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What We Found

The Montgomery County Department of Liquor Control (DLC) internal controls over warehouse inventory
need improvement. Various warehouse employees routinely use informal, handwritten notes to instruct
DLC staff to change inventory quantities in the electronic perpetual inventory system. Although the
adjustments are both positive and negative, the net adjustments resulted in significant decreases in the
recorded quantities of warehouse inventories in FY2013 and FY2014. While there are many potential
causes for such variations, DLC has done little to no investigation or analysis to determine why quantities
of the physical warehouse inventory differ from those reflected in the electronic inventory. DLC’s ability
to track inventory is complicated by the omission of the actual physical location of all products within the
warehouse from the electronic inventory records. This omission may increase the difficulty of researching
variances, as well as the risk of errors and undetected losses of product. Although a July 2014 report by a
consultant to the County Office of Internal Audits recommended that inventory records include all
physical locations, as of the date of our review, no corrective actions have been taken.
Documented controls over the delivery process were well designed but in practice, procedures were not
consistently followed or enforced. DLC had analyzed little of the information collected regarding
reported inventory returns, incorrectly loaded delivery trucks, or product breakage, creating greater
vulnerability to inaccurate or false reports of missing products. Recently, DLC has implemented several
measures to improve the implementation of control procedures. However, an established, regular
management reporting mechanism is needed to ensure that these procedures remain in effect.
In February 2015, DLC converted to a new Enterprise Resource Planning (ERP) electronic inventory
system. While the new system is expected to provide scanning capability that should facilitate inventory
management, it does not significantly modify procedures or internal information addressed in this report.
In order to adequately track and investigate inventory variances and inaccuracies in loading delivery
vehicles, DLC management would have to change the way in which they use the data that they already
collect.
We noted that no formal productivity goals or performance metrics have been developed regarding
warehouse and delivery operations. Without goals and metrics, DLC management cannot measure the
efficiency of operations, productivity of staff, or the financial and labor resources needed.
We found that DLC’s current policy of delivering special order product to the warehouse and then
redistributing it to the customer placing the order increases DLC’s cost and risk while delaying delivery to
the customer. We believe DLC can avoid the cost and related risk while reducing customer delivery times
by processing such orders as “drop shipments” in which orders placed through DLC are shipped directly
to the customer from the distributor or direct supplier. DLC would continue to process the orders, control
distribution, and receive payment from the licensee.
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Report in Brief

What We Recommend

1. DLC should at a minimum adopt the following practices:
a. Maintain an electronic inventory system which accurately reports the quantity
and type of product in each location within the warehouse.
b. Mark physical product locations, including overflow areas, with the unique
location code reflected in the electronic inventory system.
c. Initiate a program of routinely performing physical inventory test counts on
random samples of products by individuals whose responsibilities do not include
general warehouse operations (i.e., handling or distribution of product
inventory).
d. Ensure that requested inventory adjustments are validated and that inventory
variances above set thresholds are reviewed, investigated, and approved by an
authorized individual outside of warehouse operations prior to adjustment of the
electronic inventory system.
e. Develop a process to log and research daily variances in order to implement
corrective procedures.
2. DLC should revise written policies and procedures to reflect new warehouse
operations, including proper documentation and justification for adjustments to the
electronic inventory.
3. DLC should implement a routine management reporting mechanism to ensure that
controls over the delivery process are consistently performed and remain in effect.
4. DLC should develop and implement a written, defined productivity measurement
system including relevant performance metrics for the receiving, safeguarding,
picking, loading, delivery, and return of warehouse goods as well as control of
operating costs.
5. DLC should explore delivering special order product via drop shipment,1 thus freeing
up warehouse space and reducing the associated cost and risk to DLC.
6. DLC should employ a consultant with expertise in alcoholic beverage distribution
systems to train and assist DLC managers in promptly implementing
recommendations 1-5.

1

The online Merriam-Webster Dictionary defines the term “drop-ship” as a transitive verb meaning, “to ship (goods) from a manufacturer
or wholesaler directly to a customer instead of to the retailer who took the order.”
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Introduction
Since November 2013, the Office of the Inspector General (OIG) has received numerous
complaints regarding warehouse and delivery operations at the Montgomery County
Department of Liquor Control (DLC) including allegations of theft of product by DLC
warehouse staff and delivery drivers. Because the Montgomery County Office of Internal
Audit (IA) had previously contracted with Watkins Meegan to perform a related audit
assessing the design and effectiveness of internal controls regarding DLC’s inventory
management, we delayed our project until the public issuance of their report in July 2014. 2
Our review was conducted from July – December 2014 in accordance with the standards
contained in Quality Standards for Inspection and Evaluation issued by the Council of the
Inspectors General on Integrity and Efficiency (January 2012).
An Office of the Inspector General (OIG), Preliminary Inquiry Memorandum issued on
December 23, 2014 regarding Department of Liquor Control-Internal Control Matters
discusses our review of some of the allegations for which DLC management has taken some
mitigating steps or which we did not substantiate. Appendix C includes a complete copy of
the December 23, 2014 OIG memorandum including the response received from the
Montgomery County Chief Administrative Officer.
This report expands upon the December 2014 memorandum and analyzes some of the
broader issues and conditions found at DLC.

