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EXECUTIVE SUMMARY 

 

AUDIT OF THE 

JACKSON COUNTY FISCAL COURT 

 

June 30, 2016 

 
The Auditor of Public Accounts was engaged to audit the financial activities of the Jackson County Fiscal 

Court for fiscal year ended June 30, 2016 and we have issued a disclaimer of opinion on the Statement of 

Receipts, Disbursements, and Changes in Fund Balances - Regulatory Basis of the Jackson County Fiscal 

Court. 

 

Audit evidence indicates abuse and intentional override of internal controls by an employee that had a material 

effect on the financial statement.  The Jackson County Fiscal Court had serious weaknesses in the design and 

operation of its internal control procedures and failed to establish appropriate management oversight of the 

financial activities.  The absence of internal control and management oversight created an environment in 

which funds were misappropriated and financial records were manipulated.  Based on these conditions, 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 prevents us from placing reliance on financial activities contained in 

Jackson County Fiscal Court’s Fourth Quarter Financial Report and from expressing an opinion on the 

financial statement of Jackson County, Kentucky. 

 

The Auditor of Public Accounts was also engaged to audit the compliance of the Jackson County Fiscal Court 

with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) 

Circular A-133 Compliance Supplement that could have a direct and material effect on its major federal 

program for the year ended June 30, 2016.  The Jackson County Fiscal Court did not comply with federal 

compliance requirements regarding CFDA #97.040.  Due to the unreliability of the underlying financial 

records, auditors were unable to express, and we do not express, an opinion on the compliance requirements 

described in the U.S. OMB Circular A-133 Compliance Supplement. 

 

Report Comments: 

 

2016-001 The Jackson County Fiscal Court Lacks Adequate Segregation Of Duties And Internal Controls 

Over The Overall Environment Of The County 

2016-002 The Jackson County Fiscal Court Failed To Properly Adopt Budget Amendments  

2016-003 The Jackson County Fiscal Court Expended More Money Than Was Available, Resulting In A 

Deficit 

2016-004 The Jackson County Fiscal Court’s Expenditures Exceeded Budgeted Appropriations In The 

General, Road, And LGEA Funds 

2016-005 The Jackson County Judge/Executive’s Office Collected Rent for the Former County 

Judge/Executive 

2016-006 The Jackson County Fiscal Court Failed To Establish Internal Controls Over Payroll Resulting In 

Numerous Instances Of Non-Compliance 

2016-007 The Former Jackson County Treasurer Improperly Received Two Additional Payroll Checks 

Totaling $8,153 That Went Undetected By County Officials 

2016-008 The Jackson County Fiscal Court Did Not Set And Approve Salaries For All County Employees 

2016-009 The Jackson County Fiscal Court Magistrates Received A Lump Sum Expense Allowance Without 

Proof Of Working Committees 

2016-010 The Jackson County Fiscal Court Did Not Properly Calculate Occupational Taxes On All 

Employee Wages 

2016-011 The Jackson County Fiscal Court Erroneously Withheld Retirement On Part-Time Employee 

Wages 

2016-012 The Jackson County Fiscal Court Did Not Accurately Withhold Health Insurance Premiums From 

All Employee Wages 

2016-013 The Jackson County Fiscal Court Incurred Penalties And Interest Due To Not Paying Invoices 

Timely 

 



EXECUTIVE SUMMARY 

AUDIT OF THE 

JACKSON COUNTY FISCAL COURT 

June 30, 2016 

(Continued) 

 

 

Report Comments: (Continued) 

 

2016-014 The Jackson County Fiscal Court Did Not Ensure Employees Are Properly Compensated For 

Working Overtime 

2016-015 The Jackson County Fiscal Court Did Not Pay Withholdings Timely Resulting In Outstanding 

Liabilities For Federal And State Withholdings 

2016-016 The Jackson County Fiscal Court Did Not Perform Accurate Bank Reconciliations 

2016-017 The Jackson County Fiscal Court Did Not Include All County Funds On The Fourth Quarter 

Financial Report 

2016-018 The Jackson County Fiscal Court Transfer Of Road Funds Exceeded The Allowable Amount 

2016-019 The Jackson County Fiscal Court Did Not Approve Cash Transfers Between Funds In Advance  

2016-020 The Jackson County Fiscal Court Did Not Maintain Proper Records For The Public Properties 

Corporation Fund 

2016-021 The Jackson County Fiscal Court Was Not In Compliance With Continuing Debt Disclosure 

Requirements 

2016-022 The Jackson County Fiscal Court Lacks Adequate Internal Controls Over Disbursements 

2016-023 The Jackson County Treasurer’s Office Supplies Appropriation Account Contained Numerous 

Inappropriate Postings 

2016-024 The Jackson County Fiscal Court Failed To Provide Supporting Documentation For Two Police 

Cruisers Reported To Be Purchased On State Price Contract 

2016-025 The Jackson County Fiscal Court Did Not Maintain A List Of Encumbrances And Unpaid 

Obligations 

2016-026 The Jackson County Fiscal Court Failed To Properly Bond The County Attorney 

2016-027 The Jackson County Fiscal Court Lacks Internal Controls Over Occupational Taxes 

2016-028 The Jackson County Fiscal Court Lacks Internal Controls Over Transfer Station Receipts And 

Deposits 

2016-029 The Jackson County Fiscal Court Did Not Maintain Accurate Capital Asset Records Or Properly 

Insure Assets 

2016-030 The Jackson County Jailer Lacks Adequate Internal Controls Over The Overall Environment Of 

The Jail 

2016-031 The Jackson County Jailer Did Not Present A Jail Commissary Financial Statement To The 

Treasurer For Fiscal Year Ending June 30, 2016 

2016-032 The Jackson County Detention Center Employees Were Allowed To Purchase Food From 

Detention Center Vendors At Discounted Rates 

2016-033 The Jackson County Fiscal Court Lacked Controls Over The Collection Of Detention Center 

Receipts 

2016-034 The Jackson County Jailer Did Not Present An Updated Jail Fee Schedule To The Jackson County 

Fiscal Court 

2016-035 The Jackson County Jailer Did Not Properly Calculate Vendor Discounts On Sales Tax Returns  

2016-036 The Jackson County Fiscal Court Did Not Prepare A Schedule Of Expenditures Of Federal Awards 

(SEFA) 

2016-037 The Jackson County Fiscal Court Commingled Chemical Stockpile Emergency Preparedness 

Program Funds With Jackson County’s General Fund And Unsupported Checks Were Issued To 

The Former Jackson County Treasurer 

2016-038 The Jackson County Fiscal Court Failed To Implement Adequate Internal Controls Over Chemical 

Stockpile Emergency Preparedness Program (CSEPP) Grant Funds 

2016-039 The Jackson County Fiscal Court Made Inappropriate Postings In The Chemical Stockpile 

Emergency Preparedness Program (CSEPP) Expense Account  

2016-040 The Jackson County Fiscal Court Failed To Comply With Office Of Management And Budget 

(OMB) Circular A-133 Cash Management Requirements 



 

 

                                                                                                    CONTENTS                                                                 PAGE 

 
 

INDEPENDENT AUDITOR’S REPORT ....................................................................................................... 1 

JACKSON COUNTY OFFICIALS ............................................................................................................... 5 

FOURTH QUARTER FINANCIAL STATEMENT ......................................................................................... 9 

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 ..................... 29 

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM                                                                                 

AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE                                                                                               

IN ACCORDANCE WITH UNIFORM GUIDANCE ...................................................................................... 33 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS ............................................................................. 39 

APPENDIX A: 

     CERTIFICATION OF COMPLIANCE - LOCAL GOVERNMENT ECONOMIC ASSISTANCE PROGRAM



 

 

 

 



 

 

 

To the People of Kentucky 

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet 

    Honorable Shane Gabbard, Jackson County Judge/Executive 

    Members of the Jackson 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 Financial Report of the 

Jackson County Fiscal Court, as of and for the year ended June 30, 2016.   

 

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 issues described in the Basis for Disclaimer of Opinion paragraph, 

we were not able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.  

 

Basis for Disclaimer of Opinion 
 

Audit evidence indicates abuse and intentional override of internal controls by an employee that had a material 

effect on the financial statement.  The Jackson County Fiscal Court had serious weaknesses in the design and 

operation of its internal control procedures and failed to establish appropriate management oversight of the 

county’s financial activities.  The absence of internal control and management oversight created an 

environment in which funds were misappropriated and financial records were manipulated.  Based on these 

conditions, 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 prevents us from placing reliance on financial 

activities contained in the Jackson County Fiscal Court’s Fourth Quarter Financial Report and from expressing 

an opinion on the financial statement of the Jackson County Fiscal Court. 
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To the People of Kentucky 

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet 

    Honorable Shane Gabbard, Jackson County Judge/Executive 

    Members of the Jackson County Fiscal Court 

 

 

Disclaimer of Opinion 

 

Because of the significance of the issues described in the Basis for Disclaimer of Opinion paragraph we have 

not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.  

Accordingly, we do not express an opinion on the financial statement. 

 

Emphasis of Matter 

 
Jackson County has estimated deficit fund balances in its general, jail, LGEA, forest fire, and transfer funds 

totaling $287,898.  This is in addition to the payroll revolving account having an estimated deficit balance of 

$233,589.  These deficits are based upon available records and could be larger due to unknown items and 

penalties and interest due to regulatory agencies.  The deficit balances are the cumulative result of inter-fund 

payables created when restricted funds were transferred and used for general expenditures of the county.  

Management does not have a plan to ensure the restricted funds are transferred back to the appropriate funds.  

Our opinion is not modified with respect to this matter. 

 

Other Matters 

 

We were engaged for the purpose of forming an opinion on the financial activity in the Fourth Quarter 

Financial Report of the Jackson County Fiscal Court.  The Schedule of Expenditures of Federal Awards 

(SEFA) is normally presented for purposes of additional analysis and is not a required part of the financial 

statements.  However, the county failed to prepare a SEFA which is required by the audit requirements of Title 

2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, 

and Audit Requirements for Federal Awards (Uniform Guidance).  Because of the significance of matters 

described in the Basis for Disclaimer of Opinion paragraph above related to our inability to rely on underlying 

financial records, it is inappropriate to and we do not express an opinion on the supplementary information 

referred to above. 

 

Other Reporting Required by Government Auditing Standards 

 

In accordance with Government Auditing Standards, we have also issued our report dated May 19, 2017, on 

our consideration of the Jackson County Fiscal Court’s internal control over financial reporting and on our 

tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other 

matters.  The purpose of that report is to describe the scope of our testing of internal control over financial 

reporting and compliance and the results of that testing, and not to provide an opinion on the internal control 

over financial reporting or on compliance.  That report is an integral part of an audit performed in accordance 

with Government Auditing Standards in considering the Jackson County Fiscal Court’s internal control over 

financial reporting and compliance. 

 
Based on the results of our audit, we present the accompanying Schedule of Findings and Questioned Costs 

included herein, which discusses the following report comments:  

 

2016-001 The Jackson County Fiscal Court Lacks Adequate Segregation Of Duties And Internal Controls 

Over The Overall Environment Of The County 

2016-002 The Jackson County Fiscal Court Failed To Properly Adopt Budget Amendments  

2016-003 The Jackson County Fiscal Court Expended More Money Than Was Available, Resulting In A 

Deficit 

2016-004 The Jackson County Fiscal Court’s Expenditures Exceeded Budgeted Appropriations In The 

General, Road, And LGEA Funds 
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To the People of Kentucky  

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet  

    Honorable Shane Gabbard, Jackson County Judge/Executive 

    Members of the Jackson County Fiscal Court 
 

 

Other Reporting Required by Government Auditing Standards (Continued) 
 

2016-005 The Jackson County Judge/Executive’s Office Collected Rent for the Former County 

Judge/Executive 

2016-006 The Jackson County Fiscal Court Failed To Establish Internal Controls Over Payroll Resulting In 

Numerous Instances Of Non-Compliance 

2016-007 The Former Jackson County Treasurer Improperly Received Two Additional Payroll Checks 

Totaling $8,153 That Went Undetected By County Officials 

2016-008 The Jackson County Fiscal Court Did Not Set And Approve Salaries For All County Employees 

2016-009 The Jackson County Fiscal Court Magistrates Received A Lump Sum Expense Allowance Without 

Proof Of Working Committees 

2016-010 The Jackson County Fiscal Court Did Not Properly Calculate Occupational Taxes On All 

Employee Wages 

2016-011 The Jackson County Fiscal Court Erroneously Withheld Retirement On Part-Time Employee 

Wages 

2016-012 The Jackson County Fiscal Court Did Not Accurately Withhold Health Insurance Premiums From 

All Employee Wages 

2016-013 The Jackson County Fiscal Court Incurred Penalties And Interest Due To Not Paying Invoices 

Timely 

2016-014 The Jackson County Fiscal Court Did Not Ensure Employees Are Properly Compensated For 

Working Overtime 

2016-015 The Jackson County Fiscal Court Did Not Pay Withholdings Timely Resulting In Outstanding 

Liabilities For Federal And State Withholdings 

2016-016 The Jackson County Fiscal Court Did Not Perform Accurate Bank Reconciliations 

