City of Bowling Green
Creates Physical 3
Inventory to Safeguard F
Its Equipment Assets




he City of Bowling Green,

Kentucky, Finance Department

conducts an inventory of land,
building, and improvement assets
approximately every five years and for
equipment assets every two years. The
program began in fiscal 2008, after a
period of eight years with no inventory
as a result of turnover in key finance
and accounting staff. By fiscal 2008,
none of the staff members involved
in previous physical inventories were
there to help — and a new audit firm
was hired in fiscal 2006 — so the
assistant chief finance officer (CFO)
had to start over from the beginning,
by researching best practices and rel-

evant examples from other cities, universities, and attending a
GFOA capital assets training session held in December 2006.

The physical inventory
process was embedded in
the city’s financial software,
where minor changes are
automatically uploaded from
inventory batches directly
to the capital asset file. Then
random verification audits
were introduced, followed by
annual asset reviews.

Exhibit I: Evolution of Physical Inventory Process

Since physical inventories were
reestablished, the city has made con-
tinuous improvements to the program.
In fiscal 2010, the process was embed-
ded in the city’s financial software,
where minor changes are automati-
cally uploaded from inventory batches
directly to the capital asset file. Then,
in 2012, random verification audits
were introduced, and in 2014, annual
asset reviews were added. (See Exhibit
1 for a timeline detailing the evolution
of the program.)

The lack of a physical inventory for
eight years luckily did not result in any
unmanageable issues. The primary
concern was inaccurate records such

as miscoded asset locations and responsible departments.
For example, if the parks department transferred a mower
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to the public works department and
finance staff were not notified, the
asset record would be incorrect. Asset
records, and the subsequent reporting,
are at risk of being unreliable when
the volume of inaccuracies grows, and
this could be a concern during audits.

Additionally, the lack of staff that
had been through an inventory pro-
cess did not lead to problems. They
used notes from the previous process
to develop the program’s structure,
and their fresh perspective was beneficial. For example,
the previous staff used the financial software application
minimally, while the new program relied heavily on pulling
records from the software and eventually updating them as
part of the process. Also, the legacy program was centered on
hard copy paper lists with hand-written notes, while the new
program favored paperless methods.

The new program has led to fewer variances being reported
during the inventory, with 12 transfers or disposals reported
in fiscal 2018 versus 66 in 2010. This decrease in exceptions
has resulted in more accurate, up-to-date asset records, which
in turn produces quality financial statements, since capital
assets are a large portion of every city’s balance sheet. Staff
can also rely on the information in the financial software to
make operational decisions; for example, an asset report by
location may be used to plan for the closing of a facility dur-
ing the winter by identifying pieces of equipment that can be
repurposed in another area until the spring.

HOW IT WORKS

In 2008, the city started using the Physical Inventory of
Equipment Assets program every other year to locate and
identify all capital equipment assets. Since then, improve-
ments have been added continually, such as embedding
the process into the city’s financial software to automatically
upload minor changes directly to the capital asset file.

Tools and Resources

See screen captures and sample memos for this project
at gfoa.org/BowlingGreenlnventory.
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The new program has led
to fewer variances being
reported during the
inventory, with 12 transfers
or disposals reported in fiscal
2018 versus 66 in 2010.

The physical inventory process is
a collaborative effort that relies on
engaged stakeholders, including the
assistant CFO, who manages the pro-
cess; departmental staff, who com-
plete the inventory; senior managers,
who review and approve changes; the
internal auditor and chief accountant,
who perform random verifications; the
purchasing manager, who investigates
surpluses from the prior year and vari-
ances in the current year; and the city
manager and CFO, who support the overall program.

The inventory is conducted as follows:

= The assistant chief finance officer (CFO) kicks off the
biennial program with a refresher training. All documen-
tation of the process is distributed to preselected depart-
mental staff.

= Each departmental point of contact creates and maintains
a physical asset inventory batch for their respective depart-
ment in the city’s financial software. (See Exhibit 2.)

= Departmental staff members locate all listed assets in the
inventory batch and note any changes to location, respon-




Exhibit 2: Completed Inventory Batch Worksheet

Updated with staff notes, which are saved to asset’s profile history.
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sible department, responsible employee, and/or asset
descriptions. (See Exhibit 3.) If an asset is not found, staff
members complete a missing asset form, which the assis-
tant CFO reviews and investigates.

