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What We Did

 
The Office of Inspector General conducted an audit of the State Aluminum Structures 
Shop (SASS) to: 

• evaluate internal controls over procurement of commodities and supplies; 
• evaluate internal controls over accountability of inventory, work in process, 

finished fabricated products, and disposal of scrap materials; and, 
• determine whether the SASS is in compliance with applicable laws, rules, and 

department policies and procedures. 
 
What We Found
 
We determined: 

• receipts and issuances of commodities in the Material and Supply Inventory 
system (MSI) were not updated timely; 

• classifications and descriptions of commodities were inconsistently documented 
in the State of Florida Purchasing Card (PCard) system; 

• Office of Maintenance (OOM) lacks procedures governing the tracking and usage 
of commodities during the fabrication process; and 

• OOM’s Quality Assurance Review (QAR) from May 24, 2016, did not adequately 
monitor compliance related to the timeliness of commodity receipts and issues. 
  

What We Recommend
 
We recommend the Director of the OOM: 

• ensure timely entry of receipts and issues of commodities in MSI;  
• ensure the commodity descriptions from the PCard receipt reflects the 

description recorded in the PCard System;  
• develop a procedure for SASS fabrication;  
• ensure the annual QAR conducts testing of key operational controls over 

commodity receipts and issues; and 
• implement small sample quantity random inventory counts between annual 

QARs.  
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BACKGROUND AND INTRODUCTION 
 
The Department of Transportation (DOT) State Aluminum Structures Shop (SASS), 
located in Oviedo, Florida, is part of the Structures Operations division in the Office of 
Maintenance (OOM). The SASS’s main purpose is to maintain and deploy temporary 
bridging and to fabricate aluminum products for department use.  
 
The SASS also purchases and stores inventory used to: 

• deploy and repair temporary bridge components for emergency and bridge 
construction detour operations;  

• transfer of commodities to other department cost centers; 
• fabricate department employee awards for service and special recognition; and 
• fabricate products such as breakaway sign supports, bridge rails, truck bodies, 

etc. for department use. 
 
As of May 24, 2016, the SASS warehoused 86 different commodities1 with a total value 
of $244,803. 
 
Procedure Guidance 
 
The Warehousing and Operations Distribution Handbook, Volume I (handbook) 
describes a warehouse as a “place to store inventory, which contains…commodities to 
be used…to carry out a specific work assignment.” 
 
The Warehousing and Distribution Operating Instructions, Topic No. 175-010-001-I, 
(procedure) establishes uniform guidelines and operating procedures for the 
department’s warehouses. The procedure also references the handbook which contains 
the required operating controls and instructions for the use of the Materials and 
Supplies Inventory (MSI) computer system. 
 
MSI System 
 
MSI is a real-time database that maintains current inventory quantities, unit prices, and 
inventory balances. MSI also stores historical data of warehouse transactions for 
purchases, issues, transfers, returns, and adjustments. The following data fields are 
used for each MSI transaction processed: 
 
Warehouse Number Cost Center Number 
Commodity Number Project Number 
Commodity Description Ticket Number 
Ticket Date Commodity Quantity 
Unit Price and Unit of Measure Purchase Order Number 
Transaction Type Vendor Number 

                                                           
1 See Attachment 1 for the types of commodities warehoused at SASS. 
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As purchased commodities are received and approved, the items are entered into MSI. 
The system generates a Receipt of Goods from Vendor ticket (receipt ticket) along with 
a ticket number.  
 
When inventory is removed from the warehouse storage area, the items are entered 
into MSI. The system generates a Material Request Issue Ticket (issue ticket) along 
with the ticket number. The requestor is required to sign and date the issue ticket when 
commodities are transferred from warehouse personnel to the requestor.   
 
Quality Assurance Reviews 
 
OOM has established a Quality Assurance Monitoring Plan and Quality Assurance 
Critical Requirements compliance indicator list, on which the warehousing function is 
included.  
 
The OOM conducts an annual QAR of the SASS using the Warehouse Operations 
Quality Assurance Review form, No. 175-020-07. The QAR includes a physical count of 
the actual quantities of commodities and compares the count to the quantities reported 
in MSI.    
 
Staffing  
 
SASS, as a cost center, has four full-time employees: an Aluminum Welder Supervisor 
and three Aluminum Welders. Two of the welders’ position descriptions include the 
responsibility for ordering commodities using existing contracts or the State of Florida 
Purchasing Card (PCard).  
 
The supervisor signs the PCard Monthly Paid Transaction Report to confirm that the 
cost center’s PCard transactions are in compliance with laws and are valid obligations 
of the State. One of the welders, with purchasing responsibilities, updates inventory 
quantities in MSI for receipts and issuance of commodities.  
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RESULTS OF REVIEW 
 
We determined there are opportunities for the OOM to enhance internal controls2 over 
the SASS warehouse and fabrication operations. This report has five findings and one 
observation, concerning: 

• inventory purchases; 
• material request from inventory; 
• fabrication operations; 
• scrap materials; 
• Quality Assurance Reviews; and 
• segregation of duties. 

 
 

Finding 1 – Inventory Purchases 
 
We determined receipts of commodities in MSI are not timely updated. We also 
determined classifications and descriptions of commodities were inconsistently 
documented in the PCard system. 
 
Section 215.86, Florida Statutes, states: 
 

Each state agency…shall establish and maintain management systems and 
controls that promote and encourage compliance; economic, efficient, and 
effective operations; reliability of records and reports; and safeguarding of 
assets…. 

 
The procedure, Section 6.6, states, “MSI records shall be updated by the close of 
business each day to reflect warehouse transactions that occurred that day.”  
 
The handbook, Section 1.9, states:  
 

In standard accounting practice, the inventory of commodities is an asset. For 
this reason, the DOT needs to maintain an inventory system that properly 
records, tracks, and maintains the value of commodities in the inventory. 

