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PATTILLO, BROWN & HILL, L.LP.

CERTIFIED PUBLIC ACCOUNTANTS B BUSINESS CONSULTANTS

INDEPENDENT ACCOUNTANTS’ REPORT

To the Honorable County Judge and
Commissioners’ Court
McLennan County, Texas

We have examined the accompanying description of the ad valorem tax collection system of
McLennan County, Texas. Our examination included procedures to obtain reasonable assurance about
whether (1) the accompanying description presents fairly, in all material respects, the aspects of
McLennan County, Texas’ controls that may be relevant to a user organization’s internal control, as it
relates to an audit of financial statements, (2) the controls included in the description were suitably
designed to achieve the control objectives specified in the description, if those controls were complied
with satisfactorily, and (3) such controls have been placed in operation as of August 31, 2008. The
control objectives were specified by McLennan County, Texas. Our examination was performed in
accordance with standards established by the American Institute of Certified Public Accountants and
included those procedures we considered necessary in the circumstances to obtain a reasonable basis for
rendering our opinion.

We did not perform procedures to determine the operating effectiveness of controls for any
period. Accordingly, we express no opinion on the operating effectiveness of any aspects of McLennan
County, Texas’ policies, individually or in the aggregate.

In our opinion, the accompanying description of the aforementioned application presents fairly,
in all material respects, the relevant aspects of McLennan County’s controls that had been placed in
operation as of August 31, 2008. Also, in our opinion, the controls, as described, are suitably designed
to provide reasonable assurance that the specified control objectives would be achieved if the described
controls were complied with satisfactorily.

The description of controls at McLennan County, Texas, is as of August 31, 2008, and any
projection of such information to the future is subject to the risk that, because of change, the description
may no longer portray the controls in existence. The potential effectiveness of controls at the Service
Organization is subject to inherent limitations and, accordingly, errors or fraud may occur and not be
detected. Furthermore, the projection of any conclusions, based on our findings, to future periods is
subject to the risk that changes may alter the validity of such conclusions.

This report is intended solely for use by the management of McLennan County, Texas, its
customers, and the independent auditors of its customers.

W B psism + itk L.LP

September 26, 2008
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TAX ASSESSOR-COLLECTOR OFFICE OF MCLENNAN COUNTY

DESCRIPTION OF CONTROLS

OVERVIEW OF OPERATIONS

The Tax Assessor-Collector’s office of McLennan County is located in Waco, Texas and provides
taxation and collection of ad valorem tax for taxing entities in McLennan County. The office issues all
tax statements to tax payers and receives all payments before submitting receipts to taxing entities. This
description addresses only those controls related to the processing of ad valorem taxes.

RELEVANT ASPECTS OF THE CONTROL ENVIRONMENT, RISK ASSESSMENT, AND
MONITORING

Control Environment

Organizational Structure

Operations are under the control of the Tax Assessor-Collector and ultimately the County voters.
Set forth in Exhibit 1 is the organization chart for McLennan County dated August 31, 2008. The
taxation and collection of ad valorem taxes are an integral part of the Tax Assessor-Collector’s
office, which is overseen by the Tax Assessor-Collector. The organization chart for this office is
presented in Schedule B.

Activities other than ad-valorem taxation and collection are beyond the scope of this report.

Management Control

Taxpayer billing activities are conducted in accordance with policy and procedure guidelines that are
periodically reviewed and updated. The Tax Assessor-Collector’s office maintains procedure
guidelines in flow chart form. These charts are updated on an annual basis.

Controls Related to Personnel

McLennan County and the Tax office have formal hiring practices designed to ensure that new
employees are qualified for their job responsibilities. Hiring policies include requiring that
employees have minimum education and job experience requirements, obtaining statements from
references and verifying necessary licensing and educational credentials.

Training of personnel is accomplished through supervised on-the-job training. Supervisory
personnel are responsible for encouraging the training and development of employees so that all
personnel continue to’ qualify for their functional responsibilities. Department heads attend yearly
seminars for ad valorem tax law and software updates. They then pass on the information to the
appropriate personnel through staff meetings.

Formal performance appraisals are conducted on an annual basis. Employees are evaluated on
objective criteria based on performance.




