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EXECUTIVE SUMMARY

Results in Brief

The FTC has a workforce of overlD0 employeesthat work inthree Wasimgton, D.C. office
locations andeight field office locations. To support the administrative needsthe three
Washington D.C. office locations, the FTéasesa 22,000 square foavarehouse in LandoveMD

at an annual cost of $2860 that is used to store amventory of office supplies, furniture,
equipment publications and building materialsThe warehouse is managed by a contractor who is
onsite five days a week.Two contractoremployees areesponsible for managing the warehquse
receiving storing and issuingoods and transporting items to and from the warehdaader C office
locations In addition, on delivery days of Tuesday and Thursday, an additional contractor
Aconsultanto is avail abl eTha FIC pagsdhie santradté213200 e d el i
per year for their servicedhe overall cost foleasing and operatinghe warehouse is about
$435,000per yearThe current warehouse lease is set to expire in March of 2012.

The objective of our audit was to detemmthe cost effectiveness of maintaining therent size
warehouse.This audit was selinitiated by the OIG as a result of weaknesses identified during a
recent investigatiom the supply room
Because there was a lack of information concertivegcost and ageof items contained in the
warehouse, we were unable to determine the cost effectiveness of maintaining the warehouse.
However,while we found thathere wasufficientjustificationfor havingawarehouse, & noted
several opportunities famproving operationsreducing costs and the potential for reducing the
square footage needamlsupporcurrentFTC operations.
We believe there are opportuesifor improvement in the following areas:

o Discard old and obsolete furniture, equignt,publications and supplies

o Reduce handling of paper and office supplies through alternate means of acquisition and
distribution

o Improve tracking of all items stored in warehouse including computers and other IT
equipment

o Improve accountability byndepenent verification of inventory located at the warehouse
o Improveutilization of warehouse shelving and space

o Consider leasing a smallsize warehous®ased on reducestorageneeds from the
above actions
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Recommendatiors

The OlIGrecommendthatthe AdministrativeServicesOffice:

i

Evaluate allitems in the warehouse for current need and obsolescence. Discard,
excessor recycleall itemsno longer needed for utilization in the agency.

Determine optimum stock levels for eackitem maintainedin the warehouse.
Determine eorder points to replenish stock and maintain adeqgadatities on
hand.

Analyze current usage patterns of office supplies to assess the economy of buying
and storing large quantities of items. The headquagtyckroom should be included

in this analysis to determine whether the warehouse should be used tspstae
items or if the headquartestackroom has sufficient space storecurrent needs.

Evaluatealternative methaglof purchasingand delivery ofpaperand the need to

store bulk paper at the warehouse. Specifically, paper and office supply vendors will
store and deliver paper on a set schedule or as needed, generally within one day of a
request, thereby eliminating the need to store and hanoie paour warehouse.

Deploy and fully utilize inventory software to track all furniture, supplies, equipment
and publications. This includes recording all information about an item, such as date
of purchase and cost, and utilizing fsaxding technolog to track itemsestablishing
minimum stock levels and reorder points

FTC personnel should ooduct independent,periodic inventory counts at the
warehouse to verify contractor recordsy variances should be investigated and
adjustments made to tlofficial records to ensure that inventogcordsare accurate.

Consolidateitems and utilize shelf spacenore efficiently for all items in the
warehouse to reduce space requirements.

Based on actions taken the recommendationabove,assess the amount of square
footage neededor storage and determinghethera smaller warehouse could be
leased at a reduced cost.
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AUDIT RESULTS

Because there was a lack of information concerning cost of items contained in the warehouse, we
were unable to determine the cost effectiveness of maingathe warehouse. However, while

we found that there was sufficient justification for having a warehouse, we noted several
opportunities for improving operations, reducing costs and the potential for reducing the square
footage needed to support curren~dperations.

