TS
156
C767
1969
Concept Manual
for
Inventory and Purchasing System
for the
Iowa State Highway Commission
MEISCON DIVISION / 223 WEST JACKSON BOULEVARD, CHICAGO, ILLINOIS 60606
IOWA DEPARTME
LI
800 LI
AMES, |
TS156
c767
1969

DTAISNT AT
ARTV

NSPORTATION

CONTROL DATA
[ corRORATION ]

CORPORATION




- m o e oam m s e (En ey e O e e e s (e (s

Concept Manual
for
Inventory and Purchasing System
for the

Iowa State Highway Commission

December 19k9

Control Data Corporation
Meiscon Division
Chicagos Illinois



|
e on en e e e e e e e s o e o8 mn om o ' m

INDEX

Description

INTRODUCTION

SYSTEM OBJECTIVES

ORGANIZATION

COMMISSION INVENTORIES

Definition of Inventory

Categories and Account=
ability

Physical Control

MANAGING THE INVENTORY

Stock Replenishment
Stock Issues

Stock Returns

Stock Adjustments

Gasoline Inventory

PURCHASING DEPARTMENT

Centralization

Policy Definition
Purchase Authorization
Field Purchase Order

Purchasing Procedures
and Standards

Vendor Contact

Role in Disposition of
Scrap and Salvage

S5=8
5=13

5-13



! [ l | I i | | . ' f
= o on on 'om 'eon on on e = 'm 'om o em n =n e e 'Ill

Chapter

Description

b ACCOUNTING DEPARTMENT =
INVENTORY

Policy Definition

Revolving Fund Require-
ments

Inventory Accounts
Inventory Pricing
Physical Inventory

Auditing and Internal
Control

? ACCOUNTING DEPARTHMENT -

vouc
©
®

é DATA

HERS

Policy Definition
Encumberance of Funds
Payment of Vendor
Invoices

PROCESSING DEPARTMENT
Policy Definition
Report Preparation

File Maintenance

9 INVENTORY MANAGEMENT
DEPARTMENT

Policy Definition
Scope of Activity
Operation Objective

Functional Role of
Sections

b-10



T -'-'-'-‘--*-'—'—'-'- . en s e o o

INTRODUCTION

The Purchase éhd Inventory System Concept Manual
expresses the basic philosophy of the system and makes
recommendations for policy decisions. To support the
recommendations. proposed practices and methods are sug-
gested for consideration. Control Data Corporation. Meiscon
Division is submitting the manual as a part of the project
undertaken to evaluate and recommend a system which will
provide accountability and control over purchasing and
inventory activities. The system must be simple and practical
but must not jeopardize the prime objectives.

The Iowa State Highway Commission must decide on the
system and direct the implementation. Therefore, it is
important that Management weigh the recommendations and

alternativess and then formulate the policy. The policy

~must be expressed in writing and disseminated to the employees

by the means of detailed procedures. The Commission’s pro-
cedures must be more specific and in greater detail than the
General Procedures written by Control Data Corporation.

The system is integrated and depends upon clear. concise
definitions of responsibility. The major policy considerations

recommended by Control Data are dependent one upon the other,
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in many cases. in pursuit of a common goal of control and
accountability. The Commission is urged to ratify the policy
recommendations. However, if the Commission would like to
adopt new alternative policy. any deviation from principle

will undermine the control and accountability of the system.

i1
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Chapter 1

SYSTEM OBJECTIVES

The concept of the Purchase and Inventory System is
discussed in this manual. The system is designed specifi-
cally for the Iowa State Highway Commission and has a two-
fold purpose: namely. {1} to improve accountability and
control over purchasings warehousing and the distribution
of materials and supplies inventory. and {2} to improve
operating efficiency with a minimum of cost. The system
is structured on a principle of simplicity so that it will
be more easily understood by the using personnel and operate
at maximum efficiency to the extent practical without fore-
going control.

The manual discusses the philosophy and the reasons
for the suggested procedures in considerable detail.s and it
always considers the need to meet a criteria of adequate
internal control and accountability.

The principle objectives of the system afe as follows:

1. To define responsibility and authority to make

the system operational.

Ce To appraise the departments and sections of their

responsibilities and set forth the procedures to

be followed to avoid misunderstanding and friction.

1=l
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3. To establish standardized operating procedures.

Ye To provide standards of authorization and
approval which will authorize a department to
perform tasks within its stated function. To
permit the department to act promptly and with

dispatch when the proper authorization is pre-

sented.

5. To obtain maximum operating efficiency in the
Commission.

be To utilize the Commission’s assets by providing

control and accountability reports and records.

e To provide for physical protection of assets
against carelessness., thefts or misuse.

8. To provide accounting data consistent and com-
patible with other accounting proéedures and
internal check.

The manual discusses the various facets of the pur-
chasing. warehousing and distribution system as they
pertain to the interfacing requirements needed to com-
pliment or support other systems. The need to make it
an integral part of the overall management and accounting
system is recogniied in the design.

The system is dedicated to utilizing modern manage-
mentltechniques and technical advancements. Reporting is

dedicated to the exception principle of informing manage-

1-2
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ment as to needed action and coincidentallys provide
the necessary information to make timely and prudent
decisions.

Responsibilities have been suggested and typical
job descriptions have been prepared for a few key posi-
tions which result from a significant redefinition of
previous functions or from a requirement for a new func-
tion. This data should be helpful for the evaluation of
existing personnel and to serve as a standard for re-
cruiting personnel.

Subsequent sections of the Concept Manual will re-
commend policy and procedures. The Commission should
review the recommendations and either revise existing
policy or adopt new policy for guiding and directing the
activities of the appropriate personnel. The continua-
tion of the systém at an acceptable level 1is dependent

upon maintaining policies and procedures current.

by=3
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Chapter 2

ORGANIZATION

The Purchase and Inventory System as proposeda
assumes the assignment of responsibility to the Division
and/or Department most capable and qualified to satisfy
the needs. The importance of assigning responsibility
must be evaluated carefully to preserve the basic objec-
tive of control with accountability.

Proper definition of responsibility will eliminate
friction and duplication of effort and permit better
utilization of personnel. These results contribute to
the simple and economical objective of the design. Fre-
quently. the economic aspects are evaluated in terms of
alternative considerations which overlook the control
requirement.

The system will contribute to reduced costs in areas
other than personnel. (onsider the reduction from buy-
ing to needs. reduced losses from technical changesa
improved security. better pricing and other areas of
savings.

The relationship of major functions to departmental
responsibility is summarized to briefly define the var-

ious departmental activities by function in the following

exhibit:
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CHART OF SYSTEM FUNCTIONS BY MAJOR DEPARTMENTAL RESPONSIBILITY

INVENTORY MANAGEMENT  DEPARTMENT
ARTHENED SHIPPING RECEIVING WAREHOUSING NVENTORY CONTROL FURCEASES A e F St
2 I
DEPARTMENT
REQUIRING MATERIAL SECTION SECTION SECTION DEPARTMENT DEPARTMENT

REQUISITIONING
(INVENTORY STOCK)

2« Prepare Inventory
Stock Requisition
1A}

3. Prepare Need to
Order Report

REQUISITIONING
(NON-STOCK )

1. Prepare Purchase
Requisition
2. Obtain Approval

Review Request for
Inventory Stock
Substitution
Verify Approvals

PURCHASING

T

-

5. Files Receiving
Authorization-To Be
Used as Receiving
Report on Delivery

b.

. Prepare Purchase

Order

File Acknowledge-
ment

Expedite{If Needed}

2. Approve Purchase
Order After Encumb-—
ering Funds

3. Update Inventory
Stock Status

RECEIVING

;T)Accepts Requested
" Material {A}

1. Accepts Delivery
2. Complete Receiving
3. Obtain Inspection
4. Deliver Per Request

(

%} Identify and Stock
Materials {A}

L. Update Inventory
Stock Status File

STOCK ISSUING

1. Presents Inventory
Issue Form

3. Accepts Inventory
Stock

2. Issue Inventory
Stock

4. Price and Invoice
Inventory Stock
Issues

5. Update Inventory
Stock Status File

FIELD RESTOCKING

5. Deliver Inventory
Stock Per Transfer
Order

Y. Pick and Pack
Inventory Stock
Per Transfer Order

3. Approve Request of
Inventory Stock
Per Transfer

3. Update Inventory
Stock Status File

2. Prepare Inventory
Transfer Orders

INVOICE PAYMENT

1. Edit Vendor Invoice

2. Approve Invoice

3. Voucher Invoice for
Payment

4. Pracess Voucher
for Preparation of
arrants

INVENTORY
ADJUSTMENTS

L. Initiate and/or
Review Inventory
Ad justments {A}

2. Price and Approve
Inventory Adjust-
ment to General
Ledger Accounts

3. Update Inventory
Stock Status File

NOTE: Numbers Indicate Processing Sequence by Function

{A} Sign Shop. Radio Shop and Materials Laboratory Inventory has Comparable Requirements

and the Respective Departmental Foreman is Responsible
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The remainder of this section of the manual describes
the functions by responsibility and relates some of the
reasohs and needs for doing the task in the particular
department. In additions later chapters of the manual
discuss the details of responsibility. department by
department.

It is recommended that a new department.s Inventory
Managements be created. The department is to be respon-
sible for the physical accountability of the inventory
except for a few particular areas such as the sign shop-
radio shop and material testing. The responsibility
would extend to ordering. storage. issuance and physical
security. The new department is needed to centralize
and direct the {nventory activities which are widely
dispersed as to sites and used by several functions. To
accomplish thiss it is suggested that the detail data
records be processed on the computer. The Inventory
Management Department would be responsible for the pre-
paration of the source documentation. They would be
responsible for providing the field inventory sites with
a well-balanced stock and a central warehouse to furnish
the back-up stock in addition to a distribution system
for the orderly replenishment of field stock. The
prime object of the department would be to maintain
detail stock records which would reflect current status
and provide order control.

