal 2016 amounted to $431,000.

The city has consistently experienced general fund deficits over the past five years. According to officials, the general

fund deficits in fiscal years 2017 and 2018 were primarily due to the culmination of several factors. One of these

included the double-counting of state revenues, particularly education cost-sharing grants for alliance districts, in the

budgets between fiscal years 2017 and 2019, which as a result, led to significantly lower-than-budgeted revenues. The

city also overestimated other certain state formula-based grants in fiscal years 2017 and 2018. In addition, health

insurance costs were over budget by about $1 million as a result of the city switching to a new health plan which

substantially increased employee medical claims in the last quarter of the fiscal year. Finally, the fiscal 2017 fund

balance was also restated in the fiscal 2018 audit as a result of school department expenditures being understated in

prior years and not previously fully accounted for. We also note the city's fiscal 2018 audit contains certain material

weakness findings with regard to reporting and internal controls, which it has begun to address, according to

management.

As of result of all this, Derby is taking several measures to rebuild its fund balance and better align revenues and

expenditures. As part of this refunding, the city will be restructuring its fiscal year 2020 and 2021 principal payments of

$1.8 million and $1.5 million, respectively, and extending them into future years and using the savings toward the

rebuilding of its fund balance. Management is also planning to sell city-owned assets and properties that are not being

used during this fiscal year, which is expected to net a minimum $450,000 or more, which will also be directed toward

its fund balance. Other steps include initiating a tax sale, which is expected to net about $1 million, deferring pension

contributions in fiscal years 2019 and 2020 and applying the savings--currently estimated at about $540,000

annually--toward the budget, and increasing taxes. Officials indicate the city has already begun to realize the effects of

some of these measures and accrued some of the savings in its fiscal 2019 finances. On a budgetary basis, Derby

ended fiscal 2019 with a $1.2 million general fund drawdown. Including the sale of assets, deferral of pension

contributions, tax sale, and additional amounts budgeted for fund balance replenishment, which management expects

will be reflected in the final audit, the city estimates to have ended fiscal 2019 with a $2.2 million general fund surplus.
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While we understand these measures will help improve fund balance levels, we also believe these measures are

indicative of a distressed community whose budgetary environment will remain challenged over the next few years.

The fiscal 2020 budget is balanced and totals $44.5 million, which represents a 4% increase over the prior year. As part

of its efforts to better align revenues and expenditures, the city increased its mill rate by 2.5 mills, or 6.35%, over the

prior year, which it had not done in the last three years. In addition, it has been addressing its material findings by

improving its internal controls and instituting organization changes. This includes assigning additional staff for

segregation of financial duties and timely reconciliation, providing more oversight of school department budget and

grants, and implementing double-entry accounting standards for city and school department finances, as well as

adjusting certain roles and responsibilities. Management also indicates it has also budgeted more conservatively with

regard to state aid and does not expect any significant increases in health insurance costs in fiscal 2020. Property taxes

account for 57% of general fund revenues, followed by intergovernmental revenue at 35%. Tax collections have

averaged 99% over the past three years.

While we believe Derby is taking positive steps to restore its fund balance levels and modify its budgetary

assumptions, we believe many of these measures are one-time in nature meant to address its current financial position.

In addition, due to its history of posting negative financial operations over the last several years and our belief that the

budgetary environment will remain challenged, we expect its budgetary performance will remain weak. However, we

also believe its budgetary performance could improve to adequate levels if the city were to maintain consistent

positive financial operations by properly aligning revenues and expenditures and mitigating the use of one-time

adjustments to achieve balance results.

Very weak budgetary flexibility

Derby's budgetary flexibility is very weak, in our view, with an available fund balance in fiscal 2018 of negative 4.9% of

operating expenditures. In addition, the city's reserves are low on a nominal basis at negative $2.5 million, which we

view as vulnerably low and a negative credit factor. Impairing budgetary flexibility, in our view, is a limited capacity to

raise revenues due to consistent and ongoing political resistance.

The city's budgetary flexibility is now very weak as a result of its negative financial operations in fiscal years 2017 and

2018 and restatement of fund balance. For fiscal 2019, on a budgetary basis, it estimates its fund balance to be at about

negative $3.8 million. However, this does not include the sale of assets, deferral of pension contributions, tax sales, and

funds toward its fund balance replenishment, which officials indicate will all be accrued and accounted for in the fiscal

2019 audit. With these funds included, the city estimates the fiscal 2019 audit will reflect a fund balance position of

negative $1.6 million, or approximately negative 3.7% of budgeted expenditures.

With the debt restructuring, budgeted fund balance replenishment funds totaling about $500,000, and savings of

$540,000 from deferral of pension contribution, the city expects its available reserves to improve to $1.2 million during

fiscal 2020. In addition, it expects its fund balance levels to improve by another $2 million by fiscal year-end 2021 to

$3.2 million.

Our view of the city's budgetary flexibility is also limited by its unwillingness to consistently raise sufficient revenues to

match expenditures to mitigate any fund balance drawdowns. As a result, we expect budgetary flexibility to remain

very weak during our outlook period. However, if the city were to succeed in rebuilding its fund balance position,
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continue to raise the necessary revenues to cover expenses, and consistently improve reserve levels through positive

financial operations without the use of one-time measures, our view of its budgetary flexibility could change.

Adequate management

We view the city's management as adequate, with standard financial policies and practices under our FMA

methodology, indicating the finance department maintains adequate policies in some, but not all, key areas.

The city uses a form of zero-based budgeting, which management implemented to ensure expenditures and

expenditure growth are examined annually. However, we believe its revenue and expenditure assumptions have been

optimistic in the past and the city has not accurately accounted for some of its revenues and expenditures, including its

school-related ones.

It has monthly meetings with the Board of Apportionment and Taxation, and has procedures in place for reviewing

and amending the budget based on updated information and actual performance. It also maintains a five-year capital

improvement plan that it updates annually, and which is linked to the operating budget. Derby's investments adhere to

state guidelines, and the city maintains a basic debt management policy that the board adopted. It also maintains an

adopted fund balance policy to keep reserves between 5% and 10% of expenditures. We note that Derby is below its

fund balance policy and we do not expect it to be in compliance during the two-year outlook period.

Strong economy

We consider Derby's economy strong. The city, with an estimated population of 12,816, is in New Haven County,

about nine miles west of New Haven. It is in the New Haven-Milford MSA, which we consider to be broad and diverse.

The city has a projected per capita effective buying income of 98.3% of the national level and per capita market value

of $80,657. Overall, market value grew by 0.9% over the past year to $1.0 billion in 2020. The county unemployment

rate was 4.4% in 2018.

Derby's proximity to New Haven provides residents with employment opportunities. Although a majority of the city's

tax base is residential, making up 68% of the grand list, it maintains a notable commercial and industrial presence,

which consists of a combined 14% of the total tax base. The tax base remains diverse with the leading taxpayer

accounting for 10.4% of the grand list. Some of Derby's largest employer (excluding city government) include Griffin

Hospital (1,200), Home Depot (125), and Wal-Mart (125).

We expect that Derby will see incremental growth in its tax base. To facilitate redevelopment, officials acquired land

adjacent to Main St. (Route 34) in expectation of the road-widening project completion in 2019. Management expects

that development will include residential and commercial properties on approximately 40 acres and spur economic

growth downtown. Currently, a 379-unit, mixed-use building one block from the train station is under development.

Management is also working to redevelop existing properties throughout the city. In addition, a new fuel cell facility is

being developed, which is expected to create new jobs and help grow the tax base. Officials expect these and other

projects currently underway will help increase revenues and expand the tax base.

Despite the anticipated new growth along Route 34 and other ongoing projects, we do not expect substantial

improvements in wealth and income metrics within the two-year outlook horizon. We expect that these metrics will

remain relatively stable during that time, and that the city's access to the New Haven MSA will further stabilize the
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economy. We thus expect Derby's economy to remain strong through the outlook period.

Very strong liquidity

In our opinion, Derby's liquidity is very strong, with total government available cash at 9.3% of total governmental

fund expenditures and 2.3x governmental debt service in 2018. In our view, the city has strong access to external

liquidity if necessary.

The city has demonstrated strong market access by issuing GO bonds within the past several years. In addition,

management is not aggressive in its use of investments. The city does maintain a bank loan with Webster Bank N.A

currently totaling $1.1 million, which it will be refunding with this issuance. We note that the city's direct bank loan

does contain acceleration provisions, but given their remoteness, we do not expect the direct loan to affect liquidity.

The city has also not issued any cash-flow-related notes or tax anticipation notes and does not expect to do so. As a

result, we expect its liquidity profile to remain very strong.

Very strong debt and contingent liability profile

In our view, Derby's debt and contingent liability profile is very strong. Total governmental fund debt service is 4.0% of

total governmental fund expenditures, and net direct debt is 37.1% of total governmental fund revenue. Overall net

debt is low at 1.8% of market value, which is, in our view, a positive credit factor.

Following this issuance, the city has approximately $35.8 million in total direct debt, including long-term capital leases

and debt held in the water pollution control authority fund, which we view as fully self-supporting. Management does

not anticipate issuing any new-money debt within the next two-to-three years.

Derby's combined required pension and actual other postemployment benefit (OPEB) contributions totaled 4.8% of

total governmental fund expenditures in 2018. Of that amount, 3.0% represented required contributions to pension

obligations, and 1.7% represented OPEB payments. The city made 73% of its annual required pension contribution in

2018.

Derby is the administrator of a single-employer defined-benefit pension plan (the City Public Employee Retirement

System), which covers city employees not covered by state-administered systems. Using a 7.0% discount rate, the city

reports a net pension liability of $3 million and a funded ratio of 83.8% as of fiscal 2018. It has historically underfunded

its pension required contribution, which we adjusted for in budgetary performance. Management also expects to

underfund its actuarially determined contribution in fiscal years 2019 and 2020 and apply the savings toward the city's

fund balance.

Additionally, the city contributes to the Connecticut's Municipal Employees Retirement System (MERS), a

defined-benefit pension plan offered by the state for municipal employees in participating municipalities. Derby

reported a MERS proportionate net pension liability of $2.9 million at June 30. 2018. The system is 93% funded,

measured using an 8.0% discount rate as of fiscal 2018, which we note is higher than average. The state has reduced

the discount rate in fiscal 2019 to 7%. While view reducing the rate of return as a positive, we believe this will result in

higher pension contributions for the city.