2

Montgomery County, Maryland Office of Internal Audit Report, Montgomery County Department of Liquor Control Inventory
Management, prepared by Watkins Meegan LLC, July 9, 2014.
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Objectives, Scope, and Methodology
The objectives of our inquiry were to:
•
•

Review those controls necessary to substantiate or refute certain allegations.
Assess the vulnerability of warehouse and delivery operations to theft and product
losses.

We interviewed numerous DLC staff, observed both day and night operations at the DLC
warehouse, and reviewed and analyzed relevant policies and procedures, financial records,
and agency records. Additionally, we reviewed the previously mentioned July 2014 IA report
on DLC’s Inventory Management 3 and the DLC Comprehensive Long-Range Strategic
Business Plan. 4 To the extent practical, we avoided reviewing activities that would duplicate
work performed by auditors and consultants in issuing these documents. Accordingly,
unless specifically noted in our report, we neither endorse nor take issue with their findings
and recommendations.
During the course of our review, we reviewed all available written policies and operating
procedures and gained an understanding of the manner in which those policies and
procedures have been implemented, primarily through interviews of DLC staff. Until
February 1, 2015, DLC used a customized application of Application Excellence, a legacy
program they call APPX to track the warehouse inventory from receipt through delivery. As
part of a County-wide technology modernization capital project, DLC transferred its
electronic inventory to Montgomery County’s Enterprise Resource Planning System (ERP)
and implemented a new Oracle-based inventory program on February 1, 2015. Where
applicable, we note the impact the conversion to ERP is expected to have on our findings.

3

4

Montgomery County, Maryland Office of Internal Audit Report, Montgomery County Department of Liquor Control Inventory
Management, prepared by Watkins Meegan LLC, July 9, 2014.
Montgomery County Maryland, Department of Liquor Control Comprehensive Long-Range Strategic Business Plan, Draft Final Report,
issued by the PFM Group on July 11, 2014.
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Background
Montgomery County, Maryland operates as a control jurisdiction for the distribution of
alcoholic beverages. State law requires that in Montgomery County holders of certain
alcoholic beverage licenses “may not sell any alcoholic beverages except those purchased
from the Department of Liquor Control for the County.” 5 As the wholesaler for County
alcohol, DLC receives and holds products in inventory for distribution to 25 county-owned
retail stores and approximately 1000 independent licensed establishments.
The County maintains a 210,000 square foot, climate controlled warehouse which houses
the County’s entire inventory of alcoholic beverages. Approximately $16 Million (at cost) in
product is housed in the warehouse on any given day. On business days, DLC’s fleet of
delivery trucks is loaded with an average of $1 Million (invoiced amount) in product for
delivery to independent licensees and DLC owned retail stores. Licensees also have the
option of ordering product for pick-up at the warehouse. Since 2012, over $250 Million worth
of product is annually delivered from the warehouse to licensees and County-owned retail
stores. (See Figure 1.)

FY2013
FY2014

Deliveries to
Retail Stores
$112,952,664
$119,316,190

Deliveries to
Licensees
$133,130,119
$137,421,252

Pickups by
Licensees
$5,430,331
$5,174,308

Total
$251,513,114
$261,911,750

Figure 1: Warehouse Deliveries at Selling Price by Fiscal Year

County employees perform all warehouse inventory and receiving operations, with the
exception of the loading of beer delivery trucks. DLC has contracted with an independent
vendor for the loading of beer trucks. DLC delivery truck drivers and helpers are also County
employees.

5

Maryland Code, Alcoholic Beverages Article 2B § 12-216(a). See also Article 2B § 15-204(b) for the law applicable to other licensees.
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Findings & Recommendations

Finding 1: Internal control of physical inventory needs improvement.

Policies and operating procedures for DLC warehouse operations, which would serve as the
basis for any review of management controls, were either incomplete, not current, or not
well documented.
A. Physical Storage Locations of Inventory Are Not Consistently Recorded