2«3
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At some of the service operation centers located
in Ames. there are inventory requirements different from
those in the outlying sites. An example is the sign
shop or the radio repair shop. where supplies are main-
tained and used in their operation. Because the items
are unique to the operation and not generaliy required
at other locations. it is appropriate to exclude these
from the primary responsibility of the Inventory Manage-
ment Department. Responsibility for the ordering. stor-
age and issuance as well as the physical security must
be assigned to the respective department foreman. He
can then be held accountable for the management of that
inventory. HoweQerq because the Inventory Management
Department is staffed by personnel more experienced and
knowledgeable in inventory matters. it is expected that
they will provide counsel and guidance to the department
foreman on repo#ting and control procedures.

The Purchasing Department is responsible for pro-
curing all of the required materials., supplies. equip-
ment, and services needed by the Commission whether for
inventory stock or otherwise. This will be done by
requesting bids and then making contract awards or
through negotiations with various vendors. The depart-
ment acts upon receipt of a properly approved authoriza-

tiony a YRequest for Purchase? or a YTravelling Purchase

2-4
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Requisition®. Their primary responsibility is to obtain
the products required., to the stated specificationsa

at the best price, in the time needed, and from a repu-
table vendor. Generally. after the product or service
has been delivered and has been accepted., the Purchasing
Department has concluded its function for that particu-
lar transaction.

Subsequent handling of the shipment may reveal con-
cealed shortages or a question may arise concerning qual-
ity of the item when it is used. If this occurs, action
should be initiated through the Purchasing Departmenf
by filing a claim or obtaining replacement.

The Accounting Department is responsible for report-
ing to the Commission. A primary requirement is the
valuation of the assets. including inventory. for balance
sheet purposes. This requires accountability for the 1item.
A unit cost value 1is needed to bill the materials used
and to determine the loss from pilferage or obsolescence.
Therefores Accounting is responsible for recommending
an inventory pricing policys a method of determining the
unit value to be used for pricing inventory transactions
along with the needed procedures.

The Accounting Department 1is responsible for the
review and approval of vendor invoices before payment.

To perform this verification. it is necessary that all

2=5



pertinent data must be sent to thems such as the purch-
ase orders the receiving reports the inspection report
as well as available shipping papers. UWhen the above
papers are complete and accurates the Accounting Depart-
ment can review and approve for payments all properly
presented vendor invoices. In any case. the procedures
must conform to the requirements set forth by the State
Auditor. |

In the areas of accounting responsibility outlined
aboves the actual preparation and handling of paper will
often be done by personnel other than members of the
Accounting Department. Therefores the duty of the Account-
ing Départment is to define in the procedures the specific
accounting functions which must be followed by the depart-
ments. A continual review: by audits is recommended to
determine if the procedures are effective and re]iablewy
and if they are being followed.

The Data Processing Department is responsible for
updating and reporting inventory transactions in accord-
ance with schedules and procedures. The magnitude of
the Purchasing and Inventory System records and trans-
actions require that they be handled quickly and accu-
ratelys therefore. the system is dependent upon the Data
Processing Department. Data Processing is charged with

providing a service to meet this requirement and they

e-b
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must receive documents which are legible and complete

if they are to process according to the mutually agreed
upon schedules. Data Processing is expected to perform
so that there will be a high degree of confidence on the
part of all departments dependent upon their services.
Data Processing must be provided with the report format,
accurate data and the processing specifications.

In subsequent chapters of the manual.s the recommend-
ed responsibility of the various departments will be
described in more detail. It is important that the
functions are controlled by the department which is
responsible and accountable for the performance. It is
important that the detailed procedures released by the
Commission clearly describe the processing requirements
by other departments because these delegated functions

are likewise subject to accountability. All employees
' |

must perform at a high level of efficiency when perform-| ««*""

ing assigned tasks set forth in the standard procedures/
Everyone must be advised of their role in the system

and any deviation from the prescribed procedures requires

prompt, corrective action.

2=7
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Chapter 3

COMMISSION INVENTORIES

This chapter provides an explanation of inventories.
A suggested definition of inventory is made to assist
Commission personnel in deciding what should be consider-
ed inventory-.

DEFINITION OF INVENTORY

Inventory is made up of items that have been purchased
or fabricated {highway road signs}. have value, and are
being held for future usage. .The inventory account is
a part of the general ledger and generally the contents
should be limited to:

{a}. Items which have a current demandi not obso-
lete because of engineering or technical
changes.

{b}. Items which are usablei not deteriorated from
exposure or shelf life.

{c}. Items which are required in normal operations
in a relatively short period of time {to dis-
tinguish from vehicles. equipment. buildings,
etc. which are carried as fixed assets in the

Commission Balance Sheet}: not a ten year /

supply.

d=k
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NOTE: If high volume usage and nominal unit cost
make it impracticable to justify economically
the recording of small quantities.s such items
may be handled differently in the inventory
and expensed in dgreater quantity issues to
the departments. This is a practical manner
of handling such items as wiping rags, nails
and lock washers.

It is reasonable to expect that special requirements
may arise where items. which do not conform to the above
limitationss should be included in inventory. The approval
to include these in the inventory account is a Finance

Division responsibility because these items have a bear-

ing upon the Commission Balance Sheet.

Items that have been in use for some period of times
which are no longer required and are removed. such as
culvertsa, traffic signss guard rails. or bridge rails. are
not to be returned to inventory by field personnel. UWheth-
er the reason for removal was because of a temporary need-
a discontinued need. not required as a part of a construc-
tion project. obsoleted by change in standards or similar
circumstances does not alter the policy. Such items
should be handled in one of the following manners:

{a}. Return to the appropriate shop in Ames for

refurbishing. After the shop has refurbished

=2
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the items to acceptable specificationss the
item will be returned to stock in accordance
with recommended procedures YSalvage and Re-
turn to Stock? in Chapter Y.

{b}. Hold for emergency situations in a specifically

designated areas other than inventory storage.

{c}. Initiate disposal authorization in accordance

with Commission procedures.

The responsible department in Ames must handle the
refurbishing and determine if the item meets the accept-
ébility standard. For the items to be excluded. the in-
ventory system is not to be followed. This material
should not be referred to as inventory to avoid possible -
confusion. Recognizing that these items may be found at
field locations and have some intrinsic values a reporting
procedures should be initiated to advise other departments
or locations of the presence of such items.

The physical inventory instructions must clearly define
the necessary requirements for an item to be classified as
inventorys such as new or refurbished. and in a usable
conditions so that the inventory system is maintained at
a sténdard level. 1In all casess where the item does not
conform to the standardss the item is not subject to inven-
tory procedures for documentation and should not be counted

at the time of the physical inventory.

3=3



The determination of items to be considered inven-
tory stock rests with the person{s} assigned the respon-
sibility for the respective inventory{l}- Addition of
items to inventory records requires that the responsible
person forward a request to add the item to the properly
designated section of the Inventory Management Department.
The request will be reviewed and considered only if all
the appropriate information for establishing an inventory
record has been submitted with the request. Likewises
it will be necessary to request the removal of an inven-
tory stock number from the recordss but prior to doing
SOa adeqﬁate information must be provided to make certain
no quantity remains in stock.

CATEGORIES AND ACCOUNTABILITY

It is practical to segregate portions of the inven-
tory into categories by departmental usage and to assign
responsibility. Responsibility should be delegated from
the Division Head to the Supervisor in an expeditious

manner such as the examples shown in the following table:

{1} Policy and interpretation of policy will be the
responsibility of the Finance Division. Accounting

Department.
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Primary
Responsibility

Immediate
Responsibility

Description
of Inventory Items

Central
Services

Radio Repair
Shop Foreman

A1l materials required
for servicing and main-
taining the radio system
of ISHC

Central
Services

Sign Shop
Foreman

Wood. letters.s painta
reflective sheeting., all
supplies essential to
constructing or refur-
bishing highway signing

Materials
Engineer

Materials
Laboratory

A1l supplies used specifi-
cally for samples of con-
crete, core., aggregate,
bituminous mixes. and such
other supplies maintained
specifically for materials
testing requirements

Inventory
Management

Inventory
Control
Supervisor

All repair parts for vehi=
cles and equipment. mate-
rials used in maintaining
bridges. highways. ap-
proaches and adjoining
features, landscaping
suppliess safety suppliesa
tools, hardware. vehicle
and equipment suppliesa
striping paint and beads-
janitorial supplies,
office supplies and sta-
tionery

The Sign Shop has many unique inventory items which

they require for production.

The Sign Shop Foreman is

knowledgeable of specificationss quantities required. the

storing of materials and the withdrawal for production.

The assignment of responsibility to the Sign Shop Foreman

can be described and appropriate records and reports

d=5
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established which pertain to this category of inventory.
Similar conditions exist for the Radio Repair Shop and the
Materials Department.

In other casess inventory is common to several field
locations and to many departmentsi i.e.1 repair partss
maintenance materials. janitor supplies or office supplies.
A centralized function is recommended for servicing and
maintaining such an inventory. This function should be
maintained by a separate department which would be respon-
sible for the Central Warehouse. all field warehouses. the
office supplies and stationery warehouses and shipping
and receiving.

An Inventory Management Department is recommended to
provide this inventory service to all locations. The
department should do the requis{tioninga stockings and
distribution of inventory items to the various field sites
throughout the Commission. While the personnel at field
locations report to Field Operation Supervisorss the basic
determination of hows whats why and the stocking quantity of
an item should be determined by Inventory Management. The
Inventory Management Department would be responsible for
supervising the (Central Warehouse personnels and would
have a functional {i.e«.s staff} responsibility only with
regard to inventory activities for the personnel at the

field locations.

