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I. Introduction

Purpose of Guide

Boroughs and townships are required by their codes to have an annual audit made by: (1) three elected
auditors, or (2) an elected controller, or (3) under certain circum stances, certi fied public accoun tants or public
accoun tants who may be appointed to make the audit instead of or in addition to the elected auditors.  The
elected auditor system is used almost exclu sively in smaller townships and boroughs.  This guide outlines what 
work auditors are expected and required to do.  The Depart ment set several goals in preparing the Guide:

1. To give direction and purpose to the elected auditors as they begin their audit task. 

2. To acquaint elected auditors with their duties and responsibilities under the borough and township
codes.

3. To outline the scope of an audit of a borough or township; to suggest programs for the audit of the
various funds, and of the accounts of certain officials such as: tax collector, district justice and
treasurer.

4. To offer instruction in the preparation of the uniform financial reports required to be filed with the
Department of Community and Economic Development.

The Primary Purpose of Auditing

The auditor examines the accounting records and accounting practices of the organi za tion or agency under
review to enable him to express an informed opinion as to whether or not the balance sheet and the state ment
of revenues and expen di tures prepared from the books and records present fairly the finan cial position and the
results of opera tions of the munic i pality, and whether the munic i pality complied with appli cable laws and
regula tions.  The independent review by the auditor includes judgments as to facts, supporting evidence, and
adher ence to gener ally accepted accounting princi ples applied consis tently from year to year.

In addition to these broad assign ments, the auditor should be alert to possible irreg u lar i ties and fraud, as well
as weaknesses in internal control.  It is impor tant for the auditor to inform the respon sible officials about such
weaknesses when they are discov ered.

Auditing Techniques

In fulfilling this primary purpose, the auditor gener ally obtains eviden tial material to form and support his
conclu sion on the finan cial state ments.  The auditor obtains the evidence in several ways:

1. Analysis and Review.  A careful analysis and critical review of data presented by the municipality with 
a view to determining its reasonableness and reliability.

2. Observation.  The auditor is present to observe how various procedures are being performed by the
employees.

3. Inspection.  The inspection of physical assets, such as securities, cash, inventories, as well as
documents and other evidence supporting the figures in the accounting records.

4. Confirmation.   Verify the correctness of the books under audit by direct advice from an individual,
agency or company in a position to verify such items.  The most common example of this technique is
confirmation of bank balances directly with the bank or banks where the moneys are kept.
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5. Inquiry.  Secure information by discussing various transactions and other financial matters with
officers and employees of the agency or organization under audit.  The alert auditor will gain a better
understanding of points not set forth clearly in the records or perhaps not disclosed in the books of
account.

The Nature of Governmental Accounting

It is the purpose of govern mental accounting to provide factual infor ma tion concerning the finan cial opera tions of the 
govern mental unit under consid er ation.  This infor ma tion consti tutes an impor tant tool in making plans, control ling,
admin is tering and reporting to inter ested parties.  Some of those inter ested in the accounting results are:  

· The ad min is tra tive or man ag ing staff
· The leg is la tive body (bor ough coun cil, board of com mis sion ers or board of su per vi sors)
· In ves tors (those who pur chase bonds is sued by the mu nic i pal ity)
· The pub lic and in di vid ual tax pay ers
· State su per vi sory agen cies
· Stu dents of gov ern ment and pub lic fi nance

It should be empha sized that accounting is not a substi tute for effec tive and efficient action on the part of the
admin is tra tive staff and legis la tive body. Accounting is a means of facil i tating such action.

Accounting — both commer cial and govern mental — is a system atic method whereby finan cial trans ac tions
are analyzed, classi fied, recorded in books of original entry and posted to general and subsid iary ledgers, trial
balance summa ries are compiled and, finally, finan cial state ments are prepared.  Finan cial or business
trans ac tions are exchanges of values measured in terms of money, that is, the receipt of money for taxes levied
or the incur ring and paying of an obliga tion for wages earned in cash.  Trans ac tions are evidenced by
documents such as receipts, deposit tickets, checks, vouchers and contracts.  Recording may be done by
longhand pen and ink methods, bookkeeping machines, electronic data processing or by combi na tions of these
methods.

For-profit accounting is designed to match revenues with corre sponding expenses in the proper accounting
period.  The objec tive of govern mental accounting, however, is to control and illus trate the proper
autho ri za tion for expen di tures.  Because of this, govern mental accounting has certain peculiar features:

1. Legal Requirements.  Governmental accounting and finance for local units, such as boroughs and
townships, are governed by the provisions of the borough and township codes, the uniform budget and
financial report forms of the Department of Community and Economic Development and the debt and
taxation limitations imposed by the Pennsylvania Constitution and the laws of the Commonwealth.

2. Legal Status of Budget.  Statutory requirements also provide that a budget (which will control the
expenditures for a given fiscal year) must be adopted by the legislative body.  The budget must include
revenue estimates as well as detailed classification of expenditures arranged in such form that it may be 
compared with actual revenues and expenditures set forth in the annual financial report.

3. Use of Funds.  Governmental units have a number of purposes, activities, and agencies to deal with.
The use of separate funds ensures that money is expended for the purpose for which the fund is
established.  The term fund has been defined by the National Committee on Governmental Accounting
as “a sum of money or other resources segregated for the purpose of carrying on of specific activities
and attaining certain objectives in accordance with special regulations, restrictions, or limitations and
constituting an independent fiscal and accounting entity.”

This means each fund is a separately maintained, self-balancing set of books which is estab lished for various
specific reasons or activ i ties.  Each fund requires, in effect, a complete bookkeeping system.
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There are three basic types of funds — govern mental, propri etary, and fiduciary.

Govern mental funds are used to account for the ongoing activ i ties of govern ments.  These activ i ties usually are 
financed by general govern ment revenues, such as taxes, license fees, grants, and entitlements.  Govern mental
funds are gener ally accounted for on the modified accrual basis of accounting.

Propri etary funds are similar to ongoing businesses with operating expenses being met with current revenues.
These funds are gener ally financed with user service charges and are accounted for on the accrual basis of
accounting under ideal circum stances.

Fiduciary funds are used to account for situa tions where the govern mental unit is acting as a trustee or agent
for individ uals or other govern ments. These funds may be maintained on the accrual or modified accrual basis
of accounting.  The funds most widely used in Pennsyl vania local govern mental units are:

· Gen eral Fund Gov ern men tal Fund
· Spe cial Rev e nue Funds Gov ern men tal
· Cap i tal Pro jects Funds Gov ern men tal
· Util ity Funds Pro pri etary
· Spe cial As sess ment Bond Funds Gov ern men tal
· Sink ing Funds Gov ern men tal
· Cap i tal Re serve Funds Gov ern men tal
· High way Aid Fund Gov ern men tal
· Agency and Trust Funds Fi du ciary

These funds are explained in the Guide where the audit program is outlined for each. 

Comparison of Commercial and Governmental Accounting

The same general princi ples and proce dures are gener ally followed in the same manner as in commer cial and
govern mental accounting.  In the following respects the two types of accounting are similar:

a. Transaction analysis, books of original entry and ledgers are similar in principle.

b. A proper classification of accounts is essential to the preparation of financial statements.

c. Uniform accounting terminology is very useful.

However, there are certain funda mental features which are peculiar to govern mental accounting; 

a. The absence of the profit and loss motive in government.

b. The use of budgets and funds within the accounting system.

c. The legal requirements governing the operations of a local governmental unit.

d. Depreciation of fixed assets, except possibly in the case of proprietary and fiduciary funds, is not
used in governmental accounting.

e. In Pennsylvania, uniform financial report and budget forms are mandated by law and provided by
the Department of Community and Economic Development.                                                 
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II.  Powers and Duties of Office

Elected Auditors of Boroughs

Election and Compensation

In boroughs which have not estab lished the office of controller, nor employed an independent auditor, three
auditors are elected for a term of six years.  One auditor is elected at each munic ipal election, providing for
overlap ping member ship on the board.1  

Vacan cies in the office of auditor are filled by borough council.  If the vacancy is for more than two years, a
new auditor is elected at the next munic ipal election coming at least 60 days after the vacancy occurs.2

Auditors may be paid between five and ten dollars per hour, as deter mined by council.  No auditor in a borough 
with a popula tion of 10,000 or less shall receive more than $1,000 for completing the annual audit, settle ment
and adjust ment.  No auditor in a borough with a popula tion in excess of 10,000 shall receive more than $2,000.  
Each auditor shall be reimbursed for travel costs incurred in the perfor mance of the auditing duties at a rate
estab lished by council; and for other actual expenses, including postage, notary fees or publi ca tion costs
incurred during the audit.3

Organization

The auditors meet annually on the first Tuesday of January.  They organize by electing a chair and a secre tary.4

Two auditors consti tute a quorum and may take official action as the board of auditors.5 However, a single
auditor acting alone has no legal authority.6

The auditors may employ an attorney when deemed advis able by a majority of the board.  The attor ney’s
compen sa tion is fixed by the auditors, but cannot exceed the sum payable to one auditor for making the annual
audit, unless a greater compen sa tion is allowed by council or the court in connec tion with any proceeding
before it.7

Auditing, Adjusting and Settling Accounts

The auditors must audit, adjust and settle the accounts of the tax collector, district justice and all officers of the
borough.  They may also audit the accounts of any person, organi za tion or agency receiving or spending
borough funds.8

In ad di tion to the an nual au dits af ter the end of the fis cal year, the au di tors are also re quired to au dit and re port to the
bor ough coun cil on the ac counts of ev ery of fi cer upon their death, res ig na tion or re moval from of fice.9

Witnesses; Documents

Auditors may compel the atten dance of witnesses, admin ister oaths, petition the court to issue subpoenas to
persons refusing to testify, autho rize the payment of witnesses and settle accounts where witnesses do not
appear.10 Auditors have the right to compel borough officials to appear at meetings with books, vouchers and
papers for audit.11 In a case where certain members of borough council refused to answer questions on the
grounds that such answers might incrim i nate, and other parts of their testi mony were confusing and evasive,
the court held they must be surcharged.  Whether other council members were guilty of such negli gence as to
be surcharged had to be deter mined by elimi na tion, keeping in mind that they could not be absolved by
ignorance nor relieved from the effects of mere careless ness or error.12
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Audit Report

Each year, auditors must prepare a report containing an audit of the accounts of the last fiscal year.  It must
show a complete state ment of the finan cial condi tion of the borough, including details of indebt ed ness, value
of taxable property and a listing of the assets of the borough.

The report is to be prepared within 90 days after the close of the fiscal year.  Uniform forms for the report as
mandated by law, are provided by the Depart ment of Commu nity and Economic Devel op ment.  Copies of the
report must be filed with the borough secre tary, clerk of the court of common pleas and the Depart ment of
Commu nity and Economic Devel op ment.

Reports filed with the Depart ment should be sent to:

Gov er nor’s Cen ter for Lo cal Gov ern ment Ser vices

De part ment of Com mu nity and Eco nomic De vel op ment

400 North Street, 4th Floor

Com mon wealth Key stone Build ing

Har ris burg, PA 17120-0225

Instead of filing manually, auditors now have the option to file the Annual Audit and Finan cial Report
electron i cally.  For more infor ma tion, turn to page 60.

Failure to file the report, on convic tion in a summary proceeding, means a fine of five dollars for each day’s
delay in filing up to a total of $200 for each auditor.13

The audit is to cover only the fiscal year immedi ately preceeding.  No action taken on prior years’ accounts has 
any validity.14

The decision of the auditors in prior years’ reports is conclu sive if it has not been challenged during the 
appeal period.

An auditors’ report is final and conclu sive when it is filed.  It cannot be opened for correc tion of errors or
additional inquiry into by auditors.15 An auditors’ report cannot be reopened because the auditors had been
unfamiliar with certain technical and legal require ments and had discov ered new facts.16

Surcharges

The amount of any balance or shortage, or any expen di ture made in a manner prohib ited or not autho rized by
law, which causes a finan cial loss to the borough, must be surcharged against any officer respon sible for the
balance or shortage, or who by vote, act or neglect, has permitted or approved the expen di ture.  No elected or
appointed officer is to be surcharged in excess of the actual finan cial loss sustained by the borough, based on
the differing results produced by the act, error or omission and those produced had the proce dure been strictly
according to law.

The limits on the amount of surcharge do not apply to cases involving fraud or collu sion on the part of officers
nor to any penalty payable to the Common wealth.17 Any official knowingly and willfully acting contrary to
law in any matter involving any finan cial trans ac tion can be found guilty of a misde meanor, subject to a fine
not exceeding $100 and his office being declared vacant.18

In making a surcharge, the auditors must name an individual.  An attempted surcharge against borough council
as a body was disal lowed by the court.19 Surcharge can be made where officials permitted or approved
unautho rized expen di tures from the borough treasury, causing a finan cial loss to the borough.20 This includes
council members who, by their vote, had autho rized an illegal expen di ture or, knowing it was illegal, neglected 
to inform council as a whole.21 This does not apply to council members who commit honest errors of judgment
in discharge of their duties.



6

Procedures to Complete Audit

All orders, vouchers and certif i cates of indebt ed ness which have been marked paid must be canceled by the
auditors by writing or stamping the word “audited” on their face.22

Within ten days after the audit is completed, the auditors must publish a concise finan cial state ment in at least
one newspaper of general circu la tion in the borough.  The state ment is to include:

· The bal ance in the trea sury at the be gin ning of the year
· All rev e nues re ceived by ma jor clas si fi ca tions
· All ex pen di tures by ma jor func tions
· The cur rent re sources and li a bil i ties of the bor ough at the end of the fis cal year
· The gross li a bil ity and net debt of the bor ough
· The as sessed val u a tion of the bor ough
· The as sets of the bor ough and their de scrip tion
· The date of the last ma tu rity of each form of funded debt and the as sets in each sink ing fund23

Appeals from Audit

The report of the auditors may be appealed by the borough, by any taxpayer of the borough, or by any officer
whose account has been settled.  Appeals must be taken to the court of common pleas within 40 days of the
date of filing of the report with the clerk.24 The remedy provided in the Borough Code for judicial review of the 
report of borough auditors by appeal to the court of common pleas is the exclu sive remedy under law.25 Under
the Borough Code, if a taxpayer believes that members of council have violated the Borough Code in
autho rizing the purchase of goods and services, the sole remedy is for the taxpayer to appeal the report of the
borough auditors within the 40-day period after filing.26

Appeals by taxpayers or officers require a $1,000 bond and security to prose cute auditors' and pay all costs if a
more favor able decision is not achieved.27 When council members appealed an auditors' surcharge and lost,
they were required to pay all costs.28 In any proceeding on appeal, the accounts of any surcharged officer or
organi za tion may be examined again, but the burden is upon the surcharged party to estab lish credits claimed
against the amount due.  The opposing party may use findings in the auditors’ report as prima facie evidence
against the surcharged officer or organi za tion.29 In an appeal from a report of the borough auditors, the burden
is placed on the public officers to estab lish the propriety of all expen di tures made by them.30 Several appeals
may be combined into a single proceeding.

After a hearing, the court files its findings of fact and law and enters judgment.  Excep tions to the court’s
decision may be appealed to the appel late court.  Balances due to the borough in the account of any officer
consti tute a surcharge, and the amount is entered as a judgment by the prothonotary, if there is no appeal.31

Penalties Imposed on Auditors

In a case of neglect or refusal of any auditor to comply with the Borough Code require ments, the auditor is
liable to a fine of not more than $100 or, in default of the fine and costs, to be impris oned for not more than ten 
days.32 Auditors cannot be sued to recover embez zled funds lost due to inade quate audits over several years.
They are protected by govern mental immunity.  The appro priate remedy for negli gent perfor mance by auditors
are the penal ties provided in Section 1054 of the Borough Code.33

References
1.  53 P.S. 45831; Bor ough Code, Sec tion 831.

2.  53 P.S. 45901; Bor ough Code, Sec tion 901.
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26.  Gribble v. Miller, 284 A 2d. 825, 3 Pa. Cmwlth. 520, 1971.

27.  53 P.S. 46045; Bor ough Code, Sec tion 1045.

28.  In re Baden Au di tors Re port, 21 Bea ver 128, 1960.

29.  53 P.S. 46047; Bor ough Code, Sec tion 1047.

30.  Ap peal from State ment of Au dit of Fi nances of Bor ough of Monaca, 35 Mun. 111, 1944.

31.  53 P.S. 46049,46050,46051; Bor ough Code, Sec tions 1049, 1050 and 1051.

32.  53 P.S. 46054; Bor ough Code, Sec tion 1054.

33.  Bor ough of West Fairview  v. Hess, 568 A.  2d 709, 150 Pa. Cmwlth. 385, 1989.

 Elected Controllers Of Boroughs

Establishing Office

Borough council may estab lish the office of controller by enacting an ordinance.  Upon petition, the court of
common pleas appoints a controller to hold office until the first Monday of January after the next munic ipal
election, when a controller is elected.1   The controller is elected to a four-year term.

Qualifications

The Borough Code requires the controller to be a compe tent accoun tant.2  The court has ruled that this
require ment is “direc tory” and not “manda tory” and a matter for the voters themselves to decide.3  The
controller must be a regis tered voter of the borough for at least four years prior to his election. The court has
held that this require ment is manda tory and the controller must have resided in the borough for at least four
years immedi ately prior to the election.4  

The controller must take an oath to perform the duties of office with fidelity and a loyalty oath.  The controller
must give bond to the borough with a surety company approved by council.  The amount of the bond is set by
ordinance and must be suffi cient to protect the borough from any illegal or unfaithful action by the controller.
The premium is paid by the borough.5  In a court case the report of a controller who had been elected to office,
but whose bond had not been approved by borough council, was voided by the court.6  
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Salary

Borough council must fix the annual salary of the controller, but may not increase or decrease this salary more
often than once in two years.7

Auditing and Settling of Accounts

The controller has all the power and performs all the duties vested in the elected auditors.  The annual audit
must be filed and published in the same manner as required of auditors.  The accounts of all borough officers
and depart ments autho rized to receive and disburse public moneys must be audited.8  

In the making of any audit or settle ment, the controller has the same power to require the atten dance of
witnesses and the produc tion of books and papers as given to auditors.9  A borough controller whose term has
ended has full power to compel atten dance of witnesses and produc tion of books and documents in making the
final audit of borough accounts for the year preceding the expira tion of his term.10  

Appeals may be made from the control ler’s settle ments and audits as shown in the report to the court of
common pleas, subject to the same proce dures as apply to elected auditors of the borough.11  

Supervising Borough Finances

In addition to the auditing function, the borough controller reviews the daily finan cial trans ac tions of the
borough.  The controller counter signs each warrant drawn upon the borough treasurer, but only after
deter mining it is properly due, made out to the right person, the goods or services purchased have been
received and there are suffi cient funds to pay for it in the appro pri a tion.12

The controller may at any time require a state ment from any borough officer of borough money or property in
their control or posses sion.  The controller has the power to verify bank accounts. 13  Any irreg u lar i ties
discov ered must be immedi ately reported to council.

The controller must keep a regular set of books showing all appro pri a tions, all receipts and expen di tures of
borough officers, depart ments and agencies and all trust accounts of the borough.14  

The controller has the power to suggest plans to council for the manage ment and improve ment of borough
finances, as deemed expedient or at the direc tion of council.15

References
1.  53 P.S. 4607l; Bor ough Code, Sec tion 1071.

2. 53 P.S. 45841; Bor ough Code, Sec tion 841.

3. Com. ex rel. Ad ams  v. Stephens, 28 A. 2d 924, 345 Pa 436, 1942.

4. Ibid. 

5. 53 P.S. 46061; Bor ough Code, Sec tion 1061.

6. Con trol ler’s Re port, 83 Pitts. 245, 1934.

7. 53 P.S. 46062; Bor ough Code, Sec tion 1062.

8.  53 P.S. 46063; Bor ough Code, Sec tion 1063.

9. 53 P.S. 46064; Bor ough Code, Sec tion 1064.

10. Com. ex rel. Eagen  v. Petrusefski, 12 A. 2d 3, 338 Pa. 278, 1940.

11.  53 P.S. 46070; Bor ough Code, Sec tion 1070.

12.  53 P.S. 46065, 46066, 46067; Bor ough Code, Sec tion 1065, 1066 and 1067.

13.  53 P.S. 46063; Bor ough Code, Sec tion 1063.

14.  53 P.S. 46069; Bor ough Code, Sec tion 1069.

15.  53 P.S. 46068; Bor ough Code, Sec tion 1068.
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Independent Auditor For Boroughs

Appointment

By an ordinance passed by a two-thirds vote of the entire number of council members elected, council may
create the office of independent auditor.  Council annually appoints an independent auditor by resolu tion
before the close of the fiscal year.  The independent auditor must be a certi fied public accoun tant, a firm of
certi fied public accoun tants, a compe tent public accoun tant or a compe tent firm of public accoun tants.  When
the office of independent auditor has been estab lished, the office of elected auditors or controller is abolished.
Those elected auditors or control lers still in office complete their terms, but do not make the annual audit.1

Powers

The powers of the independent auditor are similar to those of the elected borough auditors.2   This includes the
respon si bility to levy a surcharge against any officer respon sible for any shortage or illegal expen di ture 
uncov ered in the audit.

The independent auditor shall annually examine, audit and settle all accounts and the audit shall consist of an
exami na tion in accor dance with gener ally accepted auditing standards and shall include such tests of the
accounting records and such other auditing proce dures as he considers neces sary.2   The compen sa tion of the
independent auditor shall be deter mined by council and paid out of borough funds.3

References
1. 53 P.S. 46005(7); Bor ough Code, Sec tion 1005(7).

2. 53 P.S. 46196(a); Bor ough Code, Sec tion 1196(a).

3. 53 P.S. 46196(f); Bor ough Code, Sec tion 1196(f).

4. 53 P.S. 46196, 46197, 46198, 46199; Bor ough Code, Sec tions 1196, 1197, 1198 and 1199.