= Departmental points of contact update software with the
inventory results. The assistant CFO processes any chang-
es to the active status or asset description.

= Departmental senior managers review, approve, and sub-
mit inventory changes to assistant CFO.

About the City

The City of Bowling Green, Kentucky, has a population of
67,000 people and employs about 750 full and part-time
employees. The city maintains more than 1,000 equipment
assets and 500+ land, building, and improvement assets.

In 2018, the city received the Exceptionally Well Implemented
GFOA Best Practice award for its capital asset inventory.
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Exhibit 3: Inventory Batch Post Listing Report

Summary listing of assets in batch showing: if completed, when, by which user, if profile was changed, and profile change date.
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= After all changes have been validat- = The CFO receives a memo summa-
ed and documented, the assistant rizing the entire proces and depart-

CFO reviews all inventory batches mental senior managers receive the
5 .
and posts each one. of each dePartl nent's assets Is current year program results.

= The internal auditor or the chief a unique feature of the Cit)”S = Departments’ equipment asset list-
accountant vemiles a random ph)’Si cal inventory process. 1T1gs are reviewed at end of each
sample (approximately 5 to 10 per- fiscal year.
cent of each department’s assets).

Randomly verifying a number

See Exhibit 4 for a flowchart of the

If a large number of variances are L
physical inventory process.

reported, the internal auditor will schedule a follow-up
verification of a larger sample or may call for the depart- Randomly verifying a number of each department’s assets
ment to redo the inventory. is a unique feature of the city’s physical inventory process.
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Exhibit 4: Physical Inventory Workflow

Inventory batch

created in NWS

Inventory worksheet “master” saved and
distributed to staff performing inventory

<

Equipment listed on worksheet is located and
worksheet is updated with changes

1

Completed worksheet(s) are retumned to
employee maintaing inventory batch

3

Inventory batch is updated with information
from employees locating assats and approved
user

1

Senior manager reviews final master inventory

Missing asset form is completed
and forwarded to ACFO

Accounting reviews master file
for coding errors

Employee compares observed
asset information to worksheet
and updates as necessary

worksheet with all resufts and changes

Senior manager

Senior manager concerns are addressed

and any changes made

approves worksheet

No

Yes

Signed copy of master worksheet or email
stating approval is sent to ACFO (Erin Bailou)

i

Accountanting reviews and posts inventory
batches, which updates asset master file

<

(&

Random verifications of 5-10 percent of each
department’s assets completed by internal
auditor of cheif accountant

/

April 2019 | Government Finance Review 29



This step was initially carried out by
the internal auditor and assistant CFO,
but this was changed in fiscal 2016 to
transfer the assistant CFO’s involve-
ment to the chief accountant in order
to mitigate potential internal control
issues, given that the assistant CFO
manages the overall physical inven-
tory process. The internal auditor and
chief accountant complete the verifi-
cations, meeting departmental person-
nel in the field to ensure the randomly
selected assets are the correct asset,
properly tagged, and in the correct
location. Departmental personnel

receive the random listing the day before the scheduled
verification to help keep the process honest. As mentioned
earlier, if a large number of variances are reported during
the verification, the internal auditor will schedule a follow-up
verification of a larger sample and may call for a department-
wide re-inventory.

This step was first implemented in fiscal 2012 and has since
resulted in more complete inventory results. (See Exhibit

Exhibit 5: Bowling Green’s Fiscal 2018
Verification Summary

Department Assets
Inventoried To Verifiy Percent Verified

Administration 7 I [4.3
Finance 2 I 50
HR 3 I 333
Law 0 0 #DIV/O!
T |40 |5 10.7
Police 309 |7 55
Fire |70 10 59
Public Works

Admin 34 3 8.8

Operations |08 8 74

Fleet 28 4 [4.3
Parks 139 I3 9.4
Golf 7157
Neighborhood and 6 2 2.5
Community Services
Convention Center 20 2 |10
Total 1047 82 78
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The physical inventory process
also reengages departmental
personnel in the asset program
and reaffirms its importance,
not only to financial statement
presentation, but also to
the city’s overall mission of
focusing on fiscal responsibility.

5 for a summary of the fiscal 2018
verification.)