3=k
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The Inventory Management Department-’s primary
responsibility should be to maintain an adequate, well
balanced stock of materials and supplies at specified
field locations consistent with the requirements and
needs of the field operation departments. They would
also maintain and staff a Central Warehouse facility in
Ames to provide a base or emergency back=-up stock. To
accomplish this service. they should utilize modern
inventory management techniques for reordering base
stocks and for replenishing field warehouse stocks.

Such techniques as minimum/maximum stocking points would
indicate when to restock and how much. Constant review

and evaluation of inventory data would permit verifying

the reasonableness of the minimum/maximum quantities or

would indicate when changes are needed.

In subsequent chapterss the manual defines the
various responsibilities for inventory activitiés such
as requisitioning. preparation of documentation. parti-
cipation in taking of physical inventory. identificationa.
storage. security and other areas. Procedures and form
samples are included in the General Procedures Manual.
Throughout the procedure51 reference is made to areas
requiring special attention to detail and the need for
accurate information. Bear in mind that each policy and
procedure pertinent to inventory applies to the parti-

cular person{s} responsible for a given category of

A=7
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inventory. Each person responsible for a specific
inventory is accountable for ordering. identifyings
stockings records. security. etc. The Accounting
Department’s staff responsibility extends to all
inventories.

It may be necessary to detail specific procedures
applicable to a given category of inventory to clarify
certain unique activitiess such as material identifica-
tions requisitioning. or special handling to prevent

loss from deterioration.

PHYSICAL CONTROL

One justification for an inventory is to provide
the prompt availability of the material when required
for use. Accurate recordss neat warehouses. or avail-
able people mean little if the inventory item cannot
be found when needed.

Physical control is a broad subject and warrants
considerable attention. In this chapter of the manuala
the physical identification and proper security of

inventory is discussed.

1. Inventory Identification
Wherever a myriad of inventory items are storeds
there is a need to standardize on identification of the

individual item. The more practical means has been a

Foh
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numerical stock symbol. One of the advantages in the
use of numbers is the convenience for adaptation to data
processings

The distinctive characteristic of the number is a
convenient way of distinguishing between items which are
unique to themselves. but may appear to be the same to
the uninformed. The stock number permits the use of a
consistent means of reporting transactions rather than
descriptions which are long and difficult to standardize.
Equally important is the need to identify each item of
inventory stock with the applicable stock number. Var-
jous means are availables such as accumulating all like
items in stock bins and identifying the bin with the
proper stock number.

If identification is limited to an area such as a
bin and the individual item is not specifically identi-
fied, it is important that warehouse discipline be strict-
ly enforced to avoid mixing items or losing control.
Likewises where the program is to identify each individ-
ual stock items it is important to consider the possible
loss of identification which results from tag removala
weathering. break-down of packaging for issuance., or
similar possibilities which can occur.

There are impractical aspects to using manufacturers

stock numbers for identification because of the great

v
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inconsistency which prevails between the various manu-
facturers. It is generally considered more practical

to use a stock numbering system peculiar to the individ-
ual organization. To 1identify stock by manufacturer,
the use of catalogues with cross index reference data

to the Commission stock number is recommended. The
catalogue should be distributed widely and maintained

in a current status and when necessary. supplemental

data should be supplied between revisions.

ce. Inventory Security

Security is a prime consideration to any warehousing
operation. The attitude of employees must be oriented to
preserving the inventory and directed to documentation of
inventory movement to trace the flow of materials. All
inventory materials being warehoused must be isolated
and enclosed, to the extent practical. so that responsi-
bility and accountability may be clearly defined.

The Commission must establish a criteria of minimum
standards to maintain the security level at the various
warehousing locations. The physical characteristics of
the warehouse, as well as the training of personnel. must
be considered when establishing the standards. Some of
the factors to be considered are:

{a}. The need to compare the value of the item to

3-10
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the expense of protecting the item.

{b}. Attractiveness of the product to possible

theft.

{c}. The training and supervision of personnel

for conformance and enforcement of published
warehousing policies and procedures.

There is no need to keep inventory behind locked
doors 1if everyone has a keyi or to place a cyclone fence
around the grounds and buildingss and then leave the
gates open. doors unlocked and/or permit unlimited access
to the facilities. To minimize losses. management must
define responsibility. A preferred method is to place
individuals in charge of the inventory functions and then
hold them responsible for all discrepancies over which
they have control.

Commission personnel must be informed of their
responsibility and the need to maintain the prescribed
standards for safeguarding the inventory. They must
report unauthorized personnel in restricted areas. They
also must prepare documents for withdrawal to account for
the assets and maintain the records. The cost of in-
vestigations and the time wasted to correct errors arising
from carelessness 1is a very significant item to many

organizations.

Security starts by assigning responsibility and then

3-11
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following up with accountability. After that. fences
and bars for the windows become an expedient means of
effecting control.

0ften the subject of security is directed to reduc-
ing or eliminating pilferage and the possibility of
inventory losses from poor warehousing practices is
overlooked. Poor practices are those which may result
in loss from fire or flooding. breaking of packagess
unnecessary exposure to the elemeﬁts= lack of proper
identification or other equally important possibilities.

Security means preservation and it requires full-
time vigilance and communication on the part of manage-
ment personnel.

The policies relating to physical security measures
apply to all categories of the inventory and to the per-

son responsible for that inventory.
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Chapter

MANAGING THE INVENTORY

This chapter explains the various activities associ-
ated most directly with inventory management. Inventory
is a critical activity within the Commission which can
be abused and become a very costly investment if permitted
to run without specific objectives. The objectives must
be envisioned as boundaries and guides which will con-
tribute to improved services and reduced expenses. (are-
lessnesss inadequate informations lack of coordinationa
untimely decisions and many more events can have a very
adverse effect on the inventory of materials and supplies.
STOCK REPLENISHMENT

The 1inventory system depends heavily on the method
used to replenish the base and field inventory sfocks-

The Commission must decide what criteria will be estab-
lished for an acceptable inventory investment program.
Everyone would agree that 100% no-stock=-out position
would be prohibitively expensive to maintain. Equally
unacceptable would be a position of no purchases until
existing stock of the item is depleted.

This chapter discusses the considerations and the

approach which appears to be the most reasonable 1in

4=1
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light of the present Commission mode and standards of
operation. It must be recognized.s howevera. changing
conditions may necessitate a revision of objectives.
L. Forecasting Stock Levels

A sound inventory mahagement program requires a
balancing of the cost of the inventory investment against
the cost of placing inventory replenishment orders. The
right quantity to order 1is the one which best balances
the costs related to the number of orders placed against
the costs related to the size of the orders placed.

When these costs have been balanced properly. the total
cost is minimized and the resulting order quantity is
called the economic lot-size or economic ordering
quantity {E«0.Q.}.

The economic ordering quantity concept does not
apply to all items.

The forecasting of stock levels begins with esti-
mated usage and is influenced by the dollars of inventory
investment and the ordering costs. It is possible to
keep inventory investment low by placing frequent orderss
but the resulting costs for the many orders will be very
high. It iss therefore. beneficial to find that quan-
tity which results in the lowest total cost.

This concept will generally apply when the follow-

ing conditions exist:
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{aY. The 1item is replenished in lots or batches

{b}. Usage rates are uniform and are relatively

low

E.0.Q. adapts itself to lot or batch purchase of
items used in a uniform rate because it facilitates the
use of the significant factors such as inventory car-
rying costs quantity discount price breaks and more
accurate and reliable determination of reorder time and
stock requirements during the replenishment period-.

Forecaéting usage is fundamental to the inventory
control system. Many factors will have direct influence
on the reliability of the forecasts. It is necessary
to develop indicatorss which may be the actual measure-
ment of data and the subsequent analysis of changes-.
This data may be used as trend indicators and may be
applicable to classes of inventory or they may be per-
tinent to Jjust one item.

This is further compounded in the Commission be-
cause trends may frequently be unique to a geographical
location.

In the Commissions because of the many stock items
which are seasonal in nature. it wii] be necessary to
make a number of one-per-year purchases. Such purchases
are in line with the best practices of meeting operating

requirements. This is not to be confused with the
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subject of ®Forward Buying® which is discussed later.

It is important to remember that two fundamental
questions must be answered in every instance with
regard to inventory. namely:

{a}. How much to buy at one time

{b}. UWhen to buy this quantity

There are factors which bear directly on the answers

to the above stated questions and they are:

{al}. Requisjtions - this will be an estimated
amount on a unit/time basis.

{bY¥. Quantity in stock and on order - this will
be available in the 9Stock Status Summary®
report issued on a scheduled basis.

{c}. Procurement time - the total length of time
necessary to obtain a fresh supply-

{d}. Obsolescence - this must be considered for
control. C(onceivably this may become the
keystone to the ultimate value and effective-
ness of the entire Inventory and Purchasing
Project.

Ce Minimum/Maximum Quantities

The effectiveness of the inventory system will
depend to a great extent on the utilization of data
processing. Minimum/maximum levels may be utilized

with status records to enable the responsible persons
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to maintain a more effective surveillance on items
which are becoming dangerously low. A reasonable re-
order point {minimum level} is one where the on-hand
quantity is approximately equal to the expected needs
during the normal replenishment time period.

The maximum of the normal minimum/maximum quantities
is the normal reorder quantity which establishes the
high level of inventory or that amount which can be on-
hand at any point in time.

. The adoption of minimum/maximum quantity control
for inventory items may take on several forms of expres-
sion. For instances it may be a check and review of
on-hand quantity against the reorder point established.
Such a check can be done manually or it may be incor-
porated into the data processing programs. It may also
be accomplished through use of a two-bin system.. where
the reserve stock needed to meet normal demand during
the period of replenishments is segregated from normal
issue stock. UWhen normal issue stock is depleted and
the reserve stock is made available. this action triggers
the request to replenish the base stock.

3. Reorder Requisitions

As a means of communication and to assure proper

purchase authorizations a YRequest to Purchase? or a

*Travelling Purchase Requisition® must be prepared and
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forwarded to the Purchasing Department when it is
necessary to rep]enish inventory stocks.

