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System, the California Department of Corrections and Rehabilitation,
General Services, the California Department of Transportation, and
the Department of Water Resources.” Of the agencies that reported
between fiscal years 2002—03 and 2008—09, these five awarded

56 percent to 73 percent of the total contract dollars awarded statewide.

However, beginning in fiscal year 2005—06 the annual report began
aggregating the data, reporting only the overall level of participation
achieved across all services, construction, and goods contracts
subject to the small business and DVBE participation requirements
rather than reporting by individual contract types. Further, in no
year does the annual report isolate participation levels for the subset
of goods that CGI included in strategically sourced contracts.
Nevertheless, this was the best information available, so we analyzed
the data at the aggregate level. Figure 4 shows the dollar amounts
awarded to small businesses and DVBEs as reported by the five large
state agencies during the seven-year period. Figure 5 on the following
page presents the reported number of contracts awarded by these
agencies to small businesses and DVBEs.

Figure 4
Dollars Awarded to Small Businesses and Disabled Veteran Business
Enterprises as Reported by Five Large State Agencies
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Source: The annual reports to the Legislature published by the Department of General Services.
Notes: The data shown are for all contracts, including services, construction, and goods.

For context, we also considered the trend for total contract dollars awarded by these five agencies.
The total contract dollars awarded by these five state agencies continuously increased from

$3.3 billion in fiscal year 2002-03 to $8.1 billion in fiscal year 2007-08, before decreasing to

$6.1 billion in fiscal year 2008-09.

7" The California State University system also reports a large amount of contract dollars but is not
required to use strategically sourced contracts, and it reported only partial data in certain fiscal
years; thus, it is not included in our analysis.
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Figure 5

Number of Contracts Awarded to Small Businesses and

Disabled Veteran Business Enterprises as Reported by Five Large
State Agencies
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Source: The annual reports to the Legislature published by the Department of General Services.
Notes: The data shown are for all contracts, including services, construction, and goods.

One of the five state agencies, the California Department of Corrections and Rehabilitation,
informed us that during fiscal year 2006-07 it underreported the awarded number of small
business contracts by 28,809 and the Disabled Veteran Business Enterprise (DVBE) contracts by
6,214. However, it noted that this did not affect the associated contract award dollars it reported.

* The fiscal year 2002-03 annual report to the Legislature did not include the numbers of
DVBE contracts awarded by state agencies.

The data reported for the given state agencies indicates no clear
negative impact on small business participation since the first
strategically sourced contract was issued in February 2005. The
reported small business participation, in terms of dollars awarded and
number of contracts, fluctuated widely between fiscal year 2004—05,
when the first strategic sourcing contracts were awarded, and fiscal
year 2008-09 for the five large state agencies. Most notably, the
reported number of small business contracts declined sharply from
nearly 50,000 in fiscal year 200506 to slightly more than 21,000

in fiscal year 2006—07. However, the major driver of this large

shift, the California Department of Corrections and Rehabilitation,
which reported about a 24,000 decrease, explained to us that it
underreported by nearly 29,000 the number of small business
contracts it awarded in fiscal year 2006—07. Data inaccuracies such
as this detract from the usefulness of this information.

Unlike small business participation, which has fluctuated since

the first strategically sourced contract was awarded, the reported
DVBE participation levels generally increased over the same
period. For example, the California Department of Transportation
reported awarding $26.9 million in DVBE contract dollars through
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1,358 contracts during fiscal year 2006—07 and $54.2 million
through 1,893 contracts in fiscal year 2008—09. It attributed the
increase in DVBE contract awards to an initiative by its director to
increase such participation. However, as with the small business
participation data, the reported data related to DVBE participation
also contain errors. The California Department of Corrections and
Rehabilitation noted that it underreported by 6,214 the number of
contracts awarded to DVBEs during fiscal year 2006—07. Although
correcting for this error reinforces the upward trend in DVBE
participation, it also highlights the inaccuracies in the reported
information and the limitations in its usefulness to General Services
in determining the impact that strategic sourcing has had on small
business and DVBE participation.

