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	North Carolina Department of Public Safety



	
	Prevent. Protect. Prepare.

	Pat McCrory, Governor
	Kieran J. Shanahan, Secretary


MEMORANDUM
TO:



Mr. Larry Lingenfelter, Manager





Sandhills Maintenance Yard, #3283
FROM:


Timothy D. Harrell

DATE:


April 25, 2013
SUBJECT:

Audit of Sandhills Maintenance Yard
Internal Audit has completed a Scheduled Audit of Sandhills Maintenance Yard.  The audit report is attached.

The purpose of the audit was to evaluate the effectiveness of the systems of management control by:

(
reviewing and appraising the adequacy, accuracy, and soundness of accounting, financial, and operating controls

(
determining the extent of compliance with established policies and procedures

(
determining the extent to which assets and resources are accounted for and safeguarded

We thank you and your staff for your assistance and cooperation during this audit.  If you have questions or need further assistance, please contact our office.

TH/sh
Attachments

cc:

Audit File #3283
ec:

Bennie Aiken



Lorrie Dollar


Jerry Carroll

Marvin Mervin

Jean Burke


Joan Taylor Saucier


Roberta Morgart


Council of Internal Auditing
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Sandhills Maintenance Yard is located in Raeford, North Carolina.  The facility has approximately twelve employees.  The Sandhills Maintenance Yard provides all maintenance for Hoke Correctional Institution, the South Central Region Offices, and the McCain Water Plant (which provides water for Hoke CI and Hoke County).
Internal Audit conducted a Scheduled Audit October 29 through November 7, 2012.  This was the first audit of Sandhills Maintenance Yard.  A Scheduled Audit is a full audit performed to ensure the adequacy and effectiveness of the facility’s internal controls and the quality of performance in carrying out assigned responsibilities in accordance with fiscal policies and procedures.
The scope of the audit included examination of the Accounts Payable and Procurement and Fixed Assets areas.
A few exceptions were noted in the Accounts Payable and Procurement area.  In the Accounts Payable and Procurement area, P-Cards were not reconciled daily, closed purchase order documentation could not be located, thirteen purchase orders remained open over sixty days, and the CORCOS Open Purchase Order Report was not being reviewed.

The Fixed Assets area needed improvement to strengthen internal controls and minimize risk.  In the Fixed Assets area, the physical inventory of equipment did not agree with Fixed Asset Inventory Report and updates and changes to asset descriptions were required.

Due to the significance of our findings in the Fixed Assets area, we will schedule a Follow-up to verify corrective action has been implemented.
These appraisals are reflected in the Internal Audit Rating Scale and the Findings and Recommendations included with this report.

We held an exit conference on December 6, 2012, to inform management of our findings and recommendations.  The following were present.

· Larry Lingenfelter, Region Maintenance Manager

· Robin Crews-Surratt, Accounting Technician

· Paulette Davis, Processing Assistant

· Mike Wallace, Facility Maintenance Supervisor

· Andrea Millington, Internal Audit Manager

· Sue Hill, Regional Audit Supervisor

· Libby Elder, Internal Auditor

During the course of the audit, we provided office personnel with schedules as needed to explain exceptions and serve as supporting information.

The Region Maintenance Manager acknowledged agreement with all findings and recommendations.

In addition to our normal distribution, we may send excerpts from this report to other DPS managers, as deemed appropriate.

Scheduled Audit

Sandhills Maintenance Yard

#3283
Listed below are the major areas examined in this audit and overall ratings assigned by auditors.  Major areas are comprised of individual categories as listed on the following pages.  Ratings given to categories or major areas are not averages.  Ratings are based on standard audit procedures, and reflect the auditors’ assessment of the facility’s performance in various categories.  The risk associated with individual findings is a large component of this assessment and may significantly impact a rating.

Rating Scale Guidelines

1 -
No exceptions, strong internal controls, staff appears knowledgeable

of policies and prescribed procedures

2 -
Meets expectations, a few exceptions minor in nature

3 -
Some improvement needed to strengthen controls or minimize risks

4 -
Below expected performance level, significant improvement needed

Overall Rating
	
	Rating

	Accounts Payable and Procurement
	2

	Fixed Assets
	3


	Accounts Payable and Procurement
	1
	2
	3
	4

	1. Separation of Duties
	X
	
	
	

	2. Direct Processing (DC-702) Purchases
	X
	
	
	

	3. Procurement Card (P-Card) Purchases
	
	X
	
	

	4. Purchase Orders
	
	X
	
	

	5. NCAS/E-Procurement Security Access
	X
	
	
	


	Fixed Assets
	1
	2
	3
	4

	1. Separation of Duties
	X
	
	
	

	2. Annual Fixed Asset Inventory
	
	X
	
	

	3. Inventory Controls
	
	
	X
	

	4. Changes, Updates, and Follow-up
	
	
	X
	

	5. Transfers and Disposition of Assets
	
	X
	
	


A.
ACCOUNTS PAYABLE AND PROCUREMENT

We reviewed the procedures used for purchase orders and local purchases processed on Direct Processing Forms (DC-702s) and Procurement Cards (P-Cards) for compliance with the DPS Fiscal Policy and Procedure Manual at .2600.  The following exceptions were noted.
1.
Procurement Card (P-Card) Reconciliation
Condition:  P-Card transactions were not reconciled daily using the Procurement Unreconciled Transaction Listing (PUTL) screen.
Criteria:  Reconciliation of P-Card transactions is an on-going activity that should be done daily. As transactions are made, the original receipts are signed by the cardholder and supervisor and then given to the Reconciler. The Reconciler shall then verify these transactions in NCAS using the PUTL screen.  [Reference: .2608 F.1.]

