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EXECUTfVESU~RY 

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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ADAM H. EDELEN 

AUDITOR 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 JudgelExecutive 
Honorable Ronnie DeBord, Former Owsley County JudgelExecutive 
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) 

Page 3 

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, 

/fuJlf/L 
Adam H. Edelen 
Auditor of Public Accounts 

May 18,2015 
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OWSLEY COUNTY 
FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT 
For The Year Ended June 30, 2014 
(Continued) 

04 4529 LGEA MNERAl TAX $8.000.00 $0,00 $1.121.3B 

04 4542 DES REIMBURSEMeNT $10,000.00 SO,OO 50.00 

04 me lW [)()MTlONS $().OO $0.00 50.00 

04 4731 0 MISC REVENUE $0.00 $0.00 $93.45 

04 4801 0 IHTEREST $100,00 50,00 51.22 

04 4802 INT£REST ON co $0.00 SO.OO 50.00 

04 4901 PRIOR YEAR CARRYOVER $5.000,00 50.00 50.00 

04 4109 0 TRANSFER OUT (S58.818.63) $0.00 $0.00 

04 4910 D TRANSfER IN 50.00 $0,00 SO.OO 

53.355.02 

$4,907.75 

50,00 

5117.14 

$13.27 

563.71 
$46.086.58 

(S6a,221.&7) 

$0,00 

13 04602 souo WASTE cou.ECTIOOS 1280,000,00 $lJ.DO $1'.806.65 - $m,Q26.88 

13 4113 RECYOJNG 510.000.00 SO.OO so.oo $0.00 

13 4131 hISC REVENll $2.400.00 SO.OO 50.00 12.353.78 

13 4801 0 INTEREST $200.00 SO,DO 122.66 $177.2i 

13 4802 0 ImREST ON CO $0.00 $0.00 50.00 $25.20 

13 4901 PRIOR YEAR SiJRPUIS 545.000,00 SO.OO $0.00 $51,122.22 

13 '909 1RANSFERS OUT (S85,000.~ $0.00 ($20.000.00) (t!4.m.77) 

13 4910 TIIAHSfERS IN $133.209.80 $000 $0.00 SO.DO 

14 (711 RENTA1.lEAliES $10,BOO.00 50.00 . $0.00 $0.00 

14 4131 MISC.~ ss.ooo.OO $0.00 $0.00 ma.58 
14 4801 INTEREST 5100,00 SO.DO $0,06 5O.ee 

14 '901 PRIOR YEAR SURPlUS 14.000.00 $0.00 SO.OO 51.342.64 

14 4910 TRANSfERS IN $4eo.500.oo so.oo SO.OO 50,00 

31 4508 0 lGEDGIWlT $681.000.00 50.00 50.00 111.265.38 
31 4105 lGEDF SURPlUS REAl PROPE $0.00 SO.OO $0.00 $23,115.00 

31 4g01 PRIOR YEAR SURPlUS $81.98 $000 50,00 58.,85.24 

31 4909 TRANSfER OUT ($197,000,00) SO.OO so.oo 50,00 

31 4910 TRANSFERS IN so.oo so.OO so.oo $4,100,00 

81 4504 FEIlERAI. GRANT SJe6.ooo.DO $0.00 SO.OO SD.OO 

97 4909 TRANSFERS OUT IPARK CONS (1388,000,00) 5000 $0.00 SO.OO 

$4,644,91 

$5,092.25 

50,00 

(S117.14) 

$86.73 

($63.71) 

($35,086,58) 

$9.803.04 

$0,00 

554.873,02 

SI0.000.oo 

$46.22 

$22.11 

($25.20) 

($12.122.22) 

($30.525.23) 

$133,209.10 

$10,BOO.00 

$4,6e3A2 

SV9,34 

$2,85711 
$410,500.00 

1675.734.84 
($23,175.ODj 

($1,403.28) 

($197.000.00) 
($4,10000) 

$386.000.00 

($386.000.00) 

TOTALS I $3,949,921.17 II $0.0II II $199,7S5J711 $3,296,36131 II $&53,994.16 1 
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OWSLEY COUNTY 
FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT 
For The Year Ended June 30, 2014 
(Continued) 