2016-017 The Jackson County Fiscal Court Did Not Include All County Funds On The Fourth Quarter 

Financial Report 

2016-018 The Jackson County Fiscal Court Transfer Of Road Funds Exceeded The Allowable Amount 

2016-019 The Jackson County Fiscal Court Did Not Approve Cash Transfers Between Funds In Advance  

2016-020 The Jackson County Fiscal Court Did Not Maintain Proper Records For The Public Properties 

Corporation Fund 

2016-021 The Jackson County Fiscal Court Was Not In Compliance With Continuing Debt Disclosure 

Requirements 

2016-022 The Jackson County Fiscal Court Lacks Adequate Internal Controls Over Disbursements 

2016-023 The Jackson County Treasurer’s Office Supplies Appropriation Account Contained Numerous 

Inappropriate Postings 

2016-024 The Jackson County Fiscal Court Failed To Provide Supporting Documentation For Two Police 

Cruisers Reported To Be Purchased On State Price Contract 

2016-025 The Jackson County Fiscal Court Did Not Maintain A List Of Encumbrances And Unpaid 

Obligations 

2016-026 The Jackson County Fiscal Court Failed To Properly Bond The County Attorney 

2016-027 The Jackson County Fiscal Court Lacks Internal Controls Over Occupational Taxes 

2016-028 The Jackson County Fiscal Court Lacks Internal Controls Over Transfer Station Receipts And 

Deposits 

2016-029 The Jackson County Fiscal Court Did Not Maintain Accurate Capital Asset Records Or Properly 

Insure Assets 
2016-030 The Jackson County Jailer Lacks Adequate Internal Controls Over The Overall Environment Of 

The Jail 

2016-031 The Jackson County Jailer Did Not Present A Jail Commissary Financial Statement To The 

Treasurer For Fiscal Year Ending June 30, 2016 
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To the People of Kentucky  

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet  

    Honorable Shane Gabbard, Jackson County Judge/Executive 

    Members of the Jackson County Fiscal Court 
 

 

Other Reporting Required by Government Auditing Standards (Continued) 

 

2016-032 The Jackson County Detention Center Employees Were Allowed To Purchase Food From 

Detention Center Vendors At Discounted Rates 

2016-033 The Jackson County Fiscal Court Lacked Controls Over The Collection Of Detention Center 

Receipts 

2016-034 The Jackson County Jailer Did Not Present An Updated Jail Fee Schedule To The Jackson County 

Fiscal Court 

2016-035 The Jackson County Jailer Did Not Properly Calculate Vendor Discounts On Sales Tax Returns  

2016-036 The Jackson County Fiscal Court Did Not Prepare A Schedule Of Expenditures Of Federal Awards 

(SEFA) 

2016-037 The Jackson County Fiscal Court Commingled Chemical Stockpile Emergency Preparedness 

Program Funds With Jackson County’s General Fund And Unsupported Checks Were Issued To 

The Former Jackson County Treasurer 

2016-038 The Jackson County Fiscal Court Failed To Implement Adequate Internal Controls Over Chemical 

Stockpile Emergency Preparedness Program (CSEPP) Grant Funds 

2016-039 The Jackson County Fiscal Court Made Inappropriate Postings In The Chemical Stockpile 

Emergency Preparedness Program (CSEPP) Expense Account  

2016-040 The Jackson County Fiscal Court Failed To Comply With Office Of Management And Budget 

(OMB) Circular A-133 Cash Management Requirements 
 

 

Respectfully submitted, 

                                                                                   
      Mike Harmon 

      Auditor of Public Accounts 

May 19, 2017 
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JACKSON COUNTY OFFICIALS 

 

For The Year Ended June 30, 2016 

 

 

Fiscal Court Members:

Barry Shane Gabbard County Judge/Executive

Danny Todd Magistrate

Dale Vaughn Magistrate

Garvin Baker Magistrate

Other Elected Officials:

Ross Murray County Attorney

Bill Dunn Jailer

Donald Moore County Clerk

Doris Ward Circuit Court Clerk

Paul Hays Sheriff

Paul Rose Property Valuation Administrator

Melvin Lakes Coroner

Appointed Personnel:

Beth Sallee County Treasurer

Shay Hacker Chief Financial Officer  
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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



 

 

 
 

 

 



   
 

 

The Honorable Shane Gabbard, Jackson County Judge/Executive 

Members of the Jackson 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 

Financial Report of the Jackson County Fiscal Court for the fiscal year ended June 30, 2016, and have issued 

our report thereon dated May 19, 2017.  Our report disclaims an opinion on the Fourth Quarter Financial 

Report of the Jackson County Fiscal Court because abuse and intentional override of internal controls by an 

employee occurred that had a material effect on the financial statement. 

 

Internal Control Over Financial Reporting  
 

In connection with our engagement to audit the financial statement, we considered the Jackson 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 opinion on the financial statement, but not 

for the purpose of expressing an opinion on the effectiveness of the Jackson County Fiscal Court’s internal 

control.  Accordingly, we do not express an opinion on the effectiveness of the Jackson County Fiscal Court’s 

internal control.   

 

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was 

not designed to identify all deficiencies in internal control 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 Schedule of Findings and Questioned costs, we identified certain 

deficiencies in internal control that we consider to be material weaknesses. 

 

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 Schedule of Findings and Questioned Costs as items 2016-001, 2016-006, 

2016-007, 2016-012, 2016-015, 2016-016, 2016-020, 2016-022, 2016-023, 2016-027, 2016-028, 2016-030, 

2016-033, 2016-034, 2016-035, 2016-036, 2016-037, 2016-038, 2016-039, and 2016-040 to be material 

weaknesses. 
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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 

(Continued) 

 

 

Compliance And Other Matters 

 

As part of obtaining reasonable assurance about whether the Fourth Quarter Financial Report of the Jackson 

County Fiscal Court is free of material misstatement, we performed tests of its compliance with certain 

provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a 

direct and material effect on the determination of financial statement amounts.  However, providing an opinion 

on compliance with those provisions was not an objective of our audit and, accordingly, we do not express 

such an opinion.  The results of our tests disclosed instances of noncompliance or other matters that are 

required to be reported under Government Auditing Standards and which are described in the accompanying 

Schedule of Findings and Questioned Costs as items 2016-002, 2016-003, 2016-004, 2016-005, 2016-006, 

2016-007, 2016-008, 2016-009, 2016-010, 2016-011, 2016-013, 2016-014, 2016-015, 2016-016, 2016-017, 

2016-018, 2016-019, 2016-020, 2016-021, 2016-022, 2016-023, 2016-024, 2016-025, 2016-026, 2016-029, 

2016-031, 2016-032, 2016-033, 2016-036, 2016-037, 2016-038, 2016-039, and 2016-040.   

 

Views of Responsible Officials and Planned Corrective Action  
 

Jackson County’s views and planned corrective action for the findings identified in our audit are included in 

the accompanying Schedule of Findings and Questioned Costs.  The county’s responses were not subjected to 

the auditing procedures applied in our engagement to audit the financial statement, and accordingly, we 

express no opinion on them.  

 

Purpose of this Report 

 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and 

the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or 

on compliance.  This report is an integral part of an audit performed in accordance with Government Auditing 

Standards in considering the entity’s internal control and compliance.  Accordingly, this communication is not 

suitable for any other purpose. 

 

 

 Respectfully submitted, 

                                                                                  
      Mike Harmon 

      Auditor of Public Accounts 

May 19, 2017 



  

 

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM 

AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE 

 IN ACCORDANCE WITH UNIFORM GUIDANCE



  

 

 

 
 

 



 

 

The Honorable Shane Gabbard, Jackson County Judge/Executive 

Members of the Jackson County Fiscal Court 

 

Report On Compliance For Each Major Federal Program                                                                                 

And Report On Internal Control Over Compliance                                                                                               

In Accordance With Uniform Guidance 

 

Independent Auditor’s Report 

 

Report on Compliance for Each Major Federal Program 
 

We were engaged to audit the Jackson County Fiscal Court’s compliance with the types of compliance 

requirements described in the U.S. Office of Management and Budget (OMB) Compliance Supplement that 

could have a direct and material effect on each of Jackson County Fiscal Court’s major federal programs for 

the year ended June 30, 2016.  Jackson County Fiscal Court’s major federal programs are identified in the 

Summary of Auditor’s Results section of the accompanying Schedule of Findings and Questioned Costs. 

 

Management’s Responsibility 
 

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants 

applicable to each of its major federal programs.  

 

Auditor’s Responsibility 
 

Our responsibility is to express an opinion on compliance for each of the Jackson County Fiscal Court’s major 

federal programs based on our audit of the types of compliance requirements referred to above.  We conducted 

our audit of compliance 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 requirements of Title 2 U.S. Code of Federal 

Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements 
for Federal Awards (Uniform Guidance).  Those standards and the Uniform Guidance require that we plan and 

perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance 

requirements referred to above that could have a direct and material effect on a major federal program 

occurred.  An audit includes examining, on a test basis, evidence about the Jackson County Fiscal Court’s 

compliance with those requirements and performing such other procedures as we considered necessary in the 

circumstances.  

 

Basis for Disclaimer of Opinion on CFDA #97.040   
 

As described in the accompanying Schedule of Findings and Questioned Costs, the Jackson County Fiscal 

Court did not comply with requirements regarding CFDA #97.040 as described in finding numbers 2016-036,      

2016-037, 2016-038, 2016-039, and 2016-040.  Compliance with such requirements is necessary, in our 

opinion, for the Jackson County Fiscal Court to comply with the requirements of that program. 
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Report On Compliance For Each Major Federal Program 

And Report On Internal Control Over Compliance 

In Accordance With Uniform Guidance  

(Continued) 

 

 

Disclaimer of Opinion on CFDA #97.040   

 

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have 

not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.  

Accordingly, we do not express an opinion on the compliance requirements referred to above that could have a 

direct and material effect on the Jackson County Fiscal Court’s major federal program for the year ended June 

30, 2016.   

 

Report on Internal Control over Compliance 
 

Management of the Jackson County Fiscal Court is responsible for establishing and maintaining effective 

internal control over compliance with the types of compliance requirements referred to above.  In planning and 

performing our audit of compliance, we considered the Jackson County Fiscal Court’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each major federal 

program as a basis for designing audit procedures that are appropriate in the circumstances for the purpose of 

expressing an opinion on compliance for each major federal program and to test and report on internal control 

over compliance in accordance with Uniform Guidance, but not for the purpose of expressing an opinion on 

the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the 

effectiveness of the Jackson County Fiscal Court’s internal control over compliance. 

 

Our consideration of internal control over compliance was for the limited purpose described in the first 

paragraph of this section and was not designed to identify all deficiencies in internal control over compliance 

that might be significant deficiencies or material weaknesses.  However, as discussed below, we identified 

certain deficiencies in internal control over compliance that we consider to be material weaknesses. 

 

A deficiency in internal control over compliance exists when the design or operation of a control over 

compliance does not allow management or employees, in the normal course of performing their assigned 

functions, to prevent, or detect and correct noncompliance with a type of compliance requirement of a federal 

program on a timely basis.  A material weakness in internal control over compliance is a deficiency, or 

combination of deficiencies in internal control over compliance, such that there is a reasonable possibility that 

material noncompliance with a type of compliance requirement of a federal program will not be prevented, or 

detected and corrected on a timely basis.  We consider the deficiencies in internal control over compliance 

described in the accompanying Schedule of Findings and Questioned Costs as items 2016-036, 2016-037, 

2016-038, 2016-039, and 2016-040 to be material weaknesses. 

 

Views of Responsible Officials and Planned Corrective Action  
 

Jackson County’s views and planned corrective action for the findings identified in our audit are included in 

the accompanying Schedule of Findings and Questioned Costs.  The county’s responses were not subjected to 

the auditing procedures applied in our engagement to audit the financial statement, and accordingly, we 

express no opinion on them.  
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Report On Compliance For Each Major Federal Program 

And Report On Internal Control Over Compliance 

In Accordance With Uniform Guidance  

(Continued) 

 

 

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of 

internal control over compliance and the result of that testing based on the requirements of Uniform Guidance.  

Accordingly, this report is not suitable for any other purpose.  

 

 

      Respectfully submitted, 

                                                                                    
      Mike Harmon 

      Auditor of Public Accounts 

May 19, 2017 
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JACKSON COUNTY 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS  

 
Fiscal Year Ended June 30, 2016 

 

Section I:  Summary of Auditor’s Results 

 

Type of auditor’s report issued:  Adverse on GAAP and Disclaimer on Regulatory Basis. 