Spedfically, we found:

o Significant amourg of furniture stored at the warehouse was either agibgolete, or has
remained in original boxes for several years waiting tatlieed

o Office supplies, such a®ner print cartridgeshinders and lEpping envelopes known as
Aj i f f lgavebercegesdad their shelf life, in some cases by 5 to 10 years

0 The volume oftems on hand may be excessive for current needs. Currently the warehouse
has 4800 packing boxes on hand. At current usagesr this amounts to sevenyear
supply of boxesWe al® have various toner cartridges-hand for equipment that is no
longer in service.

o A palet of anobsoletelegal reference bookthe AmericanBar AssociationAntitrust Law
Developments4" Ed.) publishedin 1997, arestoredin the warehouséThe current version
of the ABA Antitrust Law Developmentpdate $ the ' edition

o Lack of separation of duties in contractor activities. Contractor persogcaVe,record,
transportand distributeall goods from the warehouse to FT@dtions withminimal FTC
oversight. The FTC reliesntirelyon warehouse contractors to record, protect and issue all
goods stored at the warehouse. No independent reotrds than contractor created and
maintainedrecordsare currentlyavailable forwarehouse stored items suchcasnputers,
printers, fax machinegpner and other high cost officeuppliesthat are easily lost or
stolen.

o Shelf space is utilized at less than@rcentof capacity.
o Paper is thesingle mostreceived andlistributeditem from the warehouse. Handling of

bulk paper is inefficient and costly sinoffice supply vendors an deliver it directly to
office locationsat prices competitive with curreptices paid by the agency
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Sound internal controls require
0 accurate and timely recording of transactions and eyents

o rotaion and issuance of items to ensure fresh stock is maintained and obsolescence
reduced

o disposalof broken, obsolete or worn out itenos a regular basio reduce costs of
handling and storing items; and

0 active management of warehouse operations to ensure that warehouse storage areas are
fully utilized and space requirements are minimized.

These issues were causedthglack of availability of managenent information to usersf the
warehouseon a timely basis. While individual decisiomakers weregenerally aware of
warehouse inventory, efforts were not made to fully manage the items in the warehouse and
utilize or dispose of aging, obsolete excessive amounts of items on hand. As a reswdhey

has been wasted onrts thatare held in the warehouse tteat deteriorating, underutilized or
becoming obsoletdn addition, additional costs were incurred for square footage that was not
neededThe FTC must obtain more completad timelyinformation on all items maintained in

the warehousér managers to make better decisions on either utilizirgjsposng of items as
appropriate.

Background

The FTC has a workforce of over 1,1@Mployeesthat work in three Washington D.C. office
locations and eight field office locations. To support the administrative needs of the three
Washington D.C. office locations, the FTC leases a 22,000 square foot warehouse in LanBover

at an annual cost of $2860 that is used to store an inventory of office supplies, furniture,
equipment, publications and building materials. The warehouse is mabgpgedontractor who is
onsite five days a week.Two contractor employees are responsible for managing thehaase,
receiving, storing andistributinggoods, and transporting items to and from the warehouse to FTC
office locations. In addition, on delivery days of Tuesday and Thursday, an additional contractor
Aconsul tanto i s avai bparatibne. ThedTCapays thes dontractor $218,@00 d e | i
per year for their services. The overall cost for leasing and operttengvarehouse is about
$435,000per yearThe current lease is set to expire in March of 2012.

The FTC maintainsrainventory of furniture taeplace broken and worn out furniture as well as
for furnishing offices for new employeesThere is a wide variety of furniture stored at the
warehouse such as desks, chairs, credenzas, coat racks, coat closets, and bookrsthes. Ite
are new are still in their original boxes aa@ usually dated tioe able tanatch wood color$or
matching furnituresimilar to dye lots on fabrics.
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Office supplies are kept e@mand to maintain an inventory of commonly needed items such as
paper, printer toner cartridges, envelopes and binders. Some of these items, lmuikipaper,

are purchased in large quantities to achieve cost savings and have sufficient quantities on hand to
supply daily office needsA supply room at the headquadelocation supplements the
warehouse inventory and also replenisteewn stock from the warehouse.

Information technologyequipment, such as laptops, desktops, printers, servers and associated
accessoriess also stored at the warehouse. Generally, stefnhigher value such as laptops are
stored in a separateckedroom in the warehous&his room can only be accessed by special
key that records who has entered the room.

