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AUDITOR’S REPORT

We have completed a citywide audit of capital assets. The objective of the audit was to
determine the operating effectiveness of internal controls over certain capital assets, and to
assess the accuracy, existence, and completeness of capital asset data in the system of record.

Agencies are responsible for performing annual capital asset inventory counts to detect
inaccuracies and working with the Controller’s Office to correct them. As described in the
attached report, our audit revealed that there are several inaccuracies in the City’s capital asset
list that can be addressed and prevented with improvements to the annual capital asset inventory
count and capitalization policies and procedures. Testing of a statistically representative sample
of 124 assets revealed that 47 had various inaccuracies in the list, including asset location,
description, and identification number, that require correction. Additionally, some assets could
not be physically located despite being listed as “in service” in the system.

Our testing revealed that the Controller’s Office’s policies and procedures for managing capital
assets and agency inventory counts are out of date and can be improved to give better
guidance when capitalizing assets. In addition, the Controller’s Office can strengthen its
monitoring of inventory counts and make training more accessible to agency personnel
responsible for capital assets. Through stronger capital asset policies and procedures, better
monitoring of inventory counts, and improved access to training, City agencies and the
Controller’s Office will be able to ensure the capital asset balances are accurately disclosed in
the City’s Statement of Net Position in the Comprehensive Annual Financial Report. Our audit
report lists several related recommendations.

This performance audit is authorized pursuant to the City and County of Denver Charter, Article V,
Part 2, Section 1, General Powers and Duties of Auditor, and was conducted in accordance with
generally accepted government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objectives.
We extend appreciation to personnel from the Controller’s Office, the Departments of Safety,
Parks and Recreation, Public Works, Arts and Venues, General Services, and the other agencies
we worked with who assisted and cooperated with us during the audit.
Denver Auditor’s Office

Timothy M. O’Brien, CPA
Auditor
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Objective

The objective of the audit was to
determine the operating
effectiveness of internal controls
over capital assets, and to assess
the accuracy, existence, and
completeness of capital asset data
in the system of record.

Background

Capital assets are assets used in
operations and have an initial
useful life of greater than one year.
The City has a total capital asset
book value of $7.1 billion as of the
end of 2016. As a general rule,
assets over $5,000 are capitalized
and depreciated over the
estimated useful life of the asset.

Fiscal Accountability Rule (FAR) 4.2
provides the rules surrounding
capital assets that all City agencies
must follow, including to recognize
when an asset should be
capitalized, at what amount it
should be recorded, and who is
responsible for managing the
assets. FAR 4.2 also requires
agencies to perform an annual
count of their asset inventory and
report the results to the Controller’s
Office.

Highlights

Our audit of the City’s capital assets revealed that there are several
inaccuracies in the capital asset list. Inaccuracies can be addressed
and prevented with improvements to the capital asset policies and
procedures, monitoring of inventory counts, and access to capital
asset training.

Errors found in our detail testing indicate that City agencies may not
be giving due process and care to the annual capital asset inventory
process, during which personnel are responsible for ensuring that their
listed capital assets can be found and that any inaccuracies found
are noted and corrected. We tested a statistical sample of 124 assets
across the City, and 15 items could not be located. Other issues
noted in our testing include:


Incorrect asset locations



Blank or incorrect identification numbers







Inaccurate or insufficient asset descriptions
Incorrect classification

Incorrect historical cost
Missing records

Lack of timeliness in adding new assets and deleting old ones

Our audit work also identified areas where the Controller’s Office can
improve its monitoring of the agencies’ capital asset inventory
process and enhance the guidance given to agencies through
capital asset policies and procedures. Additionally, inventory training
should be updated accordingly and made available to all personnel
responsible for tracking their agencies’ assets.

For a copy of this report, visit www.denvergov.org/auditor
or contact the Auditor’s Office at 720.913.5000.
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BACKGROUND

What Are Capital Assets?

Assets are resources currently controlled and utilized in a service capacity by the City. 1 Capital
assets are assets that are used in operations and have an initial useful life greater than one year.
According to the City and County of Denver’s (City) Fiscal Accountability Rule (FAR) 4.2, these
assets are required to be tracked and recorded in the City’s financial system of record. Assets can
be acquired through various means including purchasing, construction, lease purchase
agreements, donations, or gifts. Tangible assets are physical in nature and include land,
infrastructure, equipment, and buildings. Intangible capital assets are more abstract in nature and
include easements and software licenses.

Types of Capital Assets

The City is a large municipality with a multitude of capital assets. Part of managing these assets is
reporting them at their historical cost (less accumulated depreciation) in the City’s Statement of
Net Position in the Comprehensive Annual Financial Report (CAFR). As disclosed in the City’s 2016
CAFR, capital assets have a balance of approximately $7.1 billion. Table 1 provides a list of the
City’s capital assets by type and corresponding book value.2
TABLE 1. Denver’s Capital Assets by Type (dollars in thousands)
Types of Capital Assets

2016

Buildings and improvements

$8,533,087

Equipment and other

$1,202,764

Infrastructure

Land and construction in progress
Collections
Intangibles
Subtotal

Less accumulated depreciation
Total

$1,595,588

$964,409
$44,481
$42,786

$12,383,115

($5,326,824)
$7,056,291

Source: Developed by auditors based on the City’s 2016 Comprehensive
Annual Financial Report.

Note: Depreciation is the reduction of an asset’s book value over its useful
life. Accumulated depreciation is the total amount of depreciation
recognized to-date. The amounts shown in this table include Denver
International Airport.

Capitalization Thresholds

Part of managing assets is understanding how to account for assets as they are acquired. Fiscal
Accountability Rule (FAR) 4.2 establishes thresholds for when an asset is capitalized. Any asset with
a purchase cost below the established capitalization threshold is expensed in the period in which
“Concepts Statement No. 4 of the Governmental Accounting Standards Board.” Governmental Accounting Standards Board.
June 2007. Page 3. Obtained on March 6, 2018, from
http://www.gasb.org/jsp/GASB/Document_C/DocumentPage?cid=1176160039610.
2 Book value is the historical cost of an asset, minus the accumulated depreciation. Book value can also be described as the
“carrying value” of an asset.
1
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it was acquired. Different thresholds are assigned to tangible and intangible asset types, as shown
in Table 2, which outlines the purchase or donation acquisition value at which the City capitalizes
an asset.
TABLE 2. Capital Asset Thresholds
Types of Capital Assets
Tangible Assets

Capitalization Threshold

Buildings, improvements, machinery and equipment,
artwork, historical treasures, and infrastructure

$5,000 and above

Land

$0 and above

Intangible Assets
Software

$50,000 and above

Temporary easements and water rights

$5,000 and above

Permanent easements

$0 and above

Source: Developed by auditors based on City and County of Denver Fiscal Accountability Rule 4.2.

In addition to defining a capital asset, FAR 4.2 also defines a controlled asset as an asset that is
used in operations and requires tracking but falls below the capitalization threshold. Different types
of assets, including tangible and intangible, are assigned different capitalization thresholds to
determine their tracking requirements. FAR 4.2 requires that controlled assets be expensed when
purchased but still recorded and tracked in the system of record. Due to the different requirements
laid out in FAR 4.2 for these two categories of assets, controlled assets were excluded from the
scope of this audit.
Capital assets are recorded in the City’s system of record, Workday, at their cost at acquisition. If
actual historical cost is not available, estimated historical cost is used. Assets are capitalized so
that their cost is expensed over the life of the asset, instead of at the point in time it was purchased.
The cost of a capital asset is then depreciated over the estimated useful life of the asset on a
straight-line basis, which means reducing the book value of an asset by an equal amount each
month. Land, construction in progress, and art and historical collections that are preserved are
not depreciated. Table 3 shows the range of estimated useful life across the types of assets that
are depreciated.
TABLE 3. Capital Asset Estimated Useful Lives
Asset Type

Buildings and Improvements
Infrastructure

Furniture, machinery, and equipment

Motor vehicles and motorized equipment
Collections, excluding library books
Intangibles

Library books

Range of Useful Life

5 to 100 Years
6 to 50 Years
3 to 20 Years
5 to 20 Years
15 Years

3 to 5 Years

4 Years

Source: Developed by auditors based on the City’s 2016 Comprehensive Annual Financial Report.

Timothy M. O’Brien, CPA
Denver Auditor
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Fiscal Accountability Rules and Related Procedures Provide Guidance for
Managing Capital Assets

The Controller's Office establishes, maintains, and enforces the City’s accounting policies,
practices, and procedures. Controller’s Office personnel have established Fiscal Accountability
Rules (FARs) to set parameters for fiscal activities surrounding a range of financial topics relevant
to City employees and operations. The purpose of the FARs and associated procedures is to assist
the City’s agencies in conducting financial activities and in making accounting decisions. The
FARs also provide reference to additional step-by-step procedures to help agencies understand
and complete their asset inventory requirements. Although there are multiple FARs that relate to
capital assets, the previously mentioned FAR 4.2 is the most relevant to this audit.

