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Former city employee arrested in $1 million theft
from Seattle Public Utilities

A former Seattle Public Utilities employee has been arrested after an investigation found he stole
more than $1 million over five years by diverting money for water-main extension projects into a
private bank account.

By Lynn Thompson
Seattle Times staff reporter

As a project engineer for Seattle Public

Utilities (SPU), Joseph Phan met with
developers and customers to estimate the
cost of extending or installing city-water
mains and meters. "

He also collected deposits and payments for
£ the work, typically checks made out to the
{ city of Seattle.

Police say that in 2006, Phan opened a bank
account in his name and that of the city and
began depositing those customer payments.
By January 2011, the checks totaled almost $1.1 mllhon

Police say Phan, 44, bought a rental house, a car, other property and paid off credit cards with
some of the money. Police seized $220,000 from the bank account, but about $500,000 s
unaccounted for, said John Carver, King County senior deputy prosecuting attorney, at a Friday
court hearing after Phan's Thursday arrest on suspicion of first-degree theft.

A judge set bail at $750,000 after agreeing that Phan, who in 1993 changed his name from
Chau Phan, was a flight risk. :

Phan's wife and two cousins attended the court hearing, but said they knew nothing of the
allegations. Phan waived his right to appear at the hearing.

"He is a very loving father, a good husband. He has had no problems in the past,” said Philip
Dovinh, a cousin. "We ourselves don't know what's going on.”

The'charges come after a year of critical audits of the utility's financial controls and the firing of
five employees, including Phan, for improperly accessing and in some cases crediting their own
utility accounts. :

"It's a fundamental rule of financial managem‘ent that you don't want the guy saying 'here's
your invoice' to be the guy collecting the money," said Seattle City Auditor David Jones, who
speculated that in Phan's case, the segregation of financial duties had broken down.
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The city auditor has performed audits on five of SPU's lines of business since 2007, including
water, wastewater, drainage, transfer stations and commercial solid waste, but none examined
the activities of engineers, Jones said.

A state audit released in June said the utility lacked adequate internal controls to ensure that
adjustments to customer accounts were legitimate, but that audit did not look at the Project
Engineering and Management Division for which Phan worked.

SPU was created out of several separate city departments in 1997including water, garbage and
wastewater, all of which had their own accounting procedures. Jones said that Ray Hoffman,

" who took over as SPU director in 2010, has taken an aggressive stance toward financial
accountability and misconduct.

In a statement released Friday, Hoffman said, "The legal process still needs to determine the
guilt or innocence of this individual, but obviously this kind of alleged misconduct is
unacceptable and reprehensible.”

‘Mayor Mike McGinn said that in fall 2010, Hoffman informed him of potential fraud by SPU
employees.

"I instructed him to aggressively investigate the extent of the fraud and put in place controls to
prevent its repetition," the mayor said in a statement Friday.

City council members also reacted with concern.

"To say that I'm outraged is an understatement," said Jean Godden, chair of the committee that
oversees the utility. "Immediate steps must be taken to recover the funds and to ensure that
there are safeguards in place to protect the public's money."

SPU spokesman Andy Ryan said the utility has a $6 million insurance pohcy, wh1ch it will
pursue to collect any losses in the Phan case.

Since the concerns about employees accessing their own accounts were raised, the utility has
created its own division of Risk and Quality Assurance. It has increased the review and
monitoring of account transactions, limited the number of people with access to customer
accounts, and required employees to sign a confidentiality agreement that includes an ethics
statement. .

Hoffman said Friday that he had hired an independent consultant to work on issues identified
during the Phan probe and to review all financial practices.

City records show Phan earned $77,488 in 2010 as a civil engineer. He had worked for the city
since 1995 and was promoted to associate engineer in 2000. As part of his job, Phan had access
to customer-service accounts so he could research and issue water-availability certifications to
property owners and developers, according to the utility.

In 2010, Phan accessed his own residential account and that of a rental property to show
payment when none had actually been made.

Hoffman notified Phan in February 2011 that he was being fired.

After Phan was fired, a developer contacted Phan's manager to ask about the crediting of a
previous deposit and provided a copy of the check. Phan's manager could find no record of the
check ever being deposited with the city.

SPU investigators eventually found copies of dozens of checks in Phan's project files, and police
ultimately established that all the checks had been deposited in Phan's account and not the city
of Seattle's bank account, according to a probable-cause document filed in court.
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Phan had been working since last summer for the city of Bothell as a project inspector in the
utilities department, but was fired Thursday after Seattle police arrested him there. Steve
Anderson, Bothell's deputy city manager, said Bothell officials did not know about Phan's
problems in Seattle.