The warehouse also stores rolled carpet and carpet tiles that serve as rejlateckewhen
either repairs need to be made or a renovationnoérairefloor or office takes place in the
headquartexbuilding. Glue is alsotered at the warehouse to adh#re carpet to the floor. In
addition, light bulbs and clay roofing tiles aséored at the warehouse for future repairs or
replacements.

A variety of consumer educatiompublications are also maintained at the warehouse for
distribution. Frequentlystaff attend conferences where they give presentations and distribute
FTC publiations to supplement their presentationshe FTC also distributes publications
directly to the publicthrough mail or phone callequess. The publications at the FTC
warehouseupplement the ones distributed by the FedertaensinformationCenter inPueblq
Colorado.
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OBJECTIVE , SCOPE METHODOLOGY

Objective

The objective of our audit was to determthe cost effectiveness of maintaining the current size
warehouseThis audit was selinitiated by the OlGas a result of weaknesses identified during a
recent investigation wolving the supply room.

Scope

We reviewed records related to warehouse activity for the period April 2010 through March
2011. We alsombservedvarehouse operations during the firgshénths of 2011.

Methodology

We performed our audit through interviews of managers and warehouse staff; reviewed available
records and made observations of warehouse facilities and operstiespecificallyobtained

and reviewedwarehouse receipt andsue records for the period April 2010 through March
2011. From these records we developed a database of activity of all items that were transferred to
and from the warehouse during this time period. We summarized this actidétdominethe

types of tems that are most often received and issued by the warehouse. In addition, we
estimated warehouse shelf utilization by visual observation of contents at the warehouse.

We simmarizedhe activityof all warehouseequestghat were processed during theriA 2010
through March 2011 time peridd the table shown below. We categorized the activities into
severareas, sorted by the quantity request8deFigure 1).

Figure 1: Summary of Overall Warehouse Activity

Other
.10%

Computel  carpet & Glue
Equipme 6%
4.4%

Child Care

Furniture 37%

23.3%

o Office Supplie:
Publication: 52.9%

18.3%
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Because office supplies represemter half of the activity foritems requested from the
warehouse, we providi summary chart showing list of the top 11 item#s shown inFigure 2,
paper accounts for nearly percent of all office supplies delivered.

Figure 2: Summary of Office Supplies

Envelopes Manila Folders Writing Pads File Folders
1% 1% 1%
Record Boxes Packing
4% Boxes
Toner 19 Binders
6% 1%
Accordion Folde
5%
Burn Bags
7%
i Paper
70%

Reliability of Computer Based Data

We did not rely on computer based informatibmformation developed by theontractor in
charge of maintaining the warehowsas limited tothe recording of quantities ehand andtteir
records were not always timely updated to reflect current inventory information. As a result, we
did notrely on contractor generated computer basszbrds for our testg.

We conducted thigperformanceaudit from March 2011 to Juy 2011 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 audjedives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objectives.
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FINDINGS

Finding 11 Aging, Obsolete orUnderutilized Furniture held at the Warehouse

[llustration1 -Leaher chairs circa 1969

A significant amount of furniture stored at
the warehouse was either aging, obsolete, or
has remained in original boxes for several
years waiting to be utilizedcrom a Mach 2,
2011 listing, we found 372hairs liged on

the inventory. Of the 372 chairapout 129
are older leather (circa 1969jabric or
antiquechairs that are rarely, if ever utilized.