The city also provides OPEBs in the form of health and life insurance to eligible retirees. It does not maintain a trust to

pre-fund benefits. Its unfunded actuarial accrued liability was $29.6 million, as of June 30, 2018.
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Although we acknowledge the city has not been fully funding its annually required contribution (ARC) for the city plan,

we note the pension plan is well funded at 83%, and costs remain manageable. However, we could view these factors

negatively if funding substantially decreases, costs begin to accelerate as a percentage of expenditures, and

management continues to defer pension payments. While we do not anticipate budgetary pressure from pensions or

OPEBs in the near term, should the city continue to underfund the ARC or if MERS assumptions are not met, we

expect that its costs will rise, potentially pressuring the budget.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong.

Outlook

The stable outlook reflects S&P Global Ratings' opinion of Derby's plan and willingness to make the necessary revenue

and expenditure adjustments, albeit through several one-time measures, to restore available reserves to positive levels.

In addition, we believe the changes it is instituting in its financial management operations and raising the necessary

revenues after three years of no tax increase, support our view that it should begin to realize positive financial results

and increase reserves in fiscal 2020. Therefore, we do not expect to change the rating within the two-year outlook

horizon.

Downside scenario

Should the city prove unsuccessful in rebuilding its fund balance to positive levels over the next two years and

continue to experience reductions in available reserves as a result of negative financial operations and misalignment of

revenues and expenditures, we could lower the rating.

Upside scenario

If the city were to maintain consistent positive financial performance without the use of one-time adjustments or

sources, leading to improvements in reserves levels while maintaining conservative budgetary assumptions, we could

raise the rating.

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

• Incorporating GASB 67 And 68: Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local

Government GO Criteria, Sept. 2, 2015

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed

to them in our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at www.standardandpoors.com for

further information. Complete ratings information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating

action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left column.
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Credit Profile

US$12.67 mil GO bnds ser 2018 due 10/15/2038

Long Term Rating AA-/Stable New

US$5.45 mil GO BANs due 10/24/2019

Short Term Rating SP-1+ New

Derby GO

Long Term Rating AA-/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AA-' long-term rating to Derby, Conn.'s issue of 2018 general obligation (GO) bonds.

At the same time, we affirmed our 'AA-' long-term rating on the city's existing GO debt. The outlook is stable.

Additionally, we assigned our 'SP-1+' short-term rating to the city's 2018 GO bond anticipation notes (BANs). The

short-term rating reflects our criteria for evaluating and rating BANs. In our view, Derby maintains a very strong

capacity to pay principal and interest when the notes come due. We view the city's market risk profile as low because

it has strong legal authority to issue long-term debt to take out the notes and is a frequent debt issuer that regularly

provides ongoing disclosure to market participants.

Derby's full faith and credit pledge, payable from the levy of an unlimited-ad valorem tax on all taxable property in the

town secures the series 2018 bonds and notes.

We understand that officials intend to use proceeds from the series 2018 bonds to funding for various capital

improvement projects, including school, sewer and road improvements.

The long-term rating reflects our opinion of the following factors for Derby, including its:

• Adequate economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Adequate management, with standard financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Strong budgetary performance, with balanced operating results in the general fund and at the total governmental

fund level in fiscal 2017;

• Weak budgetary flexibility, with an available fund balance in fiscal 2017 of 2.3% of operating expenditures;

• Very strong liquidity, with total government available cash at 11.8% of total governmental fund expenditures and

2.9x governmental debt service, and access to external liquidity we consider strong;

• Very strong debt and contingent liability position, with debt service carrying charges at 4.0% of expenditures and

net direct debt that is 57.0% of total governmental fund revenue, as well as low overall net debt at less than 3% of
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market value; and

• Strong institutional framework score.

Adequate economy

We consider Derby's economy adequate. The city, with an estimated population of 12,854, is in New Haven County in

the New Haven-Milford MSA, which we consider to be broad and diverse. It has a projected per capita effective buying

income of 106.1% of the national level and per capita market value of $79,890. Overall, market value was stable over

the past year at $1.0 billion in 2019. The county unemployment rate was 5.0% in 2017.

We expect that Derby will see incremental growth in its tax base. To facilitate redevelopment, officials acquired land

adjacent to Main St. (Route 34) in expectation of the road widening project completion in 2019. Management expects

that development will include residential and commercial properties on approximately 40 acres. The state is expected

to clear additional vacant buildings by the end of this calendar year to proceed with the road project. Currently, a

400-unit, mixed-use building one-block from the train station is under development. Management is also working to

redevelop existing properties throughout the city.

Despite the anticipated new growth along Route 34, we do not expect substantial improvements in wealth and income

metrics within the two-year outlook horizon. We expect that these metrics will remain relatively stable during that

time, and that the city's access to the New Haven MSA will further stabilize the economy. We thus expect Derby's

economy to remain strong through the outlook period.

Adequate management

We view the city's management as adequate, with standard financial policies and practices under our FMA

methodology, indicating the finance department maintains adequate policies in some, but not all, key areas.

The city uses a form of zero-based budgeting, which management implemented to ensure expenditures and

expenditure growth are examined annually. It has monthly meetings with the Board of Apportionment and Taxation,

and has procedures in place for reviewing and amending the budget based on updated information and actual

performance. It also maintains a five-year capital improvement plan that it updates annually, and which is linked to the

operating budget. Derby's investments adhere to state guidelines, and the city maintains a basic debt management

policy that the board adopted. It also maintains an adopted fund balance policy to keep reserves between 5% and 10%

of expenditures. We note that Derby is below its fund balance policy and we do not expect it to be in compliance

during the two-year outlook period.

Strong budgetary performance

Derby's budgetary performance is strong, in our opinion. The city had balanced operating results of negative 0.4% of

expenditures in the general fund and negative 0.1% across all governmental funds in fiscal 2017.

For analytical consistency, we have adjusted for the use of bond proceeds for capital projects across all governmental

funds. Additionally, we adjusted for the city's deferred pension payments, which in fiscal 2016 amounted to $397,000.

Derby's operating results improved in fiscal 2017, owing primarily to a reduction in health insurance claims, along with

positive variances in revenues and expenditures. Management made an effort in fiscal 2017 to examine all
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expenditures and reduce costs wherever possible. We expect it will continue to do so.

Derby was held harmless in fiscal 2018 once the state adopted a budget. It anticipates receiving the entirety of the

grant funding it had budgeted for in fiscal 2018. Management reports that local revenues are approximately $1.1

million greater than budgeted, but unanticipated costs related to an economic development project will reduce the

year-end general fund surplus to approximately $400,000.

Management continues to examine ways to reduce costs, including partnering with neighboring communities to

reduce service redundancies, to ensure budgetary balance. To this end, Derby is continuing to work toward

regionalization of services. Additionally, the 2019 budget included a $200,000 line item dedicated to adding to

available fund balance, which would increase budgetary flexibility. We expect management to continue to closely

monitor revenue and expenditure variances and make adjustments accordingly, leading to at least balanced operating

results. Consequently, we expect that Derby will have strong budgetary performance over the next two years.

Weak budgetary flexibility

Derby's budgetary flexibility is weak, in our view, with an available fund balance in fiscal 2017 of 2.3% of operating

expenditures, or $1.2 million.

Derby's fund balance declined to current audited levels of $1.2 million from $2.1 million (4.7% of expenditures) in fiscal

2015 and $2.7 million (6.3%) in fiscal 2014. We expect management will continue to incrementally add to reserves to

restore fund balance over the next few years. Given current projections for fiscal 2018 and our expectation of at least

balanced results in fiscal 2019, with a dedicated $200,000 line-item addition to reserves, we expect that fund balance

could increase to approximately $1.8 million, a level we would continue to view as weak. Consequently, we believe our

view of Derby's budgetary flexibility will remain unchanged over the outlook period.

Very strong liquidity

In our opinion, Derby's liquidity is very strong, with total government available cash at 11.8% of total governmental

fund expenditures and 2.9x governmental debt service in 2017. In our view, the city has strong access to external

liquidity if necessary.

The city has demonstrated strong market access by issuing GO bonds within the past several years. In addition,

management is not aggressive in its use of investments. We note that the city's direct bank loan does contain

acceleration provisions, but given their remoteness, we do not expect the direct loan to affect liquidity. Therefore, we

believe liquidity will remain very strong since there is no significant deterioration of cash balances planned or

expected.

Very strong debt and contingent liability profile

In our view, Derby's debt and contingent liability profile is very strong. Total governmental fund debt service is 4.0% of

total governmental fund expenditures, and net direct debt is 57.0% of total governmental fund revenue. Overall net

debt is low at 2.9% of market value, which is, in our view, a positive credit factor.

Following this issuance, the city has approximately $30 million in total direct debt, including long-term capital leases

and debt held in the water pollution control authority fund, which we view as fully self-supporting. Management does

not anticipate issuing any new-money debt within the next two-to-three years.
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Derby's combined required pension and actual other postemployment benefit (OPEB) contributions totaled 4.8% of

total governmental fund expenditures in 2017. Of that amount, 3.1% represented required contributions to pension

obligations, and 1.7% represented OPEB payments. The city made 75% of its annual required pension contribution in

2017.

Derby is the administrator of a single-employer defined-benefit pension plan (the City Public Employee Retirement

System), which covers city employees not covered by state-administered systems. Using a 7.0% discount rate, the city

reports a net pension liability of $5.5 million and a funded ratio of 73%. It has historically underfunded its pension

required contribution, which we adjusted for in budgetary performance.

Additionally, the city contributes to the Connecticut's Municipal Employees Retirement System (MERS), a

defined-benefit pension plan offered by the state for municipal employees in participating municipalities. Derby reports

a MERS proportionate net pension liability of $3.5 million. The system is 93% funded, measured using an 8.0%

discount rate, which we note is higher than average.

The city also provides OPEBs in the form of health and life insurance to eligible retirees. It does not maintain a trust to

pre-fund benefits. Its unfunded actuarial accrued liability is $26 million, as of the July 1, 2014 valuation, which is the

most recent.

Although we acknowledge the city has not been fully funding its annually required contribution (ARC) for the city plan,

we note the pension plan is somewhat well funded at 73%, and costs remain manageable. However, we could view

these factors negatively in the future if funding substantially decreases, costs begin to accelerate as a percentage of

expenditures, and management continues to defer pension payments. We also note that the higher-than-average

discount rate for the MERS plan may be underestimating liabilities, resulting in lowered contributions and total assets.

While we do not anticipate budgetary pressure from pension or OPEBs in the near term, should the city continue to

underfund the ARC, or if MERS assumptions are not met, we expect that its costs will rise, potentially pressuring the

budget.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong.