The DLC warehouse accepts, stores, and distributes liquor, wine, and beer. DLC receiving
clerks work with suppliers to schedule the times for product receipts. In addition to those
items normally carried in stock (stock items), the
DLC warehouse accepts and redistributes nonstock items ordered in response to specific
requests from customers and licensees (special
orders).
All product is manually entered in the electronic
perpetual inventory system by assigned product
number upon receipt at the warehouse. Once
product is invoiced for delivery or pick-up it is
removed from the inventory records. Product
breakage and returns to the manufacturer are
subtracted from inventory records by DLC staff.
A large portion of the warehouse floor is
physically marked with location identifiers. The
electronic records also contain a single location
identifier for each product.
However, the location identifier in the electronic
inventory system is often not the only physical
storage location of the product on the warehouse
floor. Each unique product is identified in the
DLC Warehouse Inventory Management
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electronic inventory system as being located in only one physical location (referred to in this
discussion as “primary location”). The primary locations of those stock item products that
are sold in the largest quantities (high volume) can only accommodate a small portion of the
quantities of those products on hand. Most of the high volume product inventory is
immediately stored in areas farther from the primary location generally referred to as
“overflow” areas and later moved to the primarily location as supplies in the primary location
are shipped out. Consequently, the inventory records do not identify the physical location in
which most of the warehouse inventory is stored.
Further, although the
electronic
inventory
system should contain an
accurate record of the
inventory stored in the
warehouse, the absence
of the physical storage
location in the inventory
records means that for
many high volume and
high turnover stock items,
the inventory system
cannot
identify
the
inventory items, value, or
quantity stored in most
locations
of
the
warehouse. The absence
of this information can
complicate
inventory
control, and increase the
risk of errors in inventory
records or undetected
losses of products.
Inventory controls could be enhanced by recording the actual physical location in which each
item is stored prior to being transferred to the primary location for that product. We received
conflicting information regarding whether or not the APPX system could record multiple
locations for the same items. We have been assured that the ERP can accommodate multiple
locations for the same item. However, we have discussed that matter with DLC managers
on several occasions, and it is not clear that a decision has been reached on how or whether
that information will be collected and recorded now that the ERP has been implemented.
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B. Some Warehouse Storage Locations are Unmarked

Inventory control is further complicated by the absences of any location markings in a
significant portion of the warehouse overflow space. Different areas of the warehouse are
assigned for liquor, wine, and beer and as overflow areas for those products. The overflow
area for wine and liquor contains metal storage shelves (bins) marked with location numbers
to facilitate the use of cubic space. For these areas the physical organizational system is
already in place if DLC decides to accurately record product locations in the electronic
inventory system. However, there are also many square feet of floor space, including the
entire beer overflow area, that are not physically marked with any location identifier on
which pallet loads of products are stored. DLC management relies exclusively on staff
knowledge of product location to locate product within these areas. These areas would need
to be physically marked with location identifiers in order to implement an electronic
inventory system that correctly reports the location of product on the warehouse floor.
The July 2014 IA report also discusses the issues of unmarked warehouse locations and
unrecorded physical storage locations. We agree with their findings and recommendation
that “all physical storage locations in the warehouse facility should be clearly labeled and
assigned a unique location code within the inventory management system.” We also agree
with their recommendation that new or changed locations be recorded as product is moved
within the warehouse. Although the IA report was issued in July 2014, as of February 2015
no action had been taken on these important issues. Based on our discussions with DLC, it
is not clear if or how they intend to address these issues.
C. Inventory Adjustments are Recorded without Researching Variances

Inventory records should provide both a means to facilitate fulfilment of orders and to
prevent errors or theft by identifying and highlighting missing inventory. Frequent changes
to the electronic inventory quantities are recorded as a result of differences between the
electronic inventory and the product that is actually observed as available in the warehouse.
DLC neither aggregates nor reports the magnitude of changes made and little attention is
given to the underlying causes of the changes.
We analyzed detail records, DLC internal summary documents, and a sample of supporting
documentation for the adjustments to the perpetual inventory records outside of normal
receipt, delivery, and breakage transactions. There is no internal policy document
addressing inventory adjustments. For example, we noted that many individuals from
different DLC departments were able to adjust inventory almost daily without supporting
documentation. A DLC staff member advised us that DLC has never analyzed the magnitude
of these types of inventory adjustments.
We examined APPX detail records for inventory adjustments for the period of January 1,
2012 – November 7, 2014. Figure 2, compiled by OIG staff, summarizes the aggregate
adjustments made as a result of observed differences between product recorded in the
DLC Warehouse Inventory Management
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electronic system and the product observed on the warehouse floor during fiscal years 2013
thru 2015 to date. Although those variances are small relative to the size of the overall
inventory, the magnitude of the variances and the fact they are consistently unfavorable
indicates unexplained losses that should have triggered prompt implementation of remedial
actions designed to improve accuracy and prevent further errors or losses.
Adjustment Code/
Reported Purpose

FY2013

FY2014

Partial FY2015
(Jan. 1 - Nov 7, 2014)

97160 - Beer Daily
Adjustment Code

$

(86,240.94)

$ (145,927.24)

$ (26,370.46)

97152 – Wine/Liquor
Daily Adjustment Code

$

(149,732.78)

$ (60,854.36)

$ (26,871.92)

97101 - Wine/Liquor
Physical Count Code
on Count Dates

$

(714,911.80)

$ (66,877.05)

$ (36,285.12)

97101 - Wine/Liquor
Outside Scheduled
Counts

$

50,213.02

$ (100,101.12)

$ (207,932.20)

97098 - Beer Physical
Count Code on Count
Dates

$

(359,560.11)

$ (68,496.37)

$ (31,773.30)

