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EDpDwARD B. HATCHETT, JR.
AUDITOR OF PuBLIC ACCOUNTS

May 17, 2002

The Honorable Lon Lafferty, Judge-Executive
Martin County Fiscal Court

P.O. Box 309

Inez, Kentucky 41224

RE: Martin County Examination
Dear Judge Lafferty:

We have completed our examination of certain activities and transactions
involving Martin County (County) funds. We began this examination because of
concerns brought to our attention. The concerns included the use of a County credit card,
the purchase of personal items, and issues relating to contract work performed at Pigeon
Roost Park.

Our examination was conducted to determine:
*  Whether a County credit card was used to purchase personal items; and
*  Whether the County’s policies and procedures for credit card use were

followed.

In addition, we examined the process used by the County to select a contractor for
the Pigeon Roost Park project, how the County defined the scope of work performed, and
how the total cost of the project was estimated.

During the course of our work we interviewed County officials, County
employees, and private citizens. We also examined transaction documentation and other
relevant information.

144 CAPITOL ANNEX 2501 GEORGETOWN ROAD, SUITE 2
FRANKFORT, KY 40601-3448 FRANKFORT, KY 40601-5539
TELE. 502.564.5841 AN EQUAL OPPORTUNITY EMPLOYER M/ F /D TELE. 502.573.00850
FAX 502.564.2912 FAX 502.573.0067

ehatchett@kyauditor.net



Judge Lafferty
May 17, 2002
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We found that strengthening internal controls could assist in procuring contractors
and overseeing projects such as Pigeon Roost Park. Additionally, we identified a
possible violation of the Martin County Code of Ethics. We will refer this matter to the
Martin County Ethics Commission. We also identified evidence that indicates a County
employee personally benefited from a series of transactions involving a County credit
card. This matter will be referred to the appropriate authorities for further consideration.

Our findings are contained in the attached report. We wish to thank all parties
involved for the cooperation received during the course of our work.

Very truly yours,

27:}@” é ﬁ%gw: .

Edward B. Hatchett, Jr.
Auditor of Public Accounts

ot
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Findings and
Recommendations

A County credit card was
used to purchase personal
items.

Sporting goods costing
$1,234.21 were purchased by
a County employee with one
of the County’s Wal-Mart
credit cards.

A gift card for $122.26
appears to have been issued
to a County employee for the
return of sporting
equipment.
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The County has five Wal-Mart credit cards available
for employees to make small purchases. All County
personnel are allowed to use the cards. A tax-exempt
card is checked out the same time an employee
checks out a credit card.

A log of the employees use of the cards is
maintained by the Judge-Executive’'s Administrative
Assistants. The log lists the individual’s name, card
check-out date, and return date. County personnel
checking out a card do not aways sign the log
themselves, the Judge-Executive's Administrative
Assistants on occasion sign the names of the
employees checking out a card.

On June 19, 2001, the log shows that a Wal-Mart card
was checked out to Magistrate Harmon. According to
the log, the card was returned on June 21, 2001.
Magistrate Harmon told us that he did not check out a
Wal-Mart card on this date. However, one of the
Judge-Executive's Administrative Assistants stated
that Magistrate Harmon and a County employee
(Employee) were in the Judge-Executive's office
together on that date to check out a Wal-Mart card.

The Employee stated that she used the Wal-Mart card
checked out to Magistrate Harmon at the Paintsville
Wal-Mart on June 19, 2001, and acknowledged that
she purchased $1,234.21 of sporting goods to be used
at the Pigeon Roost Park (see Exhibit A). According
to Magistrate Harmon, he took the sporting goods
purchased by the Employee to Pigeon Roost
Elementary School about one week after the sporting
goods were purchased. However, an inventory was
not conducted upon receipt of the goods.

On June 20, 2001, certain items identical to those on
the sales receipt from the Paintsville Wa-Mart
totaling $115.34 were returned to the Prestonsburg
Wal-Mart (see Exhibit B). A gift card in the amount
of $122.26 was issued to the person returning the
items. (The original sales receipt was not presented



The gift card was used to
purchase $127.20 of personal
items.
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to the Prestonsburg Wal-Mart when goods were
returned. This resulted in a refund of $6.92 in sales
tax not actually paid because of the County’s tax-
exempt status.)

Approximately one hour after the gift card was issued
to the person returning the sporting goods, the same
gift card was used to purchase $127.20 of persond
items including perfume and toys (see Exhibit C).

The Employee was suspended by the County because
of the irregular transactions and a personnel hearing
was held before the Fiscal Court. During this
hearing, the Employee denied returning the sporting
goods and purchasing persona items. Additionaly,
the Employee denied signing the return receipt. After
the hearing, the Fiscal Court reinstated the Employee
to her previous position.