"We do comprehensive reference checks, and there was no red flag on Mr. Phan,” Anderson
said. The Seattle Times wrote in December that Phan had agreed to a $1,500 fine from the
Seattle Ethics and Election Commission for fixing his own account.

Seattle Times reporter Steve Miletich contributed to this report. Lynn Thompson: 206-464-
8305 or lthompson@seattletimes.com. On Twitter @lthompsontimes.
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Former Seattle Public Utility employee Chau Phan, 44, was ‘
arrested yesterday for allegedly transferring public utility money Foursq ua
from water main projects to his own bank account, then blowing Savvy Wi
the money. The Seattle Police Department says the money had George "I
been re-routed over the course of five years. SPD say Phan Notorious
Shooting

allegedly stole more than $1 million dollars.

Seattle Public Utilities had been auditing a decade of internal

financial data over the past year when they discovered the missing million. Seattle police
have been working with SPU investigators for several months on this case. The Phan probe
came out of another investigation into employees crediting their own utility bills. SPU has
fired Phan and four other employees and suspended another since November, 2010.

SPU Director Ray Hoffman said "We are committed to protecting every penny of our
ratepayers' money. The legal process still needs to determine the guilt or innocence of this
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individual, but obviously this kind of alleged misconduct is unacceptable and
reprehensible.” T

A bail hearing for Chau Phan is scheduled for this afternoon at 2:30 p.m. in courtroom 1 of
the King County Jail.
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SEATTLE -- The Seattle City Council has called for an independent financial review of Seattle Public
Utilities amid allegations against the utility's former employee accused of stealing $1 milfion in water main
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The council's Libraries, Utilities and Center Committee called for the review during its Tuesday meeting, 6 htrml
and urged the city auditor to conduct an investigation. The committee asked the auditor to focus on areas 14159—-3(—)3—111—)- e
with high-risk transactions,
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"We need to move forward now to immediately fix this problem. Ratepayers demand and deserve financial

accountability from the utility. And they will get it,” said council member and committee chairwoman Jean http: //www.komonews.com/news/local/P
Godden. . -Miss-Seattle-ao12-Pageant-

141471133.html

The committee planned to detail by the end of the week the issues it wants the investigation to address.
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“The public trust has been broken,” said council member Sally Bagshaw. "Only through systematic review

and tight new financial controls can we restore trust and provide the services we all expect” . kom ws.com/news/ente

-Star-sightings-141583343.html}

The alleged theft by the utility's former employee was discavered during an investigation of employees
who were crediting their own utility accounts.
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The 44-year-old man, Chau Phan, was fired a year ago and arrested last week. He has been charged with

67 counts of first-degree theft and three counts of second-degree theft, and is being held on $750,000
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Seattle Public Utilities has said it has tightened controls on its accounts, and is seeking to recover the lost "
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SEATTLE—

A former Seattle Public Utilities employee who allegedly admitted to stealing more than $1 miilion by diverting
checks meant for the utilily to a private bank account was charged Tuesday with 70 counts of theft.

Bail was set at $750,000 Friday for Chau Phan, 44, also known as Joseph Phan. He was arrested Thursday and
booked into the King County Jail. He had been terminated by SPU a year ago after it was discovered he had been
adjusting his personal utility acounts.

Police arrested him after an investigation revealed he had been aliegedly diverting SPU funds for water main
extension projects into a private bank account.

Sign up for Q13 FOX News Daily

In a probable cause document filed in court, police said Phan admitted upon his arrest to taking the money Most Viewed Stories
between 2007 and 2011 and piacing it in a personal bark account.

- 1. Qops! Miss Seattle gets caught dissing the city
"He admitted to withdrawing large sums of money from that account for personal purchases to include paying
credit card debt, purchasing a car, purchasing a house in Seattle he uses as a rental property and to purchase a 2.
piece of property in Seatitle," the document said.
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Police said they have been able to recover $220,000 of the $1 million so far. 8. Flight
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SPU told police about the problem in January 2012. SPU had been conducting its own investigation into 4, resigns
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Since the investigation started in November 2010, five employees, including Phan, have been terminated. A sixth
employee has been suspended.
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Police say utilities employee stole more than $1 million over 5 years - KCPQ

7. Cannon Mishap

Over the course of the last year, SPU has been reviewing a decade’s worth of department billing data In an effort
to improve its system. During the investigation last year, SPU investigators uncovered information that made them
suspect Phan was diverting funds.