 

Internal control over financial reporting:  

Are any material weaknesses identified? Yes  No 

Are any significant deficiencies identified not considered to 

be material weaknesses? Yes  None Reported 

Is any noncompliance material to financial statements noted? 
Yes   No 

 

Federal Awards  
 

Type of auditor’s report issued on compliance for major programs:  Disclaimer of Opinion 

 

Internal control over major programs:  

Are any material weaknesses identified?  Yes  No 

Are any significant deficiencies identified? Yes None Reported 

Are any audit findings disclosed that are required to be 

reported in accordance with 2 CFR 200.516(a)? Yes   No 

 

Identification of major programs:  

 

CFDA Numbers and Name of Federal Program or Cluster 

 

CFDA #97.040 – Chemical Stockpile Emergency Preparedness Program 
 

 

Enter the dollar threshold used to distinguish between Type 

A and Type B programs: $750,000 

Is the auditee qualified as a low-risk auditee?  Yes  No 
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(Continued) 

 

 

 

Section II:  Findings - Financial Statement Audit 

 

2016-001 The Jackson County Fiscal Court Lacks Adequate Segregation Of Duties And Controls Over The 

Overall Environment Of The County 

 

This is a repeat finding and was included in the prior year report as finding 2015-001.  The Jackson County Fiscal 

Court lacks adequate segregation of duties over revenues, disbursements, cash (specifically bank 

reconciliations), and payroll.  The former Jackson County Treasurer was responsible for recording receipts and 

disbursements in the ledgers, preparing bank reconciliations, and for preparing the county’s payroll.  

Additionally, the former Jackson County Treasurer prepared monthly, quarterly, and annual financial reports 

on behalf of the Jackson County Fiscal Court.  The Jackson County Fiscal Court failed to establish adequate 

management oversight to ensure proper recording of receipts and disbursements; complete and accurate bank 

reconciliations; and timely, accurate preparation of the Jackson County Fiscal Court’s payroll. 

 

The Jackson County Fiscal Court failed to adequately segregate the duties involved in recording revenues and 

disbursements, preparing monthly bank reconciliations, and preparing the Jackson County Fiscal Court’s 

payroll.  Management also failed to provide adequate oversight regarding the former Jackson County 

Treasurer’s preparation of financial reports.   

 

The lack of adequate segregation of duties, coupled with a lack of adequate management oversight, provides 

an environment in which an individual could manipulate financial records and misappropriate or misdirect 

county funds. 

 

The segregation of duties over various accounting functions such as recording receipts and disbursements; 

preparing bank reconciliations; preparing payroll; and preparing monthly, quarterly, and annual financial 

reports 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.  Appropriate management oversight should be provided to ensure the completion of accurate, 

timely financial reports. 

 

We recommend the Jackson County Fiscal Court segregate the duties involved in recording receipts and 

disbursements, preparing bank reconciliations, preparing payroll, and preparing monthly, quarterly, and annual 

financial reports where possible.  If this is not feasible due to a limited budget, appropriate management 

oversight should be established. 

 
County Judge/Executive’s Response:  The Jackson County Fiscal Court has addressed the segregation of 

duties, so that more than one employee reviews all operations. 
 

2016-002 The Jackson County Fiscal Court Failed To Properly Adopt Budget Amendments 

 

This is a repeat finding and was included in the prior year report as finding 2015-002.  The Jackson County Fiscal 

Court approved two emergency budget amendments during the fiscal year ending June 30, 2016.  The Jackson 

County Fiscal Court failed to declare an emergency for one of the amendments and failed to present either of 

the amendments to the State Local Finance Officer. 

 

The former Jackson County Treasurer presented the amendments to the Jackson County Fiscal Court for 

approval and Jackson County Fiscal Court appears to have been unaware of the requirements for properly 

adopting emergency budget amendments.  After the Jackson County Fiscal Court voted to approve the 

emergency budget amendments, the former Jackson County Treasurer did not present the amendments to the 

State Local Finance Officer. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-002 The Jackson County Fiscal Court Failed To Properly Adopt Budget Amendments (Continued) 

 

A significant portion of the Jackson County Fiscal Court’s expenditures appear to have been made without 

sufficient appropriations to do so. 

 

KRS 67.078(2) states “[a] majority of the fiscal court may declare an emergency to exist by naming and 

describing the emergency, and thereafter may adopt a county ordinance to address that emergency[.]”  

Regarding budget amendments, KRS 68.280 states “[t]he amendment shall be submitted to the state local 

finance officer subject to the same provisions as the original budget.” 

 

We recommend the Jackson County Fiscal Court follow required protocol for adopting budget amendments.  If 

an emergency budget amendment is to be adopted, the Jackson County Fiscal Court must first declare an 

emergency and describe the nature of the emergency.  We further recommend the Jackson County Fiscal Court 

present all budget amendments to the State Local Finance Officer. 

 

County Judge/Executive’s Response:  Budget Amendments are now being done according to the budget 

manual provided by the Department of Local Government. 
 

2016-003 The Jackson County Fiscal Court Expended More Money Than Was Available, Resulting In A 

Deficit 

 

This is a repeat finding and was included in the prior year report as finding 2015-003.  The Fourth Quarter 

Financial Report reflects a total fund deficit of $292,906.  (There was an unreported CD totaling $5,008 which 

reduced the deficit to $287,898 - see 2016-017).  Three of the eight funds included on the Fourth Quarter 

Financial Report reported a deficit balance.  The county’s General, Road, and Jail Funds reflect deficit 

balances of $82,745, $94,281, and $129,311 respectively.  Total receipts for all of the county’s funds included 

on the Fourth Quarter Financial Report were $8,692,543, while budgeted expenditures for the fiscal year 

totaled $8,985,449.  Budgeted expenditures exceeded total receipts by $292,906 for the fiscal year. 

 

In addition to the fund deficits above, the county has an estimated deficit balance in its payroll revolving 

account of $233,589.  This account would normally have a zero ending balance rather than a deficit. 

 

The Jackson County Fiscal Court failed to adequately monitor the budget to ensure the county maintained 

expenditures within available revenues.   

 

Expending more money than is available could result in the Jackson County Fiscal Court not being able to 

meet monthly obligations, thereby jeopardizing daily operations of the county. 

 

KRS 68.110(1) states “[t]he fiscal court shall not in any year expend any money in excess of the amount 

annually levied and collected for that year or levied, collected or appropriated for any special purpose.” 

 

We recommend the Jackson County Fiscal Court closely monitor the annual budget and maintain expenditures 

within the county’s available revenues.   

 

County Judge/Executive’s Response:  The Fiscal Court has made cuts and are addressing the deficit. 
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-004 The Jackson County Fiscal Court’s Expenditures Exceeded Budgeted Appropriations In The 

General, Road, And LGEA Funds 

 

This is a repeat finding and was included in the prior year report as finding 2015-004.  Expenditures exceeded 

budgeted appropriations in the Jackson County Fiscal Court’s General, LGEA, and CSEPP/EM Funds during 

fiscal year ending June 30, 2016.  Fiscal courts are required to maintain expenditures within budgeted 

appropriations in all operating funds. 
 

The Jackson County Fiscal Court failed to properly monitor budgeted expenditures of the county’s operating 

funds. 
 

Based on auditors’ computations, a significant portion of expenditures of the Jackson County Fiscal Court’s 

General ($608,885), Road ($390,672), and LGEA ($57,543).  Funds were made without sufficient budget 

appropriation. 
 

KRS 68.300 states “[a]ny appropriation made or claim allowed by the fiscal court in excess of any budget 

fund, and any warrant or contract not within the budget appropriation, shall be void.  No member of the fiscal 

court shall vote for any such illegal appropriation or claim.  The county treasurer shall be liable on his official 

bond for the amount of any county warrant willfully or negligently signed or countersigned by him in excess of 

the budget fund out of which the warrant is payable.” 
 

We recommend the Jackson County Fiscal Court maintain expenditures within budget appropriations as 

required by statute.   
 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 

 
2016-005 The Jackson County Judge/Executive’s Office Collected Rent For The Former County 

Judge/Executive 

 

This is a repeat finding and was included in the prior year report as finding 2015-005.  The former Jackson 

County Judge/Executive owns rental property in McKee, KY.  Personnel in the Jackson County 

Judge/Executive’s office collected rent payments on behalf of the former Jackson County Judge/Executive.  

Auditors witnessed the collection of rent payments on two separate occasions from individuals renting 

property from the former Jackson County Judge/Executive. 
 

The Jackson County Judge/Executive failed to recognize the collection of rent for the former Jackson County 

Judge/Executive was contrary to the Jackson County Ethics Code. 
 

County personnel are not using their time efficiently by performing tasks not required of the fiscal court. 
 

The Jackson County Fiscal Court’s Code of Ethics includes the following with regard to the use of county 

property, equipment, and personnel: “No officer or employee of the county shall use or permit the use of any 

county time, funds, personnel, equipment, or other personnel or real property for the private use of any person, 

unless: 1) The use is specifically authorized by a stated county policy.  2) The use is available to the general 

public, and then only to the extent and upon the terms that such use is available to the general public.” 
 

We recommend the Jackson County Judge/Executive’s office personnel discontinue the practice of collecting 

rent payments on behalf of the former Jackson County Judge/Executive.  This matter will be referred to the 

Cumberland Valley Regional Board of Ethics. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-005 The Jackson County Judge/Executive’s Office Collected Rent For The Former County 

Judge/Executive (Continued) 

 

County Judge/Executive’s Response:  Rent is no longer being collected for the former County Judge 

Executive. 

 

2016-006 The Jackson County Fiscal Court Failed To Establish Internal Controls Over Payroll, Resulting In 

Numerous Instances Of Non-Compliance 

 

This is a repeat finding and was included in the prior year report as finding 2015-006.  The Jackson County Fiscal 

Court did not establish procedures that required monthly reconciliation of the payroll account and did not 

adhere to the county’s policy or applicable laws and regulations.  The lack of internal controls over payroll 

resulted in the following issues:  

 

 Employees’ compensatory time is not being properly calculated.   

 One employee timesheet reflected that the employee worked dates listed as county holidays and did 

not receive compensatory time. 

 Employees who are not entitled to retirement are having retirement withheld, including part-time 

employees. 

 Withholding authorizations are missing, and authorization amounts on file are dated from 2012 and do 

not agree to what is being withheld. 

 W-2s do not agree to actual wages because some pre-tax items have been exempted from occupational 

tax. 

 Paperwork for March deferred compensation payments was not on file. 

 Leave time, including vacation and sick hours, is not properly charged. 

 One employee did not submit a timesheet, and an additional five employees were missing timesheets 

for the test period. 

 Eight employees cashed payroll checks prior to the date on their checks. 

 Additional benefits are not included on employee W-2s, including county provided vehicles. 

 

Weak internal controls have allowed issues with the payroll process to go unnoticed. 

 

The lack of controls over payroll has allowed employees to be both overpaid and underpaid.  Additionally, 

sufficient supporting documentation for payroll has not been maintained, and numerous issues of non-

compliance with the Jackson County Administrative Code and Kentucky Revised Statutes were noted. 

 

KRS 337.285 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.”     

 

The US Citizenship and Immigration Services handbook, M-274 states “[y]ou must complete Form I-9 each 

time you hire any person to perform labor or services in the United States in return for wages or other 

remuneration.  Employers must retain an employee’s completed Form I-9 for as long as the individual works 

for the employer.  Once the individual’s employment has terminated, the employer must determine how long 

after termination the Form I-9 must be retained, which is either three years after the date of hire, or one year 

after the date employment is terminated, whichever is later.”  
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-006 The Jackson County Fiscal Court Failed To Establish Internal Controls Over Payroll Resulting In 

Numerous Instances Of Non-Compliance (Continued) 

 

KRS 337.320(1) requires that “[e]very employer shall keep a record of: (a) The amount paid each pay period 

of each employee; (b) The hours worked each day and each week by each employee; and (c) Such other 

information as the commissioner requires.”   

 

Timesheets should 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 Jackson County Fiscal Court’s occupational license tax ordinance states “[c]ompensation means wages, 

salaries, commissions,” and further includes as compensation any amounts “contributed by an employee to any 

welfare benefit, fringe benefit or other benefit plan made by salary reduction … including but not limited to 

Section 125.” 

 

OAG 79-448 states that Section 3 of the Kentucky Constitution “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.’” 

 

The Jackson County Fiscal Court’s personnel policy, Section 3.43 states “[t]he last day of December has been 

declared as a paid holiday at the regular rate of pay for all County employees.” 

 

The Jackson County Fiscal Court’s personnel policy, Section 3.44 G. states “[v]acation may be accumulated to 

10 days.  All vacation accumulated beyond 10 days will not be granted to the employee.”  Section 3.44 H. 

states “[t]he County Treasurer shall keep complete records of vacation leave.  An employee fraudulently 

obtaining vacation leave or a department head falsely certifying vacation leave allowance may be suspended or 

dismissed.”  

 

KRS 337.355 requires that “[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.”   

 

803 KAR 1:070 Section 3(3) defines an executive, administrative, supervisory, or professional employees as 

one whose primary duty includes 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.”  In determining whether the employee exercises discretion and independent judgment, 

factors to consider include “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; [and] whether the employee has authority to negotiate and bind the 

company on significant matters[.]” 
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2016-006 The Jackson County Fiscal Court Failed To Establish Internal Controls Over Payroll Resulting In 

Numerous Instances Of Non-Compliance (Continued) 

 

803 KAR 1:070 Section 10 defines an employee paid on a “salary basis” as one who 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 some 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, 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 Jackson County Fiscal Court implement internal controls over payroll by requiring 

procedures, such as the following:  

 

 Monthly reconciliation of the payroll account, a review of the monthly reconciliation, and 

documentation of this review.  (Documentation could be accomplished by initialing the bank 

reconciliations). 

