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      January 29, 2010
Re:  Office of Inspector General’s Annual Report for Calendar Year 2009

Dear Cabinet Secretaries: 

        
As Executive Director of the Office of Inspector General, I am pleased to transmit herewith the second annual report of the Office of Inspector General (OIG) for the year ended December 31, 2009.  In the first twenty-one Final Audit Reports (FARs), OIG recommended cost savings for wireless devices totaling one hundred nineteen thousand, seven hundred, and thirty-nine dollars ($119,739).  The corrective action plans of these same agencies totaled sixty-three thousand, six hundred, and seventy-one dollars ($63,671).  Selected OIG activities, personnel cases, criminal cases, and environmental cases as well as the audits of wireless devices and vehicles are reviewed in order to give an overview of the year’s work.  

    
While the number of personnel cases remained the same as in 2008, the number of requests for assistance declined, resulting in a holiday greeting to all agency heads and many supervisors alerting them to the resources of OIG.  As was anticipated with the audit initiative, the number of completed audits increased.  

     
The work of OIG provides quality services for use as a management tool in the Labor, Public Protection, and Energy and Environment cabinets.  The OIG staff looks forward to contributing to a system of oversight consistent with Governor Beshear’s goals of providing “ethical, transparent, and honest state government.”

          
On behalf of the Office of Inspector General, I wish to thank the employees of the three cabinets for their cooperation during the auditing process.  Should you have any questions concerning this report or the data in support of it, please contact Acting Deputy Inspector General Scott Hatfield or me.                                                                            

Respectfully submitted,

                                                                       

Deedra Benthall
MISSION STATEMENT
The OIG is responsible for conducting administrative and criminal investigations involving the Labor, Public Protection, and Energy and Environment cabinets, including violations of environmental laws and other violations of state statutes and cabinet policies.  The office provides quality audit services in an objective manner to ensure the cabinets' operational integrity, accountability, efficiency, and effectiveness and to determine whether they are in compliance with the laws and regulations of the Commonwealth.

The OIG strives to prevent, identify, and eliminate fraud, waste, abuse, and mismanagement. The OIG is dedicated to providing accurate and impartial investigative and audit support to cabinet management, intra- and inter-agency organizations, sister states, and federal authorities and to serving as a liaison with the law enforcement community.   
ORGANIZATIONAL STRUCTURE
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Special Investigative Section
The Special Investigative Section conducts civil, administrative, and criminal investigations necessary for effective and efficient management of the cabinets.  This section also coordinates with external agencies involved in the investigation and prosecution of environmental and other crimes.  Additionally, this section is responsible for the deployment and operation of remote surveillance cameras, which are utilized in support of the open dump initiative and other cabinet-related incidents.

Special Investigative Audit Section
The Special Investigative Audit Section conducts administrative and criminal investigative audits to ensure the cabinets’ operational integrity, accountability, efficiency, and effectiveness and to ensure that cabinets are in compliance with laws and regulations.  This section also coordinates with external agencies involved in the investigative audits and prosecution of crimes.
OFFICE OF INSPECTOR GENERAL 2009 ANNUAL REPORT
OFFICE OF INSPECTOR GENERAL ENVIRONMENT INITIATIVE AND AUDIT PLAN

         
In late 2008, all three cabinets endorsed the Office of Inspector General Environment Initiative and Audit Plan for Energy and Environment, Labor, and Public Protection Cabinets Fiscal Year 2009.  This initiative provides a cyclical auditing function whereby the OIG’s three auditors perform audits across the full spectrum of cabinet agencies.  The program was based upon that of the Inspector General for Washington D.C., who spoke at the National Association of Inspectors General Certification Conference in the fall of 2008.  There is no statutory mandate for auditing by OIG.  This initiative keeps the auditing section fully employed and provides continual services to the cabinets rather than a method of spot-checking or only going into an agency when asked.  This audit program was a natural progression from agency inspections completed in 2007.  Initially, OIG is auditing wireless devices (cell phones, BlackBerrys, and “air cards” for internet service) and vehicles.  These areas were shown to be ripe for overspending with a potential of tremendous savings for the three cabinets.  The initiative has three central goals: 1) the efficient use of state resources, including personnel; 2) revenue enhancement; and 3) maximum use of OIG resources and personnel.  These goals are particularly important at this time and are consistent with Governor Beshear’s Executive Order 2008-0011 serving as a “…directive to all Executive Branch Cabinets and agencies to implement cost saving measures immediately to assist in closing the deficit faced by the Commonwealth in the current fiscal year.” (Emphasis supplied.)

