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Transmittal Letter
July 30, 2008
Tourism, Arts and Heritage Cabinet
Kentucky Department of Parks
Kenlake State Resort Park
Gerry van der Meer, Commissioner

The Department of Parks contacted the Office of Auditor of Public Accounts regarding the theft
of funds from Kenlake State Resort Park. We were asked to perform an examination at the park
to determine the amount of misappropriated funds, examine the internal control structure at the
Park, and make recommendations that would reduce the risk that this type of fraud could occur in
the future.
Examination procedures to determine the amount of missing funds included analyzing daily
business reports, deposit information, and other supporting documentation for the period
September 1, 2005, through February 29, 2008. We also examined records prior to September
2005 on a test basis.
In addition, we conducted interviews with the Kenlake State Resort Park personnel, as well as the
Department of Parks personnel. Detailed examination findings regarding these issues and
recommendations to strengthen the Kenlake State Resort Park’s internal control structure are
presented in this report.
We have referred this report to the Kentucky State Police for further consideration and any
further action that they may deem necessary.

Respectfully submitted,

Crit Luallen
Auditor of Public Accounts
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Introduction
The Department of Parks contacted the Office of Auditor of Public Accounts regarding the theft
of funds from Kenlake State Resort Park (Park). We were asked to perform an examination at the
Park to determine the amount of misappropriated funds. Also, we were requested to examine the
internal control structure at the Park, and make recommendations that would reduce the risk that
this type of fraud could occur in the future.
Background Information
In February 2008, the business office manager and front desk supervisor at the Park discovered
accounts receivable checks that were not posted properly to customer accounts. After further
investigation, they became highly suspicious that fraud was being committed at Kenlake State
Resort Park. At that point, the Department of Parks was contacted and their internal audit staff
was brought in to investigate. After limited procedures were performed, the internal audit staff
uncovered a lapping scheme of accounts receivable that was being committed by a business office
employee with $53,000 – $55,000 in accounting inconsistencies being noted. The Kentucky State
Police was promptly notified.
Based on information obtained from the Audit Reviewer/Specialist for the Department of Parks,
funds were misappropriated by lapping of accounts receivables. Accounts receivable checks that
were received through the mail were being inserted into the daily business transactions without
being posted to customer accounts. As checks were inserted into the daily business activity, the
same amount of cash was withheld from the daily deposits in order to balance that day’s deposit
with the Daily Business Report. Eventually other accounts receivable checks were used to cover
the accounts of those customers whose checks had been misappropriated, or in some cases, the
account was satisfied with a credit posted to the customer’s account.
Summary of Procedures
At the request of the Department of Parks, representatives from the Auditor of Public Accounts
performed examination procedures, which included examining and analyzing daily business
reports, deposit information, and other supporting documentation for the period September 1,
2005 through February 29, 2008. We also examined records prior to September 2005 on a test
basis.
In order to determine the amount of misappropriated funds, we performed a recap of each day’s
cash intake and compared that amount to the amount of cash that was actually deposited. Any
variances noted in these comparisons were further investigated. Also, as part of obtaining
assurance regarding our findings, we examined the accounts receivable aging report as of
February 27, 2008. The findings relating to these procedures are summarized on page 3.
In order to obtain an understanding of the internal control structure, we conducted interviews of
park employees. Inquiries were made regarding employees’ responsibilities, standard park
procedures, and also management’s oversight of daily operations. The findings of these
procedures are detailed and discussed beginning on page 4.
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(Continued)

Misappropriated Funds
Based on the available records, we have documented $74,803 of misappropriated funds from
September 2005 through February 2008. The amount of misappropriated funds may be greater
than the amount we have documented due to weaknesses noted in the internal control system and
the overall openness of the system. One way, the misappropriated funds went undetected, was the
falsification of vendor account receivable balances. We examined the accounts receivable aging
report as of February 27, 2008 and we were able to verify that $61,555 had already been paid or
adjusted. The amounts due from specific vendors were overstated.
The monthly totals of misappropriated funds are summarized in the following table:
Monthly
Totals
September 2005
October 2005
November 2005
December 2005
January 2006
February 2006
March 2006
April 2006
May 2006
June 2006
July 2006
August 2006
September 2006
October 2006
November 2006
December 2006
January 2007
February 2007
March 2007
April 2007
May 2007
June 2007
July 2007
August 2007
September 2007
October 2007
November 2007
December 2007
January 2008
February 2008
Total Misappropriated Funds