General Services Does Not Monitor for Ongoing Commercially Useful
Function Compliance

State law requires that small business and DVBE contractors and
subcontractors participating in state contracts must provide a
commercially useful function in furnishing services or goods that
contributes to the fulfillment of the contract requirements. When
awarding the contract, General Services relies on contractor
declarations that the small business and DVBE subcontractors will
perform activities that comply with these requirements. Although
General Services might request clarification on the proposed role of
these subcontractors, it does not verify the role they play once the
contract is awarded.

The small business or DVBE must perform all

activities identified in the text box. Further, the law To perform a commercially useful function, a

explicitly states that a contractor or subcontractor person or an entity must do all of the following:
will not be considered to perform a commercially

useful function if it is limited to that of an extra 1. Be responsible for executing a distinct element of the
participant through which funds are passed in work of the contract.

order to obtain the appearance of small business or 2. Actually perform, manage, or supervise the work involved.
DVBE participation.

3. Perform work that is normal for its business services

and functions.
General Services requires bidders to identify

in their bids the goods or services that each 4. Not further subcontract a portion of the work that is
subcontractor will provide and the corresponding greater than that expected to be subcontracted by
percentage of the total bid price that each will normal industry standards.

receive, and it relies upon their assertions to assess Sources: Government Code, Section 14837, and Military and
whether the subcontractors’ roles will meet the Veterans Code, Section 999.

commercially useful function requirements and

determine overall eligibility for small business

preferences and DVBE incentives. In order to gain the 5 percent
small business preference, a bidder must be a certified small
business itself or subcontract at least 25 percent of its net bid price
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Although certain activities and
reports would appear to help
ensure that subcontractors receive
payments, they do not address
whether the small businesses

and DVBEs perform commercially
useful functions.

to certified small businesses. For acquisitions that include the
DVBE program requirement, bidders also receive an incentive that
increases with the amount of DVBE participation they provide.s

General Services first verifies that each subcontractor that will
perform some percentage of work is certified by its Office of Small
Business and DVBE Services as a small business or DVBE. It then
determines whether the work description for each subcontractor
corresponds to a distinct element of work contained in the
contract to be performed. Finally, it compares each subcontractor’s
responsibilities under the contract to the line of business described
in its certification, and it reviews any implementation plan that
bidders submit, following up as necessary. The bidder must list all
subcontractors under the contract and indicate whether they are
further subcontracting a portion of the work.

General Services does not verify the asserted functions that each
subcontractor will serve. It may request that bidders clarify their
plan for incorporating each subcontractor in a commercially useful
way, but it ultimately relies upon this written plan and other bidder
statements to assess intended compliance with the commercially
useful function requirements. General Services also does not
monitor small business and DVBE subcontractors to ensure that
they comply with these requirements once the contract has been
awarded. Instead, subcontractors receive a notification letter from
General Services stating that they should expect to receive business
from the contractor. The letter also instructs subcontractors to
contact the contractor if they do not hear from the firm within a
reasonable period of time.

Procurement Division management noted that contract
administrators monitor the small business and DVBE statistics
using reports from and meetings they have with contractors
throughout the life of each contract. They stated that the
Contracts Unit is currently enhancing its reporting features to
include not only small business and DVBE participation levels on
a monthly reporting basis but also to require the contractor to
provide the payment date, check number, and the amount paid
to subcontractors. Although these activities and reports would
appear to help ensure that subcontractors receive payments, they
do not necessarily address whether the small businesses and DVBEs
perform commercially useful functions.

8 State regulations effective October 2007 require that whenever an awarding state agency applies
the DVBE program requirement, it will offer an incentive that ranges from 1 percent to 5 percent.
The regulations allow state agencies to provide incentive scales under which bidders obtaining
higher levels of participation qualify for greater incentives.