Outlook

The stable outlook reflects our view that management will report at least balanced operating results in fiscal 2018, and

will address expenditures in a meaningful way while restoring fund balance over the next several years. The relatively

stable economy and low debt carrying charge provide additional stability. We do not anticipate changing the rating in

the two-year outlook period.

Upside scenario

Should management achieve several years of at least adequate budgetary performance, while meaningfully increasing

financial reserves to bring the city back into compliance with its stated reserve policy, while also fully funding the

pension required contribution over multiple years, and all else being equal, we could raise the rating.
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Downside scenario

If budgetary performance were to remain weak, leading to a further decline in reserves, or if retirement related costs

were to begin to pressure the budget, we could lower the rating.

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

• Incorporating GASB 67 And 68: Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local

Government GO Criteria, Sept. 2, 2015

• Local Government Pension And Other Postemployment Benefits Analysis: A Closer Look, Nov.8, 2017

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating action can be found

on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left

column.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 9, 2018   6

Summary: Derby, Connecticut; General Obligation; Note



WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 9, 2018   7

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.



City of Derby 

1 Elizabeth Street 

City Hall 

Derby, Connecticut 06418 

 

 

Bond Rating History  

2003 -S&P assigned an initial rating of A+ 

 

2006 - S&P affirmed rating of A+ 

 

2009 - S&P upgraded the City from A+ to AA- 

 

2015 - S&P upgraded the City AA- to AA 

 

2018 - S&P downgraded the City from AA to AA- 

 

2019 - S&P downgraded the City from AA- to A+ 

 

 



 

 

I. FY18-19 FINANCIAL STATEMENT FINDINGS AND CORRECTIVE ACTIONS 

The City recognizes that a number of Findings have been present year after year, and that some of the 

Corrective Actions should have been implemented sooner than at this time. While the public sector continues 

to face the challenges of economic growth an doing more with less, the City of Derby is committed to 

addressing each of the Findings within the next three months with Corrective Actions implemented for each.  

   

  

*19-1 Double-Entry Accounting System 

 

Finding: The City does not use double-entry accounting for all funds. 

 

Criteria: The use of a double-entry accounting software system, including the preparation of a 

balanced general ledger would improve the City’s ability to detect accounting errors, 

provide the basis for monthly account and ledger reconciliations, and facilitate financial 

reporting for all Special Revenue Funds, Fiduciary Funds and its long-term debt and fixed 

assets. 

 

Condition: The City does not maintain a double-entry accounting system or process a general ledger 

utilizing an accounting software system for all Special Revenue Funds, Fiduciary Funds and 

its long-term debt and fixed assets. 

 

Cause: The financial activity is maintained annually on ledger sheets for most of these funds and for 

others the only sources of documentation are canceled checks and bank statements 

 

Effect: The City does not have the ability to detect accounting errors, provide the basis for monthly 

account and ledger reconciliations, and prepare meaningful financial reports.    

 

Recommendation: We recommend that the City adopt a general ledger accounting software system for all funds 

and activities, including federal and state financial assistance funds.  The use of a double-

entry accounting software system, including the preparation of a balanced general ledger 

would improve the City’s ability to detect accounting errors, provide the basis for monthly 

account and ledger reconciliations, and facilitate financial reporting.  The Chart of Accounts, 

developed for the General Fund, should be utilized for the other funds of the City to ensure 

consistency with account names and numbers and to develop an internal reporting package. 

Corrective Action:  The City agrees with the recommendation above, while the necessary steps were not taken in 

prior years to utilize a general ledger software for all funds and activities, in the 4
th
 QTR of 

FYE20, and first QTR of FYE21, a general ledger double accounting software has been 

utilized for most activities and funds. This finding will be addressed in full by November 

2020. 

 

 

*19-2 Bank Reconciliations and Approval of Bank Reconciliations 

 

Finding: Bank reconciliations were not formally prepared during the year for general fund checking 

accounts. 

 

Criteria: The Finance Department should be preparing the bank reconciliations and the Finance 



 

 

Director should formally approve the bank reconciliations on all City bank accounts. 

  

Cause: Lack of formal procedures. 

 

Effect: Possible material errors could occur and not be detected timely. 

 

Recommendation: We recommend that all bank reconciliations be prepared by the Finance department within a 

reasonable period of time after the month end.  These reconciliations should then be 

reviewed by the comptroller for accuracy and completeness. 

Corrective Action:  It was determined that despite having inadequate man-power within the Finance department, 

a redistribution of the available man-power would result in addressing this recommendation. 

The available staff were assigned tasks that has resulted in timely reconciliation of accounts. 

In addition the Finance Director now approves all reconciliations performed by the various 

departments within the City. This was effective 4
th
 Qtr 2020.  

 

*19-3 Availability of financial information 

 

Finding: During the audit process, information from various departments related to numerous audit 

schedules and related information was unavailable in a timely manner.   The City’s audit for 

the year ended June 30, 2019 did not start until November 2019.  In addition, some 

schedules and required information were not available for audit until January 2020 and later. 

 

Criteria: Information related to financial statements should be presented at the close of the fiscal year 

or at a reasonable time thereafter.  

 

Cause: Lack of year-end closing procedures.  

 

Effect: The timely availability of information related to the financial statements has delayed the 

completion of the audited financial statements and other submissions that rely upon the 

audited financial statements.   

 

Recommendation: The preparation of information relative to the financial statements in accordance with the 

City of Derby, Connecticut’s reporting requirements should be provided in a timely manner.  

Schedules, reports and other financial information related to the City’s financial condition as 

a whole should be maintained monthly throughout the year, forwarded to the Finance 

Department when that information becomes available and reconciled to the books and 

records of the City. A review of the financial statements should be done by accounting 

personnel to determine that all schedules and records are provided timely.   

Corrective Action: Effective the Audit for the FY19-20, the Finance Department conducted a pre-audit meeting 

with the Auditor, and each Department was given their assigned tasks and the 

documentation that is required to be gathered and submitted. An electronic tracking system 

is being utilized for all required information to be submitted electronically. This gives us 

real time access to what has been submitted and what is remaining. In addition, prior to 

submittal, all information is being reviewed by the Finance department to ensure it is 

complete and any outstanding information is pursued.  

 

 



 

 

*19-4 WPCA Purchase Order Approval Process 

 

Finding: The bookkeeper performed recordkeeping, custodial and approval functions. 

 

Criteria: The WPCA should have adequate segregation of duties and responsibilities in order to 

assure the safeguarding of assets and the proper preparation of financial statements.  

 

Cause: The WPCA (Agency) did not have adequate segregation of duties and responsibilities in 

order to assure the safeguarding of assets and the proper preparation of financial statements. 

Certain functions, such as receipt and listing of checks, preparation and review of bank 

reconciliations, approval of purchase orders and invoices and signing and distribution of 

checks, to provide the necessary checks and balances of the Agency’s internal control, are 

performed by the same individual.  This lack of segregation of duties results in inadequate 

financial control over the operation of the Agency.    

 

Effect: Lack of segregation of duties may lead to errors, or improprieties could occur and go 

undetected. 

 

Recommendation: We recommend that the WPCA consider assigning additional personnel, independent of the 

accounting function, to duties such as, receipt and listing of checks, preparation and review 

of bank reconciliations, approval of purchase orders and invoices and signing and 

distribution of checks to provide the necessary checks and balances of the Agency’s internal 

control. Consideration should also be given to utilizing the cash receipts procedure and the 

purchase order and cash disbursement process of the WPCA to compensate for the lack of 

personnel and segregation of duties in this Agency.  

Corrective Action: While the WPCA and the City face the same challenges as other public entities, where 

adding staff is not always possible, the above recommendation is being addressed utilizing 

the staff in place, with additional approvals and oversight built in to the process. The WPCA 

will be hiring a bookkeeper, filling a current vacancy. In addition, the approval of purchase 

order and check registers will be reviewed by the Chairman, and the Finance Committee. As 

well, the Finance Director will review all reconciliations on a monthly basis.  In addition the 

WPCA will be using the purchase order system in place for the City, and the encumbrance 

process.  

 

 

*19-5 Accounts Payable Cut-off-Board of Education 

 

Finding: The Board of Education’s accounts payable were not properly recorded at year end on the 

City’s general ledger. 

 

Criteria: Expenditures should be accrued when incurred in accordance with accounting principles 

generally accepted in the United States of America. 

  

Cause: Lack of monthly reconciliations with the City and Board Education ledgers. 

 

Effect: Account payable and accrued payroll in the amount of $3,028,308 were incurred as of June 

30, 2018 and were not properly recorded. 



 

 

 

Recommendation: We recommend that accounts payable and accrued payroll be recorded when incurred on a 

monthly basis.  A reconciliation with the City’s general ledger and the Board of Education 

ledger should be done on a monthly basis to ensure that liabilities and expenditures are 

properly recorded. 

Corrective Action:  The Board of Education has committed to adhering to a firm cut-off date, effective 

immediately the cut-off date is 9/15/2020. Going forward the cut-off will be 8/31. In 

addition, the City and the Board of Education will record accounts payable and accrued 

payroll, when incurred, on a monthly basis with detailed reports provided by the Board of 

Education to the City.  Further, a reconciliation of the City’s general ledger and the Board of 

Education ledger will be done on a monthly basis to ensure that liabilities and expenditures 

are properly recorded. This began in March of 2020.  

 

*19-6  Reconciliation of  City and Board of Education Accounts 

 

Finding: The Board of Education cash, accounts receivable, accounts payable, income and 

expenditures and City corresponding accounts were not reconciled at year end. In addition, 

there were several instances of netting of revenues against expenditures in the Board of 

Education expenditures.    

 

Criteria: A formal reconciliation should be performed on a monthly basis to ensure agreement of the 

City's general ledger accounts with the Board of Education records.   

 

Cause: No formal reconciliation process is being performed between the City and Board of 

Education on a monthly basis.     

 

Effect: The Board of Education overspent their operating budget by $491,440.  The Board of 

Education also netted various revenues of $256,669 during the year of which $100,489 were 

not received until the subsequent period.     

 

Recommendation:  We recommend that the Board of Education utilize the accounting system to reconcile cash, 

accounts receivable, accounts payable, deferred inflows of financial resources in addition to 

the income and expenditure ledgers that are already being utilized to have a complete self-

balancing set of accounts.  This will assist to quickly identify variances.  That information 

should be timely shared between the City and Board of Education to ensure that both the 

City and Board of Education ledgers are in agreement.  Expenditures should be reported at 

gross amounts and any amounts received should be communicated to the City so those 

receipts can be properly classified and recorded.  Various refunds that take place after the 

fiscal year for the previous fiscal year’s expenditures that were incurred and paid by the City 

should be returned to the City.   

