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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs

For the Year Ended December 31, 2009

SECTION I1- SUMMARY OF AUDITORS’ RESULTS

Financial Statements
Type of anditors’ report issued:
Internal control over financial reporting:

Material weakness(es) identified?

Significant deficiency(ies) identified?
Noncompliance material to financial statements noted?
Federal Awards
Internal Control over major programs:

Material weakness(es) identified?

Significant deficiency(ies) identified?

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

Any andit findings disclosed that are required
to be reported in accordance with
Circular A-133, Section 510(a)?
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Ungualified

X yes
__ yes
yes

X yes

yes

Ungualified

yes

no
none reported

no

no

none reported

no
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COUNTY OF HILLSDALE, MICHIGAN
Sehedule of Findings and Questioned Costs (Continued)

For the Year Ended December 31, 2009

SECTION I- SUMMARY OF AUDITORS® RESULTS (Concluded)

Identification of major programs:

CFDA Number(s) Name of Federal Program or Cluster

93.563 Child Support Enforcement

16.803, 16.804 ARRA — Byme Memorial Justice Assistance
Cluster

Dollar threshold used to distinguish
between Type A and Type B programs: $300.000

Auditee qualified as low-risk anditee? yes X mno

SECTION II - FINANCIAL STATEMENT FINDINGS

2009-1 — Bank Accounts {Internal Control

Criteria: The County is responsible for the accounting and reporting of all bank accounts in its general
ledger.

Condition: During the course of our audit we noted that there were bank accounts (checking, pay-pal, etc.)
that are not accounted for in the County’s general ledger (financial books) totaling approximately $$1,724
relating 1o the following departments: Building & Maintenance, Register of Deeds, and Information

Technology.

Cause: Policy and procedures have not been adequately designed and implemented to ensure the timely
and accurate inclusion of all bank accounts into the general ledger.

Effect: As a result of this condition, the County’s accounting records have been misstated by amounts
material to the financial statements and significant audit adjustments were necessary in order to properly

record cash.

Recommendation: Policy and procedures should be developed to ensure all approved bank accounts are
reported in the County’s general ledger.

View of Responsible Officials: Management will design and implement effective policy and procedures.
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COUNTY OF HILLSDALE, MICHIGAN
Schedule of Findings and Questioned Costs (Continued)

For the Year Ended December 31, 2009

2009-2 — Treasurer’s Office — Segregation of Duties (Enternal Control)

Cvriteria: The functions of authorization, recordkeeping, and custody of assets should be
segregated where possible. For example, ideally the process of cash collection and depositing
should be performed by an employee who is independent from general ledger recordkeeping and
bank reconciliation. The Michigan Department of Treasury, Uniform Accounting Procedures
Manual, sets forth the minimum internal controls that must be in every unit of government in

Michigan.

Condition: We identified internal control weakness in the segregation of duties over cash
activities in the treasurer’s office. Posting the general ledger, bank reconcilement and reconciling
the accounting records is under the control of the bookkeepers in the treasurer’s office who also
receipt in money. Furthermore, bank reconcilement did not occur timely at the end of each
month; generally were completed 90 -120 days after the end of the month.

Cause; The County’s internal controls are not designed to segregated duties and mitigate the
related risks.

Effect: The risk for error in financial reporting and/or misappropriation of assets is increased
when such conditions are present.

Recommendation: The duties of posting to the accounting records and reconciling them to the
original source documentation should be segrogated to the extent possible. Where this is not
possible, offsetting controls should be put into place to compensate for a particular weakness. For
example, cash collections should be done by someone other than that person who makes the bank
deposits. Bank reconciliations should be performed timely by someone other than who makes the
collections and the depositing. If this is not possible because of a Jack of personnel, a second
official must review the reconciliation.

View of Responsible Officials: Segregation of duties does occur to the extent possible given our
staffing limitations and volume of transactions. A second official will review the bank
reconciliation.
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COUNTY OF BILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-3 — Treasurer’s Office — Internal Reporting (Internal Control)

Criteria: The board of commissioners must be provided periodic financial reports from the
treasurer’s office. These reports will assist the board in determining whether the financial activity
of the various finds is within the adopted budgets, the sufficiency of the cash balances to meet the
needs of the current period, and whether there is sufficient cash available to cover unforeseen
expenditures, etc. The required periodic reports and suggested frequency should include the
following:

o Detail revenue by fund — budget to actual monthly
o Detail expenditures by fund — budget to actual monthly

Condition: The treasurer’s office does not produce periodic reports timely to the board of
commissioners from December through June.