In addition to defining capital and controlled assets, the purpose of FAR 4.2 is to ensure that these
assets are acquired, safeguarded, controlled, disposed of, and accounted for properly. This rule,
in conjunction with the additional step-by-step procedures developed by the Controller’s Office,
helps agencies understand and carry out their responsibilities related to managing capital assets. 3
The following requirements established in FAR 4.2 include roles and responsibilities for inventory
and accounting guidance:









Every agency is responsible for managing and protecting its capital and controlled assets
and delegating employees to protect and manage them.

The expending authority of each agency must designate custodians who are responsible
for ensuring complete and accurate documentation regarding asset additions, transfers,
disposals, and inventory certification.
Assets should be recorded at historical cost or estimated fair market value if no estimation
of historical cost can be obtained.

A physical inventory of all capital assets, controlled assets, and high-risk controlled assets
must be performed and documented every year.
Additional costs required to place an asset into operation should be added to the cost of
the asset. For example, additional costs may include attorney fees, taxes assumed,
building demolition, freight charges, and installation costs.
Repair and maintenance costs that retain the value of an asset, but do not add value,
useful life, or productive capacity, should be expensed and not capitalized.

Donated assets must be recorded at their estimated fair market value at the time
received. The value of the asset should be determined by the cost at which it was
purchased by the donor or by an independent appraisal.
Capital assets are depreciated using the straight-line method, and the estimated useful
lives of assets are determined by the average life for the group of assets instead of
individual assets.

“Rule 4.2 – Capital and Controlled Assets.” City and County of Denver Controller’s Office Fiscal Accountability Rules. July 2015.
Page 1. Obtained on February 2, 2018, from
https://www.denvergov.org/content/dam/denvergov/Portals/344/documents/Fiscal_Rules/chapter_4_Assets/Rules/Rule_4.2C
apitalAndControlledAssets.pdf.
3
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Annual Capital Asset Inventory Process

Another requirement of FAR 4.2 is an annual count of capital asset inventory across the City to be
completed by September 30 of each year. The Controller’s Office makes a list of assets for each
agency available on a shared drive around the beginning of July. After obtaining their agencyspecific list, agencies are given a few months to conduct their inventory count. 4 As depicted in
Figure 1, both the agencies and the Controller’s Office play a role in asset management.
Agency Personnel – Agency personnel are responsible for performing the asset inventory count
and sending the results, along with a completed Asset Inventory Certification Form, back to the
Controller’s Office. The following are asset-related roles assigned to employees within the
agencies that are responsible for conducting annual asset inventory counts:






Expending Authority – Responsible for the management of funds in their organization.
Regarding the asset inventory process, the expending authority is responsible for reviewing
adjustments and signing off on the Asset Certification Form to attest that the asset
inventory is correct. The expending authority designates which employees will act as a
custodian.
Custodian – Responsible for ensuring that documentation regarding asset additions,
transfers, disposals, and asset inventory is complete and accurate, and that procedure is
followed. The custodian conducts the inventory count; however, in agencies that have a
lot of assets or whose assets are geographically dispersed, the custodians may delegate
counting responsibilities to additional agency personnel.

Location Personnel – Responsible for counting assets at their physical location and
reporting back to the custodian.

Controller’s Office – The first step in the annual inventory process for the Controller’s Office is to
share an agency-specific list of assets with each agency. At the time the list is shared, the
Controller’s Office also communicates instructions regarding the inventory count. Once the
agency conducts their count, the Controller’s Office processes inventory adjustments in the
system of record.

Due to a system of record conversion, the 2017 citywide inventory count timeline was accelerated. The agency-specific list of
assets was made available on May 1, 2017, and the count results and Asset Certification Form were due on June 30, 2017.
Going forward, September 30 will be the deadline for completion of the citywide inventory.
4

Timothy M. O’Brien, CPA
Denver Auditor

Page 4

FIGURE 1. Annual Capital Asset Inventory Process.

Source: Developed by auditors based on interviews with Controller’s Office personnel and other agencies.

System of Record Conversion from PeopleSoft to Workday

The City began a multi-year initiative in 2015 to replace the PeopleSoft system of record with
Workday, a cloud-based, enterprise-wide software application that includes a financial
accounting system. On August 28, 2017, the financial functionality of Workday went live and
became the system of record for the City’s financial recording and reporting processes. Benefits
of the Workday system include a reduction to manual processes, a user-friendly interface, real
time reporting, remote access from any device, built-in analytics, and the standardization of
finance and human resource operations across departments. According to the Controller’s
Office, agencies will also be able to initiate additional tasks in Workday such as asset additions
and deletions. In addition, centralized hosting of the application in the cloud allows system
upgrades to be deployed off-site and provides better redundancy in the case of software
application or data failures or breaches.
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OBJECTIVE

The objective of the audit was to determine the operating effectiveness of internal controls over
capital assets, and to assess the accuracy, existence, and completeness of capital asset data in
the system of record.

SCOPE

In carrying out the objective of the audit, we limited our testing to the following asset categories:
buildings and improvements, equipment and other, collections, and intangibles.

We did not audit land and construction in progress or infrastructure asset categories, as those
were audited during the 2016 Citywide Land and Infrastructure Capital Assets audit. Similarly, we
did not include information technology (IT) assets, as those were audited during the 2016 IT Asset
Management audit. Lastly, we did not audit assets at Denver International Airport.

METHODOLOGY

During the audit, we performed the following steps to achieve the audit objectives: Reviewing
policies and procedures across the City’s capital asset processes, evaluating for internal control
gaps










5

Evaluating Fiscal Accountability Rules (FARs) for internal control gaps, including reviewing
the FAR for updates since the conversion to a new system of record

Reviewing relevant accounting best practices and professional standards and comparing
them to current practices
Reviewing training practices across the City for employees responsible for capital asset
accounting to determine whether employees are given appropriate guidance

Obtaining an understanding of the different internal control environments within each City
agency
Interviewing agency asset custodians to inquire about tasks related to entering and
managing capital assets
Obtaining the capital asset list from the City’s system of record

Selecting samples to test the existence, accuracy, and classification of capital asset
inventory for select agencies5
Testing a sample of the City’s capital assets for completeness in the system of record

Conducting additions and deletions testing to review for changes in assets being reflected
in the system of record

See Appendix A for sampling methodology and selection details.

Timothy M. O’Brien, CPA
Denver Auditor
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INVENTORY TESTING METHODS

We conducted our test work on the sample of assets from November 15, 2017, through January
25, 2018. We utilized four types of testing to arrive at our conclusions including existence and
accuracy testing, capital asset list completeness testing, asset additions testing, and asset
deletions testing.




Existence and Accuracy Testing – To determine whether agencies know where their assets
are located, we conducted existence and accuracy testing. This is also known as “bookto-floor” testing. This test begins with auditors reviewing the record of an asset and then
attempting to physically locate it. Once it is located, auditors then determine whether the
information in the system of record matches the asset’s location, description, unique
identification number, etc. The audit team set up appointments with asset custodians and
other employees at each of the assets’ listed locations but did not specify which assets we
would be looking for until we arrived. If the asset was found, auditors took a photo of the
asset to document that the item was physically present. Auditors then compared the
asset’s location and serial number to what was listed in the capital asset list. Auditors also
reviewed the asset classification for appropriateness; for example, artwork should be
classified as “collections” and not as “buildings.” See Appendix A for the procedures used
to determine our statistical sample over existence. Additionally, we reviewed supporting
documentation to determine the accuracy of the historical cost in the capital asset list.
Testing Completeness of Capital Asset List – We also conducted what is considered “floorto-book” testing by physically locating an asset and then attempting to find it on the
capital asset list. During the visit to each location, the auditors also randomly selected a
capital asset and then researched whether it was properly recorded on the capital asset
list.

Additionally, we obtained a list of additions and deletions from the Controller’s Office to test the
timeliness of recording changes in Workday.




Additions Testing – Using the list of additions that had been identified by agencies during
the 2017 annual inventory count, we reviewed a sample of these assets to verify their status
in Workday. Specifically, if an asset was communicated to the Controller’s Office as being
new, we looked in Workday to make sure it had been added and that all the information
related was accurate.
Deletions Testing – Using the list of assets that had been identified as needing removal from
the capital asset list by agencies during the 2017 annual inventory count, we reviewed a
sample of assets to verify that they were no longer listed in Workday.

Detailed results of the tests are included in Appendix B.
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FINDING

Inaccuracies Found in the City’s Capital Asset List Can Be Addressed and
Prevented with Improvements to Capital Asset Inventory Counts and
Other Capital Asset Processes
We found that the City’s capital asset list had several inaccuracies and issues such as incorrect
locations, poor asset descriptions, missing or incorrect unique identification numbers, and the asset
not being found at all.6 Agencies across the City perform annual capital asset inventory counts
and are responsible for detecting these issues and working with the Controller’s Office to correct
them. The Controller’s Office is responsible for creating and maintaining policy and procedures
for capital assets and inventory counts that the agencies follow. We determined that
improvements are needed to the performance of capital asset inventory counts and to the
policies and procedures that give guidance for the inventory process and asset capitalization.
Through these improvements, City agencies and the Controller’s Office will be able to address the
current issues identified during this audit and strengthen controls to prevent these issues from
occurring in the future. This will help to ensure a more accurate capital asset list that supports the
capital asset balances in the Comprehensive Annual Financial Report.

