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Executive Summary

Objective

To evaluate the effectiveness of controls over the management and reporting of district monthly
cycle count inventories.

Overall Engagement Assessment - X
Priority 1 Priority 2  Priority 3  Priority 4

Control mechanisms are not designed or operating to optimize program efficiency and effectiveness.
Programmatic improvements can be achieved by addressing control deficiencies identified.
Improvements to address deficiencies include redesign, execution, and performance measurement.

Summary Results

Management concurs with the below findings and prepared management action plans to address
deficiencies.

Finding 1: Inventory Management Procedures
Con_trol X Opera_ting X Division Support Services D_ivision (SSD) - Materials
Design Effectiveness Management Section

District Inventory Managers and SSD do not consistently monitor inventory management practices used by
the inventory business units (INBUs) to help ensure cycle counts are in accordance with policy. Monitoring
desk reviews/spot checks that were performed did not include review of cycle count documentation to

ensure items were counted, documented, and adjusted, as required.

District Yes

District and SSD Monitoring

= 9 of 15 (60%) districts did not have cycle count adjustments processed, reviewed, or approved by the
Inventory Manager.

= On-site spot checks are not consistently being performed by a third-party (i.e., district Inventory
Managers or SSD).

Completion of Inventory Item Count
= 14 of 50 (28%) INBUs had inventory items totaling $1.8M that were not counted as part of the cycle
count event.

Cycle Count Adjustments

= 20 of 50 (40%) INBUs had variances related to stockpiles/fuel items totaling $293.5K that were not
adjusted for during the cycle count event.

= 18 0of 50 (36%) INBUs had variances related to non-stockpile/non-fuel items totaling $53.2K that were
not adjusted for during the cycle count event.

= 13 0f 50 (26%) INBUs had variances totaling $590.8K noted to be adjusted through a daily activity
report (DAR) that was not retained or provided to the district Inventory Manager to support variance.

Cycle Count Observations and Documentation Review
= |nventory management procedures (i.e., segregation of duties when counting inventory, required
documentation, and supervisor review of inventory results) are not consistently being performed.

(Impact): Without proper monitoring, inconsistencies within the cycle count process may occur resulting in
district INBU’s wall-to-wall inventories to be waived incorrectly. For fiscal year (FY) 2022, 65% of tested INBUs
received a wall-to-wall inventory waiver; however, inventory procedures were not followed. For cycle counts
completed between April 2021 and March 2022 for 50 selected INBUs in all 25 districts, $1.8M in inventory
was not verified and $346.7K in inventory was not adjusted during the cycle count event.
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Finding 2: Use of Personal Protective Equipment (PPE)

Control X Operating
Design Effectiveness
TxDOT employees were observed to not be wearing proper personal protective equipment (PPE) (i.e., gloves)
when performing inventory cycle counts on items that required PPE.

= 7 0of 30 (23%) district INBUs did not follow proper PPE protocols (i.e., did not wear protective gloves when

counting signs).

X Division | SSD - Materials Management Section District Yes

(Impact): Although no injuries were observed, not using proper PPE increases the risk of injury to the
employee. As of July 28, 2022, the Occupational Safety Division reported that between fiscal year 2020 and
2022 five personal injuries occurred as a result of sign handling.

Finding 3: Monitoring of Inventory Management System Access
Control X Operating
Design Effectiveness
Routine user access reviews are not performed by the districts for the Inventory Manager role in the
enterprise resource planning system (ERP). Instances of unnecessary access were identified.

= 3 0of 39 (8%) district employees had the Inventory Manager role in ERP; however, do not have current

involvement with inventory management for the district (i.e., access is not needed).

X Division | SSD - Materials Management Section District Yes

(Impact): The Inventory Manager role gives the user the ability to create cycle counts, lock inventory, and
approve any inventory adjustments for the district inventory business units. Unauthorized cycle count or
inventory adjustments could be made by users who have no job duties associated with a district’s inventory
or to cover up theft or misplacement of these assets. No inappropriate activity was identified by the
unnecessary accounts.

Control Environment

SSD’s Materials Management Section is responsible for providing oversight of TxDOT statewide
inventory management. SSD has created cycle count guidance and resources on their internal
webpage (i.e., cycle count status, cycle count grades, inventory items to be counted, and job aids).
Inventory Specialists within SSD monitor daily inventory values, stockpile values, and cycle count
grades, and are responsible for performing inventory spot checks across the districts.