Cause: Monthly accounting activities are not streamlined and the use of accounting personnel in
other office functions appears to be the result of the condition.

Fffect: Board of commissioners do not have timely financial information available to them to
monitor the budget, department operations, and other key information that are tools to address
business risk, operating decisions, etc.

Recommendation: In addition to those reports listed above, the county may also want the
treasurer to produce a summary report of cash activity by fund and a summary report of cash
activity by bank account, certificate of deposit and nvestment account. The treasurer should
produce a balance sheet by fund monthly or at least quarterly. Bach of these period reports should
have reconciliations available to be reviewed which would enable someone to trace the balance in

the reports to corresponding bank statements.

View of Responsible Officials: Financial reports will be provided on a more timely basis as a
result of learning the BS & A software which gives the ability to produce reports for the new fiscal
year while the old year is being finalized. Investment reports by fund are provided to the Board of
Commissioners on a quarterly basis as required by Statute.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-4 — Capital Assets (Internal Control)

Criteria: The Michigan Department of Treasury and generally accepted accounting principles
requires that each governmental unit maintain a record of capital assets. Governmental
Accounting Standards Board (GASB) Statement No. 34 requires capital assets to be presented on
the Statement of Net Assets-net of depreciation and related debt. It is the responsibility of the
county to update the listing for additions and deletions. For governmental funds, assets purchased
during the year and recorded as capital outlay should equal the additions to the capital asset
records. Disposals should equal the reductions to the capital asset records. Depreciation is also to
be calculated on capitalized assets.

Condition: The capital asset listing was not accurately updated until the start of the audit. The
county set a capitalization threshold of $5,000, but items exceeding that threshold were not posted
to the schedule leading to correcting adjustments to the capital asset list. The omission of
acquisitions results from the lack of adequate policies and procedures to ensure that all pertinent
information is captured during the year to maintain the capital asset schedule.

Canse: Internal controls have not been designed to detect acquired and disposed capital assets on
a monthly basis.

Effect: The capital asset schedule is incomplete at the end of the year and a timely search for all
acquisitions occurs during the audit. This results in the risk of acquisitions not finding their way
on to the schedule. '

Recommendation: We recommend the county maintain its capital asset listing throughout the
year and that it be periodically reviewed to ensure that the capital outlay is properly posted,
disposals are updated, and the related depreciation is calculated.

View of Responsible Officials: All departments need to report the purchase & disposal of capital
assets to the accounting department on a monthly basis.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-5 — Board Minutes and Expenditure Approval (Internal Control)

Criteria: MCL 46.71, Section 1 states: “It shall be the duty of the board of supervisors of each
county, or the board of the county auditors in counties having a board of county auditors, to adjust,
allow and authorize the payment of all claims against the particular county, and any claims not -
adjusted and ordered paid by the said board of supervisors or board of county auditors, as the case
may be, except as provided in this act, shall not be paid. Any claim or any part or portion thereof
which may be adjusted or allowed by the board of supervisors or the board of county auditors
shall be paid out of the county treasury in the manner provided by general law.” In other words
invoices must be approved prior to payment. (emphasis added)

Condition: The check register is reviewed by the county board of commissioners after the bills
have been paid. Additionally, the board minutes do not make any reference as to the check
numbers which make it difficult to identify the specific bill that had been approved.

Canse: Like most units of govemment the county finds itself in a difficult position with not
having commissioners available to approve bills prior to payment, outside of scheduled meeting
times, which by then bills have been paid for the sake of timely remitting payment for its current
obligations. This element of internal control has not been rectified.

Effect: The policy and procedures by which the county board of commissioners approves bills
does not appear to comply with State of Michigan Statute.

Recommendation: An open invoice list showing the claims to be paid should be presented to the
board with supporting documentation prior to payment. A final listing of approved claims should
be signed by the chairman of the board and the clerk of the board, per Attorney General Opinion
No. 6246 of 1984. The board may develop a policy to allow for certain payments prior to full
board approval such as payroll and claims that allow a discount.