Elected Auditors of First Class Townships

Election and Compensation

In townships of the first class which have not estab lished the office of controller nor employed an independent
auditor, three auditors are elected for a term of six years.  One auditor is elected at each munic ipal election,
providing for overlap ping member ship on the board.1  

Auditors must be regis tered voters of the township.2  Auditors may not hold any other elective or appointive
office.3  The office of party commit teeman has been held incom pat ible with that of township auditor.4

Vacan cies in the office of auditor are filled by the board of commis sioners. If the vacancy is for more than two
years, a new auditor is elected at the next munic ipal election coming at least 60 days after the vacancy occurs.5

Auditors are paid $20 a day.  A day consists of at least five hours employed in the duties of their office.  In
townships of less than 3,000 popula tion, auditors must complete their audit in 20 days; in townships of more
than 3,000, but less than 10,000, 30 days; in townships of 10,000 and more, 40 days.6  

Organization

The auditors meet annually on the day following the organi za tion meeting of the township commis sioners.
Two auditors consti tute a quorum and may take official action as the board of auditors.7   A single auditor
acting alone has no legal authority. The auditors may employ an attorney in case of a disagree ment with any
officials or boards they must audit.  Before an attorney is employed, a reason able effort to reach agree ment
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must be made, and notice must be given to the audited party.  Compen sa tion for the attorney is limited to $30,
unless an appeal is taken to court, in which case the court fixes additional compen sa tion.8  

Auditing, Adjusting and Settling Accounts

The auditors must audit, settle and adjust the accounts of the township commis sioners, township treasurer, tax
collector, secre tary and other officers receiving and disbursing or autho rizing the disburse ment of township
funds during the preceding fiscal year.  The auditors audit the accounts of the district justice for the township to 
deter mine the amount of fines and costs paid or due to the township.9  

The auditors must cancel all orders and vouchers presented to them which they find have been paid by writing
the word “audited” on their face.10

The settle ment of accounts of the treasurer and tax collector by the auditors includes accounting for all monies
received and collected and for any credits against the funds collected, such as vouchers for money paid out as
expenses connected with collec tion of township monies.11   

Witnesses; Documents

The auditors may issue subpoenas to obtain the atten dance of officers and persons whose accounts they are
auditing and any persons neces sary to examine as witnesses.  They may also compel the produc tion of all
books, vouchers and papers relative to such accounts.  Auditors can admin ister oaths and affir ma tions to all
persons appearing before them.12  

All district justices must open and make avail able to the auditors their dockets, transcripts, records and all other 
official books or papers for the purpose of the audit.13  

Surcharges

Any officer whose act or neglect has contrib uted to the finan cial loss of the township must be surcharged by the 
auditors with the amount of such loss.14   Any balance against any officer of the township will consti tute a
surcharge against the officer as fully as if expressly stated in the report to be a surcharge. Unless appealed, the
auditors must direct the clerk of the court of common pleas to certify the amount of every balance or surcharge
and the prothonotary must enter it as a judgment against the officer in favor of the township.15  

In any case where the district justice charges a fine contrary to ordinances or to any act which makes the fine
payable to the township, the auditors have the power to surcharge the justice any amount under charged.16  

Report; Publication

The auditors must complete their audit, settle ment and adjust ment within as short a time as possible.  They file
copies of the report with the secre tary of the township, the clerk of court or prothonotary as provided by local
rules of court and the Depart ment of Commu nity and Economic Devel op ment not later than 90 days after the
close of the fiscal year.17  The court has ruled that this deadline is direc tory rather than manda tory. Failure to
file within the prescribed time will not prevent reports from being valid.18  

The audit report is final.  Substan tive changes cannot be made in the report after it is filed.  Where a report was
in substan tive compli ance with the law, the court allowed adding the prescribed oath and proof of publi ca tion
within the 45-day appeal period.19  

Within ten days after comple tion of their report, the auditors must publish a concise finan cial state ment in a
newspaper of general circu la tion in the township.  The report must contain:

· The bal ance in the trea sury at the be gin ning of the fis cal year; 
· All rev e nues re ceived by ma jor clas si fi ca tions;
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· All ex pen di tures made by ma jor func tions;
· The cur rent re sources and li a bil i ties of the town ship at the end of the year;
· The gross li a bil ity and net debt;
· The amount of the as sessed val u a tion of the town ship;
· De tails of town ship as sets;
· The date of the last ma tu rity of each form of debt;
· The as sets of sink ing funds.

The audit report and finan cial state ment must be made on uniform forms mandated by law and provided by the
Depart ment of Commu nity and Economic Devel op ment.  They must be signed by all the auditors and the report 
must be verified by the oath of one of the auditors.  Reports filed with the Depart ment of Commu nity and
Economic Devel op ment should be sent to:

Gov er nor’s Cen ter for Lo cal Gov ern ment Ser vices

De part ment of Com mu nity and Eco nomic De vel op ment

400 North Street, 4th Floor

Com mon wealth Key stone Build ing

Har ris burg, PA 17120-0225

Failure to file the report, on convic tion in a summary proceeding, means a fine of five dollars for each auditor
for each day’s delay in filing.  All fines received are credited to the Common wealth.20   

Appeals from Audit

The township, any regis tered voter or taxpayer, or any officer or person whose account is audited may appeal
from the audit to the court of common pleas within 45 days after the settle ment has been filed.21  The provi sion
in the First Class Township Code is the exclu sive statu tory remedy for any challenge to an audit report.22  

Regis tered voters, taxpayers and officers appealing a report must post a bond to cover costs, if they fail to win a 
decision more favor able than the report.  When more than one appeal is taken from a report, they may be
consol i dated and the court can frame an issue for trial.  After a hearing, the court enters its judgment and
assigns costs.  Appeals may be taken to higher courts.23  

Penalty

Any auditor neglecting or refusing to comply with the provi sions of the First Class Township Code is subject to 
a penalty of $100 to be recov ered by suit, insti tuted in the name of the township on the complaint of any
taxpayer. The penalty is to be paid into the township treasury.24    If any township officer refuses or neglects to
perform his duties, one hundred citizens, owners of real estate residing in the township, may file a complaint
with the court of common pleas. Upon a hearing of the proof that the facts alleged in the complaint are true, the 
court may declare the office vacant and appoint someone else to serve for the unexpired term.25  

References
1. 53 P.S. 55520; First Class Town ship Code, Sec tion 520.

2. 53 P.S. 55501; First Class Town ship Code, Sec tion 501.

3. 53 P.S. 55520; First Class Town ship Code, Sec tion 520.

4. In re Lower Chichester Twp. Au di tor, 23 D.&C.2d 176, 1982.

5. 53 P.S. 55530; First Class Town ship Code, Sec tion 530.

6. 53 P.S. 56001; First Class Town ship Code, Sec tion 1001.

7. Ibid.

8. 53 P.S. 56006; First Class Town ship Code, Sec tion 1006.

9. 53 P.S. 56001; First Class Town ship Code, Sec tion l001. 
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10. 53 P.S. 56004; First Class Town ship Code, Sec tion 1004.

11. Skelton  v. Lower Merion Twp.,  178 Atl 387, 318 Pa. 356, 1935.

12. 53 P.S. 56002; First Class Town ship Code, Sec tion 1002.

13. 53 P.S. 56001; First Class Town ship Code, Sec tion 1001.

14.  53 P.S. 56003; First Class Town ship Code, Sec tion 1003.

15. 53 P.S. 56007; First Class Town ship Code, Sec tion 1007.

16. 53 P.S. 56001; First Class Town ship Code, Sec tion 1001.

17. 53 P.S. 56003; First Class Town ship Code, Sec tion 1003.

18. In re Au di tors’ Re port for Neville Twp, Al le gheny County, 70 A. 2d 379, 166 Pa. Super. 122, 1950. 

19. Ibid

20. 53 P.S. 56003; First Class Town ship Code, Sec tion 1003.

21. 53 P.S. 56009: First Class Town ship Code, Sec tion 1009.

22. Neville Twp., su pra. 

23. 53 P.S. 56010 through 56018; First Class Town ship Code, Sec tion 1010 through 1018. 

24. 53 P.S. 56005; First Class Town ship Code, Sec tion 1005.

25. 53 P.S. 55604; First Class Town ship Code, Sec tion 604. 

Elected Controllers of First Class Townships

Establishing Office

The board of township commis sioners may, by ordinance, estab lish the office of controller.  When the office of 
controller is estab lished, the office of township auditor is abolished.  The court of common pleas, on petition of 
the commis sioners, appoints a controller to hold office until the first Monday of January after the next
munic ipal election, at which a controller is elected.1  The controller is elected for a four-year term.

Qualifications

The controller must be a regis tered voter of the township and a compe tent accoun tant.2   The First Class
Township Code does not further define compe tency. However, a court held that a milk wagon driver-salesman
whose sole experi ence in accounting was keeping his custom ers’ accounts in a routebook was not a compe tent
accoun tant within the meaning of the Code.3  

The controller must take the oath required of township officers. The controller must give bond to the township
in the amount of $20,000 with a surety company approved by the board of commis sioners.4 

Salary

The salary of the controller is to be fixed by ordinance passed at least 30 days before the date of the election.
The salary is not to exceed $5,000.5  

Auditing and Settling of Accounts

The controller has all the powers and performs all the duties vested in the elected auditors of a first class
township.  The annual report of the audit must be made and filed in the same manner required of auditors.  All
accounts in which the township is concerned must be examined, audited and settled by the controller. The
controller must also audit and report on the account of any township officer upon their death, resig na tion,
removal or the expira tion of their term.  The controller has the same power as auditors to require the atten dance 
of witnesses and the produc tion of books and papers.6    Appeals may be taken from the control ler’s audit report 
in the same manner as appeals from auditors’ reports.7  
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Supervising Township Finances

In addition to the auditing function, the township controller monitors the daily finan cial trans ac tions of the
township.  The controller counter signs each warrant drawn upon the township treasurer, but only after
deter mining it is properly due, made out to the right person, the goods or services purchased have been
received and there are suffi cient funds to pay for it in the appro pri a tion.8  

The controller may at any time require a state ment from any township officer of township money or property in 
their control or posses sion.  The controller has the power to verify bank accounts.  Any irreg u lar i ties
discov ered must be immedi ately reported to the board of commis sioners.9  

The controller must keep a regular set of books showing all appro pri a tions, all receipts and expen di tures of
township officers, depart ments and agencies, and all trust accounts of the township.10  

The controller has the power to suggest plans to the board of commis sioners for the manage ment and
improve ment of township finances, as deemed expedient or at the direc tion of the board.11 

References
1. 53 P.S. 55526; First Class Town ship Code, Sec tion 526.

2. 53 P.S. 55525; First Class Town ship Code, Sec tion 525.

3. Pe ti tion of Hor ton, 11 D.&C.2d 706, 1959.

4. 53 P.S. 56101; First Class Town ship Code, Sec tion 1101.

5. 53 P.S. 56102; First Class Town ship Code, Sec tion 1102.

6. 53 P.S. 56103; First Class Town ship Code, Sec tion 1103.

7. 53 P.S. 56109; First Class Town ship Code, Sec tion 1109.

8. 53 P.S. 56104; First Class Town ship Code, Sec tion 1104.

9.  53 P.S. 56103; First Class Town ship Code, Sec tion 1103.

10. 53 P.S. 56108; First Class Town ship Code, Sec tion 1108.

11. 53 P.S. 56107; First Class Town ship Code, Sec tion 1107.

Independent Auditor for First Class Townships

Appointment

Instead of electing three auditors or a controller, a township may provide for the audit of its accounts by an
independent auditor by ordinance.  The auditor must be a certi fied public accoun tant, a firm of certi fied public
accoun tants,  a compe tent public accoun tant or a compe tent firm of public accoun tants.  The independent
auditor is appointed annually by resolu tion at least 30 days before the close of the fiscal year.  When an
independent auditor is appointed, the office of elected auditor is abolished.  Compen sa tion of the independent
auditor is set by the board of commis sioners.1  

Powers

The independent auditor has all the powers and must perform all the duties outlined in the First Class Township 
Code for elected auditors.2  

References
1. 53 P.S. 55520; First Class Town ship Code, Sec tion 520.

2. Ibid.
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Elected Auditors of Second Class Townships

Election and Compensation

Each township of the second class elects three auditors.1 At each munic ipal election, one auditor is elected to
serve for a term of six years.2 Auditors must be regis tered voters of the township.3 They may not be employed
by the township or hold any other elective or appointive office in the township. Auditors must have resided
contin u ously in the township for at least one year immedi ately prior to their election.4

Vacan cies in the office of auditor are filled by the board of super vi sors. The appointed successor serves until a
new auditor is elected at the next munic ipal election coming at least 60 days after the vacancy occurs.5

Auditors taking office after August 15, 1999 are paid at the rate of $10 for each hour neces sarily employed in
discharging their duties of office. An itemized listing of the dates, times, places and hours worked to perform the 
audit must be submitted to the township super vi sors.  In townships of less than 10,000 popula tion, no auditor
may receive more than $1,000 for completing the audit.  In townships of more than 10,000 popula tion, the
maximum amount that may be paid to any auditor is limited to $2,000.  In addition to amounts received for
completing the annual audit, each auditor may receive compen sa tion at the rate of $10 per hour for auditing the
accounts of any public official who handles public funds when a vacancy in office occurs.  No more than 50
hours may be spent by each auditor in completing audits required because of vacan cies in office.  Each auditor is 
also reimbursed for neces sary travel costs at rates as set by the township super vi sors in accor dance with the
Uniform Mileage Fee Law.  Other expenses including postage, notary fees, and publi ca tion costs related to the
audit are also reimburs able.6

Organization

 The auditors meet annually, at the place of meeting of the super vi sors, on the day following the day fixed for
the organi za tion of township super vi sors. They organize by electing a chair and a secre tary.  Two auditors
consti tute a quorum.7 

The auditors may petition the court of common pleas to employ an attorney to repre sent them in cases of
disagree ment with any officials or boards they must audit.  Before an attorney is employed, a reason able effort
to reach agree ment must be made and notice must be given to the audited party.  Compen sa tion for the attorney
is deter mined by agree ment between the auditors and super vi sors and is paid from the township general fund.  If 
the dispute results in litiga tion, or if the auditors and super vi sors cannot agree on the amount to be paid to the
attorney, the attor ney’s compen sa tion is deter mined by the court.8

Auditing, Adjusting and Settling Accounts

The auditors must audit, adjust and settle the accounts of all elected or appointed township officials, boards or
agencies that received, disbursed or were other wise entrusted with township funds during the preceding year.
They also may audit the accounts of the district justice for the township to deter mine the amount of fines and
costs paid or due to the township.  Unless other wise agreed to by the auditors and the officer being audited, the
audit shall be conducted at the place where the records of the officer are normally kept.9 

When any of the above offices becomes vacant through death or resig na tion, the auditors meet on the call of the
chairman and audit the accounts of the former incum bent.10 

Witnesses; Documents

The auditors may issue subpoenas to obtain the atten dance of officers and persons whose accounts they are
auditing and any persons neces sary to examine as witnesses. They may also compel the produc tion of all books,
vouchers and papers relative to such accounts. Auditors can admin ister oaths and affir ma tions to all persons
appearing before them.11 

The dockets and records of district justices are to be open to inspec tion by the auditors.12
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Surcharges

Any elected or appointed officer whose act or omission, in viola tion of law or beyond the scope of the officer’s 
authority, had contrib uted to the finan cial loss of the township must be surcharged by the auditors with the
amount of such loss.  Where the officer’s act or omission results in an uninten tional viola tion of law or abuse of 
authority, the auditors must limit the amount of the surcharge to the differ ence between the amount of loss
actually incurred by the township and the amount of costs which would have been incurred hat the act been
performed in strict accor dance with law or autho rized proce dures.  Such limita tion on the amount of the
surcharge does not apply to cases involving fraud or collu sion on the part of the officers.13

Any balance against any officer of the township will consti tute a surcharge against the officer as fully as if
expressly stated in the report to be a surcharge. Unless appealed, the auditors must direct the clerk of the court
of common pleas to certify the amount of every balance or surcharge and the prothonotary must enter it as a
judgment against the officer in favor of the township.14 

In a case where super vi sors contracted for highway work in excess of budgeted and appro pri ated amounts, the
court held the acts occasioned township “finan cial loss”  even though the township suffered no actual
pecuniary loss and no fraud or dishon esty on the part of the super vi sors was shown.15 In calcu lating the
surcharge, auditors must take into account results of the questioned actions as compared to the results had
proce dures been followed strictly according to law.16 

In another case, township super vi sors replaced a full-time township manager with a part-time manager and paid 
themselves to under take part of the duties of the township manager. The court held the super vi sors must be
surcharged because the payments were illegal.The fact that the illegal payments were made in good faith and
without fraud u lent intent did not relieve them of liability to surcharge.17 

How ever, in an other case where the su per vi sors had acted im prop erly, but their ac tions did not re sult in a fi nan cial
loss to the town ship, the sur charges were not sus tained by the Com mon wealth Court on ap peal.18 An other court held
that fail ure to use sound dis cre tion sub jected the su per vi sors to sur charge for the amount of any loss to the town ship.
They had a duty to use sound dis cre tion in mak ing pur chases whether they were re quired by law to ad ver tise or
not.19An an nual au dit showed an ex cess pay ment of $88.00 to the su per vi sors, but there was no ev i dence to show who 
had re ceived any ex cess. The court ap proved sur charg ing each su per vi sor the to tal amount. Sat is fac tion of the
sur charge against any su per vi sor dis charged the sur charges en tered against the oth ers.20 

Report; Publication

The auditors must complete their audit, settle ment, and adjust ment prior to March first of each year.  They file
copies of their report with the secre tary of the township, the clerk of court or prothonotary as provided by local
rules of court, the Depart ment of Commu nity and Economic Devel op ment and the Depart ment of Trans por ta tion.
Reports filed with the Depart ment of Commu nity and Economic Devel op ment should be sent to:

Gov er nor’s Cen ter for Lo cal Gov ern ment Ser vices

De part ment of Com mu nity and Eco nomic De vel op ment

400 North Street, 4th Floor

Com mon wealth Key stone Build ing

Har ris burg, PA 17120-0225

Each copy of the report must be signed by at least a majority of the auditors and verified by oath of the
secre tary of the auditors. The auditors’ report must be made on forms mandated by law and provided by the
Depart ment of Commu nity and Economic Devel op ment. On or before March 10 of each year, the auditors must 
publish a concise finan cial state ment in a newspaper of general circu la tion in the township. In townships with
popula tions of less than 200, the auditors may post five copies of the finan cial state ment in public places in the
township instead of publishing it in a newspaper.
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Any secre tary of the board of auditors who fails to file or publish the report commits a summary offense.21 The
report of the township auditors is conclu sive and can be challenged only by the statu tory provi sion for appeal.22

In the absence of fraud or collu sion, the auditors cannot reopen their report after filing.23 The auditors may only 
settle the accounts for the preceding year.  When an account has been regularly settled, an attempted
reset tle ment in a subse quent year is of no validity.24

Where an auditors’ report consisted of a tabula tion on a printed form and supple mental material on typewritten
sheets appar ently intended as a state ment of surcharge, the court upheld the report.25 Although the supple ment
was irreg ular in form and to some extent incon sis tent with the first part, both parts were filed together and
intended as a single document.

Appeals from Audit

The board of super vi sors, any regis tered elector or taxpayer or any officer whose account is audited may appeal 
from the audit to the court of common pleas within 45 days after the settle ment has been filed.26 The report of
the auditors may be reviewed by the courts only on appeal as provided by the Code.27 Appeal of the auditors
report is the exclu sive remedy for review of a township officer’s accounts.28 

Regis tered electors, taxpayers and officers appealing a report must post bond to cover costs, if they fail to win a 
decision more favor able than the report.29 There is no require ment for a bond where the appeal is by the
township and has been duly autho rized.30 

When more than one appeal is taken from a report, they may be consol i dated, and the court can frame an issue
for trial.  After a hearing, the court enters its judgment and assigns costs.  Appeals may be taken to higher courts.31

In hearing the case, the accounts of the officer may be inves ti gated again, as if the account had been presented
in the first instance.32 The figures of the auditors are assumed to be correct, and the burden of proof is on the
officer whose accounts are questioned to prove other wise.33  Where taxpayers are appealing the audit and
asking for a surcharge against an officer against whom the auditors found no balance outstanding, it is the
taxpayers, and not the officer questioned, who must bear the burden of proving the auditors report is incor rect.34

Penalties

Any auditor who fails to comply with the provi sions of the Second Class Township Code commits a summary
offense.35 Any auditor who is inter ested, directly or indirectly, in any township trans ac tion commits a summary 
offense and shall forfeit his office and shall also pay any finan cial benefit derived from the trans ac tion to the
township.36  Auditors who fail to surcharge township officers are not subject to surcharge themselves on appeal.37

Auditors are not empow ered to surcharge themselves, and the court is without power to surcharge an auditor
for failure to perform the duties of his office.38

Setting Compensation of Working Supervisors

When super vi sors are employed as roadmasters, laborers, township secre taries or treasurers, their compen sa tion 
is fixed by the board of auditors. Compensation includes salary and wages. The auditors also approve the
mileage allow ance to be paid to the super vi sors for use of their vehicles on township business.39 The rate set
should include provi sion for overtime rates if working overtime is expected.

Note that inter pre ta tions of the Federal Fair Labor Standards Act (FLSA) exclude township super vi sors and all
other elected officials from coverage by that law.  Thus, while payment of overtime rates may be entirely
appro priate in some situa tions, it is a local choice and not required by federal law.
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Suggested Worksheet for Setting Compensation

Before begin ning this process, the auditors should be familiar with sections 606, 703, 803 and 901 of the
Second Class Township Code.

The intent of this worksheet is twofold: to help the auditors follow an organized process in setting pay rates for
working super vi sors, and to help them document the process in case a question should arise. If more room is
needed, use as many additional sheets as neces sary.