 
Receipt of Goods from Vendor 
 
We reviewed the supporting documentation for all MSI receipt transactions exceeding 
$500 for the period August 4, 2015 through May 24, 20163, or 12 transactions totaling 
                                                           
2 Internal control is defined as system measure such as reviews, checks and balances, methods and 
procedures instituted by an organization to (1) conduct its business in an orderly and efficient manner, (2) 
safeguard its assets and resources, (3) deter and detect errors, fraud, and theft in a timely manner, (4) 
ensure accuracy and completeness of its accounting data, (5) produce reliable and timely financial and 
management information, and (6) ensure adherence to its policies and plans.  
3 Dates represent the period between the two most recent QARs. 
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$53,303.4 Nothing came to our attention that the transactions tested were not 
adequately supported. However, in comparing the PCard holder’s annotated receipt 
date to the date of the MSI receipt ticket, we found the average time to create the 
receipt ticket in MSI was 163 days, ranging from 19 to 274 days.  
 
The handbook requires MSI to be updated daily for the purpose of safeguarding state 
assets. The delay of recording commodity purchases in MSI is an operational deficiency 
that increases the risk of errors, fraud, or theft not being detected in a timely manner.  
 
PCard Purchases 
 
The SASS uses both state term contracts and PCards to procure commodities. PCards 
are also used to procure shop supplies and miscellaneous shop expenses, such as 
welding gases and uniform laundry services. 
  
We reviewed all PCard transactions and supporting documentation for the period 
January 1, 2015 through July 20, 2016, or 458 items totaling $285,428.5 Although 
nothing came to our attention to indicate items purchased were not for SASS 
operations, we found inconsistent documentation of commodity classifications and 
descriptions in the PCard report.  
 
For example, in Table 1 below, we found aluminum sheet purchases of: 

• $7,350 recorded as a “shop supplies” with no commodity description; and  
• $10,105.50 recorded as “aluminum plate” with corresponding MSI commodity 

numbers.  
 

Table 1: Excerpt of Transactions from PCard Report6 
 

 
Source: Office of the Comptroller 
  
We also recognize OOM has established standard commodity descriptions along with 
assigned commodity numbers. For example, as shown in Table 1, recording the 
commodity numbers in the PCard system, e.g.704040/704060, clearly identifies which 
items are inventory that should be updated in MSI. In summary, including the 
commodity number provides an audit trail to receipt transactions in MSI.  
                                                           
4 Tested receipts represented 98% of the total population, or 12 transactions ranging from $708 to 
$15,871.   
5 Transaction amounts ranged from $3 to $21,904. 
6 OIG added “Description per Receipt”. 
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We inquired of OOM whether the commodity number could be included in the PCard 
description field. We were informed there is limited space to record commodity numbers 
in the description field. As an alternative, we also discussed the possibility of recording 
the commodity numbers on the vendor’s invoice or receipt.   
 
We recommend the Director of the Office of Maintenance ensure SASS personnel 
timely enter receipts of commodities in MSI.  
 
We also recommend additional actions to enhance the traceability of PCard purchases 
to MSI, as deemed operationally practical:  

• ensure the commodity descriptions from the PCard receipt reflects the 
description recorded in the PCard System; 

• record the MSI Receipt ticket number on the vendor invoice/receipt;   
• record the MSI Receipt ticket number directly in the PCard system description 

field; and 
• amend OOM procedure to reflect the implementation of new requirements. 

 
 

Finding 2 – Material Request from Inventory 
 
We determined the issuance of commodities in MSI are not timely updated. 
 
The procedure, Section 6.6, states, “MSI records shall be updated by the close of 
business each day to reflect warehouse transactions that occurred that day.”  

 
The handbook, Section 1.9, states, “In standard accounting practice, the inventory of 
commodities is an asset. For this reason, the DOT needs to maintain an inventory 
system that properly records, tracks, and maintains the value of commodities in the 
inventory.” 

 
The handbook, Section 4.1, states, “The requestor (or other responsible party) must 
sign a receipt for the materials when the warehouse personnel turn them over. The 
receipt states: “I acknowledge receiving above commodities to be used for official    
DOT business.” 

 
Material Request Issue Tickets 

 
We reviewed the supporting documentation for all issue tickets for the period August 4, 
2015, to May 24, 2016, or 79 issues tickets totaling $263,568. Nothing came to our 
attention that the transactions tested were not adequately supported. However, as in the 
case of Finding 1, MSI was not updated daily to reflect commodities withdrawn from 
inventory.  
 
SASS personnel used a form called “Statewide Aluminum Shop Materials List” 
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(materials list)7 in 47 of the 79 transactions we reviewed. The form is used to record the 
materials withdrawn from the warehouse, start date, finish date, job number, and item 
description.8 Our review found that 30 of the 47, or 64%, had a recorded start date; and, 
26 of the 47, or 55%, had a recorded finish date.  
 
To determine the average time to record the requisition in MSI we used both the start 
date and finish date. When using the start date the average time was 168 days, ranging 
from 26 to 377 days. When using the finish date the average time was 142 days, 
ranging from 26 to 242 days. 
 
Evidence of Receipt by Requestor 
 
To account for materials and products leaving a department warehouse, Section 4.1 of 
the handbook requires the issue ticket to be signed by the requestor of commodities 
upon receipt when turned over by warehouse personnel to acknowledge receiving 
commodities to be used for official department business.  
 
We found the SASS personnel did not comply with the handbook signature receipt 
requirements for external disbursements of commodities and fabricated products to 
outside cost centers in 699 of the 79 issue tickets examined. As a result in the delay of 
creating issue tickets, SASS personnel signed all the issue tickets on behalf of 
requestors who were required to acknowledge receipt. We also noted no oversight or 
testing of this operational control in the last two OOM QARs. 
 
When SASS staff were asked whether they were aware of the Warehousing and 
Distribution Operations Handbook, responses ranged from: 
 

• not familiar with it and has never seen it before; to 
• has seen it but is not familiar with it; to 
• yes, the handbook is what the shop uses; however, they are not considered to 

be a warehouse. 
 