The name of the Employee who originally purchased
the sporting goods is signed on the return receipt.
Additionally, the Employee’s driver license number
appears on the receipt. Based on our interview of the
Prestonsburg Wal-Mart  Assistant  Manager,
identification is required for al returned items above
$10 if a customer does not have the origina purchase
receipt.

No one at the hearing asked the Employee why her
driver license number appeared on the receipt.
County Attorney Drewie Muncy and Judge-Executive
Lafferty informed the auditors that they were unaware
that the Employee’s driver license number was on the
return receipt.

During our interview of the Employee, she
acknowledged purchasing the sporting goods.
However, before we could obtain any additional
information related to the purchase and return of the
equipment, the Employee terminated the interview
and referred us to her attorney. Her attorney has not
responded to our repeated requests for additional
information.



$670.53 of the sporting goods
purchased cannot be
accounted for by the County.

Recommendations

Controversy surrounds
the procurement of a
contractor and the amount
paid for the Pigeon Roost
Park project.
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Based on the circumstances surrounding the purchase
and return of the sporting goods, we are referring this
matter to the appropriate authorities for further
consideration.

The disposition of the majority of sporting goods
purchased is still uncertain. The County originally
could not account for $750.03 of the goods originaly
purchased (see Exhibit D). While examining
inventory at the Pigeon Roost Elementary School, we
identified an additional $79.50 of sporting goods.
The total value of purchased sporting goods that
remains unaccounted for is $670.53.

We recommend that the County:

e Develop a list of authorized County
employees approved to use the Wa-Mart
cards;

* Ensure each County employee signs his/her
own name on the Wal-Mart credit card log;

e County policy should require the credit card
be used only by the employee who checked

out the card;

* Reconcile purchase receipts with items
purchased; and

e Seek reimbursement of $115.34 for items
returned.

The 2000 Kentucky Genera Assembly enacted
House Bill 502 authorizing certain capita
construction projects to be administered through local
grant programs. These projects are funded with coal
severance tax money distributed through the Local
Government Economic Development Fund. Included
in House Bill 502 was a $30,000 appropriation for
renovation of the Martin County Pigeon Roost
Community Center (Pigeon Roost).

In October 2000, the Martin County Fiscal Court
(Fiscal Court) passed a resolution authorizing Judge-
Executive Lon Lafferty “to take all actions and...to
perform any and all acts necessary or appropriate to
achieve the [grant’s] purpose... .” (See Exhibit E).



Conflicting statements were
made by County officials
and the Pigeon Roost
workers.

The Judge-Executive stated
he did not authorize the
work at Pigeon Roost nor did
he know it was being
performed.
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This resolution, as well as other similar resolutions, is
being used as a defendant’s exhibit in a lawsuit filed
by the County Attorney against the Judge-Executive
and Fiscal Court. The lawsuit was filed in Martin
Circuit Court to determine whether the Judge-
Executive is vested with the authority to hire
contractors, on behalf of the County, without the
approval of the Fiscal Court.

The Judge-Executive stated that he asked local
resident Randy Harmon if he would be interested in
painting the basketball court at Pigeon Roost Park.
The Judge-Executive said he made a verbal request
for Mr. Harmon to only look at the site and to submit
acost estimate.

Mr. Harmon told us that the Judge-Executive asked
him on two separate occasions if he would be
interested in performing the renovation work at
Pigeon Roost. Mr. Harmon said he agreed to perform
the work after the Judge Executive's second inquiry,
but told the Judge-Executive that he couldn’t
complete the work himself and would have to find
others to assist him with the project. Mr. Harmon
stated that the Judge-Executive told him that the work
needed to be completed as soon as possible. Mr.
Harmon said that he was not required to sign a
written contract or other agreement to perform the
work. Furthermore, Mr. Harmon stated that a price
for doing the work was not agreed to in advance of
the project.

The Judge-Executive stated he only spoke once with
Mr. Harmon about the project and that Mr. Harmon
was only asked to go to the site and provide a cost
estimate for the work. The Judge-Executive stated
that he never received an estimate from Mr. Harmon
nor did he authorize Mr. Harmon to begin work at
Pigeon Roost. The Judge also stated that he was not
aware that work was being performed at Pigeon
Roost. Though Mr. Harmon did not provide an
estimate and a contract was not signed, Mr. Harmon
said that the Judge-Executive authorized him to begin
working on the project as soon as possible.



