
Washington State Auditor's Office
 

Special Investigation Audit Report
 

Pierce County Fire Protection District
 
No.17
 

Audit Period
 
January 1, 1992 through April 12, 2006
 

Report No. 72763 

Washington _Issue Date 
June 1, 2007 State Auditor 

Brian Sonntag 



Washington State Auditor
 
Brian Sonntag
 

June 1,2007 

Board of Commissioners 
Pierce County Fire Protection District No. 17 
Roy, Washington 

Special Audit Report 

Please find attached our special report on the results of our audit of Pierce County Fire Protection District 
No. 17, Pierce County, Washington . This report contains the results of our independent audit of cash 
receipts and payments during the period January 1, 1992, through April 12, 2006. The purpose of our 
audit was to determine if cash receipts were deposited intact with the District and payments were made 
for official public purposes. 

Sincerely, 

BRIAN SONNTAG, CGFM 
STATE AUDITOR 

Insurance Building, P.O. Box 40021 • Olympia, Washington 98504-0021 • (360) 902-0370· (866) 902·3900 · TOO Relay (800) 833-6388
 
FAX (360) 753-0646 · http.r/www.sao.wa.gov
 



Table of Contents
 

Pierce County Fire Protection District No. 17
 
January 1,1992 through April 12, 2006
 

Audit Report : 1 

Scope and Opinion 2 

Schedule of Audit Findings 3 



Audit Report
 

Pierce County Fire Protection District No. 17
 
January 1,1992 through April 12, 2006
 

ABOUT THE DISTRICT
 

Pierce County Fire Protection District No. 17 serves 10,000 citizens in southeast Pierce County. 
An elected, three-member Board of Commiss ioners governs the District. The District operates 
four fire stations that provide 24-hour volunteer basic life support services, fire suppression 
services and fire education services to the public. The District has seven full-time employees , 10 
part-time employees and 36 volunteers. The District operated on revenues of $752,000, 
$1,099,000, $1,101,000, $1,206,000 and $1,440,000 for the fiscal years ended 2002, 2003, 2004, 
2005 and 2006, respectively. 

AUDIT HISTORY 

We audit the District every three years. The District had four audit findings on noncompliance 
and internal control weaknesses in the last four audits. The District had corrected these areas in 
past audits. 

ELECTED OFFICIALS 

These officials served during the audit period: 

Board of Commissioners :	 Baron Banks (effective January 2003) 
Jerry Flowers (effective January 1995) 
Mycki Fulda-Cheek (effective October 2004) 
Kathy Martin (effective January 2004) 
Dan Morris (effective January 2005) 
Joseph Fulda (January 2004 through April 2004) 
Roy Kadow (January 1999 through December 2005) 

APPOINTED OFFICIALS 

Fire Chief: Joe Longmire (1991 through 1995) 
Ken Berryhill (1996) 
Willis Hansen (1999 through 2001) 
Scott Snyder (2001 through 2002) 
Bob Vellias (effective 2003) 

Administrative Chief Roy Kadow (1997 through 1998) 
Operations Chief Brett Stohr (1997 through 1998) 
Acting Chiefs: John Backstrom (2002-2003) 

Carl Mantegna (2002-2003) 
Secretary Jerianne Jacobs (October 1991 through April 12, 2006) 

ADDRESS 

District	 P.O. Box 829
 
Roy, WA 98580
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Scope and Opinion
 

Pierce County Fire Protection District No. 17
 
January 1, 1992 through April 12, 2006
 

This report contains the results of our independent audit of cash receipts and payments at Pierce County 
Fire Protection District No. 17, Pierce County, Washington, during the period January 1, 1992, through 
April 12, 2006. The purpose of our audit was to determine if cash receipts were deposited intact with the 
District and payments were made for official public purposes. 

Our audit was performed under the authority of Revised Code of Washington 43.09.260 and included 
tests we considered necessary under the circumstances. In our opinion, as detailed in the following 
Schedule of Audit Findings , the former District Secretary circumvented the District's internal controls over 
cash receipting and payments and misappropriated at least $843,118 in public funds from the District 
between July 1993 and April 2006. 
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Schedule of Audit Findings 

Pierce County Fire Protection District No. 17
 
January 1,1992 through April 12, 2006
 

1.	 Public funds were misappropriated, internal controls were circumvented 
and accounting records were falsified and removed to conceal the 
misappropriation. 

