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EXECUTIVE SUMMARY

AUDIT EXAMINATION OF THE
OWSLEY COUNTY FISCAL COURT

June 30, 2014

The Auditor of Public Accounts was engaged to audit the financial activities of Owsley County, Kentucky, for
fiscal year ended June 30, 2014 and we have issued a disclaimer of opinion thereon.

Audit work performed indicated lack of internal controls, management override of internal controls, and
improper revenue recognition that had a material effect on the financial statement. Based on this, we
determined the risk for fraud to be too high and we were unable to apply other procedures to mitigate this fraud
risk. The significance of these issues, in the aggregate, prevents us from placing any reliance on the financial
activities contained in the Fourth Quarter Report of Owsley County Fiscal Court and from expressing an
opinion on the financial statement of Owsley County, Kentucky.

Report Comments:

2014-001

2014-002

2014-003
2014-004
2014-005
2014-006

2014-007
2014-008
2014-009
2014-010

2014-011
2014-012
2014-013
2014-014
2014-015
2014-016
2014-017
2014-018

2014-019

Poor Financial Management Practices Have Resulted In A Disclaimed Opinion On The Financial
Statement

The County Does Not Have Adequate Internal Controls Over Cash, Receipts, Disbursements,
Payroll, Capital Assets, And Federal Grants

The County Lacks Adequate Segregation Of Duties For Receipts And Payroll

Management Overrides Internal Controls Regarding Dual Signatures On Checks

The County Did Not Record And Deposit Receipts Timely

The County Failed To Submit Timely, Complete, And Accurate Quarterly Reports To The
Department For Local Government

The County Did Not Follow Proper Procedures For Disbursements

The County Incurred Late Fees, Penalties, And Overdraft Fees

Improper Payments Totaling $7,000 Were Made From The Road Fund

The County Did Not Comply With Regulations For Local Government Economic Assistance Coal
Producing Funds

The County Did Not Follow Proper Procedures For Payroll

The County Did Not Calculate FICA And Medicare Withholdings Correctly Or File 941 Forms
The County Did Not Properly Account For The Revolving Payroll Account

The County Did Not Prepare, Publish, Or Present An Annual Settlement

The County Did Not Prepare A Schedule Of Expenditures Of Federal Awards

The Jailer Is Still Owed $889 In Salary From Prior Year

The County Did Not Maintain Adequate Documentation Of Fiscal Court Minutes

The County Has Not Corrected A Prior Audit Comment Regarding LGEA Funds Expended For
Prohibited Purposes

The County Did Not Maintain Capital Asset Schedules In Accordance With Regulatory
Requirements
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ApbamMm H. EDELEN
AuUuDITOR OF PuBLIC ACCOUNTS

To the People of Kentucky
Honorable Steven L. Beshear, Governor
Lori H. Flanery, Secretary
Finance and Administration Cabinet
Honorable Cale Turner, Owsley County Judge/Executive
Honorable Ronnie DeBord, Former Owsley County Judge/Executive
Members of the Owsley County Fiscal Court

Independent Auditor’s Report

Report on the Financial Statement

We were engaged to audit the financial activity contained in the Fourth Quarter Report of Owsley County
Fiscal Court as of and for the year ended June 30, 2014.

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in accordance
with accounting practices prescribed or permitted by the Department for Local Government to demonstrate
compliance with the Commonwealth of Kentucky’s regulatory basis of accounting and budget laws.
Management is also responsible for the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of a financial statement that is free from material misstatement, whether
due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America, the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States and the Audit Guide for Fiscal Court Audits issued by the Auditor of Public Accounts,
Commonwealth of Kentucky. Because of the matters described in the Basis for Disclaimer of Opinion
paragraph, however, we were not able to obtain sufficient appropriate audit evidence to provide a basis for an
audit opinion.

