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Re: Fixed Assets/Inventory Control (Report No. FA0106)
BACKGROUND

The Mental Health and Mental Retardation Authority of Harris County (MHMRA) has formal policies and
procedures designed to ensure control and oversight related to recording, valuing, reporting and
safeguarding inventory and that fixed assets are adequately accounted for (Revision Date: October 13,
2003). These policies and procedures were created to provide a mechanism to monitor, by a centralized
fixed asset management system ( AssetWin), the accountability, care, and disposition of those assets.

The obligation of a unit director or depariment head is to ensure that the Agency property within their
custody is subject to proper use, care, safe-keeping, and disposition. This is inherent by the assignment to
that position at any level and includes ensuring the security of all property with that unit or department,
whether idle or in use. Additionally, this includes monitoring subordinates to ensure that their activities
coniribute to the proper support and accountability of site assigned property.

The obligation of staff entrusted with Agency property is best described as an end-user that ensures its

proper use, care, and safekeeping, Direct responsibility results from a documented assignment as the
accountable person for that asset.

Personal responsibility or obligation for the asset is inherent by all Agency personnel to exercise reasonable
and prudent actions regarding the proper use, care, and safeguarding of Agency property in their physical

possession or care. This applies to all property issued, used, acquired, or converted to a person’s exclusive
use,

The following highlights the provisions found in Policy and Procedures BUS-R/I: 1.1 - F/B: 3.4:

. All property and equipment are assigned to a unit location

. If property or equipment is to be used off premises, written approval must be obtained

. Property and/or equipment signed out to an employee becomes the financial responsibility of that
employee

. MHMRA property shall be inventoried according to guidelines developed and in compliance with
the State Property Law

. The numbering of all MHMRA property is to be done with metal tags, decalcomania transfers, or
cloth tabs
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. The property will be assigned a unique sequenced number
. The Accounting Department will forward a copy of the Voucher and Invoice to the Fixed Asset
Manager (source document)

O Numbered Property Tag — Each item is to be assigned a number and an identification tag is
affixed

O Non-Numbered Property Tag — A non-numbered identification tag is affixed to items of less
than 55,000 value

O Numbered Property Register — A numerical list of all property is maintained showing
inventory number, unit number, location number, description of property, and value of item.
The Fixed Asset Manager maintains the location register.

O Numerical Listing of All Properties — This is to be furnished to each person responsible for
property, at least once a year

. On an on-going basis, the person responsible for property at the unit will be sent a list of all
property that he/she is responsible for on the property records

. There will be a physical inventory on a test basis throughout the year. All units and departments
will be inventoried at least once during the year

. The person responsible for numbered property will notify the Fixed Asset Manager and
Purchasing Officer in writing when any property becomes surplus

. The Purchasing Officer will transfer the surplus property to a locked, secured place

. The Purchasing Officer will also be responsible for all salvage property

. Receipts from Agency sales go into the General Fund

Currently, MHMRA utilizes the Fixed Asset System called AssetWin, and maintains all fixed assets and
required inventoried items in this system. The State of Texas requires MHMRA to safeguard property as
described in the Fiscal Year 2006 Performance Contract:

" Article 16, Sections 16.01 Equipment Purchases. Contractor shall implement a capitalization threshold
for personal praperty at 33,000, Contractor shall manage controlled assets, to include facsimile machines,
telecopiers, stereo systems, cameras, video recorderffaserdisc players, televisions, video cassette
recorders, camcorders, desktop and laptop computers and non-poriable printers.

Section 16.02 Property Inventory. Contractor shall maintain a nonexpendable personal property (i.e.,
equipmeni) inventory. Contractor shall administer a program of maintenance, repair, and protection of
assets under this Contract so as to assure their full availability and usefulness. "

MHMRA s approach to asset management is to apply a standard business operating system through
AssetWin regarding property control, accountability, responsibility, and general asset management.
Additonally, management has tried to provide consistent asset transaction reporting procedures for
maintaining and updating site inventory records.