To enhance accountability of state assets transferred, picked up or shipped, we 
recommend the Director of the Office of Maintenance: 

• ensure that commodities withdrawn from inventory are timely recorded in MSI; 
and 

• ensure requestors or persons receiving commodities or fabricated products from 
SASS personnel sign the issue ticket(s).  
 

                                                           
7 The material list is not a department form. Other documents reviewed included department forms for 
sign fabrication, manufacturing operations, and maintenance.  
8 See Finding 3 regarding further audit discussion about the use of a job cost worksheet in the fabrication 
process. 
9 The other 10 issue tickets were internal requisition of commodities needed for SASS fabrication. 
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Finding 3 – Fabrication of Specialty Products 
 
We determined OOM lacks procedures governing the tracking and usage of 
commodities during the fabrication process. 
 
Section 215.86, Florida Statutes, states: 

Each state agency…shall establish and maintain management systems and 
controls that promote and encourage compliance; economic, efficient, and 
effective operations; reliability of records and reports; and safeguarding of 
assets… 
 

Section 20.23(3)(a) Florida Statutes states: 
The central office shall establish departmental policies, rules, procedures, and 
standards and shall monitor the implementation of such policies, rules, 
procedures, and standards in order to ensure uniform compliance and quality 
performance by the districts and central office units that implement transportation 
programs. 
 

OOM Guidance 
 

As reported in the Background section of this report, the SASS performs both 
warehousing duties and fabrication of specialty products. Although the SASS falls under 
the Warehousing and Distribution Operations Handbook by reference, the handbook 
only provides instructions for operational use of MSI and does not include guidance or 
procedures for the fabrication of specialty products.    
 
OOM issued an email 10 to SASS on December 4, 2015, providing guidelines for the 
tracking of raw aluminum materials during the fabrication process. However, this 
guidance is not a department procedure. In our opinion, the guidance provided in the 
email could serve as the basis to develop a department procedure specific to SASS’s 
fabrication operations.  
 
Job Cost Worksheet 
 
OOM’s email guidance also references a “materials list” form to account for 
commodities used during the fabrication process. See Attachment 4, page 2 of 2, for an 
example of a material list. The materials list, in the current format, limits the required 
information collected about a particular transfer or product being fabricated. However, 
we found accountability of commodities would be enhanced if the materials list was 
modified to include the attributes of a job cost worksheet.   
 

                                                           
10 See Attachment 3. 
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In the manufacturing sector, job cost worksheets are used for managerial accounting 
purposes to internally account for materials, labor, and other costs expended during a 
manufacturing operation. See Figure 1 below.   
 

Figure 1: Job Cost Worksheet example 
 

 
                 Source: Adapted from www.accountingformanagment.org 
 
Consistent use of a modified material list provides an audit trail and a comprehensive 
record to document relevant job information. For example, attributes that should be 
considered include documenting the purpose of the job, applicable issue and return 
ticket numbers, commodities used, supplies used, and requestor support, etc. 
Furthermore, the modified material list with cost totals could be used as a basis to 
support the value of finished fabricated products returned to MSI inventory.  
 
To enhance accountability of commodities for use in fabrication, we recommend the 
Director of the OOM: 

• develop a procedure for SASS fabrication operations and coordinate with the 
Policy and Process Management Office to ensure a proper review process;  

• modify the material list to include the attributes of a job cost worksheet as 
deemed appropriate by OOM and approved by the Policy and Process 
Management Office;  

• expand the scope of the QAR to include examination of modified material lists; 
and   

• train SASS personnel on use of the modified material list.  
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Finding 4 – Scrap Materials 
 
We determined the OOM lacks formal procedures regarding the handling and disposal 
of scrap material related to SASS operations.  
 
Section 20.23(3)(a), Florida Statutes states: 
 

The central office shall establish departmental policies, rules, procedures, and 
standards and shall monitor the implementation of such policies, rules, 
procedures, and standards in order to ensure uniform compliance and quality 
performance by the districts and central office units that implement transportation 
programs. 
 

Operations Manual for Scrap, Surplus, and Obsolete Materials, Section III states:  
 

Scrap aluminum is the most valuable recovery item for the department because 
of the quantity of material generated from operations as well as its monetary 
value when sold for recycling.  
 

The handbook, Section 4.7.2, Surplus Inventory – Local Warehouse, references an 
Operations Manual for Scrap, Surplus, and Obsolete Materials. Upon audit inquiry we 
were provided the manual. The manual, shown in figure 2, has an effective date of 
1997.  
 
As reported in Finding 3, the OOM issued an email11 with guidelines for the tracking of 
raw aluminum materials. The email also includes guidance for the handling and disposal 
of scrap materials. In our opinion, the guidance provided in the email could serve as the 
basis for a procedure specifically addressing disposal of scrap materials at the SASS.  

 
Figure 2: Excerpt from Manual 

 

 
                 Source: OOM 
 
 
 
                                                           
11 See Attachment 3. 
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Review of Scrap Materials 
 
Our audit examined the SASS’s process for disposal of scrap materials. We reviewed 
documents reporting aluminum and steel scrap disposal and sales totaling $16,585 
occurring over a 14 month period. Nothing came to our attention to indicate the SASS is 
not complying with the OOM’s December 4, 2015 email guidance.  
 
We recommend the Director of OOM incorporate the disposal of scrap materials in the 
development of a procedure for SASS operations, or a separate procedure as 
appropriate.  

 
 

Finding 5 – Quality Assurance Reviews 
 
We determined the OOM’s most recent QAR, dated May 24, 2016, did not adequately 
monitor compliance related to the timeliness of commodity receipts and issues. 
 
The department’s Quality Assurance and Quality Control Policy, No. 001-260-001-b, 
states: 
 

Quality Control Monitoring Plans will list the steps necessary to effectively 
complete the key processes and measures outlined in Central Office Annual 
Quality Assurance Monitoring Plans. Processes will be monitored, measured and 
recorded. 

 
The handbook (Section 1.9, Forward) states: 

 
In standard accounting practice, the inventory of commodities is an asset. For 
this reason, the DOT needs to maintain an inventory system that properly 
records, tracks, and maintains the value of commodities in the inventory. 

