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OFFICE OF THE
UTAH STATE AUDITOR

November 17, 2014

The Office of the Utah State Auditor has conducted A Limited Performance Audit of the Department
of Alcoholic Beverage Control and presents its findings herewith. These audit procedures were
done in accordance with Utah Code, Section 32B-2-302(3) which states:

Every two years, beginning fiscal year 2013-14, the state auditor shall conduct an audit of
the department’s:

(a) Management operations, best practices, and efficiency; and
(b) Ethics and statutory compliance

Audit work at the Department of Alcoholic Beverage Control (DABC) was performed during January
through March 2014 and included the following:

e Review of DABC inventory management metrics, specifically turn rates by retail store

e Survey of DABC retail store clerks and analysis of responses

e Review of DABC policy regarding retail store management and training

e Review of DABC retail clerk training materials

e Review of DABC expenditures/inventory purchases from July 1, 2012 to December 9, 2013

e Determination of IRS rules for “independent contractor”

e Review and examination of the licensing process, quota determination, and enforcement of
complaints against licensees.

While we had no significant concerns, DABC may benefit from future audits looking more closely at
these processes. Regarding the internal audit program at DABC, we recognize DABC’s efforts in
establishing a new internal audit function that appears to provide the intended support to DABC.
Future in-depth review of this function may be valuable to DABC’s executive management.

We recognize and appreciate the cooperation of DABC during the audit. Ongoing review as statute
requires will continue to provide DABC with valuable feedback to increase efficiency and
effectiveness of operations.

Sincerely,

Heee o Colon s
Hollie Andrus, CPA
Audit Director
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Executive Summary

The Department of Alcoholic Beverage Control (DABC) is statutorily required to be audited
every year. This report provides recommendations in three areas to improve DABC efficiency,
effectiveness, and compliance with law. Each area is outlined below.

Inventory Management

Certain metrics such as inventory turn ratio may indicate success or areas of improvement in
inventory management. An analysis of DABC’s turn ratios for FY13-FY14 shows that while many
stores have increased their turn rates, most still have not reached the benchmark goal
indicated by DABC management. Inventory analysis also showed that some products are not
properly marked with both the UPC and CSC codes, as required by DABC policy. Proper
inventory marking will improve efficiency of operations and accuracy of inventory
management.

Retail Store Management

A survey of DABC retail clerks suggests areas for improvement in retail management such as
communication with management, addressing poor performance, and adjusting compensation
to match market comparisons. Feedback from the survey suggests that addressing these areas
may improve employee morale as well as decrease a high turnover rate of part-time
employees. While such a high turnover rate can indicate issues of low morale and job
satisfaction within DABC, it also may increase training costs to DABC and decrease retail
operations efficiency.

Independent Contractor Classification

A review of DABC expenditures from July 1, 2012 to December 9, 2013 for compliance with
procurement and purchasing policies revealed potential issues with employee classification.
According to IRS guidelines for employee versus independent contractor classification, it
appears DABC contracts with security guards should be clarified to more accurately reflect an
appropriate employment relationship for tax purposes.
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Inventory Management

Certain metrics such as inventory turn ratio may indicate success or areas of improvement in
inventory management. An analysis of DABC's turn ratios for fiscal year 2013 (FY13) to fiscal
year 2014 (FY14) shows that while many stores have increased their turn rates, many still have
not reached the benchmark goal indicated by DABC management. (See Appendix A for more
detailed technical analysis.) Improved inventory management will increase turn rates and
reduce carrying costs. Inventory analysis also showed that some products are not properly
marked with both the UPC and CSC codes, as required by DABC policy. Proper inventory
marking will improve efficiency of operations and accuracy of inventory management.

Turn Rate of Inventory an Indicator of Effective Inventory Management

The inventory turn ratio! is defined as how many times the entire inventory of an individual
retail store? has been sold during any given month. This number shows how well DABC
manages its inventory levels and how frequently it reorders inventory. According to the store
checklist regional managers use on their monthly visits to DABC retail stores, inventory levels
should be controlled to one turn per month.

Our analysis includes monthly store turn reports obtained from DABC for FY132 and FY14%. A
comparison of the individual store average turn ratio shows that 38 of the 44 retail stores
improved their inventory turn ratio from FY13 to FY14 (see Figure 1.1).

Figure 1.1 Retail Store Turn Rate Progress FY13 to FY14

Increase** 38 86.4% 86.8%
Decrease*** 6 13.6% 13.2%
Total 44 100.0% 100%

*Comparison of average turn rates FY13 to FY14
**Range of 0.02 to 0.21 increase
**¥*Range of 0.00 to 0.17 decrease

1 DABC applies the following equation to each individual retail store on a monthly basis, “Net Retail divided by the
average of the Beginning and Ending Retail equals the Inventory Turn Ratio.”

2 There are a total of 44 retail stores made up of 2 club stores, 15 wine stores, and 27 liquor stores located
throughout Utah. Note this does not include package agencies or the central warehouse operation.

3 Covers time period July 1, 2012 to June 30, 2013.

4 Covers time period July 1, 2013 to February 28, 2014.
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Additionally, our analysis of average monthly store turn reports for FY14, found that only 13 of
the 44 retail stores, or 31.8%, meet DABC’s benchmark goal of one turn per month as outlined
in the “Store Checklist” criteria. The remaining 30 retail locations, or 68.2%, do not on average
currently meet the benchmark (see Figure 1.2). While we believe one turn per month appears
to be a reasonable goal at present, with better inventory management this goal could be
increased over time. Rather than simply replenishing inventory, DABC may improve inventory
turns by considering more frequent shipments of high-demand product (e.g. bi-weekly
shipments instead of weekly), or reducing inventory of low-demand product which will create
more available space for high-demand product.

Figure 1.2 Turn Rate Benchmark FY14

Yes** 14 31.8%
No*** 30 68.2%
Total 44 100.0%

*Average of 1 turn per month for FY14
**Range of 1.01 to 1.68 turns
***Range of 0.27 to 0.90 turns

Figure 1.3 shows the lowest and highest average turn rates, ranging from 0.24 in the Hurricane
store to 1.88 in the 4" South store (SLC).

Figure 1.3 Lowest and Highest Average Turn Rates by Store
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The five lowest turning retail stores have an aggregate February 2014 ending inventory of
approximately $4.5 million with $1.7 million February sales. The remaining $2.8 million of
inventory that did not turn in February will remain in these retail stores for an average of two
more months. This excess retail store inventory ties up retail storeroom space and shelf space,
may demand larger stores over time, and may increase DABC’s inventory carrying costs over
time. Furthermore, it is possible some products in this remaining inventory may be in demand
at other DABC retail stores leading to lost sales because the inventory is in the wrong place. We
understand the need for a wide variety of product at the stores; nevertheless, care should be
taken to ensure that the right products are in the right store in the right quantity. This is
demonstrated by each store meeting the goal of at least one inventory turn per month.

To analyze the DABC inventory management system at a product level, we pulled around 14
million records containing beginning inventory amounts, shipping data, sales volumes, and
adjustments by store or warehouse location. This indicated at a product level, the movement,
location, and ultimate sale of the inventory processed by DABC for FY13. This data was
benchmarked against DABC reports to ensure accuracy.

As exhibited in Figure 1.4, there is a broad range of time that products remain in the DABC
inventory system ranging from less than a week to more than a year.

Figure 1.4 Inventory Turn Rate by Product by Store, FY 2013
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This figure also shows the vast difference in inventory turnover between stores. For example,
approximately 90% of inventory at Store #09 (Murray) turns at least once a month. Conversely,
approximately only 40% of inventory at Store #42 (Hurricane) turns at least once per month
with approximately 30% turning less than once a year.

There are 8,172 Stock Keeping Units (SKUs) in DABC’s inventory system. The average turn rate
of the SKU across all stores was calculated, and then the SKUs were sorted and assigned a place
in the percentile distribution of SKUs (Figure 1.5). The chart below demonstrates that 75% of
SKUs in DABC’s retail stores turn less than once a month. Converting from an inventory
replenishment system to a service level/lowest cost inventory computation will improve the
turn rate of the majority of SKUs, which in turn will improve the average turn rate of each retail
store (Figure 1.4).