Misappropriated
Funds
$
1,250
519
2,244
1,018
2,226
400
1,550
1,791
2,894
3,166
4,726
1,957
3,678
6,070
1,708
1,467
901
1,664
2,257
3,294
5,612
1,075
627
4,525
4,191
6,559
5,334
1,350
218
532
$
74,803
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Examination of Internal Controls

Kenlake State Resort Park Should Strengthen Internal Controls Over Its Business Operations
During our review of internal controls as a result of a loss of funds through apparent theft at
Kenlake State Resort Park (Park), we noted the following issues:
1. Inadequate segregation of duties;
2. Lack of independent reconciliations of financial information and lack of adequate
supervisory review;
3. Failure to conduct internal audits;
4. Lack of routine performance reporting; and
5. Improper accounting of certain transactions.
Each of these weaknesses is discussed below.
1. Inadequate Segregation of Duties.
The situation at the Park is a classic example of failure to adequately separate duties among
different employees so that the risk of theft or loss is minimized. The alleged fraud occurred as a
result of one employee having the “keys to the kingdom”. This employee, who was an
accountant, handled all money, created bank deposits, had access to all accounts, posted
information to all accounting records, prepared bills, paid bills, and opened the mail, all with little
or no management oversight. Thus, the accountant had complete control of all of the functions of
the accounting system and deposits of funds.
The objective of segregation of duties, a key component of internal control, is to ensure that
assigned duties are separated such that no one employee or group of employees is in a position
both to commit and/or conceal errors or irregularities in the normal course of performing their
assigned duties. In general, the principal incompatible duties to be segregated are:
•
•
•

Authorization of transactions;
Custody of assets; and
Recording or reporting of transactions.

Adequate segregation of duties reduces the likelihood that errors, either intentional or
unintentional, will remain undetected. This is carried out by providing for separate processing by
different individuals at various stages of a transaction and for independent reviews of the work
performed.
Staffing shortages attributed to the ability of one employee having the opportunity to get away
with this fraudulent activity for over two years. Even with staffing issues, procedures should
have been in place to address an appropriate level of segregated duties.
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Examination of Internal Controls
(Continued)

Kenlake State Resort Park Should Strengthen Internal Controls Over Its Business Operations
(Continued)
1. Inadequate Segregation of Duties. (Continued)
Cross-training initiatives and job rotation among all functions are difficult to attain with staff
shortages, but should be considered as a means to reduce the risk of fraud. Adequate segregation
of duties assures the following:
•
•
•
•
•

Fundamental controls over cash and receipt activity are in place;
Appropriate authority levels are in place;
Reconciliation of financial information is being performed;
Independent supervisory review of the reconciliation process; and
Adequate monitoring of operations and financial performance.

2. Lack of Independent Reconciliations of Financial Information and Lack of Adequate
Supervisory Review.
During our review, we found almost no evidence that independent reconciliations of financial
information were being performed or that financial activities were subject to sufficient
supervisory reviews. Performing reconciliations and independent supervisory reviews are key
components of proper internal controls.
The situation at the Park stemmed from the overall belief that everyone was trustworthy.
Therefore, there was little or no management oversight into the day-to-day activities of the
business office or any particular employee. As long as the accounting system balanced at the end
of the day, no questions were asked.
Based on information provided to us, there were few if any reconciliations of accounting
information. There were no reviews of accountant’s work, or surprise audits of the business
office operations. Daily Business Reports and Summary Revenue Reports are required daily;
however, there is no reconciliation made between these reports.
The Department of Parks reconciles the bank statements against the Daily Business Reports,
which, in this case, were balanced against the bank deposits, with both being prepared by the
same person. The outcome, therefore, resulted in everything balancing and although the Park
periodically performed surprise cash counts, the accountant conducted those, thus controlling the
process to cover up any improprieties.
3. Failure to Conduct Internal Audits.
There has been no internal audit of the business operations at Kenlake State Resort Park since the
late 1980s or early 1990s. The Department of Parks maintains an internal audit staff, but they
currently do not perform any internal audits of the business operations of each of the state parks.
The Daily Business Reports are vouched against the bank statements, but there is no formal audit
to review other supporting information.
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Examination of Internal Controls
(Continued)