 
QAR Scope of Review 
 
The OOM uses the QAR form for Warehouse Operations, No. 175-020-07, in the annual 
review of SASS. Though OOM conducts a physical count of commodities stored, the 
most recent QAR lacked a review of key operational controls, such as timely recording 
of commodity receipts and issues in MSI.  
 
As shown in Figure 3, under the Paperwork portion of the QAR, OOM failed to note any 
evidence of review.   
 

 
 
 
 

file://codata/shares/CO/OIG/Audit/Contract/_Active/16C-6003%20Inventory%20Controls%20-%20Structures%20Shop/2-Project%20Research/Criteria/QAR%20Proc%20001-260-001.pdf
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Figure 3: Excerpt from 2015/2016 QAR Report 
 

 
      Source: OOM 
 
With regard to physical inventory counts, we learned OOM no longer requires SASS to 
perform monthly random counts of inventory. Although the SASS warehouses 
approximately 85 commodities, random inventory counts of a small sample of 
commodities throughout the year would provide additional assurance that state assets 
are safeguarded and MSI inventory records are reliable and accurate.  
 
Verification of Inventory Quantities and Values  

 
On June 14, 2016, we conducted a physical inventory count with the SASS staffs’ 
assistance, of 85 commodity items with a total inventory value of $246,94812.  No 
exceptions were noted between the physical count and commodity quantities reported 
in MSI. 
 
We also performed an analysis to determine whether the value of inventory reported on 
the most recent QAR totaling $244,803 was accurate. Based upon MSI receipt and issue 
amounts reported in the MSI for the period August 2015 through May 2016, we calculated 
a variance of $3. See Table 2. 
 
 
 
 
 
 
                                                           
12 Our physical count of SASS inventory occurred approximately three weeks after the most recent QAR 
conducted by the OOM. 
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Table 2: Ending Inventory 
 

 
                                        Source: SASS QAR Reports, MSI Receipts and Issues Reports 
 
We recommend the Director of the Office of Maintenance: 

• ensure the QAR conducts testing of key operational controls over commodity 
receipts and issues; and 

• implement small sample quantity random inventory counts between annual 
QARs. 
 
 

Observation  – Segregation of Duties 
 
The United States Government Accountability Office: Standards for Internal Controls in 
the Federal Government, Section 3.08 states: 
 

Segregation of duties helps prevent fraud, waste, and abuse in the entity by 
considering the need to separate authority, custody, and accounting in the 
organizational structure…In particular, segregation of duties can address the 
risks of management overrides. 
 
If segregation of duties is not practical within an organization process because of 
limited personnel or other factors, management designs alternative control 
activities to address the risk of fraud, waste, or abuse in the operational process. 

 
Our review of SASS employees’ position descriptions indicated one employee is 
primarily responsible for purchasing of inventory, acknowledging receipt of inventory, 
recording receipts of inventory in MSI, fabricating products, issuing inventory from MSI, 
and assisting OOM with annual QARs.   
 
We recognize the challenge of effectively segregating duties with a limited number of 
full time employees required to perform administrative, warehousing, and fabrication 
duties. As a result, standard operational segregation of duties between a warehouse 
function and a fabrication function may not be practical. However, implementing 
additional oversight controls by the OOM, where cost beneficial, mitigates the risk of 
errors, fraud and theft not being detected in a timely manner.   
 

Beginning Inventory (August 2015) 358,937$       
Add: Receipts 80,213           
Subtract: Issues (194,350)        
Calculated Ending Inventory 244,799         
Reported Inventory (May 2016) 244,803         
Variance (3)$                  

Verification of Ending Inventory

file://COdata/Shares/CO/OIG/Audit/Contract/_Active/16C-6003%20Inventory%20Controls%20-%20Structures%20Shop/2-Project%20Research/Criteria/GAO%20Green%20Book%202014.pdf
file://COdata/Shares/CO/OIG/Audit/Contract/_Active/16C-6003%20Inventory%20Controls%20-%20Structures%20Shop/2-Project%20Research/Criteria/GAO%20Green%20Book%202014.pdf
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APPENDIX A – Purpose, Scope, and Methodology 
 
Section 20.055, Florida Statutes, requires the OIG to conduct audits, examinations, 
investigations, and management reviews related to programs and operations of the 
department. This audit was performed as part of the OIG’s mission to promote 
accountability, integrity, and efficiency for the citizens of Florida by providing objective 
and timely audit and investigative services. 
 
The purpose of this engagement was to: 

• evaluate internal controls over procurement of commodities and supplies; 
• evaluate internal controls over accountability of inventory, work in process, 

finished fabricated products, and disposal of scrap materials;  
• determine whether the SASS is in compliance with applicable, laws, rules, and 

department policies and procedures; and  
• examine contracting practices with other state agencies. 

 
The scope of the audit included an examination of the SASS’s daily processes and 
procedures, as well as procurement, inventory, and production records from January 
2015 through May 2016. 
 
The methodology included: 

• reviewing relevant laws, rules, regulations, department policies, and procedures;  
• interviewing Central Office and SASS staff;  
• reviewing position descriptions and payroll records for SASS staff; 
• reviewing and analyzing MSI receipts and issues reports against Purchasing 

Card records, invoices, fabrication requests, and other back-up documentation. 
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APPENDIX B – Management Response 
 
Per Section 20.055(6)(d), Florida Statutes (2016), OOM was provided a Preliminary and 
Tentative report and given a 20 day period to respond to the findings. OOM responded 
to the findings via email on July 14, 2017.  
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APPENDIX B – Management Response (cont.) 
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APPENDIX B – Management Response (cont.)  
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APPENDIX B – Management Response (cont.)  
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PROJECT TEAM 
 

Engagement was conducted by: 
       Kyle Erickson, Auditor 
 

Under the supervision of: 
           Amy Slack, Senior Audit Supervisor 
           William Pace, Audit Manager 
           Kristofer B. Sullivan, Director of Audit 

   
Approved by: 
           Robert E. Clift, Inspector General 
 
 
 
 
STATEMENT OF ACCORDANCE 
 
The department’s mission is to provide a safe transportation system that ensures the 
mobility of people and goods, enhances economic prosperity, and preserves the quality 
of our environment and communities. 
 
