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CITY,

OFFICE OF THE CITY AUDITOR AND CLERK
Internal Audit Division

Date: January 15, 2015

To: Mayor Willie Shaw, Vice Mayor Susan Chapman, Commissioner Suzanne Atwell, Commissioner
Eileen Normile, and Commissioner Stan Zimmerman

From: Pamela M. Nadalini, MBA, CMC, City Auditor and Clerk

Subject: Audit #15-01: Fiscal Year-End 2014 Citywide Inventory

Attached for your information and review is a copy of the above-mentioned detailed report.

If you have any questions, please do not hesitate to call me at (941) 954-4169.

Attachments:

Detailed Audit Report # 15-01
Executive Summary Audit Report # 15-01

Cc: Thomas Barwin, City Manager
Robert Fournier, City Attorney
D. Edward Daugherty, CPA, Manager, Internal Audit
File
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BACKGROUND AND INTRODUCTION
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During fiscal year 2014 (FYE 2014), the following city departments or divisions maintained inventory: Sarasota
Police Department, Van Wezel Performing Arts Hall, Public Works, Public Utilities, Bobby Jones Golf Club, the
Municipal Auditorium and Payne Park Auditorium.

During April 2014 Public Works sold their non-obsolete inventory to an outside vendor, NAPA, who in return has
contracted with the department to provide an integrated parts room in the Public Works shop. The remaining
obsolete inventory was written off at the end of FYE 2014. NAPA owns orders, receives, issues, maintains and
controls all inventory for the Public Works department. Inventory that is issued to Public Works is reviewed and
reconciled by management to the corresponding supporting documentation.

A variety of items are held in inventory, some of which are used to service internal customers (such as
infrastructure parts, police uniforms and supplies, etc.), whereas other items are held for resale to the public
(such as sporting equipment, souvenirs, and concession food and beverages).

I . - ~ At the end of each fiscal year, departments that maintain inventory assemble count

o e teams to perform physical counts of inventory items. Results of the counts are used
to update inventory quantities in departmental inventory computer systems as well
as to make adjustments to each department’s inventory valuation. Adjustments to
inventory valuations are provided to the Financial Administration Department for
inclusion in the general ledger.

Public Utilities storeroom is well
organized, clean and well-lit.

The following table summarizes inventory information by Department or Division:

Inventory
Costing Automated Ending Percent of 2014
Method | Inventory | Inventory inventory Inventory
In Use Count Systemin | Balance as Balance Tested
Department or Location {Exhibit B) | Method Use? of 9/30/14 | by Internal Audit
Municipal Auditorium and Payne Last
Park Auditorium Invoice! Periodic No $310.58 27.00%
First-In-
First-Out
Public Utilities-Utility Stores (FIFO) Perpetual Yes $137,380.67 14.72%
Weighted
Bobby Jones Golf Club Pro Shop Average Perpetual Yes $31,807.28 15.71%
Last
Van Wezel Performing Arts Hall Invoice Periodic No $1,756.45 95.72%
Last
Sarasota Police Department Invoice Perpetual No? $112,798.42 7.73%
Grand Total Inventory Valuation/ Percent Tested by Internal Audit $284,053.40 12.19%

! The use of last invoice costing is a non-standard costing method.
SPD does have inventory sofiware; however the software is not being utilized effectively.
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This audit was performed to assess the FYE 2014 physical inventory process, including compliance with
inventory instructions and related controls over inventory. This audit was included on the 2014-2016 Audit
Schedule.

AUDIT SCOPE

The scope of this audit included a review of departmental inventory activities, including physical inventory
counts, compliance with inventory policies and procedures, and physical and information system security
regarding City assets for the fiscal year ending September 30, 2014. The time period for the audit was October
1, 2013 - September 30, 2014.

AUDIT OBJECTIVES

The audit focused on determining whether:

1) Departmental inventory procedures were adhered to during counts of inventory;

2) Physical access to inventory was appropriately restricted to
safeguard City assets;

3) Access to inventory information systems was appropriately restricted
to necessary personnel;

4) Reported inventory included usable or saleable items;

5) inventory cut-off procedures were adequate to ensure that inventory =
. . Example ~ Public Utilities maintains a
transactions are reported in the correct fiscal year; wide variety of parts including large, bulky

items.
6) Inventory amounts were properly recorded; and

7) Management oversight of the physical inventory count and reconciliation process was adequate to
ensure adjustments were properly reviewed and authorized.

