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SUBJECT: Summary of the Status of the Library’s Fixed Asset Control System 
 
Integrated Support Services (ISS) is responsible for maintaining the Library’s fixed asset control 
system, reconciling this system to the Library’s general ledger, and conducting annual fixed asset 
inventories. During the Library’s FY 2007 financial audit, ISS advised the Office of the Chief 
Financial Officer (OCFO) that it could not locate a significant number of the Library’s fixed assets. 
 
We reviewed the variances and related reconciliations.  We concluded that the Library’s fixed 
asset control system was neither designed nor operating properly.  There were control 
weaknesses throughout the fixed asset lifecycle, including the processes to:  
 

•     capitalize new assets,   
•     periodically reconcile subsidiary systems to the general ledger,  
•     maintain records to accurately account for physical inventory variances,   
•     dispose of retired assets, and   
•     oversee property records. 

 
We analyzed the internal control system related to fixed assets.  Our findings are summarized in 
the attached report, which: 
 

•     documents the elements and objectives of a sound fixed asset control system  
•     highlights the Library’s control breakdowns, and  
•     briefly presents the Library’s plan to resolve this situation. 

 
Given this breakdown in controls, the Library’s external auditors have reported a material 
weakness in their opinion on the Library’s FY 2007 financial statements.  Furthermore, the Library 
had to make significant adjustments to its financial statements.  Since these control issues 
continued well into FY 2008, it is likely that the material weakness will also appear in the 
auditors’ FY 2008 report. Finally, this breakdown has resulted in significant delays and 
substantial added audit costs in issuing the auditors’ opinion on both the Library and Madison 
Council financial statements. 

  



We provided draft copies of our report to OCFO and ISS for review and comment.  OCFO had no 
comments; however, ISS’ response included several points of disagreement.  We have addressed 
ISS’ comments by separating them into two groups: the first, which we address immediately 
following our report, consists of substantive issues. The second group, which we address in table 
1, starting on page 4, addresses minor factual issues brought up by ISS for which a detailed 
response is not necessary.  We have omitted attachments 2 and 3 from ISS’ response as they 
consisted of detailed tables and a brochure that were not necessary for the purpose of this 
memorandum. 
 
We recommend that ISS review Financial Services Directive 02‐03: Guidelines for Accounting for 
Capitalized Property and Depreciation to assist it in understanding the context of this issue. 
 
OCFO and ISS have begun a joint project to remedy the control issues identified in our report. We 
will monitor this effort as it progresses. 
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                  OIG Assessment of ISS’ Response 
 
As steward of the Library’s fixed asset subsidiary accounting system, Integrated Support Services 
(ISS) has primary responsibility for overseeing controls over fixed assets and ensuring the 
accuracy of the fixed asset financial accounting records. 
 
ISS plays a critical role in the fixed asset lifecycle.  It – 
 

•     receives most new fixed assets, 
•     identifies expenditures to be capitalized, 
•     conducts and reconciles fixed asset inventories, and 
•     controls fixed asset disposal. 

 
Because it is the only participant at key times in the fixed asset lifecycle, ISS occupies the best 
position to recognize control breakdowns. 
 
Notwithstanding its position and responsibility, ISS did not respond in a timely manner to 
breakdowns in fixed asset internal control that became evident by early 2007.  As a result, a 
material internal control weakness in the Library’s internal control system was cited in the 
independent auditor’s report on the Library’s fiscal year (FY) 2007 financial statements. 
 
On March 14, 2008, the Director of ISS provided a response to OIG’s draft memorandum dated 
February 27, 2008.  Substantive areas addressed in the ISS Director’s response include: 
 

•     responsibility for managing the Library’s fixed assets, including reconciliation  
       of the fixed asset subsidiary ledger with the Library’s general ledger, 
•     the timeliness of ISS’ notice to OCFO regarding the inventory variances           
       included in the January 2007 inventory, and 
•     valuation of the fixed assets that could not be located. 

 
Our assessments of the substantive areas addressed by ISS follow: 
 
Fixed Asset Management Responsibility 
 
No system of internal controls can function if ownership of key assigned responsibilities is not 
taken. 
 
The ISS Director believes that ISS satisfactorily meets its fixed asset management responsibilities, 
including its responsibility to effectively manage fixed asset internal controls.  The Director also 
claims that ISS is not responsible for reconciling the fixed asset subsidiary ledger with the 
Library’s general ledger, does not have authority to adjust the subsidiary ledger to reflect 
variances in fixed asset inventories, and is not responsible for tracking and documenting fixed 
asset disposals. 
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We disagree with the ISS Director.  Library guidance in Financial Services Directive 02‐03, 
Guidelines for Accounting for Capitalized Property and Depreciation, makes it clear that ISS is 
responsible for reconciling the fixed asset subsidiary ledger with the Library’s general ledger, is 
authorized and responsible for adjusting the subsidiary ledger to reflect all variances in fixed 
asset inventories, and is responsible for documenting the details of each fixed asset disposal. 
 
