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Harmon Releases Audit of Garrard County Sheriff’s Fee Account

FRANKFORT, Ky. — State Auditor Mike Harmon today released the audit of the 2018 financial
statement of Garrard County Sheriff Tim Davis. State law requires the auditor to annually audit
the accounts of each county sheriff. In compliance with this law, the auditor issues two sheriff’s
reports each year: one reporting on the audit of the sheriff’s tax account, and the other reporting
on the audit of the fee account used to operate the office.

Auditing standards require the auditor’s letter to communicate whether the financial statement
presents fairly the receipts, disbursements and excess fees of the Garrard County Sheriff in
accordance with accounting principles generally accepted in the United States of America. The
sheriff’s financial statement did not follow this format. However, the sheriff’s financial statement
is fairly presented in conformity with the regulatory basis of accounting, which is an acceptable
reporting methodology. This reporting methodology is followed for all 120 sheriff audits in
Kentucky.

As part of the audit process, the auditor must comment on noncompliance with laws, regulations,
contracts, and grants. The auditor must also comment on material weaknesses involving the
internal control over financial operations and reporting.

The audit contains the following comments:

The sheriff’s office lacks adequate segregation of duties: This is a repeat finding documented
in the prior year audit report as Finding 2017-001. The sheriff’s office lacks adequate segregation
of duties over receipts, disbursements, and monthly reconciliations. Internal control procedures
indicate the sheriff’s bookkeeper opens mail, collects payments from customers, prepares deposits,
prepares checks for the sheriff’s signature, posts transactions to the receipts and disbursements
ledgers, prepares monthly and quarterly reports, and prepares monthly bank reconciliations.
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The sheriff does have segregation of duties as part of the internal control procedures for his office.
The lack of adequate segregation of duties increases the risk that undetected errors could occur.
Additionally, the lack of adequate segregation of duties could result in misappropriation of assets
or inaccurate financial reporting to external agencies, such as the Department for Local
Government (DLG). A lack of adequate segregation of duties could result in undetected
misappropriation of assets and inaccurate financial reporting. Good internal controls dictate the
same employee should not handle, record, and reconcile receipts. Further, the same employee
should not be responsible for preparing, recording, and reconciling disbursements. The
segregation of duties over various accounting functions such as opening mail, preparing deposits,
recording receipts and disbursements, and preparing monthly reports, or the implementation of
compensating controls is essential for providing protection from asset misappropriation and
inaccurate financial reporting. Additionally, proper segregation of duties protects employees in
the normal course of performing their daily responsibilities. If this is not feasible due to budgetary
constraints, cross checking procedures could be implemented and documented by the individual
performing the procedure.

We recommend The sheriff separate the duties involved in receiving cash, preparing deposits,
writing checks, posting to ledgers, preparing monthly bank reconciliations, and comparing
financial reports to ledgers. However, if an adequate segregation of duties is not feasible,
compensating controls should be implemented and documented by the individual performing the
procedure.

Sheriff’s Response: Not provided enough funding to have enough staff.

The sheriff did not comply with KRS 61.310(8) regarding donations: The sheriff’s office failed
to meet the requirements of KRS 61.310(8). The sheriff maintained two donation accounts during
calendar year 2018, a Drug Abuse Resistance Education (D.A.R.E.) account and donation account.
During calendar year 2018, the sheriff received a donation totaling $4,756 for the D.A.R.E.
account and $500 for the donation account. The minimum requirements outlined in KRS 61.310(8)
were not met for these donations because the sheriff did not maintain proper documentation to
support the funds received and paid out of these accounts.

The sheriff did not require donors to include relevant information along with their donation, to
meet the KRS 61.310(8) requirements regarding documentation related to donations.

The sheriff made disbursements totaling $6,774 from the D.A.R.E. account and $2,408 from the
donation account. Per KRS 61.310(8), “[a]ny purpose for which the donation is given” is
required to be included with donations made to the sheriff’s office. The sheriff failed to require
the donor to include this, which resulted in disbursements of donated funds without supporting
documentation of which donation was associated with the disbursement, increasing the risk that
donated funds could be improperly used.

KRS 61.310(8)(a) states, “[a] sheriff may accept a donation of money or goods to be used for the
public purpose of his or her office if the sheriff established a register for recording all donations
that includes, at minimum:

1. The name and address of the donor;



A general description of the donation;

The date of acceptance of the donation;

The monetary amount of the donation, or its estimated work; and
Any purpose for which the donation is given.
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The register shall constitute a public record, and be made available to the public for inspection in
the sheriff’s office during regular business hours.”

