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AGENDA ITEM # 4
August 5, 2014

4. REPORTS TO BE RECEIVED FOR FILING:

a. Division of Inspector General, Clerk of the Circuit Court and Comptroller,
Report No. 2014-19 dated June 27, 2014 - Follow-Up Audit of DEI GMD
Contract with Ferguson Waterworks.

b. City of South Pasadena Comprehensive Annual Financial Report for the
year ended September 30, 2013.

C. Dock Fee Report for the month of June 2014.

d. Quarterly Report of Routine Dock and Dredge/Fill Permits issued from
April 1, 2014 to June 30, 2014.
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Clerk and Accountant of the Board of County Commissioners Clerk’s website: www.mypinellas  k.org
Custodian of County Funds

Courty Auditor

June 27, 2014
The Honorable Chairman and Members of the Board of County Commissioners

We have conducted a Follow-Up Audit of the Department of Environment & Infrastructure
(DEI} General Maintenance Division (GMD) Contract with FL._Json Waterworks. The
objectives of our review were to determine the implementation status of our previous
recommendations.

Of the ten recommendations contained in the audit report, we determined that nine have
been imptemented, and one is no longer applical :. The status of each recommendation is
presented in this follow-up review.

We appreciate the cooperation shown by the s f of DEI GMD during the course of this
review.
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- Inspector General/Chief Audit Executive

Approve
Ken Burke, ura-

Clerk of the Circuit Court and Comptroller
Ex Officio County Auditor

*Reguiated by the State of Florida
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Scope and Methodology

We conducted a follow-up audit of the Department of Environment & Infrastructure ([ 1)
General Maintenance Division {(GMD) Contract with Ferguson Waterworks. The purpose of our
follow-up review is to determine the status of previous recommendations for improvement.

The purpose of the original audit was to:

1) Determine if contractor invoice payments, returns, and credits were properly appror 1
at the appropriate level of DEI management.

2) Determine if contractor invoice prices billed reflected the : propriate discount.

3) Determine if there is adequate monitoring of GMD warehouse operations.

4) Determine if the contract provisions related to the strategic partnership to standardize
GMD warehouse operations and guarantee continuity of supply were completed. ’

To determine the current status of our previous recommendations, we surveyed and/or
interviewed management to determine the actual actions taken to implement
recommendations for improvement. We performed limited testing to verify the process of »
recommendations for improvement.

Our follow-up audit was conducted in accordance with the Infernational Standards for 3
Professional Practice of Internal Audifing and e Principles and Standards for Offices of
Inspector General, and, accordingly, included such tests of records and other auditing
procedures, as we considi d necessary in tt circumstances. Our follow-up testing was
performed during the month of May. The original audit period was May 25, 2011 through J ¢
31, 2012. However, transactions and processes reviewed were not limited by the audit period.

Overall Conclusion

Of the ten recommendations in the report, we detc.....Ined that nine were implemented, and
one is no longer applicable. We commend management for implementation of all of ¢ r
recommendations.
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Background

The Board of County Commissioners (BCC) entered into a $7,500,000 agreement with
Ferguson Enterprises to form a strategic partnership to standardize GMD warehouse
operations for the acquisition of water and sewer materials and accessories. These items
include brass fittings, meter couplings, bushings, valves, meters, flanges, and pipe. The
acquisition of materials is done through a Blanket Purchase Agreement(*) #234077 with
estimated annual expenditures of $1,500,000. The five-year Agreement #090-0325-P with
Ferguson Enterprises, doing business as Ferguson Waterworks, has a May 25, 2011 effective
date and a May 26, 2016 expiration date. The contract funding is derived from the DEI GMD
operation’s budget.

The contract agreement provides the guidelines and strategy for the implementation and
support of a strategic partnership to standardize warehouse operations and guarantee
continuity of supply(*) for the next five years. Project drivers(*) for this contract include, but are
not limited to:

Reduction of labor cost

Balancing of inventory carrying cost(*)
Reduction of stock outage: *)

Ease of ordering

Reporting capabilities

Inventory controls

Maintenance planning and cost control
Improved inventory management

This contract contains provisions for the acquisition of items currently purchased off various
other Pinellas County water and sewer material type contracts. It is anticipated that once this
contract has been implemented, procedures will be implemented to standardize GMD
warehouse operations with the majority of purchases pertaining to water and sewer materials
procured from this contract.

The product prices on this contract are either at a discount off Manufacturer's Suggested Retail
Price (MSRP) list for approximat 1 75% of the items or a Unit Price for the remaining twenty-
five (25%) percent. The discount percentages are fixed for the life of the five (5) year contract.
The unit prices are firm for the first year of the contract, but may be adjusted annually by any
change in the Producer Price Index(*).