In nearly every case, personnel employed by MHMRA are users of either fixed assets or those assets which
require tracking. The policy and procedures provides specific guidance and procedures towards the proper
use and care of such assets, including the disposition of stolen, lost, damaged or destroyed property. It
further defines the accountability, responsibility and liability of Agency personnel regarding property
usage, including the reporting of transactions necessary for the effective record maintenance of AssetWin.
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STATISTICS

Land

Building and improvements
Furniture and equipment
WVehicles

Vehicles held under capital
leases

Total at historical cost

Less accumulated
depreciation for:

Buildings and
improvements

Furniture and Equipment
Vehicles

Vehicles held under capital
leases

Total accumulated
depreciation

Governmental activities
capital assets, net

s ixed A /Inven
Schedule of Land, Buildings and Equipment
Year Ended August 31, 2005
{(Unaudited)
Primary Government
September 1, August 31,
2004 Additions  Retirements 2005
5 3,567,045 - 3152,192 53,414,853
25,672,216 784,755 1,708,629 24,748,342
8,244 646 644,721 2012995 6,876,372
766,524 - 26,388 740,136
406,752 82,718 - 489,470

38.657.183 1.512.194 3.900.204 36.269.173

8,412,268 932,466 1,245,588 5,099,140

4,925,423 1,085,664 1,229,763 4,781,324
691,210 37,661 26,393 702,478
215,006 30,604 - 245,610

14,243,907  2.086.395 2.501.744  13.838.538

$24413276 $(574.201)  $1,398,460 $22,440,615

Source: Comprehensive Annual Financial Reports for Fiscal Years Ended August 31, 2005 and 2004.
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Exhibit 1. presents total fixed assets as a percentage (%) by group.

Exhibit 1
MHMBA of Harris County
Total Fixed Assets as a Percentage (%) by Group
As of August 31, 2005
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OBJECTIVES
The overall objectives of the audit were to determine whether the departments:

Managed and used resources in an efficient, effective, and economical manner
L] Administered funds in compliance with applicable laws, regulations, policies and procedures
. Implemented internal controls to prevent or detect material errors and irregularities

The specific objective in this audit was to:

. Assist management with the assessment of the adequacy of internal controls related to recording,
valuing, reporting, and safeguarding the Agency’s inventory and fixed assets.

SCOPE

The scope of the work did not constitute an evaluation of the overall internal control structure of the units.
The examination was designed to evaluate and test compliance with established policies and procedures
and to test the internal control over tested areas and material. The audit scope was from September 1, 2003
through February 28, 2006.

Department management is responsible for establishing and maintaining a system of internal controls to
adequately comply with approved policies and procedures. The objectives of an internal control system are
to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss
from unauthorized use or theft, and that transactions are executed in accordance with management’s
authorization and are recorded properly.

Because of inherent limitations in any system of internal accounting control, errors or irregularities may
occur and not be detected in a timely manner. Also, projection of any evaluation of the system to future
periods is subject to the risk that procedures may become inadequate because of changes in conditions, or
that the degree of compliance with procedures may deteriorate.

The purpose of the audit report is to furnish management independent, objective analyses,
recommendations, and information concerning the activities reviewed. The audit report is a tool to help

management discern and implement specific improvements. The audit report is not an appraisal or rating
of management.

A
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Although due professional care in the performance was exercised, this should not be construed to mean that
unreported noncompliance or irregularities do not exist. The deterrence of fraud is the responsibility of
management. Audit procedures alone, even when carried out with professional care, do not guarantee that
fraud will be detected. Specific areas for improvement are addressed later in this report.

Other minor findings, not included in this report, have been communicated to management and/or corrected
during the audit process. Internal Audit would like to thank management and staff for their cooperation
throughout the audit.

Internal Audit further reviewed progress made toward audit findings as stated in the Management Letter
dated August 31, 2005 by the Agency’s external audit firm McConnell & Jones and Early Childhood
Intervention (ECI) findings by the Texas Department of Assistive and Rehabilitative Services dated
January 30, 2006,

METHODOLOGY

In order to meet the objectives, Internal Audit flowcharted and evaluated controls over the acquisition,
accounting, transfer and disposal of assets, and reviewed policies and procedures for compliance and
completeness, MHMRA staff was interviewed and audit tests and procedures were conducted as
considered necessary.

The sample size and selection were statistically generated using a desired confidence level of 95%,
expected error rate of 5%, and a desired precision of +/-5%. Statistical sampling was used in order to infer
the conclusions of test work performed on a sample to the population from which it was drawn and to
obtain estimates of sampling error involved. When appropriate, judgmental sampling was used to improve
the overall efficiency of the audit.

STATEMENT OF AUDITING STANDARDS

The audit was conducted in accordance with generally accepted government auditing standards (GAGAS).
Those standards require that Internal Audit plan and perform the audit to afford a reasonable basis for the
judgments and conclusions regarding the organization, program, activity, or function under audit. An audit
also includes assessments of applicable internal controls and compliance with requirements of laws and
regulations when necessary to satisfy the audit objectives. An audit also includes assessing the estimates,
judgments, and decision made by agency management. It is believed that this audit provides a reasonable
basis for the findings, conclusions, and recommendations.