From our analysis of the warehouse
transactions from April 2010 through March
2011, we identied two of the older leather
chairs placed in service dag the yea (See
illustration 1 & 3). The types of chairs that
were placed in service during the year were
the modern side chairs and ergonomic desk
chairs (lllustration 5). We also found
furniture, such as credenzas, desks and
closets that are still irheir original shipping
boxes that have remained on the warehouse
shelves for may yearglllustration 2).

lllustration3 7 Rows ofolderchairs
andtables
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Theseitems are kept in storage at the warehouse to serve as replacements for broken items or for
special occasions where additional furniture is needed. Because there is no real mechanism to
track the usage of furniture, management does not have the nede$ésanation to make
determinations as to current nees well as when to excess furniture. As a result, furniture
remains stored at the warehouse dorindefinite period of time until it is either placedton

service or excessed. The FTCimgurring alditional costs to store furniture that is either
obsolete or not needed for current requirements.

lllustration 41 Furniture aisle view lllustration 51 Modern side chairs in original boxes
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Recommendation 1

a. Evaluate all items inhe warehouse for curreanhd/or futureneed Discard or excess
items that are no longer need®er utilization in the agency.

b. Determine minimum and maximum numbers of furniture pieces, such as chairs, tables,
desks, etc., that should be maintairedhand for future use and replacement. The
stock levels will be used as reorder points to replenish stock and maintain adequate
numbers of furniture to bleepton-hand.

Finding 2 17 Obsoleteand ExcessiveAmounts of Office Supplies and Other Items areheld
in Inventory

Various dfice suppliesheld at the warehouseuch asprinter toner cartridges, binders and
shipping envelopes known as 0jnisdme gases by 0d0 hav e
years.

We also found over ,800
packing boxes at the
warehouse (lllustration 6).
Based on our usage analysis
from April 2010 to March
2011, this would represent
about asevenyear supply of
boxes. One current issue that
could mitigate this situation is
the high probability that the
FTC may be relocating out of
its New Jersey building and
would probably use a
substantial number of these
boxes for the move. While a
large number of boxes may be
utilized, the FTC should assess
how many boxes should be
held in stock for future use.

[llustration 6i Packing boxes
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In addition, we noted a pallet of eot-date

legal reference bookhe ABA Anti-trustLaw
Developments (& Ed.) publishedin 1997
stored in the warehouse. The curredition of
the ABA Antitrust Law Development update
is the &' edition (lllustration 7)

While some of the office supplies may be
salvageable, items such as th@bsolete
Antitrust Law Development should be
discarded.Other items, such as the padded
shipping bags and tonprintercartridges need
to be evaluatedor usabilityand either issued
for use or disposed olWe also notecthat
some items were reordered and placed in
storage at the warehouse despite the fadt tha
sufficient quantities were already dmand.
(See llustration 8 on Aliffy bagwd that had
expiration dates over many years).

This issue was caused by a lack of

information on the amount and age of
inventory stored at the warehouse. Other than
basic inventory levels, the FTC does not have
a mechanism that tracks all attributes for
items stored at the warehouse such as: age of
items, minimum and maximum storageéés
acquisition cost, usage patterns, etc. As
further describé in Fnding 4, management
needs to have sufficient information readily
available on which to base decisions such as
reorder points, stock rotation and usage
patterns. At a minimum, managemeshiould
ensure that current stock levels are depleted

/_ . ) Rt before reordering replacement items.
Expires April 2001

lllustration 8- These boxes of Jiffy bags are dated
with expiration dates 04/01 and 06/0 right
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Recommendation 2

a. Evaluate all items stored at the warehouse for obsolescence and serviceability, especially
items that indicate they have expired or are beyond recommended installation dates.
Items such as tongrinter cartridges, padded envelopes and maintenance kitddshe
utilized, recycled or disposed of as necessary.

b. Determine current usage patterns of office supplies to assess the economy of hdying a

storing large quantities of items. The headquad&sckroom should be included in this
analysis to determe whether the warehouse should be used to spaneitems or if the
headquarterstockroom has sufficient space to store curgaity requirements

Finding 3 - WarehouseStorage andDelivery of Bulk Paper Unnecessary

The method ofpurchagg paperin bulk and storing it as neededis unnecessary and an
inefficient use of warehouse space and contractor resolrapsr is the single most received
and issued item from the warehou%e. obtain the lowest pricesheé FTC purchases paper in
bulk, usually by the truckload fromffice supply companiesFor the oneyear period we
reviewed the FTCwarehousdulfilled over 700 requests for almosieB0 boxes of paperOur
analysis showed that office supplies represeémtoat 53 percent of the warehoesdelivery
activity. Within the office supply categorpaper represents almost 70 percent of dffece
supplies élivered to the threETC buildings inthe Washington DC. area.