The first round of audits of seven (7) agencies was completed July 2009.  OIG recommended a savings of seventy-six thousand, two hundred twenty-six dollars, and sixty-eight cents ($76,226.68) within these agencies in regard to wireless devices.  Although implementation of the recommendations is not mandatory under the plan, each agency does respond to OIG with the corrections that have been made.  To date the reported corrections (made voluntarily by the seven (7) agencies) regarding wireless devices total thirty-two thousand, four hundred twenty-five dollars, and sixty cents ($32,425.60).  

           OIG’s recommendations included converting phone plans to the next higher level rather than paying for expensive extra minutes.  In one agency alone, there was a conversion savings of $2,048. The savings on BlackBerrys and air cards were even more astounding.  These devices are commonly unused or underutilized.  BlackBerry accounts that show minimal or no kilobyte usage over the auditing period were recommended to be changed to a cell phone.  Elimination of some wireless air cards was recommended.  As a matter of fact, OIG has recommended the prohibition of the use of wireless devices for personal usage.  The system for reimbursement of personal usage is cumbersome and varies from agency to agency.  It is even expensive to administer.  The recommendation of the prohibition of all personal use of state-owned wireless devices has been rejected by two cabinets and is under review by the remaining cabinet.
The agencies audited employed varying types of vehicle plans.  These plans range from all owned or all leased vehicles to a combination of owned and leased vehicles to reimbursement for mileage for use of employees’ personal vehicles.  Vehicle information reported by the agency during the time period reviewed was used to determine the total miles driven, total cost, and cost per mile driven for each vehicle.  Then recommendations were made to lower vehicle operating costs for each agency based on their current vehicle plan.  OIG audits conducted to date show agency owned vehicles as least costly of the options available.  However, most agencies do not have the budget to replace leased vehicles with agency owned vehicles.  Reimbursement of mileage is normally the most costly to the agency, but once again dwindling budgets in tough times make purchasing vehicles cost prohibitive.  Thus, the recommendations for vehicles took a more general form than those in wireless devices, which were very specific. 
Often, unaudited agencies benefit from the cost savings recommended by OIG to an audited agency. For example, an OIG audit of an agency leasing vehicles revealed a number of leased vehicles driven considerably less than the monthly mileage allowed under the lease agreement.  The audited agency realized a yearly savings of eleven thousand, two hundred eighty-seven dollars, and sixty-eight cents ($11,287.68) by reviewing vehicle usage and decreasing the number of pool vehicles.  OIG assisted in transferring the three underutilized vehicles to another agency.  The vehicle lease transfer enabled the agency assuming the lease to acquire three much needed vehicles without the initial cash outlay to purchase vehicles thereby saving the unaudited agency thirty-five thousand, nine hundred, and sixteen dollars ($35, 916).

     
OIG recommended that a Vehicle Information Center be created and utilized to exchange vehicle information within the three cabinets.  The Vehicle Information Center will maintain a list of vehicles needed by each agency and if an agency no longer needs a vehicle, owned or leased, other agencies listing a need for such a vehicle will be notified.  Neal Bruckner, Branch Manager of Operations Branch, Office of General Administration & Program Support for Shared Services, has provided this service in the past for agency owned vehicles but will now extend the service to leased vehicles as well.  Vehicle audits conducted by OIG have been instrumental in identifying underutilized vehicles.  These vehicles have been transferred to other agencies, added to surplus property, or added to a newly created Tri-Cabinet motor pool.  

       
The system for tracking expenses for agency owned vehicles was revised to allow Fleet One fuel purchases to be uploaded into the system.  This will provide more accurate data and save valuable time as the agencies will only be responsible for entering pro-card expenses for repairs and maintenance.  The Vehicle Information Center combined with the newly implemented system for tracking expenses for agency owned vehicles will provide better and more reliable data.  In the words of Mr. Bruckner, “Information for the new tracking system will give better data and also allow us to do more pooling.  It will allow e-communications on reserving pool vehicles and auto-sent scheduled maintenance notifications.”  It also provides data for future use by OIG in its audits.
January 2010 finds the auditors completing the second round of audits.  Final Audit Reports (FARs) have been received from eleven (11) agencies.  A total of one hundred nineteen thousand, seven hundred, and thirty-nine dollars ($119,739) in savings for wireless devices was recommended by OIG.  Agency responses of corrective action plans outlined cost savings totaling sixty-three thousand, six hundred, and seventy-one dollars ($63,671).* In some instances where OIG recommended cancellation of cell phone accounts, the agency noted that cell phones were imperative to the employees’ safety and job performance.  OIG understands the need for these cell phone accounts but recommends that management continue to monitor cell phone usage and to explore other cost saving measures as well.