Background 

The District's former Secretary misappropriated at least $843,118 in public funds between 
July 1993 and April 12, 2006. The former Secretary had been employed by the District since 
October 1991. 

On April 12, 2006, the Fire Chief terminated the Secretary's employment, and in the process of 
cleaning her desk, discovered an unauthorized District checking account. The Fire Chief reported 
this to the State Auditor's Office. We met with the District on May 9, 2006, and immediately 
began a special investigation to determine the extent of the loss. 

We determined that, between February 2003 and April 12, 2006, District revenues were 
deposited into the unauthorized checking account and spent by the former Secretary for the 
benefit of herself, relatives and others. 

We also determined that, between July 1993 and April 12, 2006, unauthorized payments were 
made to the former Secretary, her relatives and others. We also found payments to fictitious 
vendors and payments for personal medical costs of the spouse of a former employee. The 
former Secretary was able to process these payments by altering the monthly voucher registers 
after approval by the District Board of Commissioners. 

Description of Condition 

Our audit of the District's financial records for January 1, 1992, through April 12, 2006, found at 
least $843,118 in public funds was misappropriated by the former District Secretary between 
July 1993 and April 12, 2006. The former Secretary falsified accounting records and removed 
records from the District in an attempt to conceal this activity. 

We were able to reconstruct most of the District's expenditure records for January 1, 1999, to 
April 12, 2006, by collecting cancelled checks from the bank and by examining invoices, monthly 
vouchers, redeemed warrants , District reports from the Pierce County Budget and Finance 
Department and billing information obtained from vendors. 

Similar accounting records from January 1, 1992, to December 31, 1998, were unavailable at the 
District. However, we were able to obtain redeemed warrant microfilm information from Pierce 
County. No federal funds were involved in this case. The misappropriat ion occurred as follows: 

Misappropriation of District Revenues $140,718 
Unauthorized Payments $702,400 
Total Misappropriation	 $843,118 
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Misappropriation of District Revenues 

Between February 2003 and April 12, 2006, the former District Secretary deposited $181,160 of 
District revenues into an unauthorized District checking account and wrote 122 checks to herself, 
family members and others totaling $140,718. These checks were deposited into the former 
Secretary's personal bank accounts and used for personal expenses. The former Secretary also 
used money in the account to pay $45,497 in other expenses that could be District related. This 
checking account was closed by the District in May 2006. 

Due to missing accounting records at the District, we were unable to determine if any cash 
received over-the-counter was misappropriated. 

Unauthorized Payments 

We reviewed all the redeemed warrant registers between January 1, 1992, and April 12, 2006, 
and found $702,400 in payments for non-District-related expenses. The former District Secretary 
was able to process these payments by altering voucher registers after the vouchers were 
approved by the District Board. 

The former Secretary added fictitious vouchers to the monthly voucher register after the 
Commissioners approved it. The former Secretary changed the voucher register totals and wrote 
comments on the register to make it appear Commissioners had approved the additional 
vouchers. The former Secretary then created fictitious invoices and submitted them to the 
County for payment. 

Cause of Condition 

The former District Secretary circumvented District's policies and procedures. In addition, no one 
at the District monitored the former Secretary's work to ensure all money was deposited intact 
and payments were properly authorized and for official public purposes. 

In addition, the followinq internal control weaknesses allowed this loss to occur and not be 
detected in a timely manner: 

•	 Although the Board of Commissioners authorized all payments, no one reviewed 
redeemed warrants. 

•	 Duties involving making payments were not separated due to the size of the District. 

•	 Inadequate review of expenditures by the Board of Commissioners and turnover in 
management (fire chief) created an opportunity for the former District Secretary to exploit 
the weakness. 

•	 The former District Secretary was responsible for preparing District billings, preparing and 
making the District's deposits and reconciliation of the District's receipts to the deposits 
without independent oversight. 