97098 -Beer Outside
Scheduled Counts

$

14,567.10

$ 158,528.89

$

TOTAL

$ (1,245,665.51)

$ (283,727.25)

$ (310,539.04)

18,693.96

Figure 2: Cost of DLC Warehouse Inventory Adjustments Outside of Normal Purchasing, Sales, and
Breakage

1. Adjustments are made to the perpetual inventory system, often multiple times
per day, by multiple staff members without investigation or documentation of the
reasons for the variances.
DLC permits staff to adjust the electronic perpetual inventory. These adjustments are not
accomplished as part of an organized cyclical or annual process or effort to maintain an
accurate inventory. Rather, adjustments occur as DLC warehouse staff either finds a product
that was unanticipated or fails to find a product that was supposed to be there. On average,
during FY2013 DLC adjusted the inventory by 103 cases of beer, wine, or liquor per business
day. 6 Similarly, in FY2014, the perpetual inventory was adjusted an average of 154 cases per
business day. While these codes were used to both add and remove product to/from the

6

Calculations based upon an assumption that there are 260 weekdays per year. We did not adjust for holidays.
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perpetual inventory, overall during FY2013 and FY2014 the aggregate of adjustments
resulted in a decrease in the reported value of the product in the warehouse. (See Figure 2.)
We reviewed a sample of inventory adjustment requests, which were generally made in the
form of informal notes, most often written on “post-it” note papers provided to a single
employee indicating the product number, number of cases, and whether the product was to
be added or subtracted from inventory. (See Figure 3.) Although each note was initialed by
the requestor, neither the requestor’s name nor the reason for the adjustment was present
on any of the requests that we were shown. All of the paper requests that we reviewed were
accurately reflected as adjustments in the APPX system. However, the accuracy of the
observations which result in the adjustment request cannot be determined. The APPX
system does not require a reason for the adjustment or reflect the name of the employee
requesting the change. DLC reports that in the new ERP inventory system the name of the
supervisor requesting the change will be recorded. However, a reason for the adjustment
still will not be required.

DLC Warehouse Inventory Management
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Figure 3: Sample Daily Inventory Adjustment Requests

During our review, we saw instances of inventory being adjusted by removing and adding
the same number of cases of another product. For example, On July 16, 2014, DLC decreased
the inventory by 60 cases of “BUD 15/16 OZ WORLD CUP ALNR” and increased it by 60 cases
of “PRESIDENTE 4/6 NR.” This was likely the result of a data entry error made when the
product was entered into APPX. When APPX is replaced with ERP, DLC intends to begin
scanning many products into the perpetual inventory upon receipt, which should reduce
these types of adjustments. However, many adjustments do not have a corresponding
offsetting adjustment suggesting some other type of error or loss which may not be
addressed by the implementation of the new ERP system.
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2. Annual Physical Inventory Counts are used to “reset” the DLC perpetual inventory
with no investigation of variances.
DLC conducts regular 7 inventory counts of products in the warehouse. At the conclusion of
each count, the warehouse manager approves the variance report and the perpetual
inventory in the warehouse is adjusted by the DLC finance office to reflect the numbers of
product actually counted within the warehouse. While DLC may engage in “recounts” 8 in
order to ensure that all product within the warehouse is counted, once the final inventory
count is accepted by management, no investigation is performed to determine why the
observed product differs from the product listed in the electronic records.
We obtained data from DLC for the inventory count adjustments for the past four fiscal
years. (See Figure 4.) According to DLC, the summary data for the counts slightly differs
from the physical count calculated for Figure 2 because the summary data included beer and
wine keg variances that are not recorded in the adjustment code detail analyzed by the OIG.
For each year, the counts resulted in an overall unexplained downward adjustment to the
value of the warehouse inventory. Adjustments peaked in FY2013, when the physical
inventory process resulted in a total downward adjustment over $1 million. In FY2014, the
most recent fiscal year, the adjustment significantly decreased but was still negative. At
times, a portion of product subtracted from the inventory records during inventory counts
was located during a subsequent recount and adjusted back into the electronic inventory.
Figure 4 does not include the adjustments as a result of recounts. Refer to Figure 2 for a
more complete explanation of the magnitude of all adjustments made to the electronic
inventory based of observations on the warehouse floor.
Beer
Wine and Liquor
Total Adjustment

FY2011
($105,244)
($152,771)
($258,015)

FY2012
($66,477)
($244,718)
($311,195)

FY2013
($371,860)
($714,942)
($1,086,802)

FY2014
($71,836)
($66,967)
($138,803)

Figure 4: DLC Warehouse Inventory Adjustments as a Result of Physical Inventory Counts 9

DLC staff report that implementation of the new ERP system will not substantially affect the
physical count process. Investigation of reasons behind variances is also not aided by the
ERP system. However, if the new ERP system is programmed to accurately report inventory
locations, additional improvements and controls over the inventory physical count
procedures could be implemented.
In FY2014, DLC began suspending warehouse operations on a quarterly basis to complete a
wall to wall physical inventory count. Similarly, Virginia Department of Alcoholic Beverage

