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STATE OF ALABAMA
DEPARTMENT OF EXAMINERS OF PUBLIC ACCOUNTS
MONTGOMERY, ALABAMA 36130

Honorable Ronald L. Jones
Chief Examiner of Public Accounts
Montgomery, Alabama 36130

Dear Sir:

Under the authority of the Code of Alabama 1975, Section 41-5-14, we
submit this report on the Jefferson County Commission for the period October
1, 1992 through September 30, 1993.

SCOPE AND OBJECTIVES

This report encompasses an audit of financial statements of the Jefferson
County Commission and a review of compliance by the Jefferson County
Commission with applicable laws and regulations of the State of Alabama and
federal financial assistance programs. The audit was conducted 1n accordance
with generally accepted government auditing standards for financial audits.
Objectives of this audit were to determine whether the financlal statements
present falrly the financial position and results of financial operations and

whether the Jefferson County Commission has complied with applicable laws and
regulations.

CONTENTS OF REPORT

This report includes the following segments:

1. Report to the Chief Examiner - conteins items pertailning to state
legal compliance, agency operations and other matters.

2, Financial Section - includes basic financial statements (Exhibits 1
through 5); Notes to the Financial Statements; financial Information
supplemental to the basic financial statements (Exhibits 6 through 18);
a Schedule of Federal Financial Assistance (Exhibit 19), which details
federal assistance received and expended during the audit period;
Schedules required by the Alabama Department of Economic and Community
Affairs (Exhibits 20 through 26), which provide grant information; and
the Independent Auditor's Report, which reports on whether the included
financial Information constitutes a falr presentation of the financial
position and results of financial operatilons.

3. Additional Information - contalns basic Information related to the
auditee (Exhibit 27) and the following reports and items required by
generally accepted government auditing standards and/or U.S. Office

of Management and Budget (OMB)} Circular A-128 for federal compliance
audits:
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Compliance Report Based on an Audit of Financial Statements Performed
in Accordance with Covernment Auditing Standards (Exhibit 28) - a
report on whether the auditee has complied with laws and regulations
which if not followed could have a material effect on the auditee's
financial position and results of operations with positive assurance
on the items tested and negative assurance on items not tested.

Report on the Internal Control Structure in Accordance with Government
Auditing Standards (Fxhibit 29) - a report on the internal control
structure made as part of a financial statement audit.

Single Audit Opinion on Compliance with Specific Requirements Applicable
to Major Federal Financial Assistance Programs (Exhibit 30) - a report
which gives an opinion on the entity's compliance with specific require-
ments that are applicable to each of its major federal financial
assistance programs.

Single Audit Report on Compliance with the General Requirements
Applicable to Federal Financial Assistance Programs (Exhibit 31) -
a report on the general requirements which gives positive assurance
on the items tested and negative assurance on the items not tested
for federal programs.

Single Audit Report on Compliance with Requirements Applicable to
Nonmajor Federal Financial Assistance Program Transactions (Exhibit
32) - a report on compliance with specific requirements applicable
to nonmajor program transactions that gives positive assurance on
the items tested and negative assurance on items not tested.

Schedule of Findings and Questioned Costs (Exhibit 33) - a report
on the findings and questioned costs involving federal financial
assistance programs.

Single Audit Report on the Internal Control Structure Used in
Administering Federal Financial Assistance Programs - (Exhibit 34)

- a report on internal controls used to administer federal financial
assistance programs.

Auditee Response (Exhibit 35) - a response by the auditee on the
results of the audit.

AUDIT COMMENTS

The Jefferson County Commission provides for public safety, construction
and maintenance of county roads and bridges, sanitation services, health and
welfare services, educational, cultural and recreational services to the
citizens of Jefferson County.
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AUDIT FINDINGS

13th Accounting Period

The Commission utilizes an accounting software program ("TAG") which
allows journal entries to be made in a "thirteenth period" after the fiscal
year end close, while allowing current year transactions to also be processed.
Such procedure should be used to facilitate adjustments due to unanticipated
information received subsequent to the year end close for a limited period of
time. However, the Commission continued to make numerous material adjustments
in the thirteenth period to the general ledger for the fiscal. year ending
September 30, 1993, as late as July 1994, when our audit field work was
discontinued. This procedure interferes with our verification of management's
assertions regarding the existence and completeness of the balance sheet and
related nominal account balances. It also Impairs the effectiveness of the
budgetary control process, as material adjustments to expenditures made in
the 1992-93, "thirteenth period", ten months after fiscal year end close would
also materially affect the current year's budgeted resources and obligations.