Districts are responsible for all inventory purchased, stocked, and used in their respective districts.
Inventory is stored at individual stocking locations designated as an INBU within the enterprise
resource planning system (ERP). Each INBU is responsible for performing a monthly cycle count to
verify inventory counts within ERP are accurate. Districts have the discretion to include or exclude
the system inventory counts on the count sheets, as well as, whether to “freeze” inventory during the
cycle count process. Each district also has a designated Inventory Manager that facilitates the
monthly cycle counts and is responsible for performing quarterly spot checks at the INBUs to monitor
and reinforce inventory management policies and procedures.

INBUs that demonstrate a high level (i.e., average overall cycle count score of 97%) of inventory
accuracy on a consistent basis are not required to perform an annual wall-to-wall inventory to certify
all quantities on hand.

Inventory management procedures assessed and observed during this engagement include actions
and practices being used that do not allow for reasonable substantiation of cycle count accuracy and
completeness.

Background

ERP is the system of record for all TXDOT assets and provides process accountability for the
transactional records of material received, stored, adjusted, issued, and the value of materials
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currently in stock. SSD began using cycle counts as the official method of physical counting for all
items in the ERP in 2017.

Inventory items are categorized as A, B, or C items, based upon their percentage of annual volume or
usage, which determines the frequency for which the items are counted (i.e., 60, 90, or 180 days,
respectively). Inventory adjustments are a hormal occurrence after performing monthly cycle counts,
and these adjustments are required to be recognized and entered through ERP as part of the
process to record performance of the cycle count to assess if they may qualify for an exemption to
perform a wall-to-wall inventory conducted normally once a year.

Monthly cycle count exemptions were granted by SSD between March 2020 - March 2021 as a
result of the COVID pandemic. During this time, SSD sent weekly reminder emails to districts with the
recommendation to continue performing a cycle count with a relaxed two-person counter/recorder
requirement. All INBUs were required to perform a wall-to-wall inventory count prior to the re-
commencement of cycle counts.

As of March 3, 2022, the value of inventory totaled $109M for all 25 districts. As of February 2022,
a total of 1,921 cycle counts had been performed within the 25 districts resulting in 370 cycle count
related adjustments [net value of ($191K)] and an average cycle count score of 96%.

Best Practices

During the onsite observations performed the following was noted:

= The Fort Worth District maintained an inventory count for cable by using a spool that assists in
calculating the amount of cable initially on the roll and updates the count each time cable is
removed from the roll.

= The Bryan and Fort Worth Districts used a stamp on the first page of the cycle count sheet to
provide a space for the recorder, counter, cycle count date, and supervisor to be documented.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from March 1, 2022 to July 29, 2022. Testing focused on
1) cycle count documentation review for two INBUs from all 25 districts for cycle counts completed
between April 1, 2021 to March 31, 2022, and 2) cycle count procedures and adjustments for two
INBUs for 15 districts for cycle counts completed during the months of April or May 2022.

Scope Area 1. Cycle Count Documentation

Determined if cycle counts were performed monthly and provide adequate supporting documentation.
=  Reviewed state and TxDOT criteria for cycle count inventory management, documentation, and retention.
= Conducted interviews with key SSD and district personnel responsible for cycle count completion,
documentation, and retention.
= Assessed the reliability of cycle count data by conducting interviews and reviewing supporting
documentation to determine data was sufficiently reliable for the purposes of analyzing cycle count
completion and inventory item frequency accuracy.
= Judgmentally selected two INBUs from all 25 districts (50 total INBUs) based on inventory value,
adjustment value, average cycle count score, and SSD and district interviews.
- For the 50 selected district INBUs, reviewed supporting documentation (i.e., cycle count sheets,
inventory adjustment support, and reconciliation reports) for cycle counts performed April 2021 to
March 2022.

Scope Area 2: Cycle Count Procedures

Determined if cycle counts were performed in compliance with policy and procedures and provide adequate
inventory management control.
=  Reviewed state and TxDOT criteria for cycle count inventory management, documentation, and retention.
= Conducted interviews with key SSD and district personnel responsible for cycle count performance,
documentation, and monitoring.
= Judgmentally selected two INBUs within 15 districts (30 total INBUs) based on inventory value,
adjustment value, average cycle count score, and SSD and district interviews.
— For the 30 selected district INBUs, performed on-site observations of cycle counts completed in April
or May 2022 and evaluated supporting documentation (i.e., cycle count sheets, inventory adjustment
support, and reconciliation reports).