7
8

9

Currently, DLC generally conducts quarterly counts. Prior to FY2013, DLC conducted annual end of year counts only.
In cases where the count results in a large variance for a particular product a staff member is assigned to locate and “recount” all cases
of that product.
Figure 3 contains information provided by DLC. Detail data for all years was not analyzed.
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Control dedicates 2 days per quarter to conducting a complete physical inventory of its
warehouse facility. Conversely, DLC retail stores engage in cyclical inventory counts 10
wherein a selection of products located within the store are inventoried on a daily basis by
that store’s staff. Regular, surprise counts of a selected sample of products are conducted
by Field Supervisors. This serves as a control to ensure the accuracy of the counts.
As noted in the July 2014 IA 11 report, the same warehouse staff with daily responsibility for
product were utilized to perform physical warehouse inventory counts. Until the current
organizational system of the warehouse is changed, DLC must rely on the warehouse staff’s
knowledge of product location rather than a marked, recorded location. Therefore, an audit
of only a selected sample of the warehouse inventory products by anyone who does not
regularly work in the warehouse is likely not possible at this time.
DLC should work toward establishment of a new warehouse inventory count program which
includes cyclical counts and could eventually serve in lieu of wall to wall counts. The
objective of cyclical inventory counts is to enable DLC to consistently maintain more
accurate inventory records. Implementation should allow DLC to minimize costly and
disruptive wall to wall inventory counts.

10

11

For cyclical inventory counts a subset of inventory, in a specific location, is counted at a preset interval to ensure counting of each item
at least once in an accounting period. In contrast to traditional inventory counts which may require suspension of warehouse operations,
cyclic count programs limit disruption to warehouse operations.
Montgomery County, Maryland Office of Internal Audit Report, Montgomery County Department of Liquor Control Inventory
Management, prepared by Watkins Meegan LLC, July 9, 2014.
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Recommendations 1-2
1. DLC should at a minimum adopt the following practices:
a. Maintain an electronic inventory system which accurately reports the
quantity and type of product in each location within the warehouse.
b. Mark physical product locations, including overflow areas, with the
unique location code reflected in the electronic inventory system.
c. Initiate a program of routinely performing physical inventory test counts
on random samples of products by individuals whose responsibilities do
not include general warehouse operations (i.e., handling or distribution
of product inventory).
d. Ensure that requested inventory adjustments are validated and that
inventory variances above set thresholds are reviewed, investigated,
and approved by an authorized individual outside of warehouse
operations prior to adjustment of the electronic inventory system.
e. Develop a process to log and research daily variances in order to
implement corrective procedures.
2. DLC should revise written policies and procedures to reflect new warehouse
operations, including proper documentation and justification for adjustments
to the electronic inventory.

Finding 2: The DLC delivery process is well designed, but controls have been
poorly implemented.

We found that although DLC has adequate internal controls, they were not always
implemented effectively. While the system appears to be well designed, we found that in
many cases DLC employees fail to perform their assigned function properly. At the same
time, while data is collected that could be utilized to identify drivers who show a pattern of
increased missing or broken product, the information is not aggregated or analyzed in a
systematic way. In order to adequately track and investigate truck inaccuracies and
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inventory variances, DLC would have to change the way in which they use the data that they
already have.
Licensees are able to place their orders online, via fax, or via phone. Each licensee is assigned
a specific day each week for delivery of each type of product: beer, wine/liquor, and kegs. A
licensee receiving all 3 types of product would have three separate weekly deliveries. Once
an order is put in the electronic system it subtracted from the available inventory, and
assigned for picking. The Router (a DLC employee) sets up the route for each driver and
generates the printed pick lists for the next day’s deliveries. For beer, wine, and liquor
deliveries, a crew loads the truck for delivery the evening before based on the Router’s
picking lists. Special order product is staged for night loading by the day crew and loaded in
the evening. Keg trucks are loaded by their driver in the morning. Once the truck is loaded,
a supervisor prepares an invoice for each licensee with product on the truck. The act of
invoicing creates a receivable within the electronic inventory system.
Generally, drivers have the same routes for each specific day of the week with some variation
based upon operational needs. When the driver arrives he obtains his manifest and a double
set of invoices for delivery. The driver makes each delivery and has the licensee sign each
invoice to attest that the product was “received in good condition.” The licensee retains one
copy of the invoice and the driver returns the other, signed copy to DLC.
If the driver is missing a case of product that is listed on the invoice as on his truck (a short),
he documents it on a credit form which is signed by the driver and licensee. The driver notes
the missing product on the invoice and recalculates the amount owed. Customer returns are
handled similarly, but are assigned a different “reason” code on the credit form. DLC credit
forms include a numerical system delineating specific reasons for customer credits. (See
Figure 5.)