$4,626.95 of supplies and
materials was charged to the
County for the Pigeon Roost
Project.
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According to Mr. Harmon, after he agreed to perform
the work, he met with Deputy Judge-Executive Garry
Lafferty to determine the project requirements. The
Deputy Judge-Executive, however, denies meeting
with Mr. Harmon to discuss the project. Mr. Harmon
stated that the Deputy Judge-Executive told him: (1)
that the County has an open purchase order with a
local hardware store and (2) al necessary supplies
and materials for the project should be purchased at
this store. Randy Harmon and Magistrate Harmon
agreed that Magistrate Harmon visited the park and
discussed with Randy work to be performed.

Invoices from the hardware store show a total of
$4,626.95 charged to the County for supplies and
materials for the project. The invoices, dated July 25,
2001, have yet to be paid by the County.

The Judge-Executive stated that he was not aware of
an open purchase order with the hardware store.
Furthermore, he stated that pre-approved purchase
orders are required to make purchases charged to the
County. A memorandum from the Martin County
Fiscal Court Finance Office, which detailed this
policy, was sent to the hardware store in January
2001, five months before work was performed at
Pigeon Roost (see Exhibit F).

Randy Harmon and an unrelated acquaintance Keith
Harmon performed the initial work at Pigeon Roost.
Keith is the son of Magistrate John Harmon.
However, due to physical limitations, Randy Harmon
stated that he could not continue to perform the
amount of work required and asked local contractor
Scott Copley to take over the project. Randy Harmon
did not inform the Judge-Executive or any other
County official that Mr. Copley was taking over the
project and did not know if the Judge-Executive or
Deputy Judge-Executive were aware of Mr. Copley’s
involvement. The Judge-Executive verified that he
was not informed of Mr. Copley performing the
work.



An invoice for $8,950 was
received in the Judge-
Executive’s office from a
vendor unknown to the
Judge-Executive for work

performed at Pigeon Roost.

The Fiscal Court approved
the invoice and paid the
vendor $8,950.
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Once the project was completed, the individuals who
worked on the Pigeon Roost project charged the
County $8,950 for the work performed. In our
interviews, these individuals stated the amount
charged for the project was determined based upon
their assessment of a far price for the work
performed. A handwritten invoice detailing the work
performed and the total amount charged was
submitted to the County. However, the hours worked
by the contractor on the project were not included on
theinvoice.

A few days prior to the July 2001 Fisca Court
meeting, an invoice for $8,950 (see Exhibit G) was
received in the County Judge-Executive's office.
This invoice was submitted under Mr. Copley’ s name
for work performed at the Pigeon Roost Park. The
County Treasurer asked the Judge-Executive about
the invoice and whether the work was authorized.
The Judge-Executive told the Treasurer that he had
not authorized Mr. Copley to perform work at Pigeon
Roost and that it was his understanding, based upon
the Fisca Court resolution, that only he (Judge-
Executive) had the authority to authorize work
performed at Pigeon Roost. As previoudly stated in
this report, the Judge-Executive said that he was not
aware that work was done on the Pigeon Roost Park
project. The Treasurer and Judge-Executive both
agreed that the invoice would not be added to the
Claims Listing for payment approval at the July 2001
Fiscal Court meeting.

Magistrate John Harmon stated that he distributed a
copy of the invoice for work performed at Pigeon
Roost to each Magistrate as they gathered for the July
2001 Fiscal Court meeting. The Magistrate was
aware that his son Keith Harmon worked on this
project and would benefit financialy if the invoice
was paid.



Recommendations

Page 9

Invoices submitted to the Fiscal Court for approval
are compiled on a Claims Listing prepared by the
Treasurer. The Claims Listing is mailed to the
Magistrates prior to Fiscal Court meetings for the
members to review and consider prior to voting
whether to pay the invoices. Magistrate Harmon
circumvented this process by presenting the $8,950
invoice to Fiscal Court Magistrates without it being
included on the Claims Listing. Also, Magistrate
Harmon possibly violated the Martin County Code of
Ethics Sections I1.C. and Il.H. by facilitating a
transaction in which his son had a financial interest.
We will refer this issue to the Martin County Ethics
Commission for determination.

According to the minutes of the meeting, the invoice
was approved with 5 “yes’ votes with the Judge-
Executive voting “no.” Magistrate Harmon made the
motion to approve the invoices and voted to approve.
The minutes show that the Judge-Executive voted
“no” because he believed that the amount charged
was excessive. In addition, the Judge-Executive
infformed us that he did not approve the invoice
because he never authorized the work to be
performed. The County wrote a check in the amount
of $8,950 on July 25, 2001.

