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McGladrey & Pullen

Certified Public Accountants

Management Letter Required By
Chapter 10.550 of the Rules of the
Auditor General of the State of Florida

To the Honorable Members of the Board
Of County Commissioners
Palm Beach County, Florida

We have audited the financial statements of the govemmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of Palm Beach
County, Florida (the County) as of and for the year ended September 30, 2006, and have issued our report thereon
dated March 26, 2007. We did not audit the financial statements of the Solid Waste Authority, a major enterprise
fund, which represents 27% of the total assets and 48% of total revenues of the business-type activities. We also did
not audit the financial statements of the Housing Finance Authority, a discretely presented component unit, which
represents 60% of the total assets and 48% of the total revenues of the aggregate discretely presented component
units. Those financial statements were audited by other auditors whose reports thereon have been fumished to us,
and our opinion, insofar as it relates to the amounts included for the Solid Waste Authority and Housing Finance
Authority, is based on the reports of the other auditors. OQur report does not address their respective interal control
or compliance,

We have issued our Independent Auditor's Report on Internal Controi Over Financing Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with Govemment Auditing
Standards, and Independent Auditor's Report on Compliance with Requirements Applicable to each Major Federal
Program and State Project and on Intemal Control over Compliance in Accordance with OMB Circular A-133 and
Chapter 10.550, Rufes of the Auditor General. Disclosures in those reports dated March 26, 2007, should be
considered in conjunction with this management letter.

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 OMB Circular A-133 Audits of States, Local Govemments, and Non-profit
Organizations and the requirements described in the Executive Office of the Govemor's Stafe Projects Compliance
Supplement. Additionally, our audit was conducted in accordance with the provisions of Chapter 10.550, Rufes of the
Auditor General, which require that certain items be addressed in this letter. Those items are as follows:

Unless otherwise addressed in other auditor reports:

1. Astatement as to whether or not corrective actions have been taken to address significant findings and
recommendations made in the preceding annual financial audit report.

During the course of our audit of the financial statements of the County we noted that appropriate action had
been taken upon certain recommendations and suggested accounting procedures as outiined in the prior
year's Management Letter. Those comments have not been repeated. Prior year comments that were not
implemented or were only partially implemented in the current year have been repeated in Appendix B to this
report,

MeGladrey & Pulten, LLP is a member firm of RSM intemational,
an affiliation of separate and independent legal enfifies.



6a.

Bb.

A statement as to whether or not the local govemmental entity complied with Section 218.415, Florida Statues,
regarding the investment of public funds.

The County's policy regarding the investment of public funds follows the requirements of Florida Statutes. In
connection with our audit, we determined that the County complied with Section 218.415, Florida Statutes,
refating to local govermment investment policies.

Recommendations to improve the County's financial management, accounting procedures, and intemal
conirols.

Recommendations to improve the County’s financial management, accounting procedures and intemal
controls are reported in Appendix A to this report.

Matters that are not clearly inconsequential, considering both quantitative and qualitative factors including the
following:

a.  Violations of laws, rules, regulations and contractual provisions or abuse that have occurred, that were
discovered within the scope of the audit.

b. Improper or illegal expenditures discovered within the scope of the audit that may or may not materially
affect the financial statements.

¢.  Deficiencies in internal controf that are not reportable conditions including, but not limited to: {1)
improper or inadequate accounting procedures, (2) failures to properly record financial fransactions, and
(3) other inaccuracies, shortages, defalcations and instances of fraud discovered by, or that came to the
afttention of the auditor,

We noted some compliance violations with some of the County's grant programs. We have issued a
separate report dated March 26, 2007, on compliance and internal control over financial reporting.

The name or official title and legat authority for the primary government and each component unit of the
reparting entity be disclosed in the management letter, unless disclosed in the notes to the financiat
statements.

This information is disclosed in Note 1 of the County's financial statement.

A statement as to whether or not the County met one or more of the financial emergency conditions described
in Section 218.503(1), Florida Statutes.

In connection with our audit, we determined that the County is not in a state of financial emergency as a
consequence of the conditions described by Section 218.503(1), Florida Statutes.

A statement as to whether or not the annual financial report for the County filed with the Florida Department of
Financial Services pursuant to Section 218.32(1)(a), Florida Statutes, is in agreement with the annual financial
audit report for the fiscal year ended September 30, 2006.