•	 Public funds were not deposited within 24 hours of receipt as required by state law. 

•	 The District was using a Rediform receipt book. Rediform receipt books can be bought 
from any office supplier. The numbers of these receipts are not controlled. By allowing 
the use of these receipt books, the District runs the risk an employee may buy a duplicate 
set of numbered receipts and keep two sets of receipt books. 

•	 The District was able to find only two Rediform receipt books. It was unable to determine 
how many receipts books were used. 
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Effect of Condition 

The former District Secretary misappropriated at least $843,118 in public funds for her own 
personal benefit and deprived the District of the use of these funds for legitimate public purposes. 

Recommendation 

We refer this matter to the Pierce County Prosecuting Attorney's Office for any action deemed 
appropriate. 

We recommend that the District Board of Commissioners seek recovery of $843,118 in 
misappropriated public funds and $8,705.82 of related audiUinvestigation costs from the former 
District Secretary and/or its insurance bonding company, as appropriate. Any compromise or 
settlement of this claim must be approved in writing by the Attorney General and State Auditor as 
directed by RCW 43.09.330. 

Bond coverage for District employees is as follows: 

Company: VFIS 
Type: Employee Dishonesty Bond 
Number: VFIS-CU-5004381-8/000 
Amount: $25,000 
Term: September 1, 2005 to September 1, 2006 

We also recommend the District: 

•	 Ensure all restitution agreements associated with losses of public funds are approved by 
the State Auditor's Office and the Attorney General's Office pursuant to state law 
(RCW 43.09.330). 

•	 Establish, follow and monitor an effective system of internal controls designed to ensure 
the protection of pubic assets from loss. 

•	 Implement independent monitoring procedures over the cash receipting system. 

•	 Ensure public funds are deposited within 24 hours of receipt. 

•	 Use only prenumbered receipts with the District's name printed on each receipt. 

•	 Maintain accountability for all receipts. 

•	 Ensure public records are safeguarded to ensure retention. 
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District's Response 

Upon the detection of accounting discrepancies in April 2006 Fire Chief Vellias and Assistant 
Chief Yount immediately contacted the State Auditor requesting a thorough investigation. After 
contacting the District's attorney and insurance company, we also brought a professional 
consultant with vast background in fire district accounting practices onto the investigation team. 
After reviewing the information, the Board of Commissioners for Pierce County Fire District #17 
agrees and concurs with the content and findings of your recent audit. The District has taken 
immediate action to incorporate additional procedures to further safeguard our finances. The 
following is in response to your findings. 

1.	 The District will follow the guideline set forth in RCW 43.09.330 when seeking restitution 
ofpublic funds. 

2.	 The District has established the following controls to secure the protection of public 
assets from future loss: 
A.) New voucher input computer program requires new signatures lines when the 
program is closed and reopened. 
B.) The Board members receive copies of the current county report (DOLPHIN) in their 
commissioner packets. The warrant entries and the total amount of warrants approved at 
the previous meeting can be crossed checked using this report. 
C.) Each Board member currently reviews the County "Green Bar" report on a rotating 
monthly cycle. 
0.) All checks written on district accounts require two separate signatures by the chief 
officers of the District. 

3.	 The following directives have been implemented when receiving cash into the District. 
A.) All cash received for services from the District is logged into a receipt book. The 
book transcribes an original and two carbon copies. 
B.) The original is issued to the customer, a permanent copy remains in the receipt book, 
and the final copy is attached to the deposit slip. 
C.) Each receipt book is numerically numbered for cross-checking deposits. 
0.) The money received is immediately put into a safe located in the Chiefs office. The 
money is then deposited into Pierce County Budget and Finance in a timely manner. 

4.	 Pre-numbered receipt books were ordered and are currently used by the District. 

5.	 All financial records are secured in a locked fire safe. All personnel and medical records 
are stored in a locked and secured storage room. 

Auditor's Remarks 

We thank the District for its assistance and cooperation during our audit. We will follow up on the 
District's corrective actions during our next regularly scheduled accountability audit. 