It is important that the quantities requested on the
requisitions are reviewed and evaluated for reasonable-
ness in light of the current requirements and practices.
Considerationss such as change in demand. possible dis-
continuance of the item1-or economic factors may have
a significant bearing on the order quantity. The re-
sponsible departments i.e. Inventory Management. Sign
Shops Radio Shops or Materials Testings should contin-
ually appraise minimum/maximum quantities and not accept
them without challenge until a crisis develops.

Y. Travelling Purchase Requisition

A Travelling Purchase Requisftion is used for re-
petitive reordering of materials. One form per stock
number is set up and kept in the office of the person
responsible for the inventory. They are printed on card
stock inasmuch as they are reused frequently and trans-
ferréd between the Inventory Management Department {or
other inventory areas} and the Purchasing Department.

When replenishment of stock is required.s the card
for the specific item is pulled from the files quantity
and date required are indicated and forwarded to the

Purchasing Department.

After the buyer has made suitable notations as to
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the date and the purchase order number issued to the
vendor. it is returned to the appropriate department and
filed for future use.

The advantage of this system is the utilization of
repetitive data. Stock number., description. manufacturers,
catalogue numbers. suppliers. and ordering and pricing
history are among the many records available. They may
be used to assist the inventory function in determining
the amount of stock required and in assisting the pur-
chasing function in the selection of a vendor by reference
to previous buying history.

S. Job Authorization

0ften there are changes to the normal operating
events which warrant consideration. Specific job author-
ization or projects such as resigning highways or modi-
fications to the fleet or equipment. may require special
orderings which is not consistent with the minimum/maximum
quantities established.

While the Inventory Management Department is re-
sponsible for the major portion‘of the Commission‘s
inventorys the various staff Divisions and/or Depart-
ments must keep them advised of major projects which
have been approved or significant changes in operations.
The staff area coordinating or implementing the action

should send a memorandum setting forth significant
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details so that additional materials may be obtained or
records marked as possible obsolete stock resulting
from the change. Only when the Inventory Management De-
partment is properly advised can they render a service.
be. Forward Buying

There may be circumstances where the Commission
would want to investigate and ultimately authorize what
is commonly termed °Forward Buying¥. This could occur
when known or anticipated economic factors such as in-
creasing costs or a shortage of supply may make it a
prudent decision to contract for the product. It is
important that such decisions be made after reviewing

the facts. A presentation should be made of the probable

benefit. as well as the contingencies. so that the decision

can be made by the appropriate Commission personnel in
accordance with policy.

Limitations.s which may develop because of the Re-
volving Fund or the possibility of drastic standard
changes., do not always permit the realizing of the anti-
cipated saving. This is why a critical analysis of all
of the facts must be made-. It is important that all
interested areas such as Finance. Support Services. and
Operations become involved. so they can contribute to
or challenge the facts presented.

These occurrences should be few in number and
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and should be scrutinized carefully and‘in light of

all facts.
STOCK ISSUES

Control of stock issues through sound policies and
procedures is needed for systems reliability. Prompt
processing of data will update individual stock status
records and provide reliable data for use by persons
charged with the inventory responsibility. 0f equal
importance, the user of the material or supplies must
be billed for the items. The issue ticket generates
a transaction document which provides the necéssary data.

The system requires an authorized material issue
form which is also the basis of charges for the material
used. The authorization procedures are based on re-
sponsibility and an approval signature program which
assures charges being made corresponding to the person{s’} .
held accountable. |
L. Over The Counter

At many of the field warehouse sites, inventory
can be 1issued and recorded on a form designed to item-
ize multiple transactions for each day. At the larger
warehouses where storekeepers are in attendance. it is
possible to make issues more promptly when a request,
properly completed and signed by an authorized persona

is presented. The stockkeeper should be expected to
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review the accuracy of the data on the form. It is
importants to the extents practicals that the forms
be prepared in advance of presentation to the store=
keeper.

At the Ames Central Warehouses there will be some
portion of the storeroom activity which will require
counter issues. The same preparation and authorization
procedures should apply as were expressed for the larger
warehouse field sites. It would be advantageous to have
requisitions submitted on designafed days of the week
so that the items could be packed and delivered to the
requesting departments thus reducing the number of trips
between work station and warehouse made by departmental
personnel. To effectively utilize warehouse personnels
special or emergency issues should be limited on a
schedule basis to a period of one hour in the morning
and one hour 1in the afternoon.

The 1inventory areas must be restricted to author-
ized personnel only. Counters should be manned during
the scheduled hours of service to provide prompt. effi-
cient handling of requests and to increase the efficiency
of the entire operation.
= Outside 0f The Commission

0n occasions materials and supplies may be made

available toc other governmental agencies or to highway
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construction contractors. The Commission is generally
reimbursed for the materials. The procedure for hand-
ling such requests should be 1in accordance with the
requirements of the State of Iowa Statutes.

STOCK RETURNS

Stock returns are discussed with emphasis on two
distinct circumstances. The first is when material is
withdrawn and not used. The other is when material has
been used and it is poséible to salvage.

If items are withdrawn for anticipated immediate
usage but subsequently it is found they are not required-
they should be returned to the warehouse for future needs
{a matter of a few days. generally}. The item{s} should
be returned to the warehouse which previously issued the
stock where it will be accepted and a form completed
which will be marked 9Credit®. This form will be used to
increase the on-hand quantity in the stock status and
to credit the department {cost centerl} returning the
item.

Materials which have been in place and used as
intended and are subsequently removed. may be salvageable.
Such items as highway signs. automotive engines or parts,
or guard rail sections may be returned to Ames where one
of the service operations will refurbish. renovate or

rebuild the item before return to warehouse stock.
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NOTE: Once it has been in place and used. re-
gardless of the time elapsed or the circum=-
stancess it is not to be put back in stock
by personnel at the site. but must be re-
turned to Ames for proper handling.

The objective of this procedure is to recover all
materials possible as long as it can be justified econ-
omically. Howevers only personnel at Ames. who are
qualifieds will determine the acceptability of the sal-
vaged item as to compliance with standards-

No credit is to be given for such materials until
such time as they have been accepted for stock and have
been warranted as meeting minimum standard specifica-
tions. Then the service department who refurbished or
reworked the material will prepare an inventory Return
to Stock Form. C(redit for the value of the item will be
to the Reserve Séction of the Inventory Revolving Fund.

When salvageable items are to be returned from the
various field sitess they are to be properly tagged and
prepared for return to Ames by truck {when the size or
weight of the items is significants Ames should be
notified of the pick-up}. The final decision to rework
and the determination of the economic justification
shall rest with the foreman of the particular service

operation department. The cost of salvage will come
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from the departmental budget and the department will
not be credited for the recovered value.

Before the material is sent to the warehouse for
normal stock and usages it must have the Return to Stock
Form approved by the Manager of the Inventory Management
Department. It will be his decision to mark or other-
wise identify the item as reworked or rebuilt if he
feels it is necessary-.

STOCK ADJUSTMENTS

The effectiveness of the system is dependent on two
significant factorsa namely accuracy and timeliness.
Each individual stock item is important. UWhen discrep-
ancies are found between the physical count of the item
and the corresponding stock record. steps should be
instituted to correct the records.

When a record adjustment is contemplated. there are
major considerations of importance that must be reviewed
before action is taken. They are as follows:

{a}. Has a reconciliation of all pertinent trans-
actions been made to establish the validity
of the record as to completeness of updating.

{b}. If hasty adjustments are made which result in
an errora it will only be a matter of time
and another adjustment must be made to correct

the errors
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{c}. Has the cause been detected and corrective
action instituted so that errors will not
continue.

{d}. Accounting must value the adjustment so that
the inventory general ledger accounts reflect
the correct inventory value. Therefores the
ad justment must be posted.

{e}. Adjustments must be reviewed and approved by

areas of responsibility other than departments

responsible for the physical accountability
of inventory. This is a basic requirement
for strong internal control.

Therefores the inventory adjustment procedure must
be very precise and detailed as to instructions. The
departments recommending ad justments must be limited to
those with personnels who by training and knowledge
can make the appropriate reconciliation of records to
determines without reasonable doubts that a discrepancy
does in fact exist.

Secondlys but of greater importance, is the review
of the adjustments to determine cause and to see that
appropriate action is taken to prevent recurrence whether
stealings carelessness in handlings poor documentationa
or any other possibility.

This is the area of the system that ultimately
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determines if the system is highly competent in accuracy
and data or whether it is Jjust another exercise in
clerical effort.

GASOLINE INVENTORY

An alternative method of accounting for gasoline
purchases which would include general ledger accounts,
usages shrinkage losses and weekly reconciliation reports
should be considered. About 40% of the current inventory
transactions are gasoline tickets. Control under the
present system is non-existent and the reporting effort
is practically a waste of time. To change means a drastic
departure from present procedures. New methods will
require funds and substantial effort on the part of
people.

There is no Jjustification for a gasoline stock
status record. It is not required for ordering. to set
min/maxs to contact vendors or other reasons that Jjustify
the need of stock status records.

Under present procedures. internal control is nil.
Usage transactions are not kept in a controlled procedure
for good accountability. The present procedure requires
reporting to the nearest gallon and no comparison to
miles travelled or hours of operation is made. The
pump meters are not calibrated. These two deficiencies

must be corrected before significant improvement can be
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realized. The difference in volume between gasoline and
other inventory transactionss indicates a need to clarify
the subject. Diesel fuel should be included in this
categorys but not items such as motor o0ils antifreeze,
etc. Gasoline has little in common with the others.
Minimum stock balance is not a factor for reordering

in the same manner as recommended for the other inventory
items. In facts the cut-off of document processing to
issue stock status for reviewing the field inventory-
need not be jeopardized or limited by delays which occur
frequently when gas transactions are included.