Procurement Division management further stated that the
individual state agency making the purchase is responsible for
validating that subcontractors complied with commercially useful
function requirements by obtaining from the contractors the
necessary information that includes subcontractor name and
dollar amount that can be claimed. Management pointed to a
specific section in the State Contracting Manual as addressing

the state agencies’ responsibilities in this area. However, the

State Contracting Manual section states only that state agencies
can claim purchases toward their small business or DVBE goals
whenever a contractor subcontracts a commercially useful function
to a certified small business or DVBE. It also states that the
contractor will provide the ordering state agency with the name of
the certified small business or certified DVBE used and the dollar
amount the ordering agency can apply toward its small business
or DVBE goal. However, the State Contracting Manual does not
provide specific guidance on how state agencies are expected

to verify that small business and DVBE subcontractors actually
performed commercially useful functions.

Additionally, we are concerned that other guidance instructs state
agencies not to perform any ongoing monitoring of commercially
useful function requirements. We noted that the user instructions
in the contract for Office Depot, discussed further in the next
section, stated that the certified small business and DVBE
subcontractors had been assessed previously by General Services
and determined to perform a commercially useful function. The
user instructions went on to say that it was not necessary for state
agencies to reverify or document information to this effect in the
procurement file when executing transactions under the contract.

That General Services does not verify the intended functions of
each subcontractor before the award of the contract is reasonable,
as these intentions represent a plan that has not yet been enacted.
However, if General Services believes that state agencies making
purchases through statewide contracts should be responsible

for monitoring the activities of subcontractors, it should provide
guidance on how best to ensure that small business and DVBE
subcontractors are performing commercially useful functions. In
addition, we believe General Services should verify, for a sample
of contracts, that the small business and DVBE subcontractors are
performing commercially useful functions after the contracts are
awarded. General Services could leverage its efforts by working
with state agencies to determine whether small businesses or
DVBEs that claim to have provided services did in fact provide the
services for which the state agencies are being invoiced.
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The State Contracting Manual does
not provide specific guidance on

how state agencies are expected

to verify that such subcontractors
actually performed commercially
useful functions, and other guidance
instructs agencies not to monitor for
this requirement.
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Questions Have Been Raised Regarding the Role of Subcontractors on
a General Services’ Contract

Questions have been raised regarding the roles of small business
and DVBE subcontractors on the office supplies contract General
Services awarded to Office Depot. Although General Services’
internal audit found that the subcontractors met the requirements,
the contract raises some policy questions that the Legislature may
want to consider further.

As we note in the Appendix, in August 2006 General Services
awarded the office supplies contract to Office Depot, which
proposed to use a combination of nine small business and DVBE
subcontractors to fill most of the orders placed by the State. In

its clarification of its initial proposal, Office Depot indicated that
although the small businesses and DVBEs would follow up on

the orders and invoice the state agencies for them, Office Depot
would package and ship the goods from its warehouse without
subcontractors taking physical possession of the goods.? In this
case, Office Depot would act as a wholesaler to the small business
and DVBE subcontractors. According to General Services, several
small businesses have questioned whether these subcontractors
complied with certain contract provisions, including commercially
useful function requirements, which prompted it to request an
internal audit. General Services’ internal auditors noted that based
on their review, the small business and DVBE subcontractors on
this contract complied with such requirements.

In its 2008 audit of the Office Depot contract, the internal auditors
confirmed that General Services employed its commercially useful
function review process in evaluating the Office Depot bid, relying
on certifications that qualify a business as a small business or DVBE
and bidder documents and statements to make a determination for
each subcontractor.’o Office Depot addressed commercially useful
function requirements for each of its subcontractors by declaring
in its bid that they would function as value-added resellers,
performing distinct contract work elements such as invoicing,
order acknowledgement, out-of-stock notification and remedy,
returns and credit, and problem resolution services. The internal
auditors also found that General Services’ staff verified that the

9 Inits initial proposal, Office Depot stated that the subcontractors would “actually take possession
of the goods they resell” In a subsequent letter of clarification, Office Depot indicated that
the subcontractors would purchase the merchandise from Office Depot at the wholesale price
but would not take physical possession of the goods. Instead, Office Depot would handle all
delivery logistics.

10 The contract’s compliance with commercially useful function requirements is only one of the
areas the internal auditors reviewed. We discuss other key findings of the internal audit in
the Appendix.
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proposed work was within each firm’s line of business by reviewing
the standard industrial classifications (classifications) that each
subcontractor listed on its small business or DVBE certification.