Applicable Laws and Regulations 

RCW 42.24.100, Municipal corporations and political subdivisions-Certificates need not be 
sworn-Penalty for false claim, states: 

The certificates required by RCW 42.24.080 through 42.24.110 need not be 
sworn, but any person certifying a claim or making a claim knowing the same to 
be false or untrue shall be guilty of perjury in the second degree. 
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RCW 42.24.110, Municipal corporations and political subdivisions-Approving or paying false 
claim-Penalties, states: 

Any person who knowingly approves or pays or causes to be approved or paid a 
false or untrue claim shall be guilty of a gross misdemeanor and, in addition, he 
shall be civilly liable on his bond to the municipal corporation or political 
subdivision, as the case may be, for the amount so paid or for three hundred 
dollars whichever is the greater. 

RCW 43.09.260, Local government accounting-Examination of local governments
Reports-Action by attorney general, states in part: 

A copy of any report containing findings of noncompliance with state law shall be 
transmitted to the attorney general. If any such report discloses malfeasance, 
misfeasance, or nonfeasance in office on the part of any public officer or 
employee, within thirty days from the receipt of his or her copy of the report, the 
attorney general shall institute, in the proper county, such legal action as is 
proper in the premises by civil process and prosecute the same to final 
determination to carry into effect the findings of the examination. 

It shall be unlawful for any local government or the responsible head thereof, to 
make a settlement or compromise of any claim arising out of such malfeasance, 
misfeasance, or nonfeasance, or any action commenced therefore, or for any 
court to enter upon any compromise or settlement of such action, without the 
written approval and consent of the attorney general and the state auditor. 

RCW 43.09.240, Local government accounting-Public officers and employees-Duty to account 
and report-Removal from office-Deposit of collections, states: 

Every public officer and employee of a local government shall keep all accounts 
of his or her office in the form prescribed and make all reports required by the 
state auditor. Any public officer or employee who refuses or willfully neglects to 
perform such duties shall be subject to removal from office in an appropriate 
proceeding for that purpose brought by the attorney general or by any 
prosecuting attorney. 

Every public officer and employee, whose duty it is to collect or receive payments 
due or for the use of the public shall deposit such moneys collected or received 
by him or her with the treasurer of the local government once every twenty-four 
consecutive hours. The treasurer may in his or her discretion grant an exception 
where such daily transfers would not be administratively practical or feasible as 
long as the treasurer has received a written request from the department, district, 
or agency, and where the department, district, or agency certifies that the money 
is held with proper safekeeping and that the entity carries out proper theft 
protection to reduce risk of loss of funds. Exceptions granted by the treasurer 
shall state the frequency with which deposits are required as long as no 
exception exceeds a time period greater than one deposit per week. 

In case a public officer or employee collects or receives funds for the account of 
a local government of which he or she is an officer or employee, the treasurer 
shall, by Friday of each week, pay to the proper officer of the local government 
for the account of which the collection was made or payment received, the full 
amount collected or received during the current week for the account of the 
district. 
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RCW 40.16.010, Injury to public record, states: 

Every person who shall willfully and unlawfully remove, alter, mutilate, destroy, 
conceal, or obliterate a record, map, book, paper, document, or other thing filed 
or deposited in a public office, or with any public officer, by authority of law, is 
guilty of a class C felony and shall be punished by imprisonment in a state 
correctional facility for not more than five years, or by a fine of not more than one 
thousand dollars, or by both. 

RCW 40.16.020, Injury to and misappropriation of record, states: 

Every officer who shall mutilate, destroy, conceal, erase, obliterate, or falsify any 
record or paper appertaining to the officer's office, or who shall fraudulently 
appropriate to the officer's own use or to the use of another person, or secrete 
with intent to appropriate to such use, any money, evidence of debt or other 
property entrusted to the officer by virtue of the officer's office, is guilty of a class 
B felony and shall be punished by imprisonment in a state correctional facility for 
not more than ten years, or by a fine of not more than five thousand dollars, or by 
both. 

RCW 40.16.030, Offering false instrument for filing or record, states: 

Every person who shall knowingly procure or offer any false or forged instrument 
to be filed, registered, or recorded in any public office, which instrument, if 
qenuine, might be filed, registered or recorded in such office under any law of 
this state or of the United States, is guilty of a class C felony and shall be 
punished by imprisonment in a state correctional facility for not more than five 
years, or by a fine of not more than five thousand dollars, or by both. 