 Comparison of timesheets to actual payroll records to prevent over and underpayment of employee 

wages. 

 Review of the Jackson County Treasurer’s report of leave balances and a comparison to supporting 

documentation by an independent person on a regular basis (Documentation could be accomplished by 

initialing the leave reports).   

 

We also recommend payroll checks be released only after the completion of work weeks.  Additionally, we 

recommend the Jackson County Fiscal Court comply with KRS 337.320(1) by requiring timesheets or 

timecards be maintained for all employees.  These should be signed by the employees and then reviewed and 

signed by the employees’ immediate supervisors.   

 

We also recommend that signed authorizations for withholdings be up to date and maintained in the employee 

personnel files and that the county comply with the Jackson County Administrative Personnel Policy regarding 

employees’ lunch periods, compensatory time, and leave time.  These records are to be maintained by the 

Jackson County Treasurer.  The Jackson County Fiscal Court should also file an I-9 form on all new 

employees as required by U.S. Citizenship and Immigration Services.  We also recommend that employee 

timesheets reflect actual hours worked and reflect times in/out for lunch in order to comply with KRS 337.355.  

Furthermore, we recommend the Jackson County Fiscal Court obtain a legal opinion from the Jackson County 

Attorney as to whether county employees considered salaried qualify as such under labor laws. 

 

County Judge/Executive’s Response:  The Fiscal Court is now properly calculating compensatory time.  
Retirement is now being withheld correctly and not from part- time employees.  Deferred comp payments 

and documentation are on file.  Paychecks are not given prior to the date of the check. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-007 The Former Jackson County Treasurer Improperly Received Two Additional Payroll Checks 

Totaling $8,153 That Went Undetected By County Officials 

 

This is a repeat of a similar finding that was included in the prior year report as finding 2015-007.  The former 

Jackson County Treasurer received 24 regular bi-monthly payroll checks which totaled $48,189 and 

improperly issued two additional payroll checks to herself which totaled $8,153 for a total of 26 payroll checks 

during fiscal year 2016. 
 

Lack of segregation of duties and weak internal controls over payroll allowed the inaccurate reporting and 

overpayments to occur. 
 

The former Jackson County Treasurer received two additional payroll checks totaling $8,153 while allowing 

legitimate county liabilities to go unpaid, resulting in penalties for late payments due to lack of funds. 
 

The segregation of duties over various accounting functions such as processing payroll, issuing payroll checks, 

preparing payroll deposits, signing payroll checks, and reconciling the payroll bank account, 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.  
 

The Jackson County Fiscal Court should separate the duties involved in issuing and reviewing payroll.  If this 

is not feasible, cross checking procedures should be implemented and documented by the individual 

performing the procedure.  Since our audit uncovered potential misappropriation of public funds, we are 

referring our findings to the Kentucky State Police, the Kentucky Office of Attorney General, and the 

Kentucky Department of Revenue. 
 

County Judge/Executive’s Response:  No additional checks will be given to any employee without proper 
cause and documentation verification. 
 

2016-008 The Jackson County Fiscal Court Did Not Set And Approve Salaries For All County Employees 

 

This is a repeat finding and was included in the prior year report as finding 2015-008.  During our review of 

payroll and the fiscal court order book, we noted the Jackson County Fiscal Court did not set and approve the 

salaries of all applicable county employees in accordance with KRS 64.530(1).  Auditors were provided a 

document which listed employees and wages that was signed by the Jackson County Clerk; however, nowhere 

in the fiscal court minutes were the salaries/wages approved or documentation included. 
 

The Jackson County Judge/Executive was unaware of the requirement of KRS 64.530(1). 
 

The Jackson County Fiscal Court is not in compliance with KRS 64.530(1), and employees could be paid 

inaccurately. 
 

KRS 64.530(1) states “the fiscal court of each county shall fix the reasonable compensation of every county 

officer and employee” with certain exceptions.  
 

We recommend the Jackson County Judge/Executive’s office annually prepare a list of each employee of the 

county and include the appropriate hourly rate for hourly employees and monthly or yearly amounts for all 

salaried employees and present this list to the Jackson County Fiscal Court for approval. 
 

County Judge/Executive’s Response:  The Jackson County Fiscal Court was not aware of the need for 
annual approval of salaries. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-009 The Jackson County Fiscal Court Magistrates Received A Lump Sum Expense Allowance 

Without Proof Of Working Committees 

 

This is a repeat finding and was included in the prior year report as finding 2015-009.  The Jackson County Fiscal 

Court magistrates received an expense allowance as part of their monthly compensation; however, no 

documentation was provided for actual expenses incurred or proof of working committees.   

 

The Jackson County Fiscal Court magistrates are not assigned to working committees in the fiscal court 

minutes.  

 

The Jackson County Fiscal Court magistrates may be receiving pay they are not entitled to. 

 

KRS 64.710 prohibits public officials from receiving a lump sum expense allowance and KRS 64.530 

establishes “three hundred dollars ($300) per month as an expense allowance for serving on committees of the 

fiscal court.”  The expense allowance is permissible only for serving on committees of the fiscal court. 

 

We recommend that Jackson County Fiscal Court magistrates receive a monthly expense allowance only if 

serving on working committees or if adequate documentation for actual expenses incurred is provided.  These 

committees should meet once a month and be reported in the fiscal court meetings.  We also recommend that 

committee assignments be on an annual basis and included in the fiscal court minutes as public record. 
 

County Judge/Executive’s Response:  The Jackson County Fiscal Court Magistrates are a part of working 

committees appointed by the Judge Executive and no longer receive lump sum allowances. 
 

2016-010 The Jackson County Fiscal Court Did Not Properly Calculate Occupational Taxes On All 

Employee Wages 

 

This is a repeat finding and was included in the prior year report as finding 2015-010.  Employee records show 

that some insurance premiums are being deducted from employees’ gross wages prior to occupational taxes 

being calculated. 
 

The insurance premiums have been set up erroneously as pre-tax deductions in the Jackson County Fiscal 

Court’s payroll software, and a lack of controls or review procedures allowed this to go undetected for fiscal 

year 2016. 
 

The Jackson County Fiscal Court is not receiving the proper allocation of occupational taxes from county 

employees who have certain insurance coverage. 
 

Jackson County Ordinance No. 1213-01 states “every person or business entity engaged in any business for 

profit and any person or business entity that is required to make a filing with the Internal Revenue Service or 

the Kentucky Revenue Cabinet shall be required to file and pay to the county an occupational license tax for 

the privilege of engaging in such activities within the county.  The occupational license tax shall be measured 

by 1.85% of all wages and compensation paid or payable in the county for work done or services performed or 

rendered in the county by every resident and nonresident who is an employee.” 
 

We recommend the Jackson County Fiscal Court review the payroll software to ensure accurate calculations of 

occupational taxes. 
 

County Judge/Executive’s Response:  Occupational Taxes are now calculated by employee's gross wages. 
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-011 The Jackson County Fiscal Court Erroneously Withheld Retirement On Part-Time Employee 

Wages 

 

This is a repeat finding and was included in the prior year report as finding 2015-011.  The Jackson County Fiscal 

Court withheld retirement on all Jackson County Fiscal Court employees, including those working on a part-

time basis.  Our testing identified six part-time Jackson County Fiscal Court employees whose total 

withholding equals $1,337. 
 

The Jackson County Fiscal Court was unaware that only employees who work at least an average of 100 hours 

per month are required to have retirement withheld from their pay. 
 

The Jackson County Fiscal Court has paid funds to the Kentucky Retirement Systems that were not due 

because the employees were not qualified to participate in the program.  In doing so they have also paid 

matching retirement that was not due for a total overpayment to the Kentucky Retirement Systems of $3,965. 
 

Participation in the retirement system is only required for full-time employees, defined by KRS 61.510(21) as 

employees working an “average one hundred (100) or more hours per month” with limited exceptions.  With 

regard to retirement withholdings, KRS 61.543(1)(a) states that retirement “contributions shall be deducted 

each payroll period. . .while he is classified as regular full-time.” 
 

We recommend the Jackson County Fiscal Court reimburse part-time employees affected by this erroneous 

withholding and contact the Kentucky Retirement Systems to determine how to correct the employees’ 

records.  We also recommend the Jackson County Fiscal Court contact the Kentucky Retirement Systems to 

determine if the county is eligible to receive a refund for any overpayments. 
 

County Judge/Executive’s Response:  Retirement is no longer being withheld from incoming part- time 
employees. 
 

2016-012 The Jackson County Fiscal Court Did Not Accurately Withhold Health Insurance Premiums From 

All Employee Wages 

 

This is a repeat finding and was included in the prior year report as finding 2015-012.  Employees of the Jackson 

County Fiscal Court did not have health insurance premiums properly withheld from wages. 
 

Audit procedures revealed the following conditions regarding health insurance: 
 

 The Jackson County Fiscal Court paid $5,250 of the employee portion of health insurance premiums 

and $335 of the employee portion of dental and vision insurance.    

 Two Jackson County Fiscal Court employees paid their portion of health insurance premiums but 

were not insured. 
 

Health insurance bills were not reconciled or compared to the payroll deductions list by the former Jackson 

County Treasurer, the Jackson County Finance Officer, or the Jackson County Judge/Executive.  Payroll 

reconciliations and comparisons would have indicated employees’ withholdings were incorrect and the county 

was incorrectly paying health insurance premiums. 
 

By not properly paying insurance premiums, the Jackson County Fiscal Court could incur an unnecessary 

financial burden or employee insurance could lapse.  Current year test procedures reflected overpayments of 

$5,585 noted above. 



Page 49 

JACKSON COUNTY 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS  

Fiscal Year Ended June 30, 2016 

(Continued) 

 

 

 

Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-012 The Jackson County Fiscal Court Did Not Accurately Withhold Health Insurance Premiums From 

All Employee Wages (Continued) 

 

Good internal controls require original supporting documentation for all payments, verification of 

endorsements, and dual signatures for all disbursements.  The Jackson County Fiscal Court should only pay 

claims for which it is responsible.  

 

The treasurer or finance officer should verify that employees’ withholdings cover their required portion of 

health insurance premiums and should also ensure that only current employees are included on the health 

insurance invoice.  This can be done by printing a deduction report and comparing it to the health insurance 

invoice prior to paying.  The final invoices should be used to pay the health insurance premiums, and they 

should be noted as paid. 

 

County Judge/Executive’s Response:  Health Insurance premiums are now being withheld correctly. 
 

2016-013 The Jackson County Fiscal Court Incurred Penalties And Interest Due To Not Paying Invoices 

Timely 

 

This is a repeat finding and was included in the prior year report as finding 2015-013.  The Jackson County Fiscal 

Court has been billed the following penalties and interest for late payments of payroll items: 

 

 Payments to Kentucky Association of Counties Workman’s Compensation Fund were not paid timely, 

and the fiscal court incurred finance charges of $3,357. 

 Payments to Kentucky Association of Counties for insurance coverage were not remitted timely, and 

the fiscal court incurred finance charges of $5,343. 

 The Jackson County Fiscal Court incurred three penalties for fiscal year 2016 totaling $3,000 for late 

payment to Kentucky Retirement Systems and an additional penalty for $1,000 that occurred after 

fiscal year 2016. 

 The fiscal court incurred two penalties for pension spiking totaling an additional $9,612 due to 

Kentucky Retirement Systems. 

 

The payment of penalties and interest is the result of invoices and payroll withholding not being remitted 

timely.   

 

The Jackson County Fiscal Court must remit public funds for the payment of penalties and interest incurred 

due to the lack of management oversight that allowed payments to be made late. 

 

KRS 65.140 requires fiscal court to pay all claims “within thirty (30) working days of receipt of a vendor's 

invoice” with limited exceptions.  With regard to retirement withholdings, KRS 61.675 states “[i]f the agency 

fails to file all contributions and reports on or before the tenth day of the month following the period being 

reported, interest on the delinquent contributions at the actuarial rate adopted by the board compounded 

annually, but not less than one thousand dollars ($1,000), shall be added to the amount due the system.” 

 

We recommend the Jackson County Fiscal Court comply with KRS 65.140 and KRS 61.675 by ensuring all 

invoices are paid timely and ensuring all withholdings are paid to the proper agency timely in order to avoid 

unnecessary penalties and interest. 

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-014 The Jackson County Fiscal Court Did Not Ensure Employees Are Properly Compensated For 

Working Overtime 

 

The Jackson County Fiscal Court has an employee that does not appear to have been properly compensated for 

working overtime.  Payroll testing revealed an employee working for the county is being paid for two separate 

positions.  The employee is paid by the county as a sheriff’s deputy and also as a transfer station employee.  

The employee is paid a different wage for each position, and total hours worked are not combined weekly to 

determine if the employee should have been in overtime status for the week. 

 

The employee was not required to maintain a timesheet for the transfer station position and was paid as if it 

were two employees working in two separate positions.  The employee does not appear to have been properly 

compensated for working overtime hours because total hours worked in a week for each position were not 

combined. 