Basis for Disclaimer Of Opinion

Audit work performed indicated lack of internal controls, management override of internal controls, and
improper revenue recognition that had a material effect on the financial statement. Based on this, we
determined the risk for fraud to be too high and we were unable to apply other procedures to mitigate this fraud
risk. The significance of these issues, in the aggregate, prevents us from placing any reliance on the financial
activities contained in the Fourth Quarter Report of Owsley County Fiscal Court.
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To the People of Kentucky

Honorable Steven L. Beshear, Governor

Lori H. Flanery, Secretary

Finance and Administration Cabinet

Honorable Cale Turner, Owsley County Judge/Executive

Honorable Ronnie DeBord, Former Owsley County Judge/Executive

Members of the Owsley County Fiscal Court

Other Reporting Required by Government Auditing Standards (Continued)

2014-018 The County Has Not Corrected A Prior Audit Comment Regarding LGEA Funds Expended For
Prohibited Purposes

2014-019 The County Did Not Maintain Capital Asset Schedules In Accordance With Regulatory
Requirements

Respectfully submitted,

g B

Adam H. Edelen
Auditor of Public Accounts
May 18, 2015
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL
STATEMENT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS




ApbamMm H. EDELEN
AUDITOR OF PuBLIC ACCOUNTS

The Honorable Cale Turner, Owsley County Judge/Executive
The Honorable Ronnie DeBord, Former Owsley County Judge/Executive
Members of the Owsley County Fiscal Court

Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of The Financial
Statement Performed In Accordance With Government Auditing Standards

Independent Auditor’s Report

We were engaged to audit, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmental Auditing Standards issued
by the Comptroller General of the United States, the financial activity contained in the Fourth Quarter Report
of Owsley County Fiscal Court, as of and for the year ended June 30, 2014 and have issued our report thereon
dated May 18, 2015. Our report disclaims an opinion on the Fourth Quarter Report of Owsley County Fiscal
Court because we were unable to place reliance on the accuracy, validity, and completeness of the financial
activity it reported. Additionally, audit risk is at an unacceptable level and we were unable to apply other
procedures to mitigate this risk.

Internal Control Over Financial Reporting

In connection with our engagement to audit the financial statement, we considered the Owsley County Fiscal
Court’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statement, but not
for the purpose of expressing an opinion on the effectiveness of the Owsley County Fiscal Court’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Owsley County Fiscal Court’s
internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as described in the accompanying
comments and recommendations, we identified certain deficiencies in internal control that we consider to be
material weaknesses and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial
statement will not be prevented, or detected and corrected on a timely basis. We consider the deficiencies
described in the accompanying comments and recommendations as items 2014-001, 2014-002, 2014-003,
2014-004, 2014-005, 2014-006, 2014-007, 2014-008, and 2014-011 to be material weaknesses.
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OWSLEY COUNTY
COMMENTS AND RECOMMENDATIONS

Fiscal Year Ended June 30, 2014

AUDIT FINDINGS:

2014-001 Poor Financial Management Practices Have Resulted In A Disclaimed Opinion On The
Financial Statement

Numerous deficiencies were noted in the county’s internal control structure and in financial management
practices which made it impossible for auditors to issue an opinion on the financial statement. Management
overrode established control procedures and failed to adhere to sufficient financial management procedures,
resulting in numerous and pervasive audit comments:

e The county does not have adequate internal controls (See Comment 2014-002).

o The county lacks adequate segregation of duties for receipts and payroll (See Comment 2014-003).
Management overrode internal controls regarding dual signatures on checks (See Comment 2014-
004).

The former Treasurer did not record and deposit receipts timely (See Comment 2014-005).

The former Treasurer failed to submit timely, complete, and accurate quarterly reports (See Comment
2014-006).

The county did not follow proper procedures for disbursements (See Comment 2014-007).

The county incurred late fees, penalties, and overdraft fees (See Comment 2014-008).

The county did not follow proper procedures for payroll (See Comment 2014-011).

The former treasurer did not prepare, publish, or present an annual settlement (See Comment 2014-
014).

The county did not prepare a Schedule of Expenditures of Federal Awards (See Comment 2014-015).

The county did not maintain adequate documentation of fiscal court meetings (See Comment 2014-
016).

These internal control deficiencies and non-compliance issues affect the entity and the internal control
structure as a whole. These issues have severely limited the entity’s ability to provide financial information
that is complete, accurate, adequately documented, and free of material misstatement. We recommend the
fiscal court review the deficiencies and noncompliance issues as noted and take appropriate action to correct
each finding.