Figure 1.5 SKU Annual Turn Percentile, FY 2013
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During our audit it was apparent that DABC’s current inventory management system is not
being used properly. Each DABC retail store appears to be using the system in its own unique
way, leading to no commonality between stores. Therefore, many retail stores are not meeting
the standard of one turn per month set forth by DABC policy. We recommend that DABC
identify ways to better manage inventory to meet the monthly benchmark goal such as the
following:

e |dentify best practices from stores that are turning product more successfully and share
these practices with store managers in a collaborative effort to improve management
strategies.

e Convert from an inventory replenishment system based on days of supply rules to a
service level/lowest cost inventory computation. This could allow for better use of
scarce space within stores.
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e Consider smaller, more frequent shipments (i.e. more than once per week).

Control States Code (CSC) and Universal Product Code (UPC)

During our inventory analysis we noted that 4,951 of the 10,085 different Control States Codes
(CSC) do not have a corresponding Universal Product Code (UPC). As per DABC policy 08-05,
“All listing requests shall include the new item form, the assigned Control States Code (CSC) and
Universal Product Code (UPC), or have an assigned CSC and UPC within 30 days after successful
listing.” These two codes are used in DABC warehouse operations (receiving, picking, shipping)
and retail operations (receiving, product placement, point of sale) to ensure the proper
quantity in DABC Inventory System. The statement below was taken from the DABC “Store
Employee Handbook” and states the importance of these two codes.

Another code the department uses is the UPC, or Universal Product Code. This is a
number which appears in the form of a bar code found on nearly every product on
the market. Some small wineries do not put UPC bar codes on their labels, but their
wines are usually found only in the specialty wine stores. When the bar codes are
scanned at the checkout stand, the store computer translates the UPCs into CSC
numbers. (pg. 14)

Some CSC as well as UPC numbers will change due to new vintages, new bottle
designs, conversion from glass to plastic containers and other reasons. While
scanning a bottle, if the UPC appears to be different from the one in the inventory
file, immediately bring this problem to the attention of the store manager. (pg. 15)

If inventory is not clearly marked with the proper CSC and UPC code, the possibility of
processing errors increases. These errors directly impact the quantity on hand of a product
listed in DABC inventory and can lead to either excesses or shortages, resulting in delays if a
reorder is necessary. DABC could implement a CSC/UPC compliance program with its suppliers
and levy financial penalties for noncompliance. This may ensure future compliance with DABC
carton and product labeling policies.

We recommend that DABC adhere to its policy by requiring that all products are properly
marked with both UPC and CSC codes to improve accuracy of inventory.

Office of the Utah State Auditor Page |13



Recommendations

1. We recommend that DABC identify ways to better manage inventory to meet the
monthly benchmark goal for retail store inventory turnover such as the following:

0 ldentify best practices from stores that are turning product more successfully
and share these practices with store managers in a collaborative effort to
improve management strategies.

0 Convert from an inventory replenishment system based on days of supply rules
to a service level/lowest cost inventory computation. This could allow for better
use of scarce space within stores.

0 Consider smaller, more frequent shipments (i.e., more than once per week).

2. We recommend that DABC adhere to its policy by requiring all products to be properly
marked with both UPC and CSC codes to improve accuracy of inventory.
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Retail Store Management

A survey of DABC retail clerks suggests areas for improvement in retail management such as
communication with management, addressing poor performance, and adjusting compensation
to match market comparisons. Feedback from the survey suggests that addressing these areas
may improve employee morale as well as decrease a high turnover rate of part-time
employees. While such a high turnover rate can indicate issues of low morale and job
satisfaction within DABC, it also may increase training costs to DABC and decrease retail
operations efficiency. DABC management may benefit from tracking employee turnover rates
and determining an acceptable level of turnover to meet its retail operational needs.

Employee Survey Suggests Areas of Improvement

To better understand the employees’ experiences and perspectives, we administered a survey
to 450 DABC retail store clerks. We administered the survey through regular mail via the U.S.
Postal Service because DABC store clerks are not issued email addresses. We received 152
responses upon which our analysis is based. Appendix B contains a summary of all responses.
The survey was designed to obtain feedback on retail store management practices, employee
morale, awareness of fraud, discrimination, and other indicators of job satisfaction.
Respondents were promised anonymity in an effort to solicit honest responses without fear of
retaliation. We recognize that results may be biased towards employees that feel strongly
about their jobs, both positively or negatively, as these employees were more likely to take the
time to answer questions and mail it back. Certain demographic factors of the respondents are
identified in Figure 2.1.

Fiiure 2.1 Employee Survey Demoiraphic Results

Male 53%

What is your gender? Female 44%
Decline to Say 2%

18-25 6%

26-35 14%

36-45 9%

What is your age?

46-55 24%

56-65 32%
65+ 14%

Less than 6 months 13%
6 months — 1 year 11%
How long have you worked for DABC? 1-3years 24%
3 -5 years 13%
More than 5 years 39%

Source: OSA Analysis of Employee Survey
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The majority of responses reflected positive feedback about employees’ experiences, although
some areas showed room for improvement. For example, the employee survey addressed
several of the concepts mentioned in DABC’s Store Manager Handbook which states:

Low morale and lack of motivation among the employees are usually indicative of a
store where little or no communication takes place between the store manager and the
employees. A good manager will solicit ideas and suggestions from the employees as
well as keeping them informed of current events. Communication is key to preventing
and resolving conflicts at the workplace.

The responses to the statements on employee morale and communication are summarized in
Figure 2.2.

Figure 2.2 Employee Survey Results Regarding Morale and Communication
Survey Question Response
Strongly or Somewhat Disagree 42%
The morale in my department is high. Neutral 10%
Strongly or Somewhat Agree 48%
Strongly or Somewhat Disagree 40%

Employees are recognized and valued as

. Neutral 10%
individuals and team members. °
Strongly or Somewhat Agree 50%
Strongly or Somewhat Disagree 36%
| feel encouraged to cor:ne up with neV\{ and Neutral 25%
better ways of performing my responsibilities.
Strongly or Somewhat Agree 39%
Strongly or Somewhat Disagree 41%
DABC understands its retail customer needs. Neutral 16%
Strongly or Somewhat Agree 43%
Strongly or Somewhat Disagree 37%
There is good communication from managers Neutral 8%
to employees.
Strongly or Somewhat Agree 55%

Source: OSA Analysis of Employee Survey

While it appears that more than half of respondents agree (55%) that good communication
exists from managers to employees, there is room for improvement in this area. As the
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handbook states, communication directly affects the morale and motivation of employees. Our
analysis of survey results showed a direct relationship between the length of an employee’s
tenure and the employee’s disagreement with the questions in Figure 2.2. Feedback from
employees suggests that DABC retail stores run their operations independently of each other
(i.e. a store in Utah County may run things differently than a store in Salt Lake County).
Increased communication from DABC administration towards retail store managers and store
employees may increase efficiency and also improve employee morale. Increased
communication between store managers may also provide managers with ideas for best
practices that could improve store performance and employee morale. We recommend that
DABC consider implementing more standardized operations for retail store management across
the state including collaboration and communication of best practices for store managers.

Significantly Higher Turnover Rates for Entry-level Clerks

Almost half (42%) of respondents disagree that morale is high in the retail store environment.
Based on feedback from store employees, it appears that one reason for low morale is a
perception of compensation. DHRM classifies retail clerks in two categories:

e Retail Clerk | - $8.60 hourly wage (part-time, less than 30 hrs/wk, no benefits)
e Retail Clerk Il - $9.60 hourly wage (full-time, benefits)

Almost 80% of DABC retail clerks are Retail Clerk | positions, while the remaining 20% are Retail
Clerk Il positions. Due to the ratio of full-time clerks to part-time clerks in retail stores, upward

mobility for Retail Clerk | positions is not readily available unless a Retail Clerk Il position opens
up. Figure 2.3 shows the turnover rate for all retail clerks combined, while Figure 2.4 shows the
difference between full- and part-time employees.