Internal Audit

The Tax office’s activities are monitored by an internal auditor that reports directly to the County
Auditor. The internal audit function is designed to evaluate compliance with the Tax office’s
controls and the laws and regulations to which it is subject. The internal audit function also
addresses the soundness and adequacy of accounting, operating and administrative controls. Formal
reports of audit findings are prepared and submitted to the County Auditor.

Risk Assessment

The TAC office has placed into operation a risk assessment process to identify and manage risks that
could affect the TAC office’s ability to provide reliable tax assessing and collecting for user
organizations. The process requires management to identify significant risks and to implement
appropriate measures to address those risks. This process has identified risks resulting from the nature

of the services the TAC office provides and management has implemented various measures to manage
those risks.

Monitoring

The Tax Assessor-Collector and supervisory personnel monitor the quality of internal control
performance as a routine part of their activities. Management measures the results of the various
processes involved in providing tax assessing and collecting to user organizations. Reports are
generated that identify:

o Total collections by cashier per day;

e Receivable balances by year by user organization;

e Comparisons of cash receipts to deposits;

e Comparisons of deposits to disbursements to user organizations; and

e Comparisons of total accounts taxed to accounts with levies to insure all taxpayers are
issued statements.

INFORMATION AND COMMUNICATION

Information Systems

Processing Environment

The Tax office uses A.C.T. software for all transactions related to the assessing and collection of
taxes and the subsequent disbursements to the user entities.




Information Security

Information security encompasses those controls that prevent and detect unauthorized access to
application programs. Each staff person is assigned a log in that limits their access to areas of the
software that are applicable to their duties.

Systems Maintenance

A.C.T. updates the software at night as updates become available. These updates may be due to
errors in the software or law changes. Backups of data are performed nightly using an offsite data
facility that is connected to the Department’s server. From the data facility, a weekly tape is made
that is sent to an offsite data storage facility and maintained for one year.

Communication

The Tax office has implemented various methods of communication to ensure that all employees
understand their individual roles and responsibilities over transaction processing and controls, and to
ensure that significant events are communicated in a timely manner. These methods include orientation
and training programs for newly hired employees and periodic staff meetings as appropriate. Every
employee has a written position description and a responsibility to communicate significant issues and
exceptions to an appropriate higher level of authority within the organization in a timely manner.

CONTROL OBJECTIVES AND RELATED CONTROLS

Control Objectives

e Controls provide reasonable assurance that revenues for taxes assessed are valid and
have been billed and recorded at the correct amount; and

e Controls provide reasonable assurance that accounts receivable include all amounts
still owed for taxes, penalties and interest provided through the end of the period.

Description of Controls

Daily
e Tax payments are made in person at the Tax office;
e Cashiers enter payments and issue receipts if requested,

e Transactions are entered into A.C.T. System and reports are generated for review by
the Accounting Department;

e Once amounts are verified and deposits have been made, monies are transferred to
user organizations, tax attorneys, or to the Tax Assessor-Collector Fee Account by
check or ACH transfer;




Or
e Mail is received in the mailroom and opened with a letter opening machine;
e Contents of each piece are reviewed and sorted by department;

e Mail containing current year coupons and matching checks are added separately and
an adding machine tape is attached and maintained with the checks and the coupons;

e Coupons are entered with a bar code scanner into the A.C.T. Software and if a receipt
is requested it is issued;

e Checks are endorsed and a deposit slip is prepared for the batch. The original tape is
attached to the deposit slip;

e The deposit slip is then matched to the A.C.T. software;
e Iferrors are detected they are investigated and corrected; and

e Once corrected deposits are made, payments to user organizations are made by ACH
transfer or check.

Monthly

e The Accounting Department runs deposit proof reports that are matched to both the
total deposits for the month and disbursements to user organizations.

Annually

e The appraisal district appraises properties and determines which taxing entities apply
to each property;

e A report is generated and transferred to the Tax office;

e The total number of taxpayers entered into A.C.T. is compared to the roll sent by the
Appraisal District;

e Tax rates of user entities are then entered and checked for accuracy;

e Once the tax role is complete and accurate, it is transferred to the lowest bidder for
printing and distribution of tax statements; and

e The file received by the printer is totaled and compared to the Tax office reports to
ensure that all taxpayers are issued statements.