Former County Judge/Executive’s Response: No response.
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OWSLEY COUNTY
COMMENTS AND RECOMMENDATIONS
Fiscal Year Ended June 30, 2014
(Continued)

AUDIT FINDINGS: (CONTINUED)

2014-003 The County Lacks Adequate Segregation Of Duties For Receipts And Payroll

The county lacks adequate segregation of duties for receipts and payroll. During receipts testing, we noted the
former Treasurer received all monies (except Solid Waste receipts), made deposits, posted to the receipts
ledger, and prepared bank reconciliations. In order for adequate segregation of duties to occur, the functions of
receiving, posting, and reconciling receipts should be delegated to separate individuals when possible.
Adequate segregation of duties increases the ability of the entity to recognize and correct errors in a timely
manner. The receipt issues noted in Comment 2014-005 could have been prevented, detected, and/or corrected
timely had proper controls and segregation of duties existed.

Likewise, we noted inadequate segregation of duties for payroll. The former Treasurer was responsible for
maintaining timesheets, entering payroll information into the computer system for processing, posting to the
payroll ledgers, transferring funds to the revolving payroll account, preparing pay checks, preparing state and
local withholding reports, and reconciling the payroll account. By delegating all these duties to the same
individual, it increases the risk that fraud or errors will occur and go undetected for a significant time. The
payroll issues noted in Comments 2014-011, 2014-012, and 2014-013 could have been prevented, detected,
and/or corrected timely had proper controls and segregation of duties existed.

In order to strengthen internal controls, we recommend the county adequately segregate duties in receipts and
payroll or implement other controls to compensate for these weaknesses. For example, designate an individual
to review the receipts and payroll ledgers, reconciliations, and reports. This individual can document their
review by initialing the documents that were reviewed.

Former County Judge/Executive’s Response: No response.

2014-004 Management Overrides Internal Controls Regarding Dual Signatures On Checks

During disbursement testing, auditors questioned numerous cancelled checks as to whether they contained the
authentic signature of the former County Judge/Executive. It was revealed to auditors that the former County
Judge/Executive regularly allowed the former Treasurer to sign his name on checks. In fact, our testing calls
into question 210 cancelled checks totaling $667,843 on which it appears the former Treasurer had signed the
former County Judge/Executive’s name. In addition, of the checks we noted that may not have contained the
former County Judge/Executive’s authentic signature, 32 of them totaling $91,648 were never approved by the
fiscal court, meaning these transactions were processed without any oversight or approval besides that of the
former Treasurer. Furthermore, we noted 34 payroll checks that did not appear to contain the former County
Judge/Executive’s authentic signature and all but 11 of these were for the same three employees each pay
period. It appears the former Treasurer signed the former County Judge/Executive’s name to these checks so
that these employees could cash their paychecks early, as we also noted these checks always cleared the bank a
day or two before the actual pay day.
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OWSLEY COUNTY
COMMENTS AND RECOMMENDATIONS
Fiscal Year Ended June 30, 2014
(Continued)

AUDIT FINDINGS: (CONTINUED)

2014-006 The County Failed To Submit Timely, Complete, And Accurate Quarterly Reports To The
Department For Local Government

The Uniform System of Accounts requires counties to submit quarterly reports to their regulatory agency, the
Department for Local Government (DLG). These reports should include all funds of the county, should
include all activity within the funds, and should agree to the county’s reconciled cash balances. The quarterly
report for Owsley County was not filed timely with DLG. In addition to the report not being filed timely, we
noted the following:

Disbursement totals listed in the Summary section for the General and Road Funds were incorrect.
Outstanding lease interest balances were incorrect.

Cash balances listed for the General, Road, LGEA, and Solid Waste funds were not correct.
Emergency Planning Fund activity was not included on the report at all.

