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EXECUTIVE SUMMARY 

 

 AUDIT OF THE 

MORGAN COUNTY FISCAL COURT 

 

June 30, 2015 

 
 

The Auditor of Public Accounts was engaged to audit the Morgan County Fiscal Court for fiscal year ended 

June 30, 2015, and we have issued a disclaimer of opinion on the financial activities of the Morgan County 

Fiscal Court.   

 

Morgan County Real Properties I, Inc., and Morgan County Real Properties II, Inc., are Kentucky nonprofit, 

tax-exempt corporations created for the sole purpose of acquiring and financing certain infrastructure.  We 

were not engaged as auditors of the Morgan County Real Properties I and II Corporation Funds and we were 

unable to obtain audited financial statements to support the Morgan County Real Properties I and II 

Corporation Funds for the year ended June 30, 2015.  The Morgan County Real Properties I and II Corporation 

Funds are part of the Morgan County Fiscal Court’s reporting entity.  The omission of the Morgan County 

Real Properties I and II Corporation Funds is considered a material omission of the Morgan County Fiscal 

Court’s financial statement.  The significance of this issue prevents us from expressing an opinion on the 

financial statement of the Morgan County Fiscal Court. 

 

Report Comments: 
 

2015-001 The Morgan County Fiscal Court’s General Fund And Jail Fund Have Deficit Balances Due To 

Inappropriate Disbursements 

2015-002 The Morgan County Fiscal Court Paid Transfer Station Disbursements From The Road Fund 

2015-003 The Morgan County Fiscal Court Did Not Pay Invoices Within 30 Working Days 

2015-004 The Morgan County Fiscal Court Public Properties Corporation Disbursements Were Not 

Approved By The Project Development Board 

2015-005 The Morgan County Fiscal Court Lacks Internal Controls Over The Real Properties I and Real 

Properties II Corporations 

 



 

 

                                                                



 

 

                                                                                                              CONTENTS                                                                      PAGE 

 
 

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

MORGAN COUNTY OFFICIALS .................................................................................................................... 3 

FOURTH QUARTER FINANCIAL STATEMENT .............................................................................................. 7 

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 .......................... 27 

COMMENTS AND RECOMMENDATIONS ...................................................................................................... 31 

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 Stanley Franklin, Morgan County Judge/Executive 

    Members of the Morgan 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 Statement of the 

Morgan County Fiscal Court, as of and for the year ended June 30, 2015. 

 

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.  Those standards require that we plan and perform the audit to obtain reasonable 

assurance about whether the financial statement is free from material misstatement.  Because of the matter 

described in the Basis for Disclaimer of Opinion paragraph, however, we were not able to obtain sufficient 

appropriate audit evidence to provide a basis for an audit opinion. 

 

Basis for Disclaimer of Opinion 

 

We were not engaged as auditors of the Morgan County Real Properties I and II Corporation Funds and we 

were unable to obtain audited financial statements to support the Morgan County Real Properties I and II 

Corporation Funds at June 30, 2015.  The Morgan County Real Properties I and II Corporation Funds are part 

of the Morgan County Fiscal Court’s reporting entity.  The omission of the Morgan County Real Properties I 

and II Corporation Funds is considered a material omission of the Morgan County Fiscal Court’s financial 

statement. 
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To the People of Kentucky 

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet 

    Honorable Stanley Franklin, Morgan County Judge/Executive 

    Members of the Morgan County Fiscal Court 

 

 

Disclaimer of Opinion 
 

Because of the significance of the matter 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.   

 

Other Reporting Required by Government Auditing Standards 

 

In accordance with Government Auditing Standards, we have also issued our report dated August 7, 2017, on 

our consideration of the Morgan 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 Morgan County Fiscal Court’s internal control over 

financial reporting and compliance. 

 

Based on the results of our audit, we present the accompanying Comments and Recommendations included 

herein, which discuss the following report comments: 

 

2015-001 The Morgan County Fiscal Court’s General Fund And Jail Fund Have Deficit Balances Due To 

Inappropriate Disbursements 

2015-002 The Morgan County Fiscal Court Paid Transfer Station Disbursements From The Road Fund 

2015-003 The Morgan County Fiscal Court Did Not Pay Invoices Within 30 Working Days 

2015-004 The Morgan County Fiscal Court Public Properties Corporation Disbursements Were Not 

Approved By The Project Development Board 

2015-005 The Morgan County Fiscal Court Lacks Internal Controls Over The Real Properties I and Real 

Properties II Corporations 

 

 
      Respectfully submitted, 

                                                                                    
      Mike Harmon 

      Auditor of Public Accounts 

August 7, 2017 
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MORGAN COUNTY OFFICIALS 

 

For The Year Ended June 30, 2015 

 

 

Fiscal Court Members:

Stanley Franklin County Judge/Executive

Jon Brown Magistrate

Denzil Potter Magistrate

Brandon Evans Magistrate

Anthony Lykins Magistrate

Stanley Riggsby Magistrate

Other Elected Officials:

Myles Holbrook County Attorney

Jimmy D. Easterling Jailer

Randy Williams County Clerk

Mary Coffey Circuit Court Clerk

Anthony Gullett Sheriff

Darby Franklin Property Valuation Administrator

Raymond Vancleave Coroner

Appointed Personnel:

Linzey Lewis County Treasurer
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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 Stanley Franklin, Morgan County Judge/Executive 

Members of the Morgan 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 Government Auditing Standards issued 

by the Comptroller General of the United States, the financial activity contained in the Fourth Quarter 

Financial Statement of the Morgan County Fiscal Court for the fiscal year ended June 30, 2015, and have 

issued our report thereon dated August 7, 2017.  Our report disclaims an opinion on the Fourth Quarter 

Financial Statement of the Morgan County Fiscal Court because we were not engaged as auditors of the 

Morgan County Real Properties I and II Corporation Funds and we were unable to obtain audited financial 

statements to support the Morgan County Real Properties I and II Corporation Funds at June 30, 2015.  The 

Morgan County Real Properties I and II Corporation Funds are part of the Morgan County Fiscal Court’s 

reporting entity.  The omission of the Morgan County Real Properties I and II Corporation Funds are 

considered material omissions of the Morgan County Fiscal Court’s financial statement. 

 

Internal Control Over Financial Reporting  

 

In connection with our engagement to audit of the financial statement, we considered the Morgan County 

Fiscal Court’s internal control over financial reporting (internal control) to determine the audit procedures that 

are appropriate in the circumstances for the purpose of expressing our opinions on the financial statement, but 

not for the purpose of expressing an opinion on the effectiveness of the Morgan County Fiscal Court’s internal 

control.  Accordingly, we do not express an opinion on the effectiveness of the Morgan 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 comments and recommendations, we identified a certain 

deficiency in internal control that we consider to be a material weakness. 

 

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 deficiency 

described in the accompanying comments and recommendations as item 2015-005 to be a material weakness. 
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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 Statement of the Morgan 

County Fiscal Court, 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 comments and 

recommendations as items 2015-001, 2015-002, 2015-003, and 2015-004.    

  

County Judge/Executive’s Responses to Findings 

 

The Morgan County Judge/Executive’s responses to the findings identified in our engagement are described in 

the accompanying comments and recommendations.  The Morgan County Judge/Executive’s responses were 

not subjected to the auditing procedures applied in the engagement of 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 engagement 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 

August 7, 2017 
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 MORGAN COUNTY 
COMMENTS AND RECOMMENDATIONS 

 
For The Year Ended June 30, 2015 

 

 

STATE LAWS AND REGULATIONS: 

 

2015-001 The Morgan County Fiscal Court’s General Fund And Jail Fund Have Deficit Balances Due To 

Inappropriate Disbursements 

 

This is a repeat finding that was included in the prior year audit report as finding 2014-001.  The Morgan 

County Fiscal Court’s general fund and jail fund have deficit balances of $183,581 and $20,678, respectively, 

as of June 30, 2015.  The general fund owes the road fund $143,238 due to transfer station disbursements that 

were paid from the road fund for fiscal year ending June 30, 2015.  Also, for fiscal year ending June 30, 2014, 

the general fund has not paid the road fund $138,775 for transfer station disbursements paid from the road 

fund.  The jail fund owes the road fund $26,390 due to local government economic assistance (LGEA) funds 

being transferred to the jail fund that should have been used for transportation.  Due to this, the road fund’s 

ending cash balance was reduced a total of $308,403.  Road monies are restricted by KRS 177.320 and KRS 177.360.  

Under the regulatory basis of accounting, fund balances are not adjusted for the unpaid liability on the 

financial statement.  The unpaid liabilities and deficit balances are as follows: 

 

General Fund Jail Fund Totals

Fund Balance - Ending 98,432$              5,712$                104,144$             

Due to Road Fund for fiscal year ending June 30, 2014 (138,775)             (26,390)               (165,165)             

Due to Road Fund for fiscal year ending June 30, 2015 (143,238)             (143,238)             

Fund Balance - Ending (183,581)$           (20,678)$             (204,259)$           

 
We recommend the Morgan County Fiscal Court ensure that restricted monies are spent properly in the future 

and avoid having deficit balances.  We will refer this comment to the Department for Local Government. 

 

County Judge/Executive’s Response:  We have a plan in place to pay back all owed money to the Road and Jail 
fund.  To date we have paid back about $100,000 of the debt owed to the Road [fund].  We intend to have all 

debt paid in full by June 30, 2018. 

 

2015-002 The Morgan County Fiscal Court Paid Transfer Station Disbursements From The Road Fund 

 

This is a repeat finding that was included in the prior year audit report as finding 2014-002.  Disbursements 

totaling $143,238 for operations of the county’s solid waste transfer station were made from the road fund.  