The financial report filed with the Florida Department of Financial Services is in agreement with the annual
financial audit report.



Bc.  Financial condition assessment procedures were applied pursuant to Rule 10.556(7).

We noted no deteriorating financial condition pursuant to Rule 10.556(7). It is management's responsibility to
monitor the County's financial condition, and our financial condition assessment was based in part on
representations made by management and the review of financial information provided by same.

This management letter is intended solely for the information of the County Commission, and management of the

County, federal and state awarding agencies, and the State of Florida Office of the Auditor General, and is not intended
to be and should not be used by anyone other than these specified parties.

%M//%/ Lo~

West Palm Beach, Florida
March 26, 2007



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

No. Current Year's Observations

Information Support Services

ML 06-1 Application Security

ML 06-2 Data Security

ML 06-3 Qutput Data Access

ML 064 System Access

ML 06-5 Physical Control Access

Water Utilities Department

ML 06-6 Application Security

ML 06-7 Data Security

Department of Airports

ML 06-8 Appraisal of Fixed Based Operator Building Additions

ML 06-9 Passenger Facility Charges (PFC) Revenue Recognition

Office of Financial Management & Budget

ML 06-10 Transfers of Completed Projects from CWIP to Infrastructure

ML 06-11 Recording Capital Assets in the Proper Period

ML 08-12 Risk Management: Adjustments to Loss Report for Worker's Compensation Claims
ML 08-13 Risk Management: Control over Completeness of Workers Compensation Claims
ML 06-14 Inventory: Valuation Support

ML 06-15 Cash Receipts: Securing Assets

ML 06-16 Allowed Activities- Highway Planning and Construction Grant Program

ML 06-17 Allowed Activities- Highway Planning and Construction

ML 06-18 Cash Management - Community Development Block Grants

ML 06-19 Reporting - Community Development Block Grants

Clerk to the Board of County Commissioners

ML 06-20 Payroll: Segregation of Duties
ML 06-21 Payroll: Time Card Audits

ML 06-22 Prepaid Insurance

ML 06-23 Equity: Use of Restricted Funds
ML 06-24 Conduit Debt



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

CURRENT YEAR COMMENTS AND RECOMMENDATIONS

Information Support Services
ML 06-1 — Application Security

Criteria: Effective application security relies on a security structure that includes the use of the following:

s Available security features in the software;
e  Security administration procedures developed and documented for the granting, revoking and reviewing of
data and resource access.

~-Condition: There were aspects of security management that needed improvement. Specific details of these issues
are not disclosed in this report to avoid the possibility of compromising Board information in accordance with Florida
Statute 281.301. However, appropriate personne! have been notified of these issues which included the following:

» Certain important security features available in the application software had not been utilized;

« Certain Board of County Commissioner (“Board") staff had the capability to perform incompatible duties.
We noted an instance of questionable employee access privileges that should be made more restrictive by
the Board to enforce an appropriate segregation of duties. This issue was immediately addressed and
corrected,

» An active application user account that may have had excessive privileges. This item has been reviewed
and corrected.

Cause: Certain important security features available in the application software had not been utilized due to
assuming that required security functionality was present during initial installation. Other causes include similarity of
access profiles and timefiness of profile definition.

Effect:
o Unauthorized access to the application;
» Segregation of incompatible duties is fundamental to the reliability of an organization’s internal controls;
« Appropriate segregation of duties can assist in the detection of mistakes or errors and potential fraud;
o  An appropriate division of roles and responsibilities prevents the possibility of a single individual subverting
a critical process.

Recommendation: We recommend management implement the following corrective actions:

e Appropriate application security control features to enhance security over its data and programs;

» Review and enhance established procedures that periodically review the duties and access capabilities of
staff and implement, to the extent practicable, proper segregation of duties and access levels to ensure that
personnel are performing only those duties established for their respective jobs and positions.



Paim Beach County, Florida

Appendix A - Current Year Recommendations to improve
Financial Management, Accounting Procedures
and Internat Controls

Management's Response;

Information Support Services (1SS} Response: Management concurs with the recommendation and has contacted
the application vendor who indicates that enabiing identified security features will not adversely effect operations.
ISS is in the process of determining the actions required to implement the recommendation.