Audit Team Selected a Statistically Representative Sample of Capital Assets
for Testing

To assess the accuracy and existence of the City’s capital asset list, the audit team evaluated a
statistically representative sample of assets included in the scope of this audit. Statistical sampling
allowed us to draw conclusions about the total population of assets included in this audit based
on observations we made on the test sample.
We identified the population of assets for this audit from the data that was used during the
conversion from PeopleSoft to Workday. This data was pulled from PeopleSoft reports as of July
31, 2017. From this data set, we removed assets that were out of scope of this audit, leaving the
cost of the remaining assets subject to our audit at $2.8 billion. We then took a random sample of
these assets and stratified them by agency to ensure our sample included a representative
population of assets from each agency. Table 4 shows the breakdown of assets owned by each
agency by cost, count, and the number of random samples we pulled from each agency. The
methodology used to select the sample is explained in further detail in Appendix A.

6

In the context of this report, the audit team will use the term “system of record” interchangeably with “capital asset list.”

Timothy M. O’Brien, CPA
Denver Auditor
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TABLE 4. Sample Selection for Existence and Accuracy Test
Asset Cost
(in thousands)

Asset Count

Parks and Recreation

$536,733

2,369

Arts and Venues

$569,810

Agencies Sampled

Department of Safety
Public Works

General Services

Wastewater Management

Remaining City agencies combined
Total

$466,818

2,869

$132,818

1,497

$559,568

613

317

$38,541

292

$2,792,210

8,834

$487,923

877

% of Asset
Count

Assets in
Sample7

27%

34

32%
17%
7%
4%
3%

10%

100%

Source: Developed by auditors to determine which assets to include in our sample for detailed testing.

41
21

9
4
4

12

125

Missing Assets and Incorrect Information Indicate Weak Agency-Level
Controls over Capital Assets

One of the primary responsibilities of City agencies in managing their capital assets is to execute
an annual capital asset physical inventory. During our testing, we found that City agencies are
not always carrying out this process, as indicated by errors we noted when assessing the accuracy
of the capital asset list. Additionally, we were unable to physically locate some assets even after
we requested assistance from the custodian within the agency. Lack of accurate asset
information can erode stewardship of those assets, increasing the risk that that City-owned
property could be lost or stolen. Poor stewardship can also foster an environment where waste
and abuse may be perceived as easily perpetrated. Inaccuracies in the capital asset list also
results in misstatements to capital asset balances presented in the City’s Statement of Net Position
in the Comprehensive Annual Financial Report (CAFR).

Agencies Are Not Identifying and Correcting Errors in the Capital Asset List During the
Annual Inventory Count
As described by the specific findings in Appendix B, along with associated narratives in this report,
our audit work revealed that a range of capital asset data errors were not detected and
corrected by agency personnel who perform and approve the capital asset inventory counts.
Since some of the inaccuracies had not been discovered and corrected during annual inventory
counts over the past decade, various improvements are necessary to enable agencies to identify
errors on their own. Process improvements can lead to independent recognition of errors,
including the timely correction of any inaccurate information. Not only were we unable to find
some assets at all, but there were other errors found in the system of record. These errors include
unclear descriptions, missing or improperly recorded unique identification numbers, inappropriate
classifications, inconsistencies regarding capitalization decisions, and maintenance costs that
were incorrectly added to the asset’s total cost. In addition, supporting documentation for some
assets was not available, despite the purchase of the asset falling within the City’s seven-year
record retention policy.
The audit team identified one of the 125 sampled assets was an IT asset, and therefore it was not tested. This reduced the
number of assets tested to 124. However, this did not affect the ability for us to estimate the rate of errors across the rest of
the City’s capital assets because the minimum required sample size was 121 for our team’s sampling parameters. See Appendix
A for further discussion.
7
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Twelve Percent of Sampled Assets Could Not Be Physically Located – During our existence testing,
we could not physically locate 15 of the 124 assets (12 percent) in our sample. Of those 15 assets,
we determined that 10 had been sold or discarded in recent years but were never removed from
the capital asset list. For those disposed assets, it means that agencies have been inappropriately
certifying their existence during annual inventory counts. The most extreme example of this
condition is a vehicle disposed in 2003 that has not yet been removed from the books.
For the remaining five assets, we were unable to determine whether those assets are still in the
physical custody of the City. Unclear records impacted our search, including poor asset
descriptions, unreliable locations, and a lack of unique identification numbers. This was the case
for low- and high-dollar assets alike. One asset valued at $3.5 million, described in the capital asset
list as “Bond C&C Bldg – Exterior” was unable to be located, even after enlisting the help of the
managing agency. With unclear asset records, turnover
within the managing agency, and a lack of internal
procedures to ensure consistency, it is possible for the City to
Based on our testing, we
lose track of assets for which it is responsible.
project with 90%
confidence that between
By using statistical sampling for existence testing, we can
671 and 1,590 of the assets
estimate with reasonable certainty the number of errors that
likely exist across all City capital assets within the scope of this
in our scope would not be
audit. Specifically, we can say with 90 percent confidence
found.
that between 7.6 and 18 percent, or between 671 and 1,590
of the assets in our scope would not be found.

Eleven Assets Not Found in the Location Indicated in the Capital Asset List – Although we could
not physically locate 15 assets from our sample, we were able to locate the remaining 109.
However, 11 of the 109 assets we found had incorrect
locations in the capital asset list. For example, a series of
outdoor sculptures were recorded as being located at the
McNichols Civic Center Building in downtown Denver but
were actually found by auditors in various parks throughout
Green Valley Ranch, a subdivision northeast of downtown.
Another example was a police vehicle storage facility. The
system of record showed this asset as being located at the
police administration building, which is downtown; however,
the facility is actually located in the Globeville neighborhood,
which is approximately five miles northeast of downtown.
Police Command Vehicle Garage
For this test, we did not count vehicles with improper locations as exceptions, due to their highly
mobile nature. However, the listed locations for vehicles should be associated with the location to
which they are primarily assigned, instead of using the location where the vehicle is customized
for City use. Improper locations contribute to inaccurate information in the system of record,
resulting in difficulty finding assets.
During the course of the audit, we learned that Workday has the capability to assign multiple
levels of locations so that a more precise asset location description can be utilized. For example,
our test work found that a vehicle assigned to the Denver Central Library was actually located in
the parking garage across the street. By utilizing the location level function, the agency would be
able to assign a more accurate asset location in Workday. Therefore, we make the following
recommendation to agencies to maximize this capability.
Timothy M. O’Brien, CPA
Denver Auditor
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RECOMMENDATION 1.1
The Departments of Safety, Parks and Recreation, Public Works, General
Services, Denver Arts and Venues, and the Wastewater Management Division
should work with the Controller’s Office to establish new Workday locations as
necessary, document a review of the agency’s asset list to identify assets that
need a more precise location, and assign assets a more precise location in
Workday.
Agency Response: All agencies agree – various implementation dates ranging
from June 1, 2018, to September 30, 2018

Unique Identification Numbers Are Not Reliable for Distinguishing One Asset from Another Similar
Asset – During testing, auditors examined each asset for a unique identification number to ensure
the item located was the same one listed in the capital asset list. Unique identification numbers
can be a serial number, City-created asset tag, Vehicle Identification Number (VIN), or a Citycreated fleet number. We found that some assets did not have any identification numbers on
them at all, while others were incorrectly entered into the system of record. For instance, we found
that dozens of specialized workstations in the 911 Call Center were capitalized, but none have
unique identification numbers to tell them apart. If one needed replacement, it would be
impossible to know which one to remove from the capital asset list. Without each asset having a
unique identification number to help distinguish it from similar assets, the City is more likely to
misplace assets. When unique identification numbers are missing or incorrect, it becomes difficult
to find that asset in the system of record.

Some Assets Are Incorrectly Classified in the Capital Asset List – While reviewing each asset in our
sample, we assessed the appropriateness of the classification assigned to each asset. We found
two examples where assets were given an inappropriate
classification. First, a series of sculptures at Burns Park in the
Hilltop neighborhood were classified as “buildings and
improvements” instead of “collections,” which is a separate
asset class used for assets like artwork. Secondly, software
used by the Wastewater Management Division was classified
as “equipment” when it should have been classified as
“intangibles.”
Outside of the scope of our testing sample, auditors looked
through the entire population of assets and recognized
several instances where two or more of the same types of
assets were classified differently. For example, when looking
at various art projects in the City’s capital asset list, some
Anthony Magar, “Untitled” (Dedicated
to Martin Luther King, Jr.), Burns Park
artwork is improperly classified as “buildings and
improvements.” This would lead to an overstatement of the City’s “buildings and improvements”
category and an understatement of the City’s “collections” category in the CAFR.
Discrepancy between Historical Cost in the Capital Asset List and Actual Historical Cost for Some
Assets – While examining each asset in our sample, we compared the historical cost recorded in
the capital asset list to associated invoices, purchase orders, and any other documents providing
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evidence of the original cost. Due to the City’s record retention period of 7 years, we were only
able to perform this exercise for 56 assets. Of those 56 assets, 12 of them had issues. Of these 12
assets, 6 lacked supporting documentation, and 6 showed a historical cost different than what
was recorded in the capital asset list.