View of Responsible Officials: Board of Commissioners will work towards revising payment of
bills to comply with Statute. -
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-6 — Monitoring Annual Budget (Internal Control)

Criteria: Public Act 2 of 1968 is the Uniform Budgeting Act. MCL 141.439 sec 19 states: “A
member of the legislative body, the chief administrative officer, an administrative officer, or an
employee of a local unit shall not authorize or participate in the expenditure of funds except as
authorized by a general appropriations act. Expenditures shall not be incurred except in pursuance
of the authority and appropriations of the legislative body of the local unit.”

Condition: Department heads do not receive timely revenue and expenditure reports during the
year to monitor operating activity in their established and anthorized budgets.

Cause: Comment 2009-3 — Treasurer’s Office — Internal Reporting.

Effect: This condition poses risk to departments expending in excess of authorized budgets and
may hinder fiscal decision making.

Recommendation: Department heads should receive, or be able to view, a copy of their revenue
and expenditure reports on a monthly basis.

View of Responsible Officials: Monthly financial reports will be provided on a timely basis as a
result of learning the BS & A software which gives us the ability to produce monthly reports for
the new fiscal year while the old fiscal year is being finalized.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-7 — Board of County Commissioners — Frand Risk Management Program (Internal

Control

Criteria: Statements on Auditing Standards (SAS) AU 110.03 states in part: “Management is
responsible for adopting sound accounting policies and for establishing and maintaining internal
control that will, among other things, initiate, record, process, and report transactions (as well as
events and conditions) consistent with management’s assertions embodied in the financial
statement.” Management, along with those who have responsibility for oversight of the financial
reporting process (such as the audit committee, board of trustees, board of directors, or the owner
in owner-managed entities), should set the proper tone; create and maintain a culture of honesty
and high ethical standards; and establish appropriate controls to prevent, defer, and detect fraud.
When management and those responsible for the oversight of the financial reporting process fulfill
those responsibilities, the opportunities to commit fraud can be reduced significantly.

Condition: The management of the county has not developed a fraud risk management program
that is appropriate for the size and complexity of the entity, including identifying fraud risks and
taking appropriate action to reduce or eliminate the risks.

Cause: The County has not developed such a program, perhaps, due to not having training on the
matter.

Effect: This condition exposes the county to the risk of fraud, resulting in the loss of resources,
and/or material misstatement in financjal reporting.

Recommendation: We are providing the above information to the county for informational
purposes for adopting and developing a fraud risk management program.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-8 — Credit Card Transactions (Internal Control)

Criteria: Public Act 266 of 1995 (entitled “Credit Card Transactions”) and Public Act 280 of
1995 (entitled “Financial Transaction Device Payments™) requires the governing body to approve
a policy for the use of credit cards prior to accepting payment by credit card, or using credit cards
to purchase goods or services for the official business of the local unit. This also applies to similar
types of instruments, such as purchasing or procurement cards.

Condition: We identified that County employees/department heads hold and use credit cards of
the type that are not set forth in the County’s credit card policy as approved by the County Board
of Commissioners. The County’s credit card policy makes reference to the use of authorized 5/3
Bank credit cards only. The types of credit cards we identified are comprised of the following:
numerous Wal-Mart cards, Home Depot, Sam’s Club, Sears, Office Depot, Kroger and Discover
Card. Additionally, the County Clerk’s office is charged with the responsibility for enforcing the
credit card policy. However, disbursements have been initiated from the Clerk’s office to pay
down unauthorized credit card statements that are ultimately approved by the County Board of
Commissioners.

Cause: The condition exists due to a weakness in the internal control environment resulting m
county employees overriding established policy.

Effect: The risk for misappropriation of County assets is heightened when policy is not adhered
to at all levels of the organization.

Recommendation: Policy that has been developed and authorized by the County Board of
Commissioners must be adhered to by all County employees. Additionatly, departments that are
charged with the responsibility for enforcing the policy must be held accountable to ensure the
safekeeping of, and to ensure, that public monies are expended according to the County’s
approved budget in order to mitigate risk of misappropriation of County assets.

View of Responsible Officials: All credit cards that are not identified in the County’s credit card
policy will be collected and accounts will be closed.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-9 — District Court — Internal Reporting (Internal Control)

Criteria: The functions of authorization, recordkeeping, and custody of assets should be
segregated where possible. For example, ideally the process of cash collection and depositing
should be performed by an employee who is independent from check register recordkeeping and
bank reconciliation. The Michigan Department of Treasury, Uniform Accounting Procedures
Manual, sets forth the minimum internal controls that must be in every unit of government in

Michigan.