We benchmarked withiour local office supply vendors thatcentlybid on FTC office supply
solicitationsto explore alternative methods of delivering office suppdied paperThreeof the
four vendors stated that thepuld price their bids by the truckload, but wosldre andieliver
paper as needdd the threeFTC Washingon, D.C. locations.The tireevendorsestimatedhat
this method would only result in a slight increase in price to cover the additional delivEnes.
threevendors also mentioned that they also use this method of hold and deliesperfor
other federal customers in the D.C. ar8de fourth vendor stated that there would béigher
price increase to cover the additional delivery costs.

Handlingand storagef bulk paper is inefficient and costlyhen office supply vendors could
deliver it directly to the user and offerdt pricessimilar to prices arrently paid This situation

occurred because vendors have established new, more efficient ways of delivering paper.

Eliminating the need for storing paper would reduce warehousegstoeguirements and be
more environmentally friendly as delivery would be made directly to the endsiseeded

FTC/OIGAR 11-004
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Recommendation3:

a. Conduct a purchase solicitation usthg alternative method of purchasing papebulk
with the contracspecification of delivery on demand by the FTC. The solicitation would
specify that the vendor willstore and deliver paper on a set schedule or as needed,
generally within one day of a request thereby eliminating the fogadarehouse storage
space

Finding 41 Inadequate Controls over | nventory

There is alack of managemenbversight andseparation of duties in contractor activities.
Contractor personneturrently receive record, transpoytand distributeall goods from the
warehouse to FTC lodans with minimal FTC oversight. The FTC relies entirely the
warehouse contractor to recomhanageand issue all goods stored at the warehouse. No
independent recordsxist, other than contractor created and maintained recatus FTC relies
solely on warehousepersonnel to track all warehouse iteisch asfurniture, computers,
printers,facsimile machines, and other high cost office supply items that are easily lost or stolen.
In discussions with FTC staff, we found tmaanagementompletdy relieson the contractor to
maintain accurate records of all warehoirseentoryitems. In addition, ndestsare conducted

on contractor records to ensure that they are accuwéide the contractor does conduct
inventory counts on a periodic basis, any adjgsttsto records are made by the contractatsat
discretionwithout FTC knowledge or agreement

Sound internal controls require adequate aghtsand separation of dutie®/ithout adequate
oversight, the contractor can alter records aodld commit faud without detectionThis
vulnerability was created when management first established a warehouse operation and
contractually assiged responsibility for warehouse accountability and operatemtgelyto the
contractor.Without adequate oversightie FTC is susceptible to waste, fraud or abumsethe
contractorgoing undetected.

Note - During FY 2011, the warehouse contractostalled a new software program to track
inventory. This software is an efifie-shelf program that is designed for invegtaccountability
and includes the ability to track items using a-tx@ate scanner. The warehouse contractor has
begun using thesoftware; however its usewas limited to tracking quantities of items and
assigningbar codes to specific products.

Recommendation4:

a. Evaluate and instaihventory softwardsuch as ofthe-shelf software that the contractor
is using) to track all warehouse items such dsrniture, supplies, equipment and
publications. This includes recording all information aboutitam, such as date of
purchase and cost, and utilizing {wading technology to track item$he FTC should
consider the network version of amventory softwargrogram that woulde available
on a shared server with access by FTC and contractor pefsdpecific access
privileges such as recording and changitite database recomshould be assigneth

FTC/OIGAR 11-004
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specificuses by their job functionIn addition,access privilegeshould be assigned to
implement separation of duties such iagial recording of iems, issuance of items,
adjustments to inventory amounts, etc.

b. FTC personnel shouldooduct periodic inventory counts at the warehouse to verify
contractor records.Any variances should be investigated and adjustments made to the
official records to enge that inventory amounts are accurate.