Based on their visits to each of the nine small business and DVBE
subcontractors and the firm that provided the online order system,
interviews of General Services’ Procurement Division and Office
Depot staff, and review of relevant documentation, the internal
auditors found that the small business and DVBE subcontractors
were independent businesses performing the services mandated

in the contract. The audit report noted that the small business

and DVBE subcontractors, to varying degrees, independently
performed their duties with their primary efforts focused on

sales, customer service, issue resolution, training, and outstanding
invoice collection activities. The audit report characterized the
small businesses and DVBESs, including the firm that provided

the online ordering system, as the “face” of the office supplies
contract to customers, while it described the role of Office Depot as
maintaining the pricing of products on its Web site, filling orders,
and arranging the delivery of products to the state customer.

Further, according to the audit report, General Services’ legal
counsel indicated that a small business or DVBE does not need to
take physical possession of the contracted goods to comply with

the commercially useful function requirements. The legal counsel
advised that, according to the California Commercial Code, the title
to goods passes from the seller to the buyer in any manner explicitly
agreed upon by the parties. Based on their review, General Services’
internal auditors concluded that the small business and DVBE
subcontractors on the Office Depot contract complied with the
commercially useful function requirements.

The internal auditors did note some limitations in documentation
during their review. The audit report stated that the small
businesses and DVBEs generally did not maintain an audit trail of
their day-to-day services provided under the contract. The report
stated, however, that a number of the businesses were able to
provide “anecdotal” evidence of the types of activities they perform
on an ongoing basis. Nevertheless, the internal auditors concluded,
based on the results of their various procedures, that it was readily
apparent that the subcontractors were performing a commercially
useful function. Additionally, during their limited review of the
Procurement Division’s processes used to determine compliance
with this requirement before the award of the contract, the internal
auditors noted a lack of documentation. The audit report stated
that at the time of their review, the Procurement Division’s policies
did not require the completion of a specific work sheet or other
document to capture the results of its assessment. However, based
on their interviews with staff and review of the procurement file,
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The internal auditors did note some
limitations in documentation during
their review. For example, small
businesses and DVBEs generally did
not maintain an audit trail of their
day-to-day services provided.
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Although the internal auditors
did not find any indication that
the Office Depot contract violated
state laws governing certain
requirements, the contract raises
some policy questions for the
Legislature to consider.

the internal auditors concluded that an adequate assessment was
performed. The internal auditors noted that during the review
they discussed the need for additional practices that ensure that
such decisions are documented adequately and indicated that they
were evaluating a new assessment form developed to respond to
the concern.

Finally, the audit report’s results highlight how much discretion is
possible when General Services verifies that proposed work was
within each firm’s line of business. The internal auditors found

that five of the nine subcontractors did not have the office supplies
classification listed on their certification, and one subcontractor
was not a seller of goods at the time of the award. Specifically, the
classifications for four of the nine firms were for office supplies, but
the remaining firms indicated they sold closely related products,
including computer equipment or software, furniture, and office
equipment. However, because the contract included product
categories such as computer accessories, office furniture, and

small office equipment, the internal audit concluded that General
Services’ decision to allow the various classifications was consistent
with the work to be performed under the contract.

The internal audit confirmed that one small business subcontractor
was not a seller of goods at the time of contract award. The

internal auditors noted that the subcontractor’s Web site indicates
that it brings together Fortune 1000 companies to leverage their
purchasing power on specific goods, such as office supplies, print
and stationery items, packaging, and more. The internal auditors
stated the firm obtained a small business certification through
General Services, which included a classification code for office
supplies, and obtained a sales and use tax permit from the Board
of Equalization to participate in the contract. The internal auditors
commented that this condition raises concerns about the firm’s
apparent lack of experience in operating as a reseller. Nevertheless,
they concluded that General Services’ Procurement Division
appropriately deemed this subcontractor to be performing a
commercially useful function because state law and policy does not
prevent an existing firm from entering into a new line of business to
participate in a state contract.