Included in the contract are provisions for DEI GMD to lease two product dispensing machines
that can be used to dispense a variety of product applications, such as personal protective
equipment (gloves, glasses, etc.), small hand tools, and supplies.

vz Rk e R e ~ i
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The cost to lease the dispensing machines is $230 per mon per machine and includes
software license and support. The cost of the product to fill the machines and the monthly
lease rate are included in the estimated annual contract expenditure. The auditees stated tl
after doing full research, a decision has been made to lease with another ver r to obt )
more value and flexibility.

Audit Services, Division of Inspector Gene:
Clerk of the Circuit Court and Comptroll
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Status of Recommendations
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The contractor did not request an adjustment to the Unit Price as required by the
contract, but subsequently did escalate prices up to 42%, which exceeded the
allowed 2.6% PPI adjustment.

The price schedule revisions did not comply with contract pricing provisions for either the Fixed
Percent Discount off MSRP or the Unlt Price. Because of the audit report findings in
Opportunities for improvement Nos. 1, 2, and 3, DEI GMD met with Purchasing and Ferguson
(parties), together with the IG auditors. The parties will review the current contract and develop
an amendment for the contract. ‘

We recommended management:

A. Develop policies and procedures that verify that price schedules conform to the contract
requirements and that the appropriate price is charged on the invoice.

B. The Unit Price increase s )uld be recalculated and any necessary billing adjustments
made.

C. Review the current contract for possible amendments to address the issues, and
improve clarity and contract performance.

Status:

A. Impleme ed. Management added procedures to the DEl! Standard Operating
Procedure (SOP) to verify that pricing adjustments or revisions conform to the contract
requirements. Management also added procedures to the SOP to confirm all purchase
orders have been priced correctly.

B. Implemented. Management conducted a review of invoices to determine pricing
disc..pancies. Ferguson issued two credit memos totaling $15,011.15 as a billing
adjustment.

C. Implemented. Management and Purchasing processed a contract amendment to clarify
the pricing clause and this amendment was approved by the BCC. .

2. The Master Price Schedules Were Not Updated For
Purchased Items.

The Price Schedules were not updated for purchased items.

In the Ferguson contract, it describes how changes in inventory stock items(*) are done, but no
reference is made to the Master Price Schedule(*). The procedure describes how the
Ferguson Online Ordering System(*) will be updated for changes to correspond to the Maximo
inventory System(*). The process does not update the Master Price Scheduie.

Audit Services, Division of inspector General
Clerk of the Circuit Court and Comptrolier
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In our review of invoices, we initially found two inventory stock items(*) not listed on the Ma: 'r
Price Schedule. These inventory items were listed in the contract’s Top 100 items (stock item
eligible for a discount based on quantity ordered). Additional work was initiated to determine if
any other inventory stock items purchased were omitted from the Master Price Schedule. e
discovered another 59 stock items that had at least one purchase that were not contained in
the Master Price Schedule.

The two stock items listed on the Top 100 items, but not on the Master Price Schedule, &
omission errors by the vendor when the Master Price Schedule was created. On the other 9
stock items that we purchased, the vendor failed to update the Master Price Schedule. Itis e
vendor's responsibility to update the Master Price Schedule.

We recommended management:

Establish a policy and procedure for any additions, changes, or deletions of stock items. The
procedures should include verification that changes are reflected in the Ferguson Online
ordering system.

Maximo inventory System
Master Price Schedule

Status:

Implemented. Management added procedures to their SOP for additions, changes
deletions of stock items to the Maximo Inventory System. The SOP also includes a step
confirm that changes are reflected in the Ferguson Online ordering system and the Mas -
Price Sheet.

3. Volume Discounts Were Not Applied To Purchases.

The contract pricing included additional discounts of 1% to 5% for purchased quantity levels f
50 to 3,000 items designated as the Top 100. The Top 100, as the name implies, is a list of 1
100 inventory stock items with the expected iest volume. The vendor did not give 1
County the contractual price discounts on eligible volume purchases made.

A. We tested invoices against the Master Price Schedule in effect at the date of purchz
and checked to see if the order quantity was sufficient for a discount.

None of the invoices tested received the volume discount DE! GMD was entitl |
to.

We compared the annual Top 100 renort provided by Ferguson with the Maximo
Receipts report. We found addition: invoices where the quantity order qualified
for a discount, but no discount was granted.
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Status of Recommendations
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B. We obtained a vendor report listing of invoice line item purchases from the contract
inception through July 31, 2012. We reviewed the report to determine:

If any volume disco ts were granted.
If other volume discounts could have been granted.

We found that no discounts were applied, and calculated that the County should have
eamed $6,577 in volume discounts on five items alone. DE! could have possibly
received additional discounts on another 15 items if several orders were combined in a
three-month period. The additional discount earned on the 15 items would have been
approximately $15,000. After our discussions with management, they started a detailed
review of the invoices to identify discounts not received under the contract, and
management will submit a refund request to Ferguson for payment.