One example of such a discrepancy is a roof replacement project at the Denver Museum of
Nature and Science (Museum). In 2015, the City and the Museum shared the cost of a new roof.
The City paid approximately $500,000 and the Museum paid approximately $200,000.
Governmental Accounting Standards Board Statement 34 (GASB 34) indicates that, in this
circumstance, the roof should have been capitalized in the system of record at approximately
$700,000, which represents the full historical acquisition cost. However, the City only used the
portion that they paid for the roof ($500,000) as the capitalized historical cost. The $200,000 that
the Museum contributed is considered a donation from the Museum to the City and should have
been included in the City’s system of record as part of the capitalized cost of the roof.

In another example, we found invoices for approximately $14,000 worth of accessories that were
added to a vehicle before it could be used by the Department of Parks and Recreation. However,
the historical cost of the vehicle in the capital asset list did not include these accessories in the
total. GASB 34 guidance also indicates that all costs associated with placing an item into service
should be included in calculating the true historical cost. The omission of associated costs
understates the City’s assets and affects the depreciation calculation of the asset.
In addition, when reconciling the total project cost for an outdoor pool constructed at the La
Alma Recreation Center in the Lincoln Park neighborhood, we found that there was a duplication
in the capital asset list in the amount of $853,000. This duplication results in an overstatement of
the City’s capital assets on the Statement of Net Position in the CAFR.

Some Physical Assets Not Found on the Capital Asset List

While performing our existence testing at various locations throughout the City, we tested the
completeness of the capital asset list by performing a “floor-to-book” test, which consists of
selecting physical assets and tracing them back to the capital asset list. After attempting to trace
34 physical assets back to the system of record, we noted that 3 of them did not have a record.
One such asset was the next-in-line ticketing system used by Denver Motor Vehicle. This asset was
in service at the time of our testing and should have had a corresponding record. Further, of the
31 assets that did have a corresponding record in the system, we found additional instances of
the same issues that we identified during our existence and accuracy testing, such as unclear
asset descriptions, incorrect locations and classifications, and assets lacking unique identification
numbers.

Issues with Timeliness of Asset Recording

While assessing the capital asset list for updates during asset acquisition or disposal, we identified
concerns with the timeliness of entry into, or deletion from, the capital asset list in a few different
areas, as follows:


First, we found that assets are not always added to the capital asset list in a timely manner. 8
For example, during our review of supporting documentation, we determined that a

The audit team defined “timely” as assets being reported in the same fiscal year as the asset was placed in service. The
American Institute of Certified Public Accountants, Standards of Fieldwork, defines the cutoff assertion as transactions and
events that have been recorded in the correct accounting period. If reporting occurred in the next fiscal year, this would result
in the misstatement of financial reports.
8
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vehicle was purchased more than one year before it was formally “placed in service” in
the capital asset list.
Second, assets do not always have accurate entry dates. For example, a concession
cooler at Red Rocks Amphitheater had a manufactured date of January 10, 2017, showing
on the side of the item. However, the date entered in the system of record predated the
manufactured date by 10 days.

Finally, the City is not always removing assets in a timely manner from the capital asset list.
As part of the 2017 annual inventory count process, agencies identified assets requiring
removal from their capital asset lists by the Controller’s Office. However, out of the 22
deletions tested, we found that 14 of those assets (64 percent) are still listed as “in service.” 9
One of the assets was a waste disposal truck that is no longer in use, and as of 2017, was
held for sale. However, the truck was still listed as “in service” in Workday as of February 20,
2018.

Auditors recognize that some of these issues may have been exacerbated by agencies waiting
until the annual inventory count to update the Controller’s Office about additions and deletions,
putting a greater burden on Controller’s Office personnel to make updates to the capital asset list
all at once.

To address inaccuracies and reliability issues surrounding capital assets in the list, we make the
following recommendations to the six agencies included in testing for this audit.

RECOMMENDATION 1.2
The Departments of Safety, Parks and Recreation, Public Works, General
Services, Denver Arts and Venues, and the Wastewater Management Division
should correct the errors and data inconsistencies identified in the audit’s
detailed testing, as found in Appendix B of the report.
Agency Response: All agencies agree – various implementation dates ranging
from June 15, 2018, to September 30, 2018

RECOMMENDATION 1.3
The Departments of Safety, Parks and Recreation, Public Works, General
Services, Denver Arts and Venues, and the Wastewater Management Division
should develop and document a plan of action for the 2018 asset inventory
count that will instruct personnel to detect and correct the types of errors
identified in this audit, including blank identification numbers, wrong locations,
and inaccurate or insufficient asset descriptions.
Agency Response: All agencies agree – various implementation dates ranging
from June 30, 2018, to September 30, 2018

9

Auditors obtained the 2017 deletions population from the Controller’s Office.
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Insufficient Guidance and Processes Contribute to Poor Capital Asset Tracking

The issues revealed by our testing are due in part to agencies not conducting a thorough inventory
count designed to verify the existence of each asset. We also found that there is no formal review
over the quality of the annual inventory count, including reviewing the capital asset list for errors
and inconsistencies. More thorough inventory counts would have identified the issues we found
during testing, allowing for agencies to correct those issues. We also found that the agency
inventory process and associated rules and procedures are lacking a few crucial controls.

Each agency has significant operational responsibilities that are not necessarily centered around
capital assets. Thus, agencies have not considered tracking of capital assets as a high priority.
Additionally, the Controller’s Office has limited resources to dedicate to capital asset tracking and
associated agency guidance, limiting their availability to assist agencies in designing appropriate
controls over the asset inventory process.

Since capital asset tracking has not been a high priority for agencies, it fosters an environment
where employees typically do not independently create sound controls over capital asset
management. This environment has the potential to erode asset stewardship. The
recommendations made in this report, which are directed to both individual agencies and the
Controller’s Office, will establish sound controls over the City’s assets, thereby fostering an
environment where capital asset records and inventories are treated with higher priority.
Many of the Issues Identified Are Interconnected – The issue regarding the untimely recording of
assets ties closely to other issues we identified during this audit. For example, difficulty finding
certain assets is often due to poor descriptions and incorrect locations listed in the capital asset
list. We also found that the capital asset list was not complete, meaning additions and deletions
from the 2017 inventory count have not yet been addressed as of the end of our audit testing and
not all assets identified visually were found in the capital asset list. This hinders any City employee’s
ability to research and verify the existence of City-owned assets.

These areas of concern are addressed by the Government Finance Officer’s Association’s
standard, “Governmental Accounting, Auditing, and Financial Reporting,” which lays out the
essential characteristics of accounting data. The standard explains that decisions can only be as
good as the information they are based on. Further, it describes characteristics which impact the
ability to depend on information including the understandability, reliability, relevance, timeliness,
and consistency of the accounting data. In the case of capital assets, accounting data means
the information in the capital asset list, such as location or an item’s historical cost.

Despite citywide issues, one of the agencies included in our testing has taken proactive steps to
prioritize capital asset tracking. The Department of Parks and Recreation (DPR) will be making
changes in 2018 to improve asset tracking. One such change is creating a new position to oversee
capitalized projects within DPR. Other changes include adding asset-related performance goals
to employees’ annual reviews and formalizing asset-tracking procedures and training. City
agencies may look to DPR as an example when enhancing controls over asset management.
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RECOMMENDATION 1.4
In consultation with the Controller’s Office, the Departments of Safety, Parks and
Recreation, Public Works, General Services, Denver Arts and Venues, and the
Wastewater Management Division should develop internal capital asset policies
and procedures. Policies and procedures should specify a strategy for
conducting an efficient and effective inventory of their capital assets, such as
selecting an inventory count approach, utilizing of subsidiary inventory systems,
utilizing of secondary reviews or spot checks, verifying of the accuracy of
information in the capital asset list, developing internal training, and using
performance metrics and goals for individuals involved in the annual inventory
process.
Agency Response: All agencies agree – various implementation dates ranging
from June 30, 2018, to September 30, 2018

Controller’s Office Guidance and Monitoring Processes Need Improvement

Although City agencies have a significant responsibility for maintaining accurate and complete
data regarding their capital assets, they share that responsibility with the Controller’s Office. During
our audit work, we identified several areas where the Controller’s Office can improve its
stewardship of the City’s capital assets. Specifically, we found weaknesses related to monitoring
the internal controls that agencies have in place to track and record their assets, making sure the
relevant FARs are up-to-date, and providing sufficient training for the personnel who are
responsible for tracking their agencies’ assets.
Several standards setting bodies and other relevant industry organizations have developed indepth guidance that is directly applicable to the types of controls that the City needs to maintain
to uphold the highest levels of stewardship over capital assets. The standard-setting bodies that
are most relevant to the scope of this audit are the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) and the U.S. Government Accountability Office (GAO). COSO
offers guidance about data accuracy and GAO’s guidance provides insight about inventory best
practices.