Figure 2.3 DABC Retail Sales Clerk Turnover Rates by Fiscal Year
500
450 432 429

400 374 L -

350 — - - 1 3 1 — . —
B # of Retail Clerk Terminations

250 228 P 236 4 of Retail Clerks

205

200 (as of Aug 1 each year)

0,

150 % Turnover

100
50

0

2011 2012 2013

Source: DHRM Analysis
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Figure 2.4

DABC Retail Sales Clerk Turnover Rate by Position.
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Part-time retail clerks have a substantially higher turnover rate than full-time clerks. Many
survey responses cited low pay as a reason for job dissatisfaction. Some employees indicated
that the requirements of the job, such as checking identification, screening for intoxication, and
refusing sales, warrant higher pay. The significantly lower turnover rate in Retail Clerk Il
positions suggests that an increase in pay and/or benefits may be a factor in decreasing the
high turnover rate of part-time clerks. A Benchmark Market Comparability Report, issued by
Utah’s Department of Human Resource Management, indicates that Retail Clerk | is below the
salary range midpoint by 7% and below the average salary by almost 16% when compared to
similar local jobs in the private sector.

While such a high turnover rate can indicate issues of low morale and job satisfaction within
DABC, it also may increase training costs for DABC and decrease retail operations efficiency. As
DABC moves towards more standardized management operations across retail stores, we
recommend that DABC management track employee turnover rates and determine an
acceptable rate that meets their retail operational needs. We also recommend that DABC
consider a mechanism, such as an exit survey, to collect data about employee morale and

turnover.
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Performance Review Process

DABC Store Manager Handbook states:

Although DHRM has mandated that a formal performance review be conducted
on an annual basis, employee evaluation should be viewed as on ongoing process
instead of a once a year event. Every employee should, at the minimum, receive a
quarterly informal review.

In response to the employee survey statement, “Poor performance is effectively addressed
throughout DABC,” 41% of respondents disagreed with the statement, 37% of respondents
agreed with the statement, and 22% of respondents were neutral. This suggests that
management may improve operational effectiveness and employee productivity by better
addressing poor performance as policy suggests. We recommend that DABC management
adhere to department policy regarding the performance review process to improve poor
performance among employees.

Recommendations

1. We recommend that DABC consider implementing more standardized operations for
retail store management across the State, including collaboration and communication of
best practices for store managers.

2. We recommend that DABC management track the changes in employee turnover rates
and determine an acceptable rate that meets its retail operational needs and goals. We
also recommend that DABC consider a mechanism, such as an exit survey, to collect
data about employee morale.

3. We recommend that DABC management adhere to department policy regarding the
performance review process to improve poor performance among employees.
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Independent Contractor Classification

A review of DABC expenditures from July 1, 2012 through December 9, 2013 for compliance
with procurement and purchasing policies revealed potential issues with employee
classification. According to IRS guidelines for employee versus independent contractor
classification, it appears DABC’s contract with security guards should be clarified to more
accurately reflect an appropriate degree of control and independence.

Determination of Independent Contractors

We noted two examples where DABC entered into a contract with off-duty peace officers to
provide security services to a DABC store. Per review of the contract, DABC classifies these
security guards as independent contractors and does not withhold payroll taxes. We reviewed
the contract’s scope of work and compared it to the rules in “IRS publication 15-A Employers
Supplemental Tax Guide” to see if the security guards are properly classified as independent
contractors. Figure 3.1 describes the IRS guidelines for categories of control and independence
for independent contractors.

Figure 3.1 Common-Law Rules for Determination of Independent Contractor

Facts that show whether the business has a right
to direct and control how the worker does the
task for which the worker is hired include the

] type of:
Behavioral Control . . .
e Instructions that the business gives to the
worker.
e Training that the business gives to the
worker.

Facts that show whether the business has a right
to control the business aspects of the worker’s
job include:

e The extent to which the worker has
unreimbursed business expenses.

e The extent of the worker’s investment.

e The extent to which the worker makes his or
her services available to the relevant
market.

e How the business pays the worker.

e The extent to which the worker can realize a
profit or loss.

Financial Control
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Facts that show the parties’ type of relationship

include:

e Written contract describing the relationship
the parties intended to create.

e Whether or not the business provides the
worker with employee-type benefits, such as
insurance, a pension plan, vacation pay, or
sick pay.

e The permanency of the relationship.

e The extent to which services performed by
the worker are a key aspect of the regular
business of the company.

Type of Relationship

Per the guide, a worker is generally an employee if the business gives instructions about the
following:

e when and where to do the work,
e what tools or equipment to use, or
e what work must be performed by a specified individual.

Appendix C of this report contains “Attachment B: Scope of Work for Security Guards”
(Attachment B) of the DABC security guard contract. According to Attachment B.10.f., “Security
officers are entitled to a 30-minute paid lunch for every six hours worked if the officer remains
on store premises.” This example could suggest an employee relationship rather than an
independent contractor role. Conversely, the requirement listed in Attachment B.9. that
security officers “be armed and carry any less-than-lethal device,” may suggest a contractor
relationship because it requires the security officer to provide his/her own equipment. Figure
3.2 compares the IRS determinants for employees to the duties outlined in the DABC contract
for security guards.

Figure 3.2 Comparison of IRS Determinants for Employee Status vs
DABC Contract

The entity determines when and where the DABC specifies the store and working hours for

employee works. the security guards, including providing a paid 30
minute lunch for every 6 hours worked if the
officer remains on the store premises.

The entity determines what tools or equipment = DABC requires guards to be armed and carry any

the employee will use. less-than-lethal device deemed necessary to
exert the force necessary to control the
situation.
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The entity determines what work must be DABGC lists the duties to be performed, including:
performed. e Observe all persons on store premises for
activities that appear suspicious
e Assist in checking the identification of those
who appear suspicious
e Stay actively engaged in security duties to
deter possible problems at the store
e Detect parking lot violations
e Detect shoplifters
e Detain suspects for local police

Based on our review of the contract, it is unclear whether security guards are appropriately
classified as independent contractors. We recommend that DABC review IRS criteria and best
practices to determine how to classify security guards and, if necessary, revise the contracts in
guestion to ensure compliance with IRS guidelines regarding employees versus independent
contractors.

Recommendations

1. We recommend that DABC review IRS criteria and best practices to determine how to
classify security guards (employee versus independent contractor).

2. We recommend that DABC revise the contract for security guards to comply with IRS
guidelines accordingly.
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Appendix A

INVENTORY DATA ANALYSIS
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Inventory Data Analysis

DABC is tasked with selling alcoholic beverages to reasonably satisfy public demand for such
items using sound management principles and practices. DABC directs or operates a range of
transportation, warehousing, wholesale and retail operations. The Office of the Utah State
Auditor (Office) collected information from DABC’s information systems to ascertain the
effectiveness of the inventory management practices in comparison to standard industry

practices.

Data Collection

DABC staff transmitted 67 files to the Office containing nearly 3.5 gigabytes of information
representing inventory levels, shipping movements, weekly sales data, transfers and
adjustments for the stock of inventory in DABC's supply and distribution chain covering fiscal
year 2013 (July 2012 through June 2013). Daily sales information, at the transaction level, was
provided from February 2013 through June 2013. This detailed information was unavailable for
the entire fiscal year because it is purged from information systems after a period of time.

The Office constructed a unified SAS database containing the movement of all products from
the warehouse (or distributor) through final sale to customers. There were nearly 14 million
records represented in this data amounting to 2 gigabytes of data. The combined records
contained date of movement and product information (SKU and classification), in addition to
guantity and price data. The data was successfully compared to existing DABC summary
reports containing inventory, sales, and adjustment figures for accuracy.