In a separate incident, a former SPU employee has been fined 1,500 for accessing her own account and
repeatedly adjusting her utifity bill, The Seattle Times reported, The 29-year SPU employee, who retired in August,
has offered to repay the $1,500, the Times said.

Copyright © 2012, KCPQ-TV
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Today, King County prosecutors charged a former Seattle Public Utilities employee g
with 70 counts of theft for allegedly stealing nearly $1.1 million in customer Wife ¢
checks, which were diverted from water main extension projects into a private spirit
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Conste
Seattle King County Prosecutor Dan Satterberg said it is the largest o
embezzlement of public funds in modern King County history. “I don’t
know what is more shocking, the sheer greed involved in this scam or
the simplicity with which the defendant allegedly perpetrated this
fraud.”

Joseph Phan, 44, was charged with 67 counts of first-degree theft and
three counts of second-degree theft. First-degree theft can carry a
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maximum prison sentence of ten years, but a standard range of 43 to 57
months in prison. He remains in jail in lieu of $750,000.

Charging documents allege that Phan used the money for personal expenses,
including a down payment on the purchase of a rental home, a new car, and
to pay down his credit card debt. He's charged with 67 counts of first-degree theft,
which carries a statutory maximum sentence of 10 years in prison, as well as
three counts of second-degree theft,

NaN:

In light of the charges, Jean Godden, chair of the city council's Libraries, Utilities seel

and Center Committee, has called for the City Auditor to conduct an independent
review of SPU's financial system. "We need to move forward now to
immediately fix this problem," Godden said in a statement. "Ratepayers demand
and deserve financial accountability from the utility and they will get it."

The City Auditor and SPU are expected to report back to the committee with a
scope of work by March 27, 2012, and present review plan details to the Committee
at the April 3, 2012, meeting.
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Ex-SPU project engineer charged in $1.1M
embezzlement case

A former Seattle Public Utilities project engineer was charged Tuesday with 70 counts of theft for
allegedly stealing $1.1 million from the city in what prosecutors call the largest embezzlement of
public funds in modern King County history.

By Lynn Thompson
Seattle Times staff reporter

A former Seattle Public Utilities (SPU) project engineer was charged Tuesday with 70 counts of
theft for allegedly stealing $1.1 million from the city in what prosecutors are calling the largest
embezzlement of public funds in modern King County history.

Joseph Phan, 44, was charged with 67 counts of first-degree theft and three counts of second-
degree theft for allegedly diverting customer checks for water-main-extension projects into a
private bank account.

"I don't know what is more shocking, the sheer greed involved in this scam or the simplicity
with which the defendant allegedly perpetrated this fraud," said King County Prosecutor Dan
Satterberg in a statement announcing the charges.

Phan remains in King County Jail in lieu of $750,000 bail.

Investigators say he used some of the money to buy a rental house and a car and to pay down
credit-card debt. Police seized $220,000 from his bank account but say about $500, 000 is
unaccounted for.

First-degree theft carries a maximum prison sentence of 10 years, but the standard sentencing
range is 3 V2 to just less than five years, according to the prosecutor's office.

Prosecutors filed two special allegations against Phan in order to seek an exceptional sentence
above the standard range. They argue that the thefts are a major economic offense and that
Phan used his position of trust to facilitate the crimes, according to the prosecutor's statement.

Phan was fired from SPU's Project Engineering and Management Division in February 2011
after an internal investigation found he had twice accessed SPU's billing system and credited
his own utility account.

Seattle City Council members Tuesday called for an independent audlt of the utility's financial
practices in the wake of Phan's arrest.

City Councilwoman Jean Godden, chairwoman of the Libraries, Utilities and Center
Committee, grilled SPU officials on how an estimated $200,000 in receipts for city water-main
projects could be unaccounted for each year over a five-year period.

http://seattletimes.nwsource.comfhtml/localnews/ZO17681979 " phan07m.html : 3/7/2012
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Former SPU employee charged with 70 counts of
theft

Posted by Lynn Thompson on March 8, 2012 at 12:48 PM

A former Seattle Public Utilties project engineer was charged today with 70 counts of theft for allegedly stealing nearly
$1.1 million by diveriing customer checks from water main extension projects into a private bank account,

King County Prosecutor Dan Satterberg said it is the largest embezzlement of public funds in modern King County
history. “t don’t know what is more shocking, the sheer greed involved in this scam or the simplicity with which the
defendant allegedly perpetrated this fraud.”

Joseph Phan, 44, was charged with 67 counts of first-degree theft and three counts of second-degree theft. First-
degree theft can carry a maximum prison sentence of ten years, but a standard range of 43 to 57 months in prisor. He
remains in jail in lieu of $750,000.