FLOW-CHARTS

AUGUST 31, 2008

McLENNAN COUNTY TAX OFFICE
SERVICE ORGANIZATION

SAS 70



Exhibit 1
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MCLENNAN COUNTY, TEXAS

SCREDJLE A
) TAX ASSESSOR-COLLECTOR'S CEFECE ’
ENTITY REIATIONSHIPS IN TAX ASSESSMENT-CCLLECTICH FROCESS

AS CF AUGUST 31, 2008

COUNTY
APPRAISAL. DIETRICT

A.C.T.
(Software Support Company)

{ APPRATSAL,
. ROLL
FYLE
APPRATSAL
ROLL
FILE LOWESE BESZ QUOTE
y TRX (CONTRACTOR FGR FRINTING AND
MCLEMNAN COUNTY TAX P a.c.T. ROLLS MATLING OF TAX STATEMENTS}
ASSESSOR- | sorc-
COLLECTOR'S CFFICE ware
INOUIRY,
4 o »\\
TRANSACTICN '
ENTRY
CAPABYLITIES
-« M M
: A r
TAX
STATEMENT
) 4
y
’ DELINQ'NT TAXPAYER
ES TAX
(See Note 1} File
F Y
FIRM A EIRM B
REPRESENTS ALL ENTITIES NOT REPRESENTS 11 ENTITXES,
HANDIED BY FIRM B INCLUDING THE CITY OF WAOO TRX
BND WACO ISD | COLLECTION
LETTER

NOTE 1 — The interactive ‘capabiblities of each law firm are as follows:
FIRM A has i

aquiry capabalities and the ability to and does ente
suit flags on. The suit flags cause th
in the form of at_tomey fees.

r notes in the system concerning tax suits and cam turn the
e system to add 15%-20% to the amount due from the taxpayer

FIRM B has only inquirxy capabiliﬁies. They send the tax office a list of taxpayers in tax suits, and who turm on the
suit flags for them.




MCLENNAN COUNTY, TEXAS SCHEDUIE B
TAX ASSESSOR-COLLECIOR®S OFFICE
TAX OFFICE QRGANIZATICN CHART
AS OF AUGUST 31 2008

’ . CHIEF DEPUTY +* | :

PRIMARY FUNCTIONS

1.Mortgage company

. processing
TAX ATMINLSTRATCRY*# 2.Types correspondence
3.Liason with accts pay-
ble dept in Auditors

PRIMBRY FUNCTIONS office concerning Tax
- office bills
1.Reverses pmte on re- 4 .0rdexrs supplies/issues
turned checks and pre- - requisitions
pares rebill letters 5.Answers switchboard
2.Initiates all ocutgoing 6.Performs duties of
correspondence, Tax Administrator
3.Deals with all problem in her absence
accounts 7.Pexrforms duties of
4.8upervises all Tax Mail Clerk in her

Department personnel absence
5.Liason between Tax Dpt
and Commissioners Crt

—

ACCOUNTING DPT. MAIL ROOM COLLECTIONS DPT. EDSY PMT “E-Z" RESEARCH
Accounting Supexvisor Mail Clerk/Asst Tax Supervisor of E~Z Payment Supervisor _————
VIT hdministrator Administrator Collections E-Z Payment Clerk :

Collections Clerk A Assistant Tax Admin- X

PRIMARY FUNCTIONS Collections Clexk B istratox/E~2 Payment N

PRIMARY FUNCTIONS Cellections Clerk C i

. 1.0pens, sorts & distri-~ '
11.Run computer trans— butes incoming mail PRIMARY FURCTIONS PRIMARY FUNCTIONS ]
action reports 2.Applies postage & seals ]
2.7ransfer funds col- outgoing mail 1.A11 pavinents by cash or 1.Applicaticn of "easy '
lected to appropriate payments with same pmts. {i.e. payments by i
entities discrepancies check, with the coupon *
3.Recelve formula fee 2_Handle all payments and no dicrepancies). :
from participating made at the counter 2.Process changes from '
entities . 3.Answer inquiries from the Appraisal District :
4.Prepare monthly reposts taxpayers on phone or 3.Pexform research for '
for Aunditors office in person taxpayers via phone or '
S.Prepare reports as 4.Each clerk maintains in person 1
requested by each own cash drawer, counts 4.Assist public in use of |
entity cash, balances and the public access CRT's ]
6.Vehicle inventory tax, prepaxes deposit each 1
receives yearly declar- |. day 1
ations and monthly '
sales reports t

1

1

1

"+ The Tax Assessor-Collector is bonded for $200,000 ($100,000 Governor's State Bond plus $100,000 MclLennan County Judge®s County Bond}.
- ** In the Absence of the Tax RAssessor-Collector, the Chief Deputy assumes the role and acts in the capacity of the Tax RAssessor-Collector

where allowed by law. The Chief Deputy and all other tax office employees are not bonded, but are covered by the County's Employee Corruption
-Policy, limited to $20,000 per occurrence.