We recommend that the sheriff comply with KRS 61.310(8) for all donations he receives.
Sheriff’s Response: Account closed, monies transferred to fiscal court.

The sheriff did not make all disbursements by check: The Garrard County Sheriff’s Office
maintains several accounts for the receipt of grants and donations. In 2018, two disbursements
were made from the donation account using counter checks, and the sheriff withdrew $80 cash
from the grant account to pay for an online report. The sheriff did not realize that all disbursements
are required to be made by check.

The sheriff’s failure to make all disbursements in the form of a check drawn on two of the sheriff’s
accounts is an issue of non-compliance with regards to Department for Local Government (DLG)
requirements under the authority of KRS 68.210. This also significantly increases the risk that
funds can be used inappropriately and go undetected.

The DLG, under the authority of KRS 68.210, has established minimum requirements for all local
officials (and employees) that handle public funds in the County Budget Preparation and State
Local Finance Officer Policy Manual. One of the minimum requirements established is
“Disbursements by check only.” The use of counter checks and withdrawing cash does not meet
the requirements for making all disbursements by check only.

We recommend the sheriff make all disbursements by check in all accounts maintained by the
office as required by the DLG.

Sheriff’s Response: Corrected as prior audit and finding. Account closed.

The sheriff did not deposit receipts daily: This is a repeat finding documented in the prior year
audit report as Finding 2017-002. The sheriff did not deposit receipts daily in 2018. The sheriff
has not established internal controls requiring a daily deposit of all funds received by his office.
The sheriff’s bookkeeper indicated that on most days receipts were minimal, therefore, receipts
were batched by deposit date rather than daily. The sheriff’s office planned to prepare deposits on
Mondays and Fridays unless daily receipts were considered significant. Nine deposits totaling
$28,595 were made during the month of May 2018, which is consistent with the policy described
by the bookkeeper.

Failure to deposit receipts daily is an issue of noncompliance with the Department for Local
Government (DLG) requirements for handling public funds. Failure to deposit receipts daily also



exposes the sheriff’s office to the risk of misappropriation of funds or inaccurate financial
reporting.

The DLG, under the authority of KRS 68.210, has established minimum requirements for all
government officials that handle public funds in the County Budget Preparation and State Local
Finance Officer Policy Manual. With regards to receipts, governmental officials handling public
funds are required to make “Daily deposits into a federally insured banking institution.” In
addition, good internal controls dictate that receipts should be deposited intact on a daily basis.

We recommend the sheriff make deposits daily as required by DLG under the authority granted
by KRS 68.210.

Sheriff’s Response: Trying to comply when possible, lack of staff and small amounts weekly.

The sheriff failed to properly classify employees as hourly or salaried: This is a repeat finding
from prior year audit report as Finding 2017-004. The Garrard County Sheriff’s Office paid its
school resource officer and bookkeeper on a monthly basis. Payroll checks were issued around the
25" of each month. Auditor was not able to support paycheck amounts by comparing payroll
summary report and timesheets. Both employees prepared a timesheet, however; timesheets
included overtime which could not be verified reviewing of payroll summary reports.

According to the sheriff, a significant portion of the Garrard County Sheriffs’ employees (school
resource officer and bookkeeper) are being treated as salaried.

The sheriff’s bookkeeper and school resource officer payroll summaries were not supported by
timesheets for each employee. Payroll summaries did not include a breakdown of hours worked or
include overtime incurred.

KRS 337.320(1) states, “[e]very employer shall keep a record of: (a) The amount paid each pay
period to each employee; (b) The hours worked each day and each week by each employee; and
(c) Such other information as the executive director requires.”

Good internal controls dictate that timesheets be kept for payroll verification, as a record of leave
time used, and to document employees are working at least the minimum number of hours to be
eligible for full-time benefits such as retirement and health insurance.

KRS 337.285(1) states, “[n]o employer shall employ any of his employees for a work week longer
than forty (40) hours, unless such employee receives compensation for his employment in excess
of forty (40) hours in a work week at a rate of not less than one and one-half (1-1/2) times the
hourly wage rate at which he is employed.”

OAG 79-448, discusses Section 3 of the Kentucky Constitution stating that Section 3 “is
unequivocal on the point that public emolument to any person must be based on the consideration
of public services. By the strongest implication this means “public services actually rendered.” It
does not mean “public services to be rendered.””