Receivables

The County Home Fund's allowance for doubtful accounts was calculated
without the use of historical data and was based on an estimated percentage.

This journal entry was booked by the Commission in the thirteenth period and
was given to us on June 27, 1394,

Inventorles

Traffic Engineering inventory in the Road Fund was erroneously omitted
from the September 30, 1992, balances in the amount of $350,473.05. This
information was recelved from the Commission on June 2, 1994, and was adjusted
by us to prlor year balances.

Property, Equipment and Capital Outlay

Inventory records of fixed assets, inciuding those purchased in whole or
in part with federal funds, were not updated on a timely basis with regard to
additions, transfers and deletions. Assets costing $55,976 were deleted from
inventory records and assets costing $43,596 were added to Inventory records
by the Commission to correct errors found during audit tests. Adjustments
totaling $101,620,909 were made to properly record capital projects.
Documentation for these adjustments was not recelved from the Commission until
after completion of the audit field work. An accurate physical inventory of
fixed assets had not been recently performed, The Commission sent each
department an asset listing for department heads to review and approve.
Accuracy of 1nventory records was not tested by someone independent of the
departments. Asset ldentification numbers did not always agree with the
number recorded on the fixed asset
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Iisting., The Commission did not properly record all purchases of general
fixed assets as capital outlay during the audit period. Therefore, additions
to fixed assets could not be reconciled to capital outlay. The subsidiary
listing of fixed assets was not reconciled to the general ledger on a regular
basis. Accumulated depreciation increased by over $80,000,000 from the 1992
fiscal year to the 1993 fiscal year. This increase resulted from the
Commission adding previously unrecorded assets which were fully depreciated
to the inventory during the 1993 fiscal year. Fixed assets purchased for and
located with federal subrecipients were not included on the fixed asset
inventory listing, nor had these items been properly identified as Commission
property. Depreciation expense was not computed correctly during the audit

period. Adjustments totaling $118,005,754 were made to properly record
depreciation expense.

Liabilities

Numerous material adjustments were made by the Commission during our
audit to correct accounts payable and expenditures at year end. A $46,005,000
Sewer Revenue Warrant issue dated March 1, 1993, was not recorded on the
county's records until June 7, 1994. A second issue dated August 1, 1993, for
$64,940,000 in General Obligation Warrants was not recorded until May 4, 199%4.
In making these adjustments, the Commission made additional errors, which also
required adjustment. The process of correcting these errors and reconciling

the year end accounts payable balances was completed by the Commission on June
2, 1994,

Numerous adjustments were necessary to correct payroll withholdings
payable in the Cooper Green Hospital Fund. Two material adjustments of
$1,571,593 and $949,106 were necessary in the General Fund to correct health
insurance payable. Also, it was necessary to adjust life insurance payable
by $294,424, which was a reserve for previous years of self-insurance. We
adjusted this amount to prior year balances.

Expendltures

In July 1993, a software program change was made to the Commission's
computer system that created errors in the system that were not recognized
until after the end of the fiscal year, when the general ledger was out of
balance by approximately $65 million. General ledger control accounts for
expenditures, encumbrances and accounts payable were also out of balance with
the subsidlary ledgers. An additional error was made after year end close
when a program called "P.0O. Delete" was run, which transferred Encumbrances-
Current Year to Encumbrances-Prior Year. After this program was run, when an
invoice which was encumbered in the prior (1992-93) fiscal year was paid in
the current (1993-94) fiscal year, the system charged the expenditure to the
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1992-93 fiscal year. As a result of these errors, the Commission performed
one-sided journal entries In the thirteenth period. These entries left the

trial balance in balance, but additional entries were made by the Commission
to the thirteenth period on June 2, 1994, to reverse the original one-sided

entries and adjusted expenditures so that subsidlaries would balance with the
control accounts.

