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Report on Fraud Investigation

Attached is the official report on a misappropriation at East Adams Rural Healthcare. On
September 27, 2023, the District notified the Office of the Washington State Auditor 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 the former Accounting Clerk’s unallowable
activities at the District from May 16, 2023 through November 11, 2023. 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.

If you are a member of the media and have questions about this report, please contact Assistant
Director of Communications Adam Wilson at (564) 999-0799. Otherwise, please contact Special
Investigations Program Manager Stephanie Sullivan at (360) 688-0858.
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Pat McCarthy, State Auditor
Olympia, WA

cc: Viola Babcock, Interim-CFO

Americans with Disabilities

In accordance with the Americans with Disabilities Act, we will make this document available in
alternative formats. For more information, please contact our Office at (564) 999-0950, TDD
Relay at (800) 833-6388, or email our webmaster at webmaster(@sao.wa.gov.
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FRAUD INVESTIGATION REPORT

Investigation Summary

On September 27, 2023, the District notified our Office regarding a potential loss of public funds,
as required by state law (RCW 43.09.185). On September 26, 2023, a bank notified the District
that one of its customers, the District’s Accounting Clerk, had altered four District checks and used
mobile deposit to put the funds into her personal bank account. The District immediately placed
the Accounting Clerk on administrative leave. The next day, the District sent a letter to the City of
Ritzville police department notifying them of the issue and terminated the employment of the
Accounting Clerk.

The District reviewed records the Accounting Clerk had access to and identified the Accounting
Clerk had made several potential personal charges on a District credit card. We reviewed the
District’s documentation, performed additional investigative procedures, and determined a
disbursement and credit card misappropriation occurred at the District totaling $32,041 between
May 16, 2023, and September 25, 2023. Additionally, $2,848 in questionable expenditures
occurred between May 17, 2023 and September 6, 2023.

We will refer this case to the Adams County Prosecuting Attorney’s Office.

Background and Investigation Results

The District, located in Adams County, owns and operates East Adams Rural Healthcare, a 20-bed
critical access hospital located in Ritzville and rural health clinics in Ritzville and Washtucna. The
District provides inpatient, outpatient, nursing, medical clinic, imaging, therapy, and emergency
care services for the residents of east Adams County. The District operates on an annual budget of
about $12 million. An elected, five-member Board of Commissioners governs the District. The
Board appoints management to oversee the District’s daily operations and employees, including
the Accounting Clerk.

The Accounting Clerk was hired in January 2023 and was responsible for paying vendors, which
included writing checks and ensuring they were signed by authorized people in the District. The
Accounting Clerk also was responsible for receiving monthly credit card statements, notifying
various department managers about their charges, receiving supporting receipts and documents for
those charges, and verifying all expenditures against the monthly transaction summary in the
District’s general ledger. The position was not assigned a credit card; however, the Accounting
Clerk did have access to District credit card information printed on the statements and would also
request credit card details from other District card holders to make various business purchases.

We reviewed the records the District provided and agreed with the initial review it conducted. The
District found that four checks printed between July 24, 2023, and September 21, 2023, made
payable to multiple vendors and totaling $20,755, had been altered with an adhesive label to make
them payable to the Accounting Clerk.
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These checks were all deposited into the Accounting Clerk’s personal bank account using mobile
deposit. Furthermore, the Accounting Clerk tried to use mobile deposit to put funds from a fifth
check into a separate personal bank account on November 11, 2023 — after having been terminated
— for $5,472. That check was originally generated on September 21 to pay a District vendor. The
bank rejected this deposit, and the District did not lose these funds.

To determine whether additional misappropriation occurred, we examined other areas the
Accounting Clerk had access to. We reviewed disbursements, credit cards, an online business
charge account held in the District’s name, and we issued subpoenas for District-issued checks
that cleared their bank, as well as purchase detail from multiple vendors. We found:

e Between May 16 and September 18, 2023, the Accounting Clerk made $10,799 in credit
card purchases for personal items, including city and electric utility payments, a personal
storage container, and home restoration services for her home.

e Between June 7 and July 3, 2023, the Accounting Clerk charged $487 in personal purchases
on the District’s online business charge account. The purchased items were shipped to the
Accounting Clerk’s home address.

e Between May 17 and September 6, 2023, we summarized $2,848 in questionable
transactions for cellphone providers, gift cards, and credit monitoring services purchases.
These purchases are considered questionable because we could not definitively show the
Accounting Clerk made them, though the products were from vendors the District did not
do business with and were for items or services with no clear business purpose

e Wereviewed copies of all District-cleared checks from January 1 to October 31, 2023 and
did not identify any additional altered checks.

In total, we identified:

By Area Misappropriation Questionable
Disbursements $20,755 $0
Credit cards $10,799 $2,848
Online charge $487 S0
account
Total $32,041 $2,848

Between March 19 and June 3, 2025, we made multiple attempts to schedule an interview with the
former Accounting Clerk, who would initially agree to meet, but later canceled each interview,
including our last attempt on June 3.

The District’s Human Resources Manager did receive a text message from the Accounting Clerk
on September 26, 2023, apologizing and saying she would provide a cashier’s check to the District.
As of June 2025, the District has not received any payments.