Figure 5: Excerpt from DLC Credit Form – Reason for Return

At the end of each day, the driver returns to the DLC warehouse, unloads any product
remaining in his truck, and is expected to be checked-in by a warehouse checker or
supervisor. Checkers or a supervisor performing the check-in function are responsible for
verifying any product brought back to the warehouse on the truck. Based upon his review of
the returning truck contents and the credit sheets and invoices provided by the driver, a
driver tally sheet is filled out to document returns, shorts, and overages. The checker signs
the driver tally sheet to indicate that the return of product has been verified. The invoices,
DLC Warehouse Inventory Management
Final Report #OIG-15-005

Page | 13

Report of Inspection

credit forms, and driver tally sheets are returned to the driver who takes them to the cashier’s
office. 12 Staff within the cashier’s office process each day’s paperwork and enter it into the
APPX system, including any credits to the customer for shorts and product returns. Prior to
the ERP implementation drivers were permitted to collect payments at the time of delivery
which were also provided to the cashier’s office along with the day’s paperwork. Recently,
DLC began requiring licensees accepting delivery to use the ACH payment system which
electronically debits payment directly from the licensee’s bank account.
A. Drivers and checkers fail to ensure that delivery trucks are properly
checked in upon return to the warehouse.

In the December 2014, preliminary inquiry memorandum (Appendix C), the OIG reported
that DLC delivery truck inventory was not properly inventoried upon return to the
warehouse. After a truck returns to the warehouse, returning truck inventory should be
reviewed by a DLC “checker” whose assignment is to observe, count, and compare the
information included in that driver’s paperwork with any product remaining on the truck.
This serves as a control to ensure that drivers submit the proper paperwork and return
broken, returned, or extraneous merchandise to the warehouse. During our preliminary
inquiry we found that in many cases, trucks were not properly checked in upon arrival at the
warehouse.
B. DLC does not analyze available information regarding reported
inventory returns, shortages, overages, or breakage.

We analyzed the Wine/Liquor Driver Tally sheets for the month of June 2014. (See
Appendices A-B for summaries of driver-reported truck accuracy by date and driver during
June 2014.) Based on our limited analysis, drivers rarely report trucks as accurately packed.
For 206 available driver tally sheets, only 9 were reported as accurately loaded (i.e., No
product overages or shorts were reported by the driver.) However, driver-reported shorts,
overages, and returns are not tracked, communicated to staff, or regularly investigated.
DLC employees told us that while supervisors have access to each driver’s tally sheets, the
information contained within them is not regularly shared with the staff involved in the truck
loading process. Further, based on interviews with management on the night and day shifts,
DLC rarely investigates the cause of shorted product. In the December 2014 preliminary
inquiry memorandum (Appendix C), we reported that DLC information regarding driver
reported shorts, overages, and returns was neither aggregated nor analyzed, leaving DLC
vulnerable to drivers falsely reporting shorted product.

12

DLC has recently begun requiring licensees to utilize an ACH payment system wherein payment will be transferred directly from the
licensee’s bank account to DLC. Drivers will no longer be permitted to collect payment.

DLC Warehouse Inventory Management
Final Report #OIG-15-005

Page | 14

Report of Inspection

Based on a similar but independent analysis of overage and returns documents by local
television investigative news reporters, a November 2014 televised report 13 stated that over
a six month period, certain DLC beer delivery drivers reported as many as three times the
number of shorts 14 as compared to other drivers. According to the newscast, the drivers may
be falsely reporting that their trucks have been shorted product in order to sell cases of beer
under the table at a discount.
C. Drivers’ returns and shorts are added back into the perpetual inventory
system without assurance that the product is present in the warehouse.

As previously stated, DLC delivery drivers often report shorts and returns on their driver tally
sheets. At the delivery location, drivers fill out a credit form for these items which is signed
by both the driver and the licensee so that the licensee’s account can be credited for the
missing or returned product. Upon return to the warehouse, the credit forms are sent to an
employee within the cashier’s office who routinely processes the credit forms to return the
product into the perpetual inventory system. 15 It is assumed that any shorts were not loaded
on the truck and that all returns were properly returned to the warehouse floor. As
previously stated, checkers do not adequately ensure that product is returned to the
warehouse. Prior to November 2014, few investigations were being performed to determine
whether the shorted product was initially loaded onto the truck, remained in the warehouse,
or was lost during the delivery process.
The new ERP system will not allow a customer to be credited for returned or shorted product
until the product is added back to the electronic inventory system. However, there is
currently no documented process to ensure that product reported as short on truck is still
present in the warehouse.
As previously reported in the December 2014 preliminary inquiry memorandum (Appendix
C), during the course of our review, DLC stated they made the following changes:
•
•
•
•

13

14

15

DLC requires drivers to be checked in by a manager rather than a checker upon
arrival.
Drivers and the manager assigned to check in returning trucks are no longer
permitted to leave for the day until check-in is properly completed.
DLC began recording shorts, overages, and returns in a spreadsheet organized by
driver.
DLC requires drivers to call and report discovered shorts from the delivery location.