Prosecutors fited two special allegations in order tc seek an exceptional sentence above the standard range. They
argue that the thefts are a major economic offense and that Phan used his position of trust to facllitate the crimes,
according to a stalement released by the Prosecutors Office.

Police seized about $220,000 from Phan's bank account. Investigators believe he also used the stolen funds for the
down payment of a rental house, a car and tc pay down cred card debt.

Investigators also are searching for other bank accounts where funds might have been transferred, according to the
statement,

Phan was fired by SPU in February 2011 for accessing his own utility account and entering payments which were
never made. In December he agreed to pay a $1,500 fine levied by the Seattle Ethics and Elections Commission for
- using a city position for personal gain.
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Debra Smith - Seattle, Washington
This guy's supervisor needs to be fired as well, Another reason our bills are so astronomicall

Reply -

Ray Kodiak *

this is.

Ben Jammin *
“the simplicity with which the defendant allegedly perpetvated this fraud.”.

Michael Albvich
Outrageous! Heads should roll over this...tafk about a lack of oversight.
2 - Like* 19 hours ago

Top Commenter * Music Booking at Mona's Bistro & Lounge

Top Commenter « Seaftle, Washington

Reply * Like* 17 hours ago

J.D. Miller * Pawn Broker at Checkpoint Loans

How does a person deposit checks made out to Seattle Public Utility into thelr own account? My bank looks
at every deposit I make.

Reply * Like* 19 hours ago

Facebook soclsl phigin

Ben Jammin *
deposit it in the ATM...

Reply * 1 -Like* 18 hours ago

View 3 more

Yeah...where are the controls here? Seems like a whole ot of stuff is broken with the City of Seattle...
Reply 1+ Like' 18 hours ago

amazing... if he hand a brain, he would hava transferred the money to bangkok and left the coumtry, just fike
in the movies! bitc#$es! LOL at this point I can only make fun of this and crack jokes - that's how amazing

Top Commenter * Music Booking at Mona's Bistro & Lounge
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Ex-SPU worker charged with 70 thefts in $1M embezziement

By VANESSA HO, SEATTLEPI.COM STAFF
Updated 04:40 p.m., Tuesday, March 6, 2012

King County prosecutors filed 70 counts of theft Tuesday against a former longtime Seattle
Public Utilities worker accused for embezzling nearly $1.1 million from the city over the course
of nearly three years.

King County Prosecutor Dan Satterberg said the case against Joseph Phan, arrested last week,
was the largest embezzlement of public funds in modern county history.

"I don't know what is more shocking: the sheer greed involved in this scamn, or the simplicity
with which the defendant allegedly perpetrated this fraud,” Satterberg said in a statement.

His words echoed a Seattle City Council briefing Tuesday that detailed how Phan allegedly stole
$1 million from the utility and no one knew for years. Councilmembers have called for an
indepedent financial review of SPU.

"We need to move forward now to immediately fix this problem. Ratepayers demand and
deserve financial accountability from the utility. And they will get it," said Councilmember
Jean Godden.

Prosecutors said Phan, also known as Chau Phan, used the money to buy a car, pay off debt, and
put a down payment on a rental house. If convicted, he faces a standard sentencing range of 3 /2
to almost 5 years in prison. '

The maximum sentence is 10 years.
Phan used 'position of trust' in alleged crimes

Prosecutors filed two special allegations against Phan, in case they want to seek an exceptional
sentence. They include charges that the thefts were a "major economic offense" and that Phan
used his "position of trust" to commit the crimes.

Phan, 44, was fired last year in a separate billing scandal involving four other employees accused
of adjusting their own utility accounts. Those workers were also fired.

The theft allegations against Phan surfaced after he was fired. Employed by SPU since 1995,
Phan was an associate civil engineer who managed water-main extension projects for the agency.
His job was to arrange contracts with customers and developers and handle payments to ‘
the city. '

After he was fired, a customer contacted the utilty to ask about a previously paid deposit. A.
supervisor couldn't find the deposit, which led to the embezzlement case.

http:'//wWw.seatﬂépi.com/ibcal/ article/Ex-SPU-worker-charged-with-70-thefts-in-1M-33863... 3/7/ 20 12
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Prosecutors said Phan diverted 70 checks made to the city into his own personal account
between 2008 and 2010. They ranged in amounts from $675 to $217,655 and included as
customers the University of Washington, Villa Academy and King County Housing Authority,

How did an SPU worker get away with alleged $1 million theft? -

The charges followed a Seattle City Council briefing Tuesday that detailed how Phan allegedly
stole more than a $1 million from the city without detection for years.

