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May 5, 2003 

Marty Brantley, Director 
Oregon Economic and 

Community Development Department 
775 Summer Street NE 
Salem, Oregon 97301 

Dear Mr. Brantley: 

We have completed our financial statement audit of the Oregon Economic and Community 
Development Department (department) Special Public Works Fund (SPWF) and Water Fund 
(WF) bond programs for the fiscal year ended June 30, 2002.  During our audit, we did not 
identify any reportable conditions related to internal control or to noncompliance with applicable 
laws and regulations.  Professional auditing standards define reportable conditions as matters 
relating to significant deficiencies in the design or operation of internal control over financial 
reporting that, in our judgment, could adversely affect your ability to record, process, summarize 
and report financial data consistent with the assertions of management in the financial statements.  
We did identify the following issues that we determined were not reportable conditions, but did 
require management’s attention.  We previously met with department fiscal staff to discuss these 
issues. 

Loan Compliance 
SPWF and WF may provide financial assistance for project activities including the construction, 
improvement or expansion of certain publicly owned infrastructure facilities and publicly owned 
drinking water and wastewater systems, respectively.  The department has developed a project 
management handbook to assist recipients of the SPWF and WF program awards to comply 
with requirements governing each program.  The guidelines specifically address financial 
management, monitoring objectives and the documentation requirements for the project files. 

During our audit, we reviewed selected SPWF and WF projects both completed and under 
development to determine whether projects were managed as intended.  Review of project files 
identified the following weaknesses: 

• Coordinators did not always perform the required monitoring activities in a timely manner. 
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• Project phases and monitoring activities were not clearly defined for each project. 

• In a few instances, coordinators did not always file supporting documentation for 
expenditures listed on cash requests.  For example, invoices were not in the file to support 
the expenditures on the cash request form.  

• In one instance, managers did not follow the stated process to amend a WF contract, but 
instead created a new contract.  As a result, the project may be over the financing limits by 
$205,175. 

This situation exists, in part, because management has not ensured that established policies and 
procedures are adhered to.  In addition, management stated that budget constraints have limited 
the number of staff available to complete all project requirements. 

We recommend that management: 

1. Define and document in its guidelines what constitutes various monitoring activities, project 
phases and the timing for on-site monitoring.  The on-site monitoring should ensure that 
problems are identified and corrected early, before the project’s success is jeopardized. 

2. Consider as a deliverable, documenting the requirements for monitoring activities, project 
phases and the timing of on-site monitoring for each individual project at the beginning of each 
project.  At a minimum, the following should be considered when determining the appropriate 
monitoring activities to perform on each project: 

• Project complexity 
• Project size 
• Prior relationships with the municipality/contractor 
• Project duration 
• Monies involved 

3. Ensure that regional teams and other staff implement the changes and follow the project 
requirements, including obtaining all necessary supporting documentation for the project files. 

Interest Receivable Calculation 
The department issues loans to municipalities for approved project activities.  Repayment of these 
loans includes principal and interest.  Because loan payments are due after the fiscal year’s end, 
interest on those loan payments must be accrued.  We reviewed the department’s calculation of 
interest receivable and interest income for the SPWF and WF to ensure that the accrual and 
income amounts were accurately calculated and recorded. 
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For both funds, we found that interest receivable was incorrectly calculated.  As a result, the 
SPWF was originally understated and the WF was originally overstated on the financial 
statements for the year ending June 30, 2002.  Those amounts, however, did not have a material 
effect on the financial statements, and department management made adjustments to the accounts 
before the financial statements were issued.  This situation also was communicated during the 
fiscal year 2001 audit. 

This condition exists because department staff were not recording all of the interest earned in the 
proper accounting period for both funds, thus causing the interest income to be understated for 
the SPWF and overstated for the WF by an immaterial amount. 

We recommend that department management implement policies and procedures to ensure that 
interest receivable and interest income calculations are reasonable, accurate and verified by an 
internal independent review. 

In addition, we noted issues regarding deposits not being made by the next business day and 
internal control concerns regarding segregation of duties, which will be reported in our 
forthcoming report on Oregon Tourism Commission and Oregon Economic and Community 
Development Loss of Funds. 

We will follow up on the department's progress in addressing these issues during our audit of the 
fiscal year 2003 SPWF and WF financial statements.  Should you have any questions, feel free to 
contact Michelle Rock or me at (503) 986-2255. 

Sincerely, 
OREGON AUDITS DIVISION 

Nancy L. Young, CPA, CISA 
Audit Administrator 
 
Fieldwork Completion Date: 
April 1, 2003 

NLY:bk 
cc: Janet Rafalovich, Fiscal Services Manager 

Gary Weeks, Director, Department of Administrative Services 
 



 



 



 
 