Clerk Response: Management concurs with the recommendation. Current procedures require that at least once per
year, Department Directors review their staff's access to the Financial and Payroll systems to validate the users in
their departments and their access levels, to ensure that there is segregation of duties and appropriate access
granted. Existing procedures will be reviewed to improve the frequency and scope of the reviews so that
discrepancies, if any, can be found and corrected promptly.

ML 06-2 Data Security
Criteria: Effective database security relies on a security structure that incudes the use of the following:
» Security features available in the software;
»  Security administration procedures developed and documented for the granting and revokmg of data and
reSOUrCE access.
Condition: There were aspects of security management that needed improvement. Specific details of these issues

are not disclosed in this report to avoid the pessibility of compromising Board information in accordance with Florida
Statute 281.301. However, appropriate personnel have been notified of these issues which included the following:

Certain important security features available in the database software had not been utilized;
s Instances of active database user accounts they may not be required to perform existing operafions.

» Certain important secunity features available in the database software had not been utilized due to assuming
that required security functionality was present during initial installation;
s Insufficient coordination and communication.

« Limitations in existing written policies and procedures for these functions increases the risk that the
functions will not be carried out as management intended.
» Unauthorized access to the application and data.

Recommendation: Management should implement the following corrective actions:

Activate the identified database security control features to enhance security over its data and programs;
The policies and procedures should be reviewed periodically and updated as needed for organizational and
system-related changes to help ensure that management requirements are met by Board staff when
performing assigned tasks.



Palm Beach County, Florida

Appendix A - Current Year Recommendations to improve
Financial Management, Accounting Procedures
and Internal Controls

Management's Response:

ISS Response: Management concurs with the auditor's first recommendation and will activate the identified security
feature in both databases once testing in the development databases is complete. Additionally, 1SS will increase
auditing on critical tables in both applications and enable password parameters where supported by the applications.
Management also concurs with the second recommendation and has confirmed operational accounts, has removed
stale accounts, and is working with the Clerk and Comptroller's Office to finalize a procedure for maintaining user
accounts. Additionally, user roles have been adjusted to minimize privileges, unnecessary database links have been
removed, and table privileges will be granted to a role established for each application where applicable.

Clerk Response: This issue is the responsibility of 1SS and no action is required by the Clerk and Comptroller.

ML 06-3 Qutput Data Access

Criteria: Proper security of computer systems output data includes measures to limit physical access to those
individuals requiring the data to perform their job functions.

Condition: We noted an instance of inappropriate access to computerized data output. Upon notification,
Management corrected this issue by reviewing and revising the process. Specific details of this issue are not
disclosed in this report to avoid the possibility of compromising Board information in accordance with Florida Statute
281.301. However, appropriate personnel have been notified.

Cause: Management oversight of physical access risks.

Effect: Unauthorized use, disclosure of proprietary information, or loss of data.

Recommendation: Management should implement a plan to ensure computerized output of data is properly secured
and controlled.

Management's Response:

ISS Response; Management shall pursue distributing reports containing sensitive information through electronic
means using documents on demand or altemative methods of distribution for printed output to ensure sensitive
information is only accessible to authorized staff.

Clerk Response: This issue is the responsibility of ISS and no action is required by the Clerk and Comptroller.
ML 06-4 - System Access

Criteria: Proper security of computer systems includes measures to limit physical access to resources to those
individuals requiring access to perform their job functions and periodic reviews of those accesses to ensure they

remain appropriate.

Gondition: The Board had not established formal policies and procedures for approving and periodically reviewing
physical access within all organizations.




Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

Cause: Security to the Board's IT resources is both physically and electronically restricted and controlled by another
Department. There was insufficient interdependent coordination and communication between departments.

Effect: The absence of written policies and procedures for these functions increases the risk that the functions will
not be carried out as management intended.

Recommendation: Management should implement a plan to ensure that policies and procedures are in place for
security-related functions within the organization and also with interdependent entities.

Management's Response:

ISS Response: Management concurs with the auditor's recommendations and is working with the Access Control
and other departments to establish a procedure for approval and review of access assigned to maintenance staff.

Clerk Response: This issue is the responsibility of ISS and no action is required by the Clerk and Comptroller.

