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Surplus Property Management TxDOT Internal Audit Division - Limited Scope

Objective
To evaluate the efficiency and effectiveness of the management of non-inventoried surplus
property, including analysis of procedures associated with the sale of all surplus property.

Opinion

Based on the audit scope areas reviewed, control mechanisms require improvement and only
partially address risk factors and exposures considered significant relative to impacting
reporting reliability, operational execution, and compliance. The organization's system of
internal controls requires improvement in order to provide reasonable assurance that key
goals and objectives will be achieved. Significant improvements are required to correct control
gaps and mitigate residual risk that may result in potentially significant negative impacts to
the organization including the achievement of the organization's business/control objectives.

Overall Engagement Assessment Needs Improvement

Findings
Operating
Title Control Design Effectiveness Rating
s Tracking and Re-Use of Non-
Finding 1 Inventoried Surplus Property X X Needs Improvement
Finding 2 Surplus Warehouse Physical Security X X Needs Improvement

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

Control Environment

The Support Services Division (SSD) is responsible for the oversight and management of state-
wide surplus property within TXDOT. SSD has established the Request to Surplus or Salvage
State Property and Surplus or Salvage Property Listing forms to be used by TxDOT'’s districts
and divisions (D/Ds) to identify property no longer needed by the D/Ds. Information
documented within these forms includes key property information (e.g., item quantity,
description, condition and original cost), as well as, District Engineer or Division Director
approval. SSD utilizes the information contained within the forms to document the method of
disposal for the property (i.e., surplus, salvage, recycle, dismantled/scrapped, trade in).

ltems identified as surplus in districts are warehoused within the districts in which the items
are located. Iltems identified as division surplus are warehoused within SSD’s surplus
warehouse located in Austin, Texas. Surplus items can be re-used within TxDOT and other
state agencies or sold through auction. SSD coordinates the sale of surplus property by
following procedures established by the Texas Facilities Commission (TFC) and as regulated by
Texas Government Code (Chapter 2175). For their role in the disposition of surplus items, TFC
retains 12% of the revenue from surplus items sold with TxDOT receiving the remaining
amount.
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Surplus Property Management TxDOT Internal Audit Division - Limited Scope

Summary Results
Audit testing completed resulting in management action plans.

Finding Scope Area Evidence
Compiletion of Form 1137
A review of 26 statewide Form 1137s for items disposed of
between March 1, 2018 and February 28, 2019 identified the
following:
e 26 did not include a document number that was to be
provided by SSD to uniquely identify the form.
e Five did not include the date in which the item(s) were
determined as surplus.
e Four did not include the property disposition type (e.g.,
surplus, salvage, etc.).

Missing information is required to assist in the identification of
surplus, monitoring of movement, and safeguarding of items.

Monitoring Non-Inventoried Surplus Property

A listing of non-inventoried surplus items located within the surplus

warehouse could not be provided; therefore, a physical inventory
was conducted in April 2019 to determine the quantity and type of

Non- . . . )

Inventoried items avgllable. AJudgme_ntaI sample of ten items was selected

1 Surplus from the inventory for review and revealed:

Property e Nine (90%) non-inventoried surplus items had no

documentation to identify the originating D/D providing the
item or how long these items were stored.

Re-Use and Communication of Surplus Property

A re-use analysis was performed on common non-inventoried items
found in the surplus warehouse to statewide purchases made of
similar items between March 1, 2018 and February 28, 2019.
Evidence showed procurement for 10 of the most common items
found in the warehouse.

Interviews and documentation review to assess the 25 districts
and SSD revealed:
o 24 of 25 (96%) districts do not maintain a listing of available
surplus property located in their district.
e SSD does not maintain a list or track available surplus
property located within the surplus warehouse.
e SSD’s surplus property webpage does not include information
on available surplus items.
Non- As of May 2019, 152 individuals had authorization to access the
Inventoried | warehouse who do not work in or oversee that facility. Between
Surplus March 2018 and April 2019, 22 of those individuals accessed the
Property facility.
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Surplus Property Management TxDOT Internal Audit Division - Limited Scope

Audit testing completed not resulting in management action plans.

