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February 23, 2010 
 
 
 
Clallam County 
Port Angeles, Washington 
 
Report on Special Investigation  
 
Attached is the official report on a misappropriation at the Clallam County.  On May 19, 2009, 
the County notified the State Auditor’s Office of a potential loss of public funds.  This notification 
was submitted to us under the provisions of state law (RCW 43.09.185). 
 
This report contains the results of our investigation of a loss of real estate excise tax revenue at 
the County from June 1, 2003, through May 30, 2009.  The purpose of our investigation was to 
determine if a misappropriation had occurred. 
 
Our investigation was performed under the authority of state law (RCW 43.09.260) and included 
procedures we considered necessary under the circumstances. 
 
Questions about this report should be directed to Director of Communications, Mindy Chambers 
at (360) 902-0091. 
 

 
BRIAN SONNTAG, CGFM 
STATE AUDITOR 
 
BS:  jb 
 
 

 
 

Washington State Auditor 
Brian Sonntag 

 
 
 

Insurance Building, P.O. Box 40021  Olympia, Washington 98504-0021  (360) 902-0370  TDD Relay (800) 833-6388 
FAX (360) 753-0646  http://www.sao.wa.gov 
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Investigation Summary 

 
Clallam County 

June 1, 2003 through May 30, 2009 
 
 
ABOUT THE COUNTY AND COUNTY TREASURER 
 

Clallam County serves approximately 70,400 citizens on the north Olympic Peninsula in 
western Washington.  It is administered by three elected County Commissioners who 
appoint an Administrator to oversee daily operations.  Ten officials are independently 
elected:  Assessor, Auditor, Community Development Director, two District Court 
Judges, two Superior Court Judges, Prosecutor, Sheriff and Treasurer. 
 
The Treasurer's Office is the custodian of all County funds.  This includes receipting and 
distributing taxes collected for cities, school districts and other units of local government. 
The responsibilities of the Treasurer include: 

 Tax collection  
 Tax distribution  
 Tax foreclosure 
 Surplus property sales  
 Investments 

 
 
ABOUT THE INVESTIGATION 

 
On May 19, 2009 the Treasurer reported to our Office a possible misappropriation of 
public funds.  Governments are required by state law (RCW 43.09.185) to notify us 
immediately of possible fraud or loss of public funds. 
 
The Treasurer reported that a County employee misappropriated $1,200 by manipulating 
two real estate excise tax (REET) transactions.  The employee was immediately placed 
on administrative leave and was terminated from her job on June 19, 2009.  Our 
subsequent extensive investigation, which took seven months to complete, found the 
misappropriation totaled $617,467 with excise tax revenue losses over a six-year period 
beginning in 2004.  We also identified several methods the employee used to conceal 
the misappropriation. 
 
The County hired the employee in January 2001.  In January 2003 she became a 
cashier. Her duties included: 

 
 Receiving cash and check payments. 
 Preparing the daily cash reconciliation. 
 Preparing the daily deposit. 
 Recording affidavits on the daily REET schedule. 
 Preparing the monthly REET Statement of Taxes Collected. 

We began our investigation June 4, 2009.  We examined every REET document 
available payment and all financial transactions in the accounting systems from June 1, 
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2003 through May 19, 2009.  We selected June 2003 because it marked the beginning 
of questionable transactions we were able to identify.  These types of transactions are 
those recorded in the system as checks cashed. 
 
 

RESULTS 
 

We confirmed that at least $617,467 in REET payments from property owners had been 
misappropriated between February 1, 2004 and May 19, 2009.  The actual amount of 
the loss cannot be determined due to records retention limitations and missing REET 
documents, daily reconciliations and daily and monthly tax schedules.  In addition, we 
could not open some password-protected files.  
 
We also identified $28,064 in questionable transactions between June and December 
2003.  But we were not able to verify a misappropriation because needed County 
records were not available.  The County is not required by its records retention schedule 
to maintain canceled checks beyond the past six years.  
 
This table shows the amount of questionable transactions compared with the 
misappropriated funds we were able to confirm: 

 
Year Questionable 

Transactions 
Confirmed 
Misappropriation 

2003 28,064 0.00 
2004 79,704 32,966 
2005 109,862 75,771 
2006 132,316 115,786 
2007 150,926 100,564 
2008 195,975 198,467 
2009 96,748 93,914 
Total 793,595 617,467 

 
 Rounded to the nearest dollar. 

