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Bill Bradbury, Secretary of State

Secretary of State
Audit Report

Oregon Department of Fish
and Wildlife: Audit of Capital
and Non-Capital Assets

Summary

PURPOSE

This audit was conducted to determine
whether the Department of Fish and Wild-
life (department) has adequate controls in
place over capital and non-capital assets and
whether the department is compliant with
state policy.

RESULTSIN BRIEF

Overall, we found that the department has
controls in place over capital and non-
capital assets to ensure that the assets are
accurately and properly recorded in compli-
ance with state policies. However, we did
identify areas for improvement.

RECOMMENDATIONS
We recommend that the department:

Evaluate asset useful life estimates and
salvage value calculations for appropri-
ateness;

Ensure that depreciation is calculated
for all depreciable assets;

Record the location of each asset on the
property ledger to facilitate the physical
inventory;

Ensure that disposals are processed in
compliance with state policies;

Adjust the accounting records to prop-
erly capitalize the cost of a land im
provement asset that was expensed; and

Ensure that current policies regarding
approval authority for capital asset pur-
chases are followed.

AGENCY’'S RESPONSE

The Oregon Department of Fish and Wild-
life generally agrees with the recommenda
tions.

Introduction

The Oregon Department of Fish and Wild-
life (department) is headquartered in Salem
with 26 district and field offices as well as
numerous research, hatchery, and wildlife
areas located throughout the state. The de-
partment’s mission is “to protect and en-
hance Oregon’s fish and wildlife and their
habitats for use and enjoyment by present
and future generations’. To fulfill its mis-
sion, the department’s duties include raising
fish in hatcheries, working to improve ani-
mal habitats, and regulating the harvest of
game animals.

Because of recent changes to accounting
standards, the reporting of capital assets and
infrastructure has become more important.

The department is now required to record
in its accounting records all capital assets
(i.e. property with a cost greater than
$5,000 and a useful life of more than one
year) including infrastructure, and related
depreciation expense. As of June 30, 2003,
the department reported $132 million in
capital assets net of related depreciation.




Audit Results

We found that the department is gen-
erally complying with state policies
over capital and non-capital assets. Spe-
cifically, we found that the department
has controlsin place to ensure:

» Capital asset accounting includes ade-
quate segregation of duties;

e Capital assets and high risk non-
capital assets are labeled with prop-
erty tags and control numbers;

* Reconciliations between the financial
accounting system and subsidiary
property ledgers are performed on a
monthly basis;

e Physical inventories are performed
annually; and

e Capital assets, including infrastruc-
ture, are depreciated using the
straight-line method.

We did, however, identify areas for
improvement, which are discussed be-
low.

Depreciable Lives
Appear Excessive

The department is using depreciable
lives that are significantly longer than
those recommended by state policy. The
department selected lives that would pre-
vent any asset currently in use from be-
ing recorded as fully depreciated when
accumulated depreciation was originally
calculated at June 30, 2002.

The depreciable lives currently in use
do not reflect how long each asset can be
expected to meet service demands. This
causes depreciation expense and accunmu-
lated depreciation to be understated and
net book value of assetsto be overstated.

Werecommend the department use a
life for each asset that reflects the actual
useful life of the asset.

Agency’s Response:

The Department generally agrees with
the recommendation. Currently, the -
partment has a number of assets that ex-
ceed the recommended useful life by state

policy. The department will review the
useful lives of its assets and what meas-
ures can be implemented to better re-
flect the actual useful life of the asset.

Policy for Salvage Value of
Assets Could Be Improved

The department calculates salvage
value at 0.5 percent of acquisition cost
for depreciable capital assets and
100 percent of acquisition cost for non-
depreciable capital assets. The nature of
depreciable property is not taken into
consideration when salvage value is
determined.

State policy suggests salvage values
of 10 to 20 percent of asset cost for de-
preciable capital assets, and allows esti-
mated salvage values under 10 percent
to be ignored.! The use of small sd-
vage value (0.5 percent) applied generi-
cally to all capital assets does not n-
crease the accuracy of asset valuation
but does increase time spent processing
depreciation. Also, as salvage value is
required only for calculating deprecia-
tion, the use of salvage values for non-
depreciable assets provides no value
while increasing processing time.