 

Per the US Department of Labor Fact Sheet # 23, “Where an employee in a single workweek works at two or 

more different types of work for which different straight-time rates have been established, the regular rate for 

that week is the weighted average of such rates.  That is, the earnings from all such rates are added together 

and this total is then divided by the total number of hours worked at all jobs.  In addition, section 7(g)(2) of the 

FLSA allows, under specified conditions, the computation of overtime pay based on one and one-half times the 

hourly rate in effect when the overtime work is performed.  The requirements for computing overtime pay 

pursuant to section 7(g)(2) are prescribed in 29 CFR 778.415 through 778.421.” 

 

29 CFR 778.203 states “[u]nder section 7(e)(6) and 7(h) of the Act, extra compensation provided by a 

Premium rate of at least time and one-half which is paid for work on Saturdays, Sundays, holidays, or regular 

days of rest or on the sixth or seventh day of the workweek (hereinafter referred to as “special days”) may be 

treated as an overtime premium for the purposes of the Act.” 

 

We recommend the Jackson County Fiscal Court comply with guidelines set by the Department Of Labor and 

federal regulations regarding overtime compensation.  Additionally, we recommend the fiscal court ensure 

timesheets are submitted for all county positions and review employee histories to determine if additional 

compensation is due. 

 

County Judge/Executive’s Response:  The Jackson County Fiscal Court compensates employee's overtime 
with compensatory time. 

 

2016-015 The Jackson County Fiscal Court Did Not Pay Withholdings Timely Resulting In Outstanding 

Liabilities For Federal And State Withholdings 

 

This is a repeat finding and was included in the prior year report as finding 2015-014.  The Jackson County Fiscal 

Court is withholding federal, state, county, Medicare, city taxes, and retirement on employees; however, they 

are not paying the withholdings timely to the proper agencies and have accrued penalties for late payments and 

nonpayment.     

 

Lack of review or monitoring of the payroll process has allowed county employees’ withholdings to go unpaid.  
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-015 The Jackson County Fiscal Court Did Not Pay Withholdings Timely Resulting In Outstanding 

Liabilities For Federal And State Withholdings (Continued) 

 

The fiscal court had cumulative outstanding liabilities as of June 30, 2016 as follows: 

 

Federal Withholding Taxes 414,594$     

State Withholding Taxes 467,132$     

Retirement 402,916$      
 

Based on the timing of payments, additional penalties and interest could continue to accrue. 

 

IRS Publication 15 states, “Generally, you are required to withhold social security and Medicare taxes from 

your employees' wages and pay the employer's share of these taxes.  In general, you must deposit federal 

income tax withheld and both the employer and employee social security and Medicare taxes.”  Depositors on 

a semiweekly schedule have at least three business days to make a deposit before penalties start to accrue.    
 

Regulation 103 KAR 18:010 provides that “[e]very employer incorporated in Kentucky, qualified to do 

business in Kentucky, doing business in Kentucky, or subject to the jurisdiction of Kentucky in any manner, 

and making payment of wages subject to withholding shall deduct, withhold, and pay to the department the tax 

required to be withheld.”  And the Kentucky Department of Revenue’s Withholding Kentucky Income Tax 

Instructions for Employers (May 2015) states “[e]mployers withholding $2,000-$49,999 Kentucky income tax 

a year must file and pay on a monthly basis.” 

 

We recommend the Jackson County Fiscal Court contact the IRS and the Kentucky Department of Revenue to 

determine the actual amounts due, with penalties and interest assessed, and determine a feasible plan to pay the 

withholding, penalties, and interest due.  We also recommend internal controls be established to ensure 

withholdings are paid timely.  This control could be as simple as comparing the payroll summary to actual 

payments made to the entity on the bank reconciliation and documenting the review by signatures or initials on 

the summary or bank statement.   
 

County Judge/Executive’s Response: Jackson County Fiscal Court liabilities Federal and State withholdings 

are being paid on time.  As well as the Federal taxes not paid by the previous treasurer are now up to date, 

along with the state back taxes owed are now being paid by monthly payments. 
 

2016-016 The Jackson County Fiscal Court Did Not Perform Accurate Bank Reconciliations  

 

This is a repeat finding and was included in the prior year report as finding 2015-015.  Bank reconciliations 

provided for the audit did not accurately reflect the county’s financial condition.  Bank reconciliations 

provided for the audit included inaccurate balances because they did not include all necessary information.  

Errors included incorrect beginning balances, voided checks included on outstanding check lists, and actual 

outstanding checks omitted from outstanding check lists.  Deposits in transit, receivables, and liabilities were 

also omitted from the reconciliations.  Auditors also noted that the payroll account has not been reconciled for 

a minimum of two years.   

 

The Jackson County Fiscal Court failed to establish appropriate oversight of the former county treasurer’s 

reconciliation activities.  The fiscal court did not establish relevant review procedures to determine if the 

former county treasurer was submitting complete and accurate reconciliations on a monthly basis. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-016 The Jackson County Fiscal Court Did Not Perform Accurate Bank Reconciliations (Continued) 

 

The Jackson County Fiscal Court’s failure to establish a review of the former Jackson County Treasurer’s 

reconciliations resulted in incorrect financial reporting on the county’s part for fiscal year ending June 30, 

2016.  The fiscal court also did not have accurate financial information in order to plan for the subsequent 

fiscal year. 

 

Lack of timely, accurate reconciliations have allowed all funds to be charged bank fees for insufficient funds to 

cover checks presented for payment.  Additionally, if all checks issued cleared the county’s bank accounts by  

June 30, 2016 the funds would be overdrawn by the following amounts: general ($82,538), road ($93,904), jail 

($129,311), and payroll ($233,589), for a total of ($539,342). 

 

The Department for Local Government has established minimum requirements for officials handling public 

funds, which include the preparation of monthly bank reconciliations that include the bank balance and a 

listing of all outstanding reconciling items (deposits in transit, outstanding checks, investments, etc.). 

 

We recommend the Jackson County Fiscal Court establish procedures to review all reconciliations prepared by 

the county treasurer to determine the validity and accuracy of the amounts presented.  

 

County Judge/Executive’s Response:  Bank Reconciliations are now done monthly and accurately. 
 

2016-017 The Jackson County Fiscal Court Did Not Include All County Funds On The Fourth Quarter 

Financial Report 

 

This is a repeat finding and was included in the prior year report as finding 2015-016.  The Jackson County Fiscal 

Court’s Fourth Quarter Financial Report did not include all of the county’s accounts or funds.  Auditors 

discovered one checking account and a $5,008 certificate of deposit that were not included in the county’s 

year-end financial report. 
 

The Fourth Quarter Financial Report did not include the activity in the occupational license tax account or the 

$5,008 certificate of deposit because the former Jackson County Treasurer failed to include them on financial 

reports and the fiscal court failed to determine the disposition of the accounts. 
 

Failure to record the activity in these accounts and the certificate of deposit can result in inaccurate or 

misleading financial statements.   
 

KRS 68.020(4) requires the county treasurer to “keep an accurate detailed account of all money received and 

disbursed by him for the county” and “keep books of accounts of the financial transactions of the county in the 

manner required by the uniform system of accounting prescribed by the state local finance officer.”  

Additionally, county treasurers are required by the Department for Local Government’s County Budget 
Preparation and State Local Finance Officer Policy Manual to prepare financial reports that include all 

receipts, claims allowed, and cash balances.   
 

We recommend financial reports prepared by the Jackson County Treasurer include all financial activity of the 

Jackson County Fiscal Court.  
 

County Judge/Executive’s Response:  Two of the funds not on the financial statement are no longer 

active. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-018 The Jackson County Fiscal Court Transfer Of Road Funds Exceeded The Allowable Amount 

 

This is a repeat finding and was included in the prior year report as finding 2015-017.  The Jackson County Fiscal 

Court transferred $387,260 from the road fund to the general fund during fiscal year ending June 30, 2016 and 

a total of $91,200 was transferred back to the road fund from the general fund.  Net transfers from the road 

fund to the general fund for fiscal year ending June 30, 2016 were $296,060. 

 

A portion of road fund monies may be transferred to the general fund to offset administrative costs incurred to 

manage the road fund.  The transfer of road fund monies to the general fund reduces the amount of funds 

available to maintain county roads. 

 

KRS 68.210 authorizes the state local finance officer to prescribe a uniform system of accounts for counties.  

This uniform system is provided for in the County Budget Preparation and State Local Finance Officer Policy 

Manual, which states that “[t]he total of road fund dollars appropriated [to administrative costs] must not 

exceed budgeted truck license distribution receipts.”  The Jackson County Fiscal Court prepares a road fund 

cost allocation sheet during the budgeting process to calculate the percentage of costs incurred (and ultimately 

the amount to transfer) by the general fund in the management of road fund activities.  The maximum 

allowable transfer for administrative costs in a given fiscal year is limited to the amount a county receives from 

the state for truck license distribution.  In fiscal year ending June 30, 2016, Jackson County Fiscal Court’s 

truck license distribution was $213,260; therefore, transfers to the road fund exceeded the allowable amount by 

$82,800. 

 

We recommend the Jackson County Fiscal Court establish procedures to restrict transfers of restricted funds to 

the amount allowable.  We also recommend the fiscal court reimburse the road fund $82,800 from the general 

fund. 

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 
 

2016-019 The Jackson County Fiscal Court Did Not Approve Cash Transfers Between Funds In Advance  

 

This is a repeat finding and was included in the prior year report as finding 2015-018.  Auditors noted 50 cash 

transfers between funds (inter-fund) totaling $3,564,311 during fiscal year ending June 30, 2016.  None of the 

inter-fund cash transfers were approved in advance by the fiscal court.  

 

The former Jackson County Treasurer submitted lists of inter-fund transfers to the fiscal court on a quarterly 

basis, after the funds had been transferred.  Failure to pre-approve inter-fund cash transfers prevents the fiscal 

court from making fully informed decisions on budgetary matters. 

 

KRS 68.290 permits fiscal courts to “transfer money from one (1) budget fund to another to provide for 

emergencies or increases or decreases in county employment” and further states “[t]he order of the fiscal court 

making the transfer shall show the nature of the emergency or personnel increase or decrease and the reason 

for making the transfer.” 

 

We recommend the Jackson County Fiscal Court establish procedures requiring the county treasurer to submit 

inter-fund transfers to the fiscal court for approval in advance and that the court order include the reason for 

the transfer and the nature of the emergency or increase or decrease in county employment as required.  

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-020 The Jackson County Fiscal Court Did Not Maintain Proper Records For The Public Properties 

Corporation Fund 

 

This is a repeat finding and was included in the prior year report as finding 2015-020.  The Jackson County Fiscal 

Court is financially and legally obligated for the debt of the Jackson County Public Properties Corporation.  

The fiscal court did not maintain receipts and disbursements ledgers or bank reconciliations, and did not 

prepare financial statements for the public properties corporation.  

 

The lack of adequate management oversight resulted in responsible employees being unaware of the 

requirements to maintain records for the public properties corporation.  Improper documentation and lack of 

oversight could result in misrepresentation of the county’s total debt. 

 

The Jackson County Fiscal Court is legally obligated and financially accountable for the debt of the public 

properties corporation; therefore, these funds should be handled in accordance with the requirements for 

county funds.  KRS 68.210 gives the State Local Finance Officer authority to prescribe a uniform system of 

accounts.  This uniform system of accounts is set forth in the County Budget Preparation and State Local 
Finance Officer Policy Manual.  The requirements outlined therein include maintaining receipts and 

disbursement journals, performing monthly bank reconciliations, and preparing an annual financial statement.  

The annual financial statement should include a schedule that reflects outstanding debt of the public properties 

corporation. 

 

We recommend the Jackson County Fiscal Court provide proper oversight with regard to accounting for and 

reporting on the Jackson County Public Properties Corporation. 

 

County Judge/Executive’s Response:  The Public Properties Corporation Fund will be reported to the C ourt 

Quarterly. 
 

2016-021 The Jackson County Fiscal Court Was Not In Compliance With Continuing Debt Disclosure 

Requirements 

 

The Jackson County Fiscal Court did not comply with continuing debt disclosure requirements.  Our review of 

the county’s debt agreements revealed two instances in which the county did not comply with debt disclosure 

requirements: (1) the 2011 Series C Bond and (2) the First Mortgage Refunding Revenue Bond Series 2015. 

 

Responsible officials failed to list the 2011 Series C Bond and the First Mortgage Refunding Revenue Bond 

Series 2015 on the Electronic Municipal Market Access website and did not provide financial statements to the 

Municipal Securities Rulemaking Board (MSRB) timely. 

 

Failure to comply with continuing debt disclosure requirements puts the Jackson County Fiscal Court at risk of 

presenting a false or inaccurate financial condition, which could affect the county’s ability to repay bonds.  

Continuing disclosure requirements ensure an entity is properly reporting financial statements and offering a 

fair presentation of financial and operating conditions. 

 

We recommended the Jackson County Fiscal Court review all continuing debt disclosure requirements and 

ensure the county is compliance with those requirements. 