C. The vendor never incorporated the discount into our Master Price Schedule for the
Ferguson Online Ordering System, and the inside counter sales associate failed to
notice and apply any discounts.

There are no policies and procedures in place for DEI's Property and Stores Clerk(*) to pursue
discounts. The Property and Stores Clerks were focused on being able to reduce the quantities
of stock on hand, since orders were being delivered twice a week. DEI's review and approval
of the invoices also failed to discover that no volume discounts were applied.

The volume discount percentage approach seems contrary to reducing carrying costs(*) by
decreasing inventory levels. A dollar volume discount might be more appropriate and easier to
implement.

We recommended management:

A. Work with the vendor to implement the volume percent discount pricing according to the
contract and calculate any necessary billing adjustments.

B. Consider a contract change to a dollar volume discount. The current volume discount
runs contrary to their goal of reducing inventory quantities and its associated carrying
cost.

Status:

A. Implemented. Management conducted a review of invoices to determine pricing
discrepancies. Ferguson issued two credit memos totaling $15,011.15 as a billing
adjustment.

B. No Longer Applicable. Management stated that Ferguson does not offer a dollar
volume discount.
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Status of Recomnmendations
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Status:

implemented. Management added a procedure to the SOP listing the data fields needed on
credit memos or invoice adjustments. Management communicated this required information to
Ferguson.

5. Inventory Improvements Delayed.

A. The contract’s schedule for evaluating inventory improvements was delayed by
management. The contrai set out a proposed timetable for some initial review and
research to better understand the County's inventory needs and implement solutions to
meet those needs.

Management wanted to accumulate a year's worth of data before evaluating inventory
balances. They would also need the Warehouse Supervisor position filled to implement
the solutions. The position has gone unfilled, and other management staff has been
reduced through budget cuts, so efforts were postponed. The Warehouse Supervisor
position started in November 2012.

One of the contract's project drivers(*) was better maintenance planning and control to
be accomplished in part by increased inventory management. The implementation
schedule set out activities on a 0-90 days, 91-121 days, and over 121 days on a time
line. The activities were intended to guide management toward several different
solutions based on the activity's results.

0-90 Days:

Work with County to identify and rank items (example A, B, C, etc.).
Higher ranke items are industry standards and very little need to
stock large or any quantity as they are located at our facility

ldentify emergency and repair items

Create minimums for products needed/desired to be kept at the
County warehouse

Create minimums for products needed/desired to be kept at
» erguson’s warehouse

Review and create buyback schedule for items needed to be
retumed to achieve new County stocking minimums

Help to review PCU(*) computer inventory/purchasing system to
identify any product demand calculations

If no demand system exists, develop a demand system that either
Ferguson or the County may maintain (at the County’s discretion)
to develop better buying history with monthly indicators. In addition,
incorporate quantities of known upcoming projects with new
monthly dem: s to create better _1d timelier purchase guantities
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Status of Recommendation
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During this period, we can provide part numbers and quantities for items
purchased from Ferguson over the past months to demonstrate some
differences in preconceived demands vs. actual purchases. This is one of
the many reports we will be able to help provide the County to analyze
purchases.

91-120 Days:

Start to review demand data with County staff

Review and remedy items stocked, new needs and items that may
need to be phased out or moved due to lack of demand or change
in specification

Over 121 Days:

Review demands and ensure warehouse minimums are maintained
monthly

The County did implement the online ordering and delivery system, which seems to have

addressed the ease of ordering and reducing stock outages.

B. The anticipated Maximo system upgrade has not been evaluated to determine if it « n

support the proposed solutions, such as emergency and repair items.

The County's Maximo Inventory System has limitations that affect the propo
solutions. The system is currently under ing an upgrade to a more current vers
(Enterprise Asset Management Project).

We reviewed the Maximo Asset Management Project to see what additic
functionality can be expected. In summary:

The Materials Management a lication’s new or enhanced applications inclu
only one area, Inventory Usage, which could help with stock inventory. -
Inventory Usage application repli es the Issues and ..ansfers applicat
According to the presentation, you can create inventory usage records to tr
the issue; transfer and return of im  1tory items within and across organizatic

and you can monitor the balances of inventory items. The additional us:

tracking and reporting will help with improving inventory management.

The Maximo system does have a field to designate each inventory item record to
note ABC rating. It also has a mini im quantity field. . .ere does not appear to
be a way in the system to design 2 emergency and repair items. DEl's m it

important reason for emergency and repair items would be to restore water :

3

sewer service. Repair parts carried as emergency and repair inventory need to
be identified and explained. If we cany one 48" clamp in stock that would _2
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Status of Recommendations
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needed to temporarily repair a leak, which may not occur for years, we need to
know why we are carrying it and take responsibility for evaluating the condition
regularly so that it is usable when needed. We cannot have emergency repair
parts that are stored for long periods become rusted, briitle, dried out, or
damaged while in warehouse storage. In addition, any repair parts dependent
upon a specific machine or assembly should identify the dependency, so when
that machine Is retired the part can then be designated obsolete.