SAS Code for the Creation of the Unified Database

*David Stringfellow - create data sets for DABC Analysis;
*Scott Parke placed files from DABC on relevant drives, he
got them from Kevin Perry 801-668-5849 and Chris
Christensen 801-977-6833;

libname s "H:\audit\ABC\2013\Data\sas";
libname abc "I:\Data\ABC";

%macro pull;

proc import out=s.transfer_2013in
datafile="H:\audit\ABC\2013\Data\Transfers IN all stores
FY2013.xlIsx" dbms=excel replace;

range="All Transfers INS"; getnames=YES; scantext=YES;

run;

/*proc import
out=s.transfer_2013out(where=(ADJ_RET”"=.) drop=F25-
F42) datafile="H:\audit\ABC\2013\Data\Transfers OUT all
stores FY2013.xIsx" dbms=excel replace;
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range="All Transer OutS$"; getnames=YES; scantext=YES;
run;*/

proc import out=s.transfer_2013outa
datafile="H:\audit\ABC\2013\Data\Transfers OUT all
stores FY2013a.xlIsx" dbms=excel replace;

range="All Transer Out$"; getnames=YES; scantext=YES;
run;

proc import out=s.transfer_2013outb
datafile="H:\audit\ABC\2013\Data\Transfers OUT all
stores FY2013b.xIsx" dbms=excel replace;
range="newS$"; getnames=YES; scantext=YES;

run;

data s.transfer_2013out;

set s.transfer_2013outa(in=in1)
s.transfer_2013outb(in=in2 rename=(STAT_DT=ADJ_DT
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DISP_TP=ADJ_TP QTY=ADJ_QTY RET=ADJ_RET
CST=ADJ_CST));
if in2 then SHIP_NUM=left(RTV_NUM);

run;

proc import out=s.adjust_2013
datafile="H:\audit\ABC\2013\Data\Adjustments

all stores FY2013.xIsx" dbms=excel replace;

range="Sheet1$"; getnames=YES; scantext=YES;

run;

proc import out=s.inv_2013begin
datafile="H:\audit\ABC\2013\Data\Begin

Inventory all stores FY2013.xlIsx" dbms=excel replace;

range="Sheet1S$"; gethames=YES; scantext=YES;

run;

proc import out=s.inv_2013end
datafile="H:\audit\ABC\2013\Data\End

Inventory all stores FY2013.xIsx" dbms=excel replace;

range="Sheet1$"; getnames=YES; scantext=YES;

run;

proc import out=s.ship_2013br
datafile="H:\audit\ABC\2013\Data\Beer

Shipments to all stores FY2013.xlIsx" dbms=excel replace;

range="new ObjectsS$"; getnames=YES; scantext=YES;

run;

proc sort data=s.ship_2013br;
by KEYREC_NUM RCV_DT PO_NUM PO_LN_SEQ_NUM
SKU_NUM;

run;

proc import out=s.ship_201207wh
datafile="H:\audit\ABC\2013\Data\July 2012

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;

proc import out=s.ship_201208wh
datafile="H:\audit\ABC\2013\Data\August 2012

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; getnames=YES; scantext=YES;

run;
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proc import out=s.ship_201209wh
datafile="H:\audit\ABC\2013\Data\September

2012 warehouse shipments all stores FY2013.xlsx"

dbms=excel replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;

proc import out=s.ship_201210wh
datafile="H:\audit\ABC\2013\Data\October

2012 warehouse shipments all stores FY2013.xlsx"

dbms=excel replace;

range="new ObjectsS$"; getnames=YES; scantext=YES;

run;

proc import out=s.ship_201211wh
datafile="H:\audit\ABC\2013\Data\November

2012 warehouse shipments all stores FY2013.xlsx"

dbms=excel replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;

proc import out=s.ship_201212wh
datafile="H:\audit\ABC\2013\Data\December

2012 warehouse shipments all stores FY2013.xlsx"

dbms=excel replace;

range="new ObjectsS$"; getnames=YES; scantext=YES;

run;

proc import out=s.ship_201301wh
datafile="H:\audit\ABC\2013\Data\January 2013

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;

proc import out=s.ship_201302wh
datafile="H:\audit\ABC\2013\Data\February

2013 warehouse shipments all stores FY2013.xlsx"

dbms=excel replace;

range="new ObjectsS$"; getnames=YES; scantext=YES;

run;

proc import out=s.ship_201303wh
datafile="H:\audit\ABC\2013\Data\March 2013

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;
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proc import out=s.ship_201304wh
datafile="H:\audit\ABC\2013\Data\April 2013

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;

proc import out=s.ship_201305wh
datafile="H:\audit\ABC\2013\Data\May 2013

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; getnames=YES; scantext=YES;

run;

proc import out=s.ship_201306wh
datafile="H:\audit\ABC\2013\Data\June 2013

warehouse shipments all stores FY2013.xIsx" dbms=excel

replace;

range="new ObjectsS$"; gethames=YES; scantext=YES;

run;

%mend;

%macro psales;

%do i=1 %to 49 %by 4;

%let j=%eval(&i+3);

%if &i=1 %then %do; %let a=1; %end; %else %do; %let
a=%eval(&a+1); %end;

proc import out=s.wsales_&a
datafile="H:\audit\ABC\2013\Data\Weekly Sales\week &i
to &j weekly rollup FY2013.xIsx" dbms=excel replace;
range="new ObjectsS$"; getnames=YES; scantext=YES;
run;

%end;

data s.wsales;

format YR 8. SUBCLASS_CD $6. SKU_NUM 8. STORE_CD
$2. WK_NUM 8. LN_TP $3. TOT_RET TOT_CST TOT_QTY
TOT_PROMO_RET TOT_PROMO_CST TOT_PROMO_QTY 8.;
delete;

run;

%do i=1 %to 13;

proc append base=s.wsales data=s.wsales_&i ;
run;

%end;

%mend;
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%macro pdaily(P);

data s.dsales_&P;
infile "H:\audit\ABC\2013\Data\Daily Sales Feb 4 to June
30\2013_&P._PIPE_SA_TRN.txt" dim="," dsd truncover
firstobs=2 Irecl=117 termstr=LF;
input TRN_DT :mmddyy10. SKU_NUM :best12. STORE_CD
:S4. TRN_TP :$3. QTY :best12. EXT_PRC :best12. EXT_CST
:best12. EXT_CST_RMA :51. ITM_CD :best12.
PROCESSED_FLAG :51. EXT_PROC :$1.
ORIGIN_CD :$3. PRC_TP :S3.
INS_DT_TIME :ANYDTDTM40. INV_STORE_CD
:$4. PC_NUM :best12. CUST_CD :best12. TRN_NUM
:best12. TERM_NUM :best12. DA_TP:S1,;
STORE_CD=substr(STORE_CD,3,2);
INV_STORE_CD=substr(INV_STORE_CD,3,2);
format TRN_DT date9. INS_DT_TIME datetimel6.
STORE_CD $2. INV_STORE_CD;

run;

data s.dtrans_&P;
infile "H:\audit\ABC\2013\Data\Daily Sales Feb 4 to June
30\2013_&P._POS_TRN_Line.txt" dim="," dsd truncover
firstobs=2 Irecl=100;
input TRN_DT :mmddyy10. TRN_TIME :8. STORE_CD :$4.
TERM_NUM :8. TRN_NUM :8. LN_SRT :8. LN_NUM :8.
LN_GRP :8. LN_TP :$3.

AMT :best12. STAT_CD :$1. SKU_NUM :best12.
QTY :8. VOID :51. TAX_OVR :S1. EMP_INIT_MAN :51.
ADJ_CD :S1. EFF_AMT :8.2;
STORE_CD=substr(STORE_CD,3,2);
format TRN_DT date9. STORE_CD $2.;

run;
%mend;

%macro combine;

data x;

Y=2012;

do i=7 to 18;

if i>12 then do;
Y=2013;

i*1;

m=put(j,z2.);
text="s.ship_"| |compress(Y)| |compress(m)| | "wh";
output;

end;

else do;
m=put(i,z2.);
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text="s.ship_"| |compress(Y)| |compress(m)| | "wh";
output;

end;

end;

run;

proc sql noprint;

select TEXT into :SHIPS separated by " "
from X;

quit;

data s.ship_2013;
set &SHIPS;

run;

proc datasets lib=s;
modify adjust_2013;
format ADJ_TIME time8.;

run;

quit;

%mend;

%macro plist(FY,name,sheet);
proc import out=s.pinfo&FY
datafile="H:\audit\ABC\2013\Data\&NAME" dbms=excel
replace;
range="&sheet"; getnames=YES; scantext=YES;
run;
%mend;

%macro warinv;
proc import out=s.warefy13 b

datafile="H:\audit\ABC\2013\Data\Warehouse_Inv_END_

FISCAL_YEAR_2012.xlIsx" dbms=excel replace;
range="END_FISCAL_YEAR_1$"; getnames=YES;
scantext=YES;

run;

proc import out=s.warefy13
datafile="H:\audit\ABC\2013\Data\WHS.RCV_FY2013.xls"
dbms=excel replace;

range="Sheet 1S"; getnames=YES; scantext=YES;

run;

%do NQ=1 %to 4;

%do NM=1 %to 6;

%if &NQ=1 %then %let FN=JUL-12_SEP-12;
%if &NQ=2 %then %let FN=0OCT-12_DEC-12;
%if &NQ=3 %then %let FN=JAN-13_MAR-13;
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%if &NQ=4 %then %let FN=APR-13_JUN-13;

proc import out=warefy13_Q&NQ._&NM
datafile="H:\audit\ABC\2013\Data\WHS.RCV_LN_FY2013_
&FN..xIs" dbms=excel replace;

range="Sheet &NMS"; getnames=YES; scantext=YES;

run;

