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Authorization

We have conducted an audit of the Fleet Services. This audit was conducted
under the authority of Article VII, Section 5 of the Garland City Charter and in
accordance with the Annual Audit Plan approved by the Garland City Council.

Objectives

1. Evaluate compliance with the NAPA parts agreement.
2. Evaluate the safeguarding and accountability of fixed assets.

Scope and Methodology
Our audit period for review was from January 1, 2009 to April 30, 2010.

We conducted this performance audit in accordance with Generally Accepted
Government Auditing Standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit objectives.
We believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.

We obtained an understanding of internal controls significant to the audit
objective, and considered whether specific internal control procedures had been
properly designed and placed in operation. This included compliance with the
NAPA parts agreement, policies, procedures and the capitalization of
expenditures directive.

While we report to the Mayor and City Council and present the results of our
work to the Audit Committee, we are located organizationally outside the staff or
line management functions we are auditing. Therefore, this Audit organization
may be considered free of organizational impairments to independence to audit
internally and report objectively to those charged with governance.

To adequately address the audit objectives, we:

+ Reviewed the NAPA agreement (Obj. 1)

- Interviewed Fleet and NAPA personnel to gain an understanding of the
operation. Developed a work order flowchart (Obj. 1)

- Ensured NAPA invoices had the proper tracking information and matched
the information in the Fleet system to verify accuracy (Obj. 1)

« Reviewed NAPA Profit & Loss (P&L) statements (Obj. 1)

« Verified NAPA'’s inventory list to obtain current value (Obj. 1)

« Reviewed City of Garland (COG) payments to NAPA to verify contract
compliance (Obj. 1)




« Reviewed Capitalization of Expenditures Directive (Obj. 1)

« Reviewed Dallas County tax statements to obtain details about the
property tax paid (Obj. 1)

- Performed a fixed asset inventory to verify assets were accounted for and
observed the physical condition (Obj. 2)

« Documented the process of assigning proper beginning value,
depreciation and disposal of fixed assets to verify accuracy (Obj. 2)

- Ensured fixed assets were adequately secure (Obj. 2)

Overall Conclusion

Our audit revealed that the COG is paying NAPA, on average, $23,227 in gross
profit (at a 10% gross profit rate) and $24,069 in operating costs (includes all
NAPA operating expenses), on a monthly basis. In addition to the operating
costs, COG furnishes, at its sole expense, space for NAPA'’s onsite store and all
utilities and services, including a fleet vehicle, water, sanitation, sewer, light,
telephone, heat, gas, electricity, power and fuel. We recommend that before the
next contract takes effect, the COG should renegotiate caps on gross profit rates,
headquarter fees, concession on remaining operating costs and limits on NAPA
personnel and overtime.

Additionally, we performed an inventory of fixed assets and observed their
physical condition. Our audit revealed the following: 1) Two fixed assets were
not capitalized 2) Three auctioned or replaced fixed assets were not removed
from the list 3) Four fixed assets can not be located. The safeguarding and
accountability of assets needs improvement.

Background

The Fleet Services Department's (Fleet) mission is to develop and administer
preventive maintenance programs to assure safe operation, efficient
performance, and maximum reliability and effective life of the City fleet (Mission
statement is stated in the Annual Operating Budget). Fleet performs or
coordinates repairs to return equipment to operation with minimal downtime and
expense. They maintain fuel inventory and dispensing system for operation of
the fleet. The department evaluates markets, data and equipment to assure
acquisition of cost-effective equipment and determine optimum operating life
expectancy. They identify opportunities for efficient and effective management
and maintenance of the City's fleet. Fleet provides the internal support that
enables other departments to meet their goals and responsibilities.

In January 2004, the City Manager signed an agreement between the COG and
NAPA. This Integrated Supply Agreement was to allow NAPA to establish




inventories at COG locations to service the Fleet parts need of the City and to
serve as the primary supplier of automotive replacement parts and other goods
as required by the COG. The initial term of this contract was for three years,
beginning on the effective date of January 20, 2004. Upon expiration of the initial
term, the Agreement may be renewed for successive one-year terms with the
pricing structure remaining constant. The COG may terminate this agreement
upon thirty days notice to NAPA at any time after the first year of the Agreement.

During the term of the agreement NAPA will operate the On Site Store and
provide the inventory to the COG. They will provide personnel required to
operate the On Site Store during Fleet Services operational hours, including
special crews on holidays. NAPA agrees to provide 85% of all City parts
requirements on demand and 95% of all City parts requirements by the
commencement of business on the workday following the request. NAPA shall
ensure the COG receives the lowest possible price on each part. The cost of all
goods and services to the COG will yield a ten percent (10%) gross profit rate.
Additionally, Operational costs will be charged to the COG at cost. Operational
costs include all costs and expenses associated with the On Site Store or the
vehicles used by NAPA in the operation of the On Site Store. This includes, but
not limited to, headquarter fees, general liability insurance, workers
compensation, salary & benefits to NAPA employees, taxes, freight & postage,
training, computer equipment, telephone, shelving & equipment depreciation.
These operational costs are billed monthly. Outside purchases made by NAPA
to an outside vendor will be marked up so as to yield a ten percent (10%) gross
profit for NAPA. As of October 29, 2010, NAPA keeps approximately a
$1,000,000 ($178,765 - NAPA parts & $819,640 — Non-NAPA parts) worth of
inventory at the COG store.




Management Accomplishments

Fleet Services continues to focus on providing departments with prompt service
and repairs to vehicle and equipment. One area that has enabled fleet to meet
the requirements of the departments we support, has been the ability to
effectively establish an inventory to meet the wide variety of parts needs.

In the ongoing effort to improve service and add value, Fleet Services and NAPA
are renegotiating several of the following contract items:

1. Modify the current “COST + 10%” agreement to include a maximum markup
on any one part / item.

2. Specific payment terms to enable prompt payment discounts and purchasing
process to facilitate prompt payment.

3. Seamless integration of parts supply function within the City’'s Fleet
Management System. Primary parts ordering and tracking within City system
with the Contractor’'s Parts Management Software as the secondary system.
Contractor will supply and maintain all of the associated computer hardware
for their system. This inventory software system shall be capable of providing
reports to the City as required for monitoring parts and parts supplies issues,
returns, costs, inventory turns, etc.

4. Performance guarantees providing penalties for not meeting performance
standards

5. Enhanced reporting capabilities and requirements to include:
» compliance with contract performance standards
* requested parts filled on demand (total parts requested / issued).
» average time to fill backorders
* Warranty, savings, and annual reporting
* Adhoc reporting

6. Specific primary and backup staffing requirements
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