 Consideration of individual agencies is instructive.  OIG’s recommendations and one agency’s own cost savings measures resulted in a savings of 32% of its total wireless budget.  Another agency cancelled five air cards at a savings of three thousand, one hundred forty-nine dollars, and four cents ($3,149.04).  In a recently released Preliminary Audit (PAR), OIG recommended a potential savings of eighteen thousand, one hundred, and sixty-eight dollars ($18,168), or about a 40% savings on the wireless budget of yet another agency. 
          
Twenty-two agencies remain to be audited in the Public Protection and Energy and Environment cabinets.  Labor has been excluded from this calculation because OIG auditors have been unable to obtain accurate phone records, thereby bringing these audits to a temporary halt.  New areas of auditing for FY11 will be reviewed and submitted to the cabinet secretaries for approval.  The audit initiative contemplated that the agencies themselves would eventually recommend some of the subject matter of future audits.  OIG welcomes the suggestions of all agencies as to future audits.
*It should be noted that the Division of Waste Management’s (DWM) savings were included in the OIG findings cost savings figure above.  However, DWM’s corrective action is not included in the corrective action plan total since it has not submitted its report.
INVESTIGATIVE CASE OVERVIEW
Beverly Hills Supper Club Fire Investigation
 The beginning of 2009 saw the Office of Inspector General (OIG) complete an investigation for Governor Steve Beshear involving the Beverly Hills Supper Club Fire, which occurred in 1977.  A group calling themselves “The Beverly Hills Survivors for Justice” (Survivors for Justice) requested the Governor re-investigate the fire and claimed that it was caused by arson rather than by accident.  OIG, and a team of three attorneys selected by Governor Beshear, were tasked with evaluating the information provided by the Survivors for Justice.  Investigative interviews were conducted and recorded (some face to face under oath and some by telephone) with persons thought to have information pertinent to the question of whether to re-open the investigation of the fire.  Several books and previous reports about the fire were also read.  
         
Following the evaluation of information by OIG, it was the conclusion of both OIG and the Review Team that this information “…fell many miles short of the kind of proof that would be needed to justify a very lengthy, very difficult and predictably unproductive re-investigation of a tragedy that was carefully and competently investigated and re-investigated three decades ago.”  The final report of the Review Team as well as that of OIG is available upon request.
Childers Investigation

         
OIG is currently assisting in the investigation and development of the enforcement action against Childers Oil Company brought by the Energy and Environment Cabinet (EEC) in the Franklin Circuit Court, Civil Action No. 09-CI-335, Division No. 1.  The case involves an aboveground storage tank, which discharged diesel fuel into the North Fork of the Kentucky River thereby contaminating the water supply of Whitesburg in Letcher County.

Grimes Indictment and Plea

         
On Friday, November 20, 2009, in the Franklin Circuit Court, Defendant Peter Grimes plead guilty to Criminal Possession of a Forged Instrument in the Second Degree, a Class D Felony.  Mr. Grimes was employed by Energy Management and Services Company, which served as a consulting engineering firm in the construction of a natural gas plant in Magoffin County.  Mr. Grimes delivered an air quality permit to the owner of Newpoint Midstream, LP, via the internet.  The permit was purportedly issued by the EEC’s Division of Air Quality, but no such permit had actually been issued.  As a result, Newpoint Midstream was fined $5,000 for building an amine plant without a permit.  Newpoint Midstream had built an amine plant in which an amine substance removes contaminants such as hydrogen sulfide and carbon dioxide from natural gas streams.

         
Under the plea agreement, Grimes was sentenced to three (3) years in prison  and did not oppose pre-trial diversion for a period of five (5) years under the following conditions: 1) that restitution be paid by Mr. Grimes to Newpoint Midstream in the amount of five-thousand dollars ($5,000.00) and to EEC in the amount of two-thousand dollars ($2,000.00) over a period of twenty-four (24) months; and 2) that Mr. Grimes not engage in professional services involving the application for or acquisition of a government permit for or on behalf of another person or entity seeking the construction of or ongoing operation of raw natural gas processing facilities in the Commonwealth of Kentucky and not hold himself out or allow others to identify him as a licensed engineer in the Commonwealth of Kentucky until such time as he is so licensed. 