~Z~}~·H1m·~; :~~.I··'B;~~im~_-b't.IIZi:ZiD 
01 5OBO 175 0 CUSTOOWi S20.384.00 $!I.oo S71!5.52 $21.M9.52 S21~.52 sc.00 
01 _ 571 G COOR!HOOSE RENEWALS W S4C.ooo.oo $D.OO (S32,57U4) $1.120.38 $1.32D.l6 sc.oo ----- ~-- . 
0150lIl578 COURTHOOSE \JlIUTf.5 $37,000.00 ».00 i$2,217.19) S34JWl S34,7S2.!1 sc.oo 
01508il584 COURTHOOSE aECTRlC so.oo Stoo MUS S3,a79.46 53,879.46 SO.OO 

01 5101 101 COUNTY JJOOE~ ~,115.oo $0.00 $0.00 $89.115.00 561,225058 $1,8e5M 
01 5140 1112 A\tlIAAtK:E $IQ.15!1.~9 $0.00 $10.714.DO $2OJ!l.49 S2Q,883.4I sn.oo 
01 5145 107 911 COORtW.TOR ",944.00 $0.00 $0.00 SU44.oo $8,943.64 so.!a 
01 5150 9Il2 FIRE f'ROTEC'IlON $2,100.00 $0.00 $0.00 52,:00.00 12.1156.00 $44.00 
01 5212 102 SOUD WASTE COORDINATOR $15.100.00 10.00 S6Q3.Q2 ~5.7D392 $15.703.92 SO.oo 
01 521217S SOUD W.ASTE ClEANUP PERS S5~.oo $0.00 ($5.coo.OOl $0.00 $0.00 suo 
01 5212 468 SOUD W.ASTE EXPENSE $15,~l1.oo SUO ~,900.1S) S38,Q9U4 Sll,640.58 $6.(53.26 

01 7700 $12 0 YOnNG IMCWIES $100.00 $0,00 to.oo $100.00 saoo 1100.00 
01 9100 lC7 AUOITS S2Q,~.00 $0.00 $12.0C5.57 132,0Ili.5T 132,005.57 $0.00 

01 9100 521 INSUlWlCE S25.OCCOO $0.00 !S4.34t45] ~ $20,653.55 SD.00 

01 9100 53! OFfICiAl D«lS S!IJ.oo $0.00 11,350.00 52.150.00 $2.12049 S2iS1 

01 9100 ~ IGWlO $3,635.00 $0.00 $0.00 Sl.&5S.oo $3,589.00 $56.00 

01 9100 555 !tACO $3,000.00 SO.OO 5600.00 53.600.00 S3.54a.92 $51.01 

01 9100 599 NISC Sl~.oo $0.00 SIs.m.84 119.m.14 $IS,OT-1.84 $0.00 

01 9200 999 0 RESERVE FOR ~ $9,382.41 $0,00 (19,382.41) $0.00 $0.00 $0.00 

01 !l4OO 201 0 EMPlOYER SiWlE SOCIAL SE 527.11S5.38 SO.m S4,8SC.1lS $31,106.05 $31,70805 $0.00 

019COO2ll2 0 Bl'LOYER SHARE RETIREIIE $68,000.00 SO.m 510,21 • .65 $78.21(.65 S78,214.65 $0.00 

O1!l4OO208 0 lI6lPLOMNTIiSlNllCE $6.000.00 SO.oo ($4.984.45) $1.015.55 5239,81 $775.74 

O\!l4OO209 0 WCJIl(ERS COWP $27,l»l.00 $Om 1$10,21,.65) $16,1$5.35 S13.013.34 $3,712.C1 

01 901 212 TRAINiNG Flm«lE BEteIfS $7.643.00 SO.OO S291.00 S7,t31.oo $7,9l175 SD.25 
G19S00507 CENTERIfT DONATION $1,000.00 scm 50.00 51.000.00 $0.00 SI,1DlIlO 

02 5Il2S 101 0 MAGISTRATE SAlARY 8Id EXP $34 ••• 00 SO.OO $0.00 $34.~.oo $33,696.00 $1.3OO.DC 

02 6015 143 0 ROADWMKERS StB.12J.DII suo 50.00 $208,12B.OO $155.876.1& S5O.2S1.e4 
112 6915 W 0 £MER<E«:Y ROAD AID 524.69Ul SUO S2-t.C/Z!.39 $48.720.00 $&8.720.00 $0.00 