W erecommendthe department:

¢ Consider using salvage val ues based
on the estimated residual value of
specific assets;

* Consider not using salvage values if
the estimated residual value is less
than 10 percent of asset acquisition
cost; and

* Not use salvage values for non-
depreciable assets such as land.

Agency’s Response:

We agree with the recommendation.
The Department will evaluate the sal-
vage value assigned to assets and re-

1 Oregon Accounting Manua Policy
Numbers 10.50.00, 10.55.00, 15.55.00,
15.60.10, and 15.60.20.

move the salvage values for non-
depreciable assets.

Depreciation Not Calculated
On All Capital Assets

State policy requires that capital &
sets be depreciated over their estimated
useful lives, unless they are considered
inexhaustible. We found 26 personal
property asets for which $1,726 and
$5,591 of depreciation had not been
recorded for the years ended June 30,
2002 and 2003, respectively. These as-
sets had not been assigned useful lives.

The department calculates deprecia-
tion in three steps. The first step &-
signsauseful lifeto each new asset, the
second calculates the salvage value,
and the third calculates the deprecia-
tion. Due to the large size of the data-
base, caused by the department main-
taining disposed assets in the records,
the depreciation calculation is per-
formed only once each year. If assets
are added to the database after the a-
signment of useful lives and before the
calculation of depreciation, the result is
that no depreciation is calculated for
those assets.

The department’s database would be
more manageable if disposed assets
were removed in atimely manner. State
policy alows property to be removed
from subsidiary records after the
agency has been notified that the prop-
erty has been sold or disposed of by the
state surplus property program.

W e recommendthe department:

* Record the depreciation related to
these assets;

* Verify that all assets have a life in
the calculated life field prior to cal-
culating depreciation; and

* Facilitate the calculation of depre-
ciation by deleting property after
receiving notification that the prop-
erty has been sold or disposed of by
the state surplus property program.
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Audit Results (continued)

Agency’s Response:

We agree with the recommendation.
The Department will record the depre-
ciation related to the identified assets.
The Department will verify that all assets
have a useful life prior to calculating sal-
vage value or depreciation. We will re-
evaluate the current database structure
being used.

Accumulated Depreciation
Not Recorded

We found that 10 of the 27 buildings
and two of the 24 infrastructure assets
tested were recorded by prior period ad-
justment. The department identified &-
sets that had not been properly capital-
ized, and adjusted the accounting records
for only the cost of these assets and not
the related depreciation. State policy e-
quires capital assets to be depreciated
over their estimated useful lives.

Accumulated depreciation for all build-
ings and infrastructure is estimated to be
understated by approximately $90,000 as
of June 30, 2003.

Werecommend the department calcu-
late and include depreciation in prior pe-
riod adjustments to record assets.

Agency’s Response:

We agree with the recommendation.
The non-recording of depreciation for
prior period adjustments was an over-
sight by the Department. We will correct
and improve the process for recording
depreciation.

Asset Not L ocated

State policy requires agencies to con-
duct annual inventoriesto physically ver-
ify al itemslisted on the subsidiary prop-
erty records. State policy also requires
agency management to ensure that inter-
nal controls are sufficient to provide rea-
sonabl e assurance that state assets are not
lost or stolen.

Of the 34 assets selected from the per-
sonal property ledger to be physically

verified, the department could not locate
one $6,000 display case.

Each division or location within the
department assigns an employee to be
responsible for the annual physical in-
ventory. The assigned employee for the
division having custody of the display
case is no longer with the department.
The division manager was unable to
locate the asset. Assets not adequately
tracked may be misappropriated.

We recommend the department e-
cord the location of each asset on the
property ledger to facilitate the physical
inventory.

Agency’s Response:

We generally agree with the recom
mendation. Assets are designated and
tracked by region, watershed, program,
and station. However, in an effort to
reduce costs, a number of assets are
shared and utilized by various programs
and locations.