Cause:  The Manager informed DPS Auditors that he was instructed by the Controller’s Office that the transactions were to be reconciled by the 3rd working day of the month.
Effect:  Failure to properly reconcile P-Card transactions daily results in a lack of accountability for purchases made and increases the risk of unapproved use of P-Cards.

Recommendation:  Management should implement procedures to ensure P-Card purchases are properly approved and reconciled daily.  Management should also ensure that with the receipt of the monthly credit card statement, the Reconciler should have all transactions reconciled by the third working day of the month.  Corrective action was taken during our audit.
2.
Closed Purchase Orders

Condition:  Staff and Management were unable to locate the closed purchase orders for our review.
Criteria:  The Department shall establish acceptable control measures in accordance with Generally Accepted Accounting Principals (GAAP), to ensure reliable accountability and protection of funds, and ensure an adequate audit trail of all transactions is maintained.  [Reference: .2602] 
Cause:  The Manager informed DPS Auditors that the Accounting Technician position had been vacant since October 2011 and current staff was unable to locate the documents.
Effect:  Failure to maintain adequate documentation results in a lack of accountability and increases the risk of unauthorized purchases being made.
Recommendation:  Management should implement procedures to ensure documentation is retained according to policy requirements and be made readily available for review.
3.
Purchase Orders Outstanding

Condition:  A review of purchase orders with an open status in the North Carolina Accounting System (NCAS) disclosed thirteen, with encumbrances totaling $13,464.03, outstanding prior to July 1, 2012.  Additionally, the facility was not reviewing and maintaining the CORCOS Open Purchase Orders Report monthly.
Criteria:  Each facility should review the CORCOS Open Purchase Orders Report each month and take appropriate action to correct problem purchase orders that remain open after delivery or in which errors are noted.  The CORCOS Open Purchase Orders Report should be signed and dated by the individual reviewing the report each month and maintained on file within the facility.  [Reference: .2606 G.3.–5.]
Cause:  The Manager informed DPS Auditors that the Accounting Technician position had been vacant since October 2011 and as a result, there was no one to review the report.
Effect:  Failure to close outstanding purchase orders in a timely manner results in unnecessarily encumbering funds that could be used for other purposes.

Recommendation:  Facility Management should ensure that staff reviews the CORCOS Open Purchase Orders Report to ensure invoices are paid timely, and purchase orders and encumbrances are appropriately closed.
B.
FIXED ASSETS

We conducted a 25 percent test count of fixed assets, valued at $1,000 and over, to provide assurance that assets were properly accounted for.  We performed additional testing to verify internal controls and to ensure compliance with the DPS Fiscal Policy and Procedure Manual at .2700.  Our sample included high-risk items such as computers and maintenance equipment.  Copies of all schedules relative to our physical inventories were provided to facility personnel.  The following exceptions were noted.
1.
Missing Equipment

Condition:  One P-T3-D Sewer Rooter Machine could not be located during our physical inventory.

Criteria:  Facility Management should make every effort to ascertain the location of assets that are considered to be missing.  After all reasonable efforts to locate the missing assets have been exhausted a Missing Asset Form (DC-518) should be completed and sent to the Controller’s Office for any missing equipment.  The SBI 78 form should be completed in its entirety and e-mailed to Internal Audit as soon as possible, but no later than 10 days after discovery.  [Reference: .2711 A.]
Cause:  The Supervisor informed DPS Auditors that he was unaware that the machine was not on the facility’s premises.
Effect:  Failure to maintain accurate tracking of assets increases the risk of loss or theft of departmental assets.
Recommendation:  Management should implement procedures to ensure staff performs a complete and accurate inventory.  Any item identified as missing after the inventory is taken should be noted in a memorandum, accompanied by a DC-518, to the Controller’s Office and another copy to Internal Audit.  Management should also ensure that the Form SBI 78 is completed for all missing assets and e-mailed to Internal Audit.
2.
Updates and Changes

Condition:  Our test count of thirteen equipment items identified seven (54%) items requiring updates and changes.  Corrective action was needed to correct serial numbers, manufacturers, model numbers, and replace asset tags.

Criteria:  All equipment should be properly identified on the Fixed Asset Inventory Report and tagged to facilitate control over the assets and to improve the effectiveness of the report.  Facilities/Sections are responsible for their own fixed asset reporting and should follow up with the Equipment Control Section, if their request has not been processed.  [Reference: .2709, .2710 A.2.–4.]
Cause:  The Supervisor informed DPS Auditors that the updates and changes were due to a lack of proper oversight with the previous inventories taken.
Effect:  Inaccurate identification of assets may result in a misplacement of assets and make conducting a physical inventory more time-consuming.
Recommendation:  When conducting an inventory of equipment, care should be taken to ensure a complete and accurate description of each item is included on the Fixed Asset Inventory Report.  Any exception to physical inventories should be noted and forwarded by separate memorandum and accompanied by the proper forms to the Equipment Control Section in the Controller’s Office and Internal Audit.  Corrective action was initiated during our audit.
3.
Equipment not Listed on the Report

Condition:  A cable drum machine (Asset No. 5091900) similar to other like assets valued at over $1,000, was located at the facility but was not included on the facility’s equipment report.  The equipment was assigned to Piedmont Regional Maintenance.
Criteria:  All equipment purchased with a value over $1,000 should be added to the facility’s Fixed Asset Report.  [Reference: .2703 B.]
Cause:  The Supervisor informed DPS Auditors that he was unaware that the cable drum machine had not been delivered to Piedmont Regional Maintenance.
Effect:  Failure to have all equipment listed on the Fixed Asset Inventory Report results in improper accountability and may result in loss of the equipment.

Recommendation:  Management should ensure form DC-272 Transfer of Equipment is completed and submitted to the Controller’s Office Equipment Control Section to add the asset to the Fixed Asset Inventory Report.
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