 

County Judge/Executive’s Response: The county judge/executive did not provide a response. 
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-022 The Jackson County Fiscal Court Lacks Adequate Internal Controls Over Disbursements 

 

This is a repeat finding and was included in the prior year report as finding 2015-021.  Our tests of disbursements 

included an examination of 80 disbursements selected from the county’s operating funds.  We found the 

following issues as a result:  
 

 Twenty-one disbursements were not listed on monthly claims list. 

 Sixteen disbursements had insufficient or no supporting documentation. 

 Three disbursements were not paid within 30 days. 

 Four disbursements were improperly coded. 

 One disbursement was not properly purchased via state price contract. 
 

We also noted the fiscal court incurred and paid finance charges of $3,509 for past due utility payments.  

Additionally, the county paid utility payments for two locations that were not the responsibility of the fiscal 

court. 
 

The fiscal court failed to establish appropriate internal controls over disbursements and as a result the former 

Jackson County Treasurer: 
 

 Prepared vendor claims as invoices were received; 

 Created the monthly claims list to be presented to the fiscal court; 

 Posted approved claims to the appropriations ledger; and 

 Signed checks for all disbursements. 
 

The Jackson County Fiscal Court had no established procedures for reviewing activities performed by the 

former county treasurer.  The fiscal court’s failure to establish effective internal controls over disbursements 

resulted in numerous instances of noncompliance reflected above. 
 

Effective internal controls provide for adequate segregation of duties and prevent the same person from having 

a significant role in incompatible functions.  Segregation of duties helps prevent fraud or misappropriation of 

assets and protects employees in the normal course of performing their daily responsibilities.  Effective 

internal controls also help ensure compliance with requirements governing fiscal court disbursements.  

Initially, the county judge/executive’s office is required to prepare claims lists for presentation to fiscal court 

(KRS 68.275); the county treasurer then prepares checks based on the claims list presented to the fiscal court.  

According to the County Budget Preparation and State Local Finance Officer Policy Manual, operating 

disbursements are required to have appropriate supporting documentation and be properly coded prior to 

inclusion on the monthly claims list.  Claims against the county are required to be paid within 30 days pursuant 

to KRS 65.140.    
 

We recommend the Jackson County Fiscal Court establish effective internal controls over disbursements, 

including segregation of duties.  The monthly claims lists prepared by the Jackson County Judge/Executive’s 

office should include all disbursements, unless otherwise noted as paid under an annual standing order for 

recurring expenses.  The county treasurer should ensure invoices are properly coded and paid within 30 

working days.  If the Jackson County Judge/Executive is unable to adequately segregate duties and establish 

effective internal controls, strong management oversight should be provided.  Effective review procedures 

could be achieved if performed by an employee independent of those functions or by the Jackson County 

Judge/Executive.  The Jackson County Judge/Executive should review supporting documentation for all  
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-022 The Jackson County Fiscal Court Lacks Adequate Internal Controls Over Disbursements 

(Continued) 

 

disbursements made and compare disbursements written to the disbursements ledger.  The Jackson County 

Judge/Executive should document this by initialing the supporting documentation and the disbursements 

ledger. 

 

County Judge/Executive’s Response: Disbursements are now reviewed by more than one employee as well 
as the Judge Executive. 

 

2016-023 The Jackson County Treasurer Office Supplies Appropriation Account Contained Numerous 

Inappropriate Postings 

 

This is a repeat finding and was included in the prior year report as finding 2015-022.  Our testing included a 

review of the county treasurer office supplies account number 01-5040-445.  Eleven disbursements totaling 

$19,652 were posted to this account.  Auditors noted the following: 
 

 Three of the 11 disbursements were inappropriately posted to the county treasurer office supplies 

account.  Auditors compared postings to actual checks and noted these three checks were paid to the 

payroll account.  None of the inappropriate postings were listed on the monthly claims list approved 

by the fiscal court. 
 

The amount of inappropriate disbursements posted to the county treasurer office supply account totaled 

$11,756. 
 

The Jackson County Fiscal Court failed to establish effective internal controls and provide adequate 

management oversight.  The former Jackson County Treasurer failed to properly record and report 

disbursements of the county treasurer office supply account as a result of weak internal controls and lack of 

management oversight.    
 

KRS 68.275(2) states “[t]he county judge/executive shall present all claims to the fiscal court for review prior 

to payment and the court, for good cause shown, may order that a claim not be paid.” 
 

KRS 68.210 gives the State Local Finance Officer the authority to prescribe a uniform system of accounts.  

The County Budget Preparation and State Local Finance Officer Policy Manual lists the duties of the county 

treasurer based on KRS 68.020, KRS 68.300, KRS 68.360(1), and KRS 441.235.  This manual requires the 

county treasurer to maintain the financial records, to receive and disburse money, to invest funds, to prepare 

financial reports monthly, and to settle accounts within 30 days after the close of each fiscal year.  In addition, 

the manual requires the county treasurer to counter sign all checks for payment of funds from the county 

treasury only if the payment is approved by the fiscal court, sufficient funds are available, and an adequate free 

balance is available in the properly budgeted appropriation account. 
 

We recommend the Jackson County Fiscal Court establish internal controls to ensure all claims are properly 

presented to the fiscal court for approval and the disbursement of claims are properly recorded by the county 

treasurer.   
 

County Judge/Executive’s Response:  The Jackson County Treasurer office supplies appropriations account 

will only have appropriate postings with the new oversight procedures in place. 
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2016-024 The Jackson County Fiscal Court Failed To Provide Supporting Documentation For Two Police 

Cruisers Reported To Be Purchased On State Price Contract 

 

The Jackson County Fiscal Court did not advertise for bids before the purchase of two sheriff cruisers.  The 

county purchased the cruisers at a price comparable to the state price contract; however, the cruisers were 

purchased from a vendor not included on the state price contract. 
 

The Jackson County Fiscal Court did not realize purchasing items listed on the state price contract required the 

purchase to be from the vendor listed on the state price contract.  The Jackson County Fiscal Court was able to 

provide documentation for the actual purchase of the two cruisers; however they did not keep record of state 

pricing or the vendor listed on the state price contract. 

 

KRS 45A.050(3) requires all state agency price contracts to allow counties to participate in such contracts on 

the same terms as the Commonwealth.  The statute allows “[a]ny political subdivision [to] purchase materials 

and supplies in accordance with a contract for supplies and materials entered into by the Finance and 

Administration Cabinet[.]”  If the county uses the state contract price, the county must maintain documentation 

of the contract price as well as use the state selected vendor. 

 

We recommend the Jackson County Fiscal Court follow the requirements of KRS 424.260 by properly bidding 

purchases in excess of $20,000 and maintaining proper documentation of state contract purchases, including 

the use of vendors selected by the state. 

 

County Judge/Executive’s Response:  Purchases made on state price contract will include supporting 

documentation from the state price contract vendor as well as the Fiscal Court. 

 

2016-025 The Jackson County Fiscal Court Did Not Maintain A List Of Encumbrances And Unpaid 

Obligations 

 

This is a repeat finding and was included in the prior year report as finding 2015-023.  The county is not 

maintaining a list of encumbrances as required by KRS 68.360(2).  This is due to a lack of adequate internal 

controls over disbursements (see 2016-022).  Not maintaining an up-to-date list of encumbrances could prevent 

the county from knowing the amount of cash on hand for each fund.  This could lead to overspending or the 

overpayment/underpayment of vendors. 

 

KRS 68.360(2) states “[t]he county judge/executive shall, within fifteen (15) days after the end of each quarter 

of each fiscal year, prepare a statement showing for the current fiscal year to date actual receipts from each 

county revenue source, the totals of all encumbrances and expenditures charged against each budget fund, the 

unencumbered balance of the fund, and any transfers made to or from the fund.  The county judge/executive 

shall post the statement in a conspicuous place in the courthouse near the front door for at least (10) 

consecutive days, and transmit a copy to the fiscal court and to the state-local finance officer.  The statement 

shall be read at the next meeting of the fiscal court.” 

 

We recommend the Jackson County Fiscal Court report all encumbrances by including all outstanding 

liabilities at the end of the fiscal year on the Fourth Quarter Financial Report.  The county should maintain a 

list of these encumbrances and should not encumber more than the available cash balance in each fund. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-025 The Jackson County Fiscal Court Did Not Maintain A List Of Encumbrances And Unpaid 

Obligations (Continued) 

 

County Judge/Executive’s Response:  A list of encumbrances and unpaid obligations will be maintained 
and posted. 

 

2016-026 The Jackson County Fiscal Court Failed To Properly Bond The County Attorney 

 

Our review of officials’ bonds revealed the Jackson County Fiscal Court had not bonded the newly appointed 

county attorney.  Based on prior year audit work, we noted the former county attorney had an official bond for 

$10,000.  The fiscal court failed to obtain an official bond upon appointment of the new county attorney. 

 

This occurred due to an oversight on the part of the county judge/executive and his staff and the lack of 

established procedures for newly appointed officials.  Failure to properly bond officials handling public funds 

could put those funds at risk. 

 

KRS 65.067 states, “All officers, officials, and employees of cities, counties, urban-county governments, 

charter county governments, a regional wastewater commission, and special districts who handle public funds 

in the execution of their duties shall give a good and sufficient bond to the local governing body for the faithful 

and honest performance of his or her duties as security for all money coming into that person’s hands or under 

that person’s control.  The bond amount shall be based upon the maximum amount of public funds the officer, 

official, or employee handles at any given time during a fiscal year cycle.  The local governing body shall pay 

the cost of the bond.” 

 

We recommend the Jackson County Fiscal Court comply with KRS 65.067 by obtaining an official bond for 

the county attorney. 

 

County Judge/Executive’s Response:  The County Attorney's bond was overlooked by previous treasurer, 

however is now bonded. 
 

2016-027 The Jackson County Fiscal Court Lacks Internal Controls Over Occupational Taxes 

 

This is a repeat finding and was included in the prior year report as finding 2015-024.  The occupational tax 

administrator performs all duties with regard to the collection of occupational taxes.  There are no procedures 

or controls in place to provide oversight of the functions of the occupational tax administrator.  Testing of 

occupational tax revealed that the occupational tax administrator makes payments to the fiscal court on an as 

needed basis, and the payments do not relate to the actual receipts collected over any defined period.  The 

county judge/executive and fiscal court have not established internal controls to mitigate the risk involved with 

the collection of occupational tax receipts.  Without proper internal controls, the county is exposed to the risk 

of not receiving all occupational license taxes and erroneous recording of receipts.  Appropriate internal 

controls would have at least one level of review over occupational tax administrator duties.  We recommend 

the Jackson County Judge/Executive and the fiscal court implement internal controls over the receipt and 

disbursement of occupational license taxes. 

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-028 The Jackson County Fiscal Court Lacks Internal Controls Over Transfer Station Receipts And 

Deposits 

 

This is a repeat finding and was included in the prior year report as finding 2015-025.  The following issues were 

noted with regard to internal controls over receipts and deposits at the county transfer station: 

 

 Appropriate daily checkout procedures have not been established. 

 Receipts were not accounted for on a daily basis, and daily checkout sheets were not prepared. 

 Daily deposits were not made. 

 Cash and checks were not accounted for separately within deposits made. 

 Receipts were not accounted for in numerical sequence. 

 Receipts from charge accounts were not always signed. 

 Employees have taken transfer station receipts home overnight. 

 

The Jackson County Judge/Executive and the fiscal court have failed to establish internal controls over receipts 

and deposits from the county’s transfer station.  

 

By not requiring daily deposits of transfer station receipts and allowing employees to take cash and checks 

home, the fiscal court incurs greater risk of misappropriation of funds.  Inaccurate financial reporting and 

misappropriated funds may occur when receipts are not accounted for on a daily basis, daily checkout sheets 

are not prepared, and receipts are not accounted for in numerical sequence.  By not obtaining signatures on 

charge account receipts, the fiscal court could be exposed to a loss or non-payment for services rendered.   

 

KRS 68.210 gives the State Local Finance Officer the authority to prescribe a uniform system of accounts.  

The County Budget Preparation and State Local Finance Officer Policy Manual establishes several procedures 

to institute a strong internal control environment, including issuing pre-numbered three-part receipts for all 

receipts and ensuring that deposits are made daily intact. 

 

We recommend the Jackson County Judge/Executive and the fiscal court strengthen internal controls to ensure 

deposits are made timely, cash and checks agree to deposit slips, receipts are processed in order, signatures are 

required on receipts for charge accounts, and cash and checks are not taken home by employees.   

 

County Judge/Executive’s Response:  The Jackson County Treasurer and/or Finance Officer now review 
daily transfer station receipts and makes daily deposits. 

 

2016-029 The Jackson County Fiscal Court Did Not Maintain Accurate Capital Asset Records Or Properly 

Insure Assets 

 

This is a repeat finding and was included in the prior year report as finding 2015-019.  The Jackson County Fiscal 

Court is not maintaining an accurate record of capital assets and not properly insuring assets.  The fiscal court 

lacks sufficient internal control procedures over capital assets.  Inadequate oversight has resulted in numerous 

audit adjustments to the county’s Schedule of Capital Assets (Schedule).  Auditors noted $3,340,095 in current 

year additions not included on the Schedule.  Additionally, auditors noted three instances in which capital asset 

additions were not listed on county’s insurance policy. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-029 The Jackson County Fiscal Court Did Not Maintain Accurate Capital Asset Records Or Properly 

Insure Assets (Continued) 

 

By not maintaining an accurate Schedule, capital assets may not be insured or the county could pay for 

insurance on assets no longer in use or owned by the county.  Capital assets that are not properly insured 

expose the county to potential loss.  Not maintaining an accurate Schedule can also lead to improper valuation 

of capital assets and an inability to plan for long-term asset replacement. 