1.  List 5-10 major duties of the job: 

                                                                                                                                                                   

                                                                                                                                                                   

                                                                                                                                                                   

                                                                                                                                                                   

2.   List employers you have contacted about compen sa tion for similar jobs (such as other townships,
contrac tors, or perhaps the PENNDOT County Mainte nance Office):

 Name                                                 Telephone                         Date                             Person Contacted

                                                                                                                                                                     

                                                                                                                                                                     

                                                                                                                                                                     

                                                                                                                                                                     

                                                                                                                                                                     

3.   List the two or three positions (by title, not a person’s name) with duties most similar to the working
super visor.  Note differ ences in job respon si bil i ties (number of people super vised), skills (such as mechanic 
or grader operator), and years of experi ence.  List the pay rate plus pension benefits, and paid time off
(such as vacation, holidays, sick leave).

Pension Benefits
Job Title                              Pay Rate                                       Paid                                       Paid Time Off 

                                                                                                                                                                       

                                                                                                                                                                       

                                                                                                                                                                       

                                                                                                                                                                       

                                                                                                                                                                       

4.  Agree on a base pay rate based on the above: If other compen sa tion is intended, such as overtime or
inclu sion in the township retire ment plan, the auditors must set these as well:
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Since compen sa tion for a working super visor must not exceed compen sa tion paid in the locality for similar
services, the auditors may wish to check with nearby employers to compare wages, benefits and the type of
work being performed.  The worksheet above may be useful in the process, both in arriving at a reason able
figure and in documenting the process used to do so.

Setting and Filing The Treasurer’s Bond

The Second Class Township Code requires that the board of super vi sors set the amount for the treasurer’s bond 
in an amount equal to the estimated maximum amount to be held by the treasurer at any one time during the
year, totaling all accounts.  The bond is given with a surety company and is filed with the board of auditors.40
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2. 53 P.S. 65404; Sec ond Class Town ship Code, Sec tion 404.
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Independent Auditor for Second Class Townships

Appointment

The township board of super vi sors may employ an independent auditor to be appointed by the court of common 
pleas if a petition has been presented to the super vi sors by at least 25 taxpayers of the township asking for such 
appoint ment.1  After receiving the petition, the court must appoint an auditor, but retains the choice of who is
appointed.2  The auditor must be a certi fied public accoun tant, a firm of certi fied public accoun tants, a
compe tent public accoun tant or a compe tent firm of public accoun tants.  The auditor must be appointed at least
30 days prior to the close of the fiscal year. The amount of compen sa tion shall not exceed the maximum
allowed to be paid to the board of township auditors for the year, unless an additional amount is approved by
the court.

The township super vi sors may also appoint an independent auditor, without a taxpay ers' petition or court
approval, by adopting a resolu tion to replace the elected auditors at their annual organi za tion meeting or
anytime there after. The super vi sors must adver tise their inten tion to replace the elected auditors in a newspaper 
of general circu la tion at least 30 days prior to the organi za tion meeting or any later vote to appoint the
independent accoun tant. When appointed by resolu tion, the township super vi sors deter mine the independent
auditor's compen sa tion.3

Powers

When an independent auditor is appointed, the township auditors do not audit and settle township accounts, but 
they still set the compen sa tion of the super vi sors.

The in de pend ent au di tors have the pow ers given the elected au di tors un der the Code, ex cept for the power to fix the
com pen sa tion of su per vi sors.  They are sub ject to the same pen al ties out lined in the Code for elected au di tors and
must con duct their au dit in ac cor dance with gen er ally ac cepted au dit ing stan dards. The in de pend ent au di tor's re port
may be ap pealed in the same man ner as the re port of the elected au di tors.

For pur poses of meet ing federal or state au dit re quire ments ap pli ca ble to pro grams, grants and con tracts funded by
those sources, the su per vi sors may em ploy an in de pend ent au di tor to per form an au dit sep a rate from that con ducted
by the elected au di tors.

References
1. 53 P.S. 65917; Sec ond Class Town ship Code, Sec tion 917.

2. Falls Town ship Board of Su per vi sors  v. Bozzo, 314 A 2d 559, 11 Pa. Cmwlth, 599, 1974.

3. 53 P.S. 65917; Sec ond Class Town ship Code, Sec tion 917.

Auditing Municipal Authorities

Status of Authorities

Elected bor ough and town ship au di tors do not au dit the books of mu nic i pal au thor i ties.  Al though cre ated by lo cal
gov ern ment units and per form ing cer tain gov ern men tal func tions, au thor i ties are in de pend ent pub lic en ti ties cre ated
to do spe cific jobs.  Ex am ples of au thor i ties are: wa ter au thor i ties, sew age au thor i ties, park ing au thor i ties, school
build ing au thor i ties and trans por ta tion au thor i ties.  Many are joint au thor i ties in clud ing two or more mu nic i pal i ties.
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Audits

Every munic ipal authority must have its books, accounts and records audited annually by a certi fied public
accoun tant.  If the authority fails to have an annual audit made, then the controller, auditors or accoun tant
desig nated by the munic i pality or munic i pal i ties may examine the accounts and books of the authority,
including its receipts, disburse ments, contracts, leases, sinking funds, invest ments and any other matters
relating to its finances, opera tion and affairs.  Such exami na tion is to be at the expense of the authority.  The
Attorney General has the power to examine the books, accounts and records of any authority.1 

Similar provi sions for auditing parking author i ties are found in the Parking Authority Law.2  

Filing; Publication

Munic ipal author i ties and parking author i ties must file an annual report of their fiscal affairs, including a copy
of the audit report, with the Depart ment of Commu nity and Economic Devel op ment and with the munic i pality
or munic i pal i ties creating the authority.  The report must be on forms distrib uted by the Depart ment of
Commu nity and Economic Devel op ment.

Those author i ties whose fiscal year ends December 31 must file by July 1.  Author i ties whose fiscal year ends
on other than December 31 must file within 90 days after the end of their fiscal year.

Reports filed with the Depart ment of Commu nity and Economic Devel op ment should be sent to:

Gov er nor's Cen ter for Lo cal Gov ern ment Ser vices

De part ment of Com mu nity and Eco nomic De vel op ment

400 North Street, 4th Floor

Com mon wealth Key stone Build ing

Har ris burg, PA 17120-0225

A concise finan cial state ment must be published annually at least once in a newspaper of general circu la tion in
the munic i pality where the principal office of the authority is located.3  

References
1. 53 P.S. 310; Mu nic i pal ity Au thor i ties Act, Sec tion 8.

2. 53 P.S. 350; Park ing Au thor ity Law, Sec tion 10.

3. 53 P.S. 310, 53 P.S. 350; Mu nic i pal ity Au thor i ties Act, Sec tion 8, Park ing Au thor ity Law, Sec tion 10.

Auditing Earned Income Taxes

Audits

Munic i pal i ties which levy earned income taxes must provide for an annual exami na tion of the books, accounts
and records of the income tax collector by a certi fied public accoun tant, a firm of certi fied public accounts, a
compe tent independent public accoun tant or a firm of independent public accoun tants appointed by the
munic ipal governing body.  Reports of the audit are sent to the governing body.  No further audit is to be
performed by elected or appointed auditors.1 
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Joint Collection Agencies

When a single person or agency has been selected to collect earned income taxes for more than one polit ical
subdi vi sion, the books, accounts and records of the joint collector are to be audited by a single accoun tant.  The 
accoun tant is to be selected by joint agree ment of the polit ical subdi vi sions involved or, in the lack of
agree ment, on the basis of voting according to the propor tion of the popula tion each subdi vi sion bears to the
entire popula tion of the combined collec tion district.  A majority of votes deter mines the appoint ment.2  

Other Act 511 Taxes

Collec tion of all other taxes levied under the authority of the Local Tax Enabling Act, except for the earned
income tax, is to be audited by the munic ipal auditors, controller or appointed auditor.3  

References
1. 53 P.S. 6911; Lo cal Tax En abling Act, Sec tion 11.

2. 53 P.S. 6911,6910; Lo cal Tax En abling Act, Sec tion 11 and 10.

3. 53 P.S. 6912; Lo cal Tax En abling Act, Sec tion 12.

Advisory Role of Elected Auditors

There are differ ences between profes sional auditing and the duties of elected auditors. By nature, profes sional
auditing requires the auditor be a person trained in auditing and accounting.

An elected munic ipal auditor is not required to have any training in auditing and accounting. By way of duties,
the profes sional auditor not only examines the finan cial trans ac tions of the unit, but also has a respon si bility to
recom mend improve ments in accounting proce dures, internal control devices and related fiscal matters. The
elected munic ipal auditor has no respon si bility for the finan cial welfare of the munic i pality beyond the
settle ment of the accounts.

Elected auditors are unable to compel instal la tion of adequate accounting methods where they are lacking.
They are not required to prepare supporting finan cial state ments nor to adhere to any gener ally accepted
accounting princi ples.

Obviously, this does not imply auditors are power less in enforcing their findings where correc tions are found
neces sary.  The various codes provide that auditors may employ an attorney to assist in settling disagree ments.
Further more, the auditors have the power to surcharge individual officers of the munic i pality for any balances
found due.  Auditors also have a power of subpoena to compel the atten dance of witnesses and the produc tion
of neces sary evidence.

These powers, properly used, consti tute an effec tive office for insuring the finan cial affairs of a munic i pality
are carried out in a legal manner.  The powers avail able become less clear, however, with regard to making
manage ment recom men da tions to improve an other wise legit i mate method of opera tion.

We suggest that the elected auditor take an advisory role in the improve ment of munic ipal finan cial proce dures
as deemed appro priate. The elected auditors should, however, be reason ably certain that their position is valid
since they can at times be person ally respon sible for the results of their work and recom men da tions.  Any
recom men da tions for operating improve ments should there fore be properly devel oped and checked with
knowl edge able munic ipal personnel prior to making them public.

Recom men da tions and related findings should include:

1. An explanation of the problem that exists.

2. The reason that the existing condition has a negative effect on the operation of the municipality.
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3. The reason for the condition existing. This may include explanations provided by the municipality.

4. A discussion of the solutions ¾ good business practice, laws, regulations.

5. Recommendation for operating improvements.  It is suggested that any findings and recommendations
be submitted in a separate management letter accompanying the Annual Audit and Financial Report.
This letter should be addressed to the same parties as the report, should indicate its purpose, and should 
reference the Annual Audit and Financial Report.  

Single Audit Act  

On July 5, 1996, the federal govern ment passed the Single Audit Act Amend ments of 1996.  The purpose of the 
Single Audit is to deter mine and report whether:

1. The gov ern ment’s en tity wide fi nan cial state ments fairly pres ent its fi nan cial po si tion and re sults of
op er a tions in ac cor dance with gen er ally ac cepted ac count ing prin ci ples (GAAP), in clud ing in ter nal
con trols over fi nan cial re port ing and com pli ance with laws and reg u la tions that may have a ma te rial
ef fect on those fi nan cial state ments.

2. The gov ern ment has es tab lished in ter nal con trol sys tems to pro vide rea son able as sur ance that each
ma jor fed eral award pro gram is man aged in com pli ance with ap pli ca ble laws and reg u la tions.

3. The gov ern ment has com plied with the laws and reg u la tions that may have a ma te rial ef fect on each
ma jor fed eral award pro gram.

Applicability  

Every state and local govern ment entity that expends $500,000 or more in federal awards in any fiscal year
must have a single audit or, when permitted, a program-specific audit. Govern ments which expend less than
$500,000 in federal awards in any fiscal year are exempt from the single audit, as well as other federal audit
require ments for that year. These exempt govern mental entities, however are still required to maintain records
concerning their federal awards and to permit federal agencies, pass-through grantors, and the Comptroller
General access to those records.

Qualified Auditors

Federal Office of Manage ment and Budget Circular A-133 defines auditors quali fied to perform single or
program-specific audits to gener ally include Certi fied Public Accoun tants and other govern mental auditors
meeting the independ ence and profes sional standards of the US General Accounting Office as issued by the
Comptroller General of the United States in a publi ca tion entitled GAO Govern ment Auditing Standards
(commonly known as “the Yellow Book”).

The elected auditor will gener ally not partic i pate in a Single Audit. But, since the Single Audit includes the
tradi tional audit of a govern mental entity, the single audit could be feasibly performed by an independent audit
organi za tion working in conjunc tion with and possibly including the appointed munic ipal auditor. In any event, 
the elected or appointed auditor should be aware of situa tions where a Single Audit should have been
performed and should take neces sary steps to deter mine the outcome of that exami na tion.
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Additional infor ma tion on the Single Audit require ments and program-specific audits from a the
Common wealth’s perspec tive can be obtained from:

Com mon wealth of Penn syl va nia, Of fice of the Bud get

Comp trol ler Op er a tions

Bu reau of Au dits

Bell Tower - 6th Floor

303 Wal nut Street

Har ris burg, PA  17101-1830

(717) 783-0114

www.bud get.state.pa.us
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III. Audit Programs

Planning the Audit

Importance of Planning

To perform a reason ably complete audit, the elected auditors should become familiar with the organi za tion of
the munic i pality to be audited, the officials and employees who keep the records, and the accounting system in
use. Then a plan of action should be worked out so that the audit may proceed efficiently. The following
sugges tions may help.

Officials Who Keep the Records

Auditors must know both elected and appointed officers and employees involved with munic ipal finance.
Some of the elected and appointed officials of boroughs and townships who may have accounts or records to be 
audited are:

I. Elected Of fi cials

Bor oughs Town ships-1st Class Town ships-2nd Class

Coun cil Mem bers Com mis sion ers Su per vi sors

Tax Col lec tors Trea surer Tax Col lec tors

Dis trict Jus tices Dis trict Jus tices Dis trict Jus tices

II. Se lected Ap pointed Of fi cials

Bor oughs Town ships-1st Class Town ships-2nd-Class

Sec re tary Sec re tary Sec re tary-Trea surer

So lic i tor So lic i tor So lic i tor 

Trea surer Appt. Tax Col lec tor Appt. Tax Col lec tor 

Appt. Tax Col lec tor Po lice Po lice

Po lice Man ager* Man ager*

Man ager* Roadmaster(s)

          (dis trict) or

 Su per in ten dent

          (en tire town ship)

*(if the office is created by council, commis sioners or super vi sors) The auditors will be primarily concerned with the work 

of the secre tary, treasurer, tax collector and district justices.  Since admin is tra tive practices vary consid er ably from

munic i pality to munic i pality, the auditors must deter mine which officers and employees have records to be audited.
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Funds in Use

The auditors must deter mine what funds are in use by a partic ular borough or township.  Since boroughs and
townships vary in size and complexity of programs, there are differ ences in the funds used.  (See page two).
To deter mine the number and nature of funds to be audited, the auditors should check with appro priate
munic ipal officials or employees, inspect prior audit reports, including prior Annual Audit and Finan cial
Reports and approved budgets for the period under exami na tion.

Records To Be Made Available to Auditors

Various munic i pal i ties may use a variety of records, methods of bookkeeping and accounting methods.  The
following records are needed for any accounting system and should be made avail able to the auditors for each
fund for the fiscal year under audit. 

1. The fi nan cial state ment(s) of the mu nic i pal ity, if avail able

2. The gen eral and sub sid iary led gers

3. All re cords per tain ing to cash re ceipts, such as, doc u men ta tion and jour nals.

4. All re cords per tain ing to cash dis burse ments.

5. Any sep a rate re cords main tained by the trea surer.

6. All bank state ments, cancelled checks, voided checks, du pli cate de posit tick ets, pass books and bank
charge slips; a list of de pos i to ries, their ad dresses, ac count num bers, ac count names and au tho rized
sig na tures.

7. A sched ule of in vest ment trans ac tions for the year.

8. All vouch ers to gether with in voices or bills.

9. The bud get for the year un der au dit as of fi cially adopted, to gether with the mu nic i pal ity’s work ing
bud get and all amend ments and changes.

10. Pe ri odic fi nan cial re ports pre pared by the trea surer and sub mit ted to meet ings of coun cil,
com mis sion ers or su per vi sors.

11. Or di nances and res o lu tions and of fi cial en tries in the min utes au tho riz ing trans fer be tween funds,
amend ments to the bud get and sim i lar ac tions.

12. An or ga ni za tion chart in clud ing names of per sons in each po si tion.

13. A copy of the mu nic i pal ity’s chart of ac counts, ac count ing pol i cies and doc u ment flow chart.

14. All cancelled bonds and in ter est cou pons or, al ter na tively, cre ma tion or other de struc tion cer tif i cates.

15. A sched ule of all interfund loans or ad vances.

16. A sum mary of all lit i ga tion in volv ing the lo cal gov ern ment.

17. Min utes of coun cil, com mis sion ers’ or su per vi sors’ meet ings for the year un der au dit.

18. In sur ance pol i cies cov er ing fire, other ca su al ties, of fi cial surety bonds.

19. Re cords show ing in ven to ries of real prop erty, plant and equip ment.

20. Cop ies of ap praisal re ports by pro fes sional ap prais ers, if any.

21. Re cords of all out stand ing in debt ed ness such as bank loans and bonded debt.

22. Cop ies of leases or con tracts, if any.

23. Cop ies of doc u ments in sup port of ad ver tis ing and bid ding pro ce dures.
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Tax Collectors’ Reports That Should be Available:

1. Orig i nal as sessed val u a tions as cer ti fied by the county show ing sep a rately the amount of as sessed
val u a tions for real es tate tax, oc cu pa tion tax and the num ber of taxables for per ca pita tax.

2. The re quired monthly re ports sub mit ted by the tax col lec tor to the coun cil, com mis sion ers and
su per vi sors, show ing for cur rent pe riod:

a.      Names of taxpayers making payment 

b.      Amount of taxes collected 

c.      Discounts granted 

d.      Penalties applied

e.      Reconcilation of each collected

3. Sep a rate re ports per tain ing to any Act 511 taxes for which the elected col lec tor is re spon si ble, or for
which any ap pointed col lec tor is re spon si ble, such as the fol low ing:

a.      Real Property Transfer Tax 

b.      Amusement Tax

c.      Per Capita Tax 

d.      Earned Income (Wage) Tax 

e.      Mercantile/Business Privilege Tax 

f.      Mechanical Devices Tax 

g.      Other Act 511 Taxes

4. Sep a rate re ports of any spe cially ap pointed col lec tors of any de lin quent or Act 511 taxes.

Tax Collection Reports from County Tax Claim Bureau

Periodic reports from the county showing delin quent real estate taxes collected plus interest and penal ties and
minus commis sions should exist.  Each delin quent year should be shown separately.

General Audit Procedures

The auditors should follow these general proce dures.  The following sections include more detailed auditing
proce dures. 

1. Un der stand the pri mary ob jec tives of the au dit, which is to de ter mine whether the An nual Au dit and
Fi nan cial Re port, Com mon wealth of Penn syl va nia De part ment of Com mu nity and Eco nomic
De vel op ment  Form DCED-CLGS-30, is fairly stated, and to de ter mine whether the mu nic i pal ity has 
com plied with ap pli ca ble laws and reg u la tions.

2. Un der stand the ba sic op er a tions of the mu nic i pal ity such as: ser vices pro vided, num ber and type of
em ploy ees, the ac count ing sys tem, the num ber and type of funds and the form of gov ern ment, and
make an as sess ment of the man age ment’s ca pa bil i ties.

3. Con sider the need for and ad e quacy of in ter nal con trols and the pos si ble ef fect of them on the
con duct of the au dit.

4. Re view prior years’ fi nan cial state ments, re port and work ing pa pers; re view min utes, ma jor
con tracts; dis cuss au dit pro ce dures and their tim ing with ap pro pri ate mu nic i pal per son nel.

5. Per form a de tailed re view, test and eval u a tion of in ter nal con trol if the au di tor in tends to rely upon
in ter nal con trol.

6. Per form sub stan tive tests of ac count ing re cords.  The au di tor may per form sub stan tive test ing one
fund at a time, or may au dit by ac count type (for in stance, cash ac counts for all funds or ac counts
re ceiv able for all funds).
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The following sections describe a reason ably detailed audit program for each fund commonly in use by
boroughs and townships. The depth to which auditors actually check records may vary depending upon the
amount of records involved and the complexity of the finan cial system.

Evaluation of Existing Internal Control Procedures

Although elected Pennsyl vania munic ipal auditors have no legal respon si bility for guaran teeing the adequacy
of internal control proce dures or for recom mending improve ments where adequate controls do not exist, a
discus sion of the evalu a tion of internal control proce dures is presented for the benefit of those who wish to do
more than merely examine and settle the accounts of the munic i pality.

What Is Internal Control?

Gener ally, internal controls involve the way the people and their work are organized, and the methods and
proce dures they use to safeguard assets and other resources and to ensure that those assets and resources are
used as effec tively as possible as directed by the governing body and manage ment.

Several broad objec tives for internal control are included in the defini tion, including the activ i ties neces sary to
assure that:

· As sets and re sources of the mu nic i pal ity are used in ac cor dance with au tho ri za tions which may stem from
ap pli ca ble laws, reg u la tions, or ac tions of the gov ern ing body;

· Trans ac tions are ex e cuted In ac cor dance with au tho ri za tions by the gov ern ing body and with man age ment
di rec tives, and are ex e cuted as ef fi ciently and ef fec tively as pos si ble;

· All trans ac tions are prop erly re corded to per mit prep a ra tion of re li able re ports, and to main tain 
ac count abil ity over as sets;

· Timely and ac cu rate re ports of the mu nic i pal ity’s ac tiv i ties are pro vided to its gov ern ing body,  tax pay ers and
other agen cies which re quire them.

The purpose of the independent auditor’s evalu a tion of internal accounting controls is to deter mine their
reliability and extent to which auditing proce dures are to be applied. The independent auditor is not obligated
by GAAS to review, test, and evaluate internal accounting controls if the auditor does not intend to rely upon
them. Note that the standards for audit of the U.S. General Accounting Office do require that internal control be 
examined, but that the exami na tions discussed here need not be made in accor dance with either U.S. GAO, nor
by elected auditors in accor dance with GAAS.