AUDIT STANDARDS

The auditor conducted this audit in accordance with generally accepted government auditing standards. Those
standards require that the auditor plan and perform the audit to provide a reasonable basis for findings and
conclusions based on audit objectives. The auditor believes that the evidence obtained provides a reasonable
basis for findings and conclusions based on the audit objectives.

The Internal Audit Division strives to follow the guidance included in the Institute of Internal Auditors (NA)
International Professional Practices Framework however the Standards do not allow the department to note



that reports are prepared in accordance with IlA Standards until the peer review process indicates such
compliance.

TESTING METHODOLOGY.

in order to fulfill the audit objectives, Internal Audit:

Interviewed appropriate personnel;
Observed physical inventory counts of departments;
Evaluated compliance with departmental inventory
instructions;

e Performed sample test counts® and verified unit costs to
assure accuracy and existence of items;

* Reviewed user access to inventory information systems;

e Evaluated segregation of duties concerning inventory

activities;
» Reviewed inventory reconciliations and adjusting journal Example — Bobby Jones Pro Shop sells a variety of
entries: clothing and golf equipment for men and women.
r

e Evaluated management’s oversight of the physical inventory
reporting process; and
e Reviewed the inventory systems for adequate controls and safeguards.

AUDIT CRITERIA

Conditions noted by Internal Audit during testing and fieldwork were compared to audit criteria, which included:
o Departmental Inventory Instructions; and

e The United States General Accounting Office’s Executive Guide on “Best Practices in Achieving
Consistent, Accurate Physical Counts of Inventory and Related Property”, dated March 2002

NOTEWORTHY ACCOMPLISHMENTS

During testing of audit objectives for Bobby Jones Golf Course and Utilities it was noted that both departments
have implemented audit recommendations from the prior year inventory audit (#14-01) in addition to
maintaining clean, organized and clearly marked inventory items. Both departments spend time and resources
on continuing to ensure their inventory practices are in line with their respective inventory policies as well as
considering how internal controls strengthen their department’s inventory operations.

AUDIT C:DNCL'Uslst

Observations and recommendations in this report are offered as independent guidance to management for their
consideration in strengthening controls.

: A judgmental sample of inventory items was selected for audit testing based on either number of items in stock or price per unit.
7



A complete list of Internal Audit’s observations and recommendations is located on page 10 of this report. For
information on priority levels assigned to audit recommendations, please see Exhibit A.

Based on results from testing the auditor’s sample, Internal Audit determined through fieldwork and testing
that:

1) Physical inventory counts were generally performed in compliance with each department’s respective
inventory instructions.

o Sarasota Police Department - During the recount sample testing performed by Internal Audit,
there were two inventory items (in the sample) that were not counted at all, a resuit of not
following count procedures and not counting a section of shelves that contained inventory.

2) Adequate physical access controls were observed to be in place for the majority of the departments
with regards to secure, lockable storage areas. There was one exception to this observation:

o Sarasota Police Department - 22 employees have key fob access to the SPD inventory
storeroom. It does not appear that all of those employees have an active function in the
inventory process or need to access the room.

3) Inventory information systems were generally restricted
to necessary users. There was one exception to this
observation:

Sarasota Police Department — Internal Audit
noted that the prior Quartermaster still had user access rights to
the inventory software (CribMaster). User access should be
reviewed and updated on a timely basis for personnel changes
within the department to prevent unauthorized changes.

Example - Van Wezel sells a variety of is to =
patrons. R . a
4) Reported inventory values appropriately included usable,
or saleable, items. The auditor observed that departments properly identified obsolete items and

segregated those items from other inventory.
5) Departments were in compliance with inventory cut-off procedures.
6) Generally, inventory amounts were properly recorded.

There were two exceptions to this observation:

o Sarasota Police Department- Internal Audit noted that, after the 2014 physical inventory count,
SPD appropriately submitted an updated inventory valuation to the Financial Administration
Department to reflect the current inventory. While the inventory system has been in place for
three years, it has not been fully implemented or utilized. No additions or issues were posted to
the inventory system during the year. This results in inaccurate or incomplete data during the
year and eliminates benefits inherent in a computerized inventory system. The Sarasota Police
Department has a Physical Inventory Instructions Manual that includes procedures for
Preparation for Taking Inventory, Taking Physical Inventory and Adjustments of Records. These
procedures help to provide controls over the counting and maintaining of physical inventory to
mitigate risk associated with the City’s assets. Without proper records and safeguards in place
inventory becomes more susceptible to error whether or not through manipulation, theft or
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recording errors. Additionally, inaccurate or incomplete inventory records can result in
undetected theft and loss, overstocking items or not having items on hand at all which can cause
difficulties in meeting the department’s needs. Not maintaining the inventory system,
CribMaster, during the year along with not having an organized and well labeled stockroom
increases the risk that inventory on-hand will be missed or taken out of inventory in error.