Kenlake State Resort Park Should Strengthen Internal Controls Over Its Business Operations
(Continued)
3. Failure to Conduct Audits (Continued)
There are no internal control reviews. We understand that the department is trying to implement
audits in various areas; however, the current budget and personnel situation makes this a difficult
task. Nonetheless, audits would greatly benefit the parks and significantly reduce the risk of loss
or theft, as well as point out areas where improvements could be made, and establish good
business practices where those are noted.
4. Lack of Routine Performance Reporting.
Neither the Department of Parks nor Kenlake State Resort Park uses any type of routine reporting
for performance measures. They do not track room sales activity, deposit activity, cash on hand,
accounts receivable aging reports, or other measures of business activity. Using analytical reports
and analyzing activity at each park on a periodic basis may detect areas of concern and give
management a clue that errors or problems may exist. Such analysis would also allow for park
management and the Department of Parks to make better-informed decisions relating to business
activities.
5. Improper Accounting of Certain Transactions.
We noted that some activities appear to be bartered for rather than accurately reflected in the
accounting records. Expenses for “Froggy” radio advertisements were exchanged for the use of
meeting rooms at the park. Thus, the revenue for the meeting room and the radio expense for this
transaction, although the net result would be same, are not accurately reflected in the accounting
records. Both accounts would be over/understated by the amount of the barter, thus, failing to
accurately reflect actual activity.
Recommendations.
We recommend the following considerations be made:
•

The agency should develop controls over the cash and receipt process that will
adequately separate the duties of employees in order to reduce the risk of significant loss
of assets or errors in the processing of accounting information. Specific recommendations
for accounts receivables are:
•

Due to the fact that most accounts receivable payments are made by check and
received through the mail, someone independent of the daily accounting function
should open business office mail. This individual should prepare a schedule of
receipts received through the mail. This schedule should be submitted to the park
manager, with a copy being filed with the daily business packet. The park manager
should periodically compare the schedule of receipts to accounts receivable postings.
Any omissions should be investigated.

Page 8
Tourism, Arts and Heritage Cabinet
Kentucky Department of Parks
Kenlake State Resort Park
Examination of Internal Controls
(Continued)

Kenlake State Resort Park Should Strengthen Internal Controls Over Business Operations
(Continued)
Recommendations (Continued)
•

•

Specific recommendations for accounts receivables are: (Continued)
•

Someone independent of the daily accounting function should prepare and make the
bank deposit.

•

Someone independent of the daily accounting function should compare the amount of
cash collected by the park and its departments to the amount on the bank deposit each
day. Any variances, such as the payment of tips or refunds, should be explained and
documented.

Reconciliations of financial information should be documented and reviewed by
management. We would suggest more involved oversight by management of the Parks’
business operations. Specific recommendations for accounts receivables are:
•

The business office manager should review Daily Business Reports (DBR’s)
prepared by other business office employees. This review should include a
comparison of the DBR to that day’s deposit. If the business office manager prepares
the DBR, the park manager or his designee should perform this review.

•

Routine use of internal audits at all of the parks, either by the Department of Parks, or
some other independent group.

•

The use of performance reports and trend analysis of various park business activities
should be considered as one measure of oversight to provide information for management
to make a more educated business decision. Specific recommendations for accounts
receivables are:
•

•

The Park Manager should review the accounts receivable aging report at the end of
each month. Any accounts over 30 days old should be investigated. If necessary, the
Park Manager should send delinquent notices to customers with old accounts. Also,
he should receive any and all customer phone calls concerning accounts receivable
notices.

Follow standard accounting rules and accurately reflect each transaction in preparing the
Parks’ business activities.

TOURISM, ARTS AND HERITAGE CABINET
KENTUCKY DEPARTMENT OF PARKS
RESPONSE TO EXAMINATION OF SPECIFIC
FINANCIAL ACTIVITY OF KENLAKE STATE RESORT PARK
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