Scope Area Evidence

A review of 26 Form 1137s was performed to determine if required
D/D approvals were documented and the accuracy for entry of the
forms by SSD into the Comptroller’s Statewide Property Accounting
(SPA) system. Testing identified:

e 26 of 26 (100%) forms included the appropriate D/D approval.
Non-Inventoried e 25 of 26 (96%) forms contained surplus items that were
Surplus Property accurately entered in SPA.

An on-site observation was performed at 10 districts to assess the
location where surplus items were being stored and found that
surplus items were retained within a centralized secure location
within the districts.

A review of all 15 sale receipts for surplus property auctions
conducted between March 1, 2018 and February 28, 2019 was
Cost of Surplus Sales | performed and it was determined that amounts were calculated
accurately, and amounts retained by TFC were not in excess of the
allowable percentage rate (i.e., 12%).

Audit Scope and Methodology

The audit was conducted during the period from March 8, 2019 to April 26, 2019. Testing
focused on the management of non-inventoried surplus property stored within the furniture
and office supplies warehouse managed by SSD and district-managed warehouses across the
state. The scope and methodology used for this audit included:

Scope Area 1: Non-Inventoried Surplus Property - evaluation of how D/D dispose of and/or re-
use state property not included as inventory, and to determine whether policies and
procedures were followed to safeguard state property.

Methodology included:

e Obtained a listing of items disposed by TxDOT between March 1, 2018 and February 28,
2019 from the SPA system.

e Reviewed SPA listing and selected a judgmental sample of 26 Form 1137 and Form
1137A to validate compliance with surplus property requirements and procedures.

e Conducted and documented a physical inventory in April 2019 for the non-inventoried
surplus items stored in the surplus warehouse.

¢ Reviewed the physical inventory results and selected a judgmental sample of 10
individual non-inventoried surplus items stored in the surplus warehouse to try and
assess the length of time the items had been retained at the location and the D/D in
which the item originated.

e From the physical inventory listing, selected the top 10 types of non-inventoried items
stored within the surplus warehouse and compared the items to a listing of non-
inventoried items purchased between March 1, 2018 and February 28, 2019. This was
to assess if comparable items were possibly available for re-use at the time of purchase.

e Reviewed physical access reports for the surplus warehouse to determine whether
individuals had appropriate levels of access to the building.
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Surplus Property Management TxDOT Internal Audit Division - Limited Scope

Scope Area 2: Cost of Surplus Sales - evaluation and analysis of the fees charged for the sale
of surplus property.

Methodology included:
¢ Interviewed the TFC Director of State and Federal Surplus Property Program.
e Reviewed receipts from the sales of surplus property coordinated by TFC between March
1, 2018 and February 28, 2019, re-performed calculations to validate the accuracy of
fees charged, and that fees complied with Texas Government Code §2175
requirements.

Methodology included within both Scope 1 and Scope 2:
e Reviewed state regulations including the Texas Government Code and State of Texas
Procurement and Contract Management Guide.
e Reviewed TxDOT policies and procedures including the Property Management Policy
Manual and the Property Management Procedures Manual.
e Interviewed SSD and district personnel that included:
0 SSD: Director, Statewide Program Support and Services Section Director, Asset
Management Branch Manager, and Logistics Technicians.
0 District: Business Services Coordinators, Asset Coordinators, and Warehouse
Coordinators.

Background

This report is prepared for the Texas Transportation Commission and for the Administration
and Management of TxDOT. The report presents the results of the Surplus Property
Management audit which was conducted as part of the Fiscal Year (FY) 2019 Audit Plan.