NBC Washington News 4 I-Team, Beer Bust: Montgomery County Employees Accused of Skimming Cases, published November 6, 2014 at
http://www.nbcwashington.com/investigations/series/beer-bust/Beer-Bust-Montgomery-County-Employees-Accused-of-SkimmingCases-281685501.html.
In this repot the term “short” means a product was invoiced as being placed on the DLC delivery truck. However, the item could not be
located at the time that the driver made delivery to the targeted customer.
Unless specifically told otherwise by a manager.
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•

DLC repaired non-functional security cameras.

We did not test the implementation of these procedures. In the absence of required regular
feedback to management on these procedures, there will be a temptation to discontinue
them if they become burdensome.

Recommendation 3
DLC should implement a routine management reporting mechanism to ensure that controls over
the delivery process are consistently performed and remain in effect.

Finding 3: DLC has no productivity goals or performance metrics over
warehouse and delivery operations.

DLC’s mission is to “provide licensing, wholesale and retail sales of beverage alcohol
products, enforcement and effective education and training programs, while promoting
moderation and responsible behavior in all phases of distribution and
consumption.” 16Accordingly, DLC has identified ten key performance measures which
include mission-related items such as gross profit margin, sales growth, customer and
licensee satisfaction, enforcement activities, and targeted inventory levels. However, we did
not find any documented productivity measures or performance goals for warehouse and
delivery operations.
While the established performance metrics are clearly related to DLC’s stated mission, they
do not adequately address warehouse and delivery operations which represent
approximately 26% of DLC’s $56.3 million operating budget and should also be closely
monitored. 17 Without clear measurement and goals for each stage of warehouse and
delivery operations, DLC has no concrete way of determining efficiency of these operations,
financial and labor resources needed, or the effectiveness of managers and their staff.

16

17

Montgomery County Maryland, Department of Liquor Control Comprehensive Long-Range Strategic Business Plan, Draft Final Report,
issued by the PFM Group on July 11, 2014, p2-3.
Reflects DLC’s approved operating budget for FY2015 as published on budget.data.montgomerycountymd.gov. Last accessed on
February 3, 2015.
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Recommendation 4
DLC should develop and implement a written, defined productivity measurement system including
relevant performance metrics for the receiving, safeguarding, picking, loading, delivery, and return
of warehouse goods as well as control of operating costs.

Finding 4: Receiving special order product at the warehouse prior to delivery to
the licensee increases risk to DLC and adds time and administrative
cost.

Although many of the local distributors utilized for special order products deliver directly to
the licensee in surrounding counties, DLC currently receives special order product at the DLC
warehouse and endures the added cost of storing and redistributing these products.
Shipping such items through the warehouse may also delay the product’s arrival to the end
user (licensee) and assigns additional risk due to potential loss or breakage to DLC.
Licensees may “special order” products not carried as stock items in the DLC warehouse.
Orders for special order product may be placed by the licensee or by a representative from
the distributor or manufacturer on the licensee’s behalf. Orders for such items must be
placed through DLC and, under current practice, pass through the DLC warehouse.
In surrounding Maryland counties, which are not control jurisdictions, sales representatives
from distributors and direct suppliers contact the licensee in order to sell their product. The
licensee orders the product directly from the sales representative and product is shipped
directly to the licensee. In Montgomery County, DLC inserts extra steps into the delivery
process. Representatives may still contact the licensees to “sell” their products, but the
licensee is not permitted to directly purchase product from the sales representative. All
orders must be processed through DLC, who places an order with the distributor or direct
supplier. Further, the product is delivered to the warehouse, who in turn delivers it to the
licensee after applying the DLC mark-up to the price.
Unlike DLC stock items which generally come directly from the brewery, winery, or distillery
(direct supplier), the vast majority of special order product is delivered to DLC by local
distributors who carry a variety of product and regularly make deliveries in the area. Because
special order product is ordered in smaller quantities than stock items, a direct supplier
located out of the area may delay shipment until they have a full truck of goods to be
delivered in the DC metro area. This may substantially delay shipment for special order
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items and make it impractical to utilize direct suppliers for many special order products. In
order to avoid this delay, most special order product is provided by local distributors.
While the warehouse may keep an adequate supply of stock product on hand in the
warehouse to meet expected customer demand, special order product is committed to a
specific customer and generally remains on the warehouse floor for fewer than seven days.
Product comes into the warehouse and is held until the next scheduled delivery for the
ordering licensee. Most special order product is delivered to the warehouse during the first
half of the week, and by Friday approximately 85% has been delivered to the licensee,
freeing up warehouse space for the new incoming special order deliveries on Monday.
It is possible for licensees to return or refuse special order products. In such cases, the special
order product is generally returned to the distributor or manufacturer after being brought
back to the DLC warehouse. Because DLC charges no restocking fee for the return of
product, they endure the costs associated with ordering, redistributing, and returning the
product without realizing any of the profit associated with a sale.
Evidence of the potential risks associated with product passing through the warehouse was
provided by two managers who told us that at times special order products reported by
drivers as returned to the warehouse subsequently cannot be located on the warehouse
floor. Based on interviews, we understand a clerk verifies physical receipt of the drivers’
reported special order returns and overages every day. Based on this review process, the
special orders section does not always receive the returned product as reported. Similarly,
during a separate interview, we were told that each week, some special order product
reported as returned is not found in the warehouse the following morning resulting in the
loss of an estimated 2-3 cases of special order product each month.
Some of the challenges associated with DLC’s current method of special order product
management are highlighted in its Long-Range Strategic Business Plan 18 which states that
“special order products currently demand more attention than their share of business
profits…and can hinder storage and inventory management.” This supports the OIG’s
concern that shipping special order product through the warehouse may result in additional
cost and risk with no benefit to DLC or the customer.
There is potential that DLC could maintain control of special order product but substantially
improve operations by allowing distributors and direct suppliers to deliver special order
product via drop shipment. 19 This procedural change would only affect the delivery of the
product. DLC would continue to process the orders, control distribution, and receive
payment from the licensee. However, deliveries would be shipped directly from the