Corrective Action:  The Board of Education has installed a new general ledger package (Tyler Technologies 

Infinite Visions) that provides double entry accounting to reconcile cash, accounts 

receivable and accounts payable.  This, in addition to income and expenditure ledgers that 

are already being utilized, will provide a complete, self-balancing set of accounts.  

Information will be timely shared between the City and Board of Education to ensure that 

both the City and Board of Education ledgers are in agreement. The sharing of ledgers has 

begun effective 8/1/2020. 

 



 

 

 

*19-7 Cash Account Activity- General Fund Operating, Board of Education and Self Insurance Accounts 

 

Finding: Various cash accounts had activity that was found not to be recorded or recorded in net 

amounts.  

 

Criteria: All cash activity should be recorded in the City’s general ledger.     

  

Cause: Lack of policies and procedures.   

 

Effect: Cash accounts were contained significant errors that were not corrected by the Finance 

Department timely.    

 

Recommendation: We recommend that all cash transactions be reflected in the general ledger and that 

transactions are reported at their gross amounts.  In addition, accounts that have separate 

bank statements have separate general ledger accounts.   All cash accounts should be 

reconciled monthly and reviewed by the comptroller.       

Corrective Action: The lack of monthly reconciliation being performed by the Finance Department timely was 

easily correctable. The Finance Department has begun performing reconciliations within 30 

days of the close of the prior month. This began in February of 2020, and has been working 

efficiently and effectively. This has become part of the monthly close and part of the 

Finance Department’s draft procedure manual currently being finalized. The Board of 

Education and the City will record transactions in the general ledger based on the exact 

expenditures.  In addition, accounts that have separate bank statements (that are reconciled 

monthly) now have separate general ledger accounts. 

*19-8 Budgeting 

 

Finding: The City significantly overestimated grant revenues in the original budget. 

 

Criteria: The ECS-Alliance grant was budgeted as City revenue and did not have an off-setting 

appropriation.  This resulted in a revenue shortfall of $1,218,472.  The Educational Cost 

Sharing Grant was budgeted for $8,084,162 but only $6,911,831 was actually paid by the 

State of Connecticut leaving a $1,172,331 shortfall.   

  

Cause: The final budget was not adjusted/corrected during the year.     

 

Effect: Approximately $2,390,803 in grant monies were anticipated that was not received.   

 

Recommendation: We recommend that the City establish a separate special revenue fund for the educational 

grants.  The grants monies should be remitted to the Board of Education within a reasonable 

period of time when received by the City.  In addition, the Board of Education should 

present the City with a detailed budget reporting all the anticipated revenue with the total 

budgeted expenditures at a gross amount in order to avoid double counting of revenues.      

Corrective Action: A separate bank account, under the control of the Board of Education, has been opened 

where a majority of the grant funds are direct-deposited by CSDE.  Other grant funds (e.g., 

excess cost, Alliance grant funds and a few other minor grant awards) are deposited by 

CSDE directly to the City operating account – those grants monies, as has been past 



 

 

practice, will be remitted to the Board of Education within 30 days of receipt and posting.  

The Board of Education will provide the City the required, detailed reports. The Special 

Revenue Fund was established effective 7/1/2020.       
 Regarding the budget overstatement, and not having an off-setting expense, this was the 

result of an error in the budget process and within in the finance department coupled with 

the budget process not being centralized and vetted through a number of checks and 

balances. This has since been corrected, both making up for the shortfall and in the 

budgeting process.  

 

*19-9 Encumbrance System 

 

Finding: The City departments are not fully utilizing the encumbrance system. 

 

Criteria: The City’s formal purchase order encumbrance system should be monitored to control its 

appropriation expenditures.   

 

Condition: The City has a formal purchase order encumbrance system in place to monitor and control 

its appropriation expenditures.  However, it appears that not all departments are fully 

utilizing the encumbrance system, and in some cases, purchase orders are dated subsequent 

to the invoice and check date. 

 

Cause: Lack of monitoring of the purchase order system. 

 

Effect: Purchase orders are not used on a timely basis and encumbrances are not placed on 

appropriation accounts.  

 

Recommendation: For a fully effective purchase order system, all purchase orders should be prepared and 

approved prior to the actual date of ordering the goods or services.  When this process is 

being utilized, appropriation expenditures, which may be over expended, will be flagged 

prior to any over expenditure. 

Corrective Action:   The City, effective 7/1/202, has begun utilizing the Encumbrance system, and by the end of                   

September, will be fully utilizing the encumbrance system. The department heads were 

initially resistant but now see the benefit of the encumbrance system to all.         

 

 

*19-10 Special Assessments/Collection Efforts 

 

Finding: Special Assessments are not actively collected. 

 

Criteria: Special assessments for sewer and water are past due and there should be active collection in 

effect to reduce the amount of outstanding assessments. 

   

Condition: The special assessments for sewer and water are past due and there are no active collection 

activities in effect to reduce the amount of outstanding assessments.  In some cases, there is 

no information in the tax collector’s office that states that the sewer and water hookup was 

made on certain properties. 

 



 

 

Cause: Lack of formal collection activity. 

 

Effect: Special assessments for sewer and water are not currently being collected. 

 

Recommendation: We recommend that the City authorize legal counsel to investigate ways to enforce the 

collection of these past due assessments or obtain authorization for the City to write these 

assessments off as uncollectible. 

Corrective Action: The Finance Director had requested corp counsel to either collect said assessments or write 

them off. This will be resolved by 9/20/2020. 

 

*19-11 Interfund Transfers 

 

Finding: Interfund balances are not repaid timely. 

 

Criteria: Interfund transfers had been made by the City primarily between projects in the Capital 

Projects funds and Enterprise Funds should be repaid on a timely basis.   

 

Condition: Interfund transfers have been made by the City primarily between projects in the Capital 

Projects funds and Enterprise Funds.  In some cases, the transfers were not repaid when the 

funds were available and interfund balances are outstanding at the balance sheet date.  

 

Cause: No timely repayment procedures have been established. 

 

Effect: Interfund transfers are outstanding for extended periods of time. 

 

Recommendation: We recommend that all interfund transfers be repaid as soon as the funds become available 

and transfers be properly authorized by the appropriate board before being made. 

Corrective Action:   This goes back to the early 2000’s, and this is not the current practice. For future transfer 

between funds, approval from the appropriate board will be sort.  

 

*19-12 Compensated Absences-City 

 

Finding: There is no formal reconciliation of compensated absences. 

 

Criteria: The City should established a policy of reconciling, on a regular basis or at year end, the 

departmental employees days for vacation, sick or personal leave to the payroll records. 

 

Condition: Individual departments currently maintain compensated absence records for their 

departmental employees entitled to compensated absences as dictated by various union 

bargaining agreements 

 

Cause: Individual departments currently maintain compensated absence records. 

 

Effect: Lack of consistency of reporting compensated absences.  

 



 

 

Recommendation: We recommend that the City establish a procedure for maintaining centralized records 

related to available used and unused vacation, sick and personal leave days to properly 

evaluate the liability for compensated absences. This process should include a summary of 

the bargaining agreement provisions related to the various employee categorizes to be used 

by the individuals who are summarizing the compensated absence data. This centralized 

record should be related to the employee history files as generated from the payroll system 

and should be reconciled to departmental records quarterly or semi-annually. 

Corrective Action:    The City has begun tracking compensated absence in a centralized area- Payroll. 

 

 

*19-13 Parking Authority 

 

Finding: Parking ticket revenues are not recorded on an accrual basis. 

 

Criteria: The revenue from the parking tickets should be recorded on the general ledger when they are 

issued (accrual basis).   

 

Condition: While the parking ticket system put in place in January of 1999 on a computerized parking 

ticket system appears to be working properly, the revenue from the parking tickets is not 

being recorded on the general ledger until the tickets are paid (cash basis) instead of when 

they are issued (accrual basis).  Parking tickets deemed uncollectible are not being written 

off nor is there a formal procedure for the acting director to authorize such write-offs, 

although in some cases, the acting director alone is authorizing corrections and write-offs. 

 

Cause: Lack of understanding by the bookkeeper. 

 

Effect: Untimely recording of revenues from parking tickets. 

 

Recommendation: We recommend that the City of Derby consider assigning additional personnel, independent 

of the accounting function to duties such as receipt and listing of checks, preparation and 

review of bank reconciliations, approval of purchase orders and invoices and signing and 

distribution of checks, to provide the necessary checks and balances of the internal control 

system.  Consideration should also be given to utilizing the cash receipts procedure of the 

General Fund of the City of Derby to compensate for the lack of personnel and segregation 

of duties in this Division. We also recommend that all checks be issued to an individual or 

a company as opposed to cash as the payee and that for all subcontractors paid in excess of 

$600, that the appropriate 1099s be filed with the Internal Revenue Service. 

Corrective Action:  The City has begun to utilize additional personnel to review bank reconciliations, assigning 

additional signers on issued checks. Beginning FY20-21, the Parking Authority will be set 

up in the General Ledger and utilize the ledger for all activity. This includes the 

encumbrance system and ensuring that 1099s are issued when required.  

 

 

*19-14 Revenues Classification 

 

Finding: Revenues were not properly recorded in their respective general ledger accounts  

 



 

 

Criteria: Revenues should be classified in their budgeted general ledger accounts.     

 

Cause: There is no review of the revenue accounts done on a regular basis.   

 

Effect: Audit adjustments of $3,169,201 were proposed to reclassify grant revenues.   Improper 

assumptions can be made for budgeting revenues in future periods.  

 

Recommendation: We recommend a review of the miscellaneous, grant and deferred revenue accounts prior to 

internal and external reporting of financial information.     

Corrective Action:  The City has implemented a process where any revenue that is not initially recognized upon 

its receipt is held before just posting it to Misc Revenue. In addition, during the monthly 

reconciliation, a review of Misc Revenue is performed and if needed, they are reclassified ot 

the proper revenue line.  

 

*19-15 Accounts Receivable Cut-off 

 

Finding: Accounts Receivable were not recorded at year end.  

 

Criteria: Revenues should be recognized in the accounting period in which they become available and 

measurable.     

  

Cause: No review process of grants receivable at year end and improper coding of revenues during 

the year.   

 

Effect: $800,011 of accounts receivable in the general fund were not properly recorded at June 30, 

2019. 

