


 

 
 

STATE OF TENNESSEE 
COMPTROLLER OF THE TREASURY 

DIVISION OF INVESTIGATIONS 
SPECIAL INVESTIGATIONS UNIT 

Justin P. Wilson                                               JAMES K. POLK STATE OFFICE BUILDING, SUITE 1600 

Comptroller of the Treasury           505 DEADERICK STREET 
NASHVILLE, TENNESSEE  37243-1402 

PHONE (615) 401-7907 
FAX (615) 532-4499 

 

 
May 23, 2013 

 
 
 

Members of the Board of Directors 
Watauga River Regional Water Authority/ 
   North Elizabethton Water Division 
P. O. Box 908 
Elizabethton, TN  37644 
 
Gentlemen: 
 
 The Division of Investigations conducted an investigative audit of selected records of the 
Watauga River Regional Water Authority/North Elizabethton Water Division which focused on 
the period January 1, 2010, through December 31, 2011. However, when warranted, this scope 
was expanded.  
 
 Presented in this report are the findings resulting from this investigative audit. Copies of 
this report are being forwarded to Governor Bill Haslam, the State Attorney General, the District 
Attorney General, certain state legislators, and various other interested parties. A copy is 
available for public inspection in our office and may be viewed at 
http://www.comptroller.tn.gov/ia/. 
 
      Sincerely, 
 

       
      L. Rene Brison, CPA, CFE, Assistant Director 
      Division of Investigations 
      Special Investigations Unit 
 
LRB/RAD 
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INVESTIGATIVE AUDIT OF SELECTED RECORDS OF THE 
WATAUGA RIVER REGIONAL WATER AUTHORITY/NORTH 

ELIZABETHTON WATER DIVISION 
FOR THE PERIOD JANUARY 1, 2010, THROUGH DECEMBER 31, 2011 

 
 

CASE SUMMARY 
 

 The Comptroller’s Division of Investigations performed an investigative audit of selected 
records of the Watauga River Regional Water Authority/North Elizabethton Water Division. The 
audit focused primarily on the period July 1, 2010, through December 31, 2011; however, when 
warranted, the scope was expanded. The investigation revealed the following:  

 Former clerk Lori Feaster misappropriated agency funds of at least $23,743 by issuing 
herself unauthorized agency checks and retaining the proceeds for her personal benefit. 
Ms. Feaster concealed the fraudulent checks by reporting in agency records that the 
checks were payable to an agency vendor. 

 
 Former clerk Lori Feaster misappropriated agency funds totaling at least $15,506 by 

removing cash collections and retaining them for her personal benefit. Ms. Feaster 
concealed this scheme by altering agency deposit records. 

 
 Former clerk Lori Feaster issued unauthorized checks totaling $836 to herself, falsely 

claiming they were reimbursement for travel to agency-related training events. 
Investigators determined she did not attend or drive her personal vehicle to these training 
events. 

  
 Former clerk Lori Feaster used agency funds totaling $4,089 to pay amounts charged for 

personal purchases on agency vendor accounts and personal accounts. 
  
 Agency officials failed to ensure that employee duties were adequately segregated, cash 

collections were deposited promptly and intact, and that daily collection reports were 
prepared. 
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INVESTIGATIVE FINDINGS 
 
 A schedule summarizing the misappropriation of agency funds by former clerk Lori 
Feaster and the findings resulting from this investigative audit are shown below. These matters 
were referred to the local district attorney general. In May 2013, Lori Beth Feaster turned herself 
in to local law enforcement following an indictment by the Carter County Grand Jury for two 
counts of Theft over $10,000, two counts of Forgery, two counts of Official Misconduct, and one 
count of Fraudulent Use of a Credit Card.  
 

Summary of Amounts Misappropriated by Ms. Feaster 
Method Amount 

Unauthorized agency checks payable to Lori Feaster  $24,579
Agency collections retained by Ms. Feaster for her 
personal benefit 15,506
Personal charges on agency charge accounts paid with  
agency checks 

    4,089

Total $44,174
 

 
1. FINDING: Former clerk misappropriated at least $24,579 by issuing herself 

unauthorized agency checks  
 

Beginning at least in May 2011 and continuing through January 2012, former clerk Lori 
Feaster, without authority, issued agency checks totaling $23,743 to herself and retained 
the proceeds for her personal benefit. Ms. Feaster recorded these payments in the 
agency’s accounting records as payments to a backhoe vendor, effectively concealing that 
she was the actual payee. Ms. Feaster issued additional checks to herself totaling $836, 
claiming they were reimbursement for her travel related to agency training events. 
However, based on information obtained from training sponsors and conference centers, 
investigators determined that Ms. Feaster had not attended the training she claimed. In 
fact, representatives of both the training sponsors and conference centers stated that the 
sessions Ms. Feaster purportedly attended were not offered at the times or places she 
indicated on her reimbursement claim form.  
 
 

2. FINDING: Former clerk misappropriated agency collections totaling at least 
$15,506 by removing cash collections for her personal benefit 
 

Ms. Feaster failed to deposit in an agency bank account at least $15,506 in receipted cash 
utility collections, made from January 1, 2010, through December 31, 2011, retaining the 
collections for her personal benefit. In at least one instance, she altered a bank deposit 
slip, reducing the amount of the cash to be deposited by $1,000. [Refer to Exhibit 1.] 
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Exhibit 1 

 

 

“$” was added to currency 
amount to hide $1,000 in 
cash. 

