From: GERALD SEALS < LS.GERA ichl tysc.gov>
Date: August 8, 2017 at 9:20:26 AM EDT

To: Council Members <CouncilMembers@richlandcountysc.gov>
Cec: KEVIN BRONSON <BRONSON.KEVIN@richlandcountysc.gov>, SANDRA YUDICE
<YUDICE.SANDRA@richlandcountysc.gov>, GERALD SEALS

<SEALS.GERALD@richlandcountysc.gov>, LARRY SMITH
<SMITH.LARRY @richlandcountysc.gov>, "smafla@bellsouth.net’
<smaf lisouth.net>, STACEY HAMM <HAMM.STACEY @richlandcountysc.gov>,

JAMELLE ELLIS <ELLIS.JAMELLE @richlandcountysc.gov>, JAMES HAYES

<HAYES.JAMES @richlandcountysc.gov>, DAVID ADAMS
<ADAMS.DAVID @richl tysc.gov>, DWIGHT HANNA

<HANNA.DWIGHT @richlandcountysc.gov>, Brandon Madden
<Madden.Brandon@richlandcountysc.gov>, Beverly Harris
<Harris.Beverly@richlandcountysc.gov>

Subject: For Your Information Alert -- Forensic Review Status Report
“FOR-YOUR-INFORMATION-ALERT”
Chairwoman Dickerson and members of County Council,

This “For-Your-Information-Alert” is also archived as Council Memorandum 8-1.

The forensic review of the County’s “financial house” has been ongoing since May
2017. This memorandum transmits the following items that have been flagged by
the review team as possible areas of malfeasance, fraud or corruption.



f Chief Financial
The former Chief Financial Officer tendered his resignation in a manner that
was atypical. The sudden resignation was subsequent to administrative
inquiry into the status of the County’s budget, financial house, fund structure
and financial status. Immediately upon his resignation, he directed finance
department staff to engage in the retrieval of confidential financial data, and
began a “data sweep” of his assigned laptop and cell phone. It was not until
days after his resignation, it was revealed that he setup an “in-house” satellite
office for no apparent business reason.

2. QOverdraw of General Fund
As noted during multiple Council briefings, the former Chief Financial Officer
overdrew the County’s General Fund to fund Transportation Penny Projects
without proper authorization from County Council. It does not appear that the
former county administrator was aware of this action; your current
administrator was not aware. This action resulted in a loss of financial
income to the County’s General Fund.

3. No Budget on Bond Closing Costs
The County’s financial system was set up in a manner that did not allow for
the proper accounting of bond closing costs. In what appears to be
intentional, at a minimum this action equates to professional negligence.

4. Distribution of Bond Closing Costs
The distribution of bond closing costs to the County’s former financial advisor
and current bond counsel was not consistent with the standard “vendor
payment” process. The manner in which the closing costs were distributed
involved a direct wire method; thereby, “camouflaging” the amount paid to
each respective party. The former Chief Financial Officer, on multiple
occasions, lied to the current county administrator and the assistant county
administrators when questioned on the existence of a contractual agreement
between the County and the former financial advisor. He consistently denied
the existence of an agreement. The former financial advisor provided a copy
of the agreement upon my request.

5. 2Masked” Wage Garnishment Process
The financial review revealed that the County’s process for documenting the
garnishing of employee wages for Title 13 Bankruptcy is non-standard or
atypical. The County’s financial system properly reports the wages of
employees pursuant to federal and state court orders. However, the manner in



which the garnishments are documented is an area of concern; primarily, due
to the level of confusion the financial data presents upon review for adherence
to the relevant GAAP. Employees under court order have their wages
garnished every pay period. The total of the garnishment is sent to a Trustee.
The area of concern is that when the financial data associated with
documenting this transaction is reviewed, it is challenging to delineate between
that amount recorded as being disbursed and the amount being recorded as
being invoiced. For example, in FY14 the amount recorded as being disbursed
was approximately, $400,000; however, the amount recorded as being
invoiced was approximately $3,400,000. Neither the current payroll manager
nor current accounts payable manager were aware of the manner in which the
financial generated the reports. i '

6. Bond Transfer
The former Chief Financial Officer directed non-standard transfers of bond
proceeds between bond funds that resulted in a “muddled” accounting of the
bonding records. This, in effective, contributes to the lack of order in the
County’s bond fund structure.

7. Capital Project Fund
The review team flagged the County’s capital project fund as a potential
vehicle for hiding malfeasance. For example, once a bond is issued for a
capital project and its proceeds are expended to complete the project, it is
capitalized or converted into an asset. This equates to “closing the books” on
the project. Indications are that this process suggested “questionable”
practices. Additionally, the revenues, budgets and expenditures for the
capital projects are irreconcilable. This financial “chaos” has been occurring
for the past decade and a half.

8. Construction Vendors
The financial review revealed six (6) construction vendors that were flagged
for further examination to eliminate concerns regarding malfeasance, fraud or
corruption: PDT; Brownstone Construction Group, LLC; Chao and
Associates, Corley Construction, Carolina Demolition and M.B. Kahn.

9. Unqualified Financial Staff
The former Chief Financial Officer engaged in hiring practices that relied upon
unqualified, temporary, ill-equipped and ill trained employees to manage the
County’s financial system. Given lack of expertise, he managed the staff by
directing them to engage in practices that were non-standard and outside of




the lines of normal accounting practices. This overzealous management
tactic belittled and demeaned staffers resulting in steady resignations. The
review team suggested that this behavior may be indicative of corruption.

10. General Ledger Postings
The former Chief Financial Officer directed staff to make journal entries
without sufficient or proper documentation. His access to the financial system
allowed his activity to be hidden or “masked”.

11. Changing_ of Vendor Master Files
The financial review revealed a suspiciously high number of modifications to
the vendor master files. Manipulating the vendor master file is indicative of
corruption and billing schemes where shell companies and non-accomplice
vendor schemes are often utilized in similar situations to perpetuate fraud.

12. Improper Internal Revenue Service (IRS) Filings

The former Chief Financial Officer failed to submit basic and routine reports to
the IRS. This resulted in an enforcement action by the IRS against the
County’s for failure to respond to repeated IRS notices. He willfully
disregarded multiple IRS notices for compliance over almost a year and a
half.

The aforementioned points are disturbing, unsettling and alarming. However, what
is even more troubling is the amount of county resources, financial and man-hours,
being utilized to correct, clean-up and restore the integrity of the County “financial
house”. There is an opportunity cost due to the amount of resource dedicated to
implementing a “cure” to this matter.

In the Spirit of Excellence,
Gerald Seals

Gerald Seals, county Administrator
Richland County Government

2020 Hampton Street
Post Office Box 192
Columbia, SC 29202

Phone: 803-576-2054



