
 

 

 

Washington County  
Auditor’s Office 

 

 
 

Final Follow Up: 

 
Fleet Replacement Fund Financial Review 

 

 
FINAL REPORT 
March 15, 2013 

 

 

 

 

 

 

 

 

 

 

John Hutzler, CIA, CGAP, CCSA 

 

 



Final Follow Up Report: Fleet Replacement Fund Financial Review 

Final Report March 15, 2013 1   

I. Background and Summary 

Washington County maintains a Fleet Replacement Fund (Fund) to accumulate funds to pay for the 

replacement of County owned vehicles and equipment.  In December 2010 the Washington County 

Auditor released the report titled “Fleet Replacement Fund Financial Review,” together with the 

response of the County Administrator. The Auditor made five recommendations for action.  The County 

Administrator agreed with the Auditor’s recommendations and planned to implement them over the 

next year.  

In January 2012 I initiated a follow-up review on the Auditor’s recommendations from his December 

2010 report, and engaged Framework LLC to assist with that review.  We found that, as of December 31 

2011, the County Administrator had partially implemented one of the recommendations and had not 

implemented one recommendation. The other three recommendations were still in the process of being 

implemented.   

In January 2013 I initiated a second follow-up review to determine whether those three 

recommendations had been fully implemented by December 31, 2012 or remained in process.  I found 

that two recommendations had been partially implemented, and one that was in process as of 

December 31 had been fully implemented by the date of this report.   

This report summarizes findings and recommendations from the original audit, and describes the results 

of the follow-up reviews. In summary, one of the Auditor’s five recommendations was fully 

implemented; three were partially implemented; and one was not implemented. This report concludes 

the follow-up process on the Fleet Replacement Fund Financial Review. 

II. Overview of the Original Financial Review 

Study Objectives 

County Auditor Alan Percell initiated the Fleet Replacement Fund Financial Review to address the 
following objectives: 

 Review and assess fleet replacement reserve methodology and calculations.  

 Document the current status of Washington County’s Fleet Replacement Fund.  

 Confirm the current amount available to fund vehicle replacement by vehicle class, department 

and funding source. 

 Compare the fleet replacement reserve amount identified in the County’s fleet management 

information system with the reserve amount identified in the County’s financial management 

and accounting system. 

 Project Fleet Replacement Fund revenues, expenses and net revenue by vehicle class, 

department and funding source for the period 2011-2026. 

 Assess current Fleet Replacement Fund financial policies. 
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Observations and Recommendations 

The Auditor found that the Fleet Replacement rate setting process was complex and that the rates 

charged to users did not accurately reflect the amount needed to recover the costs associated with 

asset replacement. Although the Fleet Replacement Fund had adequate reserves in total as of the end of 

FY 2009-2010 and for the short term, the projected cash reserves for certain funds and vehicle types 

was considered low. The Auditor also found that the County did not have a documented set of Fleet 

Replacement Fund financial policies. 

The Auditor recommended that the County Administrator and Fleet Services take steps to improve the 

Fleet Replacement rate setting process, monitor the Fleet Replacement Fund financial status and 

develop a set of financial policies to guide financial management of the Fleet Replacement Fund.  

The specifics of the five audit recommendations and our conclusions as to the final status of each 
recommendation are set forth in the following section.  

III. Follow-Up Review Findings 

In last year’s follow-up we found that the County Administrator had partially implemented one of the 

recommendations and had not implemented one recommendation. The other three recommendations 

were still in the process of being implemented.  This year I found that one of those three 

recommendations had been fully implemented, and two had been partially implemented. Since 

management has no further plans to implement the recommendations, this is my final follow-up report 

on the Fleet Replacement Fund Financial Review.  

Recommendation A 

Washington County Fleet Management staff should revise the asset replacement rate update process to 
produce more accurate and stable replacement rates. Revisions to the rate setting process should 
include: 

1. Full allocation of Fund administrative costs, 

2. Reducing the number of asset classes, 

3. Less frequent adjustment of estimated asset lives, salvage values and replacement rates, 

4. Inclusion of Fund interest earnings in the rate setting process, 

5. Inclusion of replacement cost inflation in the rate setting process, and 

6. Direct charge of decommissioning costs. 

Final Status – Partially Implemented 

Fleet Services has revised the asset replacement rate update process. The revised rate update 
process does not address all of the items included in the recommendation. I did not specifically 
evaluate whether the revised replacement rate process resulted in more accurate and stable 
replacement rates. The implementation status of each item is listed below. 

1. In replacement rates, Fleet Services allocates all of the costs it identifies as administrative 
costs with the exception of a payment to Clean Water Services (CWS) to repay CWS for their 
original investment in the County’s Fleet Maintenance Facility. A transfer from the Fleet 
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Replacement Fund to the Fleet Management Fund was the source of funding for this 
payment. The transfer out of the Fleet Replacement Fund – without corresponding revenues 
from users – results in lower replacement reserves than planned for when setting rates. As 
an internal service fund the Fleet Replacement Fund should recover its full costs through 
user fees and rates. 

2. Fleet Services reduced the number of asset classes from 156 to 125 in August 2010 prior to 
completion of the initial audit report.  In its response to the first follow-up report, 
management indicated it planned to reduce the number of asset classes to 80.  Since then 
the number of asset classes has been reduced to 99. 

3. Whether revised processes will result in less frequent adjustments of estimated asset lives, 
salvage values and replacement rates remains to be seen. Fleet Services management 
reported it plans to review asset lives, salvage values and replacement rates annually, but 

does not anticipate that major changes or adjustments will occur annually. Replacement rates 
for almost all assets were adjusted for FY 2011-12 and FY 2012-13.   