Moreover, OIG believes ISS provided information to the Library’s Management Control Program 
on internal controls for the Library’s fixed assets that is in conflict with the January 2007 
inventory findings.  Specifically, from a rating of 65 for FY 2005 (high end of the medium risk 
level range), ISS management downgraded the risk level for fixed asset control twice to ratings of 
46 for FY 2006 (low end of the medium risk level range) and 42 for FY 2007 (low risk level). ISS 
reported its FY 2007 risk assessment to the Management Control Program in March 2007 after the 
January 2007 inventory variances had come to light. 
 
Timeliness of ISS’ Notice Regarding Inventory Variances 
 
A key feature of an internal control structure is timeliness.  Breakdowns in the system must be 
caught, reported, and corrected on a timely basis. 
 
The ISS Director claims that ISS advised OCFO of the fixed asset inventory variances prior to 
October 2007, stating “… OCFO had been notified each year for the past several years of the ‘not 
found’ assets on the annual inventory list.” However, the Director’s claim is not consistent with 
other information; specifically, the claim is in conflict with the January 31, 2008 memorandum 
that the Director and the Chief Financial Officer (CFO) sent to the Inspector General and a 
statement made by the Acting Head of Logistics. 
 
The ISS/CFO memorandum advised the Inspector General that ISS first notified OCFO that 
significant fixed asset shortages were found in the fixed asset inventories when “… ISS/Logistics 
delivered the FY 2007 Inventory Report to OCFO toward the end of October 2007….Prior to FY 
2007, ISS has completed and submitted to OCFO a Fixed Ssset (sic) Inventory report. Items found 
during the inventory were checked, however items not checked were not directly 
communicated to OCFO as being not found (i.e. shortages) and OCFO did not question ISS 
about the unchecked items” (emphasis added).  Additionally, the Acting Head of Logistics and 
his staff told OIG in late November 2007 that they notified OCFO about the fixed asset shortages 
in October 2007. 
 
Moreover, OCFO maintains that it was not advised about the inventory variances until October 
2007. 
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Valuation of the Fixed Assets That Were Not Found 
 
The ISS Director’s response to OIG’s draft report suggests that the missing assets had minimal 
value, and therefore the losses were of little consequence.  The Director referred to an evaluation 
performed by an ISS‐engaged engineer who assessed the current market value of a few arbitrarily 
selected assets that were not found.  In all cases the engineer concluded that the assets’ values 
were negligible. 
 
Notwithstanding the ISS Director’s opinion and the engineer’s conclusions, the significant asset 
value in this context is the value an item had when it left the Library’s possession – not its current 
value – and because ISS cannot identify when the missing assets left the Library, it cannot 
determine the assets’ relevant values. 
 
Furthermore, it is inappropriate to suggest that the Library has no custodial responsibility for 
taxpayer‐funded assets because the value of the assets is unknown. 
 
Other Issues Raised by ISS 
 
Table 1, which follows, contains OIG remarks on specific ISS comments that were not  
substantive. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                                         

  
3



Table 1: Detailed Table of ISS Assertions and OIG Comments 
 

ISS 
Ref  ISS Assertion  OIG Comment  

1  ISS does not prepare a quarterly 
reconciliation between the fixed 
asset control system and the 
general ledger fixed asset control 
accounts maintained by OCFO.  

a) LOC FSD 02-03, Guidelines for Accounting for Capitalized Property and 
Depreciation, Sec. 3.1.2 states that Logistics (ISS) is responsible for periodic 
reconciliations.  b) The ICP Vulnerability Assessment Worksheet prepared by 
ISS on 3/7/07 states that “fixed asset records are maintained in IBCFAS(AIS) 
with manual reconciliation with the Library Financial Accounts.”  

2  The original amount for the 
assets that were not found in the 
initial FY07 inventory was 
$29,796,304, not $31 million.  

The ISS Director’s January 31, 2008 reply to OIG questions states that “[i]n FY 
07…after reviewing the 30.7 million originally unlocated assets, 161 items 
totaling $24.8 million were disposed of and removed from the book(s).”   

3  The requested disposal records 
were beyond NARA's (and the 
Library's) records retention 
requirements.  

FSD 02-03 states in Sec. 3.2: “Logistics shall maintain a file of supporting 
documents and data for each capitalized PP&E item. The file shall contain the 
following information: …Disposition paperwork.”  

4  ISS disagrees in general that 
“some … fixed assets may 
continue to have value. [M]ost, if 
not all of the IT equipment [has] 
no appreciable market value.”  