Surplus property is defined as state property in excess of current needs of the department
and not required for its foreseeable needs. Surplus items may be in new or used condition;
however, they must be identified to have additional useful life. The Texas Government Code
(Title 10, Chapter 2175) designates TFC as the agency charged with the disposition of all
state-owned surplus property. SSD provides oversight for the surplus property process within
TxDOT and coordinates the sale of TXDOT’s surplus property with TFC.

Property that eventually becomes surplus includes both inventoried and non-inventoried
items. Inventoried items are recorded and tracked in TxDOT’s asset management system (PS-
AM), as well as, the Comptroller’'s SPA system. Non-inventoried items are expensed upon
receipt and therefore not recorded or individually tracked within PS-AM or SPA. When non-
inventoried items are identified for sale/auction, the items are then grouped together, and a
manual entry is made into SPA by SSD for the items; however, details of the specific items
contained within the grouping are not required to be entered.

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 Internal Audit Division uses the
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Surplus Property Management TxDOT Internal Audit Division - Limited Scope

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 or 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.
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Surplus Property Management TxDOT Internal Audit Division - Limited Scope

Detailed Findings and Management Action Plans (MAP)

Finding No. 1: Tracking and Re-Use of Non-Inventoried Surplus Property

Condition

Oversight, monitoring, and communication of non-inventoried surplus property requires
improvement to strengthen safeguarding, disposition and re-use of surplus property
statewide.

Effect/Potential Impact

Without tracking and communication of available non-inventoried surplus property, funds
could be expended unnecessarily for the purchase of items that may be available through
surplus channels across the state.

Furthermore, additional resources or funds could be expended to store surplus items over a
prolonged period of time. The Support Services Division (SSD) has utilized an 11,500 square-
foot warehouse to store surplus items since April 2006. Between April 2006 and April 2019,
the lease amount for the warehouse has ranged from $83K to $104K annually.

Criteria
The Property Management Procedures Manual states that:

e Re-utilization of department surplus property should always be the first source of
supply when possible.

e All districts and divisions (D/Ds) must complete and submit to SSD Form 1137
(Request to Surplus or Salvage State Property) and if needed attachment 1137A
(Surplus or Salvage Property Listing) in order to surplus state property.

e Form 1137 and 1137A are to be reviewed by SSD for completeness and accuracy.

Cause
SSD has not established a formal method for tracking and communicating availability of all
surplus property located within the districts and the surplus warehouse.

SSD did not fully enforce the requirement for divisions to complete a Form 1137 when non-
inventoried items were transferred to the surplus warehouse and further review of submitted
Form 1137 and 1137A did not ensure completeness.

Evidence
Completion of Form 1137
Form 1137 is used to document non-inventoried surplus items intended for disposal, such as
when TxDOT transfers the items to other external entities or when the item is
dismantled/scrapped. From a state-wide population of 76 Form 1137s, containing surplus
items disposed between March 1, 2018 and February 28, 2019, 26 judgmentally selected
Form 1137s were reviewed to determine if they contained complete and accurate
information. Testing identified that SSD Asset Management did not verify that the forms were
complete, as follows:

e 26 of 26 (100%) Form 1137s did not include unique identification numbers.

0 21 of the Form 1137s included an 1137A attachment that did not include a
document number to associate itself with the intended corresponding Form 1137.
e 50f 26 (19%) Form 1137s did not include the date in which the form was completed
and item(s) were identified by the D/D as surplus.
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Surplus Property Management

e 4 0of 26 (15%) Form 1137s did not include the property disposition type (e.g., surplus,
salvage, recycle, dismantle/scrap, trade-in).

In addition, Form 1137s were not always completed for non-inventoried items (i.e., furniture
and supplies) transferred to the surplus warehouse by divisions. Instead, SSD would complete
Form 1137s when items located at the warehouse were transferred outside of TxDOT.

Monitoring Non-Inventoried Surplus Property

SSD was unable to provide a listing of non-inventoried surplus items located within the
surplus warehouse. As a result, the Internal Audit Division conducted a physical inventory in
April 2019 to determine the quantity and type of items available within the warehouse.