112 6103 102 0 RO,ID SUPEIM~ $31.262.40 $000 SO.OIl S31,262.4D $30,338.72 5!12!68 
112 6103 m 0 omcE C* ROAOSUPEIMSO SG.OD 10.00 $261.51 f261.51 5261.5f 50.00 

02 6103 578 0 omcE c* RD. SUPERVISOR 50.00 $0.00 $2.112.00 52.112.00 $2.071.29 $100.71 

02 6105 119 TEhFlASOR iO.OO 10.00 $3,000.00 59.00Q.00 $8.792.m S2!!OO 
IJ2 6105 312 BRIDGES S90.~.oo SO 00 ($89.000.00) $1.000.00 $0.00 $1,(0;.00 

02 8106 336 0 lWII1tNNlCE. 21\1 REPAIRS 560.000.00 $0.00 535.508.97 S95.S06J7 SiS,5Il5.97 WO 

~E .~ . .. ~~~ij ------.-.- :..... _~_._ §41kiiiMW ] 
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OWSLEY COUNTY 
FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT 
For The Year Ended June 30, 2014 
(Continued) 

04 5136 '20 

04 5136 44S DESSUPPUES 

04 5135 576 TRAVEl 

04 5135 578 llrIUTlES 

04 5135 739 EQUI't.ENJ 

04 5175 179 IDF. PART TJl.EPERSONEI. 
04 5175 903 PU8UC ADVOCATE 

04 52D5 102 DOGWARlEH 

045305507 SENIOR CITIZENS COOIR6I1T 
D4 9100 302 LGtA A!MRTlS1NG 

1l492D!19S9 RES8iVE FOR TIIA.'lSFER 
D4 9400 201 BI'l.OYERS S~.ARE SOCIAl. S 

049400201 MOYERS SHARI: R:"1IRElo1 

13 5211 336 0 TIPPPlNG feES 
13 5211 431 0 REPAIRS 
13 Sll2 441 SOlIl WASiE EQUIPMENT lG 

13 5212 499 SOlI! WASTE OTHER S\JPPU 
13 5212 563 SOI.f) WASTE POSTAl CHARG 

13 5215 149 SAlARIES 
13 5215 441 It'.ACHlNERGY ANOEQUIPMCN 

13 5215 ~5 SOU!l WASTE OfFICE SUFPiJ 
13 5215 499 MATERiAlS 
13 6100 415 FUEl 
13 7:-00 BG2 PRIHCIPAl ON LEASE 
13 7500 606 IN1EREST ON lEASE 
13 &OlIO 503 BAHK CHARGES 
13 9100 521 INSIJWiCE 

13 r.00 59S t.ISC 

13 9200 9911 RESfRVE FOR TRANSFER 
13 9400 201 0 ENI'lOYERS SIWIE SOC1AI. S 
13 9400 202 (I EMPlOYERS SHARE RETJREI.! 

14 5401 715 0 PAPl< CONSTRUSTlOH 

14 5405 423 SUPPLF-SfOOO PREPARATIO 
14 SOOI 580 o WATER ard SEWER 

S2,!OO.oo 

S5OG.OO 

SI8,72D.OO 

$4,2DO.00 

S7.!1JO.oo 
55.400.00 
$4.000.00 

$20,000.00 

19,500.00 

510,000.00 

$100,000.00 

SO.OO 

571.400.00 

515.000.00 

51.000.00 

sao.ooo.oo 
514,000.00 

$3,851.52 

".00 
531.000.00 

$1.000.00 

533,55&.28 

56,000.00 

514,000.00 

$411600000 

$8.500.00 

SO.OO 

so.oo 
$0.00 

SO.OO 

SO.OO 

$0.00 

so.oo 

50.00 
$0.00 

$0.00 

so.oo 
$0.00 

SO.OO 

so.oo 

SO.OO 

SO.OO 

SO.OO 

sa.OO 

$0.00 

$000 

SO.OO 

so.oo 
$0.00 

SO.OO 

so.oo 
so.oo 
so.OO 

so.oo 

$0.00 

$0.00 

so.oo 
$10,000.00 

$120.00 

$0.00 

SO.OO 

(515.000.00) 