The issue is the value of the item at the time it was removed from the Library’s 
possession. ISS cannot determine this because it does not know when the 
assets were removed. In some cases, there may be a significant difference 
between book value (because of depreciation) and market value.  

5a  a) ISS advised OCFO of 
inventory variances before 
October 2007 and  
 
 
 
 
b) The Library did not have a 
written policy or procedure for 
removing inventory shortages 
from the financial ledgers.    

In late November 2007 the Acting Head of Logistics and his staff advised OIG 
that they first notified OCFO about the fixed asset shortages in October 2007.  In 
a memo dated January 31, 2008 Levering and Page advised OIG that ISS had 
not specifically advised OCFO of shortages until October 2007. OCFO has 
repeatedly advised OIG that ISS did not advise it about fixed asset inventory 
variances before October 2007.  
 
The Library policy for removing inventory shortages from financial ledgers is 
stated in FSD 02-03 and places this responsibility on Logistics. FSD 02-03 Sec. 
3.6 prescribes Logistic’s responsibility for adjusting the subledger for disposals 
and lost and stolen assets.  
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ISS 
Ref  ISS Assertion  OIG Comment  
5b  ISS asserts it made no 

statements to the auditors 
concerning financial adjustments 
having been made to the 
Library's financial records as a 
result of physical inventories. ISS 
states that only OCFO can make 
adjustments to the Library's 
financial records.  

Memoranda describing the fixed asset cycle were presented to ISS 
management for approval during the Library’s financial audit. These memos, 
approved by ISS management, indicated that adjustments were made for 
inventory variances.  Additionally, FSD 02-03 clearly requires Logistics to make 
such adjustments.  

7  ISS asserts it did not write off 
$24 million in fixed assets 
because it did not have the 
authority or ability to do so.  

Although factually correct, this response does not address the issue, which was 
that assets had to be written off by the Library in order to avoid a qualified 
opinion on its FY 2007 financial statements.  

9  ISS maintains it advised OCFO 
of the variances in the January 
10, 2007 inventory.  

See 5a above.  

10  ISS disagrees with the comment 
that Logistics personnel were 
inadequately trained and 
unaware of the primary internal 
control objectives for the system.  

The material weakness cited by the independent public accountants reveals 
various breakdowns in ISS.  Despite the management changes cited by the 
Director in 2004 and 2005, ISS did not fulfill its duties as required by FSD 02-03. 
ISS management also erroneously downgraded the area’s risk level in the 
internal control program review for FY2007.  

11  ISS disagrees with the statement 
that it did not recognize the 
objectives for controlling the 
disposal of fixed assets.  

Logistics did not comply with FSD 02-03 and did not include the required 
disposal documentation in the subsidiary system.  This makes it appear that ISS 
did not, in fact, recognize critical objectives for this process cycle.  

12  ISS contends that the SU/su 
senior managers' certification 
accounts for the $17.5 million of 
questioned assets for which 
disposal paperwork could not be 
found.  

This response makes it clear that ISS did not recognize critical objectives for this 
cycle. Management certifications without supporting documentation in no case 
could account for over $17 million in questioned assets.  

Ctl Pt 
1  

ISS agrees with the IG's 
comment in general but 
disagrees that integration is 
necessary between the 
subsidiary ledger and the 
general ledger.  

Integration means the systems should interface.  We believe the Director is 
improperly defining integration.  Additionally, her comment that the subsidiary 
ledger and general ledger should not be a common system in order to maintain 
data integrity of each shows a lack of system knowledge.  Data integrity will be 
enhanced if the systems are in common and there will be greater operating 
efficiencies.   

Ctl Pt 
2  

ISS maintains that there is 
centralized receiving of newly 
purchased assets.  

During the search for missing assets the auditors found that significant quantities 
of newly purchased assets were shipped directly to the Culpeper audio visual 
center and to the Madison building.  Logistics was unaware of these new assets 
and did not record them as newly purchased fixed assets.  
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ISS 
Ref  ISS Assertion  OIG Comment  

Ctl Pt 
3  

ISS disagrees that assets are 
frequently transferred or 
disposed of without its 
knowledge.  

ISS acknowledges in its reply that transfers were missed and unlocated assets 
in the inventory exceeded 35% of the asset base.  

Ctl Pt 
7  

ISS asserts that the ISS/OCFO 
quarterly reconciliations have 
identified missed capitalizations 
of many new assets.  

This assertion is not supportable in view of the independent public accountant’s 
statement in its FY 2007 report that “the Library incorrectly recorded $20.3 
million of expenditures that should have been capitalized…the Library initially 
recorded $48.9 million of non-capitalized equipment expenditures.”  The ratio of 
assets not properly capitalized to total expenditures is over 41%.  
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