Scope Area 3: Cycle Count Adjustments

Determined if cycle count adjustments are supported, reviewed, approved, and provide assurance for cycle
count score metric reporting,
= Reviewed state and TxDOT criteria for the cycle count adjustment process.
= Conducted interviews with key SSD and district personnel responsible for cycle count adjustments.
= Evaluated SSD established cycle count performance metrics and cycle count completion monitoring.
= Assessed the reliability of cycle count data by conducting interviews and reviewing supporting
documentation to determine data was sufficiently reliable for the purposes of analyzing cycle count
adjustment accuracy.
= Using the same 30 sampled INBUs from Scope Area 2, performed the following:
— Determined cycle count adjustment review and approval processes implemented.
— Evaluated cycle count adjustment timing for adjustments entered into ERP between April 2021 and
March 2022.
— Determined if root cause analysis was performed for cycle count adjustments and corrective actions
taken and communicated.
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] Detailed Audit Findings and Management Action Plans (MAPSs) \

Finding No. 1: Inventory Management Procedures

Condition

District Inventory Managers and Support Services Division (SSD) do not consistently monitor
inventory management practices used by the inventory business units (INBUs) to help ensure cycle
counts are in accordance with policy. Monitoring desk reviews/spot checks that were performed did
not include review of cycle count documentation to ensure items were counted, documented, and
adjusted, as required.

Effect/Potential Impact

Without proper monitoring of cycle count procedures, inconsistencies with the application of the
cycle count process may occur. Cycle count adjustments that are not performed during the cycle
count event cause cycle count scores to be inaccurate or overstated and could result in district
INBU’s wall-to-wall inventories being waived incorrectly.

For the INBUs with identified inventory management procedure exceptions, 65% received a wall-to-
wall inventory waiver for fiscal year (FY) 2022.

For cycle counts completed between April 2021 and March 2022 for 50 selected INBUs in all 25
districts, $1.8M in inventory was not verified and $346.7K in inventory was not adjusted during the
cycle count event.

Criteria

The Materials Management Policy Manual:

= Chapter 1, Section 3 states SSD ensures that all TXDOT end users comply with policies and
assists with inventory management as cost effectively as possible.

= Chapter 2, Section 2 states that the enterprise resource planning system (ERP) inventory
management module is the system of record.

= Chapter 2, Section 4 designates the District Engineer (DE) as responsible for all inventory
adjustments made by the system users within their districts and the approval authority for these
adjustments may be delegated by the DE to a designee.

=  Chapter 2, Section 5 outlines the Inventory Manager role to include ensuring all physical
inventories are performed per policy and review of inventory results to identify trends or
problems, recommend early corrective actions, and approve INBU adjustment transactions.

= Chapter 3, Section 3 states that at the discretion of the district, spot inventories, such as
quarterly audit counts performed by third parties may be conducted, and all district INBUs must
perform a cycle count quarterly using a third party to ensure inventory procedures/practices are
performed consistently.

The Materials Management Procedure Manual, Chapter 5, Section 5 states that at a minimum, all
“A” items are counted every 60 days, “B” items are counted quarterly (every 90 days), and “C” items
are counted twice a year (every 180 days).

Cause

Through inquiry with district inventory management personnel and cycle count observations, there
was an unawareness of cycle count procedures. District Inventory Managers were not monitoring the
INBUs to verify required inventory management procedures were being followed to include the
adequacy and timeliness of inventory adjustments.
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SSD does not have a defined methodology for selecting district INBUs to spot check on a routine
basis. The Materials Management Policy and Materials Management Procedures Manuals do not
include all required inventory procedures and expectations. Inventory variance (i.e. system quantity
vs. counted quantity) thresholds for stockpiles is at the discretion of each district and varies per
district.

Evidence
District Monitoring
An evaluation of district monitoring procedures (i.e., adjustment review, on-site spot checks) to help
ensure INBUs comply with policies/procedures was performed for 15 judgmentally selected districts
in which on-site cycle count observations were performed.
= 9 of 15 (60%) districts did not have cycle count adjustments reviewed or approved by the
Inventory Manager.
= 5 of 15 (33%) districts stated no on-site INBU spot checks are performed (pre or post COVID).
- Of the 10 districts who had performed spot checks, 7 (70%) had not performed any since
pre-COVID (i.e., 2019).