From this physical inventory, 10 non-inventoried surplus items were judgmentally selected to
determine the D/D from which the item originated and length of time the item had been stored
at the surplus warehouse to assess monitoring of the disposition of surplus property. Testing

identified:

e 9 of 10 (90%) non-inventoried surplus items had no documentation to identify the
originating D/D or support monitoring of the throughput or length of time items had

been in the warehouse.

Re-Use and Communication of Surplus Property

From the physical inventory conducted by the Internal Audit Division, the top 10 types of non-
inventoried items stored within the surplus warehouse (e.g., file cabinets, waste containers,
chairs, etc.) were selected and compared to a state-wide listing of non-inventoried items
purchased between March 1, 2018 and February 28, 2019. Testing identified the following:
e 10 0of 10 (100%) top non-inventoried item types available for re-use had comparable

new items purchased.

Physical Count of Total Value of

Physical Inventory Inventory ltems [tems Potential Net
Purchase Description Description Count Purchased* Purchased* Savings**
Cabinets, Filing File Cabinets
(2, 3, 4, 5 drawer) (2, 3, 4, 5 drawer) 141 23 $14,095 $14,095
Waste Baskets Waste Basket
(10-1/47"x14-3/87/15") | (trash and recycle) 120 410 $3,511 $1,028
Chairs, Ergonomic Task Chairs
Style (office and desk) 70 950 $382,197 $28,162
Bookcase, Metal and Bookcase/Bookshelf,
Wood Metal 51 9 $3,054 $3,054
Tables, Conference Tables, Rectangle
Wood Rectangle (various sizes) 29 12 $11,964 $11,964
Tables, Conference Tables, Round
Wood Round (3-4) 27 13 $7,026 $7,026
Bookcase, Wood Bookcase/Bookshelf,
Traditional Wood 10 7 $3,057 $3,057
Chairs, Metal Folding Chairs, Folding 9 166 $10,518 $570
Cabinets, Storage Metal
(36"x24"x72-78") Cabinets, Supply 8 25 $12,408 $3,971
Tables, Conference
Wood Boat Shaped Tables, Conference
(1207x42-48"x30") (120-125"x48") 2 3 $3,994 $2,663

Total $451,824 $75,590
* TxDOT purchasing data from 3/1/2018 to 2/28/2019 provided by the Procurement Division
** Represents potential net savings if surplus items on hand were available at the time the purchases were made.
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Interviews and review of documentation to support tracking and communication of non-
inventoried surplus property was performed for 25 districts and the surplus warehouse. The
following was revealed:
o 24 of 25 (96%) districts do not maintain a listing of available non-inventoried surplus
property located within the district.
e SSD does not maintain a listing or perform tracking of available surplus property
located within the surplus warehouse.
e SSD has established a surplus property webpage; however, the webpage does not
include information on surplus items available for re-use.

Management Action Plans (MAPs):

MAP Owner:
Kenneth Black, Asset Management Branch Manager, Support Services Division

MAP 1.1:

Support Services Division (SSD) Asset Management Branch will require all districts/divisions
to complete Form 1137/1137A for all surplus property to assist in the monitoring of
throughput of surplus items. Surplus property will not be accepted by SSD without a
corresponding completed Form 1137/1137A (if applicable).

MAP 1.2:

Support Services Division (SSD) Asset Management Branch will review submitted Form
1137/1137A to ensure all required fields are complete and assign a document number to
Form 1137 and 1137A (if applicable) for filing purposes. The template for Form 1137 will be
revised to include a field to indicate SSD’s review and approval of the form.

MAP 1.3:

Support Services Division will use the Web Tracking System (WTS) to track property dispersed
to districts and divisions from the surplus warehouse. Employees will sign for the items they
receive from the surplus warehouse on a track pad that will upload the information to WTS.