 

Recommendation: We recommend that revenues be recognized in the accounting period in which they become 

available and measurable.   

Corrective Action: The City agrees with this Recommendation, and is being addressed with timely 

reconciliations.  

   

*19-16 Comingling of Funds 

 

Finding: The Board of Education maintains one cash account for operations and grant.  The 

comingling of operational and grant monies makes it difficult if not impossible to reconcile 

with the City.   

 

Criteria: A separate bank account should be maintained for grant income and expenditures in order to 

properly track inflows and outflows of grant monies.  Assets such as grants receivable and 

liabilities such as deferred inflows and accounts payable should also be recorded and 

reconciled on a monthly basis. 

 

Cause: Improper classification of grant funds.     

 

Effect: Significant errors can occur and not be timely detected.  Also see finding 19-05 and 19-06. 



 

 

 

Recommendation:  We recommend that the Board of Education utilize the accounting system to reconcile cash, 

accounts receivable, accounts payable, deferred inflows of financial resources in addition to 

the income and expenditures for educational grants.  In addition, we recommend moving the 

grant accounting from the General Fund to a Special Revenue Fund where it is better 

classified.   

Corrective Action: The Board of Education will utilize the newly-implemented (as of 7/1/20) Infinite Visions 

general ledger system to reconcile cash, accounts receivable and accounts payable - this in 

addition to the existing income and expenditures ledgers/reporting for educational grants.  A 

separate bank account, under the control of The Board of Education, was opened in 12/19 

where a majority of the grant funds are direct-deposited by CSDE.   

 

*19-17 Federal and State Single Audit Schedules 

 

Finding: The Finance Department did not prepare a schedule of expenditures of federal awards and 

state financial assistance for the year ended June 30, 2019.  These schedules are derived 

from federal and state grant awards received by the General Government and the Board of 

Education of the City.  The Board of Education grant awards primarily are passed through 

the State Department of Education, while the City receives their grants primarily through the 

State Department of Housing and Urban Development, the State Department of Health and 

Human Resources, the State Department of Agriculture and the Office of Policy and 

Management.  The preparation of these schedules of expenditures has, in the past, been 

made by the auditors, including decision making concerning the federal CFDA number, the 

pass-through entity number and the amount of federal and state expenditures incurred by the 

City for the fiscal year.  The auditor then reports on the Schedules of Expenditures of 

Federal and State Financial Assistance and renders his opinion with respect to the 

compliance with laws, regulations, contracts and grants and with the City’s internal control 

over compliance with requirements of the laws, regulations, contracts and grants. 

 

Criteria: The schedules of federal awards and state financial assistance are required to be prepared by 

the City. 

  

Cause: Lack of a staff member assigned to identify and obtain grant revenue and prepare the 

appropriate federal and state financial schedules. 

 

Effect: The auditor is preparing these schedules and auditing them. 

 

 

Recommendation: We recommend that the Finance Department and/or the Board of Education annually 

prepare the Schedule of Expenditures of Federal Awards and State Financial Assistance to 

be presented to the auditor for audit.  The auditor can then render an opinion with respect to 

compliance with and internal control over compliance with laws, regulations, contracts and 

grants.  This will provide the proper segregation of responsibilities over the preparation of 

the schedules and the rendering of an opinion of these schedules. 

Corrective Action: The City has been authorized to hire additional support in the area of accounting and 

bookkeeping. Between the prior corrective actions being implemented, and the additional 

staffing and both the City and Board of Education reconciling timely, the preparations of 

the necessary Schedules will be addressed. This will be effective for FYE20 and FYE21. 



 

 

 

 

*19-18 Community Development Agency 

 

Finding: The bookkeeper performs recordkeeping, custodial and approval functions. 

 

Criteria: The Community Development Agency should have adequate segregation of duties and 

responsibilities in order to assure the safeguarding of assets and the proper preparation of 

financial statements.  

 

Cause: The Community Development Agency (Agency) does not have adequate segregation of 

duties and responsibilities in order to assure the safeguarding of assets and the proper 

preparation of financial statements. Certain functions, such as receipt and listing of checks, 

preparation and review of bank reconciliations, approval of purchase orders and invoices 

and signing and distribution of checks, to provide the necessary checks and balances of the 

Agency’s internal control, are performed by the same individual.  This lack of segregation of 

duties results in inadequate financial control over the operation of the Agency.  Additionally, 

certain administrative expenses (wages, payroll taxes etc.) and the corresponding 

appropriation (revenue), paid by the City of Derby’s General Fund, are not being timely 

recorded on the books of the Agency.   

 

Effect: Lack of segregation of duties may lead to errors, or improprieties could occur and go 

undetected. 

 

Recommendation: We recommend that the City consider assigning additional personnel, independent of the 

accounting function, to duties such as, receipt and listing of checks, preparation and review 

of bank reconciliations, approval of purchase orders and invoices and signing and 

distribution of checks to provide the necessary checks and balances of the Agency’s internal 

control. Consideration should also be given to utilizing the cash receipts procedure and the 

purchase order and cash disbursement process of the General Fund of the City of Derby to 

compensate for the lack of personnel and segregation of duties in this Agency. Additionally, 

procedures should be established to timely allocate and record certain administrative 

expenses on the books and records of the Agency to specific funds received for Community 

Development and various grant purposes. 

Corrective Action:  The City has already added additional oversight and additional signers to all activity within 

the Community Development area. Effective FY20-21, the City will be placing all 

Community activity on the General Ledger system, which will include monthly 

reconciliation and segregation of duties.  

 

* indicates that these findings are repeated from the previous year. 
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INDEPENDENT ACCOUNTANT’S REPORT 
ON APPLYING AGREED-UPON PROCEDURES 

 
 
To the Honorable Mayor, 
Members of the Board of Alderman and 
Members of the Board of Apportionment and Taxation 
City of Derby, Connecticut 
 
We have performed the procedures enumerated below, which were agreed to by, on Schedule of Findings and 
Questioned Costs as reported in our separate report for the City of Derby, Connecticut as of June 30, 2018 on the 
City’s Internal Control over Financial Reporting and on Compliance and Other Matters Based on an Audit of 
Financial Statements Performed in Accordance with Government Auditing Standards dated March 22, 2019.   
City of Derby, Connecticut’s management is responsible for the City’s internal control over financial reporting 
and on compliance. The sufficiency of these procedures is solely the responsibility of City of Derby, Connecticut. 
Consequently, we make no representation regarding the sufficiency of the procedures described below either for 
the purpose for which this report has been requested or for any other purpose. 

The procedures and associated findings are as follows: 

1. Review the internal control deficiencies as reported in the Schedule of Findings and Questioned Costs as 
reported in our separate report issued on the City’s Internal Control over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial Statements Performed in Accordance with 
Government Auditing Standards dated March 22, 2019. 

2. Identify the findings that caused the restatement of general fund balance and fund deficiency. 

3. Identify the party or parties required to make the correction 

 

This agreed-upon procedures engagement was conducted in accordance with attestation standards established by 
the American Institute of Certified Public Accountants. We were not engaged to and did not conduct an audit  or 
review, the objective of which would be the expression of an opinion or conclusion, respectively, on the 
effectiveness of City of Derby, Connecticut's internal controls over financial reporting and on compliance. 
Accordingly, we do not express such an opinions or conclusion.  Had we performed additional procedures, other 
matters might have come to our attention that would have been reported to you. 



 

  
 

The purpose of this report is solely limited to the above procedures and is only a summary of the Schedule of 
Findings and Questioned Costs issued in our separate report on the City’s Internal Control over Financial 
Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements Performed in 
Accordance with Government Auditing Standards dated March 22, 2019 and should be read in conjunction with 
that aforementioned report. Accordingly, this communication is not suitable for any other purpose.  
   
MAWC, LLC 
Shelton, Connecticut 
July 8, 2019 
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I.  FINANCIAL STATEMENT FINDINGS SUMMARY 
 

Below is a summary of significant deficiencies that should be addressed as soon as possible.  A full listing of 
findings follows this summary and exhibits. The significant deficiencies repeated from the prior years are 
marked with an asterisk. 

 
 
*18-1 Double-Entry Accounting System 
 
Finding/Effect: The City does not use double-entry accounting for all funds. 
 
Criteria: The use of a double-entry accounting software system, including the preparation of a 

balanced general ledger would improve the City’s ability to detect accounting errors, 
provide the basis for monthly account and ledger reconciliations, and facilitate financial 
reporting for all Special Revenue Funds, Fiduciary Funds and its long-term debt and fixed 
assets. 

 
Recommendation: We recommend that the City adopt a general ledger accounting software system for all funds 

and activities, including federal and state financial assistance funds.   
 
What needs to be 
done first?  A review of the financial statements and all the individual fund trial balances needs to be 

maintained and kept in the Finance Director’s office.  All accounting should be processed 
utilizing an accounting package with a full set of balancing accounts by the Finance Director 
or under the supervision of the Finance Director. See City's Charter Sec. 33. See Exhibit A. 
The Board of Education’s Business Manager should also utilize a set of self- balancing 
accounts for the operating and grant funds.  Both should meet on a monthly basis to 
reconcile information and close the books monthly within a reasonable time after month’s 
end. 

 
Responsible   
Party or Parties: The Finance Director is responsible for the overall accounting of the City as a whole. See 

Exhibit A of the City's Charter Sec. 33.  The Business Manager is responsible for the 
accounting of the funds maintained by the Board of Education. 

 
 
*18-2 Bank Reconciliations and Approval of Bank Reconciliations 
 
Finding/Effect: Bank reconciliations were not formally prepared during the year for general fund checking 

accounts. 
 
Criteria: The Finance Department should be preparing the bank reconciliations and the Finance 

Director should formally approve the bank reconciliations on all City bank accounts. 
  
Recommendation: We recommend that all bank reconciliations be prepared by the Finance department within a 

reasonable period of time after the month end.  These reconciliations should then be 
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reviewed by the Finance Director for accuracy and completeness. All accounting should be 
processed utilizing an accounting package with a full set of set balancing accounts by the 
Finance Director or under the supervision of the Finance Director.  

 
What needs to be 
done first?  All funds should be established utilizing double entry accounting (See finding 18-1). All the 

bank reconciliations should be reviewed or performed in the Finance Director’s office 
timely.  This includes the all the bank accounts reported in the financial statements of the 
City.  (i.e. Board of Education and Capital Project Funds) The Finance Director can not 
perform his duties without all the financial information.  