Many claims were pald from photo coples of invoices, and some petty cash

items were pald from packing slips and were divided to avoid Commission’s
policy limits.

Payroll/Personnel

Overpayments made to thirteen employees at Cooper Green Hospital totaling
$10,104.70, and many payroll exceptions noted in a surprise payroll audit
conducted by the Finance Department revealed an overall weakness In
interfacing Cooper Green Hospital's payroll procedures with the Commission's
payroll policies. $3,016.56 of these overpayments remaln uncollected from
personnel as of the end of the audit field work. $1,706.49 of this amount is
due from Ilndividuals who have left employment with the county.

I-9 Forms were not properly maintained on applicable employees hired
after November 1986.

Other

As of September 30, 1993, the following funds had deficit fund
balances/retained earnings:

Special Revenue Funds Enterprise Funds

Indigent Care Fund 15,749 County Home Fund 1,686,205

Road Fund 2,629,605

Senior Citizens' Internal Service Funds

Actlvities Fund 465,749

Community Development Fund 18,149 Personnel Board Fund 803,113
Elections Fund 42,378

Building Services Fund 1,079,770

STATUS OF PRIOR AUDITS

The findings contained in the prior audit have not been resolved and are
reiterated as follows:

The Commission's general fixed asset inventory records were not updated
in a timely manner.
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Several adjustments were necessary to properly state the accounting
records related to the debt transactions of the County.

Some federal financial reports were not compared witlh ihe accounting
records on a regular basis.

SUMMARY OF FEDERAL COMPLIANCE AND INTERNAL CONTROL STRUCTURE

Compliance with laws, regulations, contracts, and grants applicable to
the Jefferson County Commission is the responsibility of management.

The Director of Jefferson County Commission's Office of Senior Citizens
Activities, a County employee responsible for monitoring the activities of the
Title III and UMTA Section 18 programs, was discovered to be a member of the
Board of Directors of independent, nonprofit organizations with which the
Commission had contracted to provide services related to these programs. This
meets the definition of a conflict of interest as defined by the Common Rule
for Uniform Administrative Requirements for Grants and Cooperative Agreement
with State and Local Governments (Common Rule). The employee resigned from
these boards on July 8, 1994. This finding 1s included on Exhibit 33,
Schedule of Findings and Questioned Costs.

The Commission advanced county funds to contractors prior to the
performance of services related to the Title III and UMTA Section 18 programs.
The agreements between the County and these contractors stated that they would
be relmbursed for services performed. The Constitution of Alabama 1901,
Amendment No. 112 of Section 94, does not allow any county to "lend its
credit, or to grant public money or anything of value in aid of, or to any
individual, association, or corporation whatsoever."

The Commission claimed reimbursement from Title III, Parts B, C, G and
UMTA Section 18 programs for local funds advanced to contractors. These
contractors failed to provide the County with required documentation of
services performed in the amount of $6,081.93. The federal portion of this
amount ($5,031.75) 1s included on Exhibit 33, Schedule of Findings and
Questioned Costs.

The Commission did not record the value of non-cash federal revenue for
Title III meals and USDA Commodities. or in-kind matching services received for
federally-funded programs. An audit adjustment was made to correct the meal
and commodity revenue, but an adjustment was not made to include the
unrecorded in-kind match because Its exclusion would not materially affect the

fair presentation of the County's financial position for the fiscal year ended
September 30, 1993.

94-473 F






Management is responsible for establishing and maintaining the internal
contrel structure which provides reasonable assurance that assels are
safeguarded from loss or unauthorized use, that all transactions are properly
recorded and executed as authorized by management and that transactions arc
executed in accordance with applicable legal requirements including applicablc
federal legal requirements. Records should show evidence of the operations of
these controls. The following reportable conditions were noted which reduce

the effectiveness of the internal control structure of the Jefferson County
Commission:

Immaterial:

The cost of fixed assets located with subrecipients, and the fair market
value of assets donated to the County were not always included on the
Commission's fixed asset inventory listing, nor had these items been properly
identified as County property. The Commission did not record either the value
of non-cash federal revenue for Title III meals and USDA commodities, or the
value of non-cash, in-kind matching services received for federally funded
programs. A perpetual inventory was not properly maintained on USDA
commodities received at Cooper Green Hospital cafeteria in accordance with an
agreement with the State Department of Education. Many expenditure claims for
Cooper Green Hospital did not have adequate documentation. Bad debt write-

offs at Cooper Green Hospital were not always reconciled to authorizing
documentation.