Finding 51 Warehouse Shelf Space iBtiliz ed at about 60Percent

Our analysis of shtlspaceat the warehouse indicatesutilization of about 60percentof

capacity. The warehouse is generally organizediteyn type such as furnitureffice supplies,
publications and equipment separated into aisles. Most aisles have 4 to 5 shelves. Because
many shelves were either not used at all or had limited number of items on a shelf, we estimated
that approximately @percentof the overall shelf space was not used.

With a large amount ofxcess shelf space available, there is no incentive to consolidate items
and shrink the size of the warehous®lanagement should discuss shelf utilization with the
contractor toensure that the warehouse is used as efficiency as possible. In additiotihew
warehouse lease expiring in March of 2012, the FTC should evaluate their needs and determine
if a 22,000 square foot warehousestdl warranted.

Recommendation 5

Consolidate all items in the warehouse to reduce space requirements.

Recommendation 6

Based on actions taken in recommendations 1, 2, and 5, assess the amount of square footage
needed for storage and determine if a smaller warehouse could be leased at a reduced cost.
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Management Comments

Management agreed principlewith our findings andhas planned or initiated corrective actions

on all recommendations. Managemdrds also established a timetable for completion of the
recommendations within the next six months. Their plans inclug®slig or recycing excess,

agedor expired items in the warehouskn addition, actions were taken to bar code accountable

IT inventory, assess additional inventory software for tracking all supplies and invetdgory

stored at the warehouse, and conduct a physical inventory cfra$f in the warehousEinally,
management directed the warehouse contractor to consolidate items in the warehouse for more
efficient utilization of space.

OIG Response

We believe management 6s response rmpovemtarnal r e com
controls at the warehouse and establish accountability over all items located at the warehouse. In
addition, the use of inventory tracking software should provide timely information to managers
enabling them to better utilize items stored at wWerehouse, reduce costs and waste, and
improve overall warehouse operations.

Management has indicated that they have assessed and concluded that the need for the current
sized warehouse is justified. Whi | entinteitee O1 G
believe that the future need of the warehouse will be significantly reduqasksibly eliminated

when the FTC moves to other office space, especiadigiditionalstorage space can be acquired

at that location. Management should continueassess its storage needs sammually to
determine if it is cost effective to eliminate or move to a smaller warehouse.

FTC/OIGAR 11-004
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ABBREVIATIONS USED IN THIS REPORT

ABA
FTC
FY
IG
OIG

American Bar Association
Federal Trade Commission
Fiscal Year
InspectorGeneral

Office of Inspector General
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EXHIBIT A T SUMMARY OF WAREHOUSE ACTIVITY

Figure 3: Summary of Overall Warehouse Activity

Category Number of Requests Percent Quantity Requested Percent
Office Supplies 1012 52.90% 5141.0 68.26%
Publications 350 18.30% 983.0 13.05%
Furniture 445 23.26% 681.0 9.04%
ComputerEquipment 85 4.44% 556.0 7.38%
Carpet & Glue 12 0.63% 1085 1.44%
Other 2 0.10% 39.0 0.52%
Child Care 7 0.37% 23.0 0.31%
Totals 1913 100.00% 7531.5 100.00%

Activity April 2010 to March 2011

Figure 4: Summary of Office Supplies

Description Number of Requests Percent Quantity Requested Percent
Paper 704 69.70% 3593. 69.92%
Burn Bags 23 2.28% 366. 7.12%
Acco Folders 42 4.16% 281. 5.47%
Toner 71 7.03% 321. 6.25%
Record Boxes 11 1.09% 224, 4.36%
Envelopes 17 1.68% 48. 0.93%
Manila Folders 27 2.67% 47. 0.91%
Packing Boxes 14 1.39% 27. 0.53%
Writing Pads 16 1.58% 25. 0.49%
File Folders 9 0.89% 24. 0.47%
Binders 15 1.49% 25. 0.49%
Other 61 6.04% 158. 3.07%
Totals 949 100% 4981 100%

Activity April 2010 to March 2011

FTC/OIGAR 11-004



EXHIBIT B T MANAGEMENT RESPONSE

To:

space.

1.