The Budgeting, Accounting and Reporting System (BARS) manual for Fire Districts requires that 
the District implement policies and procedures to ensure compliance with at least the following: 

Part 3. Accounting, Chapter 1. Internal Control, states in part: 

This section contains the standards to be followed by fire districts in 
establishing and maintaining systems of internal control. This is meant to 
provide the "theory" behind setting up a good internal control system. All 
major systems should be evaluated against these standards. Some 
specific examples are cited in later chapters within Part 3 of this manual. 
Effective internal control systems ensure that the following objectives are 
achieved: 

1) Transactions are properly accounted for to: 

a) Permit the preparation of reliable financial statements 
and statistical reports; 

b) Maintain accountability over assets; and 

c) Demonstrate compliance with laws, regulations, and 
other compliance requirements; 

2) Transactions are executed in compliance with applicable laws, 
regulations, and the provisions of contracts or agreements. 

Washington State Auditor' s Office 
8 



3) Funds, property, and other assets are safeguarded against 
waste, loss, unauthorized use or disposition, and 
misappropriation. 

The following concept of internal control is useful in understanding and applying 
the standards set forth and discussed on succeeding pages: 

An internal control system consists of the plan of organization, and 
methods and procedures adopted by the fire district board to ensure that 
resource use is consistent with laws, regulations, and policies; that 
resources are safeguarded against waste, loss, and misuse; and that 
reliable data are obtained, maintained, and fairly disclosed in reports. 

The ultimate responsibility for good internal controls rests with 
management. In order to ensure the proper conduct of fire district 
business, management must periodically review its internal control 
systems . .. 

5) Control Techniques . Internal control techniques are the 
mechanisms by which control objectives are effectively and 
efficiently achieved. Techniques include, but are not limited to, 
such things as specific policies, procedures, plans of 
organization (including separation of duties), and physical 
arrangements (such as locks and fire alarms). 

Specific Standards: 

1) Documentation. Internal control systems and all transactions 
and other significant events are to be clearly documented, and 
the documentation is to be readily available for examination. 

2) Recording of Transactions and Events. Transactions and 
other significant events are to be properly classified and promptly 
recorded. 

3) Execution of Transactions and Events. Transactions and other 
significant events are to be authorized and executed only by 
persons acting within the scope of their authority. 

4) Separation of Duties. Key duties and responsibilities in 
authorizing, processing, recording, and reviewing transactions 
should be separated among individuals. Whe[1 one individual 
performs two or more of these types of duties, the district should 
evaluate whether the duties can be separated, and if not, then 
regular management review is required to ensure the system 
weakness is not being abused. 

5) Supervision. Qualified and continuous supervision is to be 
provided to ensure that internal control objectives are achieved. 

6) Access and Accountab ility for Resources. Access to 
resources and records is to be limited to authorized individuals , 
and accountability for the custody and use of resources is to be 
assigned and maintained. 
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Part 3. Accounting, Chapter 3. Travel (Chapter 42.24 RCW), states in part: 

Travel expenses include amounts paid for use of personal automobiles, 
other transportation, and actual expenses or reimbursement in lieu of 
actual expenses for meals, lodging, and related items. 

The board of commissioners of each fire district must pass a resolution 
establishing rules and regulations regarding reimbursement of travel 
expenses for district officials and employees. The resolution should 
discuss the district's policy on tipping, its definition of when "travel status" 
begins and ends, identify their expectations of what normal allowable 
travel expenses would be, and it should prohibit reimbursement for 
personal expenses and entertainment. 

If a fire district utilizes credit cards for travel related expenses, the board 
must pass a resolution establishing rules and regulations that satisfy 
provisions of Chapter 42.24 RCW, including: 

1) Limiting the use of credit cards to authorized travel expenses 
only. 

2) Submission of a fully itemized travel expense voucher by the 
employee or district board member. 

3) Settlement by the employee or board member within 30 days 
of the billing date. 
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