Material:

The Commission does not have a written policy regarding the conduct of
employees involved in the award or administration of contracts supported with
federal funds. Adequate controls do not exist to sufficlently monitor the
performance of contractors engaged by the Commission to provide Title III and
UMTA Section 18 services. Adequate segregation of duties did not exist in
receipting of cash, preparing deposits, posting of the receivable subsidiary
ledger, and billing at the County Nursing Home and Environmental Services
Administration-Landfill. Adequate controls over cash receipts were not in
place in the pharmacy at Cooper Green Hospital. Adequate reporting and
follow-up procedures were not in place for dellnquent accounts receivable at
Environmental Services Administration~Landfill. Controls did not exist to
verify physical inventory counts in a timely manner. There was inadeguate
maintenance of additions, transfers, and deletions to the nonfederal general
fixed asset inventory listing, and reconciliation of this listing to the
general fixed asset account group was not performed periodically. An accurate
physical inventory of general fixed assets has not recently been performed.
Reconciliation of subsidiary ledgers to control accounts was not performed
timely for accounts payable, expenditures, encumbrances, the County Nursing
Home accounts receivable, and all balance sheet accounts at Cooper Green
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Hospital. Controls did not exist to effectively capture short-term
Iiabilities in a timely manner. Reconciliation of debt service transactions
to the general long-term debt account group was not performed in a timely
manner. Controls did not exist to prevent "one-legged" entries into the

electronic data processing system. Federal financial reports were not
reconciled to the general ledger.

RECOMNENDATIONS

The Commission's policy of allowing adjustments to the general ledger
in the "thirteenth period" should be limited to adjustment of unanticipated

ipformation received subsequent to the year end close for a reasonable period
of time.

Allowance for doubtful accounts should be calculated using historical
data.

Controls should be established to verify physical inventory counts in
a timely manner.

An accurate physical inventory of genmeral fixed assets should be
performed.

Additions, transfers, and deletions to the general fixed asset inventory
1isting should be adequately maintained, and a reconciliation of this listing
to the general fixed asset account group should be performed periodically.

Fixed assets purchased for federal subrecipients should be included on

the general fixed asset Inventory listing and should be properly identified as
property of the Commission.

Depreciation expense should be properly calculated for fixed assets in
the proprietary fund types.

Controls should be established to effectively capture short-term
1iabilities in a timely manner.

Care should be taken to ensure that software program changes are properly
authorized and controlled, and results are monitored timely.

Expenditure claims should be documented with original invoices, and petty
cash policies should be reassessed.

Procedures should be established to Interface Cooper Green Hospital's
payroll procedures with the Commission's payroll policies.
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Payroll overpayments totaling $3,016.56 to employees at Cooper Green
Hospital should be collected.

Employee perscnnel files should contain I-9 Forms, if applicable, and
should be properly secured.

Deficit fund balances should be alleviated.

Reconciliation of debt service transactlons to the general long-term debt
account group should be performed in a timely manner.

Federal financial reports should be reconciled to the general ledger.

Advance payments of local funds te iIndependent contractors prior to the
receipt of goods or services should not be made.

Claims for reimbursement from federal programs should be supported by
adequate documentation.

The value of non-cash federal revenue for Title III meals, USDA
Commodities and in-kind matching services should be recorded.

A written policy regarding the conduct of employees involved in the award
or administration of contracts supported with federal funds should be made.

Controls should be implemented to sufficiently monitor the performance of
contractors engaged by the Commission to provide services supported with
federal funds.

Procedures should be implemented to ensure adequate segregation of duties
in the receipting of cash, preparing deposits, posting of the receivable
subsidlary ledger, and billings at the County Nursing Home and Environmental
Services Administration-Landfill.

