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Executive Summary 
This audit focused on evaluating whether the Department properly accounts for and safeguards tangible personal property.  Specific objectives were to determine whether:  

1) Department property is controlled and accounted for as required by statute and rule; 

2) Department entities submit complete, accurate, and timely inventories of their tangible personal property; and 

3) Internal controls over Department property, including surplus property, are adequate. 

The scope of the audit included a review of inventory procedures during Fiscal Year 2006-2007 and inventory updates for property purchased from December 2007 to June 2008.  Additional records outside these periods were tested that affected the review period’s transactions. 

Our research and tests of property as recorded in FLAIR and Department records revealed that: 

· A physical inventory of property is not always conducted when there is a change of custodian's delegate.

· Some property locations listed in FLAIR were inaccurate.

· Clarification regarding authorizing signatures is needed in surplus property procedures.

· The Department did not follow established procedures for the sale of property in one instance.

In addition, some property custodian's delegates responding to our survey indicated a need for training regarding their responsibilities.  This was discussed with Property Office management.  
We noted significant improvement in property accountability since the Property Office was reorganized in 2006.  We evaluated internal controls related to the management of tangible personal property and, except as noted in the report, found them to be adequate.
Background

The Commissioner is the primary custodian of the Department of Education’s (Department) tangible personal property.  According to Section 273.03, Florida Statutes, (F.S.), the Commissioner, as the custodian, is primarily responsible for the supervision, control, and disposition of the property in his or her custody.  To carry out these responsibilities, the Commissioner delegates custodianship to delegated coordinators who in turn assign custodianship to property custodian's delegates.  These custodian's delegates are responsible for the day-to-day accountability and control of assigned property.

Tangible personal property consists of furniture, computers, motor vehicles, and other items of a non-consumable, non-expendable nature that cost $1,000 or more and have a normal life expectancy of one or more years.  The Department also accounts for small, attractive items that cost less than $1,000, such as cameras, projectors, fax machines, cell phones, and blackberries.  These items, however, are not tagged for inventory, and are not recorded on the Florida Accounting Information Resource (FLAIR) system.  Property must be accounted for in accordance with Chapter 273, Florida Statutes (F.S.), Chapter 10.350, Rules of the Auditor General, as well as Rule 69I-72, Florida Administrative Code (F.A.C.).
Chapter 273 F.S., and Chapter 10.350, Rules of the Auditor General set forth the requirements regarding property accountability.  Section 7.1 of the Department’s Administrative Policies & Procedures Manual establishes standard procedures for accountability, control, and transfer of tangible personal property. 
This audit was identified in the Office of Inspector General’s (OIG) annual risk assessment and included in the approved Fiscal Year (FY) 2007-2008 audit plan.  It was performed in support of the Department’s goal of quality efficient services with the purpose of promoting the strategic focus of aligning resources to strategic goals. 

The Bureau of General Services is responsible for coordinating policies, procedures and instructions for the disposition of personal tangible property and excess/surplus property.  The Bureau has sole authority for disposal of all surplus property for the Department.  The Property Management Office (Property Office) within the Bureau is responsible for all aspects of personal tangible property and sole authority to oversee the authorization of disposal of all surplus property for the Department.

The Bureau of General Services assists program staff in carrying out the property control function including ensuring that all new property is tagged and entered into the FLAIR property subsystem.  The Department conducts an annual inventory of property located throughout the State to account for all property and as required by Rule 69I-72, F.A.C.  When the annual inventory is conducted, Property Office staff travel to each facility to physically scan the property barcodes.  Property Office staff process all property transactions and maintain the FLAIR Property Master File.  Property Office inventory agents enter inventory results, including changes in the physical location or condition of property and whether an item is unaccounted for.  The inventory agents also reconcile differences between the physical inventory and property records in cooperation with the responsible property manager.

As of August 19, 2008, the Department’s tangible personal property included over 11,000 items with an acquisition value of over $44 million.  The majority of the Department’s property items (99.5%) consisted of computers and computer equipment listed in machinery and equipment.  This category also included several vehicles and golf carts (less than 0.1%).  The following tables provide information regarding the Department's property. 