The County has not been able to provide sufficient resources to the strategic partnership for
many of the proposed solutions. Therefore, improvements on how the County stocks inventory
have not yet been realized.

We recommended management:

Revise the schedule to show a timeline for the postponed activities. The revision should also
include activities that are County responsibilities like the Enterprise Asset Management
Project(*) that affects the warehouse operations.

Status:

impliemented. Management created a timeline schedule for all project drivers. It includes a
timeline for postponed activities.

6. Contract Price Adjustment Clause Needs Improvement.

The contract price adjustment clause did not meet four of the nine guidelines suggested for
price adjustment clauses by the Bureau of Labor Statistics(*).

A. The contract contains a price adjustment clause that allows prices to fluctuate based on
the Producer Price Index. The prices for products purchased off this contract are based
on a combination of firm, fixed discount percents off h....” for approximately 75% of
the items that were listed in the Request For Proposal(*) and a Unit Price for the
remaining 25%. The negotiated fixed discount percents will remain firm for the life of the
five-year contract.

The Unit Prices proposed do not change for the first year of the contract. The Unit
Prices may be adjusted yearly based upon the change in the Producer Price Index
(PPI), Metals and Metal Products, Plumbing Fixtures and Fittings.

The following summary describes the differences between what the guidelines suggest
and what the contract contains:
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Status of Recommendatiops
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Labor Statistics guides. According to Purchasing, the April PPl index would be the most
recently issued index that could be used to escalate prices by the May 25th effective
date. The April 2012 index issued May 11, 2012 shows that the annual PPI percentage
increase was 2.6%.

The Bureau of Labor Statistics in, "Escalation Guide for Contracting Parties," provides
guidance on the development of price adjustment clauses in contracts that are tied to
the PPI data. Such clauses should be written with great care o avoid serious problems
when contract adjustments are implemented. The information in this guide is based
upon the Bureau of Labor Statistics’ staff experience in handling issues that have been
brought to their attention in connection with actual escalation clauses. The Escalation
Guide provides nine guidelines for developing escalation clauses.

We recommended management;

A. Work with Purchasing to clarify how the price adjustment should be calculated,
approved, and implemented under this contract.

B. Work with Purchasing to create boilerplate price adjustment clauses that follow the
Bureau of Labor Statistics guidelines.

Status:

A. and B. Implemented. Management and Purchasing processed a contract amendment
to clarify the pricing clause and this amendment was a roved by the BCC. The
amendment clarified how price revisions would be implemented. It addressed the details
of the price adjustment including the due dates for submission, frequency, selected
specific indices to be used, documentation, and contractor responsibility for initiating
price revisions,
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Glossary Of Terms
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Master Price Schedule — Ferguson Pricing Master Discounts and No Discount Excel
spreadsheet listing inventory item descriptions, number, name, catalog number, unit, and
price.

Maximo/Maximo Inventory System — The Maximo Asset Management application system by
IBM is an asset management life cycle and workflow process management system.

PCU - acronym for Pinellas County Utilities.

Producer Price Index (PPI) - is defined by the Bureau of Labor Statistics as a program that
measures the average change over time in the selling prices received by domestic producers
for their output. The prices included in the PPl are from the first commercial transaction for
many products and some services.

project drivers - there are three primary drivers in any project: time, cost, and performance.
These are called the triple constraints in project theory. Every project will have one of these
constraints being monitored repeatedly. Normally, this constraint is also the same one being
monitored by the customer on a regular basis. This constraint is called the project driver.
Project drivers for this contract include, but are not limited to reduction of iabor cost; balancing
of inventory carrying cost; reduction of ..ock outages; ease of ordering; reporting capabilities;
inventory controls; aintenant planning and cost ¢__lrol; and improved inventory
management.

Property and Stores Clerk - nified . orsonnel System job classification covering the
personnel who work in the G...2ral Maintenance Division's warehouses.

reduction of stock outages - a stock outage or oui-of-stock event is an event that causes
inventory to be exhausted.

Request For Proposal (Rl ') - Competitive Sealed Request For Proposal is a procurement
method utilized, when due to the uniqueness of the need, a bid is not appropriate. Request For
Proposal, Request For Qualifications, and Request For Negotiations are established around
general guidelines and a cor pi 1 of the need, rather than a firm specification. [Purchasing
Manual Section 3.5]

Top 100 - contract term for General Maintenance Division's list of the top 100 inventory stock
items with the highest volume.

Unit Price — contract term referring to Ferguson’s bid price for each inventory stock item.
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