Although the internal auditors’ review found no indication that the
Office Depot contract violated state laws governing commercially
useful function requirements, the contract does raise some policy
questions that the Legislature may want to consider further. For
example, is a business relationship such as the one between Office
Depot and its subcontractors what the Legislature envisioned when
it created the commercially useful function requirements? Should

a firm be required to have demonstrated experience in a particular
line of business before being allowed to participate in state
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contracts? Considering the tasks contracted were of a nature that
Office Depot was capable of performing, should the State prohibit
contractors from subcontracting with small businesses and DVBEs
under such circumstances at the cost of eliminating participation
opportunities for these entities? Finally, the contract raises a policy
question that is broader than that of compliance with commercially
useful function requirements and which the internal auditors
indicated was beyond the scope of their review. Specifically, is it

in the State’s best interest to limit a particular line of business,
such as office supplies, to a relatively small number of small
business and DVBE subcontractors rather than the many small
businesses and DVBEs that could contract with the State in the
absence of strategic sourcing?

General Services’ New Process for Verifying Pricing Compliance Needs
Further Attention

Although General Services now has a process to identify
noncompliance with contract pricing terms for statewide

goods contracts, it does not always follow up on the identified
noncompliance to ensure prompt recovery of overcharges and does
not have a process to help ensure the accuracy of the purchasing
data contractors report. General Services believes that individual
state agencies making the purchases are responsible for ensuring
that contractors comply with the contract’s pricing terms.
Nevertheless, it has implemented a new process as an additional
tool for ensuring compliance with pricing terms. General Services
began an automated process of ensuring contractors’ compliance
with contract pricing terms in August 2008 when it implemented
the Compliance and Savings Administration (CASA) system. Our
review of selected items found that although the CASA system
appropriately processed usage data reported by contractors and
identified discrepancies between the prices in usage reports and
the respective contract’s pricing terms, General Services has not
yet developed standard procedures to recover overcharges. Further,
General Services does not verify the accuracy of the purchasing
data that contractors report. Thus, it cannot be certain that
contractors always charge the agreed-upon prices.

General Services Had No Routine Process to Monitor Pricing Compliance
Until 2008

Before the CASA system was available, General Services did not
have a mechanism in place to monitor contractors’ compliance
with pricing terms for any statewide contracts. A Contracts

Unit supervisor noted that General Services has always required
contractors to submit usage reports, but prior to strategic sourcing
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General Services identifies
noncompliance with contract pricing
terms for statewide goods contracts,
but it does not always ensure prompt
recovery of overcharges.
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Some state agencies paid more for
off-contract items—often listed first
on the online catalog—than they
would have paid for similar items
included in the contract.

usage reporting was limited to collecting the amounts spent on
statewide contracts, and reports primarily were used to determine
whether a particular contract experienced enough usage to

warrant continuing it as a statewide effort. The supervisor stated
that since 2007, General Services has required a more detailed level
of usage reporting that includes the specific goods and prices paid
by state agencies.

Procurement Division management stated that, even before the
implementation of the CASA system, a contract administrator’s
duties included monitoring the accuracy of contract pricing. They
went on to state that because of the labor and time-intensive nature
of performing pricing compliance manually, this activity varied by
contract and individual contract administrator’s workload. Our
discussion with the Contracts Unit supervisor confirmed the unit
had no routine process to monitor pricing before implementation
of the CASA system. The supervisor stated that individual contract
administrators had discretion about obtaining purchase orders
submitted by state agencies and comparing them with contract
prices. Further, contract administrators did not have a formal
process for documenting their reconciliation if they performed
one. However, by not routinely monitoring contractors’ compliance
with pricing terms, General Services risked not detecting potential
overpayments to a contractor.

For example, as a result of the August 2008 General Services’ internal
audit of the Office Depot contract, General Services determined

that state agencies purchased $16 million worth of office supplies
from Office Depot that were not included in the contract because
Office Depot’s online catalog allowed for state agencies to purchase
these off-contract items. In fact, the internal auditors found that
search results from the online catalog often presented these
off-contract items first instead of the comparable and less expensive
contract items. As a result, these state agencies paid more for

these items than they would have paid for similar items included

in the contract. In recognition of this condition, General Services
subsequently negotiated a refund of $2.5 million for the off-contract
items. The internal audit also found that the State was overcharged by
more than $56,000 for items included in the contract.