Decision-Makers and Citizens Need Accurate Information

COSO has developed a model for evaluating internal controls. COSO specifically states the
following, summarizing the importance of accurate asset data:
Maintaining quality information is necessary to an effective internal control system,
particularly with today’s volume of data and dependence on sophisticated,
automated systems. The ability to generate quality information begins with the
data sourced. Inaccurate or incomplete data, and the information derived from
such data, could result in potentially erroneous judgements, estimates, or other
management decisions.10

“Internal Control – Integrated Framework.” Committee of Sponsoring Organizations of the Treadway Commission. 2013.
Obtained on February 8, 2018, https://www.coso.org/Pages/guidance.aspx
10
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Based on our audit work, we determined that the control environment and activities established
by the Controller’s Office failed to identify errors in the City’s system of record, which has the
potential to misstate the value of assets reported in the City’s CAFR. Complete, accurate, and
reliable information is of utmost importance when issuing a financial report to the public. Further,
this information is used by City officials to develop the annual budget and by third parties to
evaluate the fiscal strength of the City.
Inaccurate asset information could also lead to an increased risk that City-owned property has
been lost or stolen. In addition, the certification of information containing errors may foster an
environment in which waste and abuse can more easily be perpetrated. Errors going undetected
deteriorates the integrity and the appearance of the City’s operational controls and commitment
to transparency. An environment that lacks accountability diminishes the prospect of attracting
and retaining skilled personnel, and overall undermines the public’s trust in our City’s government.

Inventory Count Best Practice

In 2002, GAO studied the inventory count processes of seven private sector companies
recognized as excelling in their ability to manage inventory and perform accurate inventory
counts. The study sought to determine what these companies’ practices were that made them
successful in guaranteeing the most accurate and reliable inventory data. These practices, known
as “key factors,” are shared amongst all of the seven companies and were identified and
summarized in GAO’s Executive Guide titled “Best Practices in Achieving Consistent, Accurate
Physical Counts of Inventory and Related Property”. This guide is intended to assist federal
agencies and other governmental and nongovernmental entities in establishing and
implementing inventory counting procedures that will contribute to the accuracy and reliability
of inventory data. While the guide is geared toward a retail environment, many of the principles
and concepts can also be applied to the City’s property, equipment, and other capital assets.
Twelve key factors were identified in the GAO guide as essential to achieving consistent and
accurate counts of physical inventories and are presented in Table 5. The table demonstrates that
management’s commitment provides an overarching environment, within which the key factors
promote a sound inventory practice.
TABLE 5. Key Factors in Achieving Consistent and Accurate Counts of
Physical Inventories
Management Commitment

1. Establish Accountability

7. Provide Adequate Supervision

3. Select an Approach

9. Ensure Completeness of Count

2. Establish Written Policies
4. Determine Frequency of Counts
5. Maintain Segregation of Duties
6. Enlist Knowledgeable Staff

8. Perform Blind Counts

10. Execute Physical Count
11. Perform Research

12. Evaluate Count Results

Source: Developed by auditors based on GAO’s 2002 Best Practices in Achieving
Consistent, Accurate Physical Counts of Inventory and Related Property.

Government agencies that can successfully implement these key factors into their inventory
practices can resolve weaknesses in their data reliability so that decision makers receive accurate
Timothy M. O’Brien, CPA
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information about operational readiness and the need for future funding. The key factors
presented are widely adaptable and can be applied to a variety of inventory processes, including
the annual inventory process that is used by the City.

The City Is Not Aligned with Inventory Best Practices

Governments that can successfully implement GAO’s 12 key factors into their inventory practices
can resolve significant weaknesses in the entity’s inventory counting and reporting process. After
reviewing the City’s current inventory practices and comparing them to the key factors, we
identified the following deficiencies.

The City Is Not Sufficiently Evaluating and Establishing Accountability over Capital Asset Inventory
– Establishing proper accountability means holding the appropriate levels of management
responsible for the annual inventory process. From the ground-level counters to the top-level
reviewers, all parties must be held accountable for their responsibilities in the annual inventory
process. In the City, these responsibilities are shared between agencies and the Controller’s
Office. From the agency perspective, each one assigns a custodian to be responsible for the
inventory and communicate all adjustments to the expending authority. The results are
communicated to the Controller’s Office on the Asset Certification Form. However, we noted that
the Controller’s Office does not document their review of the Asset Certification Form. The
Controller’s Office should improve monitoring over the quality of agency inventory counts by
signing off on all agencies’ annual Asset Certification Forms.
We also identified other tactics by which the Controller’s Office can strengthen controls over asset
inventory. First, the Controller’s Office could perform random spot checks using GPS-enabled
photos for existence verification. This solution enhances accuracy, without sacrificing efficiencies,
by not requiring Controller’s Office personnel to physically visit asset locations, but still verify the
existence of an asset.

RECOMMENDATION 1.5

The Controller’s Office should develop a plan to monitor internal controls to
ensure that agencies are giving due process to the asset inventory counts, such
as:



Having a Controller’s Office representative sign the annual Asset
Certification Form to indicate internal review;

Performing spot checks of assets, potentially using GPS-tagged photos
for existence verification.

Agency Response: Agree – July 31, 2018

Agencies Do Not Have Detailed Procedures to Follow When Carrying Out the Annual Inventory
Count – The GAO inventory best practices guide explains that clear policies and procedures must
be provided both to the agencies and to the inventory custodians. Furthermore, Principle 14 of
the COSO inventory framework states, “The organization deploys control activities through policies
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that establish what is expected and procedures that put policies into action.” 11 At this point in
time, City agencies do not have detailed procedures to help asset custodians and other
personnel involved in the inventory process to perform the annual inventory count.
The Controller’s Office should help agencies determine whether they could benefit from
supplemental asset inventory procedures, including a step-by-step guide for conducting the
annual inventory count. These policies and procedures should incorporate GAO’s inventory best
practices. Agencies may also consider following DPR’s internal best practices, such as adding
inventory-specific goals to employees’ annual performance evaluations. Finally, we found that
FAR 4.2 has not been updated since June 2015, which was prior to the City’s system conversion
from PeopleSoft to Workday. It has been over six months since the conversion to Workday.
However, Controller’s Office personnel explained that they are still in the process of updating the
FARs, as they were focused on the system conversion and year-end reporting processes.

RECOMMENDATION 1.6
The Controller’s Office should continue to update relevant Fiscal Accountability
Rules and associated procedures to address the following:





Making changes due to the Workday conversion, including updating
procedures and step-by-step guidance;

Requiring agencies, in consultation with the Controller’s Office, to
determine whether they need supplemental asset procedures, which
could include a step-by-step guide for conducting efficient and
effective capital inventory counts. Policies and procedures should
incorporate GAO’s best practices of inventory, such as selecting an
approach, strategy, and frequency for different types of assets; utilizing
subsidiary inventory systems and photos to verify existence during the
annual count; performing spot checks of asset data in Workday;
incorporating “floor-to-book” and “book-to-floor” tests; utilizing
performance metrics; and developing agency-specific training; and
Mandating training requirements for all agency personnel involved in
annual capital asset inventory counts.

Agency Response: Agree – July 31, 2018

Agency Asset Custodians Are Not Properly Trained to Carry Out Inventory Responsibilities – GAO
defines knowledgeable staff as individuals who are knowledgeable about both the inventory they
are counting and the inventory process as a whole.12 This would inherently require that the City’s
custodians from each agency be well trained. FAR 4.2 currently requires the expending authority

11“Internal

Control – Integrated Framework.” Committee of Sponsoring Organizations of the Treadway Commission. 2013.
Obtained on February 8, 2018, https://www.coso.org/Pages/guidance.aspx
12 “Best Practices in Achieving Consistent, Accurate Physical Counts of Inventory and Related Property.” U.S. Government
Accountability Office. March 2002. Page 32. Obtained on March 6, 2018, from https://www.gao.gov/new.items/d02447g.pdf.

Timothy M. O’Brien, CPA
Denver Auditor

Page 18

from each agency to choose and delegate their own inventory custodians. Currently, custodians
are not required to have any prior inventory experience or training.

To assess how well-prepared employees feel they are to carry
out their responsibilities, we sent a survey to City custodians
43 percent of agency
and other personnel who play a role in the annual inventory
survey respondents
process. One question asked was: “If you have received
training regarding capital asset management, please explain
indicated they had not
where you have received this training.” Of the 54
received any training
respondents, 23 (43 percent) responded that they had not
regarding capital asset
received
any
training
regarding
capital
asset
management.
management.13 This indicates that the City’s agencies are not
always delegating properly trained employees to conduct
the annual inventory. Additionally, the survey asked
respondents to describe the amount of guidance they had received from the City. Out of 54
responses, 15 (28 percent) stated that guidance from the City was either mostly insufficient or
completely insufficient.14
If the staff being selected are not properly trained, the Controller’s Office can offer a path to help
these individuals get trained. City U is the City’s web-based training site, which is used by a variety
of agencies to disburse both citywide and targeted training for City employees. The Controller’s
Office has not created a mandatory web-based training on City U for all employees involved in
the inventory process, which would ensure that staff are trained and knowledgeable regarding
their role as stewards of City property. This approach to providing training would allow agencies
to train employees as often as needed in response to turnover as it occurs.
In addition, to further address some of the issues identified during our testing, training should cover
topics such as allowable costs for capitalization under GASB and FAR 4.2, how to record the cost
of assets including partially donated assets, manual entry of assets (outside of the Workday
procure-to-pay process), assigning costs of improvements to pre-existing assets, and how to split
costs over multiple capital projects/assets. Such a training will help mitigate human errors from
occurring during the annual inventory process.