Characteristics of a Satisfactory System of Internal Control

· Seg re ga tion of Func tions:  the con trol sys tem should min i mize in com pat i ble func tions. In com pat i ble
func tions are those that place any per son in a po si tion to both per pe trate and con ceal er rors or ir reg u lar i ties in the 
nor mal course of his du ties.

· Per son nel: should be ad e quately trained and su per vised.

· Ex e cu tion of Trans ac tions:  the sys tem should pro vide rea son able as sur ance that trans ac tions are ex e cuted as
au tho rized; this re quires in de pend ent ev i dence that trans ac tions are ex e cuted as au tho rized, and that
au tho ri za tions are is sued by per sons act ing within the scope of their au thor ity.

· Re cord ing of Trans ac tions: re quires that trans ac tions be re corded at the amounts and in the ac count ing pe ri ods
in which they were ex e cuted and clas si fied in the ap pro pri ate ac counts.

· Ac cess to As sets:  should be lim ited to au tho rized per son nel.

· Con fir ma tion of Re corded Bal ances: pe ri od i cally re corded bal ances of as sets should be con firmed by
some one other than the per son re spon si ble for re cord ing and re port ing of the bal ances.
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· Man age ment Re spon si bil ity:  Man age ment should be aware that the es tab lish ment of a sys tem of in ter nal
con trol is an im por tant re spon si bil ity of man age ment.

· Rea son able As sur ance:  In ter nal ac count ing con trol pro vides rea son able, but not ab so lute, as sur ance that its
ob jec tives will be ac com plished. In her ent in the con cept is that the cost of  in ter nal con trol will not ex ceed the
ben e fits de rived.

Following are common and impor tant internal control techniques including appli ca tion of control proce dures to 
cash  receipts, cash disburse ments, securi ties, materials and supplies, plant and equip ment.  An internal control
question naire is included in Appendix B.

Internal Control of Cash

Custody

1. Bank ac counts should be prop erly au tho rized.

2. Sep a rate bank ac counts should be main tained for each fund or, if not, there should be ad e quate fund
con trol over pooled cash.

3. There should be fi del ity in sur ance cov er ing those in volved with cash.

4. Gen eral led ger con trol should ex ist over all bank ac counts.

5. Re spon si bil ity for pre par ing and ap prov ing bank ac count rec on cil i a tions should be seg re gated from
other cash re ceipt and dis burse ment func tions.

Cash Receipts

1. Re spon si bil i ties for the col lec tion and de posit prep a ra tion func tions should be sep a rated from the
re cord ing of cash re ceipts.

2. Re spon si bil i ties for cash re ceipts func tions should be sep a rated from cash dis burse ments.

3. Re ceipts should be de pos ited on a timely ba sis (pref er a bly daily).

4. Re ceipts should be de pos ited in tact.  Re ceipts should not be used to make change or for petty cash.

5. In com ing mail should be opened by some one other than the book keeper, who lists checks re ceived.

6. Re stric tive en dorse ments should be placed on each in com ing check upon re ceipt.

7. Re ceipts in per son should be con trolled by cash reg is ter, prenumbered re ceipts or sim i lar means.

8. Daily re ported re ceipts should be com pared to bank state ments on a test ba sis to ver ify time li ness of
de pos its.

Cash Disburse ments

1. To the ex tent pos si ble, the re spon si bil i ties for dis burse ment prep a ra tion, ap proval, re cord ing and
pur chas ing func tions should be sep a rated.

2. Prenumbered checks should be used.

3. Un used checks should be ad e quately con trolled.

4. Check sign ing ma chines and sig na ture plates should be con trolled with lim its on amounts which can
be paid us ing fac sim ile sig na tures, two sig na tures re quired on checks over cer tain amount, sig na ture
plates un der cus tody of signer when not in use.

5. Voided and spoiled checks should be re tained for ex am i na tion.

6. Checks should not be made to cash or bearer.

7. In voices and sup port ing doc u ments should be fur nished to check sign ers prior to sign ing. They
should also be cancelled to pre vent  re use.
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Petty Cash Disburse ments

1. Use the so-called imprest sys tem.  The fund is set up for a def i nite fixed amount, for ex am ple,
$50.00.  By draw ing checks pe ri od i cally on the reg u lar bank ac count in the amount of funds
ex pended, the fund re mains at $50 un less it is de sired to in crease or de crease the size of the fund.

2. Place the fund in the hands of a sin gle cus to dian who is not in volved in han dling cash re ceipts or in
keep ing the books of ac count.

3. Ex pen di tures from the fund must be sup ported by vouch ers or re ceipts writ ten in ink.  Each voucher
should be la beled with the ex pen di ture ac count for which the ex pen di ture was made.  For ex am ple, a 
post age re ceipt might be la beled “400.325 Gen eral gov’t post age.”

4.   The vouch ers should be ap proved by a re spon si ble employee.

5. When the fund needs to be re im bursed, a check is drawn to the or der of the cus to dian for an amount
to bring the fund up to the es tab lished amount of $50.00.  For ex am ple, sup pose the vouch ers
cov er ing ex pen di tures made from the fund to tal $42.85.  The check is drawn for $42.85 which,
added to $7.15 re main ing un spent, will bring the fund up to $50.00.  The check is charged to the
ex pen di ture ac counts shown on the vouch ers, in the re spec tive amounts.

6. The vouch ers sup port ing the re im burse ment check should be cancelled in or der to pre vent their use a 
sec ond time.

7. It is con sid ered a bad prac tice to cash a check from this fund for the ac com mo da tion of an employee
or of fi cial.  It is also un de sir able to make ad vances to an employee or of fi cial on his I.O.U.

8. Sur prise counts by man age ment of the petty cash, and au dits of petty cash vouch ers are
rec om mended.

Internal Control of Securi ties

1. Good in ter nal ac count ing con trols over in vest ments in clude to the ex tent pos si ble the seg re ga tion of:

a.      Purchasing and evaluating securities from the detailed accounting; 

b.      Custodial duties over security documents from accounting detail; 

c.      Monitoring market values and performance from investment acquisition decisions.

2. The lo cal gov ern ment unit should have pol i cies and pro ce dures de signed to en sure in vest ments are
the type re quired by law; the in vest ment port fo lio is checked pe ri od i cally by per sons not in volved in
in vest ment port fo lio man age ment ac tiv i ties; and there are for mally es tab lished lev els of ap proval
re quired for pur chas ing or sell ing in vest ments.

3. Lo cal gov ern ment units fre quently own U.S. gov ern ment or state gov ern ment bonds held as part of a 
sink ing fund, as a tem po rary in vest ment of con struc tion funds, or as col lat eral se cu rity for bank
de pos its.  These se cu ri ties are usu ally ne go tia ble and should be kept in a safety de posit box or held
for safe keep ing by a cor po rate trustee.

4. If the se cu ri ties are kept in a safety de posit box, bor ough coun cil, the board of com mis sion ers or
board of su per vi sors should re quire at least two per sons be pres ent when the box is opened. The
gov ern ing body should ap point two or more per sons who have au thor ity to open the box for clip ping 
in ter est cou pons and re mov ing or add ing to the se cu ri ties.

5. A sep a rate re cord should be kept show ing a de scrip tion of the se cu rity, the de nom i na tion, the
in ter est rate and the se rial num ber. For ex am ple, U.S. Trea sury Bond, 5 1/2%, 2004/12, $1,000 face
value, No. 171533.

6. Pur chases and sales should be au tho rized by the gov ern ing body.
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Internal Control of Materials and Supplies

If a borough or township keeps a substan tial supply of materials on hand to be used in connec tion with the
police, fire, street, health and sanita tion or other depart ments, the following proce dures are useful in exercising
control over such materials:

1. The ma te ri als should be kept in a suit able build ing, such as a ware house or ga rage, with a
store keeper in charge.

2.  All pur chases should be de liv ered to the store keeper who is re quired to keep per pet ual in ven tory
cards show ing quan tity, unit price and to tal cost of each item re ceived.

3. All with draw als for use on bor ough or town ship pro jects should be au tho rized by writ ten or ders or
req ui si tions signed by some re spon si ble of fi cial des ig nated to au tho rize such is sues from stock.  The
req ui si tions should show quan tity, unit price and to tal cost which must be posted on the per pet ual
in ven tory cards.

4. The ma te ri als in ven tory should be in sured for an ad e quate amount.

5. Pe ri odic phys i cal in ven to ries should be taken and com pared with the per pet ual in ven tory cards.  If
dif fer ences arise, the per pet ual in ven tory cards must be ad justed.

Internal Control of Property, Plant and Equipment

A borough or township often owns property and equip ment such as office equip ment, police cars, radio system, 
firefighting equip ment and trucks, road rollers, scrapers, bulldozers, street cleaning trucks and snowplows.  To
control such property the munic i pality should:

1. Main tain a sys tem of plant led ger sheets or other re cords for each item or class of prop erty to in clude 
(a) full de scrip tion of item show ing man u fac turer’s se rial num ber, (b) date ac quired, (c) cost and (d)
where kept.

2. Main tain a re cord of all in sur ance pol i cies cov er ing prop er ties and equip ment, and re view it
pe ri od i cally to as sure ad e quate in sur ance cov er age.

3. Re quire pe ri odic ap prais als by a dis in ter ested ap praisal com pany to de ter mine if there is ad e quate
in sur ance cov er age.

4. Cor rect plant led ger sheets when ever as sets are dis posed of by trade-in, sold as used equip ment, or
sold as junk or scrap.

5. En sure pro ceeds from the sale of scrap or junk are re corded as cash re ceipts.

6. Es tab lish a sys tem to safe guard small tools and re pair parts and ma te ri als.

Other Aspects of Internal Control

Other aspects of internal control are contained in the audit programs for various types of revenues,
expen di tures, payrolls, bond trans ac tions, bank loans and general proce dures.  May of the desir able elements of 
an internal control system will be absent in a very small office.  This is often not a weakness that can be
corrected, but one that the auditor should be aware of during the conduct of the audit.

General Fund:  Revenues, Receivables, Receipts, Assets

These sections on the general fund audit program will essen tially work for every fund type with certain
modifi ca tions. Subse quent sections will describe those fund types and any additional audit objec tives and
proce dures specific to them.
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Purpose of General Fund

The General Fund is estab lished to cover the following types of trans ac tions:

1. All gen eral sources of rev e nue ex cept sources ear marked by law or con trac tual agree ment for other
des ig nated funds.

2. Non-rev e nue re ceipts such as tem po rary loans,  re funds, sale of in vest ments, trans fers from other
funds and other re ceipts which do not in crease the net worth of the mu nic i pal ity.

3. Gov ern men tal ex pen di tures in curred to carry on such gov ern men tal func tions as gen eral
ad min is tra tion, pro tec tion to per sons and prop erty, health and san i ta tion and high ways or streets. 

4. Non-gov ern men tal dis burse ments such as re pay ment of in debt ed ness, re funds, pur chase of
in vest ments, or trans fers to other funds and other ex pen di tures which  do not de crease the net worth
of the mu nic i pal ity.

The General Fund is probably the fund most used by boroughs and townships, and will reflect the major
portion of recorded activ i ties and business trans ac tions.  The audit of this fund will require a large share of the
auditor’s time and effort.  The audit program for the General Fund will also provide a general pattern which
may be adapted to the audit of other funds.

Revenues, Receivables, Receipts Described

Following are sources of revenues in boroughs and townships:

1. Taxes-Cur rent Year

a.      Real estate 

b.      Occupation 

c.      Per capita 

d.      Realty transfer 

e.      Amusement 

f.       Earned income 

g.      Mercantile/business privilege 

h.      Mechanical devices 

i.       Miscellaneous Act 511 Taxes

2. Prior Year De lin quent Taxes Re ceived in Cur rent Year

a.      Real estate taxes (County Tax Claim Bureau)

b.      Occupation (tax collector-delinquent taxes)

c.      Per capita (tax collector-delinquent taxes)

d.      Other delinquent taxes

3. Li censes and Per mits

a.      Beverage 

b.      Building 

c.      Street 

d.      Business and mercantile 

e.      Health and plumbing 

f.      Other
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4. Fines, For feits and Costs

a.      Motor vehicle code violations

b.      Violations of ordinances or statutes

5. In ter est and Rents

a.      Interest on bank balances 

b.      Rent of buildings, property and equipment

6. In ter gov ern men tal Rev e nues

a.      From housing authorities in lieu of taxes 

b.      From federal and state governments 

c.      From county as aid for highways

7. Charges for Ser vices (De part men tal Earn ings)

a.      Police services 

b.      Parking meters

c.      Inspection services

d.      Sewer rents 

e.      Sewer installations 

f.      Street repairs and openings 

g.      Recreational facilities 

h.      Special services (market, cemetery, airport)

i.      Other departments or services

8. Spe cial as sess ments and liens (only where pro ject is fi nanced through the Gen eral Fund) 

9. Mis cel la neous Rev e nue (items not cov ered in above  clas si fi ca tion are mis cel la neous rev e nues).

Not every borough or township will have all of the revenue receipts.  However, each borough or township will
have a large number of the types of revenue so classi fied and the auditors will need to make a careful review of
such items.

Taxes

Col lec tions of real es tate taxes, per ca pita taxes and oc cu pa tion taxes usu ally are made by the elected tax col lec tor
and turned over to the bor ough or sec ond class town ship.  In first class town ships the elected trea surer serves as the
col lec tor. A re port is made by the col lec tor to the trea surer show ing in run ning ac count form the sta tus of the
du pli cate af ter each pay ment.  The fol low ing in for ma tion is shown for each tax han dled by the tax col lec tor:

 Amount

Date                                 
Un col lected bal ance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
Ad di tions to du pli cate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
Pen al ties added . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
To tal to be ac counted for . . . . . . . . . . . . . . . . . . . . . . . . . . . $

De duc tions
Dis counts al lowed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
Ex on er a tions claimed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
Re turns to county . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
Cash col lec tions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
To tal de duc tions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
Un col lected bal ance (re ceiv able) on (date)              . . . . . . $
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Section 10 of the Local Tax Collec tion Law (1945 P.L. 1050) provides that taxpayers who pay the full amount
of their tax within two months after the date of the tax notice are entitled to a discount of two percent of the
amount of the tax.  The law also provides that all taxpayers who fail to pay their tax within four months after
the date of the tax notice are subject to a penalty of up to 10 percent. Treat ment of discounts and penal ties by
the tax collector should be carefully reviewed by the auditors.

The council, board of commis sioners or board of super vi sors has authority to exonerate a tax collector from
collecting such taxes as are uncollectible because of mistakes, indigent persons, deaths or removals.  The tax
collector may initiate the claim for exoner a tions by submit ting to the council, board of commis sioners or board
of super vi sors a list showing name, amount of tax and reason why the tax cannot be collected.  The auditors
must verify approval of all exoner a tions before allowing the tax collector credit.  The taxing body has no
authority to initiate exoner a tions.

The real estate transfer tax applies when real property is sold or changes hands.  It is collected by the county
Recorder of Deeds at the time the deed transfer is recorded.  The recorder remits the moneys collected to the
borough or township treasurer together with a list of proper ties sold.  The law autho rizes the county to withhold 
two percent of the amount to cover expenses. The county receives no other compen sa tion for collecting the tax.

Other special taxes may be collected by the regular elected tax collector or by a special collector appointed for
the purpose. These taxes include the tax on admis sions to amuse ments, wage or earned income tax, mercan tile
and business privi lege tax and mechan ical devices tax. All depend upon the volun tary filing of returns and
payment of tax with the return. The enforce ment depends upon compiling lists of persons and business or
profes sional firms who should file a return and then making sure returns are filed by all on whom the tax is
levied, even though no tax is due in some cases.

If a balance occurs at the close of the year following the year of levy, there is probably an error or the collector
has not turned over all the money collected.  The proce dure for delin quent per capita and occupa tion taxes is
essen tially the same, except they are not turned over to the county for collec tion.

When the tax collector returns the list of delin quent real estate taxes to the county tax claim bureau, the bureau
becomes respon sible for collec tion. Returns of real estate taxes are due no later than January 15 of the year
following the year of levy.  From time to time, the tax claim bureau will send the munic i pality a check along
with a list of persons paying taxes.  The amount paid repre sents the original face value of the real estate tax
plus penalty and interest.  The munic i pality should maintain a file of returned taxes and check off the names of
payees as the money is received from the county.

Licenses and Permits

These rev e nues in clude:

1. Bev er age li censes 

2. Build ing per mits 

3. Street per mits 

4. Busi ness and mer can tile per mits or li censes

5. Plumb ing per mits 

6. Other per mits

The State Liquor Control Board pays munic i pal i ties a share of the liquor and beer license fees which have been 
collected from licensees in the munic i pality.  Payments are made by the state from the Liquor License Fund on
the first day of February and August of each year in accor dance with the provi sions of the Liquor Code (1951
P.L. 90, Section 801).  Of course, if a borough or township has voted to be a “dry” commu nity, no money from
this source will be received.  
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Items 2 to 6 are autho rized by local ordinances.   There should be carbon copies or stubs of the receipts given
to the persons taking out such permits, which the auditor should recon cile with the record of cash receipts.  The 
auditors must distin guish between a business or mercan tile permit or license and an Act 511 business privi lege
or mercan tile tax.  Act 511 business taxes may easily be confused with permit and license fees.  The distinc tion
will be found in the autho rizing ordinance or resolu tion.

Fines and Forfeits

Fines may be either:  (1) motor vehicle code viola tions or (2) viola tions of ordinances or statutes.  These fines
must be checked with monthly reports of fines turned over by the district justices.  The auditors must also
examine the dockets of these officials.  Carbon copies of prenumbered receipts issued to the officials for fines
turned over to the treasurer should be avail able for inspec tion by the auditors.

Under the provi sions of the Vehicle Code, fines and penal ties resulting from State Police enforce ment of the
Code are paid by the district magis trate to the Depart ment of Revenue and credited to the Motor License Fund.
One half of this revenue is then distrib uted to munic i pal i ties according to the same formula used to distribute
liquid fuels tax proceeds to munic i pal i ties.  This formula is based on the munic i pal ity's popula tion and road
mileage.  The distri bu tion of funds has no relation ship to the State Police arrests which gener ated the funds.
These funds cannot be audited as part of the local auditors’ exami na tion of district magis trates accounts.  The
funds are, however, audited by the Depart ment of Revenue.

One half of all fines and penal ties resulting from local police enforce ment of the Vehicle Code and all fines and 
penal ties resulting from local police enforce ment of parking are paid by the district magis trate to the
munic i pality under which the local police are organized.  These funds can be included as part of the local audit.

Interest and Rent

Interest on bank balances can be verified from the credits allowed by the bank and shown on savings account
passbooks or bank state ments, or cash or check received from the bank on a certif i cate of deposit.

The auditors should keep in mind the October 11, 1974, opinion by the Attorney General of Pennsyl vania that
funds may be combined for invest ment purposes so long as they meet certain proce dural require ments.  The
most impor tant of these is that a clear audit trail must be maintained to prevent money from any partic ular
account or fund from losing its identity perhaps resulting in it not actually being spent for the intended
purposes.

Interest earnings should be verified by computing the share of each fund of the total invest ment and checking
to insure that the same share of the total interest earning was returned to the proper fund.  The audit program
for interest income is included with the invest ment audit program.

If rent is received for use of space in a borough or township building, the rental agree ment under which such
space is rented should be examined by the auditors. For example, the water authority may have offices in the
munic ipal building and pay the borough or township rent for the use of such space.

Intergovernmental Revenue

The auditors should examine each of these items carefully to make sure the amount is properly recorded and
depos ited in the bank.  It is also impor tant to make sure that items in the General Fund belong there, and not in
a special fund.  For example, under the Highway Aid Fund Act, boroughs and townships receive grants from
the Motor License Fund which must be depos ited in a special fund known as the “Highway Aid Fund.”

Note that under gener ally accepted accounting princi ples (GAAP) for govern mental units, grants are to be
recorded as revenues when they have been earned; that is, expen di tures have been made for eligible project
purposes.  Prior to that, grants received should be shown as liabil i ties (advances) rather than revenues.
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Similarly, if the govern mental unit were to expend funds on eligible project purposes prior to receiving grants,
then the proper entry would be to charge (debit) a receiv able and credit the appro priate grant revenue account.
Note also that it is not neces sary to prepare the Annual Audit and Finan cial Report in accor dance with GAAP.

Charges for Services (Departmental Earnings)

Under this classi fi ca tion are grouped receipts for various services and use of facil i ties.  In the finan cial reports
used by boroughs and townships, the following earnings are listed:

1. Po lice ser vices 

2. Park ing me ters 

3. In spec tion ser vices 

4. Sewer rents

5. Sewer in stal la tions

6. Street re pairs and open ings 

7. Rec re ational fa cil i ties 

8. Wa ter charges

For most of these services the auditors should make sure there is a proper billing proce dure and a follow-up to
see the bills are paid, receipts are issued to all who make payments and a dupli cate or stub of such receipts is
kept on file for tracing into the cash receipts book and into the bank as deposits.

Special mention needs to be made of parking meter receipts, which usually involve a large amount of small
coins. The auditors should criti cally examine how this cash is handled from the time it is taken from the meter
until it is recorded in the cash receipts book and depos ited in the bank. Refer also to Section 2, "Evalu a tion of
Existing Internal Control Proce dure."

Sewer Rents and Installation Fees

The proper auditing proce dure for sewer rents and sewer instal la tion charges depends upon which of the
following situa tions exists in the borough or township under audit:

1. The op er a tion and main te nance of the san i tary sewer  sys tem may be fi nanced through the Gen eral
Fund.  Un der these cir cum stances the sewer rents and in stal la tion charges are prop erly clas si fied as
Gen eral Fund re ceipts.

2. The op er a tion and main te nance of the san i tary sewer sys tem may be fi nanced through a spe cial
util ity fund called the Sewer Fund.  In this sit u a tion, the sewer rents  and in stal la tion charges are
clas si fied as re ceipts of the Sewer Fund.