 
Responsible   
Party or Parties: The Finance Director is responsible for the overall accounting of the City as a whole.  
  See Exhibit A of the City's Charter Sec. 33.  The Business Manager is responsible for the 

accounting of the funds maintained by the Board of Education.   
 
 
*18-5 Accounts Payable Cut-off-Board of Education 
 
Finding/Effect: The Board of Education’s accounts payable were not properly recorded at year end on the 

City’s general ledger. Account payable and accrued payroll in the amount of $3,107,786 
were incurred as of June 30, 2018 and were not properly recorded. 

 
Criteria: Expenditures should be accrued when incurred in accordance with accounting principles 

generally accepted in the United States of America. 
 
Recommendation: We recommend that accounts payable and accrued payroll be recorded when incurred on a 

monthly basis.  A reconciliation with the City’s general ledger and the Board of Education 
ledger should be done on a monthly basis to ensure that liabilities and expenditures are 
properly recorded.  

  
What needs to be 
done first?  All funds should be established utilizing double entry accounting (See finding 18-1).  

Reports should be at months end and reconciled to detailed listings.  Providing inaccurate 
open purchase order reports has a significant effect on the financial statements.  Accounts 
payable and purchase orders should also be paid or lapse within a reasonable time after year 
end and the surplus, if any returned to the City’s general fund. The Finance Director can not 
perform his duties without all the financial information.  

 
Responsible   
Party or Parties: The Finance Director is responsible for the overall accounting of the City as a whole. See 

Exhibit A of the City's Charter Sec. 33.  The Business Manager is responsible for the 
accounting of the funds maintained by the Board of Education.  See Exhibit B. 
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18-6  Reconciliation of  City and Board of Education 
 
Finding/Effect: The Board of Education and City were not reconciled at year end.    A prior period 

adjustment of $2,634,603 was recorded as a reduction of the general fund balance. 
 
Criteria: A formal reconciliation should be performed on a monthly basis to ensure agreement of the 

City's general ledger accounts with the Board of Education records.   
 
Recommendation:  We recommend that the Board of Education utilize the accounting system to reconcile cash, 

accounts receivable, accounts payable, deferred inflows of financial resources in addition to 
the income and expenditure ledgers that are already being utilized to have a complete self-
balancing set of accounts.  This will assist to quickly identify variances.  That information 
should be timely shared between the City and Board of Education to ensure that both the 
City and Board of Education ledgers are in agreement.    

 
What needs to be 
done first?  All funds should be established utilizing double entry accounting (See finding 18-1).  Next 

the Board of Education should submit a detailed listing of payment vouchers that are 
required to be made to the City by payee and source of funds. The cash transferred to the 
Board of Education bank accounts should agree with each individual voucher.  This will 
make it easier for the City to Reconcile with the Board of Education. The Finance Director 
and Business Manager should meet on a monthly basis to reconcile the City’s general ledger 
to the Board of Education accounts and outflows and close the books monthly within a 
reasonable time after month’s end.  

 
Responsible   
Party or Parties: The Finance Director is responsible for the overall accounting of the City as a whole. See 

Exhibit A of the City's Charter Sec. 33.  The Business Manager is responsible for the 
accounting of the funds maintained by the Board of Education.  See Exhibit B. 

 
 
18-8 Budgeting 
 
Finding/Effect: The City significantly overestimated grant revenues in the original budget. Approximately 

$909,911 in grant monies were anticipated that was not received.  The actual amount of the 
ECS-Alliance grant received during the fiscal year ended June 30, 2018 was $1,036,699. 
These monies were paid to the Board of Education in the following fiscal year. 

 
Criteria: The ECS-Alliance grant was budgeted as City revenue and did not have an off-setting 

appropriation.  This resulted in a revenue shortfall of $1,241,153.  The Educational Cost 
Sharing Grant was budgeted for $7,624,231 but only $6,857,372 was actually paid by the 
State of Connecticut leaving a $766,859 shortfall.  The Private Colleges and Hospital Grant 
was budgeted for $833,361 and $690,309 was actually paid by the State of Connecticut 
leaving a $143,053 shortfall.  In addition, the ECS-Alliance grant monies that were received 
in the 2017-2018 fiscal year were not remitted to the Board of Education until subsequent to 
June 30, 2018. 
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Recommendation: We recommend that the City establish a separate special revenue fund for the educational 
grants.  The grants monies should be remitted to the Board of Education within a reasonable 
period of time when received by the City.     

 
What needs to be 
done first?  Budgeting should be performed with every department presenting a detailed budget for their 

anticipated appropriation. Within the detailed budget should be various reasonable 
assumptions where each appropriation is derived.  All departments should utilize similar 
assumptions and formats where possible.  Each department should also have anticipated 
revenues, such as grants and charges for services, to arrive at a net department cost to be 
taxed. The department heads, including the Board of Education, should submit the detail of 
these calculations should be submitted to the Board of Apportionment and Taxation for their 
review in accordance with the City’s charter.   In addition, the regular monthly reporting 
submitted to the Board of Apportionment needs to timely and accurate (See Finding 18-1, 
18-2, 18-5, 18-6) to show significant variances to make informed decisions.    

 
Responsible   
Party or Parties: Each individual department heads, Finance Director, Board of Apportionment and Taxation,  
  Superintendent of School and Business Manager are responsible for their respective budgets.  

See Exhibit A Sec 28 and Exhibit C of the CGS section 10-222. 
 
 
18-16 Comingling of Funds 
 
Finding/Effect: The Board of Education maintains one cash account for operations and grant.  The 

comingling of operational and grant monies makes it difficult if not impossible to reconcile 
with the City.  Significant errors can occur and not be timely detected.    

 
Criteria: A separate bank account should be maintained for grant income and expenditures in order to 

properly track inflows and outflows of grant monies.  Assets such as grants receivable and 
liabilities such as deferred inflows and accounts payable should also be recorded and 
reconciled on a monthly basis. 

 
Recommendation:  We recommend that the Board of Education utilize the accounting system to reconcile cash, 

accounts receivable, accounts payable, deferred inflows of financial resources in addition to 
the income and expenditures for educational grants.  In addition, we recommend moving the 
grant accounting from the General Fund to a Special Revenue Fund where it is better 
classified.   

 
What needs to be 
done first?  All funds should be established utilizing double entry accounting (See finding 18-1, 18-5, 

18-6).  Separate bank accounts bank account should be set up and maintained by funding 
source.  This allows operational and grant monies to be accounted for with ease.  This step 
should be done in conjunction with the aforementioned findings.      
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Responsible   
Party or Parties:  The Business Manager is responsible for the accounting of the funds maintained by the. 

Board of Education.    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
  

II.   EXHIBITS 
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7/8/2019 Chapter 170 - Boards of Education

https://www.cga.ct.gov/current/pub/chap_170.htm#sec_10-222 22/71

requiring any student enrolled in grades kindergarten to twelve, inclusive, to engage in physical activity as a form of discipline during the regular
school day. For purposes of this section, “school employee” means (1) a teacher, substitute teacher, school administrator, school superintendent,
guidance counselor, school counselor, psychologist, social worker, nurse, physician, school paraprofessional or coach employed by a local or regional
board of education or working in a public elementary, middle or high school; or (2) any other individual who, in the performance of his or her duties,
has regular contact with students and who provides services to or on behalf of students enrolled in a public elementary, middle or high school, pursuant
to a contract with the local or regional board of education.

(P.A. 13-173, S. 3; P.A. 18-15, S. 7.)

History: P.A. 13-173 effective July 1, 2013; P.A. 18-15 added “school counselor”, effective July 1, 2018.

(Return to Chapter
Table of Contents)

(Return to
List of Chapters)

(Return to
List of Titles)

Sec. 10-221v. Confidential rapid response team re suspected abuse or neglect. Not later than January 1, 2016, each local and regional board of
education shall establish a confidential rapid response team to coordinate with the Department of Children and Families to (1) ensure prompt reporting
of suspected abuse or neglect, as described in section 46b-120, or sexual assault pursuant to the provisions of section 53a-70, 53a-70a, 53a-71, 53a-
72a, 53a-72b or 53a-73a against a victim, as described in subdivision (2) of subsection (a) of section 17a-101a, and (2) provide immediate access to
information and individuals relevant to the department's investigation. The confidential rapid response team shall consist of a teacher and the
superintendent employed by the board of education, a local police officer and any other person the board of education deems appropriate. The
department, along with the multidisciplinary team established pursuant to section 17a-106a, shall take immediate action to investigate and address each
report of child abuse or neglect reported in any school.

(P.A. 15-205, S. 9.)

History: P.A. 15-205 effective July 1, 2015.

(Return to Chapter
Table of Contents)

(Return to
List of Chapters)

(Return to
List of Titles)

Sec. 10-222. Appropriations and budget. Each local board of education shall prepare an itemized estimate of the cost of maintenance of public schools
for the ensuing year and shall submit such estimate to the board of finance in each town or city having a board of finance, to the board of selectmen in
each town having no board of finance or otherwise to the authority making appropriations for the school district, not later than two months preceding
the annual meeting at which appropriations are to be made. The board or authority that receives such estimate shall, not later than ten days after the
date the board of education submits such estimate, make spending recommendations and suggestions to such board of education as to how such board
of education may consolidate noneducational services and realize financial efficiencies. Such board of education may accept or reject the suggestions
of the board of finance, board of selectmen or appropriating authority and shall provide the board of finance, board of selectmen or appropriating
authority with a written explanation of the reason for any rejection. The money appropriated by any municipality for the maintenance of public schools
shall be expended by and in the discretion of the board of education. Except as provided in this subsection, any such board may transfer any
unexpended or uncontracted-for portion of any appropriation for school purposes to any other item of such itemized estimate. Boards may, by adopting
policies and procedures, authorize designated personnel to make limited transfers under emergency circumstances if the urgent need for the transfer
prevents the board from meeting in a timely fashion to consider such transfer. All transfers made in such instances shall be announced at the next
regularly scheduled meeting of the board and a written explanation of such transfer shall be provided to the legislative body of the municipality or, in a
municipality where the legislative body is a town meeting, to the board of selectmen. Expenditures by the board of education shall not exceed the
appropriation made by the municipality, with such money as may be received from other sources for school purposes. If any occasion arises whereby
additional funds are needed by such board, the chairman of such board shall notify the board of finance, board of selectmen or appropriating authority,
as the case may be, and shall submit a request for additional funds in the same manner as is provided for departments, boards or agencies of the
municipality and no additional funds shall be expended unless such supplemental appropriation shall be granted and no supplemental expenditures
shall be made in excess of those granted through the appropriating authority. The annual report of the board of education shall, in accordance with
section 10-224, include a summary showing (1) the total cost of the maintenance of schools, (2) the amount received from the state and other sources
for the maintenance of schools, and (3) the net cost to the municipality of the maintenance of schools. For purposes of this subsection, “meeting”
means a meeting, as defined in section 1-200, and “itemized estimate” means an estimate in which broad budgetary categories including, but not
limited to, salaries, fringe benefits, utilities, supplies and grounds maintenance are divided into one or more line items.