Firsts an objective to be accomplished must be
defined. Gasoline must be viewed as a very attractive
commoditys difficult to identify as being Commission
property. and kept at widely dispersed locations through-
out the state. If apprehension of thieves is mades it
is difficult to 1identify and the possibility of recon-
structing the events is lost in a matter of minutes.

This more or less indicate$ a priority for control.

The possibility of control with maximum security
and minimum expense is very realistic. Control involves
two means of recording avaiiable data. One is the com-
parison of usage to the hours or miles of operation for
each piece of equipment. Second: the meter on the pump-
when properly calibrated. can be used to record quanti-

ties. An accountability procedure which will withstand

4-1b



' { i i | [ i { [ | | ' i
‘- e e e e e enen e e e en e en e em em e e

audit and facilitate a high reliability can be developed-

even to the reconstruction of transactions. when necessary.

-Gasoline should be controlled by location through a
weekly report with an opening quantitys purchases {sup-
ported by invoice or delivery ticket}s less amount pumped
{supported by a tally summary of cards forwarded to Ames}
and an ending inventory balance. The delivery tickets
and the charges would be subject to verification when
processed by data processing where they would be matched
with summary figures for control. The physical quantity
can be verified by stick measuring to determine if an
error exists.

Each gasoline delivery ticket prepared for a motor
driven vehicle with an odometer would show the reading
at time of the delivery. This would permit an analysis
of consumption by the computer or manuallys which would
detect abnormal usage or incorrect charges. The driver
or operator would be required to sign the ticket. An
audit trail would be established. This would provide
Central Services with a means of establishing standards
of operating costs and eventually they would be able to
summarize operating costs by specific items of equipment.

A decision should be made to separate gasoline and
diesel fuel from the normal field inventory. Also. the

inventory of items which generally are a limited
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quantity of small supplies such as motor oils antifreeze.
STP or similar items should be handled differently at
locations with primarily a gas pump. These items should
be expensed to a cost center at the time they are de-
livered.

NOTE: It is not intended that gasoline or diesel
fuel would be charged off at time of delivery,
oniy the other inventory items being trans-
ferred from central warehouse.

(onsideration must be given to the possible methods
of preparing transaction documentsas whether optical scan-
ning+ mark-sensing or pre-punching data is utilized to
speed document handling and reduce expense-.

The Commission must state the objectives in the
form of a polfcy statement. Procedures must be written
for the field personnel which will direct them to the

specific requirements for documenting gasoline trans-

actionse.
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Chapter 5

PURCHASING DEPARTHMENT

The Purchasing Department is charged with a major
responsibility involving several millions of dollars
each year. It is also a primary source of contact with
other than state agencies and is a very image-creating
activity. Integrity must be above reproach and the
Department must have very specific policies and procedures
to guide them in day-to-day activities.

This chapter will set forth basic philosophies for
consideration in the development of such policy.
CENTRALIZATION

The present centralized concept of purchasing for
the Iowa State Highway Commission is considered to be
the most advantageous procedure overall. The success
of operating an efficient centralized Purchasing Depart-
ment is dependent upon policy development and the follow-
up for conformance. The majority of the purchasing re-
quirements originate and/or a final approval and author-
ization must be obtained from staff personnel at Com-
mission Headquarters.

It is felt that decentralizing of purchasings such

as at Districtss would not be prudent and could rnot be
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justified as to economics or efficiency at this time.

Purchasings as an activity. will become more effici-
ent and effective as statistical data is developed and
maintained on a current and factual basis. Vendors
look forward to working with and seek out customers
who display a professional attitude toward procuring
materials and services. This high level of profession-
alism should be maintained and the future objective
should be to improve the attitude toward purchasing.
POLICY DEFINITION

The policy statements which relate to the purchas-
ing function must be specific and precise. A statement
of d{rection is of particular importance in this area
because of negotiations with outside vendors. It is
important that a fair and equitable treatment be afforded
all vendors and potential vendors.

Purchasing should encompass all facets of procure-
ment and deliverys but should not directly influence the
determination of specificationss quantities. or delivery
requirements. The primary purpose must be to arrange
for the delivery of the product to the proper place at
the proper time., from a financially responsible vendor
and at a reasonable and favorable price. The responsi-
bility for establishing product specifications must rest

with the ultimate user. Submission of specifications
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must be complete and understandable. Likewises the
requester must determine the quantitys the place and the
time of delivery. if he is to be held accountable.

Purchasing Department policy must avoid being too
restrictive because their guidance and counsel will be
valuable and appreciated by other parties when they are
faced with product selection and determining require-
ments.

It is important that the Purchasing Department have
a complete YRequest to Purchase® or YTravelling Purchase
Requisition? form for requesting their service. Such
requests should contain complete statements of require-
ments to provide the information needed. The form
should have implicit instructions regarding the proper
prepgration- The approval signature should reflect
authority and approval commensurate with overall re-
sponsibility. In addition. it must indicate that the
request being submitted has been appraised for reason-
ableness.

Management must establish authorization levels and
all management personnel must be properly instructed as
to the responsibility within the approval précedures-

It is strongly recommended that practices of pre-signing
or rubber stamping be abolished as these aré usually

associated with the delegation of responsibilities and
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this is not consistent with our proposal of an approval
policy.
PURCHASE AUTHORIZATION

The policy on authorization limits for signing
Purchase Requisitions should be very specific as to the.
responsibility and the person. Responsibility is in-
tended to apply to & person who can make a commitment
and be held accountable. It is valueless to implement
control® procedures which permit unauthorized personnel
to make purchases for which another person is held account-
able. Likewises the designation of alternate.signatures
should be limited and used only for the emergency. It
is not intended to be a full-time practice to avoid
clerical work. |

The Purchasing Department should refuse all °“Request
for Purchase® which are incomplete. They should be re-
turned immediately to the requester. The inforﬁation
provided on the request must be cbmplete and stand on
its own as Pufchasing is not expected to evaluate and
approve the requisition. but only to review for con-
formance. completeness and authorization.
L. Requisitions {Including Travelling}

The Purchasing Department must be provided with a
properly prepared Request to Purchase. complete in every

detail and approved by a person with authority. Travel-
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ling Purchase Requisitions are to be considered the same
as a Request to Purchase inasmuch as its only function is
to avoid repetitive copying of identical information on
purchase requests.

In conformance with policy intent. the Purchasing
Department should not accept and process requests for a
series of requisitions where the intent is to break up
orders into small segments to circumvent dollar approval
limitations.

A part of the Purchasing- audit program must include a
review for the request authorization to support each Pur-
chase Order issued. An approved Request to Purchase must
be on file in the Purchasing Department for all purchases.
whether bid award or exempt purchases. except where a Tra-
velling Purchase Requisition is indicated. Likewise. if
sign{ficant changes are made to a Purchase OrderAresulting
in added value because of changing specifications. unit
price or quantity. a new Request to Purchase. properly
processeds must be presented before a YPurchase Order
Change Notice® is issued.

Ce Commission Order Resulting From Bids

When the Commission policy states that the purch-
asing must be predicated on a bid and award basis. the
Purchasing Department would be authorized to prepare
and sign a Purchase Order upon receipt of an approved
Commission Order. Such an order will result from recom-
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mendations submitted and documented by the Purchasing
Department to the Commissioners at their regularly sched-
uled meetings. The Commissioners’ authorization can be
assumed to be an award on the basis of serving the best
interests of the Commission as a whole.

FIELD PURCHASE ORDER

The Field Pufchase Order should be used to conduct
certain activities within the Commission’s operation.

It must be recognized that specific instruction and con-
tinued surveillance are needed because this is an area
where abuses can‘destroy the benefits of the system.

Two critical areas must be policed diligently.
Stringing of two or more orders for the specific pur-
pose of avoiding the dollar 1imit_placed on this type
of purchase. must not be permitted. The failure to
adhere to the approval limitations and the required justi-
fication for these purchases would undermine the'system-

The Field Purchase Order should be considered and
should be treated as a privilege. UWithdrawal of the
privilege should be exercised. if necessary. to pre-
serve the procedure. The Purchasing Department actu-
ally extends. té authorized members of the Commission,
the right to represent them in the purchasing of mater-
ialss supplies. or services under defined and limited

circumstances. The Field Purchase Order is intended
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to permit emergency purchases that will contribute to
the efficiency and high standard of operations of the
Commission. The same procedure may be used to permit
the purchasing of nominal value items in a more straight
forward and less expensive manner than would be required
by the methods and procedures used to purchase the
majority of suppliess materials. equipment and services.

In general. the procedure is intended to permit
authorized personnel to make purchases from a readily
available source. The vendor 1is presented with an author-
ization to sell and he also obtains an acknowledgement
of receipt of the item from a Commission employee. so
that the invoice for the purchase will receive prompt
approval and payment.

An emergency purchase is defined as a purchase of
material or service urgently requireds but not readily
available and arises out of an unforeseen need. The
emergency must arise from an urgent need because of a
safety hazard or the inability to operate equipment or
perform services. Generallys such occurrences, if
delayed an unreasonable time become excessively expen-
sive to the Commission when compared to normal operations-.

Nominal value purchases are deemed to be direct
purchases of less than $150.00- for items not carried in

inventory and which are not a substitute for existing
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and available inventory itemss or such purchases may
be for a one-time service to a single piece of equip-
ment.

For direct purchasess an authorized Field Purchase
Order must be prepared in conformance with instructions.
The more important considerations of this procedure are
the justification for the purchase and the obtaining of

proper authorizing signatures. In extreme emergenciess

- verbal approval may be obtained if the written docu-

mentation is processed as promptly as circumstances
permite.

The approval limits must be set commensurate with
the responsibilities of the various personnel designated
to make approvals. The system is intended to permit a
normal operation wifh maximum cdntrol over outside pur-
chasing activities. It must be understood that improved
inventory practices and closer supervision should mini-
mize the requirements and improve the effectiveness of
this recommended Field Purchasing System.