Completion Date:
August 15, 2019

MAP 1.4:
Support Services Division (SSD) will update the Property Management Policy Manual and
Property Management Procedures Manual to include and communicate the following to
relevant TxDOT employees:
e When submitting Form 1137 to SSD, districts and divisions will enter a request name
on the document to be utilized to associate Form 1137 and 1137A, as needed.
e SSD will create and provide procedures on how to promote the re-utilization of surplus
property.
e SSD will establish a timeline for surplus property to remain available for TxDOT re-
utilization prior to being advertised for transfer or sale.

Completion Date:
October 15, 2019
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MAP 1.5:
Support Services Division (SSD) will work with Information Management Division (IMD) to
create and implement a surplus availability system to inform districts and divisions of surplus
items available for re-use and maximize the use of surplus property within the department
through the following:
e Develop/modify and implement a system to allow SSD to enter surplus property
information into electronic format that would be accessible by districts and divisions.
e Develop and document an internal process to manage the surplus availability system
to include:
0 Ensuring that surplus items in the system remain current
o Coordinating district/division requests for surplus items

Completion Date:
December 15, 2019

MAP 1.6:
Support Services Division will develop guidance and provide training to district and division

asset coordinators to implement the use of the surplus availability system created as part of
MAP 1.5.

Completion Date:
January 15, 2020
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Finding No. 2: Surplus Warehouse Physical Security

Condition
Physical access to the surplus warehouse was not limited to required personnel.

Effect/Potential Impact
There is an increased risk that surplus items stored within the warehouse are not safeguarded
when access to the surplus warehouse is not limited to required personnel.

Criteria

TxDOT'’s Statewide Security Procedures states that access should be controlled to TxDOT
facilities. The procedures indicate that warehouse facilities may warrant special consideration
for internal control.

Cause
SSD has not established a formal process to monitor physical access to the surplus
warehouse in which non-inventoried surplus items are stored.

Evidence

Access reports were reviewed as of May 2019 to identify individuals with access to the
warehouse and determined that 152 individuals had authorization to access the warehouse
who do not work in or oversee that facility. Utilizing access reports for the time period of
March 2018 - April 2019, 22 of those individuals accessed the facility.

Management Action Plan (MAP):

MAP Owner:
Kenneth Black, Asset Management Branch Manager, Support Services Division

MAP 2.1:

Support Services Division (SSD) will perform a review of the individuals with access to the
surplus warehouse and submit modifications to SSD’s Statewide Security section in order to
limit physical access to only those individuals whose job responsibilities require access to the
building.

Completion Date:
August 15, 2019
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Surplus Property Management

Summary Results Based on Enterprise Risk Management Framework

Audit Results Dashboard

Surplus Property Management
SGUpE Areas Evaluated

Business Objectives (Reporting, Operational, Compliance)

ERM Component

Control
Environment

Control Activities

Organizational Tone

R,

o,c 0,c

Non-inventoried Surplus Property Cost of Surplus Sales

Business Objective/Goal-Setting

Resource Capacity

Forecasting/Budget

Training and Development

Risk
Assessment

Risk Ildentification/Planning

Risk Assessment/Impact Analysis

Risk Response/Cost-Benefit Analysis

Business Continuity

Control
Activities

Policies/Procedure Development & Maintenance

Approvals/Authorizations

Supporting Evidence/Records Retention

Segregation of Duties/System Access

Safeguarding Assets/Security

1,

2

Information &
Communication

Information Classification

Information Input

Information Processing

Information Output

Internal and External Reporting

Monitoring

Exception Reporting Review

Reconciliations

Root-Cause Analysis

Evaluations/Inspections

Management Action Plans

Scope Area Assessment

Rating Assessment Grid

Exemplary

Closing Comments
The results of this audit were discussed with the Support Services Division Director and
District Engineers on July 19, 2019. The Internal Audit Division appreciates the cooperation
and assistance received from the Support Services Division and districts during this audit.

Needs
Satisfactory Unsatisfac
Improvement tory
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