#+2'In the absence of the Tax Administrator, the Assistant Tax Acministrator assumes the role and acts &in the capacity of the Tax Administrator.




MCLENNAN COUNTY, TEXAS SCHEDILE C

OFFICE OF THE COUNTY TAX ASSESSSOR-COLLECTOR

mwmmmmmmmmmms
AS OF ADGUST 31, 2008

Taxpayer

Mail-ins Vialk—-ins

Collections
Department

From Schedule
D-8

A.C.T.
System

Taxing Delinquent Tax Assessor-
Entities Tax Collectex

Attorneys Fee Account




CEFFICE CF THE COUNTY TAX ASSESSOR-COLLECTOR
CASH RECEIPTS PROCESSING
MATT. RCOM PROCEDURES
AS OF ADUGUST 31, 2008

”

13

o

Ly

PERFORMED
BY MAXI ROODI
Mail received
in
mail room
Cpen mail with the
letter opening
machine.
[MATI. CLERE
&
£Z PAVMENT h 4
SUPERVISOR!
Review contents of
each envelopa
-
) I
o
Are the v T
envels es L]
- contents for » Avtamcbhile
the automobile Department
v
v
- Debit Memo
"
Does the Yes Ret
envelope contain a > Ret Ck TO SCHEDULE
b returned check and <K E
a debit to the
checking acct
-
-
»»
o
— TO SCHEDULE
praviously ret’d B
- by the bank
v
-
"
M Note: The system
* limitation is
200 payments r
batch, bunt the tax
" office kaeps the
batches at approx
.- 100 for ease in
e Run an adding
. machine
Coupon, ete tape of the checks &
" one of the coupons,
EZ PYMT Match tape totals.
CLERK

l

PO SCHEDULE TO SCHEDULE




MCLENRAN COUNTY, TEXAS

CEFICE OF THE COUNTY TAX ASSESSOR-COLLECTCR 5 UIE D-2
CASH RECEIPTS PROCESSING
E% PAYMENT DEPARTMENT PROCEDURES
AS OF AUGUST 31, 2008
EZ PAYMENT DEPT.
FROM
SCHEDULE
D-%
I Input coupons in
Coupon the batch with
bar code scanner
or, if A.C.T.
i K necessary, Soft-
key in the batch Ware
Tot through the
" ey - \_/
.
" \\_/
o
.«
ww
w
" v
Toupons batches
& poct-marked
b mail-in |
srnevalopes are :
filod for |
" required ‘
reatentlion paricd i
: |
|
lgmv.:sca Affix
strictive [\_’I“‘
mff,. to Prepare deposit
" checks with slip for batch. }ee—pp Ck
.
o Deposit Copy
- ol Attach Slip
to
deposit
e for bank Deposit
orig
Slip
Match deposit
" mme—me— i control screen
to tape of
™ checks .
Schedule
D-4
[
.
Investi-
gate &
" &
pod . A
SUPERVISOR
Print "Deposit -
Proof™ report Deposit
o using the Eroof
Deposit
Control Screen I-l.‘o Dm_s DULE
" P |
/ Deposit
Copy From
Slip Bank
Validated
h 4
F | To SCHEDULE
D-6




MCLENNAN COUNTY, TEXAS
OFFICE OF THE COUNTY TAX ASSESSOR-COLEECTOR
CASH RECETETS PROCESSING
COLEECTYONS DEPARTMENT PRCEIIRES — MATL~INS
AS OF AUGUST 31, 2008

SCHEDDIE D-3

one or more being duplicate payments and
payments, the entire check is entered into the system, with the duplicate being refun
5. The check is returned to the sender, if any of the following conditicns exist:

a. The entire check is a duplicate of prior payments.

b. The payee on the check is incorrect. -
€. The check is not signed. .
d. The nature of the check is unidentifiable.