PURCHASING PROCEDURES AND STANDARDS

The selection of the source of supply is the re-
sponsibility of the Purchasing Agent. Source selection
is a continuing challenge and it is the leverage and the
tool whereby the Purchasing Agent attains a level of

performance as a professional in the material supply

functione.
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It is important that requests presented to the
Purchasing Department be approved and complete in detail.
Purchasing procedures must be specific if tHey are to
carry out the expressed intent of the policy. The stan-
dards of performance should be a reflection of the policy
objective which can be quickly well-defined and used for
comparison to actual performance.

The following sections detail the basic criteria
which should be considered when formal purchasing policy
is expressed togefher with a few management techniques
considered appropriate for inclusion in the detailed
procédures applicable to Purchasing.

1. Discriminate Selection 0f Vendor

The ultimate selection of the vendor will vary
greatly because of the many facets of the transaction
which must be considered and evaluated in light of the
requirements. Some of the more significant areas of
consideration are set forth:

{a}. Price - One of the very important consider-

ationss but not an answer to all questions.
Price is only Jjustified by value and a buyer
has the responsibility to seek an equitable
relationship between the two.

{b}. Transportation Cost - Must be considered in

light of weight, point'of origin. carrier,
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{el.

{f}.

tariff classifications as well as the effect
of competition between carriers.

Terms of Payment - These tend to prevail
within industries but there are excepfions»
so the amount and the days allowed will have
the effect of a price differential.
Price-Protection - The assurance that the
price will remain firm until shipment is
made .

Quality - This is generally a measurement of
the desired characteristics of the product in
light of its suitability fo the needs rather
than a degree of perfection-.

Financial Responsibility - The vendor should
be evaluated on his ability to warrant the
product. present a dependable source of supply

and general integrity in contract matters.

The above are not all inclusive and equally impor-

tant matters of services repair partss delivery. past

performance and additional factors must be considered.

In source consideration. it is often very prudent

and advantageous to have more than one source for mater-

ials. It does contribute to price integrity as well as

creates a better atmosphere of operation and improves

competition.
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The method of selecting a vendor is largely depend=-
ent upon the experience of the Purchasing Agent. It is
very difficult to express the proper path to followa
particularly where there are numerous items and many
possible sources. The available data for determining'
sources extends beyond the customary yellow pages. buy-
ers’ guides and registers. C(atalogues and advertising
literature are a good source, but must be cross-indexed
by commodity and kept current. A vendor‘’s file with
addressess names. purchase order history and other in-
formation will improve the conducting of business. wheth-
er used for placing a telephone call or securing the pro-
per mailing address.
ce Invitation To Bid

The adoption of a formal document for Invitations
to Bid is essential in most instances to achieve a sat-
isfactory understanding between the buyer and the seller.
This means of communication is only valuable when time
and effort is taken to be specific about quantities.
deliveries., specifications. terms. transportation. and
special considerations such as packaging. Many well-
directed questions such as price in relation to the
quantity ranges the effect time and number of deliveries
has on price., the duration of time that prices remain
fixeds are all meaningful considerations which should
be incorporated in the Invﬁtation to Bid.
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If the method of preparation of the Invitation to
Bid Form being sent to suppliers rather clearly indi-
cates there is competition. it is advantageous to the
buyer. Howevers it should not inform the supplier of
other suppliers being contacted.

3. Vendor Contract And Purchase Orders

The Purchase Order 1is a contractual instrument and
has important legal functions affecting the rights and
obligations of the purchaser. The form should set forth
terms and conditions which are essential to the brotection
of the purchaser‘’s interest.

The important reason for an écknowledgement copy is
because of the time-honored requirements for a legally
enforceable contract which require the following:

{a}. O0ffer and acceptance

{b}. Parties competent to contract

{c}. Legality of subject matter

{d}. A sufficient consideration

The Purchasing Agent must be alert to the possibility
of unacceptable terms in a seller’s acknowledgement
because prompt objection to unacceptable features may be
required to protect the buyer’s interest.

There are also times when oral commitments may be
made by placing an order by telephone. Again. the prompt

follow=up with properly executed written documentation
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will serve the best interests of the parties.
VENDOR CONTACT

Purchase order adjustments are change notices or
revisions issued to a vendor to cancel. alter. change
the price. or otherwise modify the Purchase Order as
originally issued. This is best accomplished by use of
a standard form. the YPurchase Order Change Noticev.

The acknowledgement copy of a change notice has the same
impact as previously discussed for a purchase order.

It is advisable for the Purchasing Department to
handle the majority of error corrections with the vendors.
In cases where Accountings in the course of invoice audita
detects invoice errors of a minor natures it is frequent-
ly possible for them to contact the vendor directly and
not involve the Purchasing Department.

It is possible that a standard form which would
permit Accounting to show the specific nature of the
error together with a remarks section for explanationa
when needed. woqld eliminate unnecessary processing-
speed up handling and serve as a means of advising the
vendor of the error.

ROLE IN DISPOSITION OF SALVAGE AND SCRAP

The arrangement for the sale of scrap and salvages

is customarily handled by the centralized Purchasing

Department. This 1is usually desirable because of previous
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experience in negotiating for salvage and scrap sales
and will usually result in a far greatér return.

Where it is practical and the volume of surplus
at one location is sufficiently larges it should be sold
vat site? since any cost expended in moving material
will tend to reduce net proceeds. In other cases. it
may be more advantageous to consoiidate quantities to

attract better offers.
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Chapter b

ACCOUNTING DEPARTMENT = INVENTORY

The Accounting Department has a major role and
responsibility in the 1inventory program. The role and
the responsibility must be clearly defined and expressed
in published policy.

Accounting per se should be charged with maintain-
ing a high standard of performance and integrity within
the data preparation and processing procedures to assure
accurate documentation of changes in status.

This chapter of the Concept Manual will discuss
Accounting and its interrelationship for processing
transactions pertaining to inventory. It will recom-
mend desirable policy statements applicable to inventory
accountability.

POLICY DEFINITION

The Accounting staff should be given a role of re-
sponsibility for the inventory. The Accounting Depart-
ment must have the responsibility for developing account-
ing procedures to be used for ordering. receiving.s storing-
issuess and related activities which insure effective
control of inventory. Accounting should be responsible

for the valuation of transactions which report items

b=l



o e eon on s 'on oo o 'on 'on 'on'on ' on anen 'on 'en 'aw o

moving in and out of inventory and for the pricing
of the annual physical inventory. The department is
the proper place to review and approve adjustments
necessary to balance the general ledger account with
the physical inventory. An important fundamental of
inventory control is maintenance of adequate internal
check to prevent errors and misappropriation. Planning
and supervising the annual physical inventory process
should be a function of the Accounting Department.
Accounting should be assigned a staff responsibility
for determinig that proper and adequate security mea-
sures are being maintained and that the items of inven-
tory are in a usable condition and currently required
for operation of the Commission.
REVOLVING FUND REQUIREMENTS
The Commission provides support services and faci-
lities to the operating departments through the Revolving
Fund. The basic concept of providing the service to the
operating unit and then receiving revenue for the services
is frequently used in governmental operations. The in-
ventory falls within this particular mode of operation.
Accounting is responsible for maintaining the Re-
volving Fund with particular emphasis on proper charges
for purchases and proper reimbursement to the Fund for

the services provided. The monies in the Revolving Fund

k-2



LI I R TR R O A [y Ry P

are specific as to purpose ands therefore. Accounting
must honor this trust.

The manual sets forth policy recommendations for
consideration. Some applicable procedural concepts
which would provide maximum control and be economically
feasible are presented for reviewe.

It is important that any recommendations be consid-
ered in light of restrictions which may be set by stat-
utory limitations or reporting reduirements necessary to
conform with other agency procedures. The manual is
restricted in scope because it is limited to matters
directly associated with inventory and purchasing acti-
vities. There are other areas of the Revolving Fund which
are pertinent but are outside the scope of the project.
1. Sustaining Inventory Stocks

Policy and procedures issued by the Commission have
to be scrutinized carefully to assure that the objectives
will sustain the Fund and provide the intended service.
Recognition should be given to establishing an additional
charge over and above the inventory value which will
accumulates but not an excess amounts of revenue requir-
ed to provide for losses and thus assure maintaining

the stock or service at a level consistent with the need.

The Commission should evaluate two important consid-.
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erations that have a direct bearing on the work load

requirements of the Revolving Fund:

{a}.

{bl}.

The use of unit standard prices can be estab-
lished once a year for valuation of the inven-
tory and for pricing all interim transactions.
This method simplifies processing and is read-
ily adapted to data processing. However. when
extenuating circumstances arise. interim changes
to the unit standard cost could be made.

Items of nominal unit value and high volume
usage should be dropped from the routine in-
ventory procedures and handled on a modified
system to reduce paper processing. Likewise,
some serious consideration should be given to
adopting modified reporting procedures for
inventory accounting of gasoline and diesel

fuel.

After a period of introduction for the new inventory

system, alternative reporting techniques. which will per-

mit Accounting to report on the inventory compositiona.

could be implemented. This would evaluate the working

level requirements and the emergency back=-up or risk

reserves to determine if they are justified or merely

personal preference. Modified report procedures should

be considered to break out this type of data for analysis
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at some later and more appropriate date.

2. Providing for Gains and Losses Resulting from

Pilferage. Economics or Obsolescence

The Revolving Fund must be maintained at a level

which will assure the availability of funds to provide

the required services. Possible sources of fund deple-

tion must be determined and an adequate provision must

be made to compensate for the loss. The principle

areas would be:

{al}.

{bX.

{ct.

{dz.

Price Variance - If unit standard costs are
useds and actual cost is greater or less than
the standard costs it will generate variances.
This may result from price changesa qUantity
breaks.s transportation or other reasons.
Salvage Proceeds - The sale of items that are
not required for operation will result in
revenue. This must be anticipéted as a reve-
nue source.