803 KAR 1:070 Section 3(3)(a) states “[tJo qualify for the administrative exemption, an
employee’s primary duty shall include the exercise of discretion and independent judgment with
respect to matters of significance. The exercise of discretion and independent judgment shall
involve the comparison and the evaluation of possible courses of conduct, and acting or making a
decision after the various possibilities have been considered. The term ‘matters of significance’
refers to the level of importance or consequence of the work performed. (b)...Factors to consider
if determining whether an employee exercises discretion and independent judgment with respect
to matters of significance include, but are not limited to: whether the employee has authority to
commit the employer in matters that have significant financial impact; whether the employee has
authority to waive or deviate from established policies and procedures without prior approval;
whether the employee has authority to negotiate and bind the company on significant matters[.]”

803 KAR 1:070 section 10 defines a salaried employee as one being paid on a “salary basis”,
meaning an employee regularly receives a predetermined amount of compensation each pay period
on a weekly, or less frequent, basis. The predetermined amount cannot be reduced because of
variations in the quality or quantity of the employee’s work. Subject to certain exceptions, an
exempt employee must receive the full salary for any week in which the employee performs any
work, regardless of the number of days or hours worked. In addition, Section 11 states that in
order to qualify for exemption, employees generally must be paid at not less than $455 per week
on a salary basis. If the employer makes deductions from an employee’s predetermined salary,
i.e., because of the operating requirements of the business, that employee is not paid on a “salary
basis”.

We recommend the sheriff contact the county attorney and the U.S. Department of Labor to obtain
an opinion if any employee under his supervision can be considered a salaried employee.

Sheriff’s Response: The findings were addressed and corrected after audits completed. Audits
occurred after years had been completed then found to be good and went back to re-audit. We
have done payroll the way the ordinance states since being fee pooled. Did payroll and issued
payroll as checked by county treasurer.

Auditor’s Reply: During the review process, information was identified that required additional
fieldwork and findings. As noted above, it is important to have employees in the proper classification
of salary and non-salary and to have the proper support and payment of overtime.

The sheriff’s office lacks adequate internal controls over payroll: This is a repeat finding
documented in the prior year audit report as Finding 2017-003. Garrard County Sheriff’s
employees are separated into two groups for payroll purposes. The Garrard County Sheriff’s Office
prepares payroll for court security and administrative staff including the sheriff. The personnel in
each of these groups have various requirements for employment such as full-time, part-time, and
salaried and our testing of payroll included an examination of these requirements and the
documentation maintained by the sheriff to support payroll expenditures.

The Garrard County Sheriff does not have appropriate internal controls over the payroll process.
During our testing of payroll the following issues were noted:



e County Personnel Policy requires a lunch period to be taken. Documentation of a lunch
period was not annotated on the bookkeeper and school resource officer’s timesheets.

e Bookkeeper and school resource officer timesheets were not footed correctly.

e Bookkeeper and school resource officer incurred overtime during period tested. Overtime
incurred was not documented on payroll summary report which is used to issue payroll
disbursements.

e One employee’s timesheet was not signed by the employee or a supervisor.

e Payroll summary for administrative staff was not supported by accurate timesheets
associated with pay period tested.

According to the sheriff, he was unaware of many of the U.S. Department of Labor requirements
and Kentucky Revised Statutes (KRS) that govern payroll. Additionally, human error combined
with the lack of internal controls have allowed these payroll issues to go undocumented and
uncorrected.

The sheriff is not in compliance with federal and state labor regulations or the county’s personnel
policy and procedure manual. The lack of controls over payroll have allowed employees to be
underpaid. Additionally, timesheets under stated the hours for administrative employees.

KRS 337.320(1) states “[e]very employer shall keep a record of: (a) The amount paid each pay
period to each employee; (b) The hours worked each day and each week by each employee; and
(c) Such other information as the executive director requires.”

Good internal controls dictate that timesheets be kept for payroll verification, as a record of leave
time used, and to document employees are working at least the minimum number of hours to be
eligible for full-time benefits such as retirement and health insurance.

The Garrard County Personnel Policy and Procedures manual states “[IJunch periods will be taken
in the period between 11:00 a.m. and 2:00 p.m., except in the case of emergency or necessity as
determined by the County Official or Department Head.”