o The Sarasota Police Department implemented a new inventory system three (3) years ago
(CribMaster) for inventory items and fixed asset tracking. As noted in the prior year audit (Audit
#14-01), the inventory implementation has not fully occurred. As of September 30, 2014 stock
purchases had not been added and stock issues had not been deducted from inventory. This
also affects the item pricing, since there are no adjustments for higher or lower priced as items
are added and issued. Additionally, the location code for items currently consists of the
numbers 02 and the stock number of the item (Ex. — 02-5000280) rather than the actual
location. Additionally, item descriptions currently do not provide an appropriate format for
searching or reporting. The description should start with the item, followed by modifiers (Ex. —
Shirt, Mens, Blue, Long Sleeve, 15 X 34) rather than the current format (Long Sleeve Blue Mens
Police Shirts 15 X 34). These descriptions and item numbers should be included on the inventory
item or on bin/shelf that hold the inventory item.

7) Management was appropriately present at several of the physical counts and audit adjustments were
approved by the department directors prior to submission to the Financial Administration Department.
During internal audit procedures designed to agree departmental inventory totals to Finance’s adjusted
inventory at year-end, it was noted that the adjusting entry provided by Public Utilities to Finance was
recorded twice in error. The error resulted in Public Utilities’ inventory at year-end being understated;
the error was brought to the attention of Finance by Internal Audit and was appropriately corrected.



01

*awloslaguin
SS9 $S230.d Jpne pue Alojudau] jew o
urede pazi|izn Sujaq s) weiSoud ayj sou
siseq Je|ndaJ e uo 31L4NJ0E PUE JUBDIYS
§s9204d Y} @jew pue s10.1d Ajuapl
01 suodau soueliea asedasd o3 asemyjos|
123ndwod Asojusaul Juswedap 3y

*$3UN02 3y3 Suunp spew s1o.d
Ajuaps djpy o3 paupd aq pinoys uodas asueuea
e 3w} |eaJ syunod |edjsAyd salepdn pue aiemyos

"AJ0juBAUl $,adS Ul pa393.1102 Ajjuanbasqgns
aJam SUNo3 wa) Alojuaaul 3s3yl  papodas

3zZ)N "swnod jeasAyd ayl Supanpuo: x |JAoluaau] ays azjan o3 suiSeq juswyedsp|Suiaq sjunowe AJOjuaAul 3091100U] U PIYNsad
soz/st/e 0} Joud saniAde Alojuaaul uo dn ysnag ay3 20uo ‘Ajjeuoiyippy "asue ABW 1BY} SBNSS| UNOD [ YIIym pajunodsiw aiam 1eyy (sjdwes ypne ayz ui)
01 Bujlsisse auoAue Yym suoldNIIsul pue Aue 1oy Ajep pue adueping apiaoad 03 disy ued [ swia) AJOJUIAU) JNOY B4M B43Y) AJ[RUCRIPPY WAy} Jusuedag
lenuew ay3 Jon0 08 |im JajsewIauen) sunod [edisAyd ays SBujaiasqo sajuAioe Alojuaaul(uo Aiojuaau) pey eyl Junod 0} SPAJBYS JO UO[IOaS a0
3y3 ‘unod Aiojuaaul ay3 03 Jopd Aep| JURLIND Yum Jeljiwe) st jeyy 1a8euew juswyedap (e Suissiw pue saunpasosd junod Suimoljoj lou eyoseses]
SYl ‘saw3 ||e 1e 310 S J3SeWIRUEND e SuiaeH -Aiojuaau) |edisAyd ayl o3 Joud sweal|(jo 3nsal e ‘|je 3e paIunod Jou diam ey (sjdwes ayl
3Y3} Ul |Jenuewl uoiINISY| UN0D 33 JO sidquiswu Ag pamaaad pue papiaodd [ul) swa) AJOJuSAUl oml 3Jam 3udy) ‘lpny jeusau] suoanLsu|
Alojuanul [eluswliedap e dody 8¢ p|noys suoponiisul AsojusAul |euswinedaq|Aq pawsopad Buiise} ajdwes junodas syl Suung ystH Aojuaaul| T
aeq ang g g o ¥
__",_.._”u__“_._ﬂ__ﬂu asuodsay juswaeuep) m W .m. uonepPUIUWO0IY UOREAIS0 Ayopd pafans anss|
DILYC ® M NV DILVYAY 30 Ny




