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HOUSE BI LL 2881

State of WAshi ngt on 55th Legislature 1998 Regul ar Sessi on

By Representatives C enents, Dickerson, Parlette, Gonbosky, Backl und,
Gardner, Delvin, O Brien and Lanbert

Read first tine 01/21/98. Referred to Commttee on Sel ect Vendor
Conmmittee.

AN ACT Relating to audits of state contractors by the state
audi tor; anmendi ng RCW 43. 88.570; addi ng new sections to chapter 43.09
RCW creating a new section; making an appropriation; and declaring an
ener gency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. The legislature finds that m smanagenent of
agency contract resources is often difficult to discover, given the
state auditor’s lack of authority to investigate the finances of state
contractors. The l|egislature further finds that current contract
oversi ght and managenment procedures cannot ensure that services under
contract are delivered effectively and efficiently. Therefore, the
| egi slature intends to enhance the authority of the state auditor to
audit entities that provide services to the state or its clients under
contract with state agenci es.

Sec. 2. RCWA43.88.570 and 1997 ¢ 374 s 3 are each anended to read
as follows:

(1) Each state agency shall submt a report to the office of the
state auditor |isting each nongovernnent entity that received over
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three hundred thousand dollars in state noneys during the previous
fiscal year under contract with the agency for purposes related to the
provi sion of social services. The report must be submtted by
Septenber 1 each year, and nust be in a formprescribed by the office
of the state auditor.

(2) The office of the state auditor shall select ((two—greups—oef
ent+t+es—+tromthereportsfor—audit—as—folows:-

a)—Fhe—t++rst—group—shall—be—seleeted)) at random a_ group of
entities fromthe reports using a procedure prescribed by the office of
the state auditor. The office of the state auditor shall ensure that
the nunber of entities selected under this subsection (2)(({a))) each
year is sufficient to ensure a statistically representative sanpl e of
all reported entities.

(3) Each entity sel ected under subsection (2) of this section shal
be required to conpl ete a conprehensive entity-w de audit in accordance
wi th generally accepted governnent auditing standards. The audit shal

be conpleted by, or under the supervision of, a certified public
accountant fromthe list created under subsection (4) of this section.
The audit shall determne, at a mninum whether:

(a) The financial statenents of the entity are presented fairly in
all material respects in conformty with generally accepted accounting
pri nci pl es;

(b) The schedule of expenditures of state noneys is presented
fairly inall material respects inrelationto the financial statenents
taken as a whol e;

(c) Internal accounting controls exist and are effective; and

(d) The entity has conplied with laws, regulations, and contract
and grant provisions that have a direct and material effect on
performance of the contract and the expenditure of state noneys.

(4) The office of the state auditor shall create a list of
certified public accountants who may conduct the audits required by
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subsection (3) of this section. The office of the state auditor shal
select certified public accountants based on reputation, experience and
conpetency in performng public audits, and geographic distribution.

(5) The office of the state auditor shall also select a second
group based on a ri sk assessnent of entities conducted by the office of
the state auditor in consultation wwth state agencies. The office of
the state auditor shall consider, at a mninmnum the follow ng factors
when conducting risk assessnents: Findings from audits of entities
under contract with the state to provide services under the sane state
or federal program findings fromprevious audits; decentralization of
deci sion making and controls; turnover in officials and key personnel;
changes in managenent structure or operations; and the presence of new
prograns, technol ogies, or funding sources.

(6) The office of the state auditor is required to conplete a
conprehensive entity-wide audit, in accordance with generally accepted
governnent audi ting standards, of each entity sel ected under subsection
(5) of this section. The audit shall determine, at a m ni rum whether:

(a) The financial statenents of the entity are presented fairly in
all material respects in conformty wth generally accepted accounting
principl es;

(b) The schedule of expenditures of state noneys is presented
fairly inall nmaterial respects inrelationto the financial statenents
taken as a whol e;

(c) Internal accounting controls exist and are effective; and

(d) The entity has conplied with statutes, rules, requlations, and
contract and grant provisions that have a direct and naterial effect on
performance of the contract and the expenditure of state nobneys.

(7) The office of the state auditor shall prescribe policies and
procedures for the conduct of audits under this section. The office of
the state auditor shall deemsingle audits conpleted in conpliance with
federal requirenents to be in fulfillnment of the requirenments of this
section if the audit neets the requirenents of subsection (3)(a)
t hrough (d) or subsection (6)(a) through (d) of this section. |If the
entity is selected under subsection (5) of this section, the office of
the state auditor shall reviewthe single audit to determne if there
i s evidence of msuse of public noneys.

((65))) (8) Conpleted audits nust be delivered to the office of the
state auditor and the state agency by April 1 in the year foll ow ng the
selection of the entity for audit. Entities nust resolve any findings
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contained in the audit within six nonths of the delivery of the audit.
Entities may not enter into newcontracts wth state agencies until al
maj or audit findings are resol ved.

((66))) (9) Nothing in this section limts the authority of the
state auditor to carry out statutorily and contractually prescribed
powers and duti es.

NEW SECTION. Sec. 3. A new section is added to chapter 43.09 RCW
to read as foll ows:

The state auditor may, where there is reasonable cause to believe
that a m suse of state noneys has occurred, conduct a financial audit
of any entity that receives public noneys through contract or grant in
return for services. This authority includes investigations of not-
for-profit corporations who provi de personal services to a state agency
or to clients of a state agency. Such a financial audit shall be
performed in a manner consistent with this chapter.

A report shall be nade of each financial audit upon conpletion, and
one copy shall be transmtted to each of the follow ng: The governor,
the director of financial nanagenent, the contracting state agency, the
joint legislative audit and review comttee, the house of
representatives conmttee on appropriations, the senate commttee on
ways and neans, the chief clerk of the house of representatives, the
secretary of the senate, and the office of the state auditor to be kept
on file. A copy of any report containing findings of msuse of state
nmoneys shall be transmtted to the attorney general.

NEW SECTION. Sec. 4. A new section is added to chapter 43.09 RCW
to read as foll ows:

If any financial audit of an entity that receives public noneys
under contract or grant in return for services discloses probabl e cause
of crimnal msuse of public noneys, within thirty days from the
receipt of his or her copy of the report, the attorney general shal
institute and prosecute in the proper county the appropriate |ega
action to carry into effect the findings of such a financial audit.

NEW SECTION. Sec. 5. The sumof one hundred thousand dollars, or
as nmuch thereof as nmay be necessary, is appropriated fromthe general
fund to the office of the state auditor for the fiscal year endi ng June
30, 1999. The appropriationinthis sectionis provided solely for the
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pur poses of section 3 of this act, and any portion of this anount that
is unnecessary to fulfill these purposes shall |apse.

NEW SECTI ON. Sec. 6. This act is necessary for the imedi ate
preservation of the public peace, health, or safety, or support of the
state governnment and its existing public institutions, and takes effect
i mredi atel y.

~-- END ---
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