3. The op er a tion and main te nance of the san i tary sewer  sys tem may be fi nanced through a mu nic i pal
au thor ity called The Bor ough or Town ship Sewer Au thor ity.  Un der  this ar range ment the sewer
rents and in stal la tion charges will be re ceipts of the sewer au thor ity and need not be au dited by
elected au di tors.

4. There may be a sewer au thor ity, but the sewer sys tem could be leased back to the bor ough or
town ship.  The mu nic i pal ity then makes pe ri odic lease rental pay ments to the au thor ity which uses
this rev e nue to make its debt ser vice pay ments.  If the sewer rents are re ceived by the bor ough or
town ship trea surer, those re ceipts and cor re spond ing ex pen di tures must be au dited by the bor ough or 
town ship au di tors.  This au dit may be made  in  ad di tion to an au dit made by the au thor ity au di tor.
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Special Assessments

The term "special assess ment" is used where local improve ments such as paving, curbing or sewer mains, are
constructed on a partic ular street by petition of the owners living on the street and the cost of improve ment is
assessed against the abutting property owners, usually on a front-foot basis.

Only special assess ments and liens collected on projects financed through the General Fund will be reported
under the revenue receipts of a borough or first class township in its General Fund accounting.  The comments
made with respect to receipt forms and billing, in connec tion with depart mental earnings apply here as well.
The accounting for special assess ments and special assess ment bonds, is usually handled in a separate Special
Assess ment Fund which will be consid ered in a later section.

Non-revenue receipts

The sources of non-revenue receipts of a borough or township are listed in the annual finan cial report as
follows:

1. Bor rowed Funds

a.      Temporary loans 

b.      Sales of bonds

2. Other Non-rev e nue Re ceipts

a.      Sale of property, supplies and equipment 

b.      Refunds of expenditures 

c.      Transfers from other funds

Much of the proce dure described in this section with respect to the various revenue receipt items applies to
these non-revenue items, with the following additional comments.

Sale of Bonds

Instruc tions in the finan cial report indicate only proceeds of the sale of bonds paid directly into the General
Fund should be reported as non-revenue receipt of the General Fund. Bonds are gener ally issued for a specific
purpose and the proceeds usually go into a special fund to carry out the special purpose.

Sale of Property, Supplies and Equipment

Where real property, supplies or equip ment are sold, the auditors should:

1. De ter mine the sale has been au tho rized by the  bor ough coun cil, board of town ship com mis sion ers
or board of su per vi sors;

2. Ex am ine agree ments of sale, in voices or other doc u ments con cern ing the sale;

3. As cer tain the agreed price has ac tu ally been re ceived, re corded in the books and de pos ited in the
bank.

Refunds

Receipts classi fied as refunds include:

1. Re fund  of money  paid  out where  some er ror oc curred in the bill ing or some de fect was found in
the pur chased item;

2. Re fund of in sur ance pre mium be cause of can cel la tion of pol icy;

3. Re turn of money tem po rarily ad vanced to some gov ern men tal agency such as an au thor ity.
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These are gener ally not consid ered revenues but rather refunds of expen di ture except that refunds of prior years 
expen di tures are placed under Other Financing Sources.

Transfers from Other Funds

Trans fers of money from other funds should be autho rized by motion or resolu tion as required in the
appro priate munic ipal code and may include trans fers for the following purposes:

1. If the Gen eral Fund wishes to re ceive money from an other fund, a trans fer may be au tho rized.   It is
un wise, if not il le gal, to bor row from a Spe cial  As sess ment Fund or Sink ing Fund,  since those
funds are def i nitely ear marked to pay in ter est and re tire bonded debt.   To bor row from such funds
would de feat the pur pose of the fund and would  vi o late the trustee fea tures un der which the funds
op er ate.

2. If there is a sur plus in a util ity or other fund which is needed by the Gen eral Fund, a trans fer may be
made.

In auditing trans fers, the auditors should look for several items:

1. Are the funds, in fact, un en cum bered and oth er wise el i gi ble for trans fer?

2. Is the trans fer ap proved prior to the ac tual trans ac tion by ap pro pri ate sup port ing  doc u ments such as
re corded mo tions (in bor oughs) or adopted res o lu tions (in town ships of the sec ond class)?

3. Is the trans fer con sis tent with the ap proved bud get  or with later changes to the bud get?

Audit Program

Starting the Audit

1. Ob tain an un der stand ing of the in ter nal con trol sys tem of the gov ern men tal unit.

2.  Ob tain an un der stand ing of the  gov ern men tal unit’s or ga ni za tion and key per son nel.

3. Re quest the so lic i tor for the bor ough or town ship un der au dit to set forth in a let ter any le gal or other 
sit u a tions which may af fect the fi nan cial con di tion of the  bor ough or town ship. Ex am ples of such
mat ters are:  pend ing lit i ga tion and con tin gent li a bil ity. This let ter is to be sup plied at the close of
field work.

4. Se cure a let ter from bor ough coun cil, board of com mis sion ers or board of su per vi sors in di cat ing to
the best of their knowl edge and be lief the fi nan cial re cords re flect all  as sets, li a bil i ties, re ceipts  and
ex pen di tures for the year un der au dit.  Such a let ter does not re lieve the au di tors of  their
re spon si bil ity to make a care ful ex am i na tion, but it does place a bur den on the re spon si ble of fi cials
to see all fi nan cial  mat ters are dis closed in the re cords and re ports.

5. Read min utes of meet ings of the gov ern ing body.

6. Ex am ine the in sur ance pol i cies of the gov ern men tal en tity.

7. Ob tain or pre pare a trial bal ance for each fund.

a.        Determine whether the trial balance accounts are classified in a manner which is compatible
with the Report Form.

b.        If not compatible, the auditor will need to reclassify transactions during the course of the
examination to insert figures in the Annual Audit and Financial Report (DCED-CLGS-30).
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Audit of Cash

The objec tives of the audit of cash are to deter mine that:

1. Re ported cash bal ances are cor rect and be long to the gov ern men tal unit.

2. Cash bal ances pre sented on the bal ance sheet rep re sent all cash items.

3. Cash bal ances are prop erly clas si fied in the fi nan cial re ports.

Audit Procedures

1. Con firm bank bal ances as of the bal ance sheet date for all banks used dur ing the year. A stan dard
bank con fir ma tion form is found at the back of the book.

2. Ob tain cop ies of bank rec on cil i a tions for the fi nan cial state ment date.

a.      Compare reconciled balances to the balance sheet(s) and ledgers to verify agreement 

b.      Compare reconciled balances to bank confirmations.

c.      Test clerical accuracy of the reconciliation.

d.      Trace  deposits  in  transit and outstanding checks to the subsequent bank statement.

 3.  Ob tain or pre pare a sched ule of cash in sav ings ac counts or cer tif i cates of de posit.

a.       Trace balances to the general ledger.

b.       Confirm balances as of the balance sheet date (part of confirmation process).

c.       Examine passbooks and certificates of deposit, compare with confirmations; be alert for
unrecorded transactions occurring on or before the balance sheet date, but not recorded in the
accounting records.

d.      Recompute interest earned and trace to related income accounts  (Account #341).

4.  Pre pare a sched ule of trans fers be tween bank ac counts; in clude the fol low ing in for ma tion:

a.  Name of disbursing and receiving bank accounts and numbers.

b.  Amounts. 

c.  Date disbursed per books and per bank statement.

d.  Date deposited per books and per bank statement.

Review the schedule to deter mine agree ment of dates and amounts on the disburse ment and deposit sides;
inves ti gate uncom pleted trans ac tions and deter mine whether time lags appear reason able.

Petty Cash

1. Iden tify all petty cash funds, lo ca tions, cus to di ans and pur pose.

2. Count undeposited cash in the pres ence of the cus to dian:

a.      List coin and currency by denomination.

b.      List other items, stamps, checks, vouchers; examine date, payee, amount, authorization,
account, documentation supporting vouchers. 

c.      Trace the fund balance to the balance per the general ledger. 

d.      List unusual items, such as postdated checks or vouchers prepared in  pencil to discuss with
appropriate personnel.

e.      Have the custodian sign a receipt at the conclusion of the count certifying  return of the funds.
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Audit of Investments

The objec tives of the audit of invest ments are to deter mine that:

1. The mu nic i pal ity owns the in vest ments at the bal ance sheet date and has phys i cal ev i dence of this.

2. Re lated in come is prop erly re corded and re ceived.

3. Re stric tions, pledges or liens on any of the in vest ments  are iden ti fied and dis closed.

4. In vest ments and re lated in come are fairly pre sented in the fi nan cial state ments.

Audit Procedures:

1.  Ob tain or pre pare an anal y sis of in vest ments, show ing.

a.      A description of securities held at the beginning of the period including values, maturity dates,
interest rates.

b.      Additions to investments made during the year.

c.      Sales and dispositions made during the year including sale price,cost,and gain or loss. 

d.      Investments held at the end of the year. 

e.      Investment income earned during the year.

2. Trace end ing bal ances to ac count ing re cords and be gin ning bal ances to prior year au dit re port.

3. In spect se cu ri ties on hand  (in pres ence of the mu nic i pal cus to dian) and ver ify agree ment with
ac count ing re cords.

a.      Note ownership by municipality.

b.      Obtain a signed receipt from the custodian that the securities were returned by the auditor in
good order.

4. Con firm in vest ments held by in de pend ent cus to di ans and con sider in spect ing them.

5. De ter mine whether ap proval for pur chases and sales are con tained in the min utes of the
mu nic i pal ity.

6.  Trace pur chases and sales to cash books and sup port ing doc u men ta tion.

Revenues, Receivables, Interfund Transfers

The objec tives of the audit are to obtain assur ances that:

1. Rev e nue ac counts in clude all trans ac tions re lated to the pe riod.

2. Any re lated re ceiv ables are valid, fairly stated and the gov ern men tal unit has the le gal right to col lect 
them.

Audit Procedures - Property Taxes:

1. Trace monthly re ports of money re ceived, pre pared by the tax col lec tor for the trea surer, to the cash
re ceipts jour nal.

2. Rec on cile the end ing un col lected bal ance with the be gin ning bal ance, ac count ing for col lec tions,
ad di tions, dis counts or pen al ties of the re port pe riod.

3. Com pare cur rent year's as sessed value with the prior year, ob tain ex pla na tions of sig nif i cant
dif fer ences.

4. Re view the com pu ta tion of to tal as sessed value for prop erty for math e mat i cal ac cu racy.

5. Re cal cu late the tax levy (as sessed value mul ti plied by tax rate).
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6. Re view de lin quent taxes to as cer tain whether the pen alty has been ap plied where ap pli ca ble.

7. Re view dis counts to de ter mine whether jus ti fi able.

8. Ver ify ap proval for ex on er a tions from the gov ern ing body of the gov ern men tal agency.

Audit Procedures - Other Taxes and Income

1. Com pare cur rent year rev e nues with cur rent bud get and prior year ac tual.

2. Re view the rea son able ness of any lev ies and test math e mat i cal ac cu racy.

3. Trace other types of re ceipts (beer and li quor li cense fees, build ing per mits) from the source
doc u ment into the cash re ceipts jour nal and bank de posit.

4. Ac count for the se quen tial num ber ing of preprinted forms used for per mits and li censes.

5. Ex am ine rental agree ments for prop erty rented by the gov ern men tal unit to other en ti ties.

6. An a lyze end ing ac count ing re ceiv ables and con sider con firm ing.

Audit Procedures - Grants and Similar Revenues From Other Governments and
Quasi-Government Entities

1. Ex am ine doc u men ta tion trans mit ting grants to ver ify au then tic ity, proper amounts, funds and
ac counts, as well as pos si ble re stric tions on use which could af fect ac count ing.

2. Trace cash grants through the re ceipts jour nal and val i dated bank state ment.

3. Trace non-cash grants into the ac count ing re cords.

4. An a lyze end ing ac counts re ceiv able and con sider con firm ing.

The General Fund:  Expenditures and Related Liabilities

Audit of Governmental Expenditures

The expen di tures incurred in carrying on the major govern mental functions and activ i ties of a borough or
township are divided into the following classi fi ca tions in the annual finan cial report.

General Govern ment 

1.      Ad min is tra tion 

2.      Tax col lec tion 

3.      Mu nic i pal build ings

Protec tion to Persons and Property 

1.      Po lice pro tec tion 

2.      Fire pro tec tion 

3.      Build ing reg u la tion, plan ning and zon ing

Health and Sanita tion 

1.      Board of health 

2.      San i tary sew ers 

3.      Sew age dis posal 

4.      Pub lic com fort sta tions 

5.      Solid waste col lec tion and dis posal 
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Highways

1.      Streets and bridges 

2.      Street light ing

Culture-Recre ation

1.      Parks and play grounds 

2.      Shade trees 

3.      Li brar ies 

4.      Se nior cen ters

Special Services 

1.      Mar ket 

2.      Cem e tery 

3.      Air port

Miscel la neous 

1.      In sur ance (if not dis trib uted to func tions cited above)

2.      Pen sions 

3.      Other mis cel la neous items not clas si fied else where

Debt Service 

1.       In ter est on bonds 

2.       In ter est on tem po rary loans 

3.       Debt prin ci pal

Comments on Governmental Expenditures

Expen di tures is the term used in govern mental accounting to describe trans ac tions which either decrease
finan cial resources or increase current liabil i ties.  Expen di tures include some, but not neces sarily all, cash
disburse ments. Disburse ments for operating the local govern ment, acquiring capital assets or for debt service
are consid ered to be expen di tures; however, disburse ments to acquire securi ties for invest ment purposes would
not be consid ered an expen di ture under most circum stances. Also, under an accrual or modified accrual basis of 
accounting, expen di tures will often be recorded in the accounting records prior to a cash disburse ment being
made.

The above outline is condensed and atten tion is called to additional classi fi ca tions of expen di tures that exist
under each govern mental function. The classi fi ca tions include:

1. Classi fi ca tion by character and object — example:

Current Expense 

a.      Salaries and wages for personal services 

b.      Contractual services 

c.      Materials and supplies

d.      Other charges 

Capital Outlay 

             Fixed assets (land, struc tures, equip ment)
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2. Classi fi ca tion by activity — example: 

Highways 

a.      Snow removal 

b.      Cleaning streets and gutters 

c.      Street lighting 

d.      Street signs and markings

The report form filed by auditors is the same for boroughs and townships. It is designed to follow the Chart of
Accounts for Pennsyl vania Munic i pal i ties, which provides a uniform numbering system. The numbering
system in the Chart of Accounts is adapt able for use with either single or double entry accounting and may be
expanded for those munic i pal i ties with more complex needs. The Chart of Accounts is designed for a program
budget system. This is a combi na tion of the features of line item budgets and perfor mance budgets. Line item
budgets specify the amounts to  be spent for each category of purchases regard less of the ultimate use of the
purchase (For example, a total amount for gasoline without speci fying the amounts needed for admin is tra tive
vehicles, police vehicles or road mainte nance vehicles). Perfor mance budgets, on the other hand, budget money 
according to the desired result, such as X number of hours of police coverage at a partic ular cost per hour.

The program budget combines these features by desig nating specific line items in each of several program
catego ries.  The actual use of the Chart of Accounts and the design of the budget may vary somewhat from one
munic i pality to another.  The impor tant feature for the auditors to consider is the integ rity of the system within
the munic i pality and the ability to convert the audited trans ac tions onto the system used in the standard ized
audit form.

Following is a descrip tion of proce dures governing the expen di ture of munic ipal funds:

1. All ex pen di tures must be ap proved by the gov ern ing body at a pub lic meet ing.  The sec re tary may be 
au tho rized in ad vance by res o lu tion to pay cer tain re cur ring ob li ga tions (such as pay roll or util ity
bills) when re ceived.

2. Ref er ence to bills ap proved in min utes of meet ing - The bill list (if used) should in clude: date of bill, 
amount, name of payee and brief de scrip tion of what was pur chased, if not self-ex plan a tory.  Use of
a bill list can im prove the ef fi ciency of a meet ing.

3. Or der to trea surer signed by two su per vi sors in town ship of sec ond class or pres i dent and sec re tary if 
bor ough or town ship of first class.

4. Trea surer signs check for pay ment of bill only if suf fi cient mon ies are avail able.

Tax Collector’s Bond

The bonding of tax collec tors is governed by Section 4 of The Local Tax Collec tion Law.  In third class cities
and first class townships, the elected treasurer serves as tax collector, but, in boroughs and second class
townships the tax collector is an elected official.  In both cases, the treasurer or tax collector is charged with
collecting taxes for all local taxing units (the munic i pality, the school district, and in most cases the county).
One surety bond must be issued covering all taxes for which the treasurer or tax collector is respon sible.  The
amount of the bond is fixed by the court of common pleas and may not exceed the estimated amount of the
dupli cates to be deliv ered to the collector in one year.  In some counties the practice is to fix the bond at
approx i mately one third of the tax dupli cate.  The cost or premium for the bond is prorated among the taxing
districts within the juris dic tion of the tax collector or treasurer involved. Verifi ca tion of bonds must be made at
the county clerk’s office and with the insur ance agency writing the bond.
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Audit Procedures - Expenditures and Related Liabilities

The objec tive of the audit is to obtain evidence that expen di tures incurred during the period have been
identi fied and properly supported, recorded and classi fied in the correct amounts, funds, accounts and
accounting periods.

Audit Procedures

1. Ver ify cash dis burse ments

a.      Compare paid checks, cash disbursements journals and invoices or other supporting documents 
to ascertain agreement of amounts, proper approvals, adequate cancellations and correct fund
and account classifications.

2. De ter mine whether the gov ern men tal unit com plied with ap pli ca ble laws for award ing con tracts for
those tested ex pen di tures re quir ing such com pli ance.

a.      Review bids, contracts, insurance coverage required of contractors and progress payments. 

b.      Determine whether the expenditures are financed through the General or some other fund such
as Bond Fund or Special Assessment Fund.           

Auditors should review the appli cable code provi sions regarding bidding and contracting require ments:

Sec tions 1401-1411 of The Bor ough Code; 

Sec tions 1801-1811 of The First Class Town ship Code;

Sec tions 3101-3109 of The Sec ond Class Town ship Code.

3. An a lyze ac crued li a bil i ties at year end.

a. Obtain a trial balance of accounts payable and/or vouchers payable. 

b. Examine supporting documentation noting receipt of goods or services within the fiscal year. 

c. Verify payment in subsequent period.

Audit Procedures - Interfund Transfers

1. De ter mine that interfund trans ac tions are prop erly ap proved by ex am in ing min utes and other
sup port ing doc u men ta tion. 

2. As cer tain that trans fers are prop erly ac counted for as to amount, ac count, fund.

Audit Procedures - Payroll

1. Com pare cancelled checks with pay rolls.

2. Check the math e mat i cal ac cu racy of pay rolls.

3. If a sep a rate bank ac count is used for pay roll dis burse ments, com pare to tal pay roll with amount
de pos ited in a pay roll ac count and with the Gen eral Fund dis burs ing check.

4. Com pare in di vid ual earn ings re cords with (a) au tho ri za tion of em ploy ment and (b) rate of pay.

5. Test changes in rates, em ploy ment and dis missal of per son nel by ref er ence to ap proval by coun cil,
com mis sion ers or su per vi sors.

6. Test ba sis for pay ments to sup port ing re cords such as time cards, tem po rary em ployee re cords,
ab sence re cords.

7. Com pare sal ary lists with W-4 with hold ing ex emp tion slips on file. 

8. Re view pay roll tax re turns for reg u lar ity.

9. De ter mine pay ments, if any, made to pen sion funds, hos pi tal in sur ance agency or other agen cies for
which pay roll de duc tions have been made.
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Special Revenue Funds

Purpose of Special Revenue Funds

Special revenue funds are similar to the General Fund, except that the special revenue source and the records
for its funds have been estab lished for one specific purpose.  In these cases, it is partic u larly impor tant for the
auditors to ensure revenues received for a partic ular purpose are actually spent for that desig nated purpose.
Examples of special revenue funds include street light and hydrant assess ments.  These are often used in
munic i pal i ties where only a portion of the township is serviced by street lights or fire hydrants.

These special assess ments are levied on a front-foot basis, and must be distin guished from any millage levy in
the report.  Such assess ments are more frequently found in townships with clusters of devel op ment requiring
certain special services not needed in more sparsely settled portions of the township.  The residents of the
second area should not be expected to finance improve ments intended only for other areas.

Audit Program - Special Revenue Funds

A program similar to the program for the General Fund should be followed consisting of:

1. Au dit of cash. 

2. Au dit of rev e nue re ceipts. 

3. Au dit of gov ern men tal ex pen di tures.

Refer to Sections 3 and 4 for specific proce dures regarding the auditing of these catego ries.

Utility Funds

Purpose of Utility Funds

This term is used when a bor ough or town ship owns and op er ates a wa ter works, elec tric plant or san i tary sew ers and
sew age dis posal plant.  Un der such sit u a tions, the gov ern men tal unit will col lect fees or ser vice charges for use of
wa ter, elec tric ity and san i tary sew ers.  The pur pose of such a fund is to ac count for the rev e nue re ceipts, non-rev e nue
re ceipts, op er at ing ex pen di tures, cap i tal out lay, nongovernmental ex pen di tures, and trans fers to other funds.  The
dif fer ent pos si ble meth ods of han dling the util i ties in the var i ous lo cal gov ern men tal units are dis cussed be low.

1. A bor ough or town ship might pur chase a pri vate wa ter com pany or es tab lish its own wa ter works.
This is usu ally done by is su ing bonds to ac quire or es tab lish the mu nic i pal wa ter works.  The Wa ter
Fund un der dis cus sion is used to re flect the op er a tions of the wa ter works and its fi nanc ing.  Since it
is im por tant that the wa ter sys tem be main tained on a self-sup port ing ba sis, its trans ac tions must be
sep a rately re corded and re ported in the Wa ter Fund.  It is not sound ac count ing or good
ad min is tra tive prac tice to per mit any of the wa ter de part ment trans ac tions to be re flected in the
Gen eral Fund.

