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1. PURPCSE AND SCOPE. To provide guidance for maintaining
accurate inventory records and conducting physical inventories
wi thin Federal Prison Industries (FPI).

2. SUWARY OF CHANGES. This directive has been revised to
nodi fy the Inventory Accuracy programby requiring that al
random counts be conducted using the Cycle Count feature of the
| nvent ory Modul e of the Managenent Control System (MCS)

Al so, the annual inventory schedule is to be submtted to the

respective Field Financial Adm nistrator (FFA) in the Financial
Managenent Branch (FMB) by COctober 31 of each year.

3. PROGRAM OBJECTI VES. The expected results of this program
ar e:

a. Accurate and reliable inventory records will be maintained
at each FPI factory | ocation

b. Physical inventory test counts will be conducted to ensure
that inventory problens are identified and corrected on a
conti nui ng basis.

c. Inventory schedules and plans will be devel oped for each
physi cal inventory perforned.

d. Al required reports and records wll be conpleted
accurately and tinely and maintained at the factory | ocati on.

4. Dl RECTI VES AFFECTED
a. Directive Resci nded

PS 8331.01 Physi cal Inventories, UN COR (2/25/97)
b. Directives Referenced
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PS 8000. 01 UNI COR Cor porate Policy and Procedures
(5/13/81)
PS 8510.01 Factory Costing Procedures (11/21/97)
PS 8563. 06 Machi nery & Equi pment (Fi xed Assets)
(6/11/99)

5. STANDARDS REFERENCED

a. Anerican Correctional Association 3rd Edition Standards for
Adult Correctional Institutions: 3-4037

b. American Correctional Association 3rd Edition Standards for
Adult Local Detention Facilities: 3-ALDF-1B-10

c. Anerican Correctional Association 2nd Edition Standards for
Adm ni stration of Correctional Agencies: 2-CO 1B-08

d. Anerican Correctional Association Standards for Adult
Correctional Boot Canp Prograns: 1-ABC 1B-12

6. | NVENTORY ACCURACY. Accurate inventory records are an
integral part of a good material requirenents planning system and
ensure the integrity of the valuation of physical inventories and
their presentation on the Corporation’s financial statenents.

# It is FPI's goal to have a 95 percent accuracy rate or
greater in its raw materials, work in process, and finished
goods i nventories.

In order to achieve and maintain at | east 95 percent accuracy in
raw materials, subassenblies and finished goods inventories, the
Associ ate Warden (I ndustries and Education)/ Superi ntendent of

| ndustries (AWI&E)/SO) at each location first nust devel op and
approve an Inventory Accuracy Plan to include:

classification of inventory,

assi gnment of accountability,

determ nation of inventory accuracy rate, and
procedures for obtaining and maintaining 95 percent
accuracy.

EHRHRHEH

The AWI&E)/SO is to forward a copy of the plan to the
respective Field Financial Adm nistrator by Decenber 31 of each
year.
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a. Cassification of Raw Material, Finished Goods, and Sub-
Assenbly Inventories. The AWI&E)/SO is to ensure that al
inventory itens are classified according to the inportance and
feasibility of controlling the item s quantity and novenent.

Each identified class of inventory itens is to be assigned a

devi ation tolerance level. Physical inventory count differences
of items that fall within these specified tolerance |levels are to
be considered as 100 percent accurate.

However, the inventory records are to be adjusted for any of
t hese differences even though they are considered 100 percent
accurate for accuracy plan purposes.

The follow ng classes and tol erance levels are to be used when
classifying inventory. These categories may not be nodified.

I Cdass | - Large Part, Easily Controlled 0%

(These itens are large in individual size,
i ssued infrequently, and easily controll ed.
A 55-gallon drum of glue, where the unit of
issue is ‘drumi, is an exanple.)

Class Il - Hand Count 0-1%

(Quantities of these itens are nmaintai ned by
hand count. Plywod or netal sheets are
exanpl es.)

Class IlIl - Small Part, Scal e Counted 0-2%

(H gh volunmes are regularly received and

i ssued based upon package wei ghts and/ or
scale count. Rivets, crinps, or buttons are
exanples. Note: Sonme snmall parts may be of
such high dollar value that a 0% tol erance
level is required.)

b. Accountability. The AWI&E)/SA is to del egate
responsibility and authority for inventory accuracy to the
Busi ness Manager/ Pl ant Controller and Factory Manager. The
Busi ness Manager/ Pl ant Controller is accountable for inventory
accuracy of raw material and finished goods inventories. The
Factory Manager is responsible for inventory accuracy of work in
process and subassenbly inventories that are on the factory
fl oor.
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Not e: At certain |locations, the warehouse function is the
Factory Manager’s responsibility. 1In that case, the

Factory Manager is to have ultimate responsibility for
the accuracy of raw material and finished goods
i nventories.