%if &NQ=1 and &NM=1 %then %do;
proc datasets lib=s noprint;

delete warefy13_D;

run;

quit;

%end;

proc append base=s.warefy13_D
data=warefy13_Q&NQ._&NM(where=(RCV_DTA"=.));

run;

%end;
%end;

proc means data=s.warefy13_b noprint;

where SNAP_DT="01JUL2012"d and LOC_CD=.;
class SNAP_DT SKU_NUM /missing;

types SNAP_DT*SKU_NUM;

output out=s.warefy13_btsku(drop=_TYPE_ _FREQ_
rename=(SNAP_DT=DATE SKU_NUM=SKU))
sum(AVAIL_QTY)=Q;

run;

proc sort data=s.warefy13_d;
by KEYREC_NUM RCV_DT PO_NUM PO_LN_SEQ_NUM
SKU_NUM;

run;

data shipb(drop=KEYREC_NUM PO_NUM);

fomrat KRN 8. PN best12.;

set s.ship_2013br(keep=RCV_DT KEYREC_NUM PO_NUM
PO_LN_SEQ_NUM SKU_NUM);

KRN=KEYREC_NUM;

PN=PO_NUM;

run;

data s.warefy13_du(drop=PO_NUM SHIP_NUM
PO_LN_SEQ_NUM SHIP_LN_SEQ_NUM
rename=(SKU_NUM=SKU RCV_QTY=Q RCV_DT=DATE));
format RECORD $8. RCV_DT DATES. KEYREC_NUM
PS_NUM LINE_SEQ 8.;
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merge s.warefy13_d(keep=RCV_DT KEYREC_NUM

PO_NUM SHIP_NUM SKU_NUM RCV_QTY

PO_LN_SEQ_NUM SHIP_LN_SEQ_NUM SUBCLASS_CD)
shipb(in=in2 rename=(KRN=KEYREC_NUM

PN=PO_NUM));

by KEYREC_NUM RCV_DT PO_NUM PO_LN_SEQ_NUM

SKU_NUM;

if in2 then RECORD="2.SHIPB";

if PO_NUMA=. then do; SIGN=1; PS_NUM=PO_NUM,;

LINE_SEQ=PO_LN_SEQ_NUM; end;

if SHIP_NUMA=. then do; SIGN=-1; PS_NUM=SHIP_NUM,;

LINE_SEQ=SHIP_LN_SEQ_NUM:; end;

run;

proc sort data=s.warefy13_du;
by KEYREC_NUM DATE PS_NUM LINE_SEQ SKU;

run;

data s.warefy13_du;

set s.warefy13_du;

by KEYREC_NUM DATE PS_NUM LINE_SEQ SKU;
if first.SKU”=1 or last.SKU”*=1 then DUP="Y"; else
DUP="N";

if first.SKU=1 then ORD=1;

run;

proc means data=s.warefy13_du(where=(ORD=1 and
RECORD”="2.SHIPB")) noprint;

class DATE SKU SIGN /missing;

types DATE*SKU*SIGN;

output out=s.warefy13_dtsku(drop=_TYPE_ _FREQ_
rename=(TQ=Q)) sum(Q)=TQ;

run;

data abc.warehouse;
set s.warefy13_btsku (in=inl) s.warefy13_dtsku (in=in2);
if in1=1 then SIGN=1;

run;

proc sort data=abc.warehouse;
by SKU DATE;

run;
%mend;

%pdaily(02);
%pdaily(03);

%pdaily(04);
%pdaily(05);
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%pdaily(06);

%pull;

%psales;

%combine;

%warinv;
%plist(fy13,ProductList.xlsx,Pricelist$);
%plist(fy14,product info.xlsx,Sheet1$);

%macro createdb;

%let ufmt=format RECORD $8. YEAR 8. MONTH 8. WEEK 8.
DATE date9. TIME time8.0 SKU 8. STORE z2. TYPE $4.
CLASS S6. ORD 8. SHIP 8. PAL 8. SIGN 8. Q commal6.0 P
dollar16.2 C dollar16.2;

%let ukp=keep=RECORD YEAR MONTH WEEK DATE TIME
SKU STORE TYPE CLASS ORD SHIP PALSIGN QP C;

%let WAL=U;

%let WVL=26;

/* alternative month

if month(DATE)>=7 then MONTH=sum(month(DATE),-6);
if month(DATE)<7 then MONTH=sum(month(DATE),6);*/
%macro makemonth;

if WEEK>=1 and WEEK<5 then MONTH=1;

if WEEK>=5 and WEEK<10 then MONTH=2;

if WEEK>=10 and WEEK<14 then MONTH=3;

if WEEK>=14 and WEEK<19 then MONTH=4;

if WEEK>=19 and WEEK<23 then MONTH=5;

if WEEK>=23 and WEEK<27 then MONTH=6;

if WEEK>=27 and WEEK<32 then MONTH=7;

if WEEK>=32 and WEEK<36 then MONTH=8;

if WEEK>=36 and WEEK<40 then MONTH=9;

if WEEK>=40 and WEEK<44 then MONTH=10;

if WEEK>=44 and WEEK<49 then MONTH=11;

if WEEK>=49 then MONTH=12;

%mend;

data binv(&ukp);

&ufmt;

set s.inv_2013begin;

RECORD="1.BINV";

YEAR=year(COUNT_DT);

if month(COUNT_DT)>=7 then
WEEK=sum(week(COUNT_DT,"&WAL"),-&WVL);
if month(COUNT_DT)<7 then
WEEK=sum(week(COUNT_DT,"&WAL"),&WVL,1);
DATE=COUNT_DT;

SKU=SKU_NUM;
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STORE=STORE_CD;

CLASS=SUBCLASS_CD;

if ONHAND_QTY<0 then SIGN=-1; else SIGN=1;
Q=abs(ONHAND_QTY);

P=EFF_RET_PRC;

C=EFF_CST;

%makemonth;

run;

data shipo(&ukp);

&ufmt;

set s.ship_2013;

RECORD="2.SHIPO";
YEAR=year(SHIP_DT);

if month(SHIP_DT)>=7 then
WEEK=sum(week(SHIP_DT,"&WAL"),-&WVL);
if month(SHIP_DT)<7 then
WEEK=sum(week(SHIP_DT,"&WAL"),&WVL,1);
DATE=SHIP_DT;

SKU=SKU_NUM;
STORE=DEST_STORE_CD;

TYPE=SHIP_TP;

CLASS=SUBCLASS_CD;
ORD=STORE_ORD_NUM;
SHIP=SHIP_NUM;

PAL=PALLET;

if SHIP_QTY<0 then SIGN=-1; else SIGN=1;
Q=abs(SHIP_QTY);

P=RET_PRC;

C=CST;

%makemonth;

run;

data shipb(&ukp);

&ufmt;

set s.ship_2013br;

RECORD="2.SHIPB";

YEAR=year(RCV_DT);

if month(RCV_DT)>=7 then
WEEK=sum(week(RCV_DT,"&WAL"),-&WVL);
if month(RCV_DT)<7 then
WEEK=sum(week(RCV_DT,"&WAL"),&WVL,1);
DATE=RCV_DT;

SKU=SKU_NUM;

STORE=STORE_CD;

TYPE=RCV_TP;

CLASS=SUBCLASS_CD;

ORD=PO_NUM;

SHIP=KEYREC_NUM;
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Q=abs(RCV_QTY);
if RCV_QTY<Q then SIGN=-1; else SIGN=1;
%makemonth;

run;

proc sort data=shipb;
by SKU WEEK;

run;

proc means data=week(where=(TYPE in ("RET","SAL")))
noprint;

class SKU WEEK /missing;

types SKU*WEEK;

output out=bprc(keep=SKU WEEK PRICE COST
rename=(PRICE=P COST=C)) sum(Q)=CNT mean(P)=PRICE
mean(C)=COST;

run;

data shipb;

merge shipb(in=inl) bprc;

by SKU WEEK;

if first. WEEK and PA=. then do; call symput("P",P); call
symput("C",C); end;

else do; P=symget("P"); C=symget("C"); end;

if in1 then output;

run;

data trnin(&ukp);