(1949 Rev., S. 1480; P.A. 78-218, S. 147; P.A. 82-217; P.A. 84-484, S. 1, 2; P.A. 98-141, S. 1, 2; P.A. 12-116, S. 16; P.A. 13-60, S. 1.)

History: P.A. 78-218 simplified phraseology by specifying applicability of provisions to local boards, substituting “municipality” for “city, town or
school district” and making other technical changes; P.A. 82-217 inserted provisions relating to supplemental appropriations; P.A. 84-484 inserted
Subsec. indicator and added new Subsec. (b) re development of a financial information system to assist boards of education in reporting budget data;
(Revisor's note: In 1995 the Revisors editorially substituted the numeric indicators (1), (2) and (3) for (a), (b) and (c) at the end of Subsec. (a) for
consistency with statutory usage); P.A. 98-141 amended Subsec. (a) to add provisions re limited transfers in emergency circumstances and to define
“meeting”, effective July 1, 1998; P.A. 12-116 deleted former Subsec. (b) re financial information system and made a conforming change, effective
May 14, 2012; P.A. 13-60 added provisions authorizing board or authority to make spending recommendations, requiring board of education to provide
written explanation of reasons for rejection of recommendations and for transfers of funds and defining “itemized estimate”.

Cited. 115 C. 158. Estimates should be itemized so as to indicate whether or not proposed expenditures are for purposes as to which board of education
has duty or independent discretion. 127 C. 351. Under section and provisions of charter, Bridgeport board of education has full discretion as to
expenditures of money appropriated for school purposes. 133 C. 415. If board of finance properly exercises its discretion and budget is approved by
town, board of education has no power to exceed appropriations made. 138 C. 521. Board of finance cannot place funds for school purposes in general
government budget to be paid to school board on happening of certain contingencies. 151 C. 1. Cited. 152 C. 568; 162 C. 393; 163 C. 537; 174 C. 522;
182 C. 253; 217 C. 110; 228 C. 699.

https://www.cga.ct.gov/current/pub/title_10.htm
https://www.cga.ct.gov/current/pub/titles.htm
https://www.cga.ct.gov/current/pub/title_10.htm
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III. FINANCIAL STATEMENT FINDINGS  

 
Our separate report issued on the City’s Internal Control over Financial Reporting and on Compliance and Other 
Matters Based on an Audit of Financial Statements Performed in Accordance with Government Auditing 
Standards dated March 22, 2019 identified the following findings: 
  
  
*18-1 Double-Entry Accounting System 
 
Finding: The City does not use double-entry accounting for all funds. 
 
Criteria: The use of a double-entry accounting software system, including the preparation of a 

balanced general ledger would improve the City’s ability to detect accounting errors, 
provide the basis for monthly account and ledger reconciliations, and facilitate financial 
reporting for all Special Revenue Funds, Fiduciary Funds and its long-term debt and fixed 
assets. 

 
Condition: The City does not maintain a double-entry accounting system or process a general ledger 

utilizing an accounting software system for all Special Revenue Funds, Fiduciary Funds and 
its long-term debt and fixed assets. 

 
Cause: The financial activity is maintained annually on ledger sheets for most of these funds and for 

others the only sources of documentation are canceled checks and bank statements 
 
Effect: The City does not have the ability to detect accounting errors, provide the basis for monthly 

account and ledger reconciliations, and prepare meaningful financial reports.    
 
Recommendation: We recommend that the City adopt a general ledger accounting software system for all funds 

and activities, including federal and state financial assistance funds.  The use of a double-
entry accounting software system, including the preparation of a balanced general ledger 
would improve the City’s ability to detect accounting errors, provide the basis for monthly 
account and ledger reconciliations, and facilitate financial reporting.  The Chart of Accounts, 
developed for the General Fund, should be utilized for the other funds of the City to ensure 
consistency with account names and numbers and to develop an internal reporting package. 

 
*18-2 Bank Reconciliations and Approval of Bank Reconciliations 
 
Finding: Bank reconciliations were not formally prepared during the year for general fund checking 

accounts. 
 
Criteria: The Finance Department should be preparing the bank reconciliations and the Finance 

Director should formally approve the bank reconciliations on all City bank accounts. 
  
Cause: Lack of formal procedures. 
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Effect: Possible material errors could occur and not be detected timely. 
 
Recommendation: We recommend that all bank reconciliations be prepared by the Finance department within a 

reasonable period of time after the month end.  These reconciliations should then be 
reviewed by the Finance Director for accuracy and completeness. 

 
*18-3 Availability of financial information 
 
Finding: During the audit process, information from various departments related to numerous audit 

schedules and related information was unavailable in a timely manner.   The City’s audit for 
the year ended June 30, 2018 did not start until October 2018.  In addition, some schedules 
and required information were not available for audit until March 2019. 

 
Criteria: Information related to financial statements should be presented at the close of the fiscal year 

or at a reasonable time thereafter.  
 
Cause: Lack of year-end closing procedures.  
 
Effect: The timely availability of information related to the financial statements has delayed the 

completion of the audited financial statements and other submissions that rely upon the 
audited financial statements.   

 
Recommendation: The preparation of information relative to the financial statements in accordance with the 

City of Derby, Connecticut’s reporting requirements should be provided in a timely manner.  
Schedules, reports and other financial information related to the City’s financial condition as 
a whole should be maintained monthly throughout the year, forwarded to the Finance 
Department when that information becomes available and reconciled to the books and 
records of the City. A review of the financial statements should be done by accounting 
personnel to determine that all schedules and records are provided timely.   
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*18-4 WPCA Purchase Order Approval Process 
 
Finding: The bookkeeper performed recordkeeping, custodial and approval functions. 
 
Criteria: The WPCA should have adequate segregation of duties and responsibilities in order to 

assure the safeguarding of assets and the proper preparation of financial statements.  
 
Cause: The WPCA (Agency) did not have adequate segregation of duties and responsibilities in 

order to assure the safeguarding of assets and the proper preparation of financial statements. 
Certain functions, such as receipt and listing of checks, preparation and review of bank 
reconciliations, approval of purchase orders and invoices and signing and distribution of 
checks, to provide the necessary checks and balances of the Agency’s internal control, are 
performed by the same individual.  This lack of segregation of duties results in inadequate 
financial control over the operation of the Agency.    

 
Effect: Lack of segregation of duties may lead to errors, or improprieties could occur and go 

undetected. 
 
Recommendation: We recommend that the WPCA consider assigning additional personnel, independent of the 

accounting function, to duties such as, receipt and listing of checks, preparation and review 
of bank reconciliations, approval of purchase orders and invoices and signing and 
distribution of checks to provide the necessary checks and balances of the Agency’s internal 
control. Consideration should also be given to utilizing the cash receipts procedure and the 
purchase order and cash disbursement process of the WPCA to compensate for the lack of 
personnel and segregation of duties in this Agency.  

 
*18-5 Accounts Payable Cut-off-Board of Education 
 
Finding: The Board of Education’s accounts payable were not properly recorded at year end on the 

City’s general ledger. 
 
Criteria: Expenditures should be accrued when incurred in accordance with accounting principles 

generally accepted in the United States of America. 
  
Cause: Lack of monthly reconciliations with the City and Board Education ledgers. 
 
Effect: Account payable and accrued payroll in the amount of $3,107,786 were incurred as of June 

30, 2018 and were not properly recorded. 
 
Recommendation: We recommend that accounts payable and accrued payroll be recorded when incurred on a 

monthly basis.  A reconciliation with the City’s general ledger and the Board of Education 
ledger should be done on a monthly basis to ensure that liabilities and expenditures are 
properly recorded. 
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18-6  Reconciliation of  City and Board of Education 
 
Finding: The Board of Education and City were not reconciled at year end.     
 
Criteria: A formal reconciliation should be performed on a monthly basis to ensure agreement of the 

City's general ledger accounts with the Board of Education records.   
 
Cause: No formal reconciliation process is being performed between the City and Board of 

Education on a monthly basis.     
 
Effect: A prior period adjustment of $2,634,603 was recorded as a reduction of the general fund 

balance. 
 
Recommendation:  We recommend that the Board of Education utilize the accounting system to reconcile cash, 

accounts receivable, accounts payable, deferred inflows of financial resources in addition to 
the income and expenditure ledgers that are already being utilized to have a complete self-
balancing set of accounts.  This will assist to quickly identify variances.  That information 
should be timely shared between the City and Board of Education to ensure that both the 
City and Board of Education ledgers are in agreement.   

 
*18-7 Cash Account Activity- General Fund Operating, Board of Education and Self Insurance Accounts 
 
Finding: Various cash accounts had activity that was found not to be recorded or recorded in net 

amounts.  
 
Criteria: All cash activity should be recorded in the City’s general ledger.     
  
Cause: Lack of policies and procedures.   
 
Effect: Cash accounts were contained significant errors that were not corrected by the Finance 

Department timely.    
 
Recommendation: We recommend that all cash transactions be reflected in the general ledger and that 

transactions are reported at their gross amounts.  In addition, accounts that have separate 
bank statements have separate general ledger accounts.   All cash accounts should be 
reconciled monthly and reviewed by the Finance Director.       

 
18-8 Budgeting 
 
Finding: The City significantly overestimated grant revenues in the original budget. 
 
Criteria: The ECS-Alliance grant was budgeted as City revenue and did not have an off-setting 

appropriation.  This resulted in a revenue shortfall of $1,241,153.  The Educational Cost 
Sharing Grant was budgeted for $7,624,231 but only $6,857,372 was actually paid by the 
State of Connecticut leaving a $766,859 shortfall.  The Private Colleges and Hospital Grant 
was budgeted for $833,361 and $690,309 was actually paid by the State of Connecticut 
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leaving a $143,053 shortfall.  In addition, the ECS-Alliance grant monies that were received 
in the 2017-2018 fiscal year were not remitted to the Board of Education until subsequent to 
June 30, 2018. 

  
Cause: The final budget was not adjusted/corrected during the year.     
 
