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REPORT SUMMARY
Austin Water has established procedures to guide staff to track and safeguard
inventory. Austin Water also reconciles book inventory records and actual
quantity using cycle counts. However, the current practices at Austin Water do
not fully ensure that its inventory records are accurate and inventory is
safeguarded. As a result, adequate inventory may not be available to meet the
needs of customers and resources may not be used as effectively as possible.
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appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.
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AUSTIN WATER CENTRAL STORES INVENTORY
MANAGEMENT AUDIT
BACKGROUND

Report Highlights
Why We Did This Audit
This audit was conducted as
part of the Office of the City
Auditor’s FY 2016 Strategic
Audit Plan risk assessment of
Inventory Management in all
City departments.

What We Recommend
The Director of Austin Water
should:
 strengthen the inventory
count process by:
a. Establishing policies and
procedures for the
inventory count
b. Establishing
accountability for ensuring
the process is followed
 ensure that central stores’
staff comply with
established policies and
procedures; and
 develop a process for
identification and disposal
of idle and obsolete stock
items.

For more information on this or any
of our reports, email
oca_auditor@austintexas.gov

Austin Water operates central stores located at the Webberville Business Service
Center and Glen Bell Business Service Center. The primary purpose of these
facilities is to provide supplies needed by work crews for maintenance and repair
of the water and wastewater infrastructure managed by Austin Water. They also
provide non-utility supplies to other City departments. Each central store
maintains over 2,000 stock items. As of September 30, 2015 the inventory had a
book value of $2.27 million.

OBJECTIVE AND SCOPE
The objective of this audit was to determine whether Austin Water is managing
inventory in their central stores effectively and efficiently. The scope of the audit
included review of the current practices of Austin Water for inventory
management.

WHAT WE FOUND
Austin Water has established procedures to guide staff about how to track and
safeguard inventory. Additionally, Austin Water is reconciling book inventory
records and actual quantity using cycle counts. However, current practices at
Austin Water do not fully ensure that inventory is accurate and safeguarded. As a
result, adequate inventory may not be available to meet the needs of customers
and City resources may not be used effectively.

BACKGROUND
Austin Water operates two central stores located at the Webberville Business Service Center and Glen
Bell Business Service Center. The primary purpose of these facilities is to provide supplies needed by
work crews for maintenance and repair of the water and wastewater infrastructure that Austin Water
manages. They also provides non-utility supplies to other City departments.
The inventory at the central stores includes supplies (e.g. brass fittings and pipes), tools (e.g. shovels
and hammers), and consumables (e.g. batteries and safety equipment). Each central stores currently
maintains over 2,000 inventory items. As of September 30, 2015, the inventory had a book value of
$2.27 million.
Austin Water uses AIMS, the City’s financial system, to track central stores’ inventory for operational
decisions and to provide inventory balance for financial reporting. To ensure the accuracy of inventory
records, book inventory records are reconciled to actual quantity.
There are two key methods for the physical count of inventory:
 Cycle Count: Partial inventory is counted periodically during the year.
 Wall-to-Wall Physical Count: 100% of inventory is counted at one point of time.
Austin Water is currently using the cycle count inventory method and is counting a selected group of
items every month. The last wall-to-wall physical count was performed in Fiscal Year (FY) 2008.

OBJECTIVE, SCOPE, AND METHODOLOGY
The Austin Water Central Stores Inventory Management Audit was conducted as part of the Office of
the City Auditor’s (OCA) FY 2016 Strategic Audit Plan, as presented to the City Council Audit and
Finance Committee. Austin Water was selected for this audit based on a risk assessment of inventory
management in all City departments which identified a high value of inventory at Austin Water’s
central stores and a low accuracy rate for related physical inventory counts.
Objective
The objective of the audit was to determine whether Austin Water is managing inventory in their
central stores effectively and efficiently.
Scope
The scope of the audit included review of the current practices of Austin Water for inventory
management.
Methodology
To accomplish the audit objective, we performed the following steps:
 reviewed Austin Water’s policies and procedures relating to inventory management;
 conducted interviews with staff at Austin Water;
 researched best practices for physical counts of inventory;
 evaluated controls in place for physical counts of inventory;
 analyzed documentation related to monthly cycle counts of inventory for FY 2014 and FY 2015;
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selected a judgmental sample of 30 stock items (15 from each warehouse) from the list of
warehouse stock items and compared the book inventory records to actual quantity;
counted the selected sample of items for both warehouses and evaluated the results of the count;
verified authorization of issue requisitions for the selected sample; and
evaluated the risk of fraud, waste, and abuse with regard to central stores operations.
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WHAT WE FOUND
Austin Water has established procedures to guide staff to track and safeguard the inventory. Austin
Water also reconciles the book inventory records and the actual quantity by following the cycle count
method. However, current practices at Austin Water do not fully ensure that its inventory records are
accurate and inventory is safeguarded as shown in Exhibit 1 below. As a result, adequate inventory
may not be available to meet the needs of customers and City resources may not be used effectively.
EXHIBIT 1
Inventory Management