Procedures should be implemented to ensure adequate controls over cash
receipts 1n the pharmacy at Cooper Green Hospital.

Procedures should be implemented to ensure adequate reporting and follow-
up procedures on delinquent accounts receivable at Environmental Services
Administration-Landfill.

Reconciliation of subsidiary ledgers to control accounts should be
performed timely for accounts payable, expenditures, encumbrances, the County

Nursing Home's accounts receivable, and all balance sheet accounts at Cooper
Green Hospital.

Controls should be implemented to prevent "one-legpged" entries into the
electronic data processing system.
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INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying primary government financial statements
of Jefferson County Commission as of and for the year ended September 30, 1993,
listed in the table of contents as Exhibits 1 through 5. These financial
statements are the responsibility of the Jefferson County Commission. Our
responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with generally accepted auditing
standards and Government Auditing Standards, issued by the Comptroller General
of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit Includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.

An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation. We belleve that our audit provides a reasonable basis
for our opinion.

A primary government is a legal entity or body politic and includes all
funds, organizations, institutions, agencies, departments, and offices that are
not legally separate. Such legally separate entities are referred to as
component units.

In our opinion, the primary government financial statements present fairly,
in all material respects, the financial position of the primary government,
Jefferson County Commission, as of September 30, 1993, and the results of its
operations and cash flows of its proprietary fund types and similar trust funds
for the year then ended, in conformity with generally accepted accounting
principles.

However, the primary government financial statements, because they do not
include the financial data of component units of Jefferson County, as discussed
in Note 1, do not purport to, and do not, present falrly the financial position
of Jefferson County, as of September 30, 1993, and the results of its operations
and cash flows of its proprietary fund types and similar trust funds for the
year then ended in conformity with generally accepted accounting principles.
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Our audit was made for the purpose of forming an opinion on the primary
government financial statements referred to above taken as a whole. The
accompanying supplemental (Exhibits 6 through 18) and supplementary (Exhibits 19
through 26) information is presented for purposes of additional analysis and is
not a required part of the primary government financial statements of the
Jefferson County Commission. Such information has bcen subjected to the
auditing procedures applied in the audit of the primary government financial
statements and, in our cpinion, is fairly stated in all material respects in
relation to the primary government financial statements of the Jefferson County

Commission taken as a whole.
%J/xﬁ ]
1

Ronald L. Jones
Chief Examiner
Department of Examiners of Public Accounts

July 25, 1994
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JEFFERSON COUNTY COMMISSION MARY M. BUCKELEW

PRESIDENT
211 Courthouse, Birmingham. Alabama 35263-0071
Telephone {205) 325-5555

October 20, 1994

Mr. Ron Jones, Chief Examiner

State of Alabama Department of
Examiners of Public Accounts

P .0. Box 302251

Montgomery, AL 36130-5251

Dear Mr. Jones:

In response to Mr. Doug Clark's letter of October 3, 1994, 1
offer you the following response to your recommendations.

The Commission is pleased that you have conducted your first
internal control review of some of the County's operations in
order to provide us with your list of recommendations. The
Commission encourages you to broaden your internal control review
in the future in order to provide us with other recommendations
that can improve our internal control.

The Commission uses the thirteenth accounting period to
record transactions that properly reflect the account balances as
of the end of the fiscal year. Some of the most important
transactions that we record are the transactions determined
during your audit fieldwork. We pPlan to continue to use this

accounting technique to properly reflect the account balances as
of the end of the fiscal year.

The Commission appreciates you allowing us to record the
nursing home accounts receivable in the financial statements for
the first time in 1993. Now that we are recording the accounts
receivable and the related allowance for doubtful accounts in the
financial statements, we will begin to develop the allowance for
doubtful accounts based on historical information.

The Commission plans to reemphasize the timely reporting of
physical inventory counts in the financial statements. As you
are aware all departments counted and priced their inventory as
of September 30, 1993 and one department neglected to give the
information to the Finance Department for year end adjustments to
the general ledger. The operating departments use inventory
counts in their daily operations and, although important to your
operations, the timely reporting of the inventory counts in the

‘general ledger is not the operating departments' highest priori-
ty.