2. A mu nic i pal ity may cre ate a mu nic i pal au thor ity to ac quire or es tab lish and op er ate a wa ter sys tem.
In this event, the wa ter au thor ity be comes an in de pend ent po lit i cal sub di vi sion or ga nized to pro vide
wa ter ser vices to the com mu nity.  Such an au thor ity is not un der the su per vi sion or con trol of the
bor ough or town ship gov ern ment.  The au dit of the au thor ity is not the job of the mu nic i pal au di tors.

3. A bor ough or town ship may con struct and op er ate a san i tary sewer sys tem and sew age dis posal plant 
as a part of its Gen eral Fund op er a tions.  In such a case, the fi nanc ing is done by tax a tion and other
rev e nues of the Gen eral Fund and no spe cial charge is made to the us ers of the ser vice.  The elected
au di tors will ex am ine the trans ac tions per tain ing to the san i tary sewer sys tem and sew age dis posal
op er a tions as a part of the au dit of the Gen eral Fund.
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4. The san i tary sewer sys tem and sew age dis posal plant may operate as a pub lic util ity fi nanced largely 
by sewer rents col lected from the us ers of the ser vice.  In this event, the Sewer Fund re flects the
trans ac tions per tain ing to san i tary sew ers and sew age dis posal.  The sewer sys tem is thus main tained 
on a self-sup port ing ba sis un der a Sewer Fund in de pend ent of gen eral tax money.

5. The sewer sys tem may operate as a mu nic i pal au thor ity.  In this case, the sewer au thor ity, like the
wa ter au thor ity, be comes an in de pend ent po lit i cal sub di vi sion or ga nized to pro vide the com mu nity
with sewer ser vice, and the au dit of mu nic i pal au thor i ties is out side the ju ris dic tion of mu nic i pal
au di tors.

6. A bor ough or town ship may cre ate a mu nic i pal au thor ity to fi nance the con struc tion of util ity
fa cil i ties, but the au thor ity then leases the fa cil i ties to the bor ough or town ship for op er a tion. In
cases where fa cil i ties owned by an au thor ity are be ing op er ated by a bor ough or town ship on a
leaseback, the elected mu nic i pal au di tors must au dit the Util ity Funds since it is their re spon si bil ity
to au dit all funds that are han dled by bor ough or town ship of fi cers or em ploy ees.

The leaseback agree ment may provide for an audit of the Utility Fund by a certi fied public accoun tant.  Such
an agree ment does not relieve the elected auditors of their respon si bility.  If such an agree ment exists, then the
Utility Fund is audited twice.

The accounts of a munic ipal authority must be audited by a certi fied public accoun tant, but a leaseback
agree ment providing for such an audit of any borough or township Utility Fund is purely a discre tionary matter
with the munic ipal governing body.

All borough or township funds must be kept on the basis of a single fiscal year.  A borough or township may
not have one fiscal year for one fund and a different fiscal year for another fund.  If the fiscal year of the
authority does not coincide with the fiscal year of the borough or township, this may present a problem where
there is a leaseback agree ment.  Never the less, the borough or township Utility Fund must be kept on the same
fiscal year basis as the other borough or township funds.  These are gener ally propri etary type funds.

Varia tions on and combi na tions of the possible organi za tional struc tures mentioned above may exist, but they
should not affect the basic auditing proce dures.

The classi fi ca tion of Water Fund receipts and disburse ments is outlined below:

Revenue Receipts

1.      Wa ter sales 

a.      Metered sales—industrial and commercial 

b.      Metered sales—residential 

c.      Metered sales—other

d.      Unmetered sales 

2.      Other rev e nue re ceipts, such as ser vice on cus tom ers’ in stal la tions, mer chan dis ing and in ter est

Non-revenue Receipts

1.     Bor rowed mon eys

2.     Other non-rev e nue re ceipts

3.     Trans fers from other funds

Govern mental Expen di tures

1. Op er a tion and main te nance 

a. Water collection 

b. Purification 
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c. Pumping 

d. Distribution 

e. General expenses 

2. Cap i tal out lay 

3.  In ter est

Other Disburse ments

1. Pay ments to mu nic i pal au thor ity

2. Prin ci pal paid on in debt ed ness 

3. Re funds

4. Trans fers to other funds

The classi fi ca tions of items of receipts and expen di tures for the Electric Fund and Sewer Fund differ somewhat
as to opera tion and mainte nance, but in general they follow the same pattern as the Water Fund classi fi ca tion. 

Audit Program - Utility Funds

1. Re fer to au dit pro grams con tained in Sections 3 and 4 as ap pli ca ble.

2. Ad di tional ac counts re ceiv able pro ce dures:

a.      Examine billing procedure for efficiency and accuracy. 

b.      Construct a summary for the year. Total receivables at the beginning of the year plus the total
billed for the year for water services, less cash collections on account, plus adjustments,
corrections or write-offs should give the total accounts receivable outstanding and uncollected 
at the close of  the year.

c.      Obtain a list of uncollected accounts at close of year and compare the total of the list with the
result obtained in (b) above. The two amounts should agree. If there is a difference,
investigate further to find the cause. 

d.      Compare the total cash collections credited to the customers’ accounts with the total cash
reported as water sales. 

e.      If deemed necessary, the amounts outstanding should be confirmed by sending a statement to
each customer owing money at the close of the year with a request that the customer report
directly to the auditors as to the correctness of the account.

Special Assessment Funds

Purpose of Special Assessment Funds

This type of fund is estab lished for the financing of local improve ment projects such as curbing, street paving,
street widening and construc tion of sewer mains.  Special assess ment funds are no longer appro priate under
gener ally accepted accounting princi ples but are still found in many Pennsyl vania munic i pal i ties.  The projects
are usually financed by levying special assess ments against the abutting property owners whose property is
improved by the project.

The accounting for such projects is rather compli cated and should provide for recording the following:

1. Pe ti tion to bor ough coun cil, town ship com mis sion ers or su per vi sors signed by prop erty own ers
abut ting on the street where the im prove ment pro ject is sought;

2. Tem po rary fi nanc ing of con struc tion costs pend ing sale of bonds;

3. En gi neer’s de ter mi na tion of cost of en tire pro ject and the assessable cost per front-foot;
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4. Bill ing of prop erty own ers for each owner’s share of cost.  The to tal of such charges will equal the
spe cial as sess ments ac counts re ceiv able for the pro ject un der re view;

5. Bill ing prop erty own ers for re cord ing liens against their prop er ties in the of fice of the prothonotary
at the county court house;

6. Pro vi sion must be made for pe ri od i cally bill ing the in ter est due on the un paid bal ance of the spe cial
as sess ments, which is usu ally pay able over a pe riod of five to ten years;

7. The dis burse ments of the pro ceeds from the sale of bonds in for the pro ject should gen er ally be made 
from the fund where such pro ceeds were de pos ited.  Such bond pro ceeds must be used solely to pay
for the costs in curred in con struc tion of the pro ject be ing fi nanced.  

Since all bond issues used to finance special assess ment projects since 1941 have been, and under existing law
must be, general obliga tions of the munic i pality, pledging the full faith and credit of the munic i pality as well as 
project revenues, it is perhaps most common to record all trans ac tions involving a special assess ment project in
a Special Assess ment Fund.  However, there may be no legal objec tion to accounting for such projects in a
Utility Fund (if the nature of the project involves a utility service) or General Obliga tion Bond Fund.  The
auditors should simply make sure a complete and logical proce dure is followed.

1. The mu nic i pal ity may have a share in the con struc tion cost which it must fi nance from the 
Gen eral Fund.

2. Pay ments of in ter est and prin ci pal on bonds sold to fi nance spe cial as sess ment pro jects may be   
han dled in ac cor dance with ei ther of the fol low ing plans:

a. Interest and principal payments may be paid directly from the Special Assessment Fund; or

b. Interest and principal allotments may be first transferred to a Sinking Fund and then payments     
made to the bond holders from the Sinking Fund established for each bond issue.

The partic ular plan to follow will depend upon the terms of the bond inden ture.

Comments

The above accounting proce dure relates to one project.  However, a partic ular munic i pality may have a large
number of projects spread over a several year period.  The auditors should keep in mind the stated principle of
creating as few new funds as possible.  A number of different projects to be started in a single year may be
combined under a single bond issue if that is the method of financing.  Further more, if bond issues are made on 
a too frequent basis, the munic i pality may be on the way to overex tending its capability to finance them along
with other recur ring expen di tures.  Proce dures in the Local Govern ment Unit Debt Act as well as manage ment
practices discussed in such other Depart ment of Commu nity and Economic Devel op ment publi ca tions such as
the Fiscal Manage ment Handbook will be helpful in preventing problems.

Audit Program - Special Assessments

1. Fol low au dit pro ce dures as ap pli ca ble from pre vi ous Sections

2. In con nec tion with ac counts re ceiv able bal ances, pre par ing the fol low ing sched ule for each pro ject 
is sug gested 

List of ac count bal ances at

be gin ning of fis cal year . . . . . . . . . $

Add:Charges for year . . . . . . . . . . . $

Total . . . . . . . . . . . . . . . . . . . . . . . . $

De duct: Cash col lec tions . . . . . . . . $

Ad just ments . . . . . . . . . . . . . . . . . . $

List of account bal ances at tend

of fis cal year (should agree with bank

bal ance for ac counts re ceiv able) . . $
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3. Ex am ine the cer tif i cates from the prothonotary’s of fice to prove liens have been filed and are 
still valid.

4. Re quest prop erty own ers to send a state ment di rectly to the au di tors in di cat ing whether or not their
ac count is cor rect.

Debt and Debt Service Accounts

Govern ments may, with proper approvals, make short- and long-term borrowings. Short-term borrowings could 
be in the form of tax revenue antic i pa tion notes which are collat er al ized by the collec tion or receipt of taxes,
sales of bonds and grants.  Short-term borrowings are gener ally accounted for within the fund receiving them.

Long-term debt is gener ally used to finance construc tion or other major projects. It includes general obliga tion
bonds, special or limited obliga tion bonds, capital leases, as well as other obliga tions having a long-term
repay ment schedule. General obliga tion bonds are backed by the full faith and credit of the issuing govern ment
entity; special bonds are similarly pledged, but also pledge specific receipts such as taxes. An example of other
types of obliga tions would be an equip ment purchase contract containing an install ment payment term.
Long-term debt is gener ally accounted for in the long-term debt group of accounts rather than through a fund.
Repay ments of interest and principal are made through sinking funds.

Audit Program - Debt and Debt Service Accounts

Audit objec tives

To deter mine that:

· Debt is au tho rized, and fairly pre sented as to fund, ac count and amount in the fi nan cial state ments. 
· Re lated in ter est ex pense is fairly pre sented.

Audit procedures

1. Ob tain or pre pare an anal y sis of notes or other long-term debt in clud ing a de scrip tion (date in curred,
type, face amount, in ter est rate, amount of pay ments); prin ci pal bal ance at be gin ning of year,
changes dur ing the year and bal ance at end of year; and in ter est ex pense in curred dur ing the year,
paid dur ing the year and ac crued at the end of the year.

2. Trace to tals to the re spec tive fund or group of ac counts (see sec tion on sink ing funds, fol low ing).

3. Trace au tho ri za tion for new debt to board/coun cil min utes.

4. Ex am ine sup port ing doc u men ta tion for all debt and re lated in ter est, such as note agree ments and
cor re spon dence.

5. Con sider con firm ing out stand ing bal ances or terms with the cred i tor.

6. Ex am ine debt cancelled and/or paid dur ing the year.

7. Recompute in ter est or test lo cal gov ern ment’s com pu ta tions.

8. Where in ter est is paid by re deem ing bond cou pons, the au di tors must check the cou pons with
out stand ing bonds, ver ify that the paid cou pons are cancelled by the bank pay ing the cou pons, or
in spect the bank’s cer tif i cate of cre ma tion.

9. Where some of the bonds are re deemed dur ing the year, the au di tors should in spect the cancelled
bonds and make note of the num bers on the cou pons.
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10. A con trol over the en tire bond is sue should be es tab lished show ing (for ex am ple):

Orig i nal is sue at par. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $200,000

Less: Re demp tion in prior years . . . . . . . . . . . . . . . .$30,000

Re demp tion in cur rent year. . . . . . . . . . . . . . . . . . . .$10,000. . . . . . . . .$40,000

Bonds out stand ing at close of fis cal year. . . . . . . . . . . . . . . . . . . . . . . $160,000

The total bonds outstanding should corre spond with a list of bonds known to be outstanding and on which
coupons are being paid.

Sinking Funds

Purpose of Sinking Funds

Sinking funds are created to provide for the regular payment of interest and the retire ment of bonds or notes as
they come due.  The monies to meet these purposes may come from a number of sources, including taxes or
transfer from other funds.  A separate sinking fund is created for each bond issue.

The signif i cance of sinking funds has declined because of the wise use of serial bonds today.  The histor ical
purpose was to mandate the periodic deposit of funds suffi cient to pay off term bond issues.  For term bonds,
the entire principal amount of the bond comes due upon maturity.  Term bonds are no longer gener ally in use.
Munic i pal i ties now use a series of bonds which require regular payments on the principal throughout the life of 
the bond issue.  Thus, the use of sinking funds to insure that the munic i pality has set aside suffi cient funds to
cover maturing debts is largely irrel e vant.  Nonethe less, the require ment remains in the law and sinking funds
are normally seen as simply an accounting trans ac tion through which funds are trans ferred before they are
actually used to pay a portion of a bond issue.

Sources and Uses of Sinking Fund Assets

Sources:

· Taxes 
· Cash from sale of in vest ments 
· In ter est on de pos its or se cu ri ties 
· Trans fers from other funds

Uses:

· In ter est ex pense 
· Bonds re tired 
· Cash paid for in vest ments 
· Trans fers to other funds

 

The balances of this fund at both the begin ning and close of the fiscal year may be composed of cash and
securi ties or invest ments held.  Thus the accounting for this fund can be compli cated by holding, purchase and
sale of securi ties in which Sinking Fund monies are invested.



50

Sinking Fund Investments

The governing body is charged with the manage ment and invest ment of sinking fund money.  However, the
provi sions of the Local Govern ment Unit Debt Act specify the types of invest ments which may be made:

1. De pos its in bank ing in sti tu tions and sav ings and loan as so ci a tions so long as they are cov ered by
Fed eral De posit In sur ance or se cured for any amount in ex cess of in sur ance cov er age.

2. Se cu ri ties au tho rized for the in vest ment of Com mon wealth funds at the time the in vest ment is made.

Audit Procedures - Sinking Funds

1. Au dit cash in each sep a rate Sink ing Fund for a des ig nated bond is sue (See Section 3).

2. Au dit rev e nues, re ceiv ables, and re ceipts from taxes ear marked for debt ser vice in the man ner
out lined in Section 3.

3. Au dit in vest ments and re lated in come per Section 3.

4. Re view trans fers from Gen eral Fund or other funds.

5. Au dit debt and debt ser vice per Section 8.

Comments

Refer also to Section 2 describing internal control of securi ties.

A simpli fied example for deter mining remaining nonelectoral debt capacity is as follows:

Capital Projects Fund

Purpose of Capital Projects Funds

The capital projects fund is gener ally used to record the acqui si tion of major facil i ties through purchase or
construc tion.  These facil i ties are then used in general govern ment opera tions.  The projects can be financed
through debt proceeds, taxes, grants from other govern ments or trans fers from other funds.  When projects are
funded by way of debt proceeds, these proceeds are included under “other financing sources” in the revenues
section of the Audit Report.  The debt liability is accounted for separately in the general long-term debt account 
group.  When projects are funded by grants from other govern ments, the grants are recog nized as revenues to
the capital projects fund as they are expended for eligible project purposes. Prior to that they are recorded as
liabil i ties.  Upon comple tion, capital assets are recorded in the fixed asset account group.

Audit Objectives

The objec tive of the audit is to obtain evidence that:

1. The fi nan cial state ment(s) for cap i tal pro jects funds are fairly stated.

2. Cap i tal ex pen di tures com ply with bud get ary, le gal, grantor and con trac tual re quire ments

Audit Program - Capital Projects Funds

1. Re fer to the au dit pro grams for cash, in vest ments, re ceiv ables, payables, trans fers, rev e nues and
ex pen di tures in Sections 3, 4 and 6.

2. If pro jects are funded through grants from other gov ern ments, re view any grant agree ments to
de ter mine any con tract terms the gov ern men tal unit must meet and test these if ma te rial.

3. Con sider in spect ing cap i tal pro jects in pro cess to ver ify their ex is tence.
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SIMPLI FIED EXAMPLE FOR DETER MINING REMAINING NONELECTORAL DEBT

2001 2002 2003

ALL MONEY RE CEIVED $70,000 $55,000 $65,000

less in ter est re ceived on sink ing fund de pos its        200         -0-        300

less one-time grant funds 3,800   5,000     7,700

less rev e nue from sale of as sets $20,000 $  3,000         -0-

“TO TAL REV E NUE” $46.000 $47,000 $57,000

“BORROWING BASE”   = 46,000 +47,000 +57,000 = 150,000 = $50,000

                                                              3                              3

“DEBT LIMIT”                 = 50,000 x 250% = 50,000 x 2.5 = $125,000

GROSS OUT STAND ING PRIN CI PAL (elec toral and nonelectoral) $92,000

less elec toral debt out stand ing   $60,000

“GROSS NONELECTORAL DEBT”  $32,000

less amount in Sink ing Fund     -0-

less debts due mu nic i pal ity     $4,000

less as sess ments and liens ex pected $5,000

less sur plus un ap pro pri ated cash   $5,000

“NET NONELECTORAL DEBT” $22,000

Limit on new nonelectoral debt is “debt limit” less existing “net nonelectoral debt” e.g., $125,000 - 22,000 =
$103,000 remaining nonelectoral debt limit.

Other Borough and Township Funds

Various special funds are often created for specific purposes such as providing special services or meeting
partic ular local needs. The funds are of two general types:

1. Those used to set aside money for a ma jor cap i tal ex pen di ture.

2. Those serv ing as “op er at ing funds” for pro vid ing par tic u lar ser vices.

The operating funds are often not created when the number of trans ac tions is little enough to continue the use
of a separate account within the General Fund. This meets the desired objec tive of keeping the number of funds 
in a munic i pal ity’s system to a minimum. Where they are created, they frequently deal with such services as
recre ation programs or solid waste collec tion and disposal.  Auditing proce dures for these funds should follow
those estab lished for other similar activ i ties including the General Fund and Special Utility Funds.

Capital Reserve Funds

The borough and township codes autho rize estab lishing capital reserve funds to prepare for the eventual
expen di ture of large sums of money for specific projects or equip ment.  Capital reserve funds are, in essence, a
savings program to accumu late money for future uses.  The authority to estab lish such funds is contained in the 
following sections of the respec tive munic ipal codes:
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Borough Code, Section 1201 (33). 

First Class Township Code, Section 1502 (LVIII). 

Second Class Township Code, Section 1508.

Money is trans ferred into this fund as budgeted and avail able. Because such funds are only drawn upon
infre quently, the money should be maintained in interest-bearing securi ties.

Disburse ments from this fund will be for only two purposes:

1. Pur chases of in vest ment se cu ri ties

2. Ac tual pur chases of land, build ings or equip ment.

The Fiscal Manage ment Handbook prepared by the Depart ment of Commu nity and Economic Devel op ment is
an excel lent refer ence for more infor ma tion on the estab lish ment and proper use of these funds.  It should be
noted that it is possible to change the intended use of these funds by proper action of the governing body.
These actions must be taken in accor dance with the partic ular section of the munic ipal code regulating the
estab lish ment and use of the fund.

Audit Program - Capital Reserve Fund

1. Pro ce dures dis cussed in pre vi ous sections as ap pli ca ble.

State Highway Aid Fund

In 1956 the state legis la ture passed Act No. 655 (P.L. 1944) allocating part of the state liquid fuels tax to be
distrib uted among cities, boroughs, incor po rated towns and townships to promote construc tion and
modern iza tion of local roads and streets.  The money allocated under Act 655 must be depos ited in this fund
and kept separate from all other monies. Expen di tures from this fund may be made only for road and street
work autho rized by the Depart ment of Trans por ta tion.

All munic i pal i ties must annually submit to the Depart ment of Trans por ta tion both a summary accounting of
state fund expen di tures and a record of checks drawn on the state fund in the previous year. Forms are mailed
to munic ipal secre taries sometime prior to the first meeting of the year, and should be completed and submitted
to the District Office on or before January 31. Delays in submit ting the reports may result in delays in
payments of the annual alloca tions.

The summary report of liquid fuels expen di tures for the previous year is submitted on Form MS 965 and must
be certi fied by the presi dent of the council or township commis sioners or chairman of the board of super vi sors
and attested by the secre tary. The report shows the amounts expended in both construc tion and
non-construc tion according to prescribed classes of work. The report must include the ending balance of the
previous year, state allot ment received during the current year and any invest ment earnings, amount ex pended
and the balance.  

In order to verify liquid fuels funds have been expended for autho rized purposes, Form MS 965S must be
completed to show for each check issued the date, check number, budget item number, payee and the amount
and purpose. Both forms must be submitted in quadru pli cate to the appro priate district office, and one copy is
returned for the local files.  Electronic submis sions elimi nate this require ment.

Annual alloca tions of these funds are deter mined by a 50/50 statu tory formula based on the number of miles of
official streets and popula tion from the latest census. The Depart ment of Trans por ta tion will recog nize only
those streets or roads that have been officially adopted, as evidenced by ordinances, resolu tions, plot plans or
survey plans submitted to the Depart ment together with certif i ca tion that the street or road has been recorded in 
the ordinance book, or with the Clerk of Courts. Having once secured approval of the initial street plan, secre taries 
are respon sible for notifying the Depart ment as changes occur in the street system of the munic i pality.
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As a result of the passage of Act 114 of 1998, effec tive February 1, 1999, munic i pal i ties may now use their
liquid fuels fund alloca tion for the mainte nance, repair, construc tion or recon struc tion of alleys, courts and
ways.  The liquid fuels alloca tion formula is not changed by this legis la tion, only the usage of funds.  A project 
appli ca tion (MS 329) and comple tion (MS 999) form should be completed for this work in the same manner as
other highway projects.

