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SUBJECT: MATERIALS MANAGEMENT AND INVENTORY CONTROL 

Work Performed 

Since i n i t i a t i n g  our review, we have conducted eighteen in terv iews 
o f  County o f f i c i a l s  who have r e s p o n s i b i l i t i e s  w i t h  substant ia l  impact 
on mater ia ls  management o r  the secu r i t y  o f  equipment and .supplies. We 
have discussed a l t e rna t i ve  approaches w i t h  two p r i va te  sector  experts 
and i n i t i a t e d  contact  w i t h  several others. We have reviewed documenta- 
t i o n  o f  the County's cu r ren t  system and the f i nanc ia l  background. We 
have determined the extent  t o  which the County has i d e n t i f i e d  and 
addressed problems i n  t h i s  area i n  the past. We have obtained informa- 
t i o n  on cor rec t i ve  ac t ion  implemented by County o f f i c i a l s  and on plans 
fo r  systems devel opment . 
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The remainder o f  t h i s  memorandum contains an o u t l i n e  o f  our f i nd ings  
and conclusions t o  date. 

Nature and Extent o f  the Problem 
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I n  1978, Los Angeles County i n i t i a t e d  change o f  i t s  f i n a n c i a l  
accounting p o l i c i e s  t o  conform w i t h  genera l ly  accepted accounting 
p r i nc i p l es  and t o  procure an aud i t  o f  i t s  statements by independent 
c e r t i f i e d  pub l i c  accountants. In 1979,.the independent aud i to r  expressed 
no opinion on the balance sheet o f  the General Fixed Assets Account Group 
because the informat ion ava i lab le  was i n s u f f i c i e n t  t o  substant ia te  the 
acqu i s i t i on  costs o f  the County's property and equipment. I n  add i t ion,  
some o f  the experts we interv iewed expressed doubt t h a t  the County has 
con~prehensive informat ion on the proper ty  i t  owns and the suppl ies i t  
consumes. 

Qua1 i f i e d  by those reservat ions,  the  County reported $196 m i l l  i on  i n  
equipment and $34 m i l l i o n  i n  inventor ies  as o f  June 30, 1980. Recent 
County expense plans include $100 m i  11 i o n  f o r  equipment and $180 m i l  1 i on  
for  suppl ies .  

Recent a t t en t i on  t o  mater ia l  s management by County managers, i n t e rna l  
audi tors,  consultants, and Grand Jur ies  has uncovered problems i n  the  
cur rent  system. Except i n  a few departments which have implemented o r  are  
implementing new systems, accoun tab i l i t y  f o r  equipment and suppl ies i s  weak; 
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the information systems are  def icient ;  ongoing control and optimization of 
inventory levels are  not primary objectives; there are  recurrent losses. 

Major features of the current system and the current issues a re  summarized 
i n  the following paragraphs. 

Equipment. Each department i s  accountable for  the equipment the County 
authroizes i t  t o  purchase. State  and County policy require a triannual 
physical inventory of a l l  fixed assets .  County policy requires an annual 
report t o  the Auditor of any equipment o r  portable items discovered missing 
during the year; this requires a physical inventory of portable or eas i ly  stolen 
i tems a t  l eas t  annual ly.  Items discovered st01 en must be reported immediately 
to  the local police and t o  the Auditor. Triannual reports include documentation 
of items which have exceeded useful l i f e ,  items sent to  salvage o r  used f o r  
parts,  items s tolen,  and items transferred o r  missing. Departments sometimes 
do not report an item l o s t  unless i t  has been missing i n  two triannual audits -- 
tha t  i s ,  f o r  s ix  years. Upon receipt of a departmental loss report ,  the Auditor 
relieves the department of accountability fo r  the items, adjusts  the central 
inventory records, and makesthe appropriate accounting adjustments. A t  present 
most departmental recording and reporting systems are  manual, while the Auditor 
has implemented a new, fu l ly  automated system. 