SSD Monitoring
An evaluation of SSD monitoring to ensure districts comply with policies and manage inventory as

cost effectively as possible was performed for all 25 districts to determine how INBUs are selected

for SSD spot checks and the frequency for which spot checks are performed.

= 7 of 25 (28%) districts did not have an on-site spot check performed by SSD during FY 2018
through 2020

Completion of Inventory Item Count

A review was performed to verify all items listed on the cycle count sheet were counted through on-
site observations and documentation reviewed for 50 judgmentally selected INBUs from all 25
districts. (see Chart 1)

= 14 of 50 (28%) INBUs had inventory items totaling $1.8M not counted as part of the cycle count

event.
Chart 1
Inventory ltem Quantity Dollar Value
Various Material Stockpiles (hot mix, aggregate, rip rap, etc.) 15,458 TON $942,884
Asphalt Material Stockpiles 37,822 CUY $680,389
Other (emulsion, brine, cable, fuel, antifreeze, signs) 81,979 Various $207,286
Total $1,830,559

Cycle Count Adjustments

A review was performed to verify if inventory variances (i.e., system quantity vs. counted quantity)
identified during the monthly cycle count were properly adjusted through ERP or supported with Daily
Activity Reports (DARs) for 50 judgmentally selected INBUs in all 25 districts for cycle counts
completed between April 2021 and March 2022.

Non-stockpile/Non-Fuel Materials
= 18 0of 50 (36%) INBUs had inventory count variances related to non-stockpile and/or non-fuel
items totaling $53.2K that were not adjusted during the cycle count event.

Stockpile/Fuel Materials
= 20 of 50 (40%) INBUs had inventory count variances related to stockpile and/or fuel items
totaling $293.5K that were not adjusted during the cycle count event.
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Support for Adjustments

= 13 of 50 (26%) INBUs had variances totaling $590.8K noted to be adjusted through a DAR;
however, no DAR was retained or provided to the District Inventory Manager to support
variance.

Cycle Count Observations

On-site observations to verify proper segregation of duties and inventory management protocols (i.e.,
documentation and reviews) were performed for 30 judgmentally selected INBUs from 15 districts
during April/May 2022. See Chart 2 for results.

Chart 2
Cycle Count Protocol Exception Identified # of INBUs %

"6_ @ | Count performed by employee(s) with custodial responsibility for item 9 30%

%D g Counter given count sheet with inventory totals to be verified 4 13%
_5 No date of when cycle count was performed 7 23%
§ No sighature of employee performing count 5 17%
GE; No signature of employee recording count 4 13%
§ Iltem quantities counted not recorded (i.e., blanks, check marks) 2 7%
E System generated "no count" not verified with SSD 1 3%
§>:’ No evidence of review by the INBU Supervisor 23 7%

Cycle Count Documentation Review

A review of documentation retained to verify proper segregation of duties and inventory management
protocols (i.e., documentation and reviews) was performed for 50 judgmentally selected INBUs in all
25 districts for cycle counts completed between April 2021 and March 2022. See Chart 3 for results.

Chart 3
Cycle Count Protocol Exception Identified # of INBUs %

“5_ $ One employee performed cycle count (i.e., was counter and recorder) 4 8%

%D g Count performed by employee(s) with custodial responsibility for item 7 14%
c No date of when cycle count was performed 9 18%
% No signature of employee performing count 4 8%
§ No signature of employee recording count 4 8%
§ Iltem quantities counted not recorded (i.e., blanks, check marks) 4 8%
° No documentation retained for cycle count 3 6%
E System generated "no count" not verified with SSD 9 18%
§>:" No evidence of review by the INBU Supervisor 26 52%
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Management Action Plans (MAPs):

MAP 1.1 | Completion Date: March 15, 2023 | Division: | Yes | District:| No
Support Services Division (SSD) will update the Materials Management Policy and Procedures Manuals (as
applicable) to:
= incorporate established inventory procedure and expectations not already included in the manuals