The city audits the utility every year. The state has audited the agency. An accounting
department was supposed to keep track of the money, and managers were supposed to keep
track of Phan.

But none of those controls worked. Instead, it was the customer's request that had tipped SPU.
Councilmembers wanted accountability.

"SPU is looking at big and bold things and asking ratepayers to help us," said Councilmember
Sally Bagshaw. Those projects include more recycling efforts, asset management and
protecting watersheds.

"If the trust is broken, how are we going to re-establish that?"

SPU said no one caught the missing money because invoices weren't created for such projects
back then. Payments also went directly to project managers and not to an accounts
receivable department. '

That's all changed, said SPU deputy director Melina Thung. Invoices now help track revenue,
and payments go to accounts receivable, she said.

But Councilmember Richard Conlin still wanted to know how city and state auditors missed the
stolen money. And Bagshaw wanted to know how managers can better track employees.

'If right internal controls had been in place’'

SPU's Thung said the external audits only review annual financial statements and not the kind of
detail that would have exposed "this irregularity." But she said an internal "risk and quality
assurance" unit started last year is reviewing how the utility handles cash.

It's also reviewing of a decade of billing records, which was what led to the discovery of Phan
adjusting his own utility account. SPU said it's also providing more tools to managers and
working with an independent consultant to strengthen controls.

"We take the public's trust seriously and this type of alleged misconduct is unacceptable. It
betrays what I consider to be our fundamental mission: to be sound financial stewards of the
public's money," SPU director Ray Hoffman wrote in a letter read to councilmembers.

http://www.seattlepi.com/local/article/Ex-SPU-worker-charged-with-70-thefts-in-1M-33863... 3/7/2012
JOHNSONO038002



Ex-SPU worker charged with 70 thefts in $1M embezzlement - seattlepi.com Page 3 of 3

"It saddens me that actions of a handful of individuals have damaged the department's
reputation,” he continued.

"Yet, at the same time I acknowledge that if the right internal controls had been in place, the
likelihood of such transgressions would have been much smaller.”

Police have recovered about $220,000 of the stolen money from Phan's account, but were
searching other bank accounts where Phan may have transferred funds. A court set bail for him
last Friday at $750,000.

Visit seattlepi.com'’s home page for more Seattle news. Contact Vanessa Ho at 206-448-8003
or vanessaho@seattlepi.com, and follow her on Twitter as @vanessaho.
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Subject: FW: Seattle City Council Committee calls for independent financial review of Seattle Pubhc
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To: Lockard, Laura

Subject: Seattle City Council Committee calls for independent financial review of Seattle Public Utilities

City of Seattle
Seattle City Council

| City of Seatt/e
Councilmember Jean Godden Office of City Auditor
Councilimember Sally Bagshaw
Councilmember Richard Conlin
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1-03 spy Customer Adjustments

FOR IMMEDIATE RELEASE Contact;
March 6, 2012 Laura Lockard, Council Communications: 206-684-8159

Seattle City Council Committee calls for independent financial review of Seattle
- Public Utilities

SEATTLE — The Libraries, Utilities and Center Committee, during this morning’s discussion of fraud at Seattle
Public Utilities (SPU), called for an independent review of SPU’s financial practices.

“We need to move forward now to immediately fix this problem. Ratepayers demand and deserve financial
accountability from the utility. And they will get it,” said Councilmember Jean Godden, committee chair.

The Committee asked the City Auditor—an independent third party—to conduct an investigation of financial
controls at SPU, particularly those related to accounts that could be subject to high risk transactions such as
the water main accounts.

“The public trust has been broken. Only through systematic review and tight new financial controls can we
restore trust and provide the services we all expect,” said Councilmember Sally Ba_gshaw.

The Committee requested that the City Auditor and SPU report to the Committee with a séope of work by
March 27, 2012, and present plan details to the Committee at the April 3, 2012, meeting.

The plan will address the immediate water main extension revenue problem and recommend whether all SPU

~ development fees should be part of the review. By the end of this week the Committee will send a letter to the
City Auditor and SPU detailing issues it would like to see examined in their review.

JOHNSONO38004



“The Committee will participate in every step of this process,” said Councilmember Godden. “There will be no
discussion of new utility rates until Seattle Public Utilities gets its house in order.”

Seattle City Council meetings are cablecast and Webcast live on Seattle Channel 21 and on the City Council’s
website. Copies of legislation, Council meeting calendar, and archives of news releases can be found on the
City Council website. Follow the Council on Twitter and on Facebook.
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Laura Lockard
Communications Director
Seattle City Council
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