Solid waste transfer station employee salaries are budgeted and paid from the same account code as road 

workers salaries.  By doing this, the county has reduced the amount of funds available to spend on road repairs 

and maintenance.  KRS 177.320 and KRS 177.360 restrict expenditures from the road fund to be used for 

secondary and rural road maintenance, repairs, and related activities.  We recommend the fiscal court ensure that 

only proper payments for allowable activities are made from restricted road fund monies.  Furthermore, we 

recommend the general fund reimburse the road fund $143,238.  We will refer this comment to the Department 

for Local Government. 

 

County Judge/Executive’s Response:  This was corrected and changed in the 2015-2016 fiscal year.  All 

expenditures for the transfer station are paid solely from the General Fund. 
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MORGAN COUNTY 
COMMENTS AND RECOMMENDATIONS 

Fiscal Year Ended June 30, 2015 

(Continued) 

 

 

STATE LAWS AND REGULATIONS:  (Continued) 

 

2015-003 The Morgan County Fiscal Court Did Not Pay Invoices Within 30 Working Days 

 

This is a repeat finding that was included in the prior year audit report as finding 2014-006.  The Morgan 

County Fiscal Court did not pay all invoices within 30 working days.  Three invoices totaling $443,245 were not 

paid within 30 days as required.  It appears that these payments were delayed to ensure that there was an 

adequate cash balance to cover the disbursements.  As a result, the Morgan County Fiscal Court was in violation 

of KRS 65.140.  Pursuant to KRS 65.140(2), “all bills for goods or services shall be paid within thirty (30) 

working days of receipt of a vendor’s invoice except when payment is delayed because the purchaser has made a 

written disapproval of improper performances or invoicing by the vendor or by the vendor’s subcontractor.”  

KRS 65.140(3) states, “[a]n interest penalty of one percent (1%) of any amount approved and unpaid shall be 

added[.]”  We recommend the county comply with KRS 65.140, by paying invoices within 30 working days.   

 

County Judge/Executive’s Response:  Changes have been made to insure a timely manner in paying all invoices 

within 30 working days.  There are instances where we must have invoices corrected or questions that prevent 

us from issuing payment due to the fact we only have fiscal court meets only once a month.  We do make it a 
priority to issue payments as timely and efficiently as possible. 

 

2015-004 The Morgan County Fiscal Court Public Properties Corporation Disbursements Were Not 

Approved By The Project Development Board 

 

This is a repeat finding that was included in the prior year audit report as finding 2014-004.  Documentation 

could not be found of approval of $128,439 of Public Properties Corporation disbursements paid in August 2014 

for the judicial center.  All disbursements are required to be approved by the project development board before 

payment is made.  There was no documentation of a project development board meeting in August 2014.  

Project development board members may not have been aware of the disbursements being paid.  This increases 

the risk that disbursements are out of compliance with the contract terms for the judicial center.  We recommend 

all disbursements be approved in the official minutes of the project development board with a listing of each 

vendor and amount to be paid.   

 
County Judge/Executive’s Response:  The official did not provide a response. 

 

INTERNAL CONTROL - MATERIAL WEAKNESS: 

 

2015-005 The Morgan County Fiscal Court Lacks Internal Controls Over The Real Properties I and Real 

Properties II Corporations 

 

The county lacks internal controls over the Real Properties I and Real Properties II corporations.  The Real 

Properties I Corporation was created for the purposes of constructing and equipping the Health and Wellness 

Center and repairing the old Morgan County courthouse for the benefit of Morgan County after the tornado on 

March 2, 2012.  The Real Properties II Corporation was created for the purposes of constructing the Morgan 

County Cooperative Extension Service building, the Morgan County transit station and parking garage, and 

repairing the Morgan County Community Center for the benefit of Morgan County after the tornado on March 

2, 2012.  The Morgan County Fiscal Court did not ensure annual financial statements were prepared for the 

Real Properties I and Real Properties II corporations.  The Morgan County Fiscal Court also failed to obtain an 

audit for these corporations.  We were not engaged as auditors of these corporations and were told that a 

private firm was conducting these audits.  However, as of the date of this report, these corporations have not 

been audited.  County personnel lack knowledge about the activities of these corporations.  The corporations 

have a complex structure and the personnel responsible for the financial statements did not have the knowledge 
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MORGAN COUNTY 
COMMENTS AND RECOMMENDATIONS 

Fiscal Year Ended June 30, 2015 

(Continued) 

 

 

INTERNAL CONTROL - MATERIAL WEAKNESS: (Continued) 

 

2015-005 The Morgan County Fiscal Court Lacks Internal Controls Over The Real Properties I and Real 

Properties II Corporations (Continued) 

 
necessary to prepare their financial statements.  As a result, the Real Properties I and Real Properties II 

corporations have not been audited.  These are significant components of the Morgan County Fiscal Court and 

therefore we have disclaimed an opinion on the financial statement for the year ending June 30, 2015.  Good 

internal controls dictate that financial statements are timely prepared and audited.  We recommend management 

of the Real Properties I and Real Properties II corporations ensure that financial statements are prepared timely 

and audited as required.   

 

County Judge/Executive’s Response:  We are aware of the lack of internal controls with Real Properties I & 
Real Properties II.  We are currently investigating options to make changes and implement better policies to 

insure all issues are resolved. 
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