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Independent Accountant’s Report
On Applying Agreed-Upon Procedures

To the Director and Management of the Oregon Health Authority:

As required by the U.S. Environmental Protection Agency, the State of Oregon submits
financial statements for the Safe Drinking Water Revolving Loan Fund. Oregon’s financial
statements include three agencies: Oregon Business Development Department (OBDD),
Oregon Health Authority (OHA) and the Department of Environmental Quality (DEQ).

We performed the procedures, as described below, which were agreed to by the Oregon
Health Authority (agency). No procedures were performed related to OBDD or DEQ
information. The procedures were solely to provide the agency assurance that the agency’s
set-aside funds, reported as part of the Safe Drinking Water Revolving Loan Fund financial
statements for the year ended June 30, 2013, were reported in accordance with generally
accepted accounting principles. Agency management is responsible for preparing the
financial statements and any required supplementary information, maintaining adequate
accounting records, and selecting and applying appropriate accounting standards. This
agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants and
generally accepted government auditing standards. The sufficiency of these procedures is
solely the responsibility of the parties specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described below.

The procedures performed and the results are discussed below.

1. We determined whether the balance sheet and operating statement, excluding note
disclosures, were mathematically accurate and prepared in a format required by
Generally Accepted Accounting Principles (GAAP).

We found no exceptions as a result of this procedure.

2. We determined whether the statement of cash flows was mathematically accurate
and prepared in the format required by GAAP. We did not review the details of the
line items.

We found the agency used the correct format but the cash flow statement was not
mathematically accurate due to the following: (1) ending cash balance on cash flow
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statement did not agree to the balance sheet cash balance by $931,000; (2) the
operating income balance on the cash flow statement did not agree to the statement
of revenues, expenses and changes in fund net position operating income by $6.8
million; and (3) the net cash provided from operating activities did not agree by
$147,000 between the two schedules on the cash flow statement. The agency
corrected these issues in the attached financial statements.

3. We agreed account balances on the balance sheet and operating statement to the
state’s accounting system and ensured they were adequately supported in
accordance with GAAP.

We found all account balances agreed to the state’s accounting system and were
adequately supported. The financial statements, as adjusted, are in accordance with
GAAP. We identified various errors in the agency’s year-end adjustments made
only for financial reporting purposes; see Appendix A for more detail. The agency
corrected these issues in the attached financial statements. During our testing, we
also identified unallowable payroll charged to the program; see Appendix A for
more detail.

We were not engaged to and did not conduct an audit, the objective of which would be the
expression of an opinion on the financial statements. Accordingly, we do not express such
an opinion. Had we performed additional procedures, other matters might have come to
our attention that would have been reported to you. This report is intended solely for the
information and use of the agency and the U.S. Environmental Protection Agency and is not
intended to be and should not be used by anyone other than the specified parties.

Oppeee 1) He decrctan 3] Hti, Ludels Drvisier

State of Oregon
January 6, 2015



ASSETS

Current Assets:
Cash
Interest Receivable
Securities Lending Collateral
Accounts Receivable - Federal
Due From Other Fund

Total Current Assets

Noncurrent Assets:
Loans Receivable, Net
Total Noncurrent Assets

Total Assets

LIABILITIES AND NET POSITION
Current Liabilities:
Accounts Payable
Securities Lending Collateral
Payroll Payable
Employee Benefits Payable
Due to Other Funds
Vacation Payable
Total Current Liabilities

Noncurrent Liabilities:

Due to Other Funds

Vacation Payable

Pension Related Debt
Total Noncurrent Liabilities
Total Liabilities

Unrestricted Net Position
Total Net Position

Total Liabilities and Net Position

1 Agreed upon procedures performed only on OHA column

STATE OF OREGON
OBDD, OHA, DEQ
SAFE DRINKING WATER REVOLVING LOAN FUND
BALANCE SHEET

JUNE 30,2013

OBDD OHA! DEQ TOTAL
$ 59934937 $ (508,074) $ (106,725) $ 59,320,138
2,421,298 - - 2,421,298
3,982,803 - - 3,982,803

- 796,994 - 796,994

110,629 - 149,375 260,004
66,449,667 288,920 42,650 66,781,237
162,756,270 - - 162,756,270
162,756,270 - - 162,756,270
229,205,937 288,920 42,650 229,537,507
24,762 26,249 1,718 52,729
3,982,803 - - 3,982,803