&ufmt;

set s.transfer_2013in;
RECORD="3.TIN";
YEAR=year(ADJ_DT);

if month(ADJ_DT)>=7 then
WEEK=sum(week(ADJ_DT,"&WAL"),-&WVL);
if month(ADJ_DT)<7 then
WEEK=sum(week(ADJ_DT,"&WAL"),&WVL,1);
DATE=ADJ_DT;
TIME=ADJ_TIME;
SKU=SKU_NUM;
STORE=STORE_CD;
TYPE=ADJ_TP;
CLASS=SUBCLASS_CD;
SHIP=SHIP_NUM;

SIGN=1;

Q=ADJ_QTY;

P=ADJ_RET;

C=ADJ_CST;
%makemonth;

run;
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data trnout(&ukp);

&ufmt;

set s.transfer_2013out;
RECORD="4.TOUT";
YEAR=year(ADJ_DT);

if month(ADJ_DT)>=7 then
WEEK=sum(week(ADJ_DT,"&WAL"),-&WVL);
if month(ADJ_DT)<7 then
WEEK=sum(week(ADJ_DT,"&WAL"),&WVL,1);
DATE=ADJ_DT;
TIME=ADJ_TIME;
SKU=SKU_NUM;
STORE=STORE_CD;
TYPE=ADJ_TP;
CLASS=SUBCLASS_CD;
SHIP=SHIP_NUM;
SIGN=-1;
Q=abs(ADJ_QTY);
P=ADJ_RET;

C=ADJ_CST;
%makemonth;

run;

data week(&ukp);
&ufmt;
set s.wsales;
RECORD="5.WEEK";
YEAR=YEAR;
SKU=SKU_NUM;
STORE=STORE_CD;
WEEK=WK_NUM;
if WEEK<=26 then do;
YEAR=2012;
DATE=input(put(put(YEAR-
2000,2.)| |"W"| | put(WEEK+26,22.),55.),weeku5.)+6;
end;
if WEEK>26 then do;
YEAR=2013;
DATE=input(put(put(YEAR-2000,2.)| |"W" | | put(week-
26,22.),55.),weeku5.)+6;
end;
TYPE=LN_TP;
CLASS=SUBCLASS_CD;
if TOT_QTY<0 then SIGN=1; else SIGN=-1;
Q=abs(TOT_QTY);
P=TOT_RET/TOT_QTY;
C=TOT_CST/TOT_QTY;
%makemonth;
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run;

%macro sales;

data sales(&ukp);

&ufmt;

set %do m=2 %to 6; s.dsales_0&m.(keep=TRN_DT
SKU_NUM STORE_CD TRN_TP QTY EXT_PRC EXT_CST
INS_DT_TIME) %end; ;

RECORD="5.DAILY";

YEAR=year(TRN_DT);

if month(TRN_DT)>=7 then
WEEK=sum(week(TRN_DT,"&WAL"),-&WVL);
if month(TRN_DT)<7 then
WEEK=sum(week(TRN_DT,"&WAL"),&WVL,1);
DATE=TRN_DT;
TIME=timepart(INS_DT_TIME);
SKU=SKU_NUM;

STORE=STORE_CD;

TYPE=TRN_TP;

ORD=TRN_NUM;

if QTY<0 then SIGN=-1; else SIGN=1;
Q=abs(QTY);

P=EXT_PRC/QTY;

C=EXT_CST/QTY;

%makemonth;

run;

%mend;

%sales;

data adjust(&ukp);

&ufmt;

set s.adjust_2013;

RECORD="6.ADJ";

YEAR=year(ADJ_DT);

if month(ADJ_DT)>=7 then
WEEK=sum(week(ADJ_DT,"&WAL"),-&WVL);
if month(ADJ_DT)<7 then
WEEK=sum(week(ADJ_DT,"&WAL"),&WVL,1);
DATE=ADJ_DT;

TIME=ADJ_TIME;

SKU=SKU_NUM;

STORE=STORE_CD;

TYPE=ADJ_TP;

CLASS=SUBCLASS_CD;

if ADJ_TP="SHT" then SIGN=-1;

if ADJ_TP="OVR" then SIGN=1;

Q=ADJ_QTY;

P=ADJ_RET;

C=ADJ_CST;
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%makemonth;

run; proc append base=abc.fulldb data=adjust; run;
data abc.fulldb; data abc.fulldb;
&ufmt; set abc.fulldb s.warefy13_btsku(in=in1);
delete; format SCLASS $3. MONTH 8.;
run; if in1 then do;

SIGN=1;
proc append base=abc.fulldb data=binv; run; RECORD="1.BINV";

STORE="00";
proc append base=abc.fulldb data=shipo; run; end;

if CLASSA=""then SCLASS=substr(CLASS,1,3);
proc append base=abc.fulldb data=shipb; run; QS=SIGN*Q;

run;
proc append base=abc.fulldb data=trnin; run;

proc sort data=abc.fulldb;
proc append base=abc.fulldb data=trnout; run; by DATE SHIP SKU;

run;
proc append base=abc.fulldb data=week; run;

%mend;
proc append base=abc.fulldb data=sales; run; %createdb;

Data Analysis

The Office performed several types of analysis from the unified database for several measures
reflecting the effectiveness of DABC’s inventory management systems. What follows is a brief
description of the type of analysis performed along with a sample of cases for each analysis.

Inventory Levels

In order to understand the size and scope of DABC’s retail operations, we graphed the quantity
and cost of inventory at each store for FY13. Store 01 has a larger than average inventory with
relatively large monthly swings. Store 07 has roughly half the inventory of an average store
with low variability. Store 26 has an average store inventory with large variability. Store 33 is a
specialty store only servicing restaurants and private clubs, with average inventory more than
double an average store, and high variability largely due to a strong seasonal component
around December. Store 35 is a specialty wine store with a large selection of limited items;
thus, it exhibits a much higher average value of product in stock, and an average inventory but
low variability in stock. Store 43 has an average store inventory, but less than \halﬂ[RDl] the
average variability in inventory.

Adapting to the level and variability in inventory is key in creating an efficient inventory
management system. Efficient supply chains can lower the costs of product delivery, which will
lead to higher profitability, all else being equal (including consumption).
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Figure A.1

Total Inventory by Store (examples)

Store 01

Quantity Cost
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Store 07
Quantity Cost
325,000 $3,250,000
292,500 52,925,000
260,000 $2,600,000
227,500 $2,275,000
195,000 $1,950,000
162,500 $1,625,000
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Figure A.1

Total Inventory by Store - continued

Quantity
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Figure A.1 Total Inventory by Store - continued
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Turnover of Inventory

Tracking only the level and turnover of inventory is insufficient to manage the inventory in a
supply and distribution chain. More detailed information is needed to show which products are
in high demand and move quickly off store shelves, and which products sit on shelves or in back
rooms for extended periods of time. One way of quantifying this relationship is through the
product turnover rate. In our analysis, we calculated the inventory turnover ratio for every SKU
within each store by dividing the amount of product sold during the year by the average
inventory over the year.

The results from the preceding analysis were aggregated by turn rate (line chart) and also by
SKU percentile based on volume of product sold (bar charts). The graphs on the following
pages show a sampling of how turn rates varied among stores.

e Store 01 has roughly 10% of SKUs turning more than once every two weeks (26 turns a
year). Additionally, half of the SKUs are turning once a month, a higher rate than most
stores. The high turn rates for some SKUs are mostly specialty items with limited volume as
shown by the bar graph in which the bars are mostly on the right hand side of the graph.
The bar graph also shows high volume SKUs (left side of the graph) are not much different in
turn rate than mid-volume SKUs.

e Store 07 only has 12% of SKUs turning more than once a month and half of SKUs turn less
than twice a year. The bar graph shows much lower turn rates for SKUs with little volume
sold.

e Store 26 shows around 10% of SKUs turn more quickly than once every two weeks and half
of SKUs turn nearly once a month. The bar graph reveals that the store has relatively high
turn rates for mid-volume SKUs, better performance than most stores but lower turn rates
than most stores on high volume products.

e Store 33, the specialty store only servicing restaurants and private clubs, has a large number
of high turning SKUs, but performance in high volume SKUs is significantly worse than most
other locations.

e Store 09 shows a high number of SKUs, 14% turn once every two weeks and one of the best
performance curves with nearly 60% of SKUs turning monthly. The bar chart also shows a
wide range of well performing SKUs across the volume distribution, with little degradation
in performance for products not often sold.

e Store 42 is on the other end of the spectrum, with only 5% of SKUs turning more than once
a month and 66% of SKUs turning less than twice a year.