These are the specific conclusions from our investigation:   
 

 Checks cashed.  The cashier was responsible for receiving and processing 
funds that came into the County Treasurer’s Office from REET payments and 
other revenue sources.  The County did not monitor this activity, enabling her to 
manipulate transactions and misappropriate funds. To commit the 
misappropriation, the Cashier deposited check payments, misappropriated 
available cash and then recorded fictitious check transactions in the County’s 
accounting system in amounts equal to cash taken.  To reconcile the 
misappropriated funds, she underreported REET payments.  Daily accounting 
reports showed the Cashier cashed and recorded $793,595 in checks between 
June 1, 2003 and May 19, 2009, an average of $11,022 per month.  After the 
County terminated the Cashier’s employment, monthly cashed check 
transactions dropped to $2,108 and $1,281 in June and July 2009, respectively.  
These cashed check transactions were legitimate transactions and fit with the 
County’s check cashing policies. This shows that most of recorded cashed check 
transactions prior to June 1, 2009 were for fictitious amounts.  
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 Leave.  We reviewed the Cashier’s leave report for January 2008 through June 

2009.  We noted that no checks or fewer cashed checks were recorded in the 
accounting system when the Cashier was on leave.  For example, during the 
Cashier’s nine-day vacation from August 6-15, 2008, less than $700 in checks 
was cashed, significantly less than $3,670, which was the typical amount for nine 
days when the Cashier was not on leave.  This further shows that most of the 
check amounts posted in the accounting system were fictitious.  
 

 REET affidavits.  When property changes hands, an affidavit form is required to 
be filled out containing the sales price, tax due, and other information.  As 
property transactions are recorded, the affidavits are stamped with a sequential 
number.  As part of the misappropriation scheme, the cashier would destroy the 
copy of the affidavit she was required to retain at the Treasurer’s Office.  Other 
copies were recorded in other county offices.  We were able to verify the amount 
of the misappropriation by reviewing affidavits at the County Auditor’s Office and 
comparing the taxes recorded on the Treasurer’s daily REET schedule.  
 

 Monthly Report to the Department of Revenue.  The County is required to 
send monthly reports to the Department of Revenue with a sequential listing of 
REET transactions.  When the Statement of Taxes Collected report has any 
incomplete listings in the sequential order, the County must state why those 
numbers were not completed.  In our review of the monthly reports, we found that 
the report submitted by Clallam County show skipped or unused affidavit 
numbers.  The Cashier, who was responsible for completing the reports, listed 
such reasons as system glitches, missing or the word “skipped” to justify why the 
list was not completed.  We found many of these “missing” numbers were 
actually used in reporting REET transactions. 
 

Our investigation found the Cashier used the following methods or a combination of 
them to avoid reporting or underreporting REET tax payments and take cash.  
 

1. Destroyed the County Treasurer’s copy of affidavit forms and recorded them on 
the daily REET schedule at a lesser amount. 

2. Crossed out the amount of tax on the affidavit, wrote in a lesser amount and 
recorded the lesser amount on the REET schedule. 

3. Crossed out the amount of tax, wrote a lesser amount on the affidavit and 
recorded an even lesser amount than amount written on the affidavit on the 
REET schedule. 

4. Recorded a lesser amount on the REET schedule than the amount paid, without 
altering the affidavit. 

5. Destroyed the affidavit and left it off the REET schedule. 
6. Recorded the affidavit on the REET schedule and used a spreadsheet function to 

conceal the amount misappropriated. 
7. Recorded a questionable transaction in an amount equal to the non-reported or 

under-reported excise tax and taking cash that equals the sum of such 
transactions. 

8. Taking cash payments for excise tax payments and not reporting the payment on 
the REET schedule. 

When the Treasurer learned of the weaknesses in the system, she promptly developed 
new internal controls intended to prevent or detect misappropriation. 
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During this investigation, our Office worked with the County Treasurer, the Port Angeles 
Police Department and the State Attorney General’s Office. We will continue to work with 
these entities during prosecution. 
 