United States of America
Federal Trade Commission
Washington, D.C. 20580

Office of the Executive Director

September 1, 2011

MEMORANDUM

John M. Seeba
Inspector General

From: Sherry Greulich~_
Director, Administrativey Services Office
Subject: Response to the Draft Audit Report AR 11-004 — Audit of the Federal Trade

Commission Warehouse

BACKGROUND

On August 11, 2011, the Office of the Inspector General (OIG) issued a Draft Audit Report on
the Federal Trade Commission (FTC or Commission) Warehouse. The Audit Report identified
deficiencies and opportunities for improvement in the FTC’s operations of its leased warehouse

Further, the OIG recommended that the Administrative Services Office (ASO) take the

following courses of action as a remedy:

Evaluate all items in the warehouse for current need and obsolescence. Discard, excess,
or recycle all items no longer needed for utilization in the agency.

Determine optimum stock levels for each item maintained in the warehouse. Determine
reorder points to replenish stock and maintain adequate quantities on-hand.

Analyze current usage patterns of office supplies to assess the economy of buying and
storing large quantities of items.

Evaluate alternative methods of purchasing and delivery of paper and the need to store
bulk paper at the warehouse.

Deploy and fully utilize inventory software to track all furniture, supplies, equipment and
publications. This includes recording all information about an item such as date of
purchase and cost, and utilizing bar-coding technology to track items, establishing
minimum stock levels and reorder points.
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6. FTC personnel should conduct independent, periodic inventory counts at the warehouse
to verify contractor records. Any variances should be investigated and adjustments made
to the official records to ensure that inventory records are accurate.

7. Consolidate items and utilize shelf space more efficiently for all items in the warehouse
to reduce space requirements.

8. Based on actions taken in the seven recommendations above, assess the amount of square
footage needed for storage and determine whether a smaller warehouse could be leased at
areduced cost.

This memorandum responds to the OIG’s audit recommendations, outlines the actions that ASO
and the Office of the Chief Information Officer (OCIO) have taken and actions planned on each
item listed above, and provides proposed completion dates. ASO manages the warehouse lease
and is responsible for furniture, office supplies, and publications stored at the warehouse; OCIO
is responsible for all information technology (IT) equipment.

FTC ACTION PLAN

Action Item 1: Evaluate all items in the warehouse for current and/or future need.
Discard or excess items no longer needed by the Commission.

Staff from ASO and OCIO visited the warehouse on several occasions over the past month to
evaluate all furniture, office supplies, publications, and IT equipment for current and future need
and obsolescence. At ASO’s direction, the warehouse contractor, MSTI, has moved all obsolete
furniture, determined to be broken or damaged, to a central location in the warehouse.
Removing these items carries a high cost. Hence, there is a supply of broken, damaged, and/or
obsolete items on the warehouse shelves. As soon as ASO identifies a sufficient quantity of
items as excess to justify the expense, we will rent a dumpster and remove these items from the
Commission’s inventory. We estimate that this will be completed by November 1, 2011.

ASO is also in the process of identifying excess furniture in the warehouse with value, and thus,
technically still useable. As noted in the OIG’s Audit Report, the FTC has approximately 129
older leather (circa 1969), fabric or antique chairs that are rarely utilized by the agency. In fact,
the OIG’s audit found that only two of these older chairs were used between April 2010 and
March 2011. We plan to excess as much of this furniture as possible while still being able to
meet the FTC’s needs. Our initial estimate is 90% of this furniture may be removed from our
inventory and sent to a General Services Administration (GSA) warehouse. ASO is drafting a
memorandum of understanding with GSA to include the transfer of furniture. However, since
the FTC must pay for each truckload of items sent to the GSA warehouse, ASO plans to wait
until we identify enough items for excess to fill an entire truck. We estimate that this will be
completed by November 1, 2011.

ASO’s inventory revealed outdated office supplies, publications and shipping envelopes known
as “jiffy bags” that have exceeded their shelf life. As referenced in the Audit Report, there is a
pallet of the American Bar Association Antitrust Law Developments (4™ Ed.) that was published
in 1997 located in the warehouse. All of these obsolete supplies are scheduled to be discarded by
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