State funds allotted under the Liquid Fuels Act may not be commin gled with any other local funds.  A separate
checking account must be estab lished for deposits and payments, and an annual check record of this account
must be submitted to the Depart ment of Trans por ta tion.  However, the Depart ment permits munic i pal i ties to
expend money for highway purposes directly from the General Fund and to reimburse the General Fund by
transfer from the Liquid Fuels Fund.  Such trans fers can only be made if the munic i pality can identify the
reimbursed costs, and the costs must be allow able as liquid fuels fund expen di tures. The trans fers must be by
check or wire/telephone trans fers drawn on the liquid fuels fund and reported on the annual check record account.

Munic i pal i ties are encour aged to take advan tage of increasing interest income by combining funds from
various accounts, including the Highway Aid Fund.  Here a distinc tion must be made between “combining” and 
“commin gling.”   In the first instance, a clear record is kept of the sources and amounts of money combined
from various accounts to make a larger total invest ment.  Commin gling, which is illegal, is the mixing of funds
in such a way that there is no clear delin ea tion of how much money was obtained from each of several funds or
accounts or how much of the total interest earnings should be credited to each of the various sources.

An opinion of the Attorney General of Pennsyl vania dated October 11, 1974, finds the practice of combining
funds for invest ment purposes to be both legal and within the respon si bil i ties of munic ipal officials to seek
invest ment with a high rate of return.  This is discussed at greater length elsewhere in this guide.  State
Highway Aid Funds are eligible for combining with other funds so long as a clear audit trail is maintained and
the other guide lines of the Attorney General’s opinion are followed.

The current year’s allot ment will be forwarded to the munic i pality when all quali fying forms have been
received and approved by the Harris burg Office of the Bureau of Munic ipal Services.  Mainte nance funds may
be spent without further approval of the Depart ment. Funds budgeted for construc tion or recon struc tion of
streets, roads and bridges can be expended only upon appli ca tion to and approval of the Depart ment.

Detailed instruc tions for completing forms required to qualify for Liquid Fuels alloca tions are contained in
Publi ca tion No. 9, avail able from the Depart ment of Trans por ta tion, Bureau of Munic ipal Services.  Additional
copies are avail able through the Depart ment of Trans por ta tion’s Publi ca tions Sales Store, P. O. Box 2028,
Harris burg, PA 17105, or the web at www.dot.state.pa.us.

Audit Program - State Highway Aid Fund

1. Fol low au dit pro ce dures dis cussed in pre vi ous sections as ap pli ca ble.

2. Ad di tional au dit pro ce dures for ex pen di tures:

a.      Examine payroll, material and equipment invoices and vouchers in the usual manner. 

b.      Determine that the expenditures are incurred to improve and maintain the local roads and
streets in accordance with the provisions of Act 655 and Publication No. 9, Policies and
Procedures for the Administration of Liquid Fuels Funds.

c.      Determine all work done conforms to the requirements and regulations of the Department of
Transportation.
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Comments

Grants from the county as county aid for highway purposes must be depos ited and expended from the 
General Fund.

The accounting system designed and published by the Depart ment of Trans por ta tion as Form 903 is entitled
Treasurers Account Book.  It may be used by townships and boroughs.

The certif i ca tion of the Munic ipal Treasurer’s Bond (MS 904) has been incor po rated into MS 965, the Actual
Use Report of State Funds.

Agency and Trust Funds

Purpose of Agency and Trust Funds

Where a borough or township serves in the capacity of a trustee or custo dian in admin is tering certain assets to
be held in trust for the benefit of certain persons or for carrying out some partic ular public purpose, such a fund 
is called a Trust Fund.  An Agency Fund is estab lished to account for assets received by a borough or township
acting as an agency for some other govern mental unit.  There are so many types of agency and trust situa tions
that it is imprac tical to attempt a discus sion of all possible types.  There fore, it is proposed to consider, as
examples, one Agency Fund and one Trust Fund.

Agency Fund

In this example, both a township and its school district levy a mercan tile tax.  By joint agree ment, the township
treasurer serves as collector for both taxes.  Businesses file quarterly returns with the treasurer.  The treasurer
then splits the receipts between the township and school district.  The township treasurer is acting as an agent
for the school district, and mercan tile tax collec tions for the school district are recorded in an agency fund.

Audit Program - Agency Fund for Joint Tax Collection

1. Fol low au dit pro ce dures in pre vi ous sections as ap pli ca ble.

2. Re view or test quar terly re turns filed by busi nesses.

3. Con firm with the school trea surer the amount re ceived from the town ship trea surer.

4. As cer tain what bal ance of col lected monies ex ists, if any, and de ter mine the town ship or other
ac count to which it be longs.

Comments

The cost of operating the tax collec tion opera tion is assumed by the township and is charged under general
govern ment expen di tures.

The school district makes a payment to the township for its share of the cost of operating the mercan tile tax
office.  These payments are classi fied as depart mental earnings in reporting the receipts of the township.

The audit of an Agency Fund account of the above type should not be confused with the audit of taxes received 
by the school district or township or with the audit of tax collec tors’ accounts.

Trust Fund

A Police Pension Fund will be used as an example of a Trust Fund. Under the Act of May 29, 1956, P.L. 1804,
as amended, a Police Pension Fund is manda tory in boroughs or townships where a police force of three or
more members is maintained.  The money received by the Pension Fund may be used to estab lish an actual
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fund admin is tered by the borough or township, or the money may be used to purchase annuities for each
member of the police force.  For our example the annuity plan has been adopted.

The receipts of money to support such a plan come from the following sources:

1. Con tri bu tions or as sess ments from the mem bers of the force.

2. An nual ap pro pri a tions, made by the bor ough or town ship, if needed.

3. Gen eral mu nic i pal pen sion sys tem state aid al lo ca tions.

4. Gifts, grants, de vises or be quests of money or prop erty.

5. Div i dends, in ter est or re funds from the in sur ance com pa nies.

6. Earn ings from in vest ments.

The disburse ments from the fund are made for the following purposes:

1. Pre mi ums to in sur ance com pa nies in curred in con nec tion with the pur chase of an nu ity con tracts to
pay re tire ment ben e fits when the mem ber of the force re tires be cause of age or dis abil ity.

2. Other ex penses of the fund.  State aid mon ies can be used to de fray ad min is tra tive ex penses of
pen sion plans in clud ing ac tu ar ial costs.

Note that pension trust funds can be consid ered in this category.

Audit Program - Trust Fund for Police Pensions

1. Fol low au dit pro grams in Sections 3, 4, and 6.

2. Ex am ine an nu ity con tracts and as cer tain whether or not such con tracts com ply with the pro vi sions of 
the Pen sion Fund Law (Act of May 29, 1956, P.L. 1804, as amended).

3. Ex am ine pay roll re cords to see that any pay roll de duc tions made from sal a ries and wages of
mem bers of the po lice force are cor rectly trans ferred from the Gen eral Fund to the Po lice Pen sion
Fund.

4. Ver ify or con firm in ter est-bear ing mon ies on de posit with the in sur ance com pany.

5. Con firm that ac tu ar ial stud ies as re quired by Act 205 of 1984 have been com pleted and re ported to
the Pub lic Em ploy ees Re tire ment Study Com mis sion.

Accounts of Tax Collectors, Township Treasurers and District Justices

There are certain officials who collect revenues for a borough or township which must be turned over intact to
the munic i pality and which must be audited.  They are:

1. Tax col lec tor in bor oughs and sec ond class town ships 

2. Trea surer who also serves as tax col lec tor in first class town ships 

3. Dis trict jus tices in bor oughs and town ships.

Tax Collector in Boroughs and Second Class Townships

These officials are elected and are respon sible for the collec tion of real estate taxes shown in the tax dupli cates. 
They are also frequently appointed to collect Act 511 per capita or occupa tion taxes. The dupli cates contain
names, assessed values of property or occupa tions and the per capita rate.  The dupli cates are deliv ered to the
tax collector by the taxing district.  The collector then has 30 days to send out the tax notices.  Taxpayers are
entitled, by statute, to a two percent discount for payment during the first two months after the date of the tax
notice.  They pay the face rate during the two following months, and a penalty of up to ten percent is added
four months after the date of the notice.
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Refer to Section 3 for exten sive comments concerning the audit of the tax collec tor’s accounts partic u larly in
relation to the cash receipts from taxes.  The audit of the tax collec tor’s accounts and the audit of receipts from
taxes may be combined so that there is no dupli ca tion of effort on the part of the auditors.

Audit Program Tax Collector in Boroughs and Second Class Townships

1. As cer tain the tax col lec tor is bonded.  This may be ver i fied in the county com mis sion ers’ of fice and
with the in sur ance agency sell ing the surety bond.  The bond will cover the tax col lec tor’s
re spon si bil ity in col lect ing taxes for a bor ough or town ship, a school dis trict and a county.

2. As cer tain the cor rect as sessed val u a tion of tax able prop erty in the bor ough or town ship, the amount
of taxes lev ied on the du pli cates and all ad di tions to the du pli cates.

3. De ter mine the amount of pen al ties added.

4. As cer tain the amount of dis counts al lowed.

5. Ex am ine the lists of ex on er a tions and make sure ex on er a tion lists have been ap proved by the
bor ough coun cil or the town ship com mis sion ers or su per vi sors.

6. Ex am ine the list of real es tate taxes re turned to the county as de lin quent taxes.  Check the list with
the county tax claim bu reau and also be sure the pen alty is added.

7. Ex am ine the re ceipts is sued by the bor ough or town ship trea surer (in town ships of the sec ond class)
and see all mon ies col lected have been turned over to the gov ern men tal unit un der au dit.

8. Se cure the tax col lec tor’s agree ment as to the cor rect ness of the un col lected taxes out stand ing at the
close of the fis cal year.

9. If it ap pears the tax col lec tor has not turned over to the tax ing unit all of the mon ies col lected, it may 
be nec es sary to hold the tax col lec tor strictly ac count able for the du pli cates plus ad di tions and
pen al ties less dis counts, ex on er a tions and re turns to the county.  This dif fer ence is due the bor ough
or town ship and should be cov ered by the tax col lec tions turned over to the bor ough or town ship.

Where the regular elected tax collector is called upon to collect special taxes such as amuse ment, wage,
mercan tile or business privi lege taxes refer to Section 3.

Treasurer-First Class Township

The treasurer in first class townships is an elected official.  His respon si bil i ties cover two areas:

1. Town ship Trea surer.  In this ca pac ity, the trea surer is in charge of town ship mon ies and keeps the
ac counts of the town ship gov ern ment.

2. Town ship Tax Col lec tor.  As tax col lec tor, the trea surer col lects town ship, school and in most cases,
county real es tate taxes. In gen eral he has all pow ers, du ties and re spon si bil i ties im posed upon
elected tax col lec tors in bor oughs and sec ond class town ships by the Lo cal Tax Col lec tion Law. The
au dit of the trea surer’s ac counts for taxes should fol low the same pat tern set forth in Section 3 and in 
this Section.

District Justices

The district justices have judicial duties in connec tion with a variety of offenses and viola tions of local and
state laws, as well as criminal cases. They impose fines, penal ties and forfei tures and collect costs. These items
are disposed of as follows:

1. Fines be long ing to the county must be re ported and turned over to the county trea surer quar terly.

2. Fines be long ing to the Com mon wealth must be re ported and paid monthly into the state trea sury
through the De part ment of Rev e nue.

3. Fines be long ing to a bor ough or town ship must be re ported and paid monthly to the trea surer of the
bor ough or town ship.
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4. The costs col lected are re mit ted by the dis trict jus tices to the county.

The district justices are required to keep dockets and records which will enable them to report in affidavit form
to each agency noted above the following infor ma tion:

1. Names and ad dresses of of fend ers.

2. Of fenses charged and dates of of fenses.

3. Amounts col lected.

The county controller or auditors must annually audit the accounts of every district justice within the county
and report the results to the county commis sioners, the Auditor General and to the governing body of each
polit ical subdi vi sion which is entitled or has a right to receive any monies or funds collected by the district
justice.  In addition to the county audit, the local auditors are also required to audit the accounts of the district
justice.

Suggested Audit Program - Records of District Justices

1. De ter mine from dock ets and re cords what per sons have been fined by the dis trict jus tice and the
amount of fines and costs im posed on the of fend ers.

2. As cer tain what fines, pen al ties, for feits and costs be long to the mu nic i pal ity un der au dit and trace
those into the mu nic i pal trea sury.

3. If any fines have not been turned over to the mu nic i pal ity, the dis trict jus tice shall be re quested to
make good the de fi ciency.

4. It is the dis trict jus tice’s re spon si bil ity to see any fines be long ing to the county or state are paid into
the trea sury of each agency.

5. In all cases, watch for a timely trans fer of money to the mu nic i pal ity since it rep re sents po ten tial
in ter est in come.

Interim Audit Check List for Elected Auditors

When any of the offices you are required to audit becomes vacant during the calendar year, the auditors must
meet and audit the accounts of the former incum bent.   There is no other legal guidance or require ment for an
interim audit; what follows is recom mended practice.

Goal:  The goals of the interim audit process should be:

· To re view and set tle the ac counts of the for mer in cum bent.  If bal ances are due to the mu nic i pal ity from the
of fi cial, ac tion to col lect from the of fi cial or his bond ing com pany can not pro ceed un til the amounts due are
iden ti fied by the au di tors in their re port.

· To pro duce a firm set of fig ures for the in com ing of fi cial to be gin with.
· To pro vide fig ures and work pa pers to ease the work of the year-end au di tors.

The report  of this exami na tion need only be commu ni cated to the governing body.  Work papers prepared in
the course of the interim audit should be retained by the auditors.

Minimum action on an interim audit is not recom mended;  rather, the auditors should consider the steps needed
for a normal year-end audit for the funds handled by the former incum bent, and depart from those steps only
where such depar ture seems justi fied.
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IV. Annual Financial Reports

Financial Statements

Objectives of Audit

The major objec tive of an audit is to analyze the books, records and trans ac tions of the munic i pality to insure
the finan cial state ments fairly and accurately present the finan cial position of the munic i pality.  A second
objec tive is to check that funds have been properly handled and all trans ac tions have been made in accor dance
with good practices and legal require ments.  The finan cial state ments include balance sheets and state ments of
cash receipts and disburse ments.

An impor tant distinc tion between state ments of revenue and expen di tures versus balance sheets is the time
period covered by the report.  State ments of revenues and expen di tures always cover a period of time, such as a 
month, a quarter or a year.  The audit state ment required by the Depart ment of Commu nity and Economic
Devel op ment includes all trans ac tions for the fiscal year from January through December. Balance sheets,
however, are prepared as of a specific date.  This should be done for auditing purposes as of the ending date of
the fiscal year being reviewed.

All borough and township audits must be submitted on Form DCED-CLGS-30, titled “Annual Audit and
Finan cial Report,” to the Depart ment of Commu nity and Economic Devel op ment. A number of general comments 
regarding the prepa ra tion of the report are in order prior to discussing the specific sched ules in detail.

Use of the Chart of Accounts

A signif i cant improve ment was made in Pennsyl vania munic ipal accounting with the prepa ra tion in 1982 of a
uniform chart of accounts for all munic ipal accounting systems.  This numbering system provides standard ized
classi fi ca tions for the many types of revenues and expen di tures encoun tered in munic ipal govern ment. It is
expand able to fit the situa tions in large as well as small munic i pal i ties. It can also be used in automated
accounting systems.

The chart of accounts system has three basic elements to the account number.

1. Pre fix- iden ti fies the fund 

2. Ac count Num ber - iden ti fies the spe cific ac count within the fund 

3. Suf fix - pro vides ad di tional de tail.

As an example of the use of the numbering system, a typical expen di ture account number is shown below:

01.432.15 
01 - Pre fix              432 - Ac count Num ber               15 -Suf fix

01. in di cates the gen eral fund 

400.00 in di cates an ex pen di ture 

430.00 in di cates an ex pen di ture on high ways

432.00 in di cates an ex pen di ture on high ways for snow re moval 

432.10 in di cates an ex pen di ture on high ways for snow re moval - sal a ries 

432.15  indicates an expen di ture on highways for snow removal - salaries/ employee benefits
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In the account number section, the 100 series desig nates assets, the 200 series desig nates equity (liability and
fund balance), the 300 series desig nates revenues and the 400 series desig nates expen di tures.

A copy of the Chart of Accounts can be obtained from the Gover nor’s Center for Local Govern ment Services,
Depart ment of Commu nity and Economic Devel op ment, 400North Street, 4th Floor, Common wealth Keystone
Building, Harris burg, PA 17120-0225 or on the web at www.inventpa.com.

Receipts and Expenditures Compared to Transfers

An impor tant distinc tion with regard to invest ments must be under stood if an audit is to fairly repre sent the
finan cial situa tion of a munic i pality.  Many times throughout the fiscal year, idle funds may be used to
purchase invest ments to earn interest income on money that is not immedi ately needed.  Good accounting
practice would call for writing a check to purchase the invest ment. Similarly, another entry would be made
when an invest ment is redeemed and the cash is depos ited back in the checking account.  It is obvious the same 
amount of money could be invested and redeemed several times during the year.  If the amounts of the checks
for purchasing the invest ments were totaled and added to expen di tures, the total expen di tures would be far out
of line with the amount of money actually spent since the amount invested would be counted several times.

The same holds true for redeeming the invest ments and depos iting the money in a checking account.  The only
true revenue is the amount of interest earned. It is inaccu rate to show as revenue money that was actually only
held in another form and converted back to cash even though the balance in the checking account is increased.
Trans ac tions of this type must not be classi fied as revenue or expen di tures when the audit report is prepared. 

Reports Required by the Department of Community 
and Economic Development

Parts of Report

DCED-CLGS-30, “Annual Audit and Finan cial Report” is used by cities, boroughs, townships and home rule
commu ni ties.  The infor ma tion required must be shown in each of several sched ules:

Bal ance Sheet

State ment of Rev e nues and Ex pen di tures

Debt State ment

State ment of Cap i tal Ex pen di tures

Tax Rates, Cen sus and Other In for ma tion

Electronic Filing

Instead of filing manually, auditors now have the option to file the Annual Audit and Finan cial Report directly
to DCED through a secure Internet connec tion.  Filing electron i cally creates many benefits for auditors, local
officials and citizens, including increased accuracy, less prepa ra tion time, elimi na tion of lost reports and
infor ma tion that is more readily avail able to end users. Electronic filing also enhances the Center’s ability to
provide more timely and accurate infor ma tion.  Each year, the number of reports filed online has increased.

Upon receipt of the report, the Center engages in a compre hen sive review of the infor ma tion entered in order to 
increase its accuracy.  Changes have been imple mented that have resulted in more consis tent and accurate
reporting. The infor ma tion gathered from the various reports may be viewed online at the Center’s website at
www.inventpa.com.  Types of infor ma tion that may be obtained are lists of munic ipal officials, tax rates levied
and finan cial infor ma tion such as, revenues, expen di tures and debt detail.   
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For more in for ma tion, or to sign up for elec tronic fil ing, con tact the Mu nic i pal Sta tis tics staff at the Gov er nor's
Cen ter for Lo cal Gov ern ment Ser vices (888-223-6837).

Source of Data for Reports

The borough or township should maintain account books in which the receipts and expen di tures for each fund
are classi fied in the same manner used in the finan cial report forms prescribed by the Depart ment of
Commu nity and Economic Devel op ment and the Depart ment of Trans por ta tion.  These books should be footed
monthly and then summa rized for the year.  If the borough or township uses a double entry system of
accounting, the data will be contained in a trial balance repre senting the balances of all ledger accounts.  The
borough or township secre tary and treasurer may prove helpful in preparing a summary of the yearly totals for
each fund.

The data for the Tax Rates should be avail able from the tax ordinance resolu tion or motion.

The data for the Debt State ment may have to be compiled from many sources such as the minutes, bond issue
record, bank confir ma tions, bank state ments pertaining to bond coupons, bond redemp tions and bank loans.
However, if the Debt State ment was correctly prepared in the preceding year, it will be only neces sary to start
with the balance outstanding at the begin ning of the current year (that is, the balance at the close of the
preceding year), add on new debt incurred during the year, and deduct amounts paid on debt during the year.
The result will be the debt outstanding at the close of the current year under audit.  The amount of debt
outstanding at the begin ning of the year under audit must be identical with the amount of debt outstanding at
the end of the previous year.

Published Financial Statements

In addition to requiring a report on a uniform form prepared by the Depart ment of Commu nity and Economic
Devel op ment, the munic ipal codes require the auditors to publish a concise finan cial state ment. The state ment
must include the current resources and liabil i ties of the munic i pality at the end of the fiscal year, the gross
liability and net debt, the amount of the assessed valua tions, the assets of the munic i pality with the character
and value thereof, the date of the last maturity of the respec tive forms of funded debt, and the assets in each
Sinking Fund.  This require ment is found in Section 1043 of the Borough Code, Section 1003 of the First Class 
Township Code, and Section 904 of the Second Class Township Code.

In order to meet these require ments, the auditors may use the finan cial state ment formats presented on the
following page. They repre sent  all funds combined, and are highly summa rized to minimize adver tising costs.
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BOR OUGH/TOWN SHIP OF                                                
   CON CISE FI NAN CIAL STATE MENTS FOR PUB LI CA TION

 PRE PARED ON A CASH BA SIS

CON CISE BAL ANCE SHEET - COM BINED FUNDS
DE CEM BER 31, 20XX

 AS SETS

CASH . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
IN VEST MENTS, AT COST . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
AC COUNTS RE CEIV ABLE :

TAXES RE CEIV ABLE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
AS SESS MENTS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
OTHER . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

GEN ERAL FIXED AS SETS - AT IN SURED VAL UES (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
TO TAL. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $

LI A BIL I TIES AND FUND BAL ANCES

BONDED DEBT (LAST MA TU RITY 20XX, NET DEBT XXX) . . . . . . . . . . . . . . . . . . . . . . . .
RE SERVE FOR UN COL LECTED TAXES, AS SESS MENTS & OTHER 

RE CEIV ABLES. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
FUND BAL ANCES:

IN VESTED IN GEN ERAL FIXED AS SETS . . . . . . . . . . . . . . . .
AP PRO PRI ATED(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
UN AP PRO PRI ATED . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

TO TAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
(1)  Or what ever ba sis used, such as cost (rarely) or es ti mated.
(2)  The amount con sid ered to be avail able for the suc ceed ing year’s bud get ary pur poses.