— requirement to use a max item count of 5,000
— 10% variance threshold for stockpile materials
— requirement to verify “no count” with SSD
— requirement to document signature of counter and recorder and date cycle count performed on
each cycle count sheet
— review and approval by the inventory business unit (INBU) supervisor
— identified system limitations which can cause an item to not be included in a cycle count based on
the ABC inventory classification count guidelines to include the timing of when counts are performed
by each INBU, if the item has been purged from the INBU’s inventory catalog and is later added back
into stock, and when a physical count is performed which will delay the cycle count by a month.
= require district Inventory Managers to observe at least one counting event (cycle/or physical count) for
each INBU annually to ensure inventory procedures/practices are performed per policy/procedures.
= establish the fuel variance threshold when cycle count is taken.
= require supporting documentation for discrepancies (i.e., cycle count sheets, Daily Activity Reports,
reconciliation reports) be provided to the Inventory Managers and retained in accordance to Records
Retention Policy in district’s dedicated Records Repository (ACF14).

SSD will document the frequency and methodology used for selecting district inventory business units for
SSD performed spot checks. During the SSD performed spot inventories, cycle count documentation will be
reviewed to ensure inventory items are counted, documented, and adjusted as required.

Additionally, SSD will require that employees that have an enterprise resource planning system (PS) inventory
or supervisor role complete the inventory management training (i.e., SPT103).
MAP Owner: | Daryl Starkes, Materials Management Section Director, SSD

MAP 1.2 | Completion Date: May 15, 2023 | Division: | No | District: | Yes
Upon publication of the updated Materials Management Policy and Procedure Manuals by the Support
Services Division as outlined in MAP 1.1, the District Inventory Manager will make sure all employees
involved in the inventory process (counters, records, office managers, supervisors) are aware of where to find
and understand the inventory management policies and procedures.

District Inventory Managers will also review inventory cycle count documentation provided by the inventory
business units (INBUs) and perform inventory observations within their respective district to ensure items are
counted, documented, and adjusted as required.

MAP Owners: | District Engineers
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Finding No. 2: Use of Personal Protective Equipment (PPE)

Condition
TxDOT employees were observed to not be wearing proper personal protective equipment (PPE) (i.e.,
gloves) when performing inventory cycle counts on items that required PPE.

Effect/Potential Impact

Although no injuries were observed, not using proper PPE increases the risk of injury to the
employee. As of July 28, 2022, the Occupational Safety Division reported that between fiscal year
2020 and 2022 five personal injuries occurred as a result of sign handling.

Criteria

The Occupational Safety Manual, Chapter 5 states that PPE, including gloves shall be worn as per
established safety guidelines and best practices. Further, TxDOT’s Handbook of Safe Practices states
that gloves should be worn when working with cut and abrasion environments.

Cause

Through inquiry with district inventory management personnel and observation of cycle counts,
monitoring by districts for the use of PPE is not always being performed. The Materials Management
Procedures Manual does not include that PPE is required to be worn (i.e., gloves when counting
signs) during inventory counts.

Evidence

On-site observations to verify cycle count completion was performed in accordance with PPE

protocols for 30 judgmentally selected inventory business units (INBUs) from 15 districts during

April/May 2022.

= 7 of 30 (23%) district INBUs did not follow proper PPE protocols (i.e., did not wear protective
gloves when counting signs).

Management Action Plans (MAPs):

MAP 2.1 [ Completion Date: January 15, 2023 | Division:| No | District: | Yes
A reminder on personal protective equipment (PPE) protocols during inventory counts will be discussed as
part of a district-wide safety call.

MAP Owners: | District Engineers

MAP 2.2 [ Completion Date: March 15, 2023 | Division: | Yes | District:| No
Support Services Division (SSD) will update their Materials Management Policies and Procedures Manuals to
include a section on Personal Protective Equipment to refer district personnel to the Occupational Safety
Manual, Chapter 5 which provides policy on safety guidelines and best practices.

MAP Owner: | Daryl Starkes, Materials Management Section Director, SSD

MAP 2.3 | Completion Date: May 15, 2023 | Division: | No [ District: | Yes
Upon publication of the updated Materials Management Policy and Procedure Manuals by the Support
Services Division as outlined in MAP 2.2, the District Inventory Manager will make sure all employees
involved in the inventory process (counters, records, office managers, supervisors) are aware of where to find
and understand inventory safety guidelines and procedures.

District Inventory Managers will review use of personal protective equipment (PPE) during inventory
observations performed within their respective district to ensure PPE protocols are followed as required.
MAP Owners: | District Engineers
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Finding No. 3: Monitoring of Inventory Management System Access

Condition
Routine user access reviews are not performed by the districts for the Inventory Manager role in the
enterprise resource planning system (ERP). Instances of unnecessary access were identified.