By Category
	Category
	Number of Items
	Acquisition Cost
	Percent of Total Items
	Percent of Total Cost

	Buildings
	          45
	$7,369,592 
	       0.39%
	  16.72%

	Machinery & Equipment
	   11,413
	$36,660,560 
	     99.50%
	  83.19%

	Improvements other than Buildings
	            2
	$4,300 
	       0.02%
	    0.01%

	Other Fixed Assets
	          10
	$32,470 
	       0.09%
	    0.07%

	Total Active Property
	   11,470
	$44,066,922 
	       100%
	    100%


Source: FLAIR Property Master File at 8-19-08
By Division
	Division
	Number of Items
	Acquisition Cost
	Percent of Total Cost

	  01, 02 - Commissioner 
	424
	$875,381 
	2%

	  03 - Chief Financial Officer
	2,563
	$10,943,245 
	25%

	  08 - ARM
	430
	$800,160 
	2%

	  30 - Chief Technology Officer
	858
	$5,544,245 
	13%

	  40, 44, 48 - Div. of Public Schools
	624
	$1,900,948 
	4%

	  50, 55 - Div. of Comm. Colleges
	261
	$528,990 
	1%

	  70 - Board of Governors (in FLAIR)
	152
	$340,072 
	1%

	  80 - Division of Vocational Rehab. 
	2,472
	$4,428,889 
	10%

	  85 - Division of Blind Services
	3,686
	$18,704,992 
	42%

	Total
	11,470
	$44,066,922 
	100%


Missing Property 

	FY 06-07 Missing Property Inventory
	FY 07-08 Missing Property Inventory

	Division
	Cost
	Depreciated Value
	Division
	Cost
	Depreciated Value

	DOE
	$564,779
	$107,619
	DOE
	$272,153
	$92,482

	DBS
	$1,957,866
	$509,473
	DBS
	$139,679
	$14,249

	DVR
	$124,157
	$24,291
	DVR
	$25,067
	$2,030

	Total 
	$2,646,802
	$641,383
	Total 
	$436,899
	$108,761


	Summary of Findings 
Our tests of Department property as recorded in FLAIR and Department records, as well as a survey of property custodian's delegates, revealed that: 

· A physical inventory of property is not always conducted when there is a change of custodian's delegate.

· Some property locations listed in FLAIR were inaccurate.

· Clarification regarding authorizing signatures is needed in surplus property procedures.

· The Department did not follow established procedures for the sale of property in one instance.

In addition, some property custodian's delegates responding to our survey indicated a need for training regarding their responsibilities.  This was discussed with Property Office management.  
We noted significant improvement in property accountability since the Property Office was reorganized in 2006.  We evaluated internal controls related to management of tangible personal property and, except as noted in the report, found them to be adequate.
Recommendations in the report are intended to assist management in establishing a more effective control environment that will better ensure that property accounting and control processes are performed effectively and in accordance with laws, rules, policies, and good business practices.  The remainder of the report should be read for a full understanding of these findings.


Audit Objectives and Scope
This audit focused on evaluating whether the Department properly accounts for and safeguards tangible personal property.  Specific objectives were to determine whether:  
1) Department property is controlled and accounted for as required by statute and rule; 

2) Department entities submit complete, accurate, and timely inventories of their tangible personal property; and 
3) Internal controls over Department property, including surplus property, are adequate.
The scope of the audit included review of inventory procedures during fiscal year 2006-2007 and inventory updates for property purchased from December 2007 to June 2008, as well as additional records outside that period that affected the review period’s transactions. 
Methodology

To achieve the objectives, the audit team: researched and reviewed applicable statutes, rules, and procedures; interviewed appropriate staff; conducted a property custodian's delegate survey; and reviewed selected inventory and surplus documents.  One hundred custodian's delegates were randomly selected for the survey and 97 property items were judgmentally selected for verification.  We also reviewed records of missing property. 

Standards

This audit was conducted in accordance with the International Standards for the Professional Practice of Internal Auditing, published by the Institute of Internal Auditors. 
Prior Review by OIG
In September 2003, the Office of Inspector General (OIG) began preliminary planning for an operational audit of the Department’s property accountability function.  The audit was to cover state-owned tangible personal property held by the Department to determine whether management controls were sufficient to assure that property was accounted for according to statutes, rules, policies and procedures. 