Condition: We found that there was improper segregation of duties over cash collection,
recordkeeping of receipted cash, cash depositing, and bank reconcilement in the District Court.

Cause: The office work load and number of staff does not afford the level of segregation that
needs to be in place.

Effect: Increased risk of error and/or misappropriation of assets when such conditions are present.

Recommendation: The duties of collecting, receipting, recordkeeping and reconcilement of cash
should be segregated to the extent possible. Where this is not possible, offsetting controls should
be put into place to compensate for a particular weakness. For example, cash collections shoujd
be done by someone other than that person who makes the bank deposits. Bank reconcilements
should be performed by someone other than who makes the collections and the depositing. If this
is not possible because of a lack of personnel, a second official must review the check register and

the reconciliation for accurate recordkeeping.

View of Responsible Officials: Similar observations have been made previously. To the extent
possible, this office has attempted to segregate duties as described. For example, the receipting
fimction has been generally limited to four deputy clerks, while two others handle disbursement.
Efforts to comply with audit recommendations will continue. Staffing and hours of operation,
however, prechude strict compliance.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
¥or the Year Ended December 31, 2009

2009-10 — Pavment of Sick Time Earned (Internal Control & Compliance)

Criteria: Management is responsible for adhering to employee contracts approved by the County
Commissioners.

Condition: During our audit we noted that a non-union employee was paid for accumulated sick time in
the amount of $1,390 pursuant to an expired 1986 contract in lieu of the more recently approved 2002

contract.

Cause: This condition is the result of management overriding internal controls over complying with
contracts,

Effect: Payments to terminating/retiring employees have been made for accumulated sick time earned that
do not appear to comply with the written contract.

Recommendation: We recommend that policy be established requiring special pay items (separation
pay, lump sum sick pay, etc.) to be reviewed and approved by the county clerk to ensure such payments are
made in accordance with approved contracts.

View of Responsible Officials: All special pay items that are not typical of routine biweekly pay (e.g.
aceumulated sick time earned and othier special pays) will be reviewed for compliance with union contract
and employee personnel policies before payment is made.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009 -11 — Preparation of Financial Statements in Accordance with GAAP (Internal Control) —
Repeat Comment

Criteria: The preparation of financial statements in accordance with GAAP is the responsibility of the
County’s management and requires internal controls over both (1) recording, processing, and summarizing
accounting data (i.e., maintaining internal books and records), and (2) reporting financial statements
including the related footnotes and schedule of expenditures of federal awards (i.e., external financial
reporting.)

Condition: As is the case with many smaller and medium-sized entities, the County has historically relied
on its independent external auditors to assist in the preparation of the financial statements and footnotes as
part of its external financial reporting process. Accordingly, the County’s ability to prepare financial
statements in accordance with GAAP is based, in part, on its reliance on its external auditors, who cannot
by definition be considered a part of the County’s internal controls.

Cause: This condition was caused by management’s decision that it is more cost effective to outsource the
preparation of its anmual financial statements to the auditors than to incur the time and expense of obtaming
the necessary training and expertise required for the County to perform this task internally.

Effect: As a result of this condition, the County lacks internal controls over the preparation of financial
statements in accordance with GAAP, and instead relies, in part, on its external auditors for assistance with

this task.

Recommendation: Board of County commissioners should continue to evaluate the cost benefit of
outsourcing the preparation of the audited financial statements and related notes.

View of Responsible Officials: The County has evaluated the benefit of establishing internal controls
over the preparation of financial statements in accordance with GAAP, and determined that it is in the best
interests of the County to outsource this task to its external auditors, and to carefully review the draft
financial statements and notes prior to approving them and accepting responsibility for their content and
presentation.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-12 — Audit adjustments (Internal Control) — Repeat Comment

Criteria: The County is responsible for the reconciliation of all general ledger accounts to their proper
underlying balances for the purpose of creating a reasonably adjusted trial balance, from which the basic
financial statements are derived.

Condition: During the course of the audit, there were many adjusting journal entries posted to the origimal
“adjusted” trial balance we received. These entries were comprised of entries initiated by both the County
and the auditors. Specific and significant material items that required correction included property tax
revenue as well as accounts payable relating to construction.