c. Accuracy Rate. The inventory accuracy rate nust be
establ i shed through a conparison of test counts of actual
inventory with inventory records. The Business Manager is to
randomy select 10 percent of those itens with quantities on hand
for a test count. Upon conpleting the test count, the Business
Manager will conpare the actual data with the recorded anounts.
The accuracy level is to be determ ned by dividing the nunber of
correct counts by the total nunber of itens counted.

d. Cycle Count Feature. Unless waived by the Controller, al
random counts are to be conducted using the Cycle Count feature
of MCS Inventory Modul e.

e. Procedures for Factories with Less than 95 Percent
Accuracy. |If the inventory accuracy level for a factory is |less
than 95 percent, the Business Manager is to establish a control
group sanple of inventory itens to be counted weekly. The
control group are to be governed by the followng criteria:

1 The Busi ness Manager, with input fromthe Factory
Manager and Warehouse Supervisor, is to select the
items to be included in the control group.

The size of the sanple is to be two percent of the
total inventory, but no less than five itens and no
nore than 20 itens.

The sanple itens are to be representative of the
inventory as a whole. For exanple, an inventory
consisting of different types of panels, |unber,
packagi ng materials, and hardware nust include itens
fromeach of these categories in the sanple group

The Busi ness Manager may include itenms from known
"problem areas” in the sanple. This may include itens
with differences recorded in past physical inventories
and/or itens for which accurate counts are difficult to
mai nt ai n.

The control group sanple is to be counted weekly. The
Busi ness Manager is to ensure that the weekly counts’
integrity is maintained. The Business Manager nust
review and aut horize any adjustnent resulting fromthe
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control group or any other adjustnent to inventory and
forward the results of the count to the AWI&E)/ SO and
Fact ory Manager.

The Busi ness Manager is to keep a record of all test
counts and submit a report to the AWI &E)/ SO
identifying the causes of the differences and the pl an
for corrective action.

The control group sanple counts are to continue unti
100 percent accuracy has been achi eved for four
consecutive weeks. A second control group is then to
be sel ected and counted until 100 percent accuracy has
been achi eved for an additional four consecutive weeks.

At the end of the eight week period, a conplete

physi cal inventory is to be conducted. Upon that

physi cal inventory’s conpletion, all correspondi ng
inventory adjustnents are to be made in the MCS. Then,
random counts are to be perfornmed (in lieu of contro
group counts) in accordance with the procedures listed
bel ow.

f. Procedures for Factories with at Least 95 Percent Accuracy.
Factories that have a 95 percent or greater inventory accuracy
| evel are exenpt fromthe control group procedures |isted above.
However, the Business Manager nust performrandom counts of raw
mat eri al s and fini shed goods inventories using the follow ng
criteria:

1 Random counts are to be perforned weekly unless
ot herwi se wai ved by the Controller.

The count size are to be five percent of the total
itens on hand, but no less than five itens. In
addition, at the Business Manager’s discretion the
count size may be limted to 25 itens.

Random count itens are to be selected randonly.
However, they may be selected in such a way as to
ensure a count of the conplete inventory before itens
are sel ected again.

The AWI&E)/SO is to review all inventory
di screpanci es and adjustnents to the inventory records.
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| f the accuracy rate drops bel ow 95 percent accuracy for two
consecutive random counts, control groups are to be
established. Then the procedures outlined in subsection
6.e. are to be foll owed.

7. PHYSI CAL I NVENTORIES. The AWI &E)/ SO at each field | ocation
is responsible for ensuring that annual physical inventories are
conducted for all:

# raw material s,

# work in process,
# shop stock, and
# finished goods.

The AWI &E)/ SO is responsible for perform ng annual inventories
of sensitive equipnent and fixed assets as defined in the Program
Statenent on Machi nery & Equi prent (Fi xed Assets). Additiona
procedures are contained in the Program Statenent on Factory
Costing Procedures for work in process inventories.

Factories that have docunented evi dence of 95 percent accuracy
for inventories may submt a request and receive approval from
the FPI Controller for an exenption fromthe requirenment to
perform annual physical raw material and/or finished goods
inventories. Docunented evidence nmay include physical

i nventories or cycle counts.

An exenption may be granted for no nore than two consecutive
fiscal years, but nust be approved for each year.

a. Inventory Schedule and Plan. The AWI &E)/ SO nust prepare
and submt to the respective FFA an inventory schedule no |ater
than October 31 of each fiscal year. The schedule is to list the
type of inventory and the nonth/year in which the physical
inventory is scheduled. A copy of the inventory schedule is to
be retained on file. The types of inventories to include are:

Raw materi al s and suppli es,
Wbrk in process,

Fi ni shed goods,

Shop st ock,

Fi xed assets, and
Sensitive equi prment.