The fiscal year-end review of depart-
equipment listings
is another distinguishing feature of

mental asset
Bowling Green’s physical inventory
process. It was implemented in fiscal
2014 to reduce the number of changes
recognized during the biennial inven-
tory. Now, the assistant CFO provides
each department with an up-to-date
asset listing as of early June each year.
The department reviews the list and
reports any known variances. A full
physical inventory is not required, just a quick eyeball test. This
process has drastically reduced the number of internal trans-
fers and location changes reported during the physical inven-
tory, from 30 internal transfers in fiscal 2010 to just six in fiscal
2018. (See Exhibit 6 for an example of a fiscal year-end report.)

OTHER IMPROVEMENTS

In addition to decreasing the number of variances each
year, the program has also indirectly improved compliance
with the procurement division’s surplus program require-
ments. The surplus program relies on accurate reporting from
departments when they use an electronic workflow form to
request that equipment and/or supplies be removed from city
service. This workflow depends on the asset number, descrip-
tion, and serial number being submitted correctly. When an
asset is subsequently sold at auction or scrapped, it can be
easily removed from the capital asset listing.

The physical inventory process also reengages departmen-
tal personnel in the asset program and reaffirms its impor-
tance, not only to financial statement presentation, but also
to the city’s overall mission of focusing on fiscal responsibility
(among others, including quality of life, service delivery, pub-
lic safety, neighborhood revitalization, visionary leadership,
and economic development).

Employees see the value of the program firsthand and have
asked how they can improve their reporting. Some have even
conduct ad-hoc inventories outside of the biennial cycle. A
truly exceptionally program is not managed alone by one
person or department, but by the efforts of each department
and employee involved in the process.



Exhibit 6: Fiscal Year-End Asset Review Report

ASSET LISTING AS OF 6/8/17
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REPLICATING THE PROGRAM

If financial software is not an option,
other organizations can easily repli-
cate this project using spreadsheets.
The data required are asset numbers,
descriptions, locations, and the respon-
sible department. Optional data that
are extremely helpful to the staff mem-
bers locating assets are the acquisition

ment, location, and asset number (or
acquisition date), and then distributed
electronically to the appropriate point
of contact in each department. The
point of contact will either locate the
assets themselves or assign that task
to other personnel. The assigned staff
will report their findings to the point
of contact, who will then update the

Employees see the value
of the program firsthand
and have asked how they
can improve their reporting.
Some have even conduct
ad-hoc inventories outside

date, acquisition cost, manufacturer,
model number, and serial number. It is
recommended that the data should be
sorted in the following order: depart-

of the biennial cycle.

spreadsheet with comments, changes,
or other feedback. The point of contact
will return the completed inventory
spreadsheet to the finance department,
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which will then review and process
any required changes.

The entire process should be thor-
oughly tested and reviewed before
implementation. It may also be help-
ful to form a small task force of super
users from different departments to
create the process and elicit buy-in
from other users.

GFOA BEST PRACTICE

A truly exceptionally program
is not managed alone by
one person or department,
but by the efforts of each
department and employee
involved in the process.

In its Inventories of Tangible Capital Assets best practice,

GFOA recommends that state and local governments conduct
a periodic inventory of its tangible capital assets, at least on
a test basis, and at least once every five years. This is crucial

because well-designed and properly maintained perpetual
inventory systems can eliminate the need for an annual

inventory, no inventory system is so reliable as to eliminate
completely the need for a periodic physical inventory.

CONCLUSIONS

Bowling Green’s physical inventory
has undergone a number of improve-
ments since it was implemented in
2008. The process is embedded in
the city’s financial software, so minor
changes can be automatically upload-
ed from inventory batches directly
to the capital asset file. As a result,
the number of variances being report-
ed during the inventory has radical-
ly decreased; compliance with the

purchasing division’s surplus program requirements has
improved; and the process also reconnects department with
the city’s overall mission of focusing on fiscal responsibility. I

ONLINE COURSES IN
GOVERNMENT FINANCE

Start Anytime and Progress at Your Own Pace. All qualify for CEUs/CPEs.

+ Governmental Accounting
+ Intro & Intermediate Budget
- Revenue Administration

» Debt Administration

- Capital Improvement Program

+ Treasury Management
+ Internal Control
« Purchasing

+ Human Resources
for Government Officials

www.georgiacenter.uga.edu/govfinance/GFR
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ERIN BALLOU is the assistant chief financial officer for the City of
Bowling Green, Kentucky.
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