$0.00 

$0.00 

$0.00 

SO.OO 

16,128.05 

so.oo 
$0.00 

$0.00 

[$7,125.53) 

so.oo 
$15.000.00 

$4927 
$0.00 

so.oo 
($16.479.75) 

$0.00 

$641.58 

$56.00 

se.ooo.oo 
SI1,oeo.00 

$2.eoo.oo 

lS,SOO.OO 

$500.00 

$28,720.00 

S7,aoo.oo 
510.127.53 

$5.000.00 

$9.500.00 

151.000.00 

$10.000.00 

$100,000.00 

$1.~9.90 

$15.coo.oo 

54.000.00 
51,000.00 

$14.000.00 

118,851.52 

$31.000.00 

$1.000.00 

S!7.D7S.5a 
56,000.00 

$14,647.58 

5486,00000 

$56.00 

$0.00 
$iU5 
~.7D 

57,272.57 

so.oo 
$2a,nI.82 

$1.538.00 

53.685.00 
510.721.53 

so.OO 

",00 
$3,435.1& 

SMOUS 
S5!l,478.45 

$1,200.00 

SO.OO 

$10449.90 
$33Il.43 

$71,526.05 

S25a00 
11,980,00 

m5.92 
$G,CoC 

$5,331.79 

$11.553.67 

$4W 
$22.155.D6 

so.oo 
".00 

$5.QJO.94 

$14.641.58 

$0.00 
$100 

$5582 
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$6.000.00 

$10,981.05 

$1,953.30 

51.m.4! 

S5IO.oo 
. sue 

$3,382.00 

$4,135.00 
saoo 

$4.000.00 

f5.ooo.00 
$1,(W2 

$3.091.D5 

5523.54 

l8.8OO.00 
Sloo.000.00 

5000 

sn.oo 
SD.oo 

514,70 

$2.020.00 

S&i4.1! 
$22,874.47 

sa,668.Z1 
S7267.!S 

so.oo 
$3.844.94 

$1,000.00 

$17.078.53 
$!i.lll! 

$0.00 
$486.000.00 

Sa.sOO.OO 

$0.38 
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND 
ON COMPLIANCE AND OTHER MA TTERS BASED ON AN AUDIT OF THE FINANCIAL 

STA TEMENT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 



ADAM 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 wiIl 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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AUDIT FINDINGS: 

OWSLEY COUNTY 
COMMENTS AND RECOMMENDATIONS 

Fiscal Year Ended June 30, 2014 

Page 25 

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: 

• The county does not have adequate internal controls (See Comment 2014-002). 
• 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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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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2014-006 The County Failed To Submit Timely, Complete, And Accurate Quarterly Reports To The 
Department For Local Government 

The Unifonn 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 infonned 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 infonnation, 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: 

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

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

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

• 26 instances were noted in which the disbursement was not recorded in the proper account code. 
• Auditors were not provided with any infonnation or documentation related to proper bidding 

procedures. 
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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 Sheriffs 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 Sheriffs 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. 



OWSLEY COUNTY 
COMMENTS AND RECOMMENDATIONS 
Fiscal Year Ended June 30, 2014 
(Continued) 

AUDIT FINDINGS: (CONTINUED) 

2014-011 The County Did Not Follow Proper Procedures For Payroll (Continued) 

Page 33 

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. 
• 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 of2014 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. 



OWSLEY COUNTY 
COMMENTS AND RECOMMENDATIONS 
Fiscal Year Ended June 30, 2014 
(Continued) 

AUDIT FINDINGS: (CONTINUED) 

2014-015 The County Did Not Prepare A Schedule Of Expenditures Of Federal Awards 

Page 35 

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 SEF A schedule to be filed with the 
county's 4th 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 
ofthe 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 Loca1 Government 
Economie Assistance and Development Programs was expended for the purpose intended as dictated by 
the applicable Kentucky Revised Statutes. 

County JudgelExccutive 

County Treasurer 