- - 40,750 40,750

1,200 - - 1,200

- 262,671 182 262,853

18,483 - - 18,483
4,027,248 288,920 42,650 4,358,818
5,251 - - 5,251

9,952 - - 9,952
54,735 - - 54,735
69,938 - - 69,938
4,097,186 288,920 42,650 4,428,756
225,108,751 - - 225,108,751
225,108,751 - - 225,108,751
$229,205937 $ 288920 $ 42,650 $ 229,537,507




STATE OF OREGON
OBDD, OHA, DEQ

SAFE DRINKING WATER REVOLVING LOAN FUND
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Operating Revenues:
Grant Income
Interest Income

Total Operating Revenues

Operating Expenses:
Personal Services
Services and Supplies
Special Payments
Administrative Expenses
Technical Assistance
State Program Management

Local Assistance/Other State Programs:

Implementation of Protection

Implementation of Protection - DEQ

Water System Capacity Program
Total Operating Expenses

Operating Income (Loss)

State Match

Transfers-out to DEQ

Transfers-out to OBDD

Transfers in from Public Health
Change in Net Position

Net Position - Beginning

Prior Period Adjustments

Net Position - Beginning - As Restated
Net Position - Ending

OBDD OHA! DEQ TOTAL
- $ 9908322 $ - $ 9,908,322
4,365,090 - - 4,365,090
4,365,090 9,908,322 - 14,273,412
377,481 - - 377,481
26,490 - - 26,490
2,800,001 - - 2,800,001
- 137,250 - 137,250

- 351,639 - 351,639

- 1,115,461 - 1,115,461

- 454,444 - 454,444

- - 591,842 591,842

- 422,099 - 422,099
3,203,972 2,480,893 591,842 6,276,707
1,161,118 7,427,429  (591,842) 7,996,705
3,292,018 - - 3,292,018
- (591,842) - (591,842)

- (6835,587) - (6835,587)
6,835,587 - 591,842 7,427,429
11,288,723 - - 11,288,723
213,877,210 - - 213,877,210
(57,182) - - (57,182)
213,820,028 - - 213,820,028
$225,108,751 $ - - $225,108,751

1 Agreed upon procedures performed only on OHA column



STATE OF OREGON
OBDD, OHA, DEQ
SAFE DRINKING WATER REVOLVING LOAN FUND
STATEMENT OF CASH FLOWS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

TOTAL?
Cash Flows From Operating Activities:
Loan Principal Repayments $ 16,435,950
Loan Interest Received 4,905,866
Payments to Employees for Services (323,504)
Payments to Suppliers (105,197)
Collection of Grant Revenue 9,954,123
Special Payments (16,013,078)
Other Payments (3,129,917)
Net Cash Provided (Used) in Operating Activities 11,724,243
Cash Flows from Noncapital Financing Activities:
US EPA Grant Receipts 7,409,096
Oregon State Match 3,292,018
Transfers Out (7,506,824)
Net Cash Provided (Used) in Noncapital Financing Activities 3,194,290
Net Increase (Decrease) in Cash and Cash Equivalents 14,918,533
Cash and Cash Equivalents-Beginning 44,401,605
Cash and Cash Equivalents - Ending $ 59,320,138

Reconciliation of Operating Income to Net Cash Provided (Used) by Operating Activities:

Operating Income (Loss) $ 7,996,705
Adjustments to Reconcile Operating Income (Loss) to Net Cash Provided (Used) by Operating Activities:
Increase (Decrease) in Accounts Payable (78,707)
Increase (Decrease) in Employee Benefits Payable Vacation Payable 53,977
Decrease (Increase) in Allowance for Principal Forgiveness (3,981,974)
Decrease (Increase) in Interest Receivable 540,776
Decrease (Increase) in Loans Receivable 7,204,847
Decrease (Increase) in Accounts Receivable - Federal 45,801
Prior Period Expense Adjustment (57,182)
Total Adjustments 3,727,538
Net Cash Provided (Used) by Operating Activities $ 11,724,243

1No audit of accuracy of line items was performed



Appendix A

Improve Financial Reporting

At the end of each fiscal year, the agency prepares and records year-end accruals and
compiles the Safe Drinking Water Loan Revolving Fund financial statements. When
preparing the financial statements, the agency reviews the accruals in the accounting
records and makes any necessary adjustments to ensure each set-aside is accurate and the
financial statements comply with GAAP. We identified the following errors related to the
financial statement adjustments:

e The agency’s adjustment for the current year expenditure accruals contained several
errors, primarily due to incorrect adjustments made by new staff when adjusting the
accruals for set-asides. As a result, the agency’s net expenditure and revenue accrual
adjustment was understated by $58,000.

e The agency’s net adjustment to reverse the prior year expenditure and revenue
accruals was incorrect by $240,000 as it was not based on the final audited amounts
from the prior year.

e The agency’s accounting records included $173,000 in state matching expenditures for
the program. For reporting purposes, the agency adjusted the balance sheet to exclude
the state match impact but incorrectly created non-operating revenue. After
clarification from EPA about how the state match should be reported, the agency
removed the state match expenditures and the non-operating revenue from the
statement of revenues, expenses and changes in fund net position.