The Commission, during fiscal year 1992, conducted a physi-
cal inventory of fixed assets as of September 30, 1991. This
count and valuation of these $700 million of assets has now been
fully recorded in the 1993 records of the County. The Commission
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would appreciate a specific written recommendation about the
timing and extent of future fixed asset inventories. It has been
over ten years prior to 1991 for the previous fixed asset’
inventory and you had not recommended another fixed asset inven-
tory until after the 1991 inventory was completed of the Commis-
sion's own volition. The Commission recognized the value of
fixed assets during fiscal year 1992 and it intends to bring
other details into future compliance with good management con-
trols.

The Commission has instituted controls that it deems suffi-
cient to effectively manage the accounts payable process. The
Commission contracts with an outside company for its accounting
software. This company is the only entity that can change the
software. The Commission feels that extreme care is taken to
ensure that software program changes are properly authorized and
controlled, and results are monitored timely.:

The Commission assumed its proper role in processing expen-
ditures for Cooper Green Hospital in May 1993 by moving this
function back to the Commission's department. Since then the
problems with payments by duplicate invoices has ceased. The
Commission has delegated its role with petty cash to the Jeffer-
son County Treasurers whose operations are not a part of the
Commission's component unit financial report. The Commission
would gladly consider taking back the petty cash functions if you
recommend this in writing. Otherwise, you should consider in-
cluding the findings and recommendations about petty cash in your
separate audit of the Treasurers' component unit financial re-
port.

The Cooper Green Hospital management has rejected all re-
quests to directly interface their human resource system with the
County's human resource system. The Commission plans meetings
throughout the fiscal year 1995 to convince the hospital manage-
ment of the improvements of a single payroll processing for
Jefferson County. These improvements include proper employee
payments and follow-up to collect overpayments to employees. The
hospital management will finish the overpayment collections from
employees in the near future.

The Jefferson County Commission is obligated to delegate the
responsibility for filing I-9 forms to the Jefferson County
Personnel Board. Please advise them of any deficiencies, if any,
in their operations.

The Commission alleviates negative fund balances on a regqu-
lar periodic basis. The Commission relies on information pro-
duced by the accurate subsidiary records for debt service
transactions. The Commission will reemphasize the importance,
for your purposes, to reflect these transactions in the general
ledger on a timely basis.
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The Commission has instructed departments to forward
federal financial reports to its Finance Department so that it
can begin a process to reconcile the reports to the general

ledger. The Commission will direct all departments to not ad-
vance any funds to local contractors prior to providing goods and
services. The Commission maintains adequate documentation for

claims for reimbursement from federal programs. The Commission
has instituted a new process to record the value of non-cash
federal revenue for Title III meals, USDA commodities and in-kind
matching services in the general ledger. The Commission routine-
ly monitors its contractors, subcontractors and the subrecipi-
ents' contractors and subcontractors that receive federal funds.

The Commission has already implemented changes you have
recommended for the nursing home receivables. We welcome your
future review of these changes and recommendations for more
changes. The receivables for the landfills poses other problems
because of the dynamics of the operations. The Commission in the
last several years has automated the landfills with computers,
installed scales to weigh the incoming loads, closed several
landfills that reached capacity and adopted a plan to open
subtitle D landfills in the near future. After these dynamics
are complete, the Commission will implement consistent policies
and procedures over landfill receivables.

The hospital management will implement controls over the
pharmacy cash receipts and all balance sheet accounts. The
Commission has contracted with a law firm to collect delinquent
accounts receivable for all County departments not just the
landfills. The Commission has adequate controls to prevent
inappropriate entries into its financial accounting records.

The Commission routinely receives your audit report after the end
of the succeeding fiscal year. It is impossible to implement all
your internal control recommendations in a succeeding fiscal year
when the succeeding fiscal year is completed before the prior
year audit report is completed. Please help us to resolve the
preponderance of findings contained in the prior audit so you
will not have to reiterate the findings when you report on fiscal
year 1996 in about three years from now. We look forward to
working with you to speed the audit process in order to receive a
timely audit of the Jefferson County Commission.

Sincerely,

Mary M.UBuckelew
President
MMB/ps

cc: Jefferson County Commission






