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Management Letter

March 6, 2009

To the Honorable County Judge and
Members of Commissioners Court
Polk County, Texas:

The American Institute of Certified Public Accountants issued an auditing standard that must be followed when
communicating certain internal control related matters as part of an audit of financial statements effective for
audit periods ending on or after December 15, 2006. The new standard (Statement on Auditing Standards No.
112, Communicating Internal Control Related Matters Identified in an Audit, “SAS 112”) provides guidance to
auditors on communicating internal control matters to management and the governing body, board of directors, or
equivalent body. Although it replaces a similar standard, it includes some new guidance and revises certain
terminology, as defined below. With definitions auditors will now be reporting more findings. Also, auditors are
now required to report on issues identified in previous years that have not been corrected. This may include not
only comments from prior letters, but also other issues that came up during previous audits.

It is important to note when reviewing findings reported within this letter that classification of the findings is
based on the definitions above as required by SAS 112. Please note that these classifications are based on the
potential impact to the financial statement, not necessarily the likelihood of actual loss to Polk County, Texas (the
“County”). Accordingly, the County’s assessment of the “significance” or ranking of severity will likely be
substantially different based on a number of factors including but not limited to its assessment of risk and the cost
benefit of making the change. Our report on internal control related matters is as follows.

In planning and performing our audit of the financial statements of the County, for the year ended September 30,
2008, in accordance with auditing standards generally accepted in the United States of America, we considered its
internal control over financial reporting (internal control) as a basis for designing our auditing procedures for the
purpose of expressing an opinion on the financial statements, but not for the purpose of expressing an opinion on

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

A control deficiency 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 misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affect the
County’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelihood that a misstatement of

the County’s financial statements that is more than inconsequential will not be prevented or detected by the
County’s internal control.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial statements will not be prevented or detected
by the County’s internal control. Other matters are any additional noteworthy items that are unrelated to internal
control such as compliance with laws and regulations. Our consideration of internal control was for the limited
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purpose described in the preceding paragraph and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses.

Our findings and additional comments are as follows:

Current Year Matters

Material Weaknesses:

2008-1. UNRECONCILED BANK ACCOUNTS

Finding

Several year end bank statements, for which the District Clerk is the official custodian, were not reconciled in a
timely manner. There were also instances in which the County Auditor was not aware of the existence of several
bank accounts until requested by the independent auditor. Most of the problems encountered within the area of

cash can be avoided if a proper system of checks and balances is incorporated into the County’s procedures.

Recommendation

We recommend that all of the bank accounts be reconciled monthly to the general ledger and that all new bank
accounts be properly communicated to all related departments before the date of creation.

Management’s Response

We concur with the recommendation.

Significant Deficiencies:

2008-2. POLICIES AND PROCEDURES

Findin

The County does not have written policies or procedures for their accounting, payroll, or personnel.

Recommendation

We recommend that the County formalize their policies and procedures by writing them and formally approving
them.

Management’s Response

We concur with the recommendation.
2008-3. PHYSICAL INVENTORIES
Findin

Due to personnel and time constraints, the County has been unable to conduct a physical inventory of its
moveable capital assets. This may cause the County to be in violation of certain grant agreements.
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Recommendation

The County should consider conducting an inventory on a sample basis and at a minimum conduct an inventory
of grant related moveable capital assets.

Management’s Response

We concur with the recommendation.

2008-4. SHARED CASH DRAWERS

Finding

Not all County employees that receive cash payments have their own cash drawer.

Recommendation

The County should consider developing a process where each employee will be responsible for their own cash
drawer.

Management’s Response

We concur with the recommendation.
2008-5. MISSING BANK STATEMENTS
Finding

The County could not produce certain bank statements needed for testing. These statements are necessary for
proper bookkeeping and to prevent fraud.

Recommendation

The County should attempt to obtain copies of these bank statements from the bank. The statements should then
be reviewed for discrepancies.