After limited preliminary survey work, we noted the following issues and decided to postpone the audit.   
· A physical inventory of tangible personal property and the related reconciliations to FLAIR property records had not been completed. 

· Desktop computers and other information technology equipment valued over $10 million were being depreciated over a 10 year period instead of a 3-4 year period suggested by the Department of Management Services. 

· Most custodian's delegates were not receiving written notification of their assignment, but “inherited” the custodian's delegate responsibilities, often without training.
· Property was not properly approved before being donated. 

· The Property Management Office did not record acquisitions in a timely manner from the pending file.  The property pending file contained more than $7 million in property purchases; nearly $1 million in property had acquisition dates of 2002 or earlier. 

Since the Property Office was reorganized in September 2006, significant improvements have been made under the direction of the Bureau of General Services.  The introduction of the hand held barcode scanner has been a significant advancement in the control of tangible property.  Additionally, the Bureau of General Services has: 

· Improved the maintenance of the property pending file;
· Created policies and procedures for the acquisition, control and disposition of all tangible personal property as defined in Florida Statutes and the Florida Administrative Code;  
· Located property that was previously reported missing; and
· Improved the consistency of property description files.
Audit Results

The findings below present the results of the audit as determined by our methodology.  Each finding is organized into five segments:

· Condition – The factual evidence found in the course of the examination. 

· Criteria – The standards, measures, or expectations used in making an evaluation and/or verification.

· Cause – The reason for the difference between the expected and actual conditions. 

· Effect – The risk or exposure the Department may encounter because the condition is not consistent with the criteria (the impact of the finding).

· Recommendation – Suggested course of action.

· Management’s Response – Client's opinion and statements regarding concurrence or non-concurrence with the finding and corrective action planned by management.

Findings and Recommendations
Finding 1 – An inventory using the custodian's delegate property list is not always conducted upon custodian's delegate change in accordance with applicable guidelines. 

	Condition:
	Survey results revealed that physical inventory is not always conducted when there is a change in custodian's delegate.  Thirty-two percent of the respondents stated that they did not receive a custodian's delegate property list at the time they were designated as a custodian's delegate and 29% did not conduct a physical inventory of property.  It should be noted, however, that some of these respondents may have been appointed prior to the establishment of current Property Office procedures.


	Criteria:
	Chapter 273, F.S., and Rule 69I-72.006, F.A.C., specify the controls and record-keeping procedures essential to promoting accountability for and the safeguarding of state-owned tangible personal property.  Specifically, Rule 69I-72.006 (1), F.A.C., states that “each custodian shall ensure that a complete physical inventory of all property is taken at least once each fiscal year.  Each custodian shall ensure that a complete physical inventory of all property under the control of the custodian or custodian’s delegate is taken whenever there is a change of custodian or custodian’s delegate”.  Inventory staff and custodian's delegates are to compare the inventory to the property records, and trace and reconcile all discrepancies. 
The Department procedures manual also states that delegated coordinators are to inform the Property Office when there is a change in property custodian's delegate so that the Property Office can prepare a current inventory list for the special inventory to be taken.



	Cause:
	Custodian's delegates and Department staff may not be aware of the importance of establishing accountability for property whenever there is a change in custodian's delegates.  Custodian's delegates and Department staff are not always required to conduct inventories as mandated by statute, rule and procedure.  The Property Office may not always be informed when a change in custodian's delegates occurs.


	Effect:
	A strong chain of custody is not maintained when an inventory is not conducted at the time custodian delegates are changed.  This may create conditions under which errors or fraud may occur and not be detected in a timely manner.  In addition, the inventory can serve as a useful training tool for the new custodian's delegate.


	Recommendation:
	The Bureau of General Services should help ensure that a special inventory be conducted when there is a change in custodian's delegates.  This may be accomplished by reminding custodians and property managers of this requirement.  In addition, responsible managers should be reminded to notify the Property Office when a custodian's delegate leaves their position.  Custodial responsibilities should be included in job descriptions of all employees who are assigned as custodian's delegates.