In 1975, the Grand Jury found tha t  departments do not generally comply 
with these minimal accountability standards. In subsequent and current depart- 
mental audits,  the A u d i t  Division of the Audi  tor-Control 1 e r  has reported 
non-compliance. We have reviewed the t h e f t  and loss  reports received by the 
Auditor-Controller since 1977; a l l  indications a re  tha t  only a handful of 
departments comply consistently with the procedures. 

As we pointed out above, some experts express doubt tha t  the County knows 
what i t  owns. We fur ther  conclude tha t  the County doesn't know what i t  has 
los t .  The reason i s  not that  the County has no system or  an inoperable system; 
i t  i s  tha t  departmental managers tend to  place low pr ior i ty  on compliance. 

Supplies. Each department is accountable fo r  the expendable supplies 
used in performing i t s  functions. The County controls annual consumption level s 
through the budget process, based on his tor ical  standards relat ing need f o r  
supplies to  demands fo r  service.  The Purchasing Officer controls procurement. 
The purchasing system provides fo r  discretionary purchasing authority i n  depart- 
ments and for  scheduled d i rec t  delivery of goods needed on a continuous basis. 
Expenditures for  supplies, therefore,  can be and a re  controlled. 

The relationship of average stock levels to  required consumption i s  
controlled only i n  those County departments which are  operating with or  
implementing state-of-the-art  inventory control systems. Without such controls 
and some use of stock level and reorder optimization, i t  is impossible t o  
validate the his tor ical  budgetary standards or to  establ ish new standards. The 
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results of non-compliance in this area include hoarding of critical items, 
shortages of some items and oversupply of others, excessive emergency purchases 
or other purchases at less than optimum costs, and susceptibility to pilferage 
and theft. Those are the conditions found in each department whose inventory 
control systems have been reviewed in recent years by auditors, consultants, 
and grand juries. 

Facilities. Warehousing and storage of County goods and equipment is 
highly decentralized and dispersed. General fund departments manage 2.2 million 
square feet of space formally designated as warehouse; they manage additional 
space for yards, storage, and incidental or point-of-use storage. Special 
district departments also operate warehouses and storage facilities. 

Because some departmental warehouses are located close to one another, 
and because the demand for some kinds of items is common to several departments, 
the Board of Supervisors called for efforts, in the late 1970is, to consolidate 
warehouse and storage space. In Spring, 1980, the Chief Administrative Office 
established an interdepartmental committee to determine the feasibility of 
consolidation and to develop a comprehensive plan for accomplishing consolida- 
tion where feasible. 

The committee determined that consolidation of warehouse and storage 
facilities would be feasible only if preceded by the development and enforce- 
ment of a comprehensive materials management and control policy throughout the 
County, supported where necessary by automated inventory control systems. The 
quantity and variety of single use items, together with the size of the system, 
obviate complete centralization of control functions and warehousing space. 

Operating departments, instead, can optimize stock levels and consumption. 
Controls can be established by Countywide poqicy, and sophisticated computer 
support introduced when cost-effective. 

Conclusion. Although they are basic, the County has operable 
accountability and control systems. The County is also improving those systems. 
The central issue for Board attention is how to invest in improving the systems 
in an orderly, cost-effective manner. 

The problems are serious enough for Board attention. We have not developed 
a reliable estimate of losses. The readily available information is inadequate 
to support such an estimate. We have seen enough, from our r.eview of centralized 
'loss records, audit reports, and interviews toconvince us that losses are 
serious and that there is a consistent absence of sustained priority on materials 
management and equipment control. 

More important, we are convinced of significant opportunities for 
savings, based on the County's recent achievements with attention to improved 
systems and controls. For example, the new system at USC Medical Center 
saved $1.5 mil lion in the first year and will save on the order of $600,000 in 



-4 d 

Each Supervisor 
December 7, 1981 
Page 4 

each subsequent year. These savings a re  a t t r i b u t a b l e  no t  on l y  t o  techniques o f  
stock l eve l  and replenishment op t im iza t ion  but  a lso  t o  the high l eve l  bureau- 
c r a t i c  a t t e n t i o n  t o  mater ia ls  management requ i red i n  developing such systems. 