RESULTS

As a result of the audit procedures and surveys conducted, it was determined that controls over mventory
and fixed assets are inadequate, ineffective, and do not provide reasonable assurance that the Mental Health
and Mental Retardation Authority of Harris County’s fixed assets and inventory are accurately recorded,
valued, reported, and adequately safeguarded.

FINDING
Data Reliability

The most expensive part of implementing an asset management system is creating the original data base,
and one of the most important aspects of effective asset management is the accuracy of the underlying data.
In order to enable proper management and monitoring of Agency property, MHMRA employees should not
be allowed to discard, donate, remove, sell, give away, or transfer any asset item unless proper forms have
been filled out and properly authorized.

The Agency should maintain a listing of all computer and electronic equipment under the capitalization
threshold and have controls to safeguard those assets. Internal Audits review of the equipment listing
database obtained from AssetWin provided the following information (see also Exhibit 2).
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1) AssetWin lists employees who are assigned or have responsibility for equipment issued to them, such as
laptops, personal desk top computers, etc. AssetWin's listing of those responsible for the equipment was
verified against current employee payroll records. Seventy seven employees listed in AssetWin as being
responsible for equipment assigned to them were not found in the current payroll records as Agency
employees, some employees listed in AssetWin have not been with the Agency for over a year.

2) 1,287 or 38% if assets listed in AssetWin database had no assigned responsible employee, This field
should contain the name of a responsible staff member (contact person) and not general information that is
already located in other fields (location of asset is already defined in asset location field).

3} 604 or 18% of assets listed had no unit number assigned.
4) 433 or 12% of assets listed had no location code assigned.
5} 342 or 10% had no product code assigned.

6) 668 or 20% of assets listed had no date of acquisition.

71 74 or 2% had no unit cost listed.

AssetWin provides the user with various reporting tools; among these is the ability to access over 100
standard reports and report writing tools for custom report writing. The reliability of the reports generated

on specific queries is greatly compromised when data fields either remain blank or contain information that
is unusable to the reader.

The effectiveness of MHMRA property accountability is directly linked to the understanding and
cooperation of Agency personnel of the necessity of following correct property management procedures. It
is of great importance to the integrity of AssetWin that all Agency employees are familiar with the policies
and procedures of this system, specifically the forms required to properly maintain it.

All MHMRA of Harris County personnel entrusted with using Agency property in the performance of day-
to-day duties should be held accountable for the proper use, care, and safekeeping of such property.

Exhibit 2
Reviewed Asset Listing
From Data Listing — AssetWin
As of March 15, 2006

%

18%

BNy Adsigned Erl“pld]’!l' «Blank of Ugkiawa - 1_:3:;
@No Assigned Unit NufR bed - Blank ar Uskegwn - EI]{E
OMNo hssigned Lecalian Code - Uaknown = 432

ONo Praduct Code « Blank - 347

mNo Date of Acguisition - GE8

ENo Uil Cost - T4 |

RECOMMENDATION

¥ Management analyze missing or inaccurate data and make corrections as needed for tracking and
controlling fixed/inventoried assets, and establish a time line for completion.

Asset items without location information should be researched and items that cannot be located
should be removed from AssetWin and written off the general ledger.

A |
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* MHMRA of Harris County should maintain separate general ledger accounts to record only the
purchases that will be capitalized, and reconcile these accounts with the amount recorded and
capitalized/inventoried in AssetWin. Further, the Agency should maintain separate general ledger
expense accounts to record purchases under 55,000 that are required by internal policy and
procedures as well as the FY06 State Performance Contract,

Disciplinary action (write up) should be considered as a result of any movement of asset inventory
items (where forms are required to be completed).

Management Response

“The management of fixed assets will continue to be a moving target. It is the intent of the fixed
asset department to track assets as best as possible. The database records were inherited
from a former database kept within our IT department. The database also contained records
from an external company which reviewed our assets in June of 2003. The validity and
accuratensss of these records has been verified by MHMRA fixed assef designees. However,
those assets that were not found are still within the database. We are in the process of
reconciling the assets to the physical inventory and we will write off the unknown assets fo the
general ledger.

1) The fixed asset department will continue to work with the fixed asset designees to track new
hires and terminations in a timely manner.