The United States Department of Labor — Wage and Hour Division defines Kentucky’s “Minimum
Length of Meal Period Required under State Law for Adult Employees in Private Sector” as
“Reasonable off-duty period, ordinarily % hour but shorter period permitted under special
conditions, between 3rd and 5th hour of work. Not counted as time worked. Coffee breaks and
snack time not to be included in meal period.”

KRS 337.355 states, in part, "[e]mployers, except those subject to the Federal Railway Labor Act,
shall grant their employees a reasonable period for lunch, and such time shall be as close to the
middle of the employee's scheduled work shift as possible. In no case shall an employee be
required to take a lunch period sooner than three (3) hours after his work shift commences, nor
more than five (5) hours from the time his work shift commences.”

We recommend the Garrard County Sheriff strengthen internal controls over payroll by
maintaining leave balances, requiring employees and supervisors to sign timesheets, ensure
timesheets reflect actual hours worked, require all employees to maintain timesheets and require



employees to document lunch periods on timecards. We further recommend the official ensure
employees are in compliance with the U.S. Department of Labor, state law, and the Garrard County
Personnel Policy and Procedures manual.

Sheriff’s Response: The findings were addressed and corrected after audits completed. Audits
occurred after years had been completed then found to be good and went back to re-audit. We
have done payroll the way the ordinance states since being fee pooled. Did payroll and issued
payroll as checked by county treasurer.

Auditor’s Reply: During the review process, information was identified that required additional
fieldwork and findings. As stated above, there were issues noted in the payroll process due to the
lack of good internal controls. As recommended the sheriff should strengthen internal controls over
payroll by maintaining leave balances, requiring employees and supervisors to sign timesheets,
ensure timesheets reflect actual hours worked, require all employees to maintain timesheets and
require employees to document lunch periods on timecards. Also the Sheriff should ensure employees
are in compliance with the U.S. Department of Labor, state law, and the Garrard County Personnel
Policy and Procedures manual.

The Garrard County Sheriff did not abide by the fee pooling ordinance and materially
misstated his quarterly report: The Garrard County Sheriff deposited $290,467 in funds from
the county into the sheriff’s payroll account and wrote checks from the payroll bank account for
calendar year 2018 payroll expenditures. The county fee pooling ordinance dictates that the county
treasurer shall pay such payrolls. Also, these disbursements were not recorded on the sheriff’s
fourth quarter report, which serves as his financial statement, requiring material audit adjustments.

The sheriff did not have controls in place to ensure that he was abiding by the fee pooling ordinance
and that his financial statement was materially accurate. A misstatement could result in an
increased risk of uncorrected errors, theft, loss or misappropriated assets.

The county fee pooling ordinance dictates that the sheriff shall certify to the treasurer for payment
of each bi-monthly pay period, the names and hours of each employee of their respective offices
who worked during such pay period and the treasurer shall pay such payrolls.

KRS 134.192(11) requires a complete statement of all funds received by his or her office for
official services, showing separately the total income received by his or her office for services
rendered, exclusive of his or her commissions for collecting taxes, and the total funds received as
commissions for collecting state, county, and school taxes, and a complete statement of all
expenditures of his or her office.

We recommend the Garrard County Sheriff abide by the county fee pooling ordinance. If he
wishes to continue payroll disbursements through his fee account, he should consult with the
county judge/executive and the fiscal court to have the ordinance amended as needed. We further
recommend the sheriff post all receipts and disbursements on his quarterly reports.

Sheriff’s Response: The findings were addressed and corrected after audits completed. Audits
occurred after years had been completed then found to be good and went back to re-audit. We



have done payroll the way the ordinance states since being fee pooled. Did payroll and issued
payroll as checked by county treasurer.

Auditor’s Reply: During the review process, information was identified that required additional
fieldwork and findings. As stated in the fee pooling ordinance, “the sheriff’s expenses and
expenditures shall be paid by the county treasurer.”

The sheriff’s responsibilities include collecting property taxes, providing law enforcement and
performing services for the county fiscal court and courts of justice. The sheriff’s office is
funded through statutory commissions and fees collected in conjunction with these duties.

The audit report can be found on the auditor’s website.
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The Auditor of Public Accounts ensures that public resources are protected, accurately valued,
properly accounted for, and effectively employed to raise the quality of life of Kentuckians.

Call 1-800-KY-ALERT or visit our website to report suspected waste and abuse.
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http://apps.auditor.ky.gov/Public/Audit_Reports/Archive/2018GarrardFES-audit.pdf
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