 

KRS 68.210 gives the State Local Finance Officer the authority to prescribe a uniform system of accounts.  

This uniform system of accounts is set forth in the County Budget Preparation and State Local Finance 

Officer Policy Manual.  Capital asset records are necessary for proper valuation, adequate and accurate 

insurance coverage, internal control, and long range planning for property replacement.  The manual states that 

capital asset records should include a description of the asset, historical cost, date of acquisition, date of 

disposal, useful life of the asset, salvage value, depreciation expense, accumulated depreciation, and proceeds 

from sale or disposal of assets.  In addition, the manual states that a capital asset record should be prepared for 

each acquisition. 

 

We recommend the Jackson County Fiscal Court implement internal control procedures over capital assets, 

maintain an accurate capital asset listing, and insure all assets listed on the county’s Schedule. 

 

County Judge/Executive’s Response:  The Jackson County Fiscal Court has updated the inventory and will 

maintain accurate Capital assets records. 

 

2016-030 The Jackson County Jailer Lacks Adequate Internal Controls Over The Overall Environment Of 

The Jail 

 

This is a repeat finding and was included in the prior year report as finding 2015-026.  We reviewed accounting 

records for all three jail bank accounts and noted the following: 

 

 Receipts and disbursements ledgers were not prepared timely for all accounts. 

 Bank reconciliations were not completed timely for all accounts. 

 An annual report was not completed and presented to the county treasurer. 

 Overdraft fees were incurred on two separate occasions. 

 Sales tax reports were calculated incorrectly. 

 

In the prior year, auditors noted the lack of internal controls over the overall environment of the jail; however, 

the jailer did keep ledgers and reconciliations.  During the fiscal year ending June 30, 2016, however, ledgers 

and reconciliations were not maintained and an annual report was not prepared. 

 

The jailer failed to implement adequate internal controls when the jail commissary was established.  Failure to 

properly account for inmate and commissary monies could lead to undetected misappropriation of assets. 

 

Segregation of duties, or the implementation of compensating controls, is essential for providing protection to 

employees in the normal course of business.  Without proper segregation of duties, inaccurate financial 

reporting and misappropriation of assets can occur without being detected. 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-030 The Jackson County Jailer Lacks Adequate Internal Controls Over The Overall Environment Of 

The Jail (Continued) 

 

We recommend the Jackson County Jailer continue to adhere to the guidance established by the Department 

for Local Government’s County Budget Preparation and State Local Finance Officer Policy Manual.  We 

further recommended that, upon establishing procedures to comply with requirements, the jailer evaluate 

internal controls so that they can be implemented adequately and segregated or strong management oversight 

be provided.   

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 

County Jailer’s Response:  The county jailer did not provide a response. 

 

2016-031 The Jackson County Jailer Did Not Present A Jail Commissary Financial Statement To The 

Treasurer For Fiscal Year Ending June 30, 2016 

 

This is a repeat finding and was included in the prior year report as finding 2015-027.  The Jackson County Jailer 

did not present a jail commissary financial statement to the county treasurer for fiscal year ending June 30, 

2016.  The jailer did not prepare a financial statement for presentation to the county treasurer.  This resulted in 

a noncompliance with KRS 441.135(2).  KRS 441.135(2) says the jailer “shall annually report to the county 

treasurer on the canteen account.”  It requires a jail commissary year-to-date summary compiled with 

information obtained from receipts and disbursements ledgers.  The ending balance reported on the summary is 

reconciled to the bank balance.  This summary is sufficient to use as the year-end report that is submitted to the 

county treasurer.  

 

We recommend the Jackson County Jailer comply with KRS 441.135(2) by presenting an accurate financial 

statement to the county treasurer.  The financial statement should be compiled using financial information 

from receipts and disbursement ledgers, with the ending balance being reconciled to the bank balance. 

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 
County Jailer’s Response:  The county jailer did not provide a response. 

 
2016-032 The Jackson County Detention Center Employees Were Allowed To Purchase Food From 

Detention Center Vendors At Discounted Rates 

 

This is a repeat finding and was included in the prior year report as finding 2015-028.  While reviewing jail 

reimbursements to the county, auditors noted one detention center employee was in charge of making food 

orders for inmate meals.  Before an order would be placed, detention center employees had the option to 

purchase products from the vendors they were ordering from.  After the order was submitted, the employee in 

charge of the ordering process would collect money from employees who had placed an order in conjunction 

with purchase of food for the jail.  The employee in charge prepared triplicate receipts for this process.  The 

first copy would be given to the employee who made the purchase, the second was kept for his own records, 

and the third would be batched with all funds collected and sent to the county judge/executive’s office.  These 

receipts kept track of what was purchased and how the employee paid, either cash or check.  After the 

judge/executive’s office received funds, they were deposited into the jail fund. 

 

The Jackson County Jailer was not aware that allowing employees to purchase food items from jail vendors at 

discounted prices was a violation of the county’s ethics code.   
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Section II:  Findings - Financial Statement Audit (Continued) 
 

2016-032 The Jackson County Detention Center Employees Were Allowed To Purchase Food From 

Detention Center Vendors At Discounted Rates (Continued) 

 

The Jackson County Code of Ethics for County Officials and Employees includes the following prohibition: 

“no county government officer or employee shall use or attempt to use his official position to secure 

unwarranted privileges or advantages for himself or others.” 

 

We recommend the Jackson County Jailer refrain from allowing his employees to purchase from detention 

center vendors and further comply with the Jackson County Code of Ethics for County Officials and 

Employees.  As of December 2015, the detention center no longer prepares its own food for inmates and has 

since switched to a contracted food service provider.  This matter will be referred to the Cumberland Valley 

Regional Board of Ethics. 

 

County Judge/Executive’s Response:  Detention center employees no longer purchase food from Detention 

Center vendors. 

County Jailer’s Response:  The county jailer did not provide a response. 
 

2016-033 The Jackson County Fiscal Court Lacked Controls Over The Collection Of Detention Center 

Receipts 

 

This is a repeat finding and was included in the prior year report as finding 2015-029.  While reviewing receipts 

from the detention center, auditors noted several instances of missing funds.  Receipts, checks, and cash would 

be batched by a detention center employee for the purchase of discounted food for detention center employees.  

These batched receipts would then be delivered to the Jackson County Judge/Executive’s office.  Cash and 

check amounts were accounted for on each individual receipt.  After funds were received by the 

judge/executive’s office they were deposited into the jail fund.  A review of the receipts turned over to the 

county showed a variance between the noted receipts amount and the amount deposited by the former Jackson 

County Treasurer.  The fiscal court failed to establish appropriate controls over detention center receipts.  As a 

result, auditors tested the collection and deposit process of detention center receipts. 
 

Auditors tested five detention center receipt batches turned over to the former county treasurer.  Auditors 

noted the following when comparing the breakdown of batched receipts to deposits made by the former county 

treasurer into the jail fund: 

 Three out of five deposits tested had missing cash in excess of $820. 

 Two of the five deposits were not supported by individual receipts.  There is a high risk that funds 

could have been missing from the deposits not supported by individual receipts. 

 

KRS 68.020(1) states “[t]he county treasurer shall receive and receipt for all money due the county from its 

collecting officers or from any other person whose duty it is to pay money into the county treasury, and shall 

disburse such money in such manner and for such purpose as may be authorized by appropriate authority of the 

fiscal court.  He shall not disburse any money received by him for any purpose other than that for which it was 

collected and paid over to him[.]” 
 

KRS 68.020(4) further states the county treasurer should “keep an accurate detailed account of all money 
received and disbursed by him for the county, and shall keep books of accounts of the financial transactions of 

the county in the manner required by the uniform system of accounting prescribed by the state local finance 

officer.” 
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Section II:  Findings - Financial Statement Audit (Continued) 

 

2016-033 The Jackson County Fiscal Court Lacked Controls Over The Collection Of Detention Center 

Receipts (Continued) 

 

We recommend the Jackson County Judge/Executive and fiscal court strengthen internal controls to ensure 

detention center receipts turned over to the Jackson County Treasurer are accurately recorded and deposited 

correctly. 
 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 
County Jailer’s Response:  The county jailer did not provide a response. 

 

2016-034 The Jackson County Jailer Did Not Present An Updated Jail Fee Schedule To The Jackson County 

Fiscal Court 

 

This is a repeat finding and was included in the prior year report as finding 2015-030.  During review of inmate 

accounts, auditors noted that the Jackson County Jail failed to submit a fee schedule to the Jackson County 

Fiscal Court for approval.  The jailer was unaware that the fee schedule should be approved by the fiscal court.  

Allowing the fee schedule to be approved by the fiscal court makes the fees being charged at the jail public 

record.  This could help clear up any confusion regarding fees collected by the jail.  Having an updated fee 

schedule approved by the fiscal court will help strengthen controls over the collection and payment of all fees.  

We recommend that the Jackson County Jailer submit an updated fee schedule to the fiscal court for approval.  

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 

County Jailer’s Response:  The county jailer did not provide a response. 
 

2016-035 The Jackson County Jailer Did Not Properly Calculate Vendor Discounts On Sales Tax Returns 

 

This is a repeat finding and was included in the prior year report as finding 2015-031.  We noted the sales tax 

returns vendor discounts were not being accounted for.  The bookkeeper should have accounted for the 1.75% 

vendor discount allowed by KRS 139.570.  Our review of sales tax returns submitted to the state revealed 

discounts of $110 not taken by the jailer.  Per discussion with jail personnel, it appears they were unaware of 

the 1.75% vendor discount.  Not properly calculating sales tax returns resulted in savings lost.  Failure to claim 

allowable credits is not a good use of inmate funds.  We recommend the Jackson County Jailer ensure the 

vendor discount of 1.75% is properly calculated on sales tax returns. 

 

County Judge/Executive’s Response:  The county judge/executive did not provide a response. 

County Jailer’s Response:  The county jailer did not provide a response. 
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Section III:  Findings And Questioned Costs - Major Federal Awards Program Audit 

 

2016-036 The Jackson County Fiscal Court Did Not Prepare A Schedule Of Expenditures Of Federal 

Awards (SEFA) 

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Reporting 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $0 

Opinion: Disclaimed 

 

This is a repeat finding and was included in the prior year report as finding 2015-032.  The Jackson County Fiscal 

Court did not prepare a SEFA that reflects the county’s expenditure of federal awards for fiscal year ending 

June 30, 2016.  The former Jackson County Treasurer did not prepare the SEFA on behalf of the fiscal court.  

The fiscal court failed to meet federal requirements for entities expending in excess of $750,000 in federal 

awards.  

 

The schedule below, prepared by auditors, represents the amount of known federal expenditures for fiscal year 

ending June 30, 2016 based on available records.  Auditors confirmed the amount received and tested known 

expenditures, but there could have been additional expenditures of federal funds not reflected below. 

 

Federal Grantor

CFDA # Program Title Expenditures

U. S Department of Housing and Urban Development

Passed-Through State Department for Local Government:

14.228 Community Development Block Grants/State's Program 5,000$               

Total U.S. Department of Housing and Urban Development 5,000                 

U.S. Department of Homeland Security

Passed-Through State Department of Military Affairs: *

97.040 Chemical Stockpile Emergency Preparedness Program **  2,540,153           

Total U.S. Department of Homeland Security 2,540,153           

Total Expenditures of Federal Awards 2,545,153$         

* Total Received from State Department of Military Affairs - $2,368,151;

Transferred to General Fund - $2,368,151 (see finding #2016-037)

** Tested as a Major Program
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Section III:  Findings And Questioned Costs - Major Federal Awards Program Audit (Continued) 

 

2016-036 The Jackson County Fiscal Court Did Not Prepare A Schedule Of Expenditures Of Federal 

Awards (SEFA) (Continued) 

 

Failure to prepare a SEFA is non-compliance with the U.S. Office of Management and Budget (OMB) Circular 

A-133, which requires governmental entities that expend in excess of $750,000 in federal funds in a year to 

prepare a SEFA that reflects all of the county’s federal programs and the amounts expended under each 

program. 

 

We recommend the Jackson County Fiscal Court track federal expenditures and prepare a SEFA as required by 

OMB Circular A-133. 

 

County Judge/Executive’s Response and Corrective Action Planned:  The Jackson County Fiscal Court will 
prepare a schedule of expenditures of federal awards (SEFA). 