2) In the Asset Win database, the number of assets without an assigned responsible parly was
calculated at 568 or 17%. The remainder of the assets, 718 or 21%, can be broken down into
three major categories. The three categories are (1) general assets not assigned; (2) unknown
assets and (3) asset in the IT server or stock room. Examples of the general assets not
assigned are assets such as software, data switches, TV's, pharmacy pill dispensers, kiosks
and medical equipment. The unknown assets are assets that can not be found during our audit.
The fixed asset department is working with the IT depariment to write off PC's and IT
equipment that we can no longer find within the agency. Some of these assets date back to the
early 1990,

Of the assets that had no Unit Number assigned, 575 of the 604 were assigned to a dummy
unit called ‘research unknown'. These are assets that have not been located within the Agency,
however, we have not written the assets off of the general ledger. Once the fixed asset
department reconciles with the IT depariment, the unknown assets will be written off of the
general ledger prior to the end of FY 2006.

Assets found in the system without a location code can be fraced to the last known location.
We capture data such as the history of the assets location, the unit number, the department
information. Thus, if the current location of the asset is unknown or possible no longer with the
Agency, we can still track the asset back to the old location.

The accounting fixed assef designees have updated the Product Code, the Date of Acquisition
and the Unit Costs over the past two weeks. The majority of these assets were inherited
records from an old database and we have attempted to complete the information as best as

possible.”
FINDING
Asset Reconciliation and Tracking
MHMRA of Harris County has not reconciled asset items in AssetWin with a value of less than $5,000, to

the General ledger. As a Contractor to the State of Texas, MHMRA is required to manage such controlled
assets, which includes facsimile machines, telecopiers, stereo systems, cameras, video recorder/laserdisc

VI
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players, televisions, video cassette recorders, camcorders, desktop and laptop computers and non-portable
printers.

MHMRA internal policy and procedure requires that “The Controller or designared staff will record
adfusted inventory amounts to the appropriate general ledger accounts. The Accounting and Finance
Department will reconcile the assets between AssetWin and the general ledger quarterly.” This should
include both capitalized and inventoried assets.

The Accounting and Finance Department has reconciled Fiscal Year 2006 assets that are both capitalized
and inventoried to the General ledger for the 2*! Quarter. Internal Audit requested to test the First Quarter
and it was stated that it was not completed. In addition, a full reconciliation has not been completed in
order to explain the variance from prior years which are required in order to write off certain amounts to the
General ledger and furnish reliable data in AssetWin.

MHMRA of Harris County maintains a separate fixed asset sub ledger that does not automatically update
the General ledger “ROSS." With two separate systems to maintain, it becomes paramount that the
systems are reconciled on a timely basis to provide accurate and timely financial information.

RECOMMENDATION

The Agency should improve their process involved in accounting for inventoried assets by:
b Updating the fixed asset subsidiary ledger throughout the year with additions and deletions, and
reconciling with the control accounts on a quarterly basis. This process will aid in substantiating
insurance claims for lost or damaged items and assist in the performance of routine physical
verification of assets.

Adequately research, obtain explanations, and review supporting documentation and approvals
before adjustments are recorded in the general ledger control accounts and the subsidiary ledger.
Maintain separate general ledger expense accounts to record expenditures that will be inventoried
(tracked), or capitalized, and reconcile these accounts as outlined in the Agency policy and
procedures {Quarterly).

The AssetWin database should be reviewed and reconciled to the General ledger accounts. Ttems
identified as not locatable should be removed from AssetWin and written off the general ledger.
The Fixed Asset Manager should develop a comprehensive time line which provides dates and
‘deliverables” for implementing the full range of capabilities available in AssetWin. This would
include the use of bar code scanners, digital image incorporation, automated journal entries, and
on-line reconciliation reporting,

Management Response

"Due to the change in capitalization procedure from 81,000 to $3,000, the reconciliation from AssetWin to
the general ledger balance sheet account is on assets $3,000 and greater.

The policy is that the accounting department performs reconciliation on all assets acquired starting in FY
06 on a quarterly basis, from AssetWin to Assets purchased. Accounting did perform the reconciliation for
the FY 2006 YTD, second quarter ending. Accounting notified other depariments as appropriate on the
assets that were purchased but were not showing as added in the system - reviewing the paperwork to
accounting 1o add the asset into AssetWin. Accounting notified the proper departments on the assets not
included in AssetWin about the add paperwork on the assets. The accounting department is working with
the departments on the paperwork for some of the purchases.

The fixed asset manager and the IT technician manager have been working together o implement the use
of the bar code scanners for new equipment. The process is still in the testing phase.

The responsibility of ensuring the proper paperwork is received in accounting musi be placed in each
department; the fixed asset manager does not have the authority to ensure that all aspects of the policy and
procedures are followed in all areas of the agency.”
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