Effect: Approximately $909,911 in grant monies were anticipated that was not received.  The actual 

amount of the ECS-Alliance grant received during the fiscal year ended June 30, 2018 was 
$1,036,699. These monies were paid to the Board of Education in the following fiscal year. 

 
Recommendation: We recommend that the City establish a separate special revenue fund for the educational 

grants.  The grants monies should be remitted to the Board of Education within a reasonable 
period of time when received by the City.       

 
*18-9 Encumbrance System 
 
Finding: The City departments are not fully utilizing the encumbrance system. 
 
Criteria: The City’s formal purchase order encumbrance system should be monitored to control its 

appropriation expenditures.   
 
Condition: The City has a formal purchase order encumbrance system in place to monitor and control 

its appropriation expenditures.  However, it appears that not all departments are fully 
utilizing the encumbrance system, and in some cases, purchase orders are dated subsequent 
to the invoice and check date. 

 
Cause: Lack of monitoring of the purchase order system. 
 
Effect: Purchase orders are not used on a timely basis and encumbrances are not placed on 

appropriation accounts.  
 
Recommendation: For a fully effective purchase order system, all purchase orders should be prepared and 

approved prior to the actual date of ordering the goods or services.  When this process is 
being utilized, appropriation expenditures, which may be over expended, will be flagged 
prior to any over expenditure. 

 
*18-10 Special Assessments/Collection Efforts 
 
Finding: Special Assessments are not actively collected. 
 
Criteria: Special assessments for sewer and water are past due and there should be active collection in 

effect to reduce the amount of outstanding assessments. 
   
Condition: The special assessments for sewer and water are past due and there are no active collection 

activities in effect to reduce the amount of outstanding assessments.  In some cases, there is 
no information in the tax collector’s office that states that the sewer and water hookup was 
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made on certain properties. 
 
Cause: Lack of formal collection activity. 
 
Effect: Special assessments for sewer and water are not currently being collected. 
 
Recommendation: We recommend that the City authorize legal counsel to investigate ways to enforce the 

collection of these past due assessments or obtain authorization for the City to write these 
assessments off as uncollectible. 

 
*18-11 Interfund Transfers 
 
Finding: Interfund balances are not repaid timely. 
 
Criteria: Interfund transfers had been made by the City primarily between projects in the Capital 

Projects funds and Enterprise Funds should be repaid on a timely basis.   
 
Condition: Interfund transfers have been made by the City primarily between projects in the Capital 

Projects funds and Enterprise Funds.  In some cases, the transfers were not repaid when the 
funds were available and interfund balances are outstanding at the balance sheet date.  

 
Cause: No timely repayment procedures have been established. 
 
Effect: Interfund transfers are outstanding for extended periods of time. 
 
Recommendation: We recommend that all interfund transfers be repaid as soon as the funds become available 

and transfers be properly authorized by the appropriate board before being made. 
 
*18-12 Compensated Absences-City 
 
Finding: There is no formal reconciliation of compensated absences. 
 
Criteria: The City should established a policy of reconciling, on a regular basis or at year end, the 

departmental employees days for vacation, sick or personal leave to the payroll records. 
 
Condition: Individual departments currently maintain compensated absence records for their 

departmental employees entitled to compensated absences as dictated by various union 
bargaining agreements 

 
Cause: Individual departments currently maintain compensated absence records. 
 
Effect: Lack of consistency of reporting compensated absences.  
 
Recommendation: We recommend that the City establish a procedure for maintaining centralized records 

related to available used and unused vacation, sick and personal leave days to properly 
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evaluate the liability for compensated absences. This process should include a summary of 
the bargaining agreement provisions related to the various employee categorizes to be used 
by the individuals who are summarizing the compensated absence data. This centralized 
record should be related to the employee history files as generated from the payroll system 
and should be reconciled to departmental records quarterly or semi-annually. 

 
*18-13 Parking Authority 
 
Finding: Parking ticket revenues are not recorded on an accrual basis. 
 
Criteria: The revenue from the parking tickets should be recorded on the general ledger when they are 

issued (accrual basis).   
 
Condition: While the parking ticket system put in place in January of 1999 on a computerized parking 

ticket system appears to be working properly, the revenue from the parking tickets is not 
being recorded on the general ledger until the tickets are paid (cash basis) instead of when 
they are issued (accrual basis).  Parking tickets deemed uncollectible are not being written 
off nor is there a formal procedure for the acting director to authorize such write-offs, 
although in some cases, the acting director alone is authorizing corrections and write-offs. 

 
Cause: Lack of understanding by the bookkeeper. 
 
Effect: Untimely recording of revenues from parking tickets. 
 
Recommendation: We recommend that the City of Derby consider assigning additional personnel, independent 

of the accounting function to duties such as receipt and listing of checks, preparation and 
review of bank reconciliations, approval of purchase orders and invoices and signing and 
distribution of checks, to provide the necessary checks and balances of the internal control 
system.  Consideration should also be given to utilizing the cash receipts procedure of the 
General Fund of the City of Derby to compensate for the lack of personnel and segregation 
of duties in this Division. We also recommend that all checks be issued to an individual or 
a company as opposed to cash as the payee and that for all subcontractors paid in excess of 
$600, that the appropriate 1099s be filed with the Internal Revenue Service. 

 
*18-14 Revenues Classification 
 
Finding: Revenues were not properly recorded in their respective general ledger accounts  
 
Criteria: Revenues should be classified in their budgeted general ledger accounts.     
 
Cause: There is no review of the revenue accounts done on a regular basis.   
 
Effect: Audit adjustments of $2,341,878 were proposed to reclassify grant revenues.   Improper 

assumptions can be made for budgeting revenues in future periods.  
 
Recommendation: We recommend a review of the miscellaneous, grant and deferred revenue accounts prior to 
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internal and external reporting of financial information.     
 
 
*18-15 Accounts Receivable Cut-off 
 
Finding: Accounts Receivable were not recorded at year end.  
 
Criteria: Revenues should be recognized in the accounting period in which they become available and 

measurable.     
  
Cause: No review process of grants receivable at year end and improper coding of revenues during 

the year.   
 
Effect: $297,511 of accounts receivable in the general fund were not properly recorded at June 30, 

2018. 
 
Recommendation: We recommend that revenues be recognized in the accounting period in which they become 

available and measurable.     
 
18-16 Comingling of Funds 
 
Finding: The Board of Education maintains one cash account for operations and grant.  The 

comingling of operational and grant monies makes it difficult if not impossible to reconcile 
with the City.   

 
Criteria: A separate bank account should be maintained for grant income and expenditures in order to 

properly track inflows and outflows of grant monies.  Assets such as grants receivable and 
liabilities such as deferred inflows and accounts payable should also be recorded and 
reconciled on a monthly basis. 

 
Cause: Improper classification of grant funds.     
 
Effect: Significant errors can occur and not be timely detected.  Also see finding 18-05 and 18-06. 
 
Recommendation:  We recommend that the Board of Education utilize the accounting system to reconcile cash, 

accounts receivable, accounts payable, deferred inflows of financial resources in addition to 
the income and expenditures for educational grants.  In addition, we recommend moving 
the grant accounting from the General Fund to a Special Revenue Fund where it is 
better classified.   

 
*18-17 Federal and State Single Audit Schedules 
 
Finding: The Finance Department did not prepare a schedule of expenditures of federal awards and 

state financial assistance for the year ended June 30, 2018.  These schedules are derived 
from federal and state grant awards received by the General Government and the Board of 
Education of the City.  The Board of Education grant awards primarily are passed through 
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the State Department of Education, while the City receives their grants primarily through the 
State Department of Housing and Urban Development, the State Department of Health and 
Human Resources, the State Department of Agriculture and the Office of Policy and 
Management.  The preparation of these schedules of expenditures has, in the past, been 
made by the auditors, including decision making concerning the federal CFDA number, the 
pass-through entity number and the amount of federal and state expenditures incurred by the 
City for the fiscal year.  The auditor then reports on the Schedules of Expenditures of 
Federal and State Financial Assistance and renders his opinion with respect to the 
compliance with laws, regulations, contracts and grants and with the City’s internal control 
over compliance with requirements of the laws, regulations, contracts and grants. 

 
Criteria: The schedules of federal awards and state financial assistance are required to be prepared by 

the City. 
  
Cause: Lack of a staff member assigned to identify and obtain grant revenue and prepare the 

appropriate federal and state financial schedules. 
 
Effect: The auditor is preparing these schedules and auditing them. 
 
Recommendation: We recommend that the Finance Department and/or the Board of Education annually 

prepare the Schedule of Expenditures of Federal Awards and State Financial Assistance to 
be presented to the auditor for audit.  The auditor can then render an opinion with respect to 
compliance with and internal control over compliance with laws, regulations, contracts and 
grants.  This will provide the proper segregation of responsibilities over the preparation of 
the schedules and the rendering of an opinion of these schedules. 

 
*18-18 Community Development Agency 
 
Finding: The bookkeeper performs recordkeeping, custodial and approval functions. 
 
Criteria: The Community Development Agency should have adequate segregation of duties and 

responsibilities in order to assure the safeguarding of assets and the proper preparation of 
financial statements.  

 
Cause: The Community Development Agency (Agency) does not have adequate segregation of 

duties and responsibilities in order to assure the safeguarding of assets and the proper 
preparation of financial statements. Certain functions, such as receipt and listing of checks, 
preparation and review of bank reconciliations, approval of purchase orders and invoices 
and signing and distribution of checks, to provide the necessary checks and balances of the 
Agency’s internal control, are performed by the same individual.  This lack of segregation of 
duties results in inadequate financial control over the operation of the Agency.  Additionally, 
certain administrative expenses (wages, payroll taxes etc.) and the corresponding 
appropriation (revenue), paid by the City of Derby’s General Fund, are not being timely 
recorded on the books of the Agency.   

 
Effect: Lack of segregation of duties may lead to errors, or improprieties could occur and go 

undetected. 
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Recommendation: We recommend that the City consider assigning additional personnel, independent of the 
accounting function, to duties such as, receipt and listing of checks, preparation and review 
of bank reconciliations, approval of purchase orders and invoices and signing and 
distribution of checks to provide the necessary checks and balances of the Agency’s internal 
control. Consideration should also be given to utilizing the cash receipts procedure and the 
purchase order and cash disbursement process of the General Fund of the City of Derby to 
compensate for the lack of personnel and segregation of duties in this Agency. Additionally, 
procedures should be established to timely allocate and record certain administrative 
expenses on the books and records of the Agency to specific funds received for Community 
Development and various grant purposes. 

 
 

* indicates that these findings are repeated from the previous year. 
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