Losses - Bad reportings stealings fraudulent
activities or mysterious disappearance must
be provided for in the fund. If the item is
not availables it reduces the source of reve-
nue which is necessary to sustain the fund.
Obsolescence - Discontinued materials or

repair parts will result in loss of value and
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therefore deplete the fund unless consider-
atian is given to providing a source for
compensating for these losses.

It is recommended that a charge for the net require-
ments arising from the above and other contingencies be
made to the using departments. This should not be con-
sidered as a factor in establishing the standard costs
but it should be an added amounts 1i.e.» a rate or a
graduated range which would be added to the departmental
billing each month. This charge should be isolated for
the express purpose outlined and appropriately charged
or credited in a manner which would facilitate analysis
and evaluation.

NOTE: To inflate standard cost would overstate
inventory investment and correspondingly be
an overstatement of all charges for lossa
theft+ obsolescence or mysteri&us disappear-
ance which may arise.

INVENTORY ACCOUNTS

The Accounting Department is responsible for main-
taining general ledger inventory account{s} for inclusion
in the Commission Balance Sheet. This responsibility
includes the development of the accounting reqhirements
to be included in the procedures. Subsequentlya the

procedures must be policed to assure that a proper system
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of internal control and check is functioning.  The
procedures must provide for documenting changes in

the inventory which result from stock additionss with-
drawals for uses or inventory adjustﬁents-

The Accounting Department depends- to a considerable
extents on the personnel of other departments to prepare
the source documents necessary for reporting activity
éhangESa particularly as to receipts or withdrawals.

Two most important requirements for accuracy of data
preparation are:

{a}. Very descriptive and illustrated procedures
for the field personnel to use when training
new personnel and to answer questions which
may arise in day-to-day operations.

{b}. A very well defined and directed program of
internal audit at the field locations and at
the Central 0ffices. The addressing of
attention to operating changes will determine
the continuing effectiveness of the system.

Dependence upon the Data Processing Department for
the majority of the detail work necessitates editing
and batching procedures to develop a high level of accu-
racy and accountability for processing of all source
documents. Grouping and sending of daily documents

should be held to a designated routing and schedule to
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assure that all docUments are included in the processing.
This 1is particularly important when determining the in-
ventory balance as of the close of business on a speci-
fic date. It is also important to the various support
functions such as internal auditings inventory manage-
ment and the field supply locationss who depend upon
accuracy of the reporting for making operating decisions-.
INVENTORY PRICING

Various means of pricing inventory are available.
Considering the advantages and disadvantages to the
Commissions it appears that a unit standard cost would
be the more appropriate.

Standard cost means that each inventory 1item would
be assigned a standard costs one which would approximate
actual cost under normal and reoccurring purchases. This
cost would be used for enteringa cérryinga issuings adjust-
ing and any other requirementsa to value inventory trans-
actions for recording in the general ledger. To utilize
unit standard costs all actual purchases must be compared
to the standard cost and a price variances either a
debit or a credits must be prepared to adjust the records
for the difference. if any.

The standard cost should be reviewed and reviseda
if necessary. once each year fo maintain a éurrent and

reliable valuation base. With the use of electronic
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computerss it is a simple procedure to identify the
inventory item by stock number and to maintain a data
file which includes standard cost. This method per-
mits readily accessible cost data for valuing the item.
0f course, when standards are revised., it becomes neces-
sary to change the unit standard cost in the data file.

Statistical data should be accumulated and records
maintained for reference when rev{ewing and revising
standards. Records which cannot be economically justi-
fied should not be considered. The price variance should
be considered as a prime source of reference for review-
ing standardss but it involves analysis to determine if
the purchase was unusual {not acceptable}. This should
indicate where there is a possibility of change in the
standard. The outside forces of demand and supply. quan-
tity. and various economic forces must be considered
before finally changing the standard cost. The Purch-
asing Department should be available to counsel. recom-
mend, assist and evaluate the standards. but the ultimate
responsibility should be and must remain with the Account-
ing Department. They must be able to support their con-
clusion for the unit standard cost by describing the
source of the data.

Other available records that are possible refer-

ences- when standards are reviewed., are the travelling
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requisition and the purchase order change notice files.
These files may indicate price adjustments which should
be considered. After reviewing standards a few times,
the departments will anticipate other data of value in
establishing standard cost. This will encourage set-
ting up new records on an as-required basis-.

PHYSICAL INVENTORY

At least once each yeara the Accounting Department
should schedule a physical inventory at each inventory
location. The Accounting Department would establish the
time {with concurrence of other departmentsl}. determine
the personnel requirementss write detailed counting pro-
ceduress provide training and coordinate with the State
Auditor. They would have to determine the value of the
physicals reconcile differences between book or ohysical
by location. measure effect of change in unit standard
costs and generally account for the reasonableness of
the inventory.«

The counting of the physical inventory should be
performed to minimum standards and the following aré
only guidelines. as equivalents may be substituted:

{a}. Two independent counts. checked against each

other and differences resolved.

{b}. A1l inventory tags printed must bé accounted

for {used. voided or unused}.

b=10
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{c}. No movement of material from time counting
begins until completion.

{d}. An Accounting Department representative at
each 1inventory 1ocation‘must issue ticketsa
periodically review the counting proceduresa
edit tickets for completeness and account
for all tickets.

{e}. The processing requirements needed to assemble
and analyze the physical inventory data must
be provided to the Data Processing Department.

Physical inventory is a big and costly job and it

should be approached with a great deal of plannings the
assignment of responsibility and a need for full cooper-
ation from all participating deﬁartments-

It is recommended that short-cuts in countings such

‘as one count for verifying a predetermined quantity. be

discontinued. For such a system to be effective. it
requires policings training and supervision which may
be more expensive than the customary self-checking
methods.
AUDITING AND INTERNAL CONTROL

Auditing by the Accounting Department and by the
Internal Audit Staff is important to the continuing

effectiveness of the system. Auditing has a two-fold

purposes which is:
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{a}. To periodically review the processing pro-
cedures. to evaluate the effectiveness of
each step in the procedure. to determine
that a logical processing sequence is main-
tained and that responsibilities are clearly
defined and appropriately segregated to
provide maximum checks.

{b}. To satisfy the Commission that the personnel
are following the prescribed procedures and
thus carrying out the prescribed policy
objectives.

Auditing of inventory per se involves a greater
sphere of activity because good. practical judgment
must be applied to the review of the overall physical
properties of the inventory. It takes an innate ability
to detect possible weaknesses in storage site security
measures. Obsolescence and property deterioration are
major contingencies in an inventory. This Eequires
constant vigilance to minimize losses. but it is

justified.

b-=l2
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Chapter 7

ACCOUNTING DEPARTMENT = VOUCHERS

The disbursing of dollars in payment for satisfac-
tory completion of contracts.s performance of service or
delivery of materials is subject to the voucher approval
by the Accounting Department. Accuracy and promptness
are important beéause of the relationship with outside
sources. This area requires a definite expression of
Commission policy. It is an area which calls for maximum
attention to control procedures and internal check.
POLICY DEFINITION

It is recommended that policy be specific as to the
Commission objectives regarding two areass encumbering
and payment of obligations. The detailed procedures
must be defined to assure processing requirementé accom-
plish these objectives. Statutory provisions create the
. minimum requirement but these should be reviewed to
determine if the Commission’s objectives will be satisfied.

The function of encumbering should be specifically
pointed to determining the adequacy ofvfunds for future
payment and to assure that the funds are being reserved

for commitments which have been approved in accordance

with the Commission’s approval policy. When the policy
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is definites the accounting procedures can be very pre-
cise and all requests which are not in conformance can
be rejected.

The policy requirements for wvoucher approval prior
to payment should be specific as to the type and the con-
tent of the supporting documentation. The procedures
should be particularly detailed as to the source. ap-
proval and content of the documents submitted to Account-
ing to establish the validity of the liability incurred
before approval for payment.

The policy statements must be extended to all
facets of the Commission’s operation and the above recom-
mendations should not be construed as applying to inven-
tory transactions only. The résponsibility of Accounting
in this area is very encompassing and warrants full sup-
port and cooperation from management.

ENCUMBRANCE OF FUNDS

The Accounting Department is responsible for main-
taining the Commission’s financial records. It should
be responsible for approval of fund availability before
commitments are made. Accounting determines the depart-
ments cost center and/or object code that will incur the
charge. Therefores it follows that the review should be
made by them to determine the fund availability and to

minimize conflicting interpretations when the invoice

is presented.
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Furtheras Accounting must know that the proper
authorization was obtained and that the subsequent events
were in order to verify the liability and to approve
payment to the vendori therefores Accounting is the
most logical processing area-.

Encumbering should be extended to the area of the
Revolving Fund for two very important reasons-, namely:

. {a}. To maintain a high degree of accountability
for the spending of the Revolving Fund.
The Fund is limited to the amount of service
revenue available and must be kept within the
expressed intent of the Statutes.

{b}. To guide and direct responsible department

heads in the proper use of the Revolving
Funds it is necessary to provide reliable
data on commitments and availability on a
current basis.

Encumbering is primarily a function of recording
commifments for specific legislated financial expendi-
tures to assure conformance to intent and avoid contract-
ing for services or materials in excess of funds. It is
readily seen that such restrictions extend well beyond
the limitations of purchasing for inventory and therefore

the encumbering procedures must give recognition to all

" facets of the Commission*s operation.
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PAYMENT OF VENDOR INVOICES

Accounting 1is responsible for processing and approv-
ing all vendor invoices for paymentas including those re-
sulting from inventory purchases from the Revolving Fund-.
To assure an adequate internal checks the Accounting
Department must receive specific data submitted in con-
formance to approved procedures. This data is needed to
supply them information about authorization. product
quantity. meeting specifications and at contracted price.
With the proper flow of data- it is reasonable for Account-
ing to evaluate the reliability of the invoice. to approve
and to forward the {nvoice for payment. A1l matters
associated therewiths such as cpding for charges and
detailing to appropriate jobs or projectsa

must conform to and interface with the Commission’s

accounting system.



g B B R ORRE R R R R R I TR IETEETTErTare

Chapter &

DATA PROCESSING DEPARTMENT

The Data Processing Department is the keystone to
the Inventory and Purchasing System. Accurate data is
a very 1important and necessary requirement for a dynamic
and successful ipventory system. The Data Processing
Department must establish and maintain high standards of
performance. The legibility and the accuracy of the
source data provided to them is a determining factor as
to their ability to meet these standards.