Improvement Strategies - 
We bel ieve t h a t  weaknesses i n  the  County's con t ro l  o f  equipment and 

suppl ies should be a t t r i b u t e d  p r i m a r i l y  t o  departmental non-compliance, and 
secondari ly t o  the County's f i nanc ia l  i n a b i l i t y ,  i n  recent years, t o  i nves t  
e i t h e r  i n  vigorous enforcement o f  cu r ren t  p o l i c y  o r  i n  the development o f  
computerized mater ia ls  management. 

i We have i d e n t i f i e d  three s t ra teg ies  f o r  Board ac t ion  t o  improve con t ro l  
over mater ia ls  consumption and secu r i t y  o f  equipment and suppl ies. They are: 

enforce compliance w i t h  cu r ren t  con t ro l  p o l i c i e s  and procedures; 

complete the  systems' planning and development work which the 
Chief Admin is t ra t ive  Of f i ce r  and o ther  cen t ra l  s t a f f  o r  serv ices 
departments have i n i t i a t e d ;  

0 undertake desjg? and development o f  corn rehensive new p o l i c y  
f e a t u r ~ n g  a  h ~ g n  degree o f  automat~on w g ere approprtate. 

Each o f  these s t ra teg ies  would impose a  cost  on the County. The amount 
and the po ten t i a l  savings would depend on the d e t a i l s  of implementation. Based 
on past experience, i t  i s  r e a l i s t i c  t o  expect t h a t  savings w i l l  r e s u l t .  

Po l i cy  Enforcement. The County has systems f ea tu r i ng  two con t ro l  funct ions 
over f-ver the stocking and consumption o f  suppl ies: the  
Auditor-Control l e r ' s  f i x e d  asset accounting and the Chief Admin is t ra t ive  Of f ice 's  
budgeting process. We be l ieve t h a t  strengthening the l eve l  o f  departmental 
compliance w i t h  these con t ro ls  would be bene f i c i a l .  

Complying w i t h  cur rent  p o l i c y  requirements involves costs, i nc l ud ing  labor  
costs. Departments need s t a f f  t o  conduct physical  inventor ies;  the Audi tor-  
Cont ro l le r  needs s t a f f  t o  reconc i le  f i nanc ia l  w i t h  physical  records and t o  keep I 

records up t o  date; the Chief Admin is t ra t ive  O f f i ce  needs s t a f f  t o  develop 
standards and monitor expenditure l eve l s  f o r  compliance w i t h  budget decisions. 
S t a f f i n g  dedicated t o  such funct ions,  even f o r  a  b r i e f  period, i s  no t  ava i l ab le  

I 
f o r  rou t ine  o r  mandatory work. When necessary, County departments have incur red 
overtime o r  cont ract  costs t o  accomplish them -- d i s t a s t e f u l  opt ions i n  a  per iod 

1 
of dec l in ing  resources. More t y p i c a l l y ,  the mater ia ls  funct ions get  l i t t l e  ! 
a t t en t i on  o r  are re legated t o  low l e v e l s  o f  departmental organizat ion.  Managers 
have few incent ives t o  incur  inventory  con t ro l  costs a t  the  expense of operations 

4 

and mandatory funct ions.  4 
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Nevertheless, such costs a re  necessary f o r  m a t e r i a l s  management, regard less  
o f  whether t h e  support ing i n fo rmat ion  systems a re  h i g h l y  automated. The c e n t r a l  
i ssue i s  managerial a t t e n t i o n .  Therefore, we b e l i e v e  t h a t  i t  i s  reasonable t o  
r e a f f i r m  Board d i r e c t i o n  t h a t  a l l  departments comply w i t h  the  County's c u r r e n t  
system o f  i nven to ry  contro l  and f i xed-asset  management. 