18

19

Montgomery County Maryland, Department of Liquor Control Comprehensive Long-Range Strategic Business Plan, Draft Final Report,
issued by the PFM Group on July 11, 2014, p.60.
The online Merriam-Webster Dictionary defines the term “drop-ship” as a transitive verb meaning, “to ship (goods) from a manufacturer
or wholesaler directly to a customer instead of to the retailer who took the order.”
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distributor or direct supplier to the licensee, reducing the risk and cost to DLC and enabling
the licensee to receive orders more promptly.
In most cases state law requires that Montgomery County licensees purchase the alcoholic
beverages they sell from the Department of Liquor Control. A legal opinion may be needed
to determine whether a modification to state law is needed in order to permit delivery to
licensees via drop shipment.

Recommendations 5-6
5. DLC should explore delivering special order product via drop shipment, thus freeing up warehouse
space and reducing the associated cost and risk to DLC.
6. DLC should employ a consultant with expertise in alcoholic beverage distribution systems to train
and assist DLC managers in promptly implementing recommendations 1-5.
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Summary of the
Chief Administrative Officer’s Response
In response to the final draft report, the Montgomery County Chief Administrative Officer
(CAO) stated, “We agree with all the recommendations offered in this report and will certainly
perform the necessary work and follow through to fully implement them.” The CAO’s
response to our findings and recommendations is included in Appendix D.
The CAO’s response did not cause us to alter our findings or recommendations.
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A p p e n d i x A : D a i l y T o t a l D L C W i n e/ L i q u o r
T r u c k - L o ad i n g A c c u r a c y

As Reported by Driver

Date

Short Cases

Return Cases

Over Cases

Trucks Driven

6/2/2014

51

8

8

10

6/3/2014

32

9

12

11

6/4/2014

41

73

5

9

6/5/2014

59

35

9

11

6/6/2014

29

39

13

9

6/9/2014

28

8

7

10

6/10/2014

36

6

5

10

6/11/2014

16

38

10

9

6/12/2014

32

52

9

11

6/13/2014

16

22

7

9

6/16/2014

48

41

10

10

6/17/2014

20

21

17

10

6/18/2014

35

35

12

9

6/19/2014

38

47

14

10

6/20/2014

27

27

13

9

6/23/2014

24

21

10

10

6/24/2014

27

13

8

10

6/25/2014

39

44

26

9

6/26/2014

22

87

26

11

6/27/2014

20

20

12

11

6/30/2014

23

11

9

10

Total

663

657

242

208

Average

32

31

12

10
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Appendix B:

A v e r a g e DL C W i n e / L iq u o r
T r u c k - L o ad i n g A c c u r a c y

As Reported by Driver

June 2014 Wine and Liquor Average Truck Accuracy
Employee as Driver
(for Drivers present on more than 5 trucks)

1

1
2

1

5

2

1

4

6

5

7

2

4

4

3

1

1

4

4

3

Avg. Shorts/Truck

10

2

1

3

3

3

3

Avg. Returns/Truck

2
2

3

3

1

1
1

2

2

Avg. Over/Truck

June 2014 Wine and Liquor Average Truck Accuracy
Employee as Driver or Helper
(for employees present on more than 5 trucks)

1
5

6

1
4

6

1

2
4

5

1

2
1
2
5

4

4

1
1

1

2

2

4

4

4

7

7

1
4

3

3

Shorts/Truck
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3

2
4
3

1

1

4

4

3

Returns/Truck

3

2

1

3

3

3

3

2

1

2

2

3

3

1
4
2

1

1

3

3

1
1

1
1

1
1

2

2

2

2

2

Overs/Truck
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Appendix C: Preliminary Inquiry Memorandum

Department of Liquor Control Internal Control Matters
December 23, 2014
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Appendix D: Chief Administrative Officer’s
Response
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