Planned Implementation Date of Corrective Action: June 30, 2017 

Person Responsible for Corrective Action: Shane Gabbard, Jackson County Judge/Executive 

 

2016-037 The Jackson County Fiscal Court Commingled Chemical Stockpile Emergency Preparedness 

Program Funds With Jackson County’s General Fund And Unsupported Checks Were Issued To 

The Former Jackson County Treasurer 

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $0 

 

This is a repeat finding and was included in the prior year report as finding 2015-033.  The Jackson County Fiscal 

Court transferred $2,368,151 from the CSEPP/EM fund to the general fund during the fiscal year ending June 

30, 2016.  The fiscal court established line items in the general fund to pay emergency management claims 

associated with the county’s CSEPP program.  Total CSEPP expenditures recorded in the general fund for the 

fiscal year were $2,540,153 (Finding 2016-039), and $56,079 of this amount were payments made to the 

former county treasurer without supporting documentation (Questioned Costs - Finding 2016-039). 

 

The fiscal court failed to recognize that paying CSEPP/EM claims from the general fund does not comply with 

requirements of the federal grant program.  Transferring federal funds into the county’s general fund to pay 

claims commingles federal funds with other non-CSEPP funds.  The Catalog of Federal Domestic Assistance 

(CFDA) establishes requirements for administering federal grants.  CFDA #97.040 states “CSEPP funds may 

not be commingled with other non-CSEPP funds.”  This requirement is meant to provide accurate accounting 

of the receipt and disbursement of federal funds. 

 

We recommend the Jackson County Fiscal Court discontinue the practice of transferring federal funds from the 

CSEPP/EM fund to the general fund.  We also recommend the fiscal court properly budget for expenditures 

from the CSEPP/EM fund and discontinue the practice of budgeting CSEPP/EM expenditures from the general 

fund.  This finding will be referred to the Federal Bureau of Investigation and the Kentucky Department of 

Revenue. 
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Section III:  Findings And Questioned Costs - Major Federal Awards Program Audit (Continued) 
 

2016-037 The Jackson County Fiscal Court Commingled Chemical Stockpile Emergency Preparedness 

Program Funds With Jackson County’s General Fund And Unsupported Checks Were Issued To 

The Former Jackson County Treasurer (Continued) 

 
County Judge/Executive’s Response and Corrective Action Planned:  The previous Treasurer commingled 

(CSEPP) Chemical Stockpile Emergency Preparedness Program Funds.  These funds now have a 

designated account and will no longer be commingled. 
Planned Implementation Date of Corrective Action: immediately 

Person Responsible for Corrective Action: Shane Gabbard, Jackson County Judge/Executive 

 

2016-038 The Jackson County Fiscal Court Failed To Implement Adequate Internal Controls Over 

Chemical Stockpile Emergency Preparedness Program (CSEPP) Grant Funds 

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program (CSEPP) 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting, Allowable Costs 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $0 
 

This is a repeat finding and was included in the prior year report as finding 2015-034.  The Jackson County Fiscal 

Court lacks adequate internal controls over the Chemical Stockpile Emergency Preparedness Program 

(CSEPP).  We noted the following: 
 

 CSEPP reimbursements for fiscal year ending June 30, 2016 totaled $2,368,151.  CSEPP 

disbursements coded to 01-5135-703 totaled $385,771 (general fund) and 01-5135-742 totaled 

$2,154,382 (general fund), for a total of $2,540,153 (Comment 2016-036) posted to the general fund.  

As of June 30, 2016, it appears the Jackson County Fiscal Court paid approximately $172,002 more 

than what was reimbursed from the CSEPP program. 

 Eight of the 90 CSEPP disbursements tested should have been posted to the prior year appropriations 

ledger. 

 Auditors were not provided supporting documentation for 43 of the 90 CSEPP disbursements tested. 

 Thirty-nine of the 43 disbursements lacking supporting documentation were posted to the CSEPP 

Expense account (account #01-5135-703 - general fund); however, these disbursements were made to 

the former county treasurer (Finding 2016-039).  Additionally, these 39 disbursements were not 

presented to the fiscal court.  

 Seventy-five of the ninety 90 CSEPP disbursements tested were not presented to the fiscal court. 
 

The fiscal court failed to establish adequate internal controls over the CSEPP grant program. 
 

Due to the variance in reimbursements compared to disbursements, KYEMS may determine that amounts 

reimbursed were in excess of amounts permitted to be reimbursed and request the return of the overpayments.  

Failure to comply and implement adequate internal controls was a result of poor management oversight. 
 

Adequate segregation of duties would prevent the same person from having a significant role in these 

incompatible functions.  Proper segregation of duties protects employees in the normal courses of performing 

their daily responsibilities.  In addition, CSEPP reimbursements should be easily reconciled to CSEPP  
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Section III:  Findings And Questioned Costs - Major Federal Awards Program Audit (Continued) 

 

2016-038 The Jackson County Fiscal Court Failed To Implement Adequate Internal Controls Over 

Chemical Stockpile Emergency Preparedness Program (CSEPP) Grant Funds (Continued) 

 

disbursements.  The only differences should be CSEPP reimbursements requested in the prior fiscal year 

received in the current fiscal year and CSEPP reimbursements requested for the current fiscal year received in 

the subsequent fiscal year.  This finding will be referred to the Federal Bureau of Investigation. 
 

We recommend that the Jackson County Fiscal Court implement adequate internal controls over the Chemical 

Stockpile Emergency Preparedness Program. 
 

County Judge/Executives Response and Corrective Action Planned:  The Chemical Stockpile Emergency 

Preparedness Program Grant account is now reviewed by the County Treasurer, Finance Officer and 
Judge Executive. 

Planned Implementation Date of Corrective Action: immediately 

Person Responsible for Corrective Action: Shane Gabbard, Jackson County Judge/Executive 
 

2016-039 The Jackson County Fiscal Court Made Inappropriate Postings In The Chemical Stockpile 

Emergency Preparedness Program (CSEPP) Expense Account  

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program (CSEPP) 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting, Allowable Costs 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $56,079 

 

This is a repeat finding and was included in the prior year report as finding 2015-035.  We noted numerous 

inappropriate postings within the CSEPP expense account.  Our testing of federal awards included examining 

90 disbursements posted to the CSEPP Expense account (account #01-5135-703 - general fund).  We noted the 

following as a result: 
 

 Thirty-nine of the 90 disbursements tested were written to the former county treasurer.  These 

disbursements were posted to the CSEPP Expense account and did not have supporting documentation 

(Finding 2016-038).  These disbursements were not presented to the fiscal court and are not associated 

with the former county treasurer’s payroll.  The total of these 39 payments was $56,079. 

 

Failure to implement adequate internal controls was a result of poor management oversight.  The Jackson 

County Fiscal Court’s failure to provide proper oversight resulted in 39 improper payments totaling $56,079 

paid from the CSEPP Expense account to the former county treasurer. 

 

The Office of Management and Budget (OMB) Circular A-133 defines improper payments in the following 

terms, “1. Any payment that should not have been made or that was made in an incorrect amount under 

statutory, contractual, administrative, or other legally applicable requirements, such as overpayments or 

underpayments made to eligible recipients resulting from inappropriate denials of payment or service, any 

payments that does not account for credit for applicable discounts, payments that are for the incorrect amount, 

and duplicate payments.  2. Any payment that was made to an ineligible recipient or for an ineligible good or 

service, or payment for goods or services not received (except for such payments where authorized by statute).   
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Section III:  Findings And Questioned Costs - Major Federal Awards Program Audit (Continued) 
 

2016-039 The Jackson County Fiscal Court Made Inappropriate Postings In The Chemical Stockpile 

Emergency Preparedness Program (CSEPP) Expense Account (Continued)  

 

3. Any payment that an agency’s review is unable to discern whether a payment was proper as a result of 

insufficient or lack of documentation.” 

 

KRS 68.275(2) states “[t]he county judge/executive shall present all claims to the fiscal court for review prior 

to payment and the court, for good cause shown, may order that a claim not be paid.” 

 

KRS 68.210 gives the State Local Finance Officer the authority to prescribe a uniform system of accounts.  

The County Budget Preparation and State Local Finance Officer Policy Manual lists the duties of the county 

treasurer based on KRS 68.020, KRS 68.300, KRS 68.360(1), and  

KRS 441.235.  The manual requires the county treasurer to maintain the financial records, to receive and 

disburse money, to invest funds, to prepare financial reports monthly, and to settle accounts within thirty (30) 

days after the close of each fiscal year.  In addition, the manual requires the county treasurer to counter sign all 

checks for payment of funds from the county treasury only if the payment is approved by the fiscal court, 

sufficient funds are available, and an adequate free balance is available in the properly budgeted appropriation 

account. 

 

We recommend the fiscal court establish adequate controls over the chemical stockpile emergency 

preparedness program.  We further recommend the fiscal court comply with OMB Circular A-133.  This 

finding will be referred to the Federal Bureau of Investigation and the Kentucky Department of Revenue. 

 

County Judge/Executive’s Response and Corrective Action Planned:  The Chemical Stockpile Emergency 

Preparedness Program is now reviewed by the Judge Executive, Treasurer and Finance Officer; the 

appropriate documentation will be provided with each CSEPP disbursement. 
Planned Implementation Date of Corrective Action: immediately 

Person Responsible for Corrective Action: Shane Gabbard, Jackson County Judge/Executive 

 

2016-040 The Jackson County Fiscal Court Failed To Comply With Office of Management and Budget 

(OMB) Circular A-133 Cash Management Requirements  

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program (CSEPP) 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $0 

 

The Jackson County Fiscal Court had $201,924 in outstanding CSEPP invoices as of June 30, 2016.  Auditors 

tested the Jackson County Fiscal Court’s compliance with cash management requirements and found six 

invoices (referred to as Form 1801 by Kentucky Emergency Management) dating as far back as April 15, 2016 

unpaid.  The Jackson County Fiscal Court had received “advanced reimbursements” for all six of the 

outstanding invoices. 

 

Failure to implement adequate internal controls was a result of poor management oversight.  As a result of 

poor management oversight, the Jackson County Fiscal Court failed to comply with OMB Circular A-133 

regarding cash management and the implementation of adequate internal controls.  Kentucky Emergency 

Management stopped the payment of reimbursements until outstanding invoices have been paid. 
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Section III:  Findings And Questioned Costs - Major Federal Awards Program Audit (Continued) 

 
2016-040 The Jackson County Fiscal Court Failed To Comply With Office of Management and Budget 

(OMB) Circular A-133 Cash Management Requirements (Continued) 

 

Per OMB Circular A-133, regarding cash management, “When awards provide for advance payments, 

recipients must follow procedures to minimize the time elapsing between the transfer of funds from the U.S. 

Treasurer and disbursement and establish similar procedures for sub recipients.  Pass-through entities must 

establish reasonable procedures to ensure receipt of reports on sub recipients’ cash balances and cash 

disbursements in sufficient time to enable the pass-through entities to submit complete and accurate cash 

transactions reports to the Federal awarding agency or pass-through entity.  Pass-through entities must monitor 

cash drawdowns by their sub recipients to ensure that sub recipients conform substantially to the same 

standards of timing and amount as apply to the pass-through entity.” 

 

We recommend the fiscal court establish adequate controls over the Chemical Stockpile Emergency 

Preparedness Grant Program.  We further recommend the fiscal court comply with OMB Circular A-133. 

 

County Judge/Executive’s Response and Corrective Action Planned:  Chemical Stockpile Emergency 
Preparedness Program invoices are now reviewed by the Judge Executive, Treasurer and Finance Officer; 

this will ensure invoices are paid in a timely manner. 

Planned Implementation Date of Corrective Action: immediately 

Person Responsible for Corrective Action: Shane Gabbard, Jackson County Judge/Executive 

 

Section IV:  Summary Schedule of Prior Audit Findings   
 

2015-032 The Fiscal Court Did Not To Prepare A Schedule of Expenditures Of Federal Awards (SEFA) 

 

Federal Program: CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program (CSEPP)  

Award Number: Multiple Years – CSEPP Grants 

Compliance Requirements: Reporting 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs: $0 

 

Finding repeated in current year as #2016-036. 

 

2015-033 The Jackson County Fiscal Court Commingled Chemical Stockpile Emergency Preparedness 

Program Funds With Jackson County’s General Fund 

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $209,638 

 

Finding repeated in current year as #2016-037 – Current year questioned costs presented in #2016-039.   
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Section IV:  Summary Schedule of Prior Audit Findings (Continued) 

 

2015-034 The Jackson County Fiscal Court Failed To Implement Adequate Internal Controls Over Chemical 

Stockpile Emergency Preparedness Program (CSEPP) Grant Funds 

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program (CSEPP) 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting, Allowable Costs 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $0 

 

Finding repeated in current year as #2016-038.   

 

2015-035 The Jackson County Fiscal Court Made Inappropriate Postings In The Chemical Stockpile 

Emergency Preparedness Program (CSEPP) Expense Account  

 

Federal Program:  CFDA 97.040 – Chemical Stockpile Emergency Preparedness Program (CSEPP) 

Award Number and Year: Multiple Years – CSEPP Grants 

Name of Federal Agency and Pass-Through Agency:  U.S. Department of Homeland Security and Department 

of Military Affairs – Kentucky Emergency Management Services (KYEMS) 

Compliance Requirements:  Cash Management, Reporting, Allowable Costs 

Type of Finding:  Compliance and Internal Control 

Amount of Questioned Costs:  $0 

 

Finding repeated in current year as #2016-039 – Current year questioned costs - $56,709.   
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