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Memorandum

To:	Wanda Paul, Chief of Operations

From:	Michael Singleton, Chief, nternal Audit Date:	10/22/2015
Subject:	Results of Annual Warehouse Physical Inventory Observation - External Audit Assistance



The Office of Internal Audit has completed procedures to assist the Dallas Independent School District’s (District) External Financial Auditors with their June 30, 2015 fiscal year end annual audit. The Internal Auditors observed the physical year-end inventory counts performed at three District warehouses. These warehouses included the Food & Child Nutrition Services Warehouse, District Warehouse One and District Warehouse Two.

Scope and Objectives
The scope of this project was to observe the annual physical inventory count at three District warehouses. Our objectives were to determine whether:

· Proper planning, preparation, and processes were used in the inventory count
· Inventory counts were accurate
· Proper cut-off for receiving and shipping was accomplished
· Inventory adjustments were applied appropriately
· The general ledger properly reflected the results of the physical inventory count

Methodology
Using a random number generator, Internal Auditors selected a sample of 25 items from the June 2015 pre-count inventory reports and also selected a sample of 25 items from the floor, with additional samples selected as applicable. Our test sample counts were compared to the counts recorded by the warehouse staff counters. In the event of discrepancies, audit and warehouse staff jointly conducted an additional count for accuracy verification. If errors were made by warehouse counters, we documented these errors as audit exceptions.

The review also included the following procedures:
· Interviewed Warehouse Management
· Observed the inventory count process
· Reviewed removal of items from inventory
· Reviewed items delivered after the cut-off
· Reviewed final inventory report to verify correction of audit exceptions
· Reviewed the inventory reconciliation
Observations

Food & Child Nutrition Services Warehouse

Control weakness were identified relating to the following processes within the Food & Child Nutrition Services Warehouse:

· Physical inventory counts – Initial count error rate was 7 of 60 (12%), with corrections made for six of the seven items.
· Receiving – Difference was noted with number of cases reported as received versus number of cases placed on shelves.
· Disposal – Items removed from the inventory listing for disposal remained on warehouse shelves.
· Donation – Items were scheduled for donation; however, current District policy does not allow for planned donation.
· Non-food item inventory – Identified product stored in a truck and on shelves throughout the warehouse that was not included in inventory reports provided.
· Reconciliation – Unable to verify reconciliation amounts.

The above weaknesses were reported to the external auditors to assist in their assessment of the Districts inventory operations. The Office of Internal Audit has included an audit of the Food and Child Nutrition Services Warehouse to our 2016 annual audit plan. The Office of Internal Audit will assess warehouse system inventory controls for existence of documented policies and procedures for all process, regulations, controls and best practices as part of this audit.

Warehouse One

Auditors identified one exception in their testing of the physical inventory count performed at Service Center Warehouse One. The exception represented two percent (2%) of the total sample of 50 inventory items.

No internal control weaknesses were identified relating to the physical inventory count performed at Warehouse One.

Warehouse Two

Auditors identified one exception related to the physical inventory count performed at Service Center Warehouse Two. The exception represented two percent (2%) of the total sample of 50 inventory items.

No internal control weaknesses were identified relating to the physical inventory count performed at Warehouse One.
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