In April 2024, the former Accounting Clerk pled guilty to four separate charges in Adams County
Superior Court and was sentenced to 60 days in jail.
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Control Weaknesses

Internal controls at the District were not adequate to safeguard public resources. We found the
following weaknesses allowed the misappropriation to occur:

e The District lacked adequate oversight and review of the Accounting Clerk’s activities,
specifically accounts payable disbursements and credit cards.

e After checks were issued, the District had no follow-up procedures or review to ensure the
payments were received by the intended receipient.

e The Accounting Clerk was responsible for receiving credit card statements and obtaining
support from the applicable card holder, while also making purchases and reconciling
charges.

e The secondary review of credit card statements was not adequate to ensure credit card
purchases were properly supported and for allowable business purposes.

Recommendations

We recommend the District evaluate and strengthen internal controls over disbursements and
credit cards. Specifically, we recommend:

e Establishing a periodic, independent comparison of cleared checks with accounts payable
records to detect possible changes in payee or other key fields.

e Requiring and retaining receipts and other supporting documentation for all credit card
purchases to demonstrate their business purpose for the District.

e Ensuring a thorough and detailed secondary review of monthly credit card activity by
someone independent of the receiving and reconciling process.

We also recommend the District seek recovery of the misappropriated $32,041, questionable
amounts as appropriate, and related investigation costs of $23,858 from the former
Accounting Clerk and/or its insurance bonding company, as appropriate. Any compromise or
settlement of this claim by the District must be approved in writing by the Attorney
General and State Auditor as directed by state law (RCW 43.09.260). Assistant Attorney
General Matt Kernutt is the contact person for the Attorney General’s Office and can be reached
at (360) 586-0740 or Matthew.Kernutt@atg.wa.gov. The contact for the Office of the Washington
State Auditor is Brandi Pritchard, Assistant Director of Special Investigations, who can be reached
at (509) 726-1886 or Brandi.Pritchard@sao.wa.gov.
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District’s Response

Currently the accounts payable clerk reconciles the credit cards matching receipts to the
statement. The Human Resource manager then does a second review of both the statements and
receipts and confirms the reconciliation. Credit card bank activity is reconciled by our Senior
Accountant, and the bank reconciliation is signed of by the CFO.

The hospital continues to have Adams County issue warrants, however, starting in September,
2025 the hospital will utilize a combination of bank back-end security and our finance software
back-end security to produce checks directly from the software onto blank check stock. The
software includes electronic signature, check number, along with date, vendor name, and amount.
The accounts payable module in the software provides limited access by job description and
electronic footprint tracking of access and activity. We provided and had the Board approve a
Resolution in July, 2025 that now moves signatures for bank accounts to two Board members
(Chair and Secretary/Treasurer) and the CEO rather than accounts payable staff. Once the change
from Adams County Warrants is moved to the hospital’s own checks, we will do periodic checks
on the checks clearing the bank accounts for any check modification post issuance.

The hospital intends to seek recovery of the funds misappropriated by the former Accounts Payable
Clerk plus SAO charges.

Auditor’s Remarks

We thank District officials and personnel for their assistance and cooperation during the
investigation. We will follow up on the District’s internal controls during the next audit.
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ABOUT THE STATE AUDITOR’S OFFICE

The State Auditor’s Office is established in the Washington State Constitution and is part of the
executive branch of state government. The State Auditor is elected by the people of Washington
and serves four-year terms.

We work with state agencies, local governments and the public to achieve our vision of increasing
trust in government by helping governments work better and deliver higher value.

In fulfilling our mission to provide citizens with independent and transparent examinations of how
state and local governments use public funds, we hold ourselves to those same standards by
continually improving our audit quality and operational efficiency, and by developing highly
engaged and committed employees.

As an agency, the State Auditor’s Office has the independence necessary to objectively perform
audits, attestation engagements and investigations. Our work is designed to comply with
professional standards as well as to satisfy the requirements of federal, state and local laws. The
Office also has an extensive quality control program and undergoes regular external peer review
to ensure our work meets the highest possible standards of accuracy, objectivity and clarity.

Our audits look at financial information and compliance with federal, state and local laws for all
local governments, including schools, and all state agencies, including institutions of higher
education. In addition, we conduct performance audits and cybersecurity audits of state agencies
and local governments, as well as state whistleblower, fraud and citizen hotline investigations.

The results of our work are available to everyone through the more than 2,000 reports we publish
each year on our website, www.sao.wa.gov. Additionally, we share regular news and other
information via an email subscription service and social media channels.

We take our role as partners in accountability seriously. The Office provides training and technical
assistance to governments both directly and through partnerships with other governmental support
organizations.

Stay connected at sao.wa.gov Other ways to stay in touch
e Find your audit team e Main telephone:
e Request public records (564) 999-0950
e Search BARS Manuals (GAAP and N .
cash), and find reporting templates * Toll-free Citizen Hotline:

e Learn about our training workshops (866) 902-3900

and on-demand videos

e Discover which governments serve you
— enter an address on our map

e Explore public financial data
with the Financial Intelligence Tool

e FEmail:
webmaster(@sao.wa.gov
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