 

RECOMMENDATION 
 

We recommend the County continue to review and monitor its new policies and 
procedures to ensure they are working as designed to prevent or detect 
misappropriation.  

 
We recommend that the County seek recovery of $617,467 in misappropriated public 
funds, related investigative costs of $60,067 and $6,000 the bank charged to the County 
for records.  Any compromise or settlement of this claim must be approved in writing by 
the Attorney General and State Auditor as directed by state law (RCW 43.09.260).  
Assistant Attorney General Cindy Evans is the contact person for the Attorney General’s 
Office and she can be reached at (360) 586-2837 or cindye@atg.wa.gov.  The contact 
for the State Auditor’s Office is Jan Jutte, Director of Legal Affairs and she can be 
reached at (360) 902-0363 or juttej@sao.wa.gov. 
 
Bond coverage for County employees is as follows: 
 
Insurance Company: Great American Insurance Company 
Type of Policy:  Public Employee Dishonesty 
Policy Number:  GVT 559-46-94-01 
Amount of Coverage:  $1,000,000 
Period of Coverage:  January 1, 2009 to January 1, 2010 
 
 

COUNTY’S RESPONSE 
 

Clallam County would like to thank the State Auditor’s Office for the opportunity to 
respond to the Special Investigation Report reviewing the loss of public funds from 
February 2004 through May 19, 2009. 

 
The Clallam County Treasurer identified the funds problem, secured evidence, severed 
access for a now-former employee, and reported the matter to both state authorities and 
law enforcement.  A review of County records reflects a circumvention of internal 
controls and safeguards, and misappropriation of public funds occurring over many 
years, extending backward from the current County Treasurer through the former 
Treasurer.   

 
The Treasurer’s Office discovered a potential loss of public funds through a discrepancy 
in the daily balancing of May 19, 2009.  At the time, the Office was modernizing its data 
systems and enhancing the processing of the Real Estate Excise Tax.  These pending 
updates and the discrepancy prompted a partial confession from the employee.  After 
identifying possible fraudulent entries, the Treasurer notified the State Auditor’s Office 
pursuant to RCW 43.09.185.  The Office also secured evidence of possible 
misappropriation of funds and contacted the Port Angeles Police Department for criminal 
investigation. 

 



 

Washington State Auditor’s Office 
5 

The Treasurer’s Office then modified its internal controls and had each, current 
employee sign that they understood the procedures and agreed to abide by them.  
These control procedures have now been finalized, following the review and 
recommendations of the State Auditor’s Office and a copy of these procedures are 
attached to this Response. 

 
Clallam County would like to specifically thank Jim Brittain of the State Auditor’s Office 
Special Investigations Unit for his forensic accounting work and his many hours of 
assistance on this investigation.  

 
 
STATE AUDITOR’S OFFICE REMARKS 
 

We thank the County Treasurer for reporting this loss promptly and in accordance with 
state law.  We appreciate the assistance and cooperation of the Treasurer, the Port 
Angeles Police Department and the state Attorney General’s Office in working with the 
State Auditor’s Office during this investigation. 

 



Contacts 

 
 
Washington State Auditor 
Brian Sonntag, CGFM sonntagb@sao.wa.gov (360) 902-0360 
 
Director of Special Investigations 
Jim Brittain, CPA brittaij@sao.wa.gov (360) 902-0372 
 
Deputy Director of Special Investigations 
Kim Hurley, CPA hurleyk@sao.wa.gov (360) 725-5352 
 
Whistleblower and Hotline Program Coordinator 
Julie Cooper cooperj@sao.wa.gov (360) 902-0377 
 
Investigators 
Sandy Miller millers@sao.wa.gov (360) 902-0378 
Cheri Elliott elliottc@sao.wa.gov (360) 725-5358 
 
Director of Communications 
Mindy Chambers chamberm@sao.wa.gov (360) 902-0091 
 
Public Records Officer 
Mary Leider leiderm@sao.wa.gov (360) 725-5617 
 
Main phone number  (360) 902-0370 
 
Toll-free hotline for reporting government waste, efficiency (866) 902-3900 
 
Web site  www.sao.wa.gov 
 
 
 

 
To receive electronic notification of audit reports, visit: 

https://www.sao.wa.gov/EN/News/Subscriptions 
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