Total has been altered to reflect 
a $1,000 difference. 
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3. FINDING: Former clerk used agency funds to pay personal purchases totaling at 
least $4,089 

  
Ms. Feaster prepared and issued agency checks, or made electronic 
payments from agency bank accounts, totaling at least $2,691 to pay 

personal charges at Lowe’s. Most of those 
purchases were made using an agency charge 
account. Some purchases were made in Ms. 
Feaster’s name, but were paid with agency 
funds. For example, on November 22, 2011, 
Ms. Feaster purchased a high-efficiency, front-
loading washer at Lowes. This appliance was 
not for the agency, but for her personal use. 
[Refer to Exhibit 2.] Agency records show 
that Ms. Feaster paid for this charge by 
electronic payment from an agency bank 
account.  Ms. Feaster also apparently used 
agency funds to pay a non-agency cell phone 
bill, and to purchase a battery and windshield 
wipers totaling $138 for her personal vehicle. 
Ms. Feaster did not include the detailed 
invoices in agency files, concealing the 
personal nature of the purchase. 
 
 
4. FINDING: Improper use of 

agency tax exempt 
status 

 
Ms. Feaster utilized the agency’s tax exempt 
status when she made personal purchases on 
an agency account. Of the personal charges 
she made on the agency’s account noted in 
Investigative Finding 3, at least $1,630 were 
made as tax-exempt purchases. As a result, the 
former clerk evaded taxes payable to the State 
of Tennessee of at least $158. Section 67-1-
1440(g), Tennessee Code Annotated, prohibits 
anyone from intentionally avoiding any tax 
due the State of Tennessee. 
 
 

 
 
 
 

Exhibit 2 
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INTERNAL CONTROL AND COMPLIANCE DEFICIENCIES  
FINDINGS AND RECOMMENDATIONS 

 
 Presented below are the findings and recommendations related to internal control and 
compliance deficiencies noted during the investigative audit that we believe warrant the attention 
of agency officials. According to agency management, all noted deficiencies have been 
corrected.  
 
 
1. FINDING: Failure to adequately segregate financial duties 

 
The agency failed to adequately segregate financial related duties. The former clerk 
collected money, prepared bank deposits and prepared and signed agency checks. The 
Internal Control and Compliance Manual for Tennessee Utility Districts, page 4, requires 
that an internal control system designed to minimize errors, fraud, and waste be installed, 
including safeguards to prevent abuse of district property. The manual states:  
 

… separate duties so that no one person has control over a 
complete transaction from beginning to end. Work flow should be 
established so that one employee’s work is automatically verified 
by another employee working independently. When possible, 
different persons should be responsible for the authorization, 
recordkeeping (posting), custodial (cash and materials handling), 
and review procedures, to prevent manipulation of records and 
minimize the possibility of collusion. 

 
RECOMMENDATION: 
 
To help prevent undetected errors and reduce the risk of fraud, waste, and abuse, 
management should ensure that no employee has complete control of a financial 
transaction.  
 

 
2. FINDING: Collections not deposited promptly and intact 

 
Our investigative audit revealed that some agency collections were not deposited until 
more than 30 days after collection and not all collections were deposited intact (in the 
form and amount in which they were collected). Also, as noted in Investigative Finding 2, 
some collections were never deposited into an agency bank account. The Internal Control 
and Compliance Manual for Tennessee Utility Districts, page 32, states: 
 

District officials should ensure that … collections are deposited 
daily, if possible, but no more than three business days after the 
initial collection, as required by state law … collections are 
deposited intact. Intact means that collections are deposited in the 
form and amount in which they are collected. All money must be 
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deposited in the next deposit. No collections should be withheld 
from the deposit for any reason.  

 
RECOMMENDATION: 
 
To help prevent the misuse, manipulation, or loss of collections, management should 
ensure that all collections are deposited intact within three working days into an official 
agency bank account.  
 

 
3. FINDING: Failure to prepare daily cash reports 

 
Agency personnel did not summarize all collections on a daily collection report to 
document and help ensure that all collections were properly accounted for and deposited 
into an agency bank account. The Internal Control and Compliance Manual for 
Tennessee Utility Districts, page 40, states that 
 

each day the cashier summarizes all collections by source and fund 
(in multi-fund districts) on a daily collection report, clearly 
indicating the amount to be deposited, the amount retained for 
change, and the amount of cash over or short. Each report should 
be dated, and the date should be recorded on the corresponding 
deposit slip. The total on the corresponding deposit slip as well as 
the total of all applicable prenumbered receipts should agree with 
the total collections recorded on the daily collection report. The 
cashier should write the receipts numbers applicable to each 
collection source on the daily collection report and sign the report. 

 
RECOMMENDATION: 
 
To better account for collections, each day the cashier should prepare a detailed report of 
collections and the source of those collections. To document that all collections are 
deposited intact, the totals of each daily collection report, corresponding prenumbered 
receipts, and related bank deposit should agree. The cashier should sign and date the 
report. 
 