North Middletown Wastewater Treatment Plant 


OIG investigated a complaint from a North Middletown (Bourbon County) homeowner that during heavy rains sewage backed up in his shower and the yard of an adjacent property.  Between January 2005 and December 2008, 45 out of 48 Discharge Monitoring Reports (DMR’s) that were submitted to EEC demonstrated that the North Middletown Wastewater Treatment Plant (WWTP) exceeded the allowable discharge limits under their Kentucky Pollutant Discharge Elimination System (KPDES) permit.  The DMR’s established that untreated or undertreated sewage was discharged into Indian Creek.  Indian Creek is impaired due to the presence of pathogens that limit secondary contact recreational use.  The WWTP is in violation of an Agreed Order it signed with the Environmental and Public Protection Cabinet in 2006.  The 2006 Agreed Order required the WWTP to develop and submit an inflow and infiltration study with a proposed schedule of corrective action recommendations, among other requirements.  The city claims there are insufficient funds to correct the inflow and infiltration problems at the WWTP.  OIG referred the case to Attorney Manager John West, Office of Legal Services (OLS), who, along with Attorney Josh Nacey, OLS, brought a civil action against the city.  In the stipulations, the city admitted that it had violated the 2006 Agreed Order, failed to comply with the KPDES permit, failed to report unpermitted discharge, improperly operated the WWTP, and degraded the waters of the Commonwealth.  Judge Thomas Wingate, Franklin County Circuit Court, ordered that the EEC seize the WWTP’s assets and remove the operator.  Since the WWTP is outside the control of the Public Service Commission it falls under the court’s equitable powers pursuant to KRS 425.600 Appointment of receiver—Appeal from order appointing or refusing to appoint—Powers of receiver.  Before 2009 had ended, DWM worked out an agreement with Paris to run North Middletown’s WWTP beginning January 16, 2010. 
Request for Assistance

OIG was successful in locating sixty-four (64) wage earners throughout the Commonwealth for the Labor Cabinet. The Division of Employment Standards, Apprenticeship, and Mediation (DESAM) made the request for assistance.  Pursuant to its duties under the wage and hour laws, DESAM distributed in excess of one hundred thousand dollars ($100,000) to these employees, who were owed back wages by their employer and who had not been previously located by DESAM.

PERSONNEL AND EQUIPMENT 
Training

         Investigator Cristina Violet received her certification at the National Association of Inspectors General annual training in New Orleans, Louisiana in August 2009.  This certification not only demonstrates Investigator Violet’s initiative to improve OIG investigations through additional study and training, but it also underscores this office’s emphasis on improving the skills of its investigative staff.  Investigator Violet has been employed by OIG since 2005.  
Invited Speaker
         
Investigator Violet recently sent e-mails to 113 local solid waste coordinators advising them of the availability of OIG assistance in investigating illegal dumps.  The Solid Waste Coordinators invited Investigator Violet to make a presentation to the group at its annual meeting in northern Kentucky on December 3, 2009, where she provided information about OIG’s support of the dump initiative. 
Loss of Auditor to Department of Public Advocacy (DPA) and His Replacement

      
Ben Murphy, one of three auditors on staff at OIG, bolted for the greener pastures of Rowan County where he makes his home.  He had been commuting to Frankfort for several years.  His new job as an investigator allows him to work closer to his home.

         
On December 1, 2009, Walter Hammons, a 2008 retiree of the Kentucky Department of Revenue, with 27 years of management as well as auditing experience, replaced Mr. Murphy.  He becomes the second Certified Public Accountant (CPA) on the audit staff.  OIG looks forward to his help with the auditing initiative, which is reviewed above.
Covert Video Surveillance Camera 

 OIG purchased a ten thousand ($10,000) dollar surveillance camera to replace an outdated one. With a trade-in of the old camera, the new camera cost five-thousand, five hundred eighty one dollar and ninety cents ($5,581.90), which included a four-year warranty.  Instead of relying on a videocassette recording system, the new camera is completely computerized.  The addition will position this office with more effective updated technology for use in future surveillances.  The purchase was made from a fund for environmental initiatives called the Resource Conservation and Recovery Fund (RCRF) set out in KRS 224.10-650.  RCRF was funded as a result of a negotiated settlement secured by the United States Attorney’s Office (USAO) with a company which had violated effluent limitations.  The case was investigated by OIG, DWM and USAO.  
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OIG has been very successful assisting agencies in locating persons of interest, OIG has many investigative tools to assist your agencies.
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