The Office of Inspector General’s mission is to promote integrity, accountability, and 
process improvement in the Department of Transportation by providing objective, fact-
based assessments to the DOT team. 
 
This work product was prepared pursuant to section 20.055, Florida Statutes, in 
accordance with the Association of Inspectors General Principles and Standards for 
Offices of Inspector General, and conforms with The Institute of Internal Auditors’  
International Standards for the Professional Practice of Internal Auditing. 
 
Please address inquiries regarding this report to the department’s Office of Inspector 
General at (850) 410-5800. 
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ATTACHMENT 1 – Excerpt of 100% Inventory Check Report 
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ATTACHMENT 2 – OOM State Aluminum Structure Shop Priorities  
 

Upon audit inquiry, the OOM management team and SASS team compiled their 
prioritized list of shop activities, in order from most to least important: 
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ATTACHMENT 3 – OOM Guidance Email  
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ATTACHMENT 3 – OOM Guidance Email (cont.)  
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 ATTACHMENT 4 – Requisition List and Corresponding Issue Ticket  
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ATTACHMENT 4 – Requisition List and Corresponding Issue Ticket (cont.) 
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What We Did



The Office of Inspector General conducted an audit of the State Aluminum Structures Shop (SASS) to:

· evaluate internal controls over procurement of commodities and supplies;

· evaluate internal controls over accountability of inventory, work in process, finished fabricated products, and disposal of scrap materials; and,

· determine whether the SASS is in compliance with applicable laws, rules, and department policies and procedures.



What We Found 



We determined:

· receipts and issuances of commodities in the Material and Supply Inventory system (MSI) were not updated timely;

· classifications and descriptions of commodities were inconsistently documented in the State of Florida Purchasing Card (PCard) system;

· Office of Maintenance (OOM) lacks procedures governing the tracking and usage of commodities during the fabrication process; and

· OOM’s Quality Assurance Review (QAR) from May 24, 2016, did not adequately monitor compliance related to the timeliness of commodity receipts and issues.

 

What We Recommend 



We recommend the Director of the OOM:

· ensure timely entry of receipts and issues of commodities in MSI; 

· ensure the commodity descriptions from the PCard receipt reflects the description recorded in the PCard System; 

· develop a procedure for SASS fabrication; 

· ensure the annual QAR conducts testing of key operational controls over commodity receipts and issues; and

· implement small sample quantity random inventory counts between annual QARs. 
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BACKGROUND AND INTRODUCTION



The Department of Transportation (DOT) State Aluminum Structures Shop (SASS), located in Oviedo, Florida, is part of the Structures Operations division in the Office of Maintenance (OOM). The SASS’s main purpose is to maintain and deploy temporary bridging and to fabricate aluminum products for department use. 



The SASS also purchases and stores inventory used to:

· deploy and repair temporary bridge components for emergency and bridge construction detour operations; 

· transfer of commodities to other department cost centers;

· fabricate department employee awards for service and special recognition; and

· fabricate products such as breakaway sign supports, bridge rails, truck bodies, etc. for department use.



As of May 24, 2016, the SASS warehoused 86 different commodities[footnoteRef:1] with a total value of $244,803. [1:  See Attachment 1 for the types of commodities warehoused at SASS.] 




Procedure Guidance



The Warehousing and Operations Distribution Handbook, Volume I (handbook) describes a warehouse as a “place to store inventory, which contains…commodities to be used…to carry out a specific work assignment.”



The Warehousing and Distribution Operating Instructions, Topic No. 175-010-001-I, (procedure) establishes uniform guidelines and operating procedures for the department’s warehouses. The procedure also references the handbook which contains the required operating controls and instructions for the use of the Materials and Supplies Inventory (MSI) computer system.



MSI System



MSI is a real-time database that maintains current inventory quantities, unit prices, and inventory balances. MSI also stores historical data of warehouse transactions for purchases, issues, transfers, returns, and adjustments. The following data fields are used for each MSI transaction processed:



		Warehouse Number

		Cost Center Number



		Commodity Number

		Project Number



		Commodity Description

		Ticket Number



		Ticket Date

		Commodity Quantity



		Unit Price and Unit of Measure

		Purchase Order Number



		Transaction Type

		Vendor Number





As purchased commodities are received and approved, the items are entered into MSI. The system generates a Receipt of Goods from Vendor ticket (receipt ticket) along with a ticket number. 



When inventory is removed from the warehouse storage area, the items are entered into MSI. The system generates a Material Request Issue Ticket (issue ticket) along with the ticket number. The requestor is required to sign and date the issue ticket when commodities are transferred from warehouse personnel to the requestor.  



Quality Assurance Reviews



OOM has established a Quality Assurance Monitoring Plan and Quality Assurance Critical Requirements compliance indicator list, on which the warehousing function is included. 



The OOM conducts an annual QAR of the SASS using the Warehouse Operations Quality Assurance Review form, No. 175-020-07. The QAR includes a physical count of the actual quantities of commodities and compares the count to the quantities reported in MSI.   



Staffing 



SASS, as a cost center, has four full-time employees: an Aluminum Welder Supervisor and three Aluminum Welders. Two of the welders’ position descriptions include the responsibility for ordering commodities using existing contracts or the State of Florida Purchasing Card (PCard). 



The supervisor signs the PCard Monthly Paid Transaction Report to confirm that the cost center’s PCard transactions are in compliance with laws and are valid obligations of the State. One of the welders, with purchasing responsibilities, updates inventory quantities in MSI for receipts and issuance of commodities. 



