Planning Pro jec t .  I n  1980, t h e  Ch ie f  Admin is t ra t i ve  O f f i c e  made s u b s t a n t i a l  
progress i n  i d e n t i f y i n g  Countywide m a t e r i a l s  management problems, e s t a b l i s h i n g  
c r i t e r i a  f o r  new systems, and sketch ing t h e  issues t o  be reso lved i n  a  County- 
wide po l i cy .  The Chief  Admin is t ra t i ve  O f f i c e ' s  s t a f f  and committee representa-  
t i v e s  from o the r  key departments addressed t h e  broad range o f  r e l e v a n t  quest ions:  
bureaucrat ic  o rgan iza t ion ,  i n fo rma t ion  systems requirements, s tandard iza t ion ,  
personnel and employee r e l a t i o n s ,  r i s k  management, f a c i l i t i e s  conso l i da t i on ,  
procurement, d i s t r i b u t i o n ,  and f i n a n c i a l  management. 

The Ch ie f  Admin is t ra t i ve  O f f i c e  has i n s u f f i c i e n t  resources t o  s u s t a i n  h igh  
p r i o r i t y  e f f o r t  on t h i s  program because o f  t h e  need t o  focus t h e  a t t e n t i o n  o f  
a v a i l a b l e  s t a f f  resources on more urgent  Board requested p r o j e c t s .  As we noted 
above, the  County's experience w i t h  systems development has been extremely 
favorable i n  those departments which have o r  a re  implementing sound systems -- 
Purchasing and Stores, S h e r i f f ,  Department o f  Pub l i c  Soc ia l  Serv ices t h e  USC 
Medical Center and o the r  hosp i ta l s .  Therefore, we be1 i e v e  t h a t  t h e  Board 
should ask t h e  Chief  Admin is t ra t i ve  O f f i c e  t o  cont inue t h i s  e f f o r t  and determine 
t h e  f e a s i b i l i t y  o f  a l t e r n a t i v e  designs and p o l i c i e s .  The c o s t  would be e i t h e r  
i n  Chief  Admin is t ra t i ve  O f f i c e  s t a f f  t ime  o r  i n  c o n t r a c t  s t a f f  o r  both. 

- System Development. County experience w i t h  h i g h  automated systems f o r  
i nven to ry  c o n t r o l  and m a t e r i a l  manaqement has been favorable.  I n  a l l  cases, 
c o n t r o l  over  l o s s  has been v a s t l y  improved, s tock l e v e l s  have been reduced t o  
opt imal  l eve ls ,  and replenishment schedules operate a t  minimum cost .  

Because o f  t h i s  experience, i t  i s  i n t u i t i v e l y  appeal ing t o  consider  
development o f  a  comprehensive, f u l l y  i n t e g r a t e d  County-wide m a t e r i a l s  management 
system. However, such systems a r e  c o s t - e f f e c t i v e  o n l y  when j u s t i f i e d  by t h e  
needs o f  t he  opera t i ng  departments, based on q u a n t i t y  and v a r i e t y  o f  i nven to ry  
i tems as we l l  as d e c e n t r a l i z a t i o n  o f  end-user requirements. Other departments 
could we l l  b e n e f i t  f rom smal ler ,  l e s s  soph is t i ca ted  systems, and t h e  needs of 
some departments may be manageable w i t h  manual systems under improved organiza-  
t i o n a l  cont ro l . '  F i n a l l y ,  t h e  c e n t r a l  i ssue  -- managerial a t t e n t i o n  t o  t h e  
ma te r ia l s  management f u n c t i o n  -- w i l l  n o t  be reso lved by new systems. Without 
improved bureaucra t ic  c o n t r o l s  a t  t h e  department l e v e l ,  t h e  new systems would 
have few subs tan t ia l  r e s u l t s .  Therefore, we b e l i e v e  t h a t  Board d i r e c t i o n  t o  
comply w i t h  c u r r e n t  systems and a  renewal o f  Ch ie f  Admin is t ra t i ve  O f f i c e  program 
planning e f f o r t  should precede any commitment t o  investment i n  large-scale,  
County-wide in fo rmat ion  systems development. 