General Services Contracted With CGl to Include Training and Use of the
CASA System

As part of the contract with CGI awarded in December 2007 to
provide strategic sourcing training to IAU staff and to develop
a procedures manual, General Services required CGI to provide
instruction on pricing compliance and use of the CASA system.
Maintained by CGI, the CASA system automates the process
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of comparing the usage report with the pricing terms of the
respective contract. General Services agreed to pay CGI a monthly
fee for access to the CASA system that averages $24,700 a year.!!
According to Procurement Division management, General
Services did not have the required skill set to develop a compliance
tool for pricing validation and savings tracking. The Procurement
Division researched existing software applications used within
General Services and found no relevant applications that met its
business needs. Therefore, it acquired a subscription service for the
CASA system.

When a contractor electronically submits a usage report, General
Services loads the data into the CASA system. Using the data
included in the usage report, the CASA system can produce
various reports, including one that identifies the line items in

the usage report that potentially conflict with contract terms.
Such discrepancies include the purchase of goods not included

in the contract or prices that exceed the contract price for that
particular item.

The IAU supervisor informed us that although the CASA system
became available to General Services in August 2008, system
reports were not readily available for contract administrator use
until around January 2009 when IAU staff became sufficiently
proficient with using the CASA system. Further, General Services
does not use the CASA system to monitor all contracts. According
to the IAU supervisor, only statewide goods contracts that were
awarded, or in some cases amended, after the CASA system’s
implementation in August 2008 are included. The supervisor

also stated that only contracts that have experienced some usage
are monitored, which appears reasonable. It has used the CASA
system to monitor 35 contracts, some of which are no longer
active since the implementation of the system. General Services
provided information as of April 2010 that indicated 9o statewide
goods contracts were ongoing, of which only 19 were monitored
through the CASA system. The other 71 contracts were not
actively monitored by the CASA system because they were awarded
before implementation of the CASA system or did not experience
any usage.

Our review found that the CASA system appropriately gathers
data from the usage report and produces a compliance report.
Specifically, our review of selected line item purchases for
three contracts found that the CASA system appropriately
identified instances in which the price on the usage report did

1 The current contract is in place from August 2008 through July 2010. The annual fee increased by
20 percent from $22,400 in the first year to $26,900 in the second year.
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A report related to the Office Depot
contract identified 120 unresolved
discrepancies, including instances
in which agencies were allowed to
purchase goods no longer available
through the contract.

not agree with the contract price. Further, we found that the
CASA system correctly calculated overcharges for items with
pricing discrepancies.

General Services’ Follow-Up Has Not Always Been Prompt

General Services did not always follow up promptly on the
discrepancies and overpayments the CASA system identified for
the three compliance reports we reviewed. In one case, General
Services did not initially contact the contractor regarding potential
overcharges until April 2009, even though the CASA system
identified pricing discrepancies with usage reports from as far

back as August 2008, eight months earlier. Specifically, the CASA
system identified $6,000 in overcharges for the period August 2008
to April 2009. The contract administrator noted that although
General Services had received the usage reports from the supplier
for this period, contract administrators did not have access to these
reports until early 2009, as discussed previously. The contractor in
this case repaid the $6,000 to General Services in November 2009,
one of the options for recovering overpayments allowed by General
Services. However, according to the Contracts Unit supervisor,
General Services” Accounting Unit informed the Contracts Unit
that General Services had no way to distribute the funds to the
appropriate state agencies. The contract administrator stated that
consequently General Services returned the check to the contractor
in February 2010. The contractor informed General Services

that it would credit the appropriate state agencies for $6,000 in
overcharges, which it did in May 2010.