RESULTS OF REVIEW



We determined there are opportunities for the OOM to enhance internal controls[footnoteRef:2] over the SASS warehouse and fabrication operations. This report has five findings and one observation, concerning: [2:  Internal control is defined as system measure such as reviews, checks and balances, methods and procedures instituted by an organization to (1) conduct its business in an orderly and efficient manner, (2) safeguard its assets and resources, (3) deter and detect errors, fraud, and theft in a timely manner, (4) ensure accuracy and completeness of its accounting data, (5) produce reliable and timely financial and management information, and (6) ensure adherence to its policies and plans. ] 


· inventory purchases;

· material request from inventory;

· fabrication operations;

· scrap materials;

· Quality Assurance Reviews; and

· segregation of duties.
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We determined receipts of commodities in MSI are not timely updated. We also determined classifications and descriptions of commodities were inconsistently documented in the PCard system.



Section 215.86, Florida Statutes, states:



Each state agency…shall establish and maintain management systems and controls that promote and encourage compliance; economic, efficient, and effective operations; reliability of records and reports; and safeguarding of assets….



The procedure, Section 6.6, states, “MSI records shall be updated by the close of business each day to reflect warehouse transactions that occurred that day.” 



The handbook, Section 1.9, states: 



In standard accounting practice, the inventory of commodities is an asset. For this reason, the DOT needs to maintain an inventory system that properly records, tracks, and maintains the value of commodities in the inventory.



Receipt of Goods from Vendor



We reviewed the supporting documentation for all MSI receipt transactions exceeding $500 for the period August 4, 2015 through May 24, 2016[footnoteRef:3], or 12 transactions totaling $53,303.[footnoteRef:4] Nothing came to our attention that the transactions tested were not adequately supported. However, in comparing the PCard holder’s annotated receipt date to the date of the MSI receipt ticket, we found the average time to create the receipt ticket in MSI was 163 days, ranging from 19 to 274 days.  [3:  Dates represent the period between the two most recent QARs.]  [4:  Tested receipts represented 98% of the total population, or 12 transactions ranging from $708 to $15,871.  ] 




The handbook requires MSI to be updated daily for the purpose of safeguarding state assets. The delay of recording commodity purchases in MSI is an operational deficiency that increases the risk of errors, fraud, or theft not being detected in a timely manner. 



PCard Purchases



The SASS uses both state term contracts and PCards to procure commodities. PCards are also used to procure shop supplies and miscellaneous shop expenses, such as welding gases and uniform laundry services.

 

We reviewed all PCard transactions and supporting documentation for the period January 1, 2015 through July 20, 2016, or 458 items totaling $285,428.[footnoteRef:5] Although nothing came to our attention to indicate items purchased were not for SASS operations, we found inconsistent documentation of commodity classifications and descriptions in the PCard report.  [5:  Transaction amounts ranged from $3 to $21,904.] 




For example, in Table 1 below, we found aluminum sheet purchases of:

· $7,350 recorded as a “shop supplies” with no commodity description; and 

· $10,105.50 recorded as “aluminum plate” with corresponding MSI commodity numbers. 



Table 1: Excerpt of Transactions from PCard Report[footnoteRef:6] [6:  OIG added “Description per Receipt”.] 




[image: ]

Source: Office of the Comptroller

 

We also recognize OOM has established standard commodity descriptions along with assigned commodity numbers. For example, as shown in Table 1, recording the commodity numbers in the PCard system, e.g.704040/704060, clearly identifies which items are inventory that should be updated in MSI. In summary, including the commodity number provides an audit trail to receipt transactions in MSI. 

We inquired of OOM whether the commodity number could be included in the PCard description field. We were informed there is limited space to record commodity numbers in the description field. As an alternative, we also discussed the possibility of recording the commodity numbers on the vendor’s invoice or receipt.  



We recommend the Director of the Office of Maintenance ensure SASS personnel timely enter receipts of commodities in MSI. 



We also recommend additional actions to enhance the traceability of PCard purchases to MSI, as deemed operationally practical: 

· ensure the commodity descriptions from the PCard receipt reflects the description recorded in the PCard System;

· record the MSI Receipt ticket number on the vendor invoice/receipt;  

· record the MSI Receipt ticket number directly in the PCard system description field; and

· amend OOM procedure to reflect the implementation of new requirements.
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We determined the issuance of commodities in MSI are not timely updated.



The procedure, Section 6.6, states, “MSI records shall be updated by the close of business each day to reflect warehouse transactions that occurred that day.” 



The handbook, Section 1.9, states, “In standard accounting practice, the inventory of commodities is an asset. For this reason, the DOT needs to maintain an inventory system that properly records, tracks, and maintains the value of commodities in the inventory.”



The handbook, Section 4.1, states, “The requestor (or other responsible party) must sign a receipt for the materials when the warehouse personnel turn them over. The receipt states: “I acknowledge receiving above commodities to be used for official   

DOT business.”



Material Request Issue Tickets



We reviewed the supporting documentation for all issue tickets for the period August 4, 2015, to May 24, 2016, or 79 issues tickets totaling $263,568. Nothing came to our attention that the transactions tested were not adequately supported. However, as in the case of Finding 1, MSI was not updated daily to reflect commodities withdrawn from inventory. 



SASS personnel used a form called “Statewide Aluminum Shop Materials List” (materials list)[footnoteRef:7] in 47 of the 79 transactions we reviewed. The form is used to record the materials withdrawn from the warehouse, start date, finish date, job number, and item description.[footnoteRef:8] Our review found that 30 of the 47, or 64%, had a recorded start date; and, 26 of the 47, or 55%, had a recorded finish date.  [7:  The material list is not a department form. Other documents reviewed included department forms for sign fabrication, manufacturing operations, and maintenance. ]  [8:  See Finding 3 regarding further audit discussion about the use of a job cost worksheet in the fabrication process.] 




To determine the average time to record the requisition in MSI we used both the start date and finish date. When using the start date the average time was 168 days, ranging from 26 to 377 days. When using the finish date the average time was 142 days, ranging from 26 to 242 days.



Evidence of Receipt by Requestor



To account for materials and products leaving a department warehouse, Section 4.1 of the handbook requires the issue ticket to be signed by the requestor of commodities upon receipt when turned over by warehouse personnel to acknowledge receiving commodities to be used for official department business. 