Management’s Response

We concur with the recommendation.
2008-6. WARRANTS
Findin

It appears that the County’s Justices of the Peace are not issuing warrants on a timely manner. Warrants should be
issued for all offenders that do not appear for court or do not pay their fines.
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Recommendation

The County should require warrants to be issued for all offenders that do not appear for court or do not pay their

fines. Failure to issue warrants can result in the misappropriation of funds and may even allow offenders to
disregard Judge’s orders.

Management’s Response

We concur with the recommendation.
2008-7. INCOMPLETE RECORDKEEPING
Findin

It appears that some Justices of the Peace did not maintain proper documentation of dockets. There were multiple
dockets where a resolution of tickets could not be determined.

Recommendation

The County should investigate the dockets with improper recordkeeping for possible misappropriation of funds.

Management’s Response

We concur with the recommendation.
2008-8. INCONSISTENCY OF FINES CHARGED
Finding

It appears that offenders were not charged the amounts recorded on the JP fine sheets. Offenders were both over
and under charged. There was no indication to tell if the Judge had increased or decreased the fee.

Recommendation

The County should consider developing standardized fees for offences. This would help ensure that all offenders
are charged the appropriate amount.

Management’s Response

We concur with the recommendation.

2008-9. POOLED CASH BALANCE

Background

The County uses a consolidated bank account; whereas, one bank account is maintained for all funds and each
fund has an equity interest in the bank account. While consolidated bank accounts are highly efficient due to the

automated nature, when a fund’s equity in the fund becomes a deficit, there is no formal approval necessary to
advance funds to cover the shortage.



Polk County, Texas
Page 5 of 9

Finding

Due to correcting entries made during the audit process, as of year end, the grant fund showed a negative cash

balance. For report purposes, the deficit position is reclassified as a “due to/from other funds” or
“receivable/payable” between funds.

Recommendation

The County should consider adopting a formal policy on how deficit balances will be communicated to

management and Commissioner’s Court, and the process for obtaining formal approval when a fund has negative
cash balance.

Management’s Response

We concur with the recommendation.

Other Matters:

2008-10. INVESTMENT POLICY

Finding

The County did not review and approve an Investment Policy for 2008.

Recommendation

The County should review and approve an Investment Policy annually.

Management’s Response

We concur with the recommendation.

2008-11. FUND BALANCE REQUIREMENTS

Finding

As stated in the Texas Local Government Code Section §111, the amounts budgeted in a fiscal year for
expenditures from the various funds of the County may not exceed the balances in those funds, plus the
anticipated revenue for the fiscal year as estimated by the County Auditor. As noted in the notes to the financial
statements, the special revenue funds below had deficit fund balances at September 30, 2008, as indicated.

County Records Management $4,810

Recommendation

The County should set a fund balance requirement for each fund and implement procedures to achieve this level
of fund balance.
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Management’s Response

We concur with the recommendation.
2008-12. Pledged Collateral
Findin

As of September 30, 2008, the County did not have approximately $20,000 collateralized with either FDIC
insurance or securities pledged.

Recommendation

The County should monitor such balances in conjunction with the bank on a daily basis and ensure balances have
sufficient insurance or collateral pledged.

Management’s Response

We concur with the recommendation.

Matters Previously Reported

Material Weaknesses:

2007-4. ACCOUNTING RECORDS AND ADJUSTMENTS
Findin

The County reviews its accounting information and compares the information to their knowledge of historical
events. From time to time the auditor recommends adjustments to these records, as well as proposes other
adjustments needed for preparing full accrual statements in compliance with GASB 34 which are only needed at
year end. Although it is common within the government sector and most private companies to rely on their audit
firm for these services, an audit firm cannot be considered part of its client’s internal control by professional
standards currently in effect (SAS No. 112 effective year ends on or after December 15, 2006). Since some

adjustments and calculations made by the auditor may be material to the financial statements, this weakness in
internal control would be classified as material.

Recommendation

The County should continue to read its annual financial report and ensure the quality of both the document and
the preparer. Changes in operation are not recommended.

Management’s Response

We concur with the recommendation.