These types of benchmarks can reveal the strengths and weaknesses of various locations.

Some stores may move high volume product well, while others may better manage specialty
product. The size of store does not appear to correlate with the inventory performance at a
particular location, though particular locations do exhibit characteristics that may be unique.
An integrated inventory management system would have the capability of identifying best
practices within the system for proper application throughout the entire supply and distribution
chain. Based on this analysis, it does not appear the DABC inventory management system has
these capabilities.
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Figure A.2 Inventory Turnover by Store
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Turns

Figure A.2

Inventory Turnover by Store - continued
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Figure A.2 Inventory Turnover by Store - continued
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Warehouse SKU Level Tracking

Focusing on particular stores can help identify strategies that may lead to better inventory
management at the individual store level. However, systemic analysis of the entire supply and
distribution chain is needed to have a system that reacts efficiently to consumer demand. The
aggregation of demand of products amongst all stores, especially in retail environments, can
create delays in product availability and large swings in warehouse inventory levels. The cause
of these inefficiencies can be due to consumer or supplier behavior, but are often magnified by
operational causes (e.g. forecast errors, inaccurate order quantity, warehouse cycle count
error, transportation, forward buying, opportunity buys, allocation rules, and shortage gaming).
These operational causes may lead to greater demand for safety stocks in inventory leading to
inefficiency in warehouse space allocations, increased inventory costs, and additional storage
costs. An analysis of product volume moving through the warehouse at a SKU level points to

some of these potential problems.

We devised graphs from the fiscal year 2013 data which measure daily warehouse inventory
levels for each of the 7,309 different SKUs warehoused by DABC. The “peaks and valleys” on
the following five example graphs indicate large swings in a product’s inventory level.
Minimizing the large fluctuations in product inventory levels may improve DABC's ability to
react more efficiently to consumer demand and smooth its warehouse inventory activity.

Figure A.3 SKU Movement Through Warehouse
SKU 404115 - CRUZ GARCIA SANGRIA RED 1000ml
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Figure A.3 SKU Movement Through Warehouse - continued
SKU 710701 - DOM PERIGNON BLANC 750ml
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Figure A.3 SKU Movement Through Warehouse - continued

SKU 917827 - ALTIVO CLASSIC TORRONTES'10/11 750ml
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Warehouse SKU Movement Efficiency

To provide a global picture of the SKU movements at the warehouse level, we compared
inventory turn rates against the average inventory value for individual products. These were
then compared against data on beer drop shipments to provide some benchmark for how
vendors manage certain products independent of other DABC processes.

We determined the turn rate at the warehouse by dividing the total yearly amount of inventory
that moved out of the warehouse by the average amount of inventory held in the warehouse
during fiscal year 2013. For example, if 36,500 units of a product moved through the
warehouse during the fiscal year and the average amount of inventory of the product at the
warehouse was 7,300 units, then the product turned over 5 times during the course of the year.
Average inventory levels were then multiplied by list price of the product.

The resulting graph shows how products with high turn rates had low average inventory value.
As would be expected, this was especially true for products with special status product codes
(product available by special order only). However, for a broad range of turn rates and average
inventory values there was little difference between special and limited status product codes.
These metrics have the potential to help better differentiate which products may be better
categorized as special order versus limited. Some general distribution products had low turn
rates but high average inventory, indicating potential improvement in inventory management.
Comparison of these products with beer drop shipments also shows some potential for
increased efficiency in managing the supply and distribution chain.

Warehouse Efficiency Measures
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Appendix B

EMPLOYEE SURVEY RESPONSES
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Employee Survey Responses

Total # of Respondents 152

# that % that # that % that
Statement Disagree Disagree Agree Agree
My responsibilities are clear. 20 13% 122 80%
My job has clearly defined quality goals. 36 24% 95 63%
My job makes good use of my skills and abilities. 27 18% 96 63%
| have the authority to carry out the responsibilities assigned to me. 23 15% 119 78%
| have the tools and resources | need to do my job well. 36 24% 99 65%
| understand relevant policies and procedures related to my job. 18 12% 121 80%
I have the training | need to do my job. 20 13% 114 75%
| feel underutilized at work. 59 39% 58 38%
The pace of work enables me to do a good job. 30 20% 107 70%
My job does not cause unreasonable amounts of stress in my life. 36 24% 92 61%
| am recognized when | do a good job. 54 36% 79 52%
| receive useful and constructive feedback from my boss on a regular basis. 54 36% 75 49%
People are held accountable for the quality of work they produce. 58 38% 70 46%
The morale in my department (e.g. warehouse, store, administrative office) 64 42% 73 48%
is high.
DABC understands its retail customer needs. 62 41% 66 43%
Retail customer needs are the top priority. 39 26% 86 57%
| feel encouraged to come up with new and better ways of performing my 55 36% 59 39%
responsibilities.
Poor performance is effectively addressed throughout DABC. 63 41% 56 37%
DABC has high performance standards. 43 28% 76 50%
DABC has high ethical standards. 32 21% 88 58%
My manager visibly demonstrates a commitment to quality. 39 26% 90 59%
There is good communication from employees to managers. 48 32% 91 60%
There is good communication from managers to employees. 56 37% 83 55%
Employees are recognized and valued as individuals and team members. 61 40% 76 50%
My manager treats all his/her employees fairly. 42 28% 92 61%
My manager provides clear goals for me to work toward. 46 30% 88 58%
| have confidence in my manager. 41 27% 97 64%
My manager is always consistent when administering policies concerning 51 34% 87 57%
employees.
| am always treated fairly by my manager. 28 18% 106 70%
My workplace is well maintained. 26 17% 111 73%
My workplace is a physically comfortable place to work. 35 23% 99 65%
My workplace is safe. 25 16% 113 74%
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Question # of Yes Responses

% of Yes Responses

Have you ever observed or experienced:

Racial discrimination? 7 5%

Sexual harassment? 8 5%

Gender discrimination? 9 6%

Sexual orientation discrimination? 5 3%

Other forms of discrimination? 19 13%

# % # %
Question Dissatisfied | Dissatisfied | Satisfied Satisfied
Overall, how satisfied are you with your position? 45 30% 84% 55%
Overall, how satisfied are you with the training you received for your present job? 31 20% 93% 61%
# of Yes % of Yes # of No % of No

Question Responses Responses | Responses | Responses
Are you aware of any actual fraud or suspicions of fraud affecting DABC? 10 7% 136 89%
Are you aware of any allegations of fraud or suspected fraud affecting DABC? 7 5% 136 89%
Does management communicate to employees the importance of ethical
behavior and appropriate business practices? 121 80% 24 16%
In your opinion, have programs been implemented to help prevent, deter, and
detect fraud and noncompliance with laws, regulations, and federal grant
agreements? 118 78% 25 16%
Would you advise a friend to apply for a job at DABC? 92 61% 54 36%

Question # of Yes Responses % of Yes Responses
How long have you worked for DABC:

Less than 6 months? 19 13%

6 months to a year? 17 11%

1-3 years? 36 24%

3-5 years? 19 13%

More than 5 years? 59 39%
Question # of Yes Responses % of Yes Responses
Are you:

18-25 years old? 9 6%

26-35 years old? 21 14%

36-45 years old? 13 9%

46-55 years old? 36 24%

56-65 years old? 49 32%

65+ years old? 22 14
Question # of Yes Responses % of Yes Responses
Are you:

Male? 81 53%

Female? 67 44%
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Appendix C

SECURITY GUARD CONTRACT ATTACHMENT
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Security Guard Contract Attachment

ATTACHMENT B: SCOPE OF WORK FOR SECURITY GUARDS

1. Observe all persons (internal and external) on the store premises for activities
that appear suspicious.

2. Assist in checking the identification of those who appear suspicious.

3. Stay actively engaged in security duties to deter possible problems at the
store.

4. Detect parking lot violations.

5. Detect shoplifters.

6. Detain suspects for the local police. Off-duty officers should serve as
complainants in arrests and should exercise police authority to detain or
subdue suspects as deemed necessary through officer discretion and in
accordance with the officer's home agency's policies.