Performad
By COLXBCTIONS DEPARTHMENT
ERCN From
delinquent
tax attorneys
-1 .
Motes s |
! k3 ! lote: it taxes aze in
Mualk-ins® a: £ taxes axe in
1. 1 Ide).inquent status, 15%
| on the 1 'of the tax is duve as a
page (D-4) tter, suit ideli.nquent attorney fee.
— -— tation If this is included in the
gte. 00 Aee——- —Plpaynent, it is applied as
[Coupon, etc 3 such. If it is not in- -
Icluded, a balance due exists
Ck on the taxes for the sajd
ck 't!:act. of land. Some taxpayers
sand their payments to the
'gelinquent tax attormeys (who
ring it to the tex office) and
Isane taxpayers bring the
directly to the tax office
e . b
tPnts from the mail rocm 1
faze all those except for |
'pmts by check which per- |
'fectly match the amount )
:dus and the coupon was in !
Jthe envelope .
| SURPRRVISOR
oF
|COLLECTTONS]
&
CLERK A and research as nec- v
& cesssary. Rpply pmt
OLL through the system.
CLERK B (See Note 1 at
&
CIERK C
Record
L] returned
item on
returned
- item
Complete a “re— List
turned herewith”
e letter for the
sender & give to
mail room for Returned
L] mailing. Item
List
"
*
"
n
Enter payment in
« the system .
Note: entries in
the collection
A department are
son~-line/real-time
" 5
L
n
" acr
Enter payment in Soft—
. the system . Ware
"
" Rex
Print hard- ceipt To mail rcom
. COpY receipt > System for mailing
from system Generated te taxpayer
for mailing
"
"
"
MOTE 1: The payment tests listed belew are i by into the f£1 t above.
Prar.
'TEST
RO. TEST
1. Xf payments are +/- $.01 to +/- $1.00 the difference is added to or subtracted from penalty & interest.
2. If payments are over by more than $1.00, the system generates a refund.
3. If payments are under by more than $1.060, the payment is applied leaving a balance due.
4. 1If the payment is for multiple tracts, with one or more being valid

ded by the system.




MCIERNAN COUNTY, TEXAS SCHEDULE D-4
CFFICE OF THE COUNTY TAX ASSESSOR-COLLECTOR
CASH RECEIPTS FROCESSING
COLLECTICNS DEPARTMENT PECCEDUBES ~ WALK-INS
AS OF ADGUST 31, 2008

Performed
by

COLLECTIONS DEPARTMENT

$1
™

$1
1

Enter payment in
the system

D—3

Print hard- Receipt
copy receipt
from system
for taxpayer

To Taxpayer
at Counter

t completes I
entry

rk and bal-
ENDY Eﬂ.ﬂg by 11:00 |
.m. evary day.

g:: Collections '
t balance g

t 4:30 p.m. |
'fox deposit

En the next |
ess day.

Depos:
Control screen

|

Count cash and
checks in cash
d and
subtract change
fund balance

Recount. cash,
checks & match

£l
Deposit Proof

to
deposit proof in
detail

(COLLECTIONS

SUPERVISOR

"

ACCOUNTING
SUPERVISOR!

. Attach security
envelope pull-off
id # to Deposit
Tepare Qapos; oy l

Slip photocopy:
slip and place forward to Accntg
. it and the cash
in a bank
security
envelope/courier

Erom
Schedule
b2

A 4
* Deposit

Proof Head
Give deposit to Cashierxr or
Sypervisor of designated
Collections for

courier
/ Dep Slip
_____ From
i ) — !

kaed TO

Deposit Proof
[§3 3

by Accounting

p-s -6 Supervisor




MCLENNAN COONTY, TEXAS

OFFICE OF THE COUNTY TAX ASSESSOR-COLILECTOR
CASH RECEZPTS PROCESSING
BANK DEPOSIT PROCEDURES

AS OF ADGUST 31,2008

SCHEDULE D-5

Pexformed
By COLLECTIONS DEPARTMENT
FRCM PROM
SCHEDULR SCHEDULE
n-2 D-4
JSUPERVISOR
oF
ocn.mcncusw

Complete courier
receipt form
with
total cash,
total
checks & bag
mumbers

Deposit Slip
copy

Deposit Slip
orig

To

Courie

Deposit Slip

Courier Rept

Original &
Multiple
Copies
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s

-

»

Daily Disb.