Cause: The County’s internal controls did not detect all adjustments necessary to properly record year-end
balances.

Effect: As a result of this condition, the County’s accounting records were initially misstated by amounts
material to the financial statements and significant audit adjustments were necessary in order to properly
record revenue, receivables and deferred revenue related to property taxes and accounts payable.

Recommendations: We recommend the county modify/design internal controls that are sufficient to
ensure that the financial books are accurately and timely maintained.

View of Responsible Officials: Internal controls will be modified to ensure the financial records are
accurately maintained.

2007 -13 — Trust and Agency fund accounting (Internal Controi) — Repeat Finding

Criteria; The Trust and Agency fund accounts for balances held in a fiduciary or agency capacity.
Detailed records supporting these balances should be maintained by the entity to achieve proper internal
controls and to ensure that the related control accounts (general ledger balances) are correct. This is a
responsibility of the government’s financial function. '

Condition: In our tests of balances at December 31, 2008, we determined that certain balances of the 701
fund were not reconciled, and for those in which reconciliations were made, differences between the
general ledger account and supporting details were identified. This is a repeat comment from the prior year.

Cause: This condition was caused by the County’s inability to maintain the reconciliations on a timely
basis.

Effect: As a result of this condition, the government lacks internal controls over the maintenance of these
accounts, and results in a possibility the underlying general ledger account will have 1o be adjusted, with
adjustments being financed by (or credited to) the general fund.

View of Responsible Officials: The County made some progress in 2009 reconciling the Trust and
Agency funds. The County will make every effort in 2010 to complete the task and make any adjustments
necessary.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended December 31, 2009

2009-14 — Soldiers and Sailors Relief — Disbursement of Benefits (Internal Control)

Criteria: Veteran benefits should only be paid to qualified veterans. Additionally, detailed records should
be kept to ensure that only qualified veterans are receiving benefits.

Condition: We determined that benefits are provided without requiring evidence that a qualified veteran
was the recipient.

Cause: The Condition exists due to a weakness in the internal controls over disbursements.

Effect: Absent internal controls increases the risk of disbursements that benefit individuals other than
qualified veterans.

Recommendation: Veterans must sign a voucher with the attached receipt that lists all the items they
received as benefits that are paid by the County.

View of Responsible Officials: The design and implementation of the recommendation will be completed
inumediately.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs {Continued)
For the Year Ended December 31, 2009

2009-15 — Centralized Management of Grant Documents (Major Program Internal Control
over Compliance) :

Criteria: Federal and State grantor agencies require grants to be monitored by the local
government that receives them. As a result the county is responsible for developing and
implementing an internal control system over federal programs to assure proper recording,
accounting and compliance with those programs.

Condition: The County does not have a centralized location/management or an internal control
system in place to achieve accurate and timely accounting for federal programs and monitoring of
prant related documents. During grant related test work, nearly six months after the year end,
there were grant documents that were not readily available and the County’s bookkeeper was still
gathering information pertaining to varions grant related transactions which led to the
identification of the omission of a significant ARRA Justice Assistant Grant that was not posted to
the Schedule of Expenditures of Federal Awards. As a result of these issues the Schedule of
Expenditures of Federal Awards was not accurately prepared by the County bookkeeper.

Additionally, we identified significant time lags on reimbursement type grants between the time
expenditures were incurred and the when the request for reimbursement was made. After auditor
follow-up, all documents were obtained.

Cause: The County has not designed internal controls to mitigate the existing conditions.
Furthermore, it appears that communication between departments relating to grant activities 1s
absent from the iniernal control environment. ‘

Fiffect: Lack of monitoring and decentralized record keeping increases the risk to the county of
not complying with grant requirements and omitting federal expenditures on the Schedule of
Expenditures of Federal Awards.

Recommendation: We recommend that the County develop a centralized area where grant
documents are monitored and maintained.

View of Responsible Officials: All County departments that receive and administer grants need
to supply grant information on a monthly basis to the head bookkeeper who is currently in charge
of grant administration. '

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No questioned costs reported.
Internal Controls over Compliance — see Section II finding 2009-15.
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COUNTY OF HILLSDALE, MICHIGAN

Schedule of Findings and Questioned Costs (Concluded)
For the Year Ended December 31, 2009

SECTION IV — SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS RELATED TO MAJOR

PROGRAMS

No matters to report.
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