7. Assist state employees in identifying and denying sales to intoxicated
individuals.

8. Perform other police services that may be necessary to protect state
employees, property and customers.

9. Be armed and carry any less-than-lethal devices deemed necessary -- at the
officer's discretion -- to exert the force necessary to control the situation.

10. Work schedules:

a. Days worked varies in accordance with each store's needs.

b. Stores operating 11:00 a.m. to 10:00 p.m. will have security arrive no
earlier than 5:00 p.m. and should remain until all employees have left the
premises.

C. Stores operating 11:00 a.m. to 7:00 p.m. will have security arrive no
earlier than 3:00 p.m. and should remain until all employees have left the
premises.

d. Adjustments to these times for holiday periods can be arranged with prior
approval.

e. Regional managers will approve changes to work schedules.

Security officers are entitled to a 30-minute paid lunch for every six hours

worked if the officer remains on store premises. Off-premise lunch

breaks are uncompensated. Security personnel should schedule lunch
and break periods at times where it will have the least impact on store
security. Adjustments must be made if there are active or potential issues
in the store.

11. Indemnification for police action will be provided to the same extent as
State of Utah employees and as provided for under state law as long as the
officer acts within his home agency's policy.

12. Cell Phones: Due to the nature of most security personnel's full-time
employment, cell phones are authorized to be on and accessible during
scheduled work hours. However, they are to be used for official business
only. Personal calls are discouraged, but are acceptable during break and
lunch periods.

—h

Updated January 12,2011

Office of the Utah State Auditor

Page |48



DABC Response

Office of the Utah State Auditor Page |49



Page Left Blank Intentionally

Office of the Utah State Auditor Page |50



rmpgprrt?

L 30 Ay

GARY R. HERBERT
Governor

SPENCER J. COX
Lieutenant Governor

State of Utah

DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL

1625 South 900 West

P.O. Box 30408

Salt Lake City, Utah 84130-0408
(801) 977-6800 Telephone

(801) 977-6888 FAX

abc.utah.gov

November 12, 2014

Hollie Andrus. CPA. Audit Director
Office of the Utah State Auditor
Utah State Capitol Complex

East Office Building, Suite 310
Salt Lake City, UT 84114-2310

Re: Performance Audit No. 14-04
Dear Ms. Andrus:

Thank you for the opportunity to respond to the above-referenced audit report. The
DABC appreciates the work performed and the recommendations made by your
staff. The audit recommendations will assist the department in improving
operations, and the following outlines the actions the department has taken and will
take with regard to specific recommendations made by the State Auditor’s Office.

INVENTORY MANAGEMENT RECOMMENDATIONS

1. We agree with the State Auditor that improved inventory management will
improve turn rates and reduce carrying costs. Indeed, concerns regarding turn rates,
inconsistencies in safety stock, and carrying costs were factors that led to the
implementation of centralized ordering.

We also agree with the State Auditor’s finding that centralized ordering was not
being used properly during the initial period of implementation. Deference to
strongly held beliefs regarding the uniqueness of stores’ local environment;
concerns about the resulting out of stocks if ostensible uniqueness were not taken
into consideration; and a flaw in the underlying assumption about sales
performance when products are on SPA (special price allowance) during the initial
implementation, resulted in allowing stores more latitude in changing orders than
may have been warranted. Additionally, excessive focus on reducing out of stocks
in the stores for a period of time resulted in excess inventory.

ITAH

LIFE ELEVATED



The department monitored and continues to monitor the impact of centralized
ordering on replenishment and sales. Monitoring and communications with stores
have resulted in changes to the centralized ordering system. Since centralized
ordering’s initial roll out, the department has: i) moved away from addressing
replenishment issues in an ad hoc manner to finding system-wide solutions; ii)
reduced the time between replenishment order creation and delivery; iii) established
an “acceptable” level for out of stocks; and iv) drastically limited the stores’ ability
to change system generated orders.

a) We agree with the State Auditor that the department can benefit from
identifying best practices and sharing them amongst all managers. Early in
2014, the department, with input from highly rated store managers, began
developing the curriculum for a job-based “Best Practices” training
program, and initial training was conducted early in November 2014.

b) The department recognizes the value of using an inventory replenishment
system based on service level/lowest cost computations. We are currently
conducting a “proof of concept” on a replenishment program based on
service level/lowest cost computations for the warehouse as part of the
Governor’s SUCCESS initiative.

Nonetheless, immediate adoption may not be warranted given the short
period of time that the department has used the current centralized ordering
program; the time it took for the department to stabilize the program and
adapt its operations to a data driven replenishment program; and most
importantly, the impact that the current centralized ordering program has
had on operations.

Our data indicate that the centralized ordering program, as currently
configured, has led to a general downward trend in store inventories and a
reduction in out of stocks while meeting increased demand for products.

The graphs below illustrate the downward trend in inventory, both in terms
of cost and bottles, at the stores.
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e Total inventory cost at stores in August, 2012 was approximately
$18.7M
Total inventory cost at stores in August, 2014 was approximately
$16.4M
Approximately a $2.3M reduction in inventory cost
e Total bottles (sale units) at stores in August,2012 was approximately
2,900,000
Total bottles at stores in September, 2014 was approximately
2,650,000
Approximately a 250,000 unit reduction in inventory

As of September 2014, reduced store inventories have boosted store
inventory turns to over one per month in 31 of the 44 stores. An additional 6



stores have between .9 and 1.0 complete turns per month, leaving only 7
stores with less than .9 turns per month

c) The department recognizes that opportunities exist in more frequent
deliveries to stores. In the last three months the Pacific Ave, Holladay,
Moab and Millcreek stores have had additional weekly deliveries scheduled.
Additionally, Park City stores are being evaluated to accommodate
additional deliveries during the upcoming holiday season.

Warehouse management has been meeting with its common carrier
concerning more frequent deliveries to stores. One of the possibilities being
considered involves daily deliveries where feasible. Daily deliveries could
further reduce out of stocks and place less of a burden on staff responsible
for unloading trailers.

2. We agree that all products should be properly marked. Existing policy was
crafted without taking into consideration that many products come into the United
States without Universal Product Codes (UPC). Policy will be updated to require
that all products carried by the DABC can be scanned individually before they are
allowed to be placed in the stores for sale. Additionally, current and future register
functions tie existing manufacturer barcodes/UPC’s to our Control State Code
(CSC) thus eliminating the need for the CSC to be hand-affixed to the product.

In instances where the UPC is not available, the purchasing department will assign
a Barcode to the product as soon as it is listed so that bottle tags can be produced at
store level containing the Barcode. Labels for unmarked product will be printed at
the store and will be attached to the individual items before they are made available
for sale in the stores. Currently all listed product is required to have a CSC prior to
the department’s purchase of the product.

RETAIL STORE MANAGEMENT RECOMMENDATIONS

1. We agree. Observed inconsistencies in store practices led the department to
develop the “Best Practices” training program referred to above. Again, the
program was developed with input from highly rated store managers, with the intent
of sharing job-based best practices with all store managers initially, and eventually
to all levels of staff in the stores.



2. The DABC, in collaboration with DHRM, tracks employee turnover rates.
Current store retention data shows significant variations in retention rates between
stores. DHRM staff assigned to DABC is in the process of interviewing the
managers of stores with high retention rates in an effort to determine factors and/or
practices that contribute to high employee retention rates. Additionally, DHRM is
beginning a program to conduct exit interviews of individuals separating from the
DABC in an effort to determine what reasons/factors contributed to their respective
decisions to leave.

3. We agree with the recommendation and will formalize oversight of store
employee performance reviews. The department has, in collaboration with DHRM,
provided training on Utah Performance Management (UPM) to promote an
understanding of best practices as well as manager/supervisor responsibilities with
regard to employee development. Both the need for frequent communications
regarding employee performance, and the need for regularly occurring performance
reviews are major tenets of UPM training.

INDEPENDENT CONTRACTOR CLASSIFICATION

After the State Auditor made the department aware of its concerns regarding
security guard contracts, DABC, in collaboration with DHRM reviewed IRS criteria
as well as case law to properly classify security guards. As a result of our
discussions with DHRM, the DABC revised contract language on scope of work
and have used contracts containing the changes since June 2014.

I wish to thank the auditors for their efforts and we look forward to working with
your office in the future.

Sincerely,

.fi&—) .
kool £ LT

Salvador D. Petilos, Director
Department of Alcoholic Beverage Control