Timely, complete, and accurate quarterly reports are essential for the regulatory agency to be informed of the
financial activity of a county. Quarterly reports also provide valuable information to the fiscal court regarding
receipts, disbursements, and cash balances and are an essential component of sound financial management
practices. Without this valuable information, the fiscal court’s decision making capabilities may be adversely
affected. We recommend the Treasurer prepare timely, complete, and accurate quarterly reports to submit to
the Department for Local Government as required.

Former County Judge/Executive’s Response: No response.

2014-007 The County Did Not Follow Proper Procedures For Disbursements

Numerous deficiencies were noted in the county’s internal control structure as it relates to disbursements.
Procedures regarding the documentation, preparation, and authorization of disbursements were not adequate
for the 73 transactions tested and resulted in the following findings:

e 29 instances, totaling $241,663, were noted in which proper documentation (i.e. invoices) for
disbursements could not be located.

e 22 instances, totaling $308,066 were noted in which the county did not properly approve the
transaction as documented on the claims list.

o 3 instances, totaling $22,220, were noted in which the county did not pay the vendor within 30 days of
receipt of invoice.

e 26 instances were noted in which the disbursement was not recorded in the proper account code.

e Auditors were not provided with any information or documentation related to proper bidding
procedures.
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2014-008 The County Incurred Late Fees, Penalties, And Overdraft Fees (Continued)

Poor financial management practices and weak internal controls cause errors to occur and go undetected for a
significant time period and result in financial ramifications such as these. Additionally, penalties and interest
are unnecessary expenses that are avoidable and a wasteful use of taxpayer resources. We recommend the
fiscal court ensure that all withholding and matching payments are made timely, ensure all debt payments are
made timely, and ensure all bank accounts have sufficient cash balances to cover any checks in order to avoid
unnecessary costs in the future.

Former County Judge/Executive’s Response: No response.

2014-009 Improper Payments Totaling $7,000 Were Made From The Road Fund

During fiscal year 2014, the county paid the Sheriff’s office a total of $7,000 out of the Road Fund for
transporting prisoners. Road monies are restricted by KRS 177.320. Disbursements from the road fund should
be for secondary and rural road maintenance, repairs, and related activities. The county is allowed to pay the
Sheriff for transporting inmates; however, these payments should be made from the Jail Fund, the General
Fund, or the LGEA Fund. It is not appropriate to pay the Sheriff’s office out of restricted road monies. By
doing this, the county has reduced the amount of funds available to spend on road repairs and maintenance and
has created a situation in which another fund must pay back the improper payments. We recommend the fiscal
court reimburse the Road Fund $7,000 from the Jail Fund, the General Fund, or the LGEA Fund and ensure
that only proper payments for allowable activities are made in the future from restricted Road Fund monies.

Former County Judge/Executive’s Response: No response.

2014-010 The County Did Not Comply With Regulations For Local Government Economic Assistance
Coal Producing Funds

The county did not comply with KRS 42.455 regarding coal producing funds received through the Local
Government Economic Assistance (LGEA) program. KRS 42.455 states the 30% of all coal producing funds
received must be spent on the county coal haul road system. The county received $144,227 in coal producing
funds, of which, $43,268 was required to be spent on the coal haul road system. The county only spent
$19,122 on road repairs/maintenance. The additional $24,146 that was restricted for coal haul road system
disbursements was expended on unallowable categories. Failure to spend the allotted amount as designated is
a direct violation of KRS 42.455. We also noted the county transferred LGEA funds to the General Fund.
While there are allowable disbursement categories in the General Fund, we would caution management that
this practice increases the risk that restricted LGEA funds will be spent on unallowable categories. We
recommend the fiscal court monitor the amounts received and expended in the LGEA fund to ensure
compliance with LGEA regulations in the future.

Former County Judge/Executive's Response: No response.
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2014-011 The County Did Not Follow Proper Procedures For Payroll (Continued)

We recommend the county do the following regarding payroll to ensure compliance with applicable statutes
and to ensure proper payroll/timekeeping practices and controls are in place:

Approve a salary schedule listing each employee’s rate of pay.

Calculate gross pay in accordance with the approved pay schedule.

Maintain properly executed timesheets for all non-exempt employees.

Ensure proper time and a half/overtime payments are made in accordance with the county
administrative code and state and federal regulations.

o Ensure that leave time used and/or earned agrees to all corresponding documentation (timesheets,
payroll records, pay stubs, etc.).