11

*3IIHO S, J2ISRWIDMEND BY3 01 35I| $S9I9¢)
BU1 M3|ASJ P|NOYS JIpUBWIWO) dSS 3Y
‘AjJa1eND *20M40 JULUSIUIRLY LOWLIOD
@Yl ul paiols 3q 01 sSuiyl asayl Jo,

‘wet — wdg ugamiaq
Jedh ayr noySnosyy sewn SeE  AjRrewixoidde

¥TOZ/9T/TT [opew 2uam sjuswaSuelly 219 ‘SUOe) > ‘AJOJuAUl{ WoON03S By} passud  seddojdwia  uelIAD
widieys sauoyd |20  Juswypedsp paJndasun 0} $s323e 3AeY 10U pjnoys AJojuaaul 10} | QdS JNoj Jeyl palou sem Y ‘pTOZ ‘OF Jquialdas — wawyedsg
“Jomiaded svyy spnpul 01 ‘Supyo a|qisuodsal Jou 3B oYM S[ENPIAIPU] WIOOIYI01S | €TOZ ‘T 4900190 WL qo) A3 4134} YHM WOOII0)S 2004
Rliym sSuiBuojeq |euosiad JI9Y) 240) 3y uj uado ayy ul ase sway AJojuaau] syl ‘Paxd0| [Auojuaaul Yy passasoe sadkojdws Yolym |le3ap RIOSEIES
0] e2.€ 3Y) 3Z||1IN 0] PamO}|e alam Aay s| woonpols Alolusaul ayy ySnoyljy panoidde|ieyl suodas uo paseg ‘qoy Ay s,23A0jdwa yoes e
300 sJIjseWIRMEND Y} O} S$S8ID U33aq QABY WOOHD0IS SYl 01 SSIVIE  PIJU [WOOL4I03S AIOJUBAUI BY] O} S58I0B BABY AjJUaLIND §5900Y
SARY 0] 181 Y3 HO UIE] FiaMm SIaquIsL Alnay oym sjenpiajpui Ajuo eyl aujw.ia1ap o} siseq [pue panocidde ussq aARY S[enpiMpul ZZ 1Byl woosd01S
maud Sujueapd qds 1noy ‘Upny 102 JON Je|n3a.1 @ U0 PaMBIARI B P|NOYS SSAIJE LLOOIY201S [ pajou sem 11 Bunsay pue uopealasqo ypne Supng YySiH Aojusaul| €
*S|Seq papasu se ue uo paiapl
0 ued sway jo Ayiolew ayy ‘SBuniapiol
uljuo JO |sea JUND YUM  puey
0 dody 01 SWIM JO S[9A3| paPI
UM PIYI0IS O [|IM  SWM |3
MO ‘puey uo "23@ Bulyjoj/uswdinb
o sjunowe a3ue| doay (‘paynuspl uaaq sey ajepipued |epusiod e
1 Woos AJOJUSAUl JI3Y) BZi3n 03 Sujo! pue uado Aguanind st uolsod Jalsewlaleny ayl
38uo| ou S| ads 3yl *AICJUDAU] J3pI J10j Bunsod e 1ey) 310U pIp 3M) 'SINOY payeisun ‘pajelsiapun
pue yoes o} wesoud paseq Jamndwo Suunp swa)l Alojuaauy Suises|al Joj pawuBWRIdWI |6 _jaa0 sem anjea Alojudau oyl Jeyd Ay
eyl Suiznn  wdaq pue asemyo 3q oste pinoys Adjjod v "aAoge PaIsll SUORIUN |5 3y jyyo yum 3UBPIOIIE Uj POUIEIUIE JOU BIe
SOTZ/TE/L [oyd uo Suuen jswddw| ‘spew x [|24# Bunwiopad yum 3uoje woassI0ls AIOIUBAUI | sanien AloJuaAul 3yl aouls JBABMOH  “JuBWedaQ
| UO|SIIBP Jey] BJUQ “I2M3q Bq P|NO. 33 UIBUIBW PUR 32IUBBIO “935J3A0 0 BUOBWOS AQ [ g5upuyy ayy 03 papmosd sem anjea AoJuaAul
(weisAs Supm uoday msu sapuage P34jels Woouau0)s A1oquaaul 3y3 Buiney J3pISUOD | gy 4oy juswisnipe Ue pue sJUNOD pua-Jeak ay) uodn
BU3) PHOM M3N Yum weSoud Asojuanuy S193ysyiom paseq paisnipe ai9m SWay 3901S 10§ SAIUEND
Byt # Jo weioid sasewqu) oy Aojuaau) Joy waysAs Bupuodas Suizpn e
uizinn uels pue aepdn o) ajqiseay s| 3038 ‘(dvvD) 1uswedsq
| J3Yl1aym len|eaa ued JISBWIILEND 29j0osqo o Buirow-mols  Buiynuapl e sajdpupd  Supunoooe pardecde  Ajesauad  yum aamod
9u 3yl ‘paseq Adeyjw s weiSoad S[2A3] JapJoal Bumas e Ajdwod o) paisnipe uasq Jou BAeY 51502 AjjeuoilippyY Bommrmm
Q1SBWICl) UBIIND BYL  °"SLWIOOND0IS ‘SWway 3203 1oy suopedo| Juiusisse e ‘poisod u3=aq jou 2Aey sanssl pue saseydind
eHjiW Ul udadxe sey uosiad ‘lodn) J9ASMOY ‘pBUSISSE SBNjEA puB PaAIBIUS UG dAey wo0043.103S
Iyl °'STOZ ‘. Adenuer si 31ep uey wajsAs Bupsod s|gerdsdode ue BuiZypn e SWay }203s pue TTOZ W peseydnd sem asemyos pue
9138.1e1 ‘pasy uaaq sey juawneda( ‘sanss| pue saseyodnd y201s Sunnsod e 3yl -Auoej sa9isewsuEND Yl 10} BJEMYOS 28lemyos
D1j0d ejoseles 9y} Joj Jajsewsaneny :Aq asemyos Aioquaaug 3yl Juswajdw) | Asoquaaul mau  pajuswsidwi Ajeiped sey Qds ysiH Aojuaaul| ¢
aleq ang g of o
way) uopdy 3 S(3 uoneAIasqo Auoud algns g
poTIWIWO) asuodsay jJuswadeuewy -1 m UOlJepUAWIWIOIaY onss|