We found the SASS personnel did not comply with the handbook signature receipt requirements for external disbursements of commodities and fabricated products to outside cost centers in 69[footnoteRef:9] of the 79 issue tickets examined. As a result in the delay of creating issue tickets, SASS personnel signed all the issue tickets on behalf of requestors who were required to acknowledge receipt. We also noted no oversight or testing of this operational control in the last two OOM QARs. [9:  The other 10 issue tickets were internal requisition of commodities needed for SASS fabrication.] 




When SASS staff were asked whether they were aware of the Warehousing and Distribution Operations Handbook, responses ranged from:



· not familiar with it and has never seen it before; to

· has seen it but is not familiar with it; to

· yes, the handbook is what the shop uses; however, they are not considered to be a warehouse.



To enhance accountability of state assets transferred, picked up or shipped, we recommend the Director of the Office of Maintenance:

· ensure that commodities withdrawn from inventory are timely recorded in MSI; and

· ensure requestors or persons receiving commodities or fabricated products from SASS personnel sign the issue ticket(s). 
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We determined OOM lacks procedures governing the tracking and usage of commodities during the fabrication process.



Section 215.86, Florida Statutes, states:

Each state agency…shall establish and maintain management systems and controls that promote and encourage compliance; economic, efficient, and effective operations; reliability of records and reports; and safeguarding of assets…



Section 20.23(3)(a) Florida Statutes states:

The central office shall establish departmental policies, rules, procedures, and standards and shall monitor the implementation of such policies, rules, procedures, and standards in order to ensure uniform compliance and quality performance by the districts and central office units that implement transportation programs.



OOM Guidance



As reported in the Background section of this report, the SASS performs both warehousing duties and fabrication of specialty products. Although the SASS falls under the Warehousing and Distribution Operations Handbook by reference, the handbook only provides instructions for operational use of MSI and does not include guidance or procedures for the fabrication of specialty products.   



OOM issued an email [footnoteRef:10] to SASS on December 4, 2015, providing guidelines for the tracking of raw aluminum materials during the fabrication process. However, this guidance is not a department procedure. In our opinion, the guidance provided in the email could serve as the basis to develop a department procedure specific to SASS’s fabrication operations.  [10:  See Attachment 3.] 




Job Cost Worksheet



OOM’s email guidance also references a “materials list” form to account for commodities used during the fabrication process. See Attachment 4, page 2 of 2, for an example of a material list. The materials list, in the current format, limits the required information collected about a particular transfer or product being fabricated. However, we found accountability of commodities would be enhanced if the materials list was modified to include the attributes of a job cost worksheet.  



In the manufacturing sector, job cost worksheets are used for managerial accounting purposes to internally account for materials, labor, and other costs expended during a manufacturing operation. See Figure 1 below.  



Figure 1: Job Cost Worksheet example



[image: ]

                 Source: Adapted from www.accountingformanagment.org



Consistent use of a modified material list provides an audit trail and a comprehensive record to document relevant job information. For example, attributes that should be considered include documenting the purpose of the job, applicable issue and return ticket numbers, commodities used, supplies used, and requestor support, etc. Furthermore, the modified material list with cost totals could be used as a basis to support the value of finished fabricated products returned to MSI inventory. 



To enhance accountability of commodities for use in fabrication, we recommend the Director of the OOM:

· develop a procedure for SASS fabrication operations and coordinate with the Policy and Process Management Office to ensure a proper review process; 

· modify the material list to include the attributes of a job cost worksheet as deemed appropriate by OOM and approved by the Policy and Process Management Office; 

· expand the scope of the QAR to include examination of modified material lists; and  

· train SASS personnel on use of the modified material list. 
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We determined the OOM lacks formal procedures regarding the handling and disposal of scrap material related to SASS operations. 



Section 20.23(3)(a), Florida Statutes states:



The central office shall establish departmental policies, rules, procedures, and standards and shall monitor the implementation of such policies, rules, procedures, and standards in order to ensure uniform compliance and quality performance by the districts and central office units that implement transportation programs.



Operations Manual for Scrap, Surplus, and Obsolete Materials, Section III states: 



Scrap aluminum is the most valuable recovery item for the department because of the quantity of material generated from operations as well as its monetary value when sold for recycling. 



The handbook, Section 4.7.2, Surplus Inventory – Local Warehouse, references an Operations Manual for Scrap, Surplus, and Obsolete Materials. Upon audit inquiry we were provided the manual. The manual, shown in figure 2, has an effective date of 1997. 



As reported in Finding 3, the OOM issued an email[footnoteRef:11] with guidelines for the tracking of raw aluminum materials. The email also includes guidance for the handling and disposal of scrap materials. In our opinion, the guidance provided in the email could serve as the basis for a procedure specifically addressing disposal of scrap materials at the SASS.  [11:  See Attachment 3.] 




Figure 2: Excerpt from Manual



[image: cid:image001.png@01D27593.70C02A90]

                 Source: OOM







Review of Scrap Materials



Our audit examined the SASS’s process for disposal of scrap materials. We reviewed documents reporting aluminum and steel scrap disposal and sales totaling $16,585 occurring over a 14 month period. Nothing came to our attention to indicate the SASS is not complying with the OOM’s December 4, 2015 email guidance. 



We recommend the Director of OOM incorporate the disposal of scrap materials in the development of a procedure for SASS operations, or a separate procedure as appropriate. 
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We determined the OOM’s most recent QAR, dated May 24, 2016, did not adequately monitor compliance related to the timeliness of commodity receipts and issues.



The department’s Quality Assurance and Quality Control Policy, No. 001-260-001-b, states:



Quality Control Monitoring Plans will list the steps necessary to effectively complete the key processes and measures outlined in Central Office Annual Quality Assurance Monitoring Plans. Processes will be monitored, measured and recorded.



The handbook (Section 1.9, Forward) states:



In standard accounting practice, the inventory of commodities is an asset. For this reason, the DOT needs to maintain an inventory system that properly records, tracks, and maintains the value of commodities in the inventory.