General Services has only recently resolved all the pricing
compliance issues related to the April 2009 compliance report for
the office supplies contract awarded to Office Depot. This report
identified 120 unresolved discrepancies, including instances in
which agencies were allowed to purchase goods no longer available
through the contract. The CASA system identified more than
$7,000 in overcharges related to these discrepancies. Procurement
Division management reported that General Services did not
resolve all discrepancies for the Office Depot contract until

May 2010, even though the contract ended in May 2009. They
acknowledged that the time required to resolve all discrepancies
related to this contract was extraordinary. Management attributed
the delay to the incomplete data initially received from Office
Depot, which prevented the review process from beginning until
August 2009, and the unusually large volume of discrepancies.
Management also reported that this review led to nearly $22,000
being credited to state agencies.
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General Services has not yet developed standard procedures to
recover overcharges. Its current procedures call for the entire
pricing compliance resolution process to be resolved within 30 days
of receipt of a contractor’s usage report. However, as shown in

the instances described previously, this process can take much
longer than 30 days. Procurement Division management stated
that the collection of overcharges is somewhat new, and they have
been piloting a reconciliation and collection process using four of
the strategically sourced contracts that are still active to develop

a standard procedure. For these four contracts, General Services
reported that more than $56,000 in overcharges had been identified
as of late May 2010, of which nearly $15,000 has been recovered.
General Services also reported that $1,500 in overcharges related
to another contract that was not part of the pilot was recovered.
Further, although they were still working on finalizing the proper
amount of overcharges, Procurement Division management
indicated that there are 27 other contracts in which potential
overcharges were identified by the CASA system. General Services’
lack of a standard procedure hinders the prompt resolution of
pricing compliance issues and recovery of funds due back to the
purchasing state agencies.

General Services Relies on Usage Reports Submitted by Contractors

In addition, General Services relies on the usage data reported by
contractors to ensure compliance with contract pricing, but it does
not verify the data for accuracy. Thus, an unscrupulous contractor
could report to General Services that it charged a particular state
agency the contract price when, in fact, it overcharged the agency.
The CASA system compares the prices that contractors report

they charged to state agencies for various goods, so it would not
identify any discrepancies in such situations. Consequently, General
Services would be unaware of the overcharges and would not
recoup them from the contractor.

Procurement Division management commented that individual
state agencies making the purchases are responsible for ensuring
that the contractor invoiced them for correct amounts in
accordance with the contract. Although we agree that state
agencies have such a responsibility, discrepancies identified by the
CASA system demonstrate that they are not always performing
this task effectively. As the State’s lead agency with oversight
responsibility over procurement, General Services should play a
role in ensuring that contractors are charging the agreed-upon
prices. In fact, General Services devotes staff resources, as well as
pays CGI an average annual fee of $24,700 to access the CASA
system, to identify noncompliance with pricing terms. We believe
that to ensure it maximizes the benefits of the CASA system,
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General Services’ current procedures
call for the entire pricing compliance
resolution process to be resolved
within 30 days of receipt of a
contractor’s usage report, but

this process can take much longer
than 30 days.
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General Services should take the additional step of periodically
verifying that the usage data it receives from contractors are
accurate. Working with state agencies to verify that usage data
agree with invoices on a sample basis should allow General Services
to conduct this work efficiently.

Procurement Division management also noted that,

although the CASA system provides a measure of contract
oversight, the Financial Information System for California
(FIsCal)—the State’s integrated financial management system
currently under development—will provide a significantly enhanced
control environment to ensure that state agencies order and pay
for goods and services at agreed upon prices. However, according
to the Department of Finance’s Web site, this new system is not
scheduled to be available to the first state agencies until 2012, with
the last state agencies scheduled to access the system in fiscal year
2016—17. Finally, even when FI$Cal is in place, we believe General
Services should have a mechanism to ensure that state agencies
ensure compliance with contract pricing terms.

Recommendations

To ensure that it determines savings to the State going forward for
strategically sourced contracts, General Services should examine
the State’s recent purchasing patterns when determining whether to
rebid or extend previously strategically sourced contracts and when
estimating expected savings. It should subsequently compare the
savings it achieves to the expected savings for those contracts.