	Management Response:
	As recommended, the General Services Property Section will immediately begin to assist custodians with the compliance requirement of conducting a physical inventory upon the change of custodian or custodian delegates in accordance with the Florida Administrative Rule 69I-72.006.  To effectively implement this action without causing undo burden to staff, two steps will be taken:

· The Department Internal Operating Procedures (IOP) will be updated to reflect a change in the current designation of custodian delegates. The change will require Division Directors and above to become property coordinators, Bureau Chiefs/Section Managers will become custodian delegates, and staff appointed by the Bureau Chiefs/Section Managers will become custodian delegate alternates. 

· Beginning January 2009 the Property Section will perform quarterly reviews of the status of all custodian delegates. Based on these reviews and intervening notifications of changes of custodians the Property Section will provide training and instructions along with an updated inventory listing of property so that any new custodian delegates can ensure that a physical inventory is performed.

The IOP update and training of all newly designated custodians will start January 12, 2009, in conjunction with the scheduled Department physical inventory. 

We also concur that custodial responsibilities should be included in the job descriptions of all employees, who are assigned as custodian delegates. The addition of these responsibilities will be added in concurrence with the early 2009 Personnel Action Plan for updating all position descriptions. 




Finding 2 - Some property locations listed in FLAIR were inaccurate.
	Condition:
	To determine the accuracy of the property records we selected 97 property items from FLAIR assigned to 24 organizational codes that were purchased in FY 2006-2007 and FY 2007-2008.  While all the property items were subsequently found, locations were not always accurately recorded in the FLAIR property records.  Four items with a total cost of $19,600 had been moved to another building without the completion of transfer forms.  Three other items with a total cost of $3,994 were found at locations different than those noted in FLAIR.  These items were not supported at the time of our field work by appropriate documentation such as property transfer forms or missing property affidavits.  Transfer forms for two of the items were subsequently prepared.   


	Criteria:
	Rule 69I-72.003, F.A.C., requires adequate recordkeeping of property.  Department procedures require that an applicable property transfer form be completed and sent to the property manager in order for the transfer to be recorded in the FLAIR fixed asset account. 

	Cause:
	Prescribed procedures were not followed when transferring property from one organization code to another.  Property was moved between offices without updating the location on inventory records and without completing the appropriate documentation.  


	Effect:
	While the number of exceptions found was small, the reconciliation of the physical inventory to property records should provide Department management with assurance that the property records accurately and completely reflect the existence, location, and condition of assigned property.  Accurate and complete property records provide a basis upon which management may rely to help ensure the safeguarding of and accountability for tangible personal property.  Accountability is diminished or lost when property records are not updated timely.


	Recommendation:
	We recommend that Department managers be advised to closely monitor the compliance of custodian's delegates with established tangible personal property inventory procedures in order to ensure that property locations are accurately recorded in FLAIR. 


	Management Response:

	Although as noted in the report, the number of exceptions was “rather small,” the General Services Property Section will take additional steps in accordance with the recommendation.  Department managers and custodians will be reminded to follow established policy and procedures to ensure that all property paperwork is completed and submitted in a timely manner. The Property Section will provide refresher training regarding the policy and procedures to all custodians in conjunction with the Department physical inventory scheduled for January 12, 2009 – April 31, 2009.

The General Services Property Section will also ensure that all property paperwork is entered into FLAIR accurately and within a timely manner. The Property IOP will be updated consistent with the Department’s schedule for updating IOPs to reflect that all property transfers are to be processed and entered into FLAIR within three business days of receipt.  




Finding 3 - Clarification of surplus property procedures regarding authorizing signatures is needed.
	Condition:
	We selected 55 items from the FY 2007-2008 surplus tracking data sheet to determine whether their disposition or status was properly approved and recorded.  The surplus property affidavits for 29 items sent to the recycling company, the dumpster or the landfill were either missing witness signatures or were not notarized.  Property affidavits for an additional seven items were missing both notary and witness signatures.

Our evaluation determined that the current process of surplus property disposition does not always ensure accurate recordkeeping and consistent verification through witnessing and notarization. 