QAR Scope of Review



The OOM uses the QAR form for Warehouse Operations, No. 175-020-07, in the annual review of SASS. Though OOM conducts a physical count of commodities stored, the most recent QAR lacked a review of key operational controls, such as timely recording of commodity receipts and issues in MSI. 



As shown in Figure 3, under the Paperwork portion of the QAR, OOM failed to note any evidence of review.  











Figure 3: Excerpt from 2015/2016 QAR Report



[image: ]

      Source: OOM



With regard to physical inventory counts, we learned OOM no longer requires SASS to perform monthly random counts of inventory. Although the SASS warehouses approximately 85 commodities, random inventory counts of a small sample of commodities throughout the year would provide additional assurance that state assets are safeguarded and MSI inventory records are reliable and accurate. 



Verification of Inventory Quantities and Values 



On June 14, 2016, we conducted a physical inventory count with the SASS staffs’ assistance, of 85 commodity items with a total inventory value of $246,948[footnoteRef:12].  No exceptions were noted between the physical count and commodity quantities reported in MSI. [12:  Our physical count of SASS inventory occurred approximately three weeks after the most recent QAR conducted by the OOM.] 




We also performed an analysis to determine whether the value of inventory reported on the most recent QAR totaling $244,803 was accurate. Based upon MSI receipt and issue amounts reported in the MSI for the period August 2015 through May 2016, we calculated a variance of $3. See Table 2.













Table 2: Ending Inventory



[image: ]

                                        Source: SASS QAR Reports, MSI Receipts and Issues Reports



We recommend the Director of the Office of Maintenance:

· ensure the QAR conducts testing of key operational controls over commodity receipts and issues; and

· implement small sample quantity random inventory counts between annual QARs.
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The United States Government Accountability Office: Standards for Internal Controls in the Federal Government, Section 3.08 states:



Segregation of duties helps prevent fraud, waste, and abuse in the entity by considering the need to separate authority, custody, and accounting in the organizational structure…In particular, segregation of duties can address the risks of management overrides.



If segregation of duties is not practical within an organization process because of limited personnel or other factors, management designs alternative control activities to address the risk of fraud, waste, or abuse in the operational process.



Our review of SASS employees’ position descriptions indicated one employee is primarily responsible for purchasing of inventory, acknowledging receipt of inventory, recording receipts of inventory in MSI, fabricating products, issuing inventory from MSI, and assisting OOM with annual QARs.  



We recognize the challenge of effectively segregating duties with a limited number of full time employees required to perform administrative, warehousing, and fabrication duties. As a result, standard operational segregation of duties between a warehouse function and a fabrication function may not be practical. However, implementing additional oversight controls by the OOM, where cost beneficial, mitigates the risk of errors, fraud and theft not being detected in a timely manner.  



APPENDIX A – Purpose, Scope, and Methodology



Section 20.055, Florida Statutes, requires the OIG to conduct audits, examinations,

investigations, and management reviews related to programs and operations of the

department. This audit was performed as part of the OIG’s mission to promote

accountability, integrity, and efficiency for the citizens of Florida by providing objective

and timely audit and investigative services.



The purpose of this engagement was to:

· evaluate internal controls over procurement of commodities and supplies;

· evaluate internal controls over accountability of inventory, work in process, finished fabricated products, and disposal of scrap materials; 

· determine whether the SASS is in compliance with applicable, laws, rules, and department policies and procedures; and 

· examine contracting practices with other state agencies.



The scope of the audit included an examination of the SASS’s daily processes and procedures, as well as procurement, inventory, and production records from January 2015 through May 2016.



The methodology included:

· reviewing relevant laws, rules, regulations, department policies, and procedures; 

· interviewing Central Office and SASS staff; 

· reviewing position descriptions and payroll records for SASS staff;

· reviewing and analyzing MSI receipts and issues reports against Purchasing Card records, invoices, fabrication requests, and other back-up documentation.









































APPENDIX B – Management Response



Per Section 20.055(6)(d), Florida Statutes (2016), OOM was provided a Preliminary and Tentative report and given a 20 day period to respond to the findings. OOM responded to the findings via email on July 14, 2017. 
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APPENDIX B – Management Response (cont.)
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APPENDIX B – Management Response (cont.)	









[image: ]







APPENDIX B – Management Response (cont.)	
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STATEMENT OF ACCORDANCE



The department’s mission is to provide a safe transportation system that ensures the mobility of people and goods, enhances economic prosperity, and preserves the quality of our environment and communities.



The Office of Inspector General’s mission is to promote integrity, accountability, and process improvement in the Department of Transportation by providing objective, fact-based assessments to the DOT team.



This work product was prepared pursuant to section 20.055, Florida Statutes, in accordance with the Association of Inspectors General Principles and Standards for Offices of Inspector General, and conforms with The Institute of Internal Auditors’ 

International Standards for the Professional Practice of Internal Auditing.



Please address inquiries regarding this report to the department’s Office of Inspector General at (850) 410-5800.










ATTACHMENT 1 – Excerpt of 100% Inventory Check Report
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ATTACHMENT 2 – OOM State Aluminum Structure Shop Priorities	



Upon audit inquiry, the OOM management team and SASS team compiled their prioritized list of shop activities, in order from most to least important:
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ATTACHMENT 3 – OOM Guidance Email 
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ATTACHMENT 3 – OOM Guidance Email (cont.)	
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ATTACHMENT 4 – Requisition List and Corresponding Issue Ticket (cont.)





[image: ]

www.fdot.gov





Audit Report No. 16C-6003 ● Page 2 of 27



image3.png



image4.png



image5.png



image6.emf

Beginning Inventory (August 2015)358,937$       


Add: Receipts80,213           


Subtract: Issues(194,350)        


Calculated Ending Inventory244,799         


Reported Inventory (May 2016)244,803         


Variance(3)$                  


Verification of Ending Inventory




image7.png



image8.png



image9.png



image10.png



image11.png



image12.png



image13.png



image14.png



image15.png



image16.png



image1.jpeg



image2.png



image17.jpeg