4. Fleet Services does not plan to include interest earnings in the replacement rate setting 
methodology or process. 

5. Fleet Services has not included inflation in the rate setting process, although it has 
developed the capacity to do so. 

6.  The recovery of decommissioning costs was fully implemented in the new rate update 
process. 

Recommendation B 

Washington County should monitor the status of the Fleet Replacement Fund at least every other year 
to include development of six year projections of revenues, expenditures and cash balance. Projections 
should be made at the user fund level and asset/vehicle class level. 

1. The projections should include an analysis of the adequacy of projected cash balances relative to 
planned expenditures. 

2. If the projected ratio of cash balances to planned expenditures is 1.0 or below Washington 
County should consider increasing revenue or reducing expenses. 

Final Status – Fully Implemented 

Fleet Replacement Fund Financial Policy 3.11.2 provides that a financial review completed every 
other year will include six year projections of revenues, expenditures and cash balance, and if the 
projected ratio of cash balances to planned expenditure falls below 1.0 in the six years period, Fleet 
Services will consider increasing revenues or reducing expenses.  Fleet Services completed the first 
of its biennial financial reviews by February 8, 2013.  The projected ratio does not fall below 1.0 in 
the six year period for any user fund or any asset/vehicle class. 

Recommendation C 

Prior to the end of FY 2010-2011, Washington County should review the adequacy of replacement 
reserve levels and replacement rates (including asset life, salvage value and inflation estimates) for 
assets used by the Local Option Levy Fund. 
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Final Status – Not Implemented 

Fleet Services did not complete a specific review of replacement reserve levels, asset life, salvage 
value and replacement cost estimates (including asset inflation) for Local Option Levy assets prior to 
the end of 2010-2011.  This recommendation was closed in the first follow-up report. 

Recommendation D  

Prior to the end of FY 2010-2011, Washington County should review the adequacy of replacement 
reserve levels and replacement rates (including asset life, salvage value and inflation estimates) for 
Dump Trucks, Medium Trucks, Police Vehicles and Trailers. 

Final Status – Partially Implemented 

Fleet Services did not complete a specific review of the adequacy of replacement reserve levels, 
asset life, salvage value and replacement cost estimates (including asset inflation) for the asset types 
identified in the recommendation prior to the end of FY 2010-2011. However, Fleet Services 
completed a review of the asset life and replacement cost estimates of Department of Land Use and 
Transportation (LUT) vehicles in October 2010 and increased the asset life for police non-patrol 
vehicles in the FY 2011-12 rate update process. The review of LUT vehicles represented 100 percent 
of the County’s Dump Trucks, 48 percent of Medium Trucks and 54 percent of Trailers (using June 
30, 2009 inventory data). This recommendation was closed in the first follow-up report. 

Recommendation E 

Washington County should develop a set of financial policies to guide financial management of the Fleet 
Replacement Fund. Policies should cover the following topics: 

1. Purpose and use of the Fleet Replacement Fund. 

2. Administrative cost recovery. 

3. Early replacement of assets. 

4. Upgrade of assets at replacement. 

5. Transfer of assets to other County departments. 

6. Use of Fleet Replacement Fund interest earnings. 

7. Accounting for inflation in asset cost. 

8. Fleet Replacement Fund financial monitoring. 

9. Reserve level management and minimum and maximum reserve levels. 

Final Status – Partially Implemented 

Fleet Services developed a comprehensive financial policy dated December 21, 2011 that addressed 
all of the recommended topics with the exception of a maximum reserve level. Fleet Services does 
not intend to revise the financial policy to address a maximum reserve level.  

IV. About this Review 

In January 2013, I asked the County Administrator and Fleet Services Manager to report on the extent to 

which the three auditor’s recommendations from the “Fleet Replacement Fund Financial Review” that 

remained in process as of December 31, 2011 had been implemented as of December 31, 2012. On 
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February 12, 2013 they reported on actions taken to implement the audit recommendations, and I 

reviewed the evidence submitted to verify reported progress. 

The specific objectives of the follow-up review were to determine what actions the County had taken to 
implement those recommendations that remained open after the first follow-up report, and to 
determine if and when those recommendations would be fully implemented. 

I took several actions to determine whether the recommendations had been implemented. I reviewed 

the County Administrator’s response, reviewed the documentation submitted, interviewed Fleet 

Services staff, and collected additional information as necessary to provide sufficient, appropriate 

evidence to conclude whether the recommendation was fully implemented and, if not, whether further 

action was planned.  

I concluded that a recommendation had been fully implemented if I found that the recommended 

actions had been completed or that the County had adequately addressed the issues identified by the 

Auditor by alternative means.  I concluded that a recommendation had been partially implemented, if I 

found that some, but not all, actions had been completed and no further action on the recommendation 

was planned.  I concluded that a recommendation was not implemented, if I found that no action had 

been, or would be, taken to implement the recommendation.  I concluded that implementation of a 

recommendation was in process if some, but not all, action on a recommendation had been complete, 

and further action to implement the recommendation was planned and expected to occur by an 

identifiable future date.   

I conducted this follow-up audit in accordance with generally accepted government auditing standards. 

Those standards require that I plan and perform the audit to obtain sufficient, appropriate evidence to 

provide a reasonable basis for my findings and conclusions based on my audit objectives. I believe that 

the evidence obtained provides a reasonable basis for my findings and conclusions based on my audit 

objectives. 

 

signed: 

_________________________ 
John Hutzler, CIA, CGAP, CCSA 