ML 06-5 Physical Control Access
Criteria: Proper security of computer systems includes measures to monitor visitors to the data center.
Condition: During our initial site visit, operations staff was not consistently logging visitors to the data center.

Cause: Limitations in existing written policies and procedures for these functions increases the risk that the functions
will not be carried out as management intended.

Effect: Unauthorized use, disclosure of proprietary information, modification, damage, or loss of data.
Recommendation: The policies and procedures should be reviewed periodically and updated as needed for
organizational and system-related changes to help ensure that management reguirements are met by Board staff
when performing assigned tasks.

Management's Response:

ISS Response: Management concurs with the auditor’s recommendation and will fimit access to the data center to
one doorway and reaffirm with staff and hosted agencies the requirement to log visitors and vendors.

Clerk Response: This issue is the responsibility of ISS and no action is required by the Clerk and Comptroller.



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

Water Utilities Department

ML 06-6 - Application Security
Criteria: Effective application security relies on a security structure that includes the use of the foliowing:

» Available security features in the software
Condition: There were aspects of security management that needed improvement. Specific details of these issues
are not disclosed in this report to avoid the possibility of compromising Water Utilities Department information in
accordance with Florida Statute 281.301. However, appropriate personnel have been notified of these issues which
included the following:

*  Certain important security features available in the application software had not been utilized.

Cause: Certain important security features available in the application software had not been utilized due to
assuming that required security functionality was present during initial installation.

Effect: Unauthorized use, disclosure of proprietary information, modification, damage, or loss of data.

Recommendation: We recommend appropriate application security control features be implemented to enhance
security over its data and programs.

Management Response: Management of the Water Utilities Department agrees and is in the process of enabling the
identified security features.

ML 06-7 — Data Security
Criteria: Effective database security refies on a security structure that includes the use of the following:

»  Security features available in the software;
¢ Security administration procedures developed and documented for the granting and revoking of data and
resource access.

Condition: There were aspects of security management that needed improvement. Specific details of these issues
are not disclosed in this report to avoid the possibility of compromising Water Utilities Department information in
accordance with Florida Statute 281.301. However, appropriate personnel have been notified of these issues:

e Certain important security features available in the database scftware had not been utilized.

» The Water Utilities Department had not established formal policies and procedures for certain security
controls: the granting, revoking, and maintenance of user access; employee termination procedures; and
the periodic review of user access.

s Instances of active database user accounts they may not be required to perform existing operations.



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

Cause:
¢ Certain important security features available in the database software had not been utilized due to assuming
that required security functionality was present during initial installation.
» [nsufficient coordination and communication.

Effect: The absence of written policies and procedures for these functions increases the risk that the functions will
not be carried out as management intended and possible unauthorized access to applications through obsolete user
accounts. '

Recommendation: Management should implement the following corrective actions:

»  Appropriate database security control features to enhance security over its data and programs.

» Develop a plan to ensure that policies and procedures are in place for security-related functions within the
organization and also with interdependent entities. The policies and procedures should be reviewed
periodically and updated as needed for organizational and system-related changes to help ensure that
management requirements are met by Water Utilities Department staff when performing assigned tasks

Management's Response: Management of the Water Utilities Department agrees and is in the process of
investigating and enabling identified security features, Management is also developing policies and related
procedures for security related functions.

Department of Airports

ML 06-8 - Appraisal of Fixed Based Operator Building Additions

Criteria: Capital assets acquired through donation, contribution, or through other nonreciprocal activity, should be
recorded at its estimated fair value at the date of the exchange.

Condition: We noted that the County, along with the Department of Airports, does not have a formal policy regarding
the method to be used when recording the fair value of capital assets received in a nonreciprocal exchange from third
parties. Consequently, capital assets received by the County via contributions from the Department of Airport's Fixed
Based Operators ("FBQ's") were not valued through independent appraisals, but through a mathematical formula
which may not have necessarily provided a fair value of the capital asset. In addition, we noted other instances
where the Department engaged a third party appraisai to derive the value of other capital assets.

Cause: The lack of a formalized capital asset valuation policy.

Effect: The amount of buildings transferred in the current year was approximately $15.6 million. The amount of the
building capitalized to the accounting records could be incorectly valued.