Work in process inventories nust be acconplished during
Sept enber (August or Septenber for those factories that do not
use the MCS Shop Fl oor Control Mdule) of each fiscal year.
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The AWI &E)/ SO is to develop a witten inventory plan to use
when conducting physical inventories. The planis to be
submtted to the respective FFA at | east 30 days before the
schedul ed inventory is to take place. A copy of the planis to
be maintained on file with the inventory docunentati on.

The plan is to include separate sections for:

preparation,

| ogi stics,

count sheet information,
summari zati on, and
reconciliation.

b. Inventory Taking Techniques. The primary goal in selecting
t he proper physical inventory technique is validation of
inventory counts. The MCS cycle counting process or the physical
inventory process in the MCS Inventory Module is to be used to
conduct physical inventories of all itenms in the Item Master.
The follow ng procedures are required for all physical
i nventories:

1 St ock in warehouse and factory areas is to be arranged
in an orderly manner and clearly marked before actual
counting takes place. The contents of boxed itens are
to be indicated. |If possible, all like itens are to be
pl aced in the sane | ocation. The Warehouse Supervi sor
is to determne the cut-off date for stock issues and
recei pts and communi cate that date to the inventory
t eans.

The AWI &)/ SO must ensure that physical inventories
are conducted at tines that least interfere with the
production process. Periods when stock |evels are | ow
are nost appropri ate.

The AWI&E)/ SO is to appoint a crew supervisor for
conducting the physical inventory. The crew supervisor
provi des verbal and witten instructions for:

maki ng counts,

i ssuing and controlling inventory count slips,
recordi ng count data, and

assuring that all itens are counted.

The crew supervi sor nust al so nmake spot counts to
ensure that proper counting and itemidentification is
occurring.
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The AWI &E)/ SO is to ensure that only qualified

per sonnel who are not otherw se involved in inventory
control or record-keeping performthe physical
inventory. Two-nenber teans are to be used to perform
t he physical inventory. Each nenber nust count each
itemindependently to ensure count integrity.

| nventory recounts are to be perforned for al
significant deviations between physical counts and
stock record bal ances.

| nventory teans nmay use MCS printouts containing

war ehouse stock | ocation, unit of issue, and

nomencl ature for recording counts, and identifying
stock itenms that have been counted. However, these
printouts are not to contain the actual item counts.
The field location is to maintain physical count
records and reconciliation work papers for three years.

The crew supervisor is to record actual counts of

physi cal inventories of raw materials, sub assenblies,
shop stock, and finished goods into the MCS through the
cycl e counting process or the physical inventory
process in the MCS I nventory Mdul e.

The crew supervi sor nust determine pronptly which itens
require recounting. Receipt or issue of materials is
not to resunme until the recount is conpleted. The crew
supervisor is to assign new counters to recount the
required itens to avoid prejudicial counts.

c. Reconciliation, Review, and Analysis. All physical
inventory itens nust be reconciled with the appropriate
subsidiary | edgers or MCS nodules. The AWI&E)/ SO nust review
adjustnents after reconciliation. As a part of the
reconciliation, review, and anal ysis process, the AWI&E)/SO is
to address corrective actions for significant or recurring
di ff erences.

The crew supervisor is responsible for the foll ow ng:

1 Ensuring that a Variance Report or Pre-adjustnent
Report is generated for itens inventoried using the
cycle count or physical inventory process in the MCS
The crew supervisor is to review the report carefully
to ensure that the actual physical inventory counts
were entered accurately. Itenms with significant
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differences are to be recounted. The AWI &E)/ SO nust
review the adjustnments to inventory resulting fromthe
actual physical inventory.

Wth the assistance of Business Ofice staff,
reconciling the physical inventory of work in process
with the MCS WP Val uati on Report.

Revi ewi ng and anal yzing the variances in the physical
inventory to identify the root cause of differences.
The crew supervi sor nmay make recomrendati ons for
procedural conpliance or change to avoid simlar
problens in the future.

Preparing a separate nenorandumto address specific
probl ens noted by physical inventory teans that need to
be corrected for general inprovenent of the inventory
control system

After the review and anal ysis of inventory differences
are conpl eted, the Business Manager is to prepare a
menor andum detailing the causes for the differences and
corrective actions taken to prevent future differences.
The nmenorandumis to be distributed through the

AWI &E)/ SO to all appropriate staff and included in
the inventory docunentation.

8. REPORTING The Business Manager is to conplete a Report of

| nventory (FPI Form 63), and submt a copy to the respective FFA
in the FMB upon conpletion of the physical inventory process. It
iI's not necessary to include the supplenentary report of actual
differences. The Business Manager and the AWI&E)/ SO are to
approve the FPI Form 63.

9. ASSI STANCE. For further assistance, contact the respective
FFA in the FMB.

/sl
Kat hl een Hawk Sawyer
Director