We reported similar financial reporting issues for fiscal years 2011 and 2012. The agency
should consider developing detailed guidance for preparing the financial statements and its
financial reporting adjustments. In addition, a review of the financial statements and
adjustments should be performed by a person with experience and knowledge of financial
reporting.

We recommend the agency continue to refine their financial reporting process to
accurately adjust the Safe Drinking Water financial statements to comply with GAAP.

Unallowable Payroll Expenditures

When testing expenditures, we identified $48,000 in unallowable payroll and benefits
charged to the Safe Drinking Water Revolving Loan program. One employee’s time was
charged to the program for the entire fiscal year; however, the employee was not
performing any work related to the program. Federal requirements state that
compensation of employees using federal award monies is only allowed for the time
devoted and identified specifically to the performance of those awards.

We recommend the agency review its process to ensure payroll charged to a program is
allowable and unallowable payroll is detected and corrected timely.



Agency Response:

The agency’s response is attached at the end of the report.
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January 15, 2015

Gary Blackmer, Director

Oregon Audits Division

255 Capital Street N.E., Suite 500
Salem, OR 97310

RE: Oregon Health Authority’s Response to the State of Oregon Agreed-Upon
Procedures Oregon Health Authority Safe Drinking Water Revolving Loan Fund
Financial Statements for Fiscal Year Ended June 30, 2013 Report

Dear Mr. Blackmer:

Thank you for the opportunity to respond to the State of Oregon Agreed-Upon
Procedures Oregon Health Authority Safe Drinking Water Revolving Loan Fund
Financial Statements for Fiscal Year Ended June 30, 2013 report. We appreciate the time
and effort this review required of your staff. The Oregon Health Authority (OHA) agrees
with the recommendations made in the draft report as discussed below. We have provided
our responses to the recommendations in the order they appear in the appendix.

We recommend the agency continue to refine their financial reporting process to
accurately adjust the Safe Drinking Water financial statements to comply with
GAAP.

We agree with the finding. We have incorporated the adjustments and resubmitted the
appropriate financial statements. A process has been developed and documented for the
creation and review of these financial statements. An appropriate review will be done by
the Statewide Financial Reporting Unit going forward.

We recommend the agency review its process to ensure payroll charged to a
program is allowable and unallowable payroll is detected and corrected timely.

We agree with the finding that an error was made in our payroll coding. The employee’s
time was coded to the Technical Assistance set-aside when it should have been coded to
our other fund fee based program, Operator Certification. An adjustment to correct this
error has been made, and will be reflected in the Fiscal Year 2014 expenditure reports.



Gary Blackmer, Director
Oregon Audits Division
Page 2

We are now more closely reviewing our time and activity reports to help us avoid similar
miscoding in the future.

Thank you again for the opportunity to address the recommendations included in the draft
report. Please feel free to contact Shawn Jacobsen, Controller for DHS and OHA or Dave
Lyda, Chief Audit Officer for DHS and OHA, if you have any questions regarding this
response.

SiM

Linda Hammond,
Interim Chief Operating Officer

cc:  Suzanne Hoffman, OHA Interim Director
Kelly R. Ballas, OHA Chief Financial Officer
William Coulombe, OHA Budget Director
Dave Leland, Drinking Water Services Manager
Steven Wagner, Administrator, Center for Health Protection
Shawn Jacobsen, Controller, DHS and OHA
Dave Lyda, Chief Audit Officer, DHS and OHA



About the Secretary of State Audits Division

The Oregon Constitution provides that the Secretary of State shall be, by virtue of her
office, Auditor of Public Accounts. The Audits Division exists to carry out this duty.
The division reports to the elected Secretary of State and is independent of other
agencies within the Executive, Legislative, and Judicial branches of Oregon
government. The division audits all state officers, agencies, boards, and commissions
and oversees audits and financial reporting for local governments.

Audit Team
Kelly L. Olson, CPA, Audit Manager
Michelle Rock, CPA, Principal Auditor

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

internet:  http://sos.oregon.gov/audits

phone: 503-986-2255

mail: Oregon Audits Division
255 Capitol Street NE, Suite 500
Salem, OR 97310

The courtesies and cooperation extended by officials and employees of the Oregon
Health Authority during the course of this engagement were commendable and
sincerely appreciated.
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