Effect/Potential Impact

The Inventory Manager role gives the user the ability to create cycle counts, lock inventory, and
approve any inventory adjustments for the district inventory business units. Unauthorized cycle count
adjustments could be made by users who have no job duties associated with a district’s inventory or
to cover up theft or misplacement of these assets. No inappropriate activity was identified by the
unnecessary accounts.

Criteria
The Materials Management Policy Manual Chapter 2, Section 2 states ERP role assighment is
requested by the district and assigned by the inventory management module system administrator.

The Texas Administrative Code, Chapter 202 states that information owners are responsible for
approving access to information resources and periodically reviewing access lists based on
documented risk management decisions.

The Informational Technology Security and Privacy Policy Manual memorandum issued March 14,
2022 by the TxDOT Executive Director establishes that information owners must approve access to
information resources and review access lists based on documented risk management decisions. In
addition, information custodians must implement controls required to protect information.

Cause

Through inquiry with district inventory management personnel, they were unaware of the provisioning
and deprovisioning process for the Inventory Manager role in ERP and whether it is the responsibility
of the district or Support Services Division (SSD) to monitor.

Evidence
A review to verify the authorized personnel delegated inventory management authority through
assignment of the Inventory Manager role in ERP was performed for all 39 employees within 15
judgmentally selected districts in which on-site cycle count observations were performed.
= 3 of 39 (8%) district employees had the Inventory Manager role in ERP; however, do not have
current involvement with inventory management for the district (i.e., access is not needed).
- As of November 1, 2022, all employees have had access removed within ERP.

Management Action Plans (MAPs):

MAP 3.1 | Completion Date: March 15, 2023 | Division: | Yes | District:| No
Support Services Division (SSD) will update the bi-annual user access review performed to include sending
the districts a list of users with the inventory manager to verify the inventory manager role is still appropriate
based on the user’s job responsibilities.

MAP Owner: | Daryl Starkes, Materials Management Section Director, SSD
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’ Summary Results Based on Enterprise Risk Management Framework \

The Internal Audit Division uses the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) Internal Control - Integrated Framework version 2013.

A defined set of control objectives was utilized to focus on reporting, operational, and compliance
goals for the identified scope areas. Our audit opinion is an assessment of the health of the overall
control environment based on (1) the effectiveness of the enterprise risk management activities
throughout the audit period and (2) the degree to which the defined control objectives were being
met. Our audit opinion is not a guarantee against reporting misstatement and reliability, operational
sub-optimization, or non-compliance, particularly in areas not included in the scope of this audit.

Audit Results Dashboard

Inventory Management - Cycle Counts

Scope Areas Evaluated
Business Objectives (Reporting, Operational, Compliance) 0,C 0.C

ERM Component Control Activities Cycle Count Documentation Cycle Count Procedures Cycle Count Adjustments

Organizational Tone

Business Objective/Performance Measures 1

Control

Resource Capact
Environment pacity

Forecasting/Budget

Training and Development

Risk Identification/Planning 1

Risk Assessment/Impact Analysis

Risk Assessment
Risk Response/Cost-Benefit Analysis

Business Continuity

Policies/Procedure Development & Maintenance 1 1,2 1

Review/Approvals

Supporting Evidence/Records Retention 1
Control Activities

Segregation of Duties 1

Safeguarding Assets

Data/Information Classification

Data/Information Input

Information &

Data/Information Processin;
Communication ta/ g

Data/Information Output

Internal and External Reporting

Evaluations/Inspections

Quality Control/Quality Assurance Reviews 1,2
Monitoring

Reconciliations

Management Assessments

Scope Area Assessment
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] Closing Comments \

This report is prepared for the Texas Transportation Commission and for the Administration and
Management of TxDOT. The report presents the results of the Inventory Management - Cycle Counts
audit which was conducted as part of the Fiscal Year (FY) 2022 Audit Plan.

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards and in conformance with the International Standards for the Professional Practice of
Internal Auditing. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. Recommendations to mitigate risks identified were provided to management during
the engagement to assist in the formulation of the management action plans included in this report.

The results of this audit were discussed with the Support Services Division Director and District

Engineers on December 1, 2022. The Internal Audit Division appreciates the cooperation and
assistance received from the personnel contacted during this audit.
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