	Criteria:
	Rule 69I-21.002, F.A.C., makes each agency responsible for maintaining proper records and controls over its property in accordance with Chapter 273, F.S.

Accurate and complete property records provide the Department with reasonable assurance that property is adequately safeguarded.  Property affidavit forms provide for both witnessing and notarization.



	Cause:
	The Department's procedures manual does not discuss the required signatures or notarization for the surplus property affidavits nor the time frame for completing the affidavits. 


	Effect:
	Lack of full and complete documentation diminishes assurance that property disposal has been properly authorized and witnessed.  


	Recommendation:
	To provide greater assurance that surplus property is adequately safeguarded and accounted for, we recommend that:
· The Department's procedures manual specify witnessing and notarization requirements for the surplus property affidavit and establish reasonable timeframes for affidavit completion.  

· Management and staff be advised to give greater attention to consistently and timely completing the surplus property affidavits with the required signatures and dates. 


	Management Response:
	As recommended, the Department IOP will be updated consistent with the Department’s schedule for updating IOPs to provide a clearer understanding of the process for completing affidavits. This update will also clearly delineate the difference between witnessing and notarization. The updated procedures will establish additional guidelines and a ten-business-day timeframe for the completion of all surplus property certifications.




Finding 4 – We noted one instance when proper procedures for the sale of property were not followed.
	Condition:
	The Division of Blind Services (DBS) purchased cafeteria equipment valued at $95,000 in October and November of 2006.  Sixteen of these items, each costing more than $1,000, with a total value of $58,000 were not recorded in the FY2006-2007 inventory.  The equipment was sold to the Lee County Board of County Commissioners in January 2007.  One of the items sold was recorded as surplus more than a year later in March 2008.  Surplus certification forms and property affidavits were not prepared for the other items meeting the inventory threshold amount.
The employee who purchased the equipment was a custodian's delegate for DBS in Tampa.  This practice does not provide an adequate segregation of duties, an important internal control that helps to ensure errors or fraud can be detected in a timely manner.


	Criteria:
	Section 5.2.1 of the Department's Policies and Procedures Manual provides guidelines for adding newly purchased items to the property system and the sale of surplus property.  The procedures state that the Bureau of General Services is an approver on all direct orders over $1,000 as well as all purchases of computer equipment in the My Florida Market Place MFMP purchasing program.  This is to allow the Property Section to be aware of new property items that are being purchased by the Department.  The procedures also states that the property custodian's delegates still have the responsibility of notifying the Property Section when a purchase is made either by Direct Order or P-Card.  According to the property manual, “All newly acquired computers and property items costing $1,000 or greater will not be put into service until the DOE property barcode tag has been affixed.”  For purchases of $1,000 or greater outside Tallahassee, the custodian's delegate must email the Direct Order number to the Bureau of General Services, Property Section.

	Cause:
	Purchases that meet the inventory threshold amount (over $1,000) were not adequately monitored in this instance.  

	Effect:
	Not adding newly purchased property to inventory records understates actual inventory and reduces accountability.  



	Recommendation:
	We recommend that the Property Office:

· Continue to closely monitor new property items that meet the inventory threshold amount. 

· Remind custodian's delegates to follow procedures regarding newly purchased items.  
· Continue to ensure that property is certified as surplus prior to disposition.

· Continue to provide sufficient training for custodian's delegates. 


	Management Response:
	We concur with the finding; however, the sale of the property noted took place prior to the establishment of the current General Services Property Section. The Property Section has not conducted any sales since its formation. In accordance with the recommendations, the Property Section will:

· Continue to closely monitor new property items that meet the inventory threshold amount.

· Continue the training of custodian delegates and custodian delegates alternates in the proper handling of newly purchased items and following established policies and procedures. 

· Continue to ensure that property is certified as surplus prior to disposition.

The Bureau and Property Section will implement the above recommendations immediately and will continue to seek ongoing improvements in the overall property management process. 



	
	


Closing Comments
The Office of Inspector General would like to thank the Bureau of General Services staff for their cooperation and assistance during the course of this audit.  