SOURCE: OCA analysis of the central warehouse inventory management process, May 2016

Finding 1: Austin Water has not fully implemented a physical count of inventory to ensure
accurate inventory records.
Austin Water has not implemented the entire process of a physical count, recommended by best
practices1 as shown in Exhibit 2 below. In the Exhibit, the elements in bold indicate the areas where
Austin Water needs to improve current practices for counting inventory. Implementation of the entire
process for physically counting inventory is required to ensure accurate inventory records, to reduce
cost, and to identify the opportunities for improvement through evaluation of results of inventory
counts.

1

Government Accountability Office Executive Guide: Best Practices in Achieving Consistent, Accurate Physical Counts of
Inventory and Related Property
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EXHIBIT 2
Physical Count of Inventory
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SOURCE: OCA analysis of Austin Water cycle count of inventory process, May 2016

It appears that various components of the process for counting inventory are not implemented due to
a number of factors, including the absence of comprehensive guidelines for the staff and inadequate
supervision. Management indicated that there are currently no dedicated supervisory staff to oversee
central stores’ activities and informed us that they are in the process of hiring staff to take on that
responsibility.

Finding 2: Central stores’ staff is not fully complying with established policies and
procedures designed to help maintain and safeguard an adequate level of inventory.
Austin Water has established policies and procedures for inventory management. These policies and
procedures are intended to increase the efficiency of the inventory management process and to
reduce the risk of loss of inventory through fraud, waste, and abuse. A Central stores’ supervisor is
assigned the responsibility for ensuring that central stores’ staff complies with established
requirements.
Based on our work, we noted that central stores’ staff does not fully follow documented procedures,
as detailed below:
Inventory reports to monitor inventory levels are not always utilized
a. Items to order
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b. Quantity to order

An Authorized Signature List2 for purchases from the Central Stores is not maintained

Based on our interviews, management cited existing vacant positions at the central stores as a reason
for not complying with the established procedures. Austin Water management indicated that they
have been working on filling the vacant positions at the central stores.

Finding 3: Austin Water does not have a process to periodically identify and dispose of idle
and obsolete stock items in their central stores, which may result in not utilizing City
resources effectively.
The central stores have 525 stock items (valued at $338,000) which are idle3. These 525 stock items
include 304 stock items (valued at $235,000) for Webberville Business Service Center and 221 stock
items (valued at $103,000) for Glen Bell Business Service Center.
These idle stock items include items for which the last issue date was in FY 2008. The number of idle
stock items that are obsolete4 is unknown. Austin Water staff informed us that the several items were
identified as obsolete in FY 2010, however these items are still occupying space at the central stores.
2

A list of City staff who has been authorized to purchase stock items from the central stores.
Idle stock items are items that have experienced no usage during preceding 12 month period.
4
Obsolete stocks are stock items that no longer meet the Utility specifications or requirements.
3
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Idle or obsolete inventory indicates a waste of resources including; 1) funds that are spent for
inventory that is not needed, 2) no recovery of cost through salvage value and 3) space being used to
store unneeded items. We found that there is no documented process to periodically identify and
dispose of the idle and/or obsolete inventory.

RECOMMENDATIONS

1. The Director of Austin Water should strengthen the inventory count process by:
 establishing policies and procedures for the inventory count and
 establishing accountability for ensuring the process is followed
MANAGEMENT RESPONSE: CONCUR. Refer to Appendix A for management response and action plan.
2. The Director of Austin Water should ensure that central stores’ staff comply with established
policies and procedures for inventory management.
MANAGEMENT RESPONSE: CONCUR. Refer to Appendix A for management response and action plan.
3. The Director of Austin Water should develop a process for identification and disposal of idle and
obsolete stock items.
MANAGEMENT RESPONSE: CONCUR. Refer to Appendix A for management response and action plan.
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APPENDIX A
MANAGEMENT RESPONSE
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