This chapter of the Manual covers the role of the
Data Processing Department and 1its interrelationship
with other departments for processing source data per-
taining to inventory and purchasing. It will also des-
cribe the recommended procedural philosophies thét per-
tain to the system overall.
POLICY DEFINITION

The Data Processing Department is responsible for
providing a service to the Commission. The service is
to include maintaining files of data for the Inventory
and Purchasing System. They also must provide the pro-
grams to maintain the files in a current status and to

report data for management use.
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The Department should recommend and assist in the
development and implementation of the data processing
activities of the system. Because the reliability of
the data has a direct effect on the financial reporting-
financial statuss operating efficiency and general wel-
fare of the (ommissiona they must coordinate and direct
their operations in an economical and timely manner.

The role of Data Processing must be oriented and
directed toward providing a service to the other depart-
ments who require the information for fact and decision
making in the course of day-to-day operations.

REPORT PREPARATION

The reporting requirements for the Inventory and
Purchasing System are important and essential to the
efficient performance of day-to-day departmental oper-
ationé- There are cases where the reports are informa-
tive to management only and are intended to alert trend
development or encourage management review and analysiss

It is important that strict adherence to schedules
be enforced to assure that all required data is included
before processing a summary report. C(Careless handling
of data could result in the failure to update the inven-
tory ledger account when a liability has been recorded:
this would result in a misstatement of the financial

position.
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Planned reports should be reviewed to determine
that the data complies with statutory requirements and
that it conforms to the requirements of other state
agencies for inventory and fund accounting.
FILE MAINTENANCE

A data files with a myriad of facts as to the history
and current status of an inventory items is the focal |
point around which the system is conceived. The respon-
sibility for the data base. its information and its
maintenance must be clearly defined.

There are two specific areas. namely:

{a}. The Accounting Department has very specific
data requirements For the detail information
supporting the general ledger accounts. It
is charged with the responsibility for the
procedural detail. the source of the data and
the ultimate reports resulting from the data-.
Only properly signed documents from Accounting
can add.s delete or change data which is the
responsibility of the Accounting Department.
Within this specific areas approvals communi-
cation and transmittal of data must be between
the Data Processing and the Accounting Depart-
ments.

{b}. Included in the data file is data which is

&-3
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primarily for the requirements of the Inven-
tory Management Department. The same mode

of operation must be maintained between the
Inventory Management and Data Processing De-
partments as was discussed above for account-
ing data.

Data processing is only accountable for the process-
ing of the data and not for the contents. Each depart-
ment must establish adequate controls over document
transmittal and they must edit the proof listingss if
necessarys to assure the reasonableness and accuracy of
the data. In additiona internal audit programs should
be extensive enough to assure that the reliability of
reporting data is being upheld by adequate procedures
and that the data is processed as outlined in the pro-
cedures.

There must be respect for the importance of the
data in the data file and only authorized personnel
should be permitted to submit new data or adjust exist-
ing data. The Data Processing Department must institute
procedures which will review and accept data from author-

ized persons only.
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Chapter 9

INVENTORY MANAGEMENT DEPARTMENT

The Inventory Management Department is recommended
because of the need to segregate purchasing and inven-
tory management functions. The primary reason is to
upgrade the procedures for better internal control. The
isolating of the service functiona namely the inventory
warehousing which is wide-spread geographically and
crosses many department boundariess is justified be-
cause of the need to direct attention to service and
coste.

Inventory Nanagement must be a dynamic organization.
They must direct attention to detail on one hand and
attention to planning and modifications for upgrading the
existing operation on the other hand. The importance
of planning and anticipating the requirements of subse-
quent periods cannot be overlooked.

This chapter of the Manual covers the Invehtory
Management Department’s relationship with other depart-
mentsa: describes the recommended policy considerations
and points to areas which should be considered for the
development and staffing of this Department.

POLICY DEFINITION

Inventory Management is responsible for the physical
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characteristics of the inventory. except for the sign
shops radio repair parts and materials laboratory which
are specifically excluded. Physical characteristics

are termed as orderings receiving. identifyings ware-
housings security and issuance of inventory items. The
items in inventory will be approved for inclusion by the
appropriate division that calls for the particular mater-
ial or supply. An example would bes the approval for
repair parts should come from the Central Services
Division.

To a large extents the Commission must state its
policy which is an expression of objectives and serves
as a guide for decision making.

SCOPE OF ACTIVITY

The Inventory Nanagemenf Department is a service
group organized to provide materials and supplies to
operational units on an as-needed basis. The objective
is one of maximum service at a minimum investment. The
Department is not to be the determinant area for the
items to be carried but more specifically they will be
interested in wheres whena how much and other physical
characteristicss such as handling and storage techniques
and security.

The inventory for which Inventory Management is

responsible should not include those locations with
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unique stock requirements pertaining to a specific
activity such as sign shops radio repair shop and
materials laboratory. For those inventory areas just
describeds the department should have full accountability
and should be expected to describe the standards of per-
formance expected for physical handling. They must pro-
vide for inspection and reporting as necessary to safe-
guard the inventory physically. Physical safeguard is
stressed because of the Accounting Department {valuation
and asset determination} responsibility and accounta-
ability which is at a staff level.

In the event other operating areas are considered for
exclusions the decision should come from the Director
and should be expressed as a new policy statement.

The Inventory Management Department should counsel
and recommend as well as solicit help from other depart-
ments when the best interests of the Commission can be
served. The service objective is of primary import to
this Department.

OPERATION OBJECTIVE

The Inventory Management Department must perform a
service for the Commission by stocking and. as requireda,
replenishing stock to sustain the most advantageous 1in-
ventory position. Functionally. it will be guided and

to some extent directed by the Divisions responsible for
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designating projects and determining the specifications
of the various products required to execute the programs.
This means that Inventory Management must be advised of
new programs or projectsa together with requirementsa
inasmuch as the needs may exceed the availability under
the normal replenishment cycle. Then the Department
must give immediate attention to these necessities to
assure that the inventory'is available at a specific
location and in sufficient quantity to execute the program.

The Department has direct line responsibility to
supervise the routine central warehousing operations at
Ames. At field support locationsa they must provide
standard procedures in published form for them to follow.
Periodic visits must be made to assist and instruct field
personnel. They must advise them if they are not follow-
ing prescribed procedures.

The Inventory Management Department must maintain
a very responsive and advisory relationship with other
departments and notify them of stocks which are obsoletes
slow moving or deteriorated. Likewises the other staff
departments should recognize the service being performed
by the Inventory Management Department and advise and
guide them when contemplated changes will effect inven-
tory. If new equipment or material is considereds the

potentiality of obsolescence should be reviewed so
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prompt recalls restocking or preferential usage may be
indicated. Such planned evaluations and action will
maximize the utilization of inventory.
FUNCTIONAL ROLE OF SECTIONS

The recommendations for the system included the
creating of a new department with emphasis on inventory
management. The need to group functions for supervision
is apparent because of the broad and dissimilar activi-
ties involved. To illustrate the type of boundaries and
grouhings possible. sections have been broken down and
discussed separately. It is not intended to be a firm
recommendation. but only to serve the Commission as a
guide. The assignment of personnel and the comparison
of job responsibility to capability should be the deter-
mining factor in finalization.
L. Inventory Control

This section of Inventory Management Shou]dAbe
responsible for the maintenance of inventory stocks. The
section should determine when field stocks are to be
replenished from central warehouse and when central ware-
house stock is to be replenished. The section must take
appropriate action when out-of-balance stocks. obsolete
or deteriorated product warrants action. The use of
modern techniquesas such as min/max limitations and modern

computer techniques. are to be utilized. where economically
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feasible1 to operate the section at maximum efficiency.
2. Administrative

Should be responsible for the recommending and
implementings by training and/or supervision. Commission
policy and operating procedures. as necessarys to main-
tain a propers well-balanced inventory for the operating
departments. They should be responsible for the develop-
ment of an operating budget and for training personnel to
upgrade and improve operations and/or reduce costs. Gen-
erallys the section should administer the operation and
establish a liaison to assure performance at maximum
efficiency and minimum expense.
3. Shipping and Receiving

Should be responsible for %hipping and receiving
function at Ames with specific attention to assuring that
the best interests of the Commission are being served
through attention to accuracy and security. The field
distribution activity involves assembling orders. load-
ing and delivery to the field locations when stock re-=
plenishment is necessary. This would 1include other
deliveries which management may consider appropriate and
also returns from field sites.
Y. Warehousing

Should be responsible for operating the central

warehouse in Ames. This function includes such activities
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as identifying. stocking. picking orders. verifying
physical quantity with records and other normal ware-
housing tasks. As and when requested., to train or
assist the field warehouse personnel in maintaining an
orderly. well-stocked. properly identified arfay of
inventory items proportionate to the immediate needs
of the area or the.Functions being serwved.
S. Clerical Control and Review

Should be responsible for the review and editing
of source reporting documents. All documents must be
reviewed for completeness and legibility. then batch
controlled and transmitted to other departments for
processing. In addition. they would be responsible
for setting up new data files which include obtaining
the necessary data from approved sources, assigning
inventory stock numbers and maintaining. on a current
status. data for catalogue purposes. They would'also
obtain the necessary information to delete data files

when no longer required.
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