RECOMMENDATION 1.7
Once FAR 4.2 is updated, the Controller’s Office should develop asset training
and make it available to all City personnel on City U. Topics for training should
include, but are not limited to, allowable costs for capitalization, how to book
partially donated assets, manual entry of assets (outside of the Workday
procure-to-pay process), assigning costs of improvements to pre-existing assets,
and how to split costs over multiple capital projects/assets.
Agency Response: Agree – July 31, 2018

13
14

Of these 23 respondents, 10 were asset custodians and 13 were other personnel involved in the annual inventory process
Of these 15 respondents, 11 were asset custodians and 4 were other personnel involved in the annual inventory process
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Agency Expending Authorities Are Not Providing Adequate Supervision – Supervision is an
important factor during the inventory count process. Supervision ensures that the individuals
counting asset inventory are properly counting and recording results of the inventory. GAO’s
inventory best practices guide recommends reviewing work performed by inventory counters.
However, audit work found inadequate supervision during the City’s inventory process, in that the
only control in place to help supervise the inventory process is the requirement that the agency
expending authorities sign the annual Asset Certification Form indicating their review of
exceptions from the count. Based on the results of our testing, we found that this review is not
adequate to detect and correct errors, as the expending authorities or another delegate from
each agency are not performing or documenting spot checks on a few items from their agency’s
inventory list. Spot checks would help provide adequate supervision and verify that custodians
accurately counted their agencies’ inventory.

RECOMMENDATION 1.8
The Controller’s Office should update the Asset Certification Form to require that
agencies indicate which assets they spot-checked.
Agency Response: Agree – July 31, 2018

Adequate procedures and process monitoring are of utmost importance while recording and
maintaining the accuracy of the City’s capital assets. Negative effects may occur when the City’s
capital asset inventory is not accurate. First, as the capital asset information rolls up into the City’s
financial records, inaccurate capital asset data can impact the accuracy of the financial
statements and mislead decision makers. Further, the inability to effectively track and monitor
capital assets can potentially result in asset misappropriation or theft, exposing the City to a
reputational risk that the City is incapable of effectively managing and safeguarding its assets.
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RECOMMENDATIONS

We make the following recommendations to the Controller’s Office, the Departments of
Safety, Parks and Recreation, Public Works, and General Services; Denver Arts and Venues; and
the Wastewater Management Division to improve its ability to manage capital assets:
1.1 Establish and Assign Locations – The Departments of Safety, Parks and Recreation,
Public Works, General Services, Denver Arts and Venues, and the Wastewater
Management Division should work with the Controller’s Office to establish new
Workday locations as necessary, document a review of the agency’s asset list to
identify assets that need a more precise location, and assign assets a more precise
location in Workday.
Department of Safety Response: Agree – June 30, 2018

Department of Parks and Recreation Response: Agree – September 30, 2018
Department of Public Works Response: Agree – June 30, 2018

Department of General Services Response: Agree – June 1, 2018
Denver Arts and Venues Response: Agree – September 30, 2018

Wastewater Management Division Response: Agree – June 30, 2018

1.2

Detailed agency narratives are included in the Agency Response letter beginning on
page 31.
Correct Errors Found During Testing – The Departments of Safety, Parks and Recreation,
Public Works, General Services, Denver Arts and Venues, and the Wastewater
Management Division should correct the errors and data inconsistencies identified in
the audit’s detailed testing, as found in Appendix B of the report.

Department of Safety: Agree – June 30, 2018

Department of Parks and Recreation Response: Agree – September 30, 2018
Department of Public Works Response: Agree – June 30, 2018

Department of General Services Response: Agree – June 15, 2018
Denver Arts and Venues Response: Agree – June 30, 2018

Wastewater Management Division Response: Agree – June 30, 2018

1.3
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Detailed agency narratives are included in the Agency Response letter beginning on
page 31.
Clean Up Old Data Issues – The Departments of Safety, Parks and Recreation, Public
Works, General Services, Denver Arts and Venues, and the Wastewater Management
Division should develop and document a plan of action for the 2018 asset inventory
count that will instruct personnel to detect and correct the types of errors identified in
this audit, including blank identification numbers, wrong locations, and inaccurate or
insufficient asset descriptions.
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Department of Safety: Agree – June 30, 2018

Department of Parks and Recreation Response: Agree – September 30, 2018
Department of Public Works Response: Agree – June 30, 2018

Department of General Services Response: Agree – July 6, 2018
Denver Arts and Venues Response: Agree – June 30, 2018

Wastewater Management Division Response: Agree – June 30, 2018

1.4

Detailed agency narratives are included in the Agency Response letter beginning on
page 31.
Develop Internal Capital Asset Policies and Procedures – In consultation with the
Controller’s Office, the Departments of Safety, Parks and Recreation, Public Works,
General Services, Denver Arts and Venues, and the Wastewater Management Division
should develop internal capital asset policies and procedures. Policies and
procedures should specify a strategy for conducting an efficient and effective
inventory of their capital assets, such as selecting an inventory count approach,
utilizing subsidiary inventory systems, utilizing of secondary reviews or spot checks,
verifying of the accuracy of information in the capital asset list, developing internal
training, and using performance metrics and goals for individuals involved in the
annual inventory process.

Department of Safety: Agree – June 30, 2018

Department of Parks and Recreation Response: Agree – September 30, 2018
Department of Public Works Response: Agree – June 30, 2018

Department of General Services Response: Agree – July 15, 2018
Denver Arts and Venues Response: Agree – September 30, 2018

Wastewater Management Division Response: Agree – June 30, 2018

Detailed agency narratives are included in the Agency Response letter beginning on
page 31.
1.5

Develop Plan to Monitor Internal Controls – The Controller’s Office should develop a
plan to monitor internal controls to ensure that agencies are giving due process to the
asset inventory counts, such as:
 Having a Controller’s Office representative sign the annual Asset Certification Form
to indicate internal review;


Performing spot checks of assets, potentially using GPS-tagged photos for
existence verification.

Agency Response: Agree – July 31, 2018

Auditee Narrative: The Controller’s Office currently uses a spreadsheet to track
agencies’ submission, notes from our review and follow-up on their inventory ‘packet’,
which includes the Annual Asset Certification form. We will analyze this spreadsheet to
see how we can more clearly indicate that the form was reviewed. The Controller’s
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1.6

Office will also look for ways to ensure the physical inventory was completed and this will
include performing spot checks.
Update Fiscal Accountability Rules and Procedures – The Controller’s Office should
continue to update relevant Fiscal Accountability Rules and associated procedures
to address the following:
 Making changes due to the Workday conversion, including updating procedures
and step-by-step guidance;
 Requiring agencies, in consultation with the Controller’s Office, to determine
whether they need supplemental asset procedures, which could include a stepby-step guide for conducting efficient and effective capital inventory counts.
Policies and procedures should incorporate GAO’s best practices of inventory,
such as selecting an approach, strategy, and frequency for different types of
assets; utilizing subsidiary inventory systems and photos to verify existence during
the annual count; performing spot checks of asset data in Workday; incorporating
“floor-to-book” and “book-to-floor” tests; utilizing performance metrics; and
developing agency-specific training; and
 Mandating training requirements for all agency personnel involved in annual
capital asset inventory counts.

Agency Response: Agree – July 31, 2018

Auditee Narrative: The Controller’s Office will update the Fiscal Accountability Rules so
that the policy and procedures are current. We will work with agencies to develop
internal procedures where necessary and ensure asset custodians have the knowledge
and tools necessary to perform and manage the inventory process for their agency.
1.7

Develop Training Regarding Capital Assets – Once the FARs are updated, the
Controller’s Office should develop asset training and make it available to all City
personnel on City U. Topics for training should include, but are not limited to, allowable
costs for capitalization, how to book partially donated assets, manual entry of assets
(outside of the Workday procure-to-pay process), assigning costs of improvements to
pre-existing assets, and how to split costs over multiple capital projects/assets.

Agency Response: Agree – July 31, 2018

Auditee Narrative: The Controller’s Office will develop training to ensure agencies have
the knowledge and tools necessary to record and manage assets for their agency.
1.8

Update Agency-Specific Asset List and Asset Certification Form – The Controller’s
Office should update the Asset Certification Form to require that agencies indicate
which assets they spot-checked.
Agency Response: Agree – July 31, 2018

Auditee Narrative: The Controller’s Office agrees that more controls need to be put in
place to ensure the physical inventory was completed by the agency. For some
agencies, this may include a spot check by the asset custodian as a part of their internal
procedures. We will evaluate this specific suggestion along with other potential internal
controls and make updates to the rule and agency internal procedures accordingly.
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APPENDICES

Appendix A – Sample Selection Process for Existence and Accuracy Test
This appendix details the statistical sampling method auditors employed to test for existence of an
asset and test the accuracy and completeness of the capital asset list.