Recommendation: We recommend that the Department adopt a formalized policy, which should be consistently
applied, that specifically outlines the method to be used when fair valuing capital assets.

Management's Response: The Department will develop a formalized policy regarding valuation of capital assets.

10



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

ML 06-9 — Passenger Facility Charges (PFC) Revenue Recognition

Criteria: Accounting Principles Generally Accepted in the United States of America (“GAAP") requires that revenues
shauld be recorded on the accruals basis so that performance of the entity is recognized by econemic events rather
than when the cash transactions oceur,

Condition: Passenger Facility Charges (“PFC's") are being recorded as revenue when the PFC fees are remitted
from the Airline companies (cash basis), rather than by matching the revenues to their associated costs (accruals
hasis).

Cause: The Department does not obtain sufficient information from the Airline Companies to determine which period
the PFC revenues relate to.

Effect: The Airport is improperly recognizing PFC revenue.

Recommendation: We recommend that the Department recognize PFC revenues on the accruals basis and that they
establish policies and procedures to ensure this information is properly tracked and recorded.

Management's Response: The Department is agreeable to a limited methodology to accrue PFC revenue; we will
review and accrue any subsequent payments by airlines after September 30 which relate to the prior fiscal year. The
Department is not agreeable to estimation beyond this method as PFC revenues are based on net ticket sales, which
is not available to the Department. It should be noted that this new procedure will require additional staff time and
will increase the complexity of the year end closing process.

Office of Financial Management & Budget
ML 06-10 - Transfers of Completed Projects from CWIP to Infrastructure

Criteria: The County is required to record and depreciate its infrastructure and general capital assets (i.e. roads and
bridges).

Condition: The County maintains a Construction Work in Process (*CWIP") account for all capital projects that are in
process and not substantially complete. When a project is certified as complete, the County's policy is to then
transfer the project out of CWIP and into the respective depreciable asset categories.

There were several infrastructure assets that were completed but had not been transferred from CWIP to a
depreciable asset category. Infrastructure assets of approximately $44.5 million were added during fiscal year 2006.
Approximately $44.4 million (17 of the 20 transfers) should have been transferred to infrastructure (depreciable
capital asset) in the prior year {fiscal year 2005). The $44.4 million of infrastructure assets that were completed in
prior fiscal year resulted in approximately $1.5 million in depreciation expense that should have been recorded in the
previous period.

The County had a similar finding in the prior years (Comment 04-01 and 05-01).

11



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

Cause: Per discussions with County personnel, these assets were from completed CWIP projects and were posted
by a Fixed Asset (FA) document to an accounting line that did not have a program code. When any transaction posts
without a program code, the Cost Accounting Joumnal is not updated (although the Accounting Journal is updated).
Since the County uses the Cost Accounting Joumnal to track CWIP, it is necessary to post 2 manual transaction for
each of these assets.

Effect: The overall effect resulted in infrastructure assets being understated and CWIP overstated in FY 2005 by
approximately $44 4 million and depreciation expense being understated by approximately $1.5 million that should
have been recorded in the prior fiscal year.

Recommendation: M&P recommends that Fixed Asset Management Office (FAMO) should at least meet quarterly
with department heads to identify projects that should be transferred fram CWIP into depreciable asset categories. A
representative from FAMO or Office of Financial Management & Budget (OFMB) should be respansible for following
up with the departments regarding completion of required forms and attendance of the quarterly meetings.

Additional analysis should be taken at fiscal year end, to follow-up with the engineering department regarding
completed infrastructure projects. We recommend controls be established to ensure project codes are included prior
to adding an asset to the system; therefore ensuring Accounting and Cost Journals are appropriately updated for
each transaction entered. These processes are important for the timing of recording infrastructure (along with other
CWIP projects), which also affects the proper recording of depreciation expense to appropriate periods over the
assets life.

Management's Respanse: Sufficient procedural and policy guidelines already exist to accomplish the essential
requirements. However, we agree that universal compliance on the part of operating and project managing
departments has not yet been achieved. While improvement has occurred, full and timely compliance remains
inconsistent. To facilitate better compliance, the Fixed Assets Management Office ("FAMQ”) has provided
departmental fiscal staff responsible for infrastructure reporting with well-organized, detailed and summarized reports
whereby they can regularly advise FAMO on the status of their projects in a simplified, straightforward manner.