CON CISE STATE MENT OF REV E NUES RE CEIVED AND EX PEN DI TURES PAID 
COM BINED FUNDS YEAR ENDED DE CEM BER 31, 20XX

BAL ANCE IN TREA SURY, BE GIN NING OF YEAR
CASH . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $
IN VEST MENTS AT COST . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
REV E NUES RE CEIVED: 

TAXES-ALL SOURCES (RE AS SESSED VAL.$XXXXXX) . . .
LI CENSES AND PER MITS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
FINES AND FOR FEITS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
IN TER EST, RENTS AND ROY AL TIES. . . . . . . . . . . . . . . . . . . .
IN TER GOV ERN MEN TAL REV E NUES . . . . . . . . . . . . . . . . . . .
CHARGES FOR SER VICES . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
MIS CEL LA NEOUS REV E NUES . . . . . . . . . . . . . . . . . . . . . . . . .
OTHER (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

EX PEN DI TURES PAID:
GEN ERAL GOV ERN MENT . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
PUB LIC SAFETY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
HEALTH AND WEL FARE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
PUB LIC WORKS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

 -SAN I TA TION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
 -HIGH WAYS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
 -OTHER PUB. WORKS & EN TER PRISES . . . . . . . . . . . . . . .

CUL TURE - REC RE ATION . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
CON SER VA TION AND DE VEL OP MENT . . . . . . . . . . . . . . . . .
DEBT SER VICE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
MISC. EX PEN DI TURES/EX PENSES(3) . . . . . . . . . . . . . . . . . . .

BAL ANCE IN TREA SURY, END OF YEAR:
CASH. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
IN VEST MENTS AT COST (4) . . . . . . . . . . . . . . . . . . . . . . . . . . .

(3)  As sumes all re main ing items to not rep re sent ma jor sources of rev e nue or ma jor func tions.
(4)  Must agree with Bal ance Sheet.
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Appendix A. Glossary of Terms

Account

Any classi fi ca tion or category for accumu lating additions and subtrac tions relating to a single asset, equity
item, receipt or expense.  Examples include Cash, Housing Rehabil i ta tion Expense, DCED Grant.

Accounting Bases for Revenue and Expenditures Determination

A. Ac crual Ba sis.  A sys tem of ac count ing where rev e nues are rec og nized when they be come mea sur able
and avail able, and ex pen di tures are rec og nized when the ob li ga tion is in curred.

B. Cash Ba sis.  In this case, rev e nue is re corded when it is ac tu ally re ceived and ex pen di tures are
ac counted for when paid.

Accounting Period

This term refers to the finan cial period used as a basis for making periodic finan cial reports.  It is frequently
referred to as the fiscal year.  The fiscal year for boroughs and townships begins on January 1.

Adjusting Entry

An entry made to the General Journal to record trans ac tions or other accounting events which, for some reason, 
have not been recorded or have been improp erly recorded.

Analysis

The appraisal of data found in books, records and supporting documents to deter mine the reason able ness and
reliability of the data presented.  An analysis may take the form of making compar i sons between certain
accounts and amounts for the current year with corre sponding accounts and amounts for the preceding fiscal
year.  The analysis also may involve breaking down the balance in an account or in a certain classi fi ca tion into
a detailed list comprising such totals.  In this way signif i cant and unusual items will be identi fied for further
inves ti ga tion, if neces sary.

Appropriation

The legal autho ri za tion to spend public funds,  referred to in Section 1701 of the First Class Township Code
Section, 3202 of the Second Class Township Code, and Section 1312 of the Borough Code. 

Assets or Resources

The term assets (or resources) refers to all property owned by a govern mental unit.  Examples are:  cash, taxes
receiv able, inven to ries, invest ment securi ties, land, build ings and equip ment.  Assets owned at the close of the
fiscal year appear in the balance sheet. 

Assessed Valuation

The value placed upon real estate, other property or occupa tions by a govern mental unit as a basis for taxation.
The county commis sioners estab lish a certain percentage of the fair market value as the assessed value for real
estate tax purposes. Counties have the sole authority to set assessed values for real estate and occupa tions for
boroughs and townships in Pennsyl vania.
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Assessment Roll

This repre sents the official list of persons and property subject to local taxation, together with the value placed
upon each occupa tion and each parcel or tract of real property by the chief county assessor.

Audit Trail

The recorded evidence of a trans ac tion from the begin ning, through source documents, journals, ledgers to the
finan cial state ments.

Audit Work Papers

The handwritten or typed records, lists and sched ules that show the auditing work itself.  Specif i cally, they
show how the audit exami na tion supports figures included  in the published Concise Finan cial State ment and in 
the Annual Audit and Finan cial Report submitted to DCED.  Work papers should be kept as official records by
the auditors because they indicate the extent of their work, and are the property of the auditors.  They may be
consid ered evidence in court proceed ings.

Balance Sheet

A state ment showing assets or resources, liabil i ties and equity.

Bond Discount

The excess of the face value of a bond over the price for which it is sold is called bond discount. For example,
where a $1,000.00 face or par value bond is sold for $950.00, the bond discount is $50.00. 

Bond Premium

The excess price for which a bond is sold over its face or par value is the bond premium. For example, where a
bond is sold for $1,060.00 and the face value is $1,000.00, the bond premium is $60.00. NOTE - in case of bonds
sold at either a premium or discount, the sale price should not include accrued interest at the date of the sale.

Books of Original Entry

This term refers to books or records in which trans ac tions are formally recorded for the first time. Examples
are:  (a) cash receipts journal, (b) cash disburse ments  journal, (c) payroll journal, and (d) general journal.
These books, especially (a) and (b) must be kept whether the govern mental unit is using the double or single
entry system of accounting. Basic business documents are evidences of business trans ac tions and should not be
confused with books of original entry. Examples of business documents are: bank deposit tickets, receipts,
checks, invoices, contracts, leases or deeds.

Books of Final Entry-Ledgers

In double entry bookkeeping, trans ac tions are first analyzed, classi fied and recorded in books of original entry
and then increases and decreases are posted or trans ferred to ledger accounts reflecting different types of assets, 
liabil i ties, equities, revenues and expenses.
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Budget

A plan identi fying the purposes for which money will be spent and the expected sources of revenue to finance
the expen di tures.  Munic ipal budgets in Pennsyl vania normally follow the format of a “Program Budget” which 
allocates money to the functions or activ i ties of a munic i pality, then further classi fies expen di tures according to 
specific object items.

Capital Outlay

Expen di tures made to acquire fixed assets or additions to them.

Cash

This term refers to currency, checks, money orders, drafts or  bank deposits.  Cash is an asset in the fund to
which it belongs and is subject to any restric tions or limita tions which apply to that fund.

Chart of Accounts

A listing of all account numbers, with the names of the accounts they repre sent.

Confirmation

This term indicates the auditor is seeking advice of some agency or individual outside the govern mental unit in
order to verify certain items.  For example, bank balance reports are obtained directly from the banks in which
the borough or township money is depos ited.

Credit

As a noun, an entry on the right-hand side of an account. Records increases in equity and receipts; records
decreases in assets and disburse ments in a double entry system.

Critical Review

In popular parlance, this term means taking a “hard look” at the situa tion and the evidence being examined 
and analyzed.  The objec tive is to be able to deter mine the reason able ness and the reliability of the records
under review.

Current Assets or Resources

Those assets which are readily avail able to meet the cost of opera tions or to pay current liabil i ties. Examples
include cash, tempo rary invest ments and current taxes receiv able.

Current Liabilities

Obliga tions which are due and payable in a year or less.

Debit

As a noun, an entry on the left-hand side of an account.  As a verb, to make an entry on the left hand side of an
account.  Debits record increases in assets and disburse ments; they record decreases in equity receipts in double 
entry systems.
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Debt Limit

The maximum amount of obliga tion for the future payment of money permitted for a unit of local govern ment.
Such debt may be one or two broad catego ries: (1) debt approved by the electorate of the munic i pality; (2) debt 
incurred without asking for the approval of the electorate.  There is no limit to the amount of money which the
citizens of a munic i pality may vote to incur.  The non-electoral debt of a munic i pality is limited, under the
Local Govern ment Unit Debt Act, to 250 percent of the borrowing base.  Non-electoral and lease rental debt
combined may not exceed 350 percent of the borrowing base.  Borrowing base is, gener ally, the arith metic
average of total revenue over the three preceding years calcu lated according to the provi sions of the law.

Deferred Revenue

A liability entry used to record revenues received prior to being earned (such as advance payments received in
December for a Recre ation Depart ment-sponsored trip to be held in January).  These would normally be
recog nized as revenue in a future period.

Delinquent Taxes Receivable

Such taxes as remain unpaid at the begin ning of the penalty period are consid ered delin quent.  This date is four
months after the date of the original tax notice. Delin quent real estate taxes remain the respon si bility of the tax
collector until returned to the county tax claim bureau. Delin quent per capita and occupa tion taxes remain the
respon si bility of the tax collector until collected or exoner ated.

Depreciation

While a number of defini tions exist with respect to depre ci a tion, it is deemed best to consider depre ci a tion as
the portion of an asset’s original cost which is charged to expense to a partic ular fiscal year.

Double Entry and Single Entry Bookkeeping

Double Entry is a system of bookkeeping based on the funda mental accounting equation which states that in
every organi za tion’s finances the assets must equal the liabil i ties plus the equities (including revenues and
expen di tures), and on the fact that every trans ac tion has two effects on those finances.  Debits and credits are
used to show the two effects, and recording a trans ac tion properly requires that debits equal credits. Each type
of account has a “normal balance” and increases and decreases are converted to debits and credits as follows:

                     Ac count In crease De crease

As set Debit Credit 

Li a bil ity and Eq uity Credit Debit 

Rev e nue Credit Debit 

Ex pen di ture Debit Credit

For example, when tax revenues are received, both the asset account “cash” and the appro priate revenue
account must increase.  As the chart indicates, a debit and a credit accom plish this.  When checks are written to
pay bills, the asset account “cash” decreases and the appro priate expen di ture accounts increase.  Again the
chart indicates that debits and credits accom plish this. All trans ac tions are analyzed in this manner (including
revenue and expense), and the basic equation will remain in balance as long as equal debits and credits are
recorded. To offer another example, money borrowed at the bank results in an increase of the asset “cash” and
an increase in the liability “Bank loans or notes payable.”

Single Entry bookkeeping is a term covering all systems of record keeping not quali fying as a complete double
entry system.  For govern mental accounting purposes, the cash receipts and disburse ment journals should be
kept in such a manner as will accumu late the infor ma tion required for the finan cial reports made to the
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Depart ment of Commu nity and Economic Devel op ment.  The records must be supple mented by various
additional records concerning taxes, indebt ed ness and  property.  Single entry has no set standards or
defini tions, either in Pennsyl vania or nation ally - the term is a catch-all rather than a commonly under stood
defini tion.  As such, an accoun tant or auditor working with such an opera tion must learn its unique charac ter is tics.

Equity

This term refers to the excess of assets over liabil i ties.  It is sometimes called surplus.  If the liabil i ties exceed
the assets the term deficit is used.

Floating Debt

This term refers to current liabil i ties, such as accounts payable, bank loans or notes payable.

Footing

Checking footings, a routine auditing step, is verifying that columns of figures are added correctly.

Full Faith and Credit Obligations

This term is used when the general taxing power of the munic i pality is pledged for the payment of obliga tions.
Such general obliga tion bonds are used for purposes which will not, in themselves, generate suffi cient income
to pay for the debt.  Examples are recre ation facil i ties or a munic ipal building. These types of bonds are to be
distin guished from Revenue Bonds which are designed to be paid from receipts or charges gener ated by the
facility for which the bond was issued.  For example, a munic ipal water system charging the users of the
system may use a revenue bond and not other wise obligate the taxing power or other income of the
munic i pality.  Self-liqui dating revenue bonds are not counted against the debt limita tion of the munic i pality.

Fund

A fund is a fiscal and accounting entity containing a self-balancing group of accounts which include asset,
liability, equity, revenue and govern mental operating expense accounts, segre gated for the purpose of carrying
on specific activ i ties. 

Funded Debt

This term is used in the same sense as bonded debt. It is the fixed liability repre sented by the bonds outstanding 
at the close of the fiscal year.

General Journal

The formal record for trans ac tions which cannot be recorded in the other books of original entry (the receipts
and expen di tures journals). It is used to record opening balances, interest credited to savings accounts,
telephone trans fers and correc tions in a double entry system.

General Ledger

The name for the formal ledger containing all of the accounts. In a double entry system, it has equal debits and
credits as evidenced by the trial balance.

Grant

This term refers to a contri bu tion of one govern mental unit to another unit to be used for some partic ular
govern mental function. For example, the contri bu tion made by the state to boroughs and townships for
highway aid is a grant.
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Imprest System of Petty Cash

Petty cash is a sum of money set aside to cover immediate payments of compar a tively small amounts for
expense items. Where a fixed amount is desig nated as petty cash and is replen ished period i cally by a sum equal 
to the exact amount spent, it is called the imprest system. At any point in time the cash on hand plus the
disburse ments made but not reimbursed should equal the original fixed amount. Further discus sion of petty
cash funds may be found in Chapter III.2 under “Internal Control of Cash”.

Inspection

This term refers to one of the techniques employed by auditors.It covers a variety of proce dures, such as
looking over physical assets, documents and other supporting evidence, counting cash, testing inven tory
counts, examining checks and invoices or reading minutes.

Investigation

While this term is loosely used to cover inspec tion and exami na tion, its proper use should be limited to cover a
special exami na tion of books and records for some partic ular purpose.

Inventory

A detailed list of consum able supplies.  It shows descrip tions, quanti ties, unit prices and total costs or values of
the items included.  Fixed assets are sometimes listed in an inven tory.

Investments

This term covers securi ties held for the produc tion of revenue in the form of interest.

Levy

This term means the imposi tion of taxes or special assess ments by a govern mental unit.  The amount of a levy
is equal to the assessed valua tion times the tax rate.

Liabilities

This term covers debts or other legally enforce able obliga tions which must be paid, renewed or refunded at
some future date.

Municipality

A unit of general purpose local govern ment which is a polit ical subdi vi sion of the state, including counties,
cities, boroughs, towns and townships.

Obligations

This is a broad term covering liabil i ties, legal claims against a govern ment unit or other finan cial commit ments.

Overdraft

This term refers to a situa tion where the payments or disburse ments from a bank account exceed the cash
avail able in the fund.  If the overdraft is permitted by the bank, the overdraft is borrowing from the bank on the
part of the govern ment.

Post

To record entries in an account in a ledger; usually the entries are copied from a journal.
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Preaudit and Postaudit

In some munic i pal i ties it is the duty of some person, such as a controller, to examine proposed trans ac tions
before they occur in order to pass upon their legality and to see that such trans ac tions are within the
unexpended appro pri a tions.  This type of exami na tion is known as preaudit.  An exami na tion or audit made
after the close of the fiscal year is called a postaudit.

Pro Forma

This term refers to a sample form which is an example of a document or state ment.  The sample formats
presented in Chapter IV.3 illus trate the use of the term.

Reconcile

This term is used when it is neces sary to deter mine whether or not two records repre senting the same things are 
in agree ment.

Tax Duplicate

A dupli cate is an exten sion of an assess ment roll.  As assess ment roll is deliv ered by a county to a taxing
district.  The taxing body computes the amount of tax due from each taxable, and enters the amounts on the
assess ment roll.  The assess ment roll then becomes known as a tax dupli cate, and is issued to the tax collector
by the taxing district.

Tax Limit

This term refers to the maximum rate of tax which a local govern ment unit may levy.  These  limits are set forth 
in the codes and laws pertaining to boroughs and townships.  For example, a borough may levy a tax not
exceeding 30 mills for general borough purposes plus additional millage suffi cient to meet interest and Sinking
Fund charges and for various special purposes.

Testing

This proce dure refers to examining or checking a selected number of items on a random basis.  If the random
sample checks out in a satis fac tory manner, the balance of the items in the group under review are assumed to
be correct.  The extent of the testing may rest upon the experi ence and judgment of the auditor. Provi sions of
the local govern ment codes require elected auditors to examine each voucher and to write “audited” on its face.

Trial Balance

A listing of accounting balances taken from the general ledger pages in a double entry system; all accounts with 
debit balances are totaled separately from accounts with credit balances.  The two totals should be equal.

Voucher

A document which contains the supporting evidence relating to a given trans ac tion, and also indicates the
accounts to which the trans ac tions are to be posted.
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Appendix B.  Internal Control Questionnaire

To help evaluate the munic i pal ity’s system of internal control over cash receipts and disburse ments, the auditor 
should complete or have a respon sible munic ipal official complete this question naire.

1. List the petty cash funds:

Lo ca tion Amount Cus to dian

                                                                                                                                                           

                                                                                                                                                           
 Yes No

2. Is the responsibility for each petty cash fund vested in only one person? 

3. Are personal loans from the petty cash fund prohibited? 

4. Are reimbursements from the petty cash fund made only on the basis of proper
documentation? 

5. Is the petty cash fund reconciled periodically by someone other than the custodian? 

6. List the bank accounts maintained, the authorized check signatures, employee who
prepares checks and the person who reconciles the account.

Em ployee Who Per son Who

Bank Au tho rized Sig na ture Pre pares Checks Rec on ciles Ac count

A.                                                                                                                                                             

B.                                                                                                                                                             

Yes No

7. Are all disbursements, except those from petty cash, made by check?

8. Are all checks prenumbered and accounted for?

9. Are unused checks properly controlled?

10. Are voided checks mutilated and held available for subsequent inspection? 

11. Is the practice of making checks out to “cash” or “bearer” prohibited?

12. Is there an enforced rule against signing checks in advance? 

13. Are checks prepared by a person other than those who approve invoices? 

14. Are supporting documents presented with the checks when submitted for
signature?

15. Are supporting documents cancelled (stamped) to prevent reuse? 

16. After being signed, are checks mailed or distributed by employees other than those
who prepare checks and vouchers? 

17. Are receipts of currency and checks listed in detail by the person who opens the
mail?

18. Are the listed mail receipts compared with the accounting records by an
independent person?

19. Is the incoming mail opened by someone other than a person who has access to the
accounting records?

20. Are cash receipts deposited daily?
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Yes No

21. Does a person other than the person who prepares the bank deposit make the
deposit? 

22. Are bank stamped duplicate deposit tickets compared with the cash receipts
journal?

23. Are prenumbered receipt forms in use? 

24. Are the receipt forms accounted for and safeguarded? 

25. Are the accounting records kept up to date and balanced monthly? 

26. The records have been posted through                                              .

27. Are all employees who are responsible for receipt or disbursement of funds
covered by a fidelity bond? 

On the last page of question naire list persons bonded and amount of bonds.

28. Are names placed on the payroll only on the basis of proper (written)
authorization? 

29. Are written authorizations required for all changes in pay rates? 

30. Are bank accounts reconciled by someone other than the person(s) who prepared
the checks? 

31. Are bank reconciliations prepared monthly? 

32. Are long outstanding checks properly followed up? 

33. Is special approval required for high dollar value purchases?

34. Who authorizes the investment of agency funds?

                                                          

35. Who is responsible for making investments?

                                                                

36. Are investment documents periodically inspected and reconciled to the accounting
records?

37. Is a detailed investment register maintained?

The above questions were answered by:

                                                                                                                                                                           

Sig na ture   Ti tle  Date
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Requests for Confir ma tions and Related Materials

Standard Form to Confirm Account
Balance Infor ma tion with Finan cial Insti tu tions

Customer Name

We have provided to our accoun tants the following infor ma tion as of the

close of business on _______, 20___, regarding our deposit and loan

balances. Please confirm the accuracy of the infor ma tion, noting any

excep tions to the infor ma tion provided. If the balances have been left blank,

please complete this from by furnishing the balance in the appro priate space 

below.* Although we do not request nor expect you to conduct a

compre hen sive, detailed search of your records, if during the process of

completing this confir ma tion additional infor ma tion about other deposit and

loan accounts we may have with you comes to your atten tion, please include 

such infor ma tion below. Please use the enclosed envelope to return the

form directly to our accoun tants.

1. At the close of business on the date listed above, our records indicated the following deposit balance(s):

Ac count Name Ac count No. In ter est Rate Bal ance

2. We were directly liable to the finan cial insti tu tion for loans at the close of business on the date listed above as follows:

Ac count
No./Description

Bal ance Due Date
In ter est

Rate
Date through which

in ter est is paid
De scrip tion of Collateral

Customer's Autho rized Signa ture Date

The infor ma tion presented above by the customer is in agree ment with our records. Although we have not conducted a
compre hen sive, detailed search of our records, no other deposit or loan accounts have come to our atten tion except as noted
below.

Finan cial Insti tu tion Autho rized Signa ture / Title Date

Ex cep tions and/or com ments

Please return this form directly to our accoun tants:

*Ordinarily, balances are inten tion ally left blank if they 
are not avail able at the time the form is prepared.

Approved 1990 by American Bankers Associ a tion, American Insti tute of Certi fied Public Accoun tants, and Bank Admin is tra tion Insti tute.

Additional forms avail able from: AICPA - Order Depart ment, P.O. Box 1003, NY, NY 10108-1003

AICPA Audit and Accounting Manual     AAM   §7200.04

46  9-00

.04

7203

Finan cial

Insti tu tion's

Name and

Address

[                                         ]

[                                         ]

D 451 5951

[                                         ]

[                                         ]

Appendix C
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