To select a representative sample, auditors completed the following steps: (1) Identify a
population, (2) identify a sample frame, (3) identify the sample size, (4) select a stratified random
sample, (5) review the sample for appropriateness and representativeness, and (6) evaluate the
sample results.

(1) Identify the population – To identify the population of assets, auditors first obtained a master list
of assets through the reports used by Controller’s Office to move asset data from PeopleSoft to
Workday for the conversion between the two systems. The Controller’s Office exported this master
asset list report from PeopleSoft on July 31, 2017.
(2) Identify the sampling frame – To identify the sampling frame, auditors removed assets from the
master list that were out of the scope of this audit. Assets excluded were:






Assets controlled by the Denver International Airport – The airport has a large volume of
assets, and if the team had included these assets it would have significantly increased the
amount of time it would take to complete the audit. Airport assets warrant a separate
audit of their own, due to the airport having a significantly different operating
environment;
IT assets – These assets were audited during the April 2016 IT Asset Management audit, and
IT assets often use inventory techniques that are outside of the normal inventory process,
like the process of checking for network errors (pinging);
Land and infrastructure assets – These asset categories were reviewed during the March
2016 Citywide Land and Infrastructure Capital Assets audit;
Library books – While those assets are classified as collections and accounted for as one
combined asset in the system of record, individual books are not over $5,000.

After removing assets out of scope, the population included 8,834 assets in categories of buildings
and improvements, equipment and other, collections, and intangibles. Ninety-percent of these
assets are held by six agencies: Department of Safety (32 percent), Parks and Recreation (27
percent), Public Works (17 percent), Arts & Venues (7 percent), General Services (4 percent), and
Wastewater Management (3 percent). The remaining 10 percent of assets are held by 17 other
City departments.
(3) Identify a sample size – Auditors used a one-step acceptance attribute sample method to test
capital asset controls.15 A one-step acceptance sample method is used when auditors desire to
According to the American Institute of Certified Public Accountants, Audit Sampling Guide, “Attributes sampling is used to
reach a conclusion about a population in terms of a rate of occurrence. Its most common use in auditing is to test the rate of
deviation from a prescribed control to support the auditor’s assessed level of control risk. In attributes sampling, each
occurrence of, or deviation from a prescribed control, is given equal weight in the sample evaluation, regardless of the dollar
amount of the transactions. For testing the operating effectiveness of controls that are expected to operate with the same level
of consistency, regardless of the size of transactions, attributes sampling is typically the most effective method for applying
audit sampling to these tests.”
15
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estimate a population’s deviation rate with a level of confidence and expect the population’s
error rate to fall within a range. A one-step acceptance sample method requires three
parameters: Critical error rate, or the maximum rate of error auditors would accept; false alarm
rate, or rate of error that is tolerable; and confidence level, or the likelihood that the sample
conclusions represent the population. Auditors set the critical error rate at 6.5 percent, false alarm
rate at 2 percent and confidence level at 90 percent. These parameters provided auditors with a
sample size of 121 and an acceptance number of 4. That is, if the auditors find 4 or fewer errors in
a single test, they would conclude with 90 percent confidence that the control is working. If they
find more than 4 errors, they conclude with 90 percent confidence that the control is failing more
than 6.5 percent of the time.

(4) Select a stratified random sample – While the Controller’s Office creates and maintains policies
and procedures for capital assets, each agency implements these policies and procedures while
managing the assets that they hold in custody. To account for variation in each agency’s
execution of policies and procedures, auditors randomly selected 125 capital assets stratified by
agency.16 The number of assets sampled from each agency was proportional to the percent of
total number of assets the agency held. For example, the Department of Safety holds 32 percent
(2,869 of 8,834) of the total assets in the sampling frame so the random sample from the
Department of Safety was 32 percent (41 of 125) of the total sampled assets. Table 6 shows the
total number of assets by agency and the number of assets sampled. Note, some sample strata
percentages are not exact due to rounding.
TABLE 6. Sample Selection for Existence and Accuracy Test
Asset Cost
(in thousands)

Asset Count

Parks and Recreation

$536,733

2,369

Arts and Venues

$569,810

Agencies Sampled

Department of Safety
Public Works

General Services

Wastewater Management

Remaining City agencies combined
Total

$466,818

2,869

$132,818

1,497

$559,568

613

317

$38,541

292

$2,792,210

8,834

$487,923

877

% of Asset
Count

Assets in
Sample

27%

34

32%
17%
7%
4%
3%

10%

100%

Source: Developed by auditors to determine which assets to include in our sample for detailed testing.

41
21

9
4
4

12

125

(5) Review the sample for appropriateness and representativeness – Auditors reviewed the
random sample and found that it included each type of asset included in the scope (i.e., buildings
and improvements, equipment and other, and collections).17 Further, auditors found one IT asset
and removed it from the sample, reducing the final sample to 124 assets. The results of the test of
the 124 assets are described in the report body, and in Appendix B – Capital Asset Test Findings
Needing Correction.
(6) Evaluate the sample results – Auditors found 109 of the 124 assets. Therefore, the existence test
had 15 exceptions. Given 15 exceptions on a sample of 124, the sample occurrence rate is 12.1
Due to rounding when calculating the number of samples from each stratum, the overall sample size increased from 121 to
125.
17 Our statistical sample did not include intangible assets. However, the team did perform additional tests of intangible assets
during fieldwork.
16
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percent. Therefore, auditors can conclude with 90 percent confidence that the existence test
would fail between 7.6 percent and 18 percent over the entire population. With a population of
8,834 items, the expected number assets to fail the existence test would be between 671 and
1,590.
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Appendix B – Capital Asset Errors Needing Correction

Our testing found 47 capital assets that should be adjusted or corrected in Workday. Agencies
should investigate the situations surrounding each of the assets that require corrections in order to
make the appropriate updates to Workday. This type of research should occur during each
annual inventory count, and throughout the year, as necessary.

In accordance with our recommendations, the agencies should work with the Controller’s Office
if there are any questions about accounting policy or decision making. Before making the
corrections listed in this appendix, agencies should investigate each asset to ensure the listed
corrections are appropriate.18
Test for Existence and Accuracy of Workday:
AGENCY
Arts & Venues
Arts & Venues
Arts & Venues
Arts & Venues
Asphalt Plant
(Public Works)
City Council

ASSET ID (AS FOUND IN
WORKDAY)
BA-00062374 (Group 8 Upper
Plaza Large Bar)

BA-00011282 (Pavillion Bridge
Connection)
BA-00010978 (GVR New Park
Development Art)
BA-00002843 (Spotlight Xenon
Super Trouper)
BA-00000008 (Compression
Machine)
BA-00041053 (Copier)

Clerk and
Recorder
General
Services

BA-00063560 (BIZBOX MOBILE
ELECTION AND VR)
BA-00009871 (S_PAD FPROP)

General
Services
Denver Public
Library
Museum of
Nature and
Science
Parks and
Recreation

BA-00060341 (122SMD600PLUS/PZ Metal Detect)
BA-00054515 (AZBD Postage
Machine)
BA-00057034 (East Penthouse
Roof Replacemen)

General
Services

Parks and
Recreation

BA-00007905 (Bond C&C Bldg Exterior)

BA-00063982 (Swansea Park
Shelter)

BA-00063901 (Stapleton Rec TPL
Fitness Zone)

ISSUE – SUGGESTED CORRECTION IN WORKDAY
Inconsistent dates used – adjust “Date Acquired” and “Date
Placed in Service” to be after the “Manufactured Date” listed
on the asset
Demolished – update “Asset Status” to show asset is no longer
in service
Incorrect location – update location in Workday (create new
location, if necessary)
No matching unique identification number – attach asset tag or
another unique identification number to the physical item and
update in Workday
No matching unique identification number – attach asset tag or
another unique identification number to the physical item and
update in Workday
Discarded – update “Asset Status” to show asset is no longer in
service
No matching unique identification number – attach asset tag or
use VIN number of the physical item and update in Workday
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
Incorrect location – update location in Workday (create new
location, if necessary)
Incorrect historical cost – update to remove credit for prepaid
maintenance
Incorrect historical cost – update to include donated portion of
asset
Asset not included in inventory count – research why asset was
not included in the inventory certification for 2017 and work
with the Controller’s Office to correct the issue
Incorrect historical cost – update to match listed cost to four
invoices associated

Asset IDs are listed as they were found in Workday, which includes spelling errors. We did not correct the spelling errors
throughout Appendix B, as this would affect agencies’ ability to search for the exact asset in Workday.
18
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AGENCY

Parks and
Recreation
Parks and
Recreation
Parks and
Recreation
Parks and
Recreation
Parks and
Recreation
Parks and
Recreation

Parks and
Recreation
Public Works
Public Works
Public Works
Public Works
Public Works
Public Works
Public Works
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety

ASSET ID (AS FOUND IN
WORKDAY)
BA-00005215 (Burns Park - 5
sculptures)

BA-00039666 (Clubcar Carryall
Plus)
BA-00040178
(AERATION/DIFFUSER SYSTEM
AQUA)
BA-00040110 (DUAL OUTLET BALL
DISPENSER)
BA-00057574 (2015 Ford 4x4
F350 with plow)
BA-00056960 (Civil War Firearms
Collection)

BA-00013331 (La Alma Outdoor
Pool)
BA-00063063 (2016 Ford F-350,
4x4, 6.7L Die)

BA-00061383 (2016 Peterbilt 320/
Amrep Barr)
BA-00039782 (Surface Parking Lot
Repairs)
BA-00012442 (15W40)

BA-00040080 (LIFT PKS PKMR36E)
BA-00012466 (3 & 4 BIODIESEL
PUMPS)
BA-00039412 (KM19X CEMENT
MIXER STONE)
BA-00047612 (Police Command
Vehicle Garage)
BA-00057016 (Dist #6 Police &
REH)
BA-00009714 (LAKEWOOD RADIO
PROJECT)
BA-00007795 (SC CONTROL SITE
2)
BA-00063180 (SCBA Model: AirPak X3 with Sn)
BA-00043804 (2013 Ford Police
Interceptor C)
BA-00043591 (2013 Ford Police
Interceptor C)
BA-00008236 (Mohawk 2-post
vehicle)
BA-00010504 (LP12
DEFIBRILATION MONITOR)
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ISSUE – SUGGESTED CORRECTION IN WORKDAY

(1) Incorrect historical cost – add costs of improvements to the
historical cost of the item
(2) Incorrect classification – update “Asset Class” to collections
No longer being used – transfer asset to surplus and update
“Asset Status”
No unique identification number – attach Asset Tag or another
unique identification number to the physical item and update in
Workday
Incorrect unique identification number – update manufacturer
number to correct typo
Incorrect description – update vehicle description (vehicle is
2016 not 2015)
Unique identification numbers on firearms are not included in
the system of record – update Workday to include the
Museum’s index numbers
Incorrect historical cost – update historical cost to remove
duplicated portion
Asset not included in inventory count – research why asset was
not included in the inventory certification for 2017 and work
with the Controller’s Office to correct the issue
Asset not included in inventory count – research why asset was
not included in the inventory certification for 2017 and work
with the Controller’s Office to correct the issue
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
No unique identification number – attach Asset Tag or another
unique identification number to the physical item and update in
Workday
Sold at auction – update “Asset Status” to show asset is no
longer in service
Sold at auction – update “Asset Status” to show asset is no
longer in service
Incorrect unique identification number – review and update
serial numbers on asset and in Workday to ensure they match
Incorrect location in Workday – Update location in Workday
create new location, if necessary
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
Disposed – update “Asset Status” to show asset is no longer in
service
Disposed – update “Asset Status” to show asset is no longer in
service
Incorrect unique identification number – update Workday to
reflect appropriate serial number
Incorrect start date – update Workday to reflect proper year of
vehicle, and update start date appropriately
Incorrect start date –update Workday to reflect proper year of
vehicle, and update start date appropriately
Incorrect unique identification number – update Workday to
reflect appropriate serial number
Disposed – update “Asset Status” to show asset is no longer in
service
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AGENCY
Safety
Safety
Safety
Safety
Safety
Safety

ASSET ID (AS FOUND IN
WORKDAY)
BA-00002208 (Chevreolet 1999
Monte Carlo)
BA-00007739 (A5357 CAR,
PATROL)
BA-00010729 (EXHAUST HOOD
338)

BA-00011434 (COMBI CART 303
A)
BA-00011808 (911
WORKSTATIONS)
BA-00041035 (TREADMILL)

Safety

BA-00041573 (EQUIPMENT
UPGRADE)

Safety

BA-00006542 (LIGHTBAR LIFT,
SUPER VAC)
BA-00011912 (BASE STATION VHF
110 WATT)
BA-00090284 (STORM 2000
SYSTEM (RECLAS))

Safety

Wastewater

ISSUE – SUGGESTED CORRECTION IN WORKDAY

Sold at auction – update “Asset Status” to show asset is no
longer in service
Sold at auction – update “Asset Status” to show asset is no
longer in service
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
No unique identification numbers – Affix asset tags to
workstations and record new tag numbers in the Workday
Unique Identification number did not match – update serial
number in Workday
Could not be found during audit – update “Asset Status” to
show asset is no longer in service or continue to research and
update record accordingly
No unique identification number in Workday despite serial
number existing on asset – record in Workday
Not found at listed location – update location to actual physical
location where item is kept
Incorrect classification – update “Asset Class” to “intangibles”

Test for Completeness:
AGENCY

Arts and
Venues
Arts and
Venues
Clerk &
Recorder
Denver Public
Library

Dept. of
Finance
Denver Human
Services
Museum of
Nature and
Science
Museum of
Nature and
Science
Parks and
Recreation
Parks and
Recreation
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ASSET ID (AS FOUND IN
WORKDAY)
BA-00010646 (BL33 TRUCK
CHEVROLET)
BA-00011063 (SANDER AND
SPREADER FOR CHEVY)
BA-00061223 (BACK UP SERVER
AND SOFTWARE)
BA-00039321 (Pickup, 2002 Ford
Ranger ML7)

Asset not found in Workday –
Qmatic System
BA-00039069 (Public Art ProjectHuman Svce)
BA-00043762a (Datalog Program
Test)

SUGGESTED CORRECTION IN WORKDAY

Incorrect location in Workday – update location
Incorrect unique identification number – update Workday to
reflect appropriate serial number
Inconsistent asset classification – research and assign
appropriate “Asset Class”
Incorrect location in Workday – update with actual location
(parking garage at Museum); and create new location, if
necessary.
Asset not found in Workday – create asset record

(1) Incorrect location in Workday – update physical location;
and (2) Asset description unclear – update name of asset for
accuracy (“Peace Bird” is official title)
Incorrect classification – update “Asset Class” to “equipment”

BA-00044333 (North Member
Door Entrance)

No Unique identification number – affix asset tag and update in
Workday

BA-00011749 (Donated ArtA.Magar-Untitled)
BA-00009175 (Public Art – GVR
Rec Center - Prairie Dog Family
Brown Sculpture Outside)

Inaccurate location in Workday – update to appropriate park

Incorrect classification – update “Asset Class” to “collections”
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AGENCY

Public Works
Safety

Safety
Technology
Services

ASSET ID (AS FOUND IN
WORKDAY)
Asset not found in Workday –
Power Washer
BA-00061225 (422SMD600PLUS/PZ Metal Detect)
BA-00052853 (B.A.T. Vehicle)
Asset not found in the Workday –
Plotter

SUGGESTED CORRECTION IN WORKDAY

Asset not found in Workday – create asset record
Incorrect location – update location in Workday

Incorrect location – update location in Workday
Asset not found in Workday – create asset record

Test for Deletions:
AGENCY

ASSET ID (AS FOUND IN WORKDAY)

Parks and Recreation

BA-00054682 (S800TX - VERMEER
S800TX-BASE U)
BA-00011923
(TrashTruckPeterbilt3BS59 ANTH)
BA-00001562 (Air Compressor)

Public Works
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety
Safety

BA-00001538 (Transmitter
Microwave)
BA-00001559 (Compressor
Conversion)
BA-00001583 (Upgrade Scba'S
Ultralite & Ii)
BA-00012062 (OEM AUDIO VIDEO)
BA-00039209 (Twt Rescue
Extricatlow Set)
BA-00041460 (HWP10 Hydraulic
Pump Kit)
BA-00001608 (Tnt Heavy Rescue
Extricatn Set)
BA-00001586 (Hurst Tool
W/Cutter/Spreader)
BA-00001530 (Converters Down
(20))
BA-00001561 (Fire Manager Version
3.0)
BA-00010520 (HYDRAULIC RESCUE
TOOL)
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AGENCY EXPLANATION FOR
REMOVAL DURING 2017
INVENTORY PROCESS
Stolen and replaced
TrashTruckPeterbilt3BS59
ANTH
CAN'T LOCATE – Air
Compressor
CAN'T LOCATE –
Transmitter Microwave
CAN'T LOCATE –
Compressor Conversion
CAN'T LOCATE – Upgrade
Scba'S Ultralite & Ii
System disposal procedures
were not done at time of
disposal.
CAN'T LOCATE – Twt Rescue
Extricatlow Set
CAN'T LOCATE – HWP10
Hydraulic Pump Kit
CAN'T LOCATE – Tnt Heavy
Rescue Extricatn Set
CAN'T LOCATE – Hurst Tool
W/Cutter/Spreader
CAN'T LOCATE –
EMERGENCY LIGHTS
CAN'T LOCATE – Fire
Manager Version 3.0
CAN'T LOCATE – HYDRAULIC
RESCUE TOOL

SUGGESTED
CORRECTION IN
WORKDAY

These assets should
have been deleted from
Workday – research and
delete from system of
record, if appropriate
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AGENCY RESPONSE
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