Property Disposition Request
Forms Not Properly Completed

We found the preparer did not sign
three of the 22 (14 percent) property
disposition requests (PDRs) selected for
testing. In addition, the approver did not
sign six (27 percent) of the PDRs.

State policy requires all surplus prop-
erty to be disposed of in accordance
with Department of Administrative Ser-
vices policies using a PDR form. In-
complete forms may allow property to
be disposed of inappropriately.

We recommend the department com-
ply with state policies in the disposal of
surplus assets by fully completing the
property disposition request forms.

Agency’s Response:

We agree with the recommendation.
The Department is currently updating
the internal policy and is reviewing and
verifying that property disposition le-
quest forms are filled out correctly and
that staff are properly trained.

Land Improvement Not
Recorded at Cost

State policy requires assets with a
cost of $5,000 or more and a useful life
of at least ane year to be capitalized
and reported in the agency’ s accounting
records. The department did not follow
state or agency policy in recording land
improvements.

A fishway with a construction cost of
$8,000 was incorrectly recorded on the
books with no cost. Based on the error
rate in our sample, we estimate that
land and land improvements may be
understated by approximately
$272,000. This represents less than
1 percent of the value of these assets.

We recommend the department
make the adjustment necessary to re-
cord the cost of the fishway.

We also recommend the department
ensure current capitalization policies
arefollowed.

Agency’s Response:

We agree with the recommendation.
The Department will make the neces-
sary adjustments to record the cost of
the fishway. We have implemented
steps to verify that all assets have a
valid and appropriate cost associated
with them.

Capital Asset Purchase Not
Properly Approved

We found that one manager had ax
thorized a purchase totaling $7,027,
which exceeded his $5,000 approval
limit. The department maintains a list
of employees who are responsible for
authorizing department purchases. This
list includes the maximum purchase
limit of each authorized staff mermber.

The department has not implemented
adequate controls to ensure that capital
asset purchases comply with depart-
mental policies. Thiscould allow inap-
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Audit Results (continued)

propriate purchasing decisions to be
made.

We recommend the department e
sure that current policies regarding go-
proval authority for capital asset pur-
chases are followed.

Agency’s Response:

We agree with the recommendation. In
addition to the hardcopy forms main-
tained on file, the Department has cre-
ated and implemented an online data-
base program to provide further over-
sight of individual employee approval

limits.

The Oregon Department of Fish and
Wildlife has already implemented a
number of the recommendations con-
tained in the audit report and will con-
tinue to work with the Division’s to
help strengthen our internal controls.

Objectives, Scope and Methodology

The objectives of the audit were to
determine if department controls over

capital and non-capital assets were ade-
quate and if the department was compli- .

ant with state policy.

To accomplish our audit objectives,
we:

* Interviewed agency personnel;

¢ Reviewed relevant state rules;

* Reviewed current department poli-
cies and procedures in relation to

our audit;

purchases and dispositions; and

* Conducted physical inventories of a
randomly selected sample of assets

at two department locations.

Reviewed source documentation
and accounting records for asset

Fieldwork was conducted February
through April 2004. We conducted our
audit in accordance with generaly a-
cepted government auditing standards.

AUDIT ADMINISTRATOR: Jason M. Sanley, CPA

AUDIT STAFF: Julianne Kennedy, CPA
Jean M. Hodges, CPA

Raja A. smail

DEPUTY STATE AUDITOR: Mary E. Wenger, CPA

The courtesies and cooperation extended by the officials and staff of all the
agencies audited were commendable and much appreciated.

This report, which is a public record, is intended to promote the best possible
management of public resources. Copies may be obtained by mail at:

Oregon Audits Division

255 Capitol Street NE, Suite 500

Salem, OR 97310

by phone at 503-986-2255 and 800-336-8218 (hotline), or
internet at Audits.Hotline@state.or.us and

http://www.sos.state.or.us/audits/aud

ithp.htm

Secretary of State
Audits Division

BILL BRADBURY, SECRETARY OF STATE
CATHY POLLINO, STATE AUDITOR, AUDITS DIVISION

255 Capitol St. NE Suite 500
Salem, OR 97310

Auditing to Protect the
Public Interest and Improve
Oregon Government.
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