PPM No. CW-F-062 contains provisions which aid the communication from project managers/operating departments
to FAMO and the Budget Division. Additionally, FAMO has undertaken a more focused approach with departmental
fiscal representatives for those departments involved with infrastructure projects. Accordingly, all infrastructure-
related entries were posted with accounting guidance from the Finance Department after the Engineering
Department nofified FAMO of the project completion status for specific infrastructure projects.

ML 06-11 — Recording Capital Assets in the Proper Period

Criteria: Capital assets (i.e. buildings and equipment) are recorded when acquired and placed in service.
Condition: During testing of capital additions, we noted approximately $2.5 million of capital assets additions added
in the current fiscal year, but the expenditures related to these capital assets were incurred in the prior year (fiscal
year 2005). hese items should have been recorded as capital asset additions in the previous fiscal year.

Cause: Per inquiry with County personnel, these capital asset additions were not recorded in correct fiscal year

because the paper work was not submitted to the Fixed Asset Management Office (*FAMO"} in a timely manner to
record the capital assets by the cutoff date.

12



Palm Beach County, Florida

Appendix A - Current Year Recommendations to Improve
Financial Management, Accounting Procedures
and Internal Controls

Effect: At the Government-Wide level, $2.5 million of capital assets and net assets for the prior fiscal year were
understated due to the assets not being recorded in the proper period. The failure to record these assets in proper
period resulted in approximately $85,000 of depreciation expense not being recognized in the prior year.

Recommendation: We recommend that the County establish a policy and procedure to ensure the timely recording
of all capital asset additions.

Management's Response: Sufficient procedural and policy guidelines already exist to accomplish the essential
requirements. However, universal compliance on the part of operating and project managing departments has not
yet been achieved. While improvement has occurred, full and timely compliance remains inconsistent. To facilitate
better compliance, the Fixed Assets Management Office (‘FAMO") has provided departmental fiscal staff involved
with infrastructure reporting well-organized, detailed and summarized reports whereby they can regularly advise
FAMO on the status of their projects in a simplified, straightforward manner.

PPM No. CW-F-062 contains provisions which aid the communication from project managers/operating departments
to FAMC and the Budget Division. Additionally, FAMO has undertaken a more focused approach with departmental
fiscal representatives. Pertaining to the sitework for the Riverbend/Reese Grove Park project, FAMO was notified in
September 2006 that it was substantially complete. FAMO then processed the entry into the Improvement Other
Than Buitdings depreciable asset category. All of the aggregate costs for the project were accumulated in the project
in accordance with standard CWIP accounting practices.

ML 06-12 - Risk Management: Adjustments to Loss Report for Worker's Compensation Claims

Criteria: Loss reserves should be adjusted when claims are closed; reviewed and adjusted based on information
provided from the County's Workers Compensation attarney or payment information; and reviewed for
appropriateness on a quarterly basis. ‘

Candition: During testing of the County’s Loss Report, we noted the Loss Report included 315 closed claims with
total reserves of $441,842. The largest closed claim had a reserve of $120,318 (Claim #85-260) and several claims
(Claim #93-84, #96-840, #03-202, #04-205) each had reserves between $17,000 and $20,000. These claims were
closed claims at fiscal year end 2006 and the reserve amounts in the loss report should have been eliminated.

We noted there was no review or adjustment of the reserves in the Loss Report based on information from the
County's Workers Compensation attomeys. We noted that there was a significant difference between the attomey
estimate of the Workers Compensation loss reserve verses what was recorded in the Loss Report (i.e. case #03-191
had loss potential estimated at over $1 million per the County workers compensation attorney, verses $4,087
reported on the Loss Report. Per discussion with County personnel, there is no precedure to ensure claims handled
by Worker's Compensation attorneys are updated on the Loss Report. Although the decision to record the reserve
amount is made by management and may differ from the advice of counsel, there should be a formal process in
place to incorporate the advice of counsel hired by the County to represent them in these cases.

There is no formal written reserve policy to support recording and adjustment of reserve amounts for open workers

compensation claims. We noted open claims with negative reserve balances (open reserves included negative
halances totaling -$15,643 in medical, — $722 in indemnity, and — $15,699 in legal).
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