We recommend that the County:

* Follow established policy to submit invoices
for Fiscal Court consideration;

e Document, in writing, al requests or offers to
perform work;

* Document, in writing, the scope of work to be

performed;

e Document, in writing, an agreed upon contract
price;

* Develop written procedures for purchases not
required to be bid;

* Ensure contracts for services are properly
approved prior to initiating work;

* Approve payments only for invoices that
follow proper purchasing procedures; and

* Approve payments only for invoices that
provide sufficient detail such as hourly rate or
unit cost.
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MARTIN COUNTY FISCAL COURT
P.O. BOX 309
INEZ, KY 41224

January 22, 2001
TO ALL VENDORS:

Please be advised it is our position that all purchases MUST have a properly
approved purchase order for EACH ITEM or SERVICE purchased PRIOR to
the actual purchase. Without a correctly authorized purchase order, the Court
WILL NOT approve or issue payment for such merchandise or services.

Please make certain that you obtain a completed copy of the purchase order or a
verbal approval of total and purchase order number from the Finance Office before
rendering any merchandise or services. Otherwisc, the transaction will NOT be
considered a valid transaction of the Martin County Fiscal Court.

Your attention to this matter is necessary; yowr adherence to this policy will

expedite transactions and be appreciated by the Court. Please acknowledge receipt
of this notice by signing a copy and returning it to us as soon as possible.

Sincerely,
Martin County Fiscal Court
Finance Office

Vendor’s Response:

I hereby acknowledge receipt and understating of this policy this _3 O dayof
2001.
=Y R

<um4=«_~{_nga é, s V o PR

Vendor’s Signature Company
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Lon Lafferty

Martin County Judge/Exccutive

P.O. Box 309 (606) 298 2800
Inez, Kentucky 41224 (606) 298-4404 Fax
May 6, 2002

Edward B. Hatchett, Jr.
Auditor of Public Accounts
144 Capitol Annex
Franktfort, KY 40601

Dear Mr. Hatchett:

In your draft proposal you indicated the county tailed to apply adequate internal
controls to the Pigeon Roost Park project. Your office performed a clinical analysis of
the Pigeon Roost Park project without drawing any conclusions from the facts. Your
recommendations, although sound, failed to recognize that the statements made by Mr.
(s) Harmon do not in any way match the facts, and further that the approval of the
payment. although authorized by the Fiscal Court in a five to one vote, did not in any way
address or conform to the administrative code as it now exists, nor to the
recommendations that you have stated in your draft.

It is clear that Mr. (s) Ilarmon did a disservice to the county of Martin and that Mr.
Harmon’s undertaking did a disservice to the office of Magistrate. 1 believe any

investigator left to his own devices could have come to that conclusion and it should have
been reflected in your draft.

Sincerely,

% ﬂ\%
Lon Lafferty

Martin County Judge/Executive
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WRITTEN POLICY OF MARTIN COUNTY JUDGE’S OFFICE

Use of Walmart Credit Cards:

L.

[y

Only the below named individuals will be approved to use the Walmart
credit card:

Lon Lafferty

Garry Lafferty

Patty Webb

Dallas Sweeney

Carolea Dials

Michelle Chapman

No credit card shall leave the Judge’s office before the employee
authorized to use same has signed his or her own name on the credit
card log and properly dated and timed the receipt.

. Only the employee to whom the card is checked out shall use the

card during the check out period.

Each employee shall reconcile the purchase receipt with the items
purchased at or before the time the card is returned, and the card shall
be returned on the next business day after use.



—_

b

2

N

Lon Tafferty
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POLICY IN PLACE FOR
MARTIN COUNTY JUDGE’S OFFICE

. No employee of the Martin County Judge’s oftice shall make a
request for work performed, or receive an offer for work to be
performed, without a writing outlining the conversation, request or
offer and the writing shall be in the memo form and shall be dated.

. No employee of the Martin County Judge’s office shall discuss the
scope of work to be performed unless the discussion is reduced to
writing.

. No employee of the Martin County Judge’s office will agree to or
receive a contract price unless the price is in writing and signed by
the individual or corporation to perform the work.

. No employee of the Martin County Judge’s office shall make any
purchases not required to be bid unless the requirements of
paragraphs 1, 2 and 3 above are met, unless the Martin County Judge
Executive declares an emergency and authorizes purchases of an
emergency nature under the administrative code.

. No employee of the Martin County Judge’s office and no member of
the Fiscal Court shall award contract for purchase without proper
approval by the Fiscal Court or proper approval under the procedures
outlined in paragraphs 1, 2, 3 and 4 above.

Date: &W/Lﬁ\ 7 RQaa

Martin County Judge/Exccutive






AUDITOR'SREPLY







Page 21

The response of Judge-Executive Lafferty is based on a preliminary draft of our
examination report. The policies included in his response were adopted subsequent to our
examination.

The Judge-Executive was given an opportunity to respond to our final report and declined
to update his response.