Former County Judge/Executive’s Response. No response.

2014-012 The County Did Not Calculate FICA And Medicare Withholdings Correctly Or File 941
Forms

The County did not calculate FICA and Medicare withholdings correctly. FICA and Medicare withholdings
are based on gross wages less any allowable retirement contribution and any other allowable pre-tax items.
The Treasurer based the deduction calculation on gross wages only and did not account for County Employees
Retirement System (CERS) contributions. Internal Revenue Service (IRS) Publication 15 outlines
employment taxes and the federal guidelines employers are to follow regarding calculations of FICA and
Medicare taxes. This miscalculation for FICA and Medicare withholdings results in employees paying more
FICA and Medicare tax than necessary, thus, decreasing their net pay. Furthermore, this miscalculation
increased the amount of the county’s required matching funds causing the county to remit more matching
funds than necessary.

In addition, we noted the county did not file Form 941 with the Internal Revenue Service for the first and
second quarters of 2014 as required by IRS Publication 15. Form 941 is used to summarize and reconcile all
FICA, Medicare, and Federal tax withholdings based on the entity’s payroll records. The failure to file these
forms will likely result in penalties from the IRS and is indicative of improper payroll procedures and poor
financial management practices. We recommend the county immediately correct the FICA and Medicare
calculations for all employees. In addition, we recommend the county contact the IRS to determine how to get
the 941 forms up to date and how to settle the resulting penalties/interest associated with the failure to file
these forms. Finally, we recommend the Treasurer ensure that FICA and Medicare deductions are calculated
correctly and ensure complete and accurate 941 forms are filed quarterly in the future.

Former County Judge/Executive’s Response: No response.
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2014-015 The County Did Not Prepare A Schedule Of Expenditures Of Federal Awards

The county did not prepare a Schedule of Expenditures of Federal Awards (SEFA). A SEFA report is the first
step in determining if the county is required to have an OMB Circular A-133 audit, also known as a federal
“Single Audit”. The Department for Local Government now requires a SEFA schedule to be filed with the
county’s 4" Quarter Report. The county’s failure to monitor, track, and report federal grants could lead to
improper financial reporting as well as failure to comply with OMB Circular A-133 requirements.
Additionally, this could impact future federal grant awards. We recommend the county immediately
implement procedures to monitor, track, and report federal grants in order to comply with federal and state
regulations.

Former County Judge/Executive’s Response: No response.

2014-016 The Jailer Is Still Owed $889 In Salary From Prior Year

During our review of payroll, we noted the Jailer was not paid the $889 as determined by last year’s audit. In
accordance with the salary schedule obtained by the Auditor for calendar year 2012, the Jailer was underpaid
in the amount of $889. According to this schedule, the Jailer’s compensation for calendar year 2012 should
have been $23,591, but the Jailer was paid $22,702, underpaying the Jailer $889. We recommend that the
fiscal court pay the Jailer $889 for underpayment of salary for calendar year 2012.

Former County Judge/Executive's Response: No response.

2014-017 The County Did Not Maintain Adequate Documentation Of Fiscal Court Meetings

During our review of the Fiscal Court minutes, we noted that no minutes of meetings were available for the
audit period. The last month indexed and filed in the fiscal court minutes book and made available for public
inspection at the county clerk’s office was June 2013. KRS 67.100 outlines the requirements for fiscal court
records regarding minutes of meetings and requires the minutes to be indexed and filed within 30 days of any
action or ordinance. Without complete and accurate minutes available, interested parties are not fully informed
of the actions taken by the fiscal court.

We recommend that the Fiscal Court require the Fiscal Court Clerk to keep up to date minutes indexed and
filed in the fiscal court minutes book so they’re available for public inspection at the County Clerk’s office.

Former County Judge/Executive’s Response: No response.
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The Owsley County Fiscal Court hereby certifies that assistance received from the Local Government
Economic Assistance and Development Programs was expended for the purpose intended as dictated by

the applicable Kentucky Revised Statutes,
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County Judge/Executive
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