Calculator tape
listing tenative
disbursements.

Match tape to
TC298-A.- BLfix
tapeto TC298-A

Input the
_amounts
to be disbursed
via electronic
funds transfer
into the Auto
Cash Transfer
software.

po 3

MCLENNAN COUNTY, TRXAS SCHEDULE D-6
OFFICE OF THE COUNTY TAX ASSESSOR-COLLECTOR *
CASH RECEIPTS PROCESSING
AS OF AUGUST 31, 2008
PEREORMED
BY ACOOUNTING DERARTMENT
FROM EFRCM
SCHEDULE SCHEDULE
v-e b2
Y
Peposit Proof Deposit Proo: Rpt TC298-J
Dep Slip Dep Slip A Rpt. TC298-K
Validated Validated Te2s8-<
Eﬁ: PC298-B
ACCOUNTING Rpt TC298-A | FPC TR
SUPERVISQR ™
! Y
H
JRCCOONTING )
CLERK l
Match
N Depasit | Rot Tc208-x
Proof to
TC298-A Rpt >
.
-
™
Investigate
&
" Reconcile
-
™
L] h

1reports TC29B8-B
tthrough TC298-E
lare various extrac-—
ftions of the same
'database, using
‘different sorts and
,totaling levels.

D-7
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SCHEDULE D-7
COFFICE OF THE COUNTY TAX ASSESSOR-COLIZCTOR b
CASH RECEIEYTS PROCESSING
mmms—mmorcmmmmm
AS OF AUGUST 31, 2008
PEFORMED
BY ACCOURTING DERPARTMENT
[AccomernNGt
|SUPERVISOR.
FROM
SCHECULE
D-6 Rote: Maintenance to the allowable
transferees names and bank account
aegrxs ¢ Y ] nubers is accessible only by the
Rd Valorem Supervisor after dual
A password protection is obtained by
‘xai trans- both the Tax Office Accountant and
fex instrucions the Ad Valorem Supervisor
1 to bank to comp-
lete
t ions
b and print
reports
detailing the
” transfexs. -
”
Attach Generated
v Daily
Transactn.
File
e . - —.
Rpt TC289-B
A
o
v L
-
"
e .
L] -~
entities who
ve have
xequested checks
instead of EFT's
[ {electronic fund
transfers)
ww
v
=
- Chackbook |
"
e
" EFROM
SCHEDULE
D6
EXECUTIVE
DIRECTOR
Sign checks
while
reviewing
-
- Generated
[ACCOUNTING jons
[SUPERVISOR .isting
CLERK A

Rpt TC298-A

Mail checks
to

entities thru
the mailrcom




MCLENNAN COUNTY, TEXAS
SCEEDULE D-8
OFFICE OF THE COUNTY TAX ASSESSOR-COLLECTOR

CEEDIT CARD {INTEXNET) PAYMENT PROCESSING

TAXPAYER REQUEST, PROCESSING BY ACCOUNTING DEPARTMENT, PAYMENT TO BSCROW
: AS OF AUGUST 31, 2008

x

v

w

e

L

L

L4

e

Current

Call 80C-2PAY-TAX

a Y Cardnolder | | carahslges ]
If Tax Stmt or | from I | VISA, MC, i A 1" A 1 Service Fee
Atty Letter not either Discowver, or to Ct o to Charge £rom Prescribed
indicated or Non -1 Tax State- |} Amex or || Mung {1 Account | -1 Schedule Allowed
Apprvl OPC advises ment ox e~chk Acct For for i by Tax Assessor~
to contact Taxoffc| | Atty I Namber 1 Tax Amoumt: i Service Collector
_— |_| Letter _| L..I _—— I_l L _Fee " _|

E-mail on session
date to tax offc

of transaction fo.____-____ to Taxpayer
{payer, prop ID, during the
amount, etc) Sesgion

{Transfexr Date up
to 4 days later)

Not Approved

Transaction
accomplished at no
cost to McLennan
County or to any
taxing entity

To Schedule
C