HIBIT A: INTERNAL AUDIT RECOMMENDATION

PRIORITIES

Internal Audit utilizes the following classification scheme applicable to internal audit recommendations and the
appropriate corrective actions:

s 1 o e Implementation
Priority Level Description Action’

Fraud or serious violations
are being committed or
have the potential to occur,
High security issues, significant Immediate

financial or non-financial :
losses are occurring or
have the potential to occur.?
A potential for incurring
mgderate financial or Within 60 days
equivalent non-financial
losses exists.?
Routine Operation or administrative
process will be improved.

Medium

60 days to 6 months

1 The City Auditor and Clerk is responsible for assigning internal audit recommendation priority level
categories. A recommendation that clearly fits the description for more than one priority level will be
assigned the higher level.

2 For an audit recommendation to be considered related to a significant financial loss, it will usually be
necessary for an actual loss of $25,000 or more to be involved, or for a potential loss (including unrealized
revenue increases) of $50,000 to be involved. Equivalent non-financial losses would include, but not be
limited to, omission or commission of acts on behalf of the City which would be likely to expose the City to
adverse criticism in the eyes of its citizens.

3 The implementation time frame indicated for each priority level is intended as a guideline for establishing
target dates. Determining proposed action dates is the responsibility of the Charter Official(s) over the
area(s) or function(s) audited.

NOTE: Please note that this exhibit is a standard form which appears in every audit and is meant to be utilized to
aid management in understanding the seriousness or potential seriousness of an audit observation. A “High” or
“Medium” priority rating assigned to an audit observation should not be construed to mean that fraud or
wrongdoing is, in fact, occurring but rather fraud or wrongdoing has the potential to occur in the absence of
adequate internal controls.
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Last Invoice Cost - All items in inventory are re-priced based on the last price paid. When this method is utilized, if
prices have changed over time, the values used to price current inventory may not match the actual costs of the
items*.

Weighted Average - Inventory amounts are based on an average of the actual prices paid.

First-In-First-Out (FIFO) - Under this method, the cost of goods sold is based on the cost of the first items. .
purchased, and ending inventory amounts are based on the cost of the most recent items purchased (the last items in).

Generally Accepted Accounting Principles (GAAP) recognize three methods of recording inventory:
1. First-In, First-Out (FIFO)
2. Last-In, First-Out (LIFO)
3. Weighted Average

Inventory methods other than the above will require an adjustment to an approved method, if the amounts are
material.
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