To ensure that it has maximized the savings for CGI-recommended
categories that it did not strategically source, General Services
should conduct its planned review of these categories to determine
if there are further opportunities to achieve savings.

To ensure that it maximizes the savings to the State for future
purchases, General Services should follow the procedures for
identifying strategic sourcing opportunities included in the IAU’s
procedures manual. To ensure that it is effectively identifying new
strategic sourcing opportunities, General Services should work

to obtain comprehensive and accurate data on the specific items
that state agencies are purchasing, including exploring options for
obtaining such data for agencies that do not have enterprise-wide
systems and therefore would not be using the additional
functionality of the eProcurement system. Until it obtains such
data, General Services should work with state agencies to identify
detailed purchases for categories that it identifies through SCPRS as
viable opportunities for strategically sourcing. For example, if based
on its review of SCPRS data, General Services identifies a particular
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category that it believes is a good candidate for strategic sourcing, it
should work with those state agencies that accounted for the most
purchases within the category to determine the types and volume
of specific goods purchased to further analyze the types of goods

to strategically source. General Services should assess any need for
additional resources based on the savings it expects to achieve.

To provide decision makers with the information necessary to
determine the true costs and benefits of strategic sourcing, General
Services should evaluate any impact strategic sourcing has on small
business and DVBE participation in terms of number of contracts
awarded and amounts paid to small businesses and DVBEs within
the categories being strategically sourced. Specifically, for goods
that were strategically sourced, General Services should compare
the number of contracts awarded to small businesses and DVBEs
before they were strategically sourced with those awarded through
such contracts after they were strategically sourced. This effort
should include contracts awarded by General Services and other
state agencies.

To evaluate the effectiveness of the off ramp in providing
opportunities for small business and DVBE participation,
General Services should track the number and dollar amounts
of contracts that state agencies award through the use of the off
ramps in strategically sourced and other mandatory statewide
contracts. General Services’ evaluation also should consider the
extent to which an off ramp affects the monetary benefits that
result from statewide contracts designed to leverage the State’s
purchasing power.

To ensure that small business and DVBE subcontractors comply
with the commercially useful function requirements, General
Services should develop guidance for state agencies on how to
ensure that subcontractors perform commercially useful functions
if it believes state agencies making the purchases through statewide
contracts should be responsible for this task. In addition, General
Services should monitor, on a sample basis, whether state agencies
are ensuring compliance with these requirements. General Services
could leverage its efforts by working with other state agencies to
ensure that subcontractors claiming to have provided the goods and
services to the purchasing agency did, in fact, perform the work for
which they are invoicing the state agencies.

To ensure prompt recovery of state funds, General Services should
implement standard procedures to recover overcharges identified
by the CASA system. General Services’ new procedures should
specify the amount of time it considers reasonable to recover funds
due back to the State.
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To improve the integrity of its monitoring of pricing compliance,
General Services should implement procedures to help ensure

that usage reports reflect the actual items received and prices paid
by the state agencies that purchased the items. For example, on a
periodic basis, it could select a sample of purchases from the usage
reports and work with purchasing state agencies to confirm that the
prices and quantity of items reported reconcile with the invoices
submitted by the contractor.

To provide further clarity regarding the use of small business and
DVBE subcontractors on state contracts, the Legislature should
consider the policy questions associated with the Office Depot
contract as follows:

« Is a business relationship such as the one between Office Depot
and its subcontractors what the Legislature envisioned when it
created the commercially useful function requirements?

+ Should a firm be required to have demonstrated experience in a
particular line of business before being allowed to participate in
state contracts?

+ Considering the tasks contracted were of a nature that Office
Depot was capable of performing, should the State prohibit
contractors from subcontracting with small businesses and
DVBEs under such circumstances at the cost of eliminating
participation opportunities for these entities?

« Isitin the State’s best interest to limit a particular line of
business, such as office supplies, to a relatively small number
of small business and DVBE subcontractors rather than the many
small businesses and DVBEs that could contract with the State in
the absence of strategic sourcing?

The Legislature should then revise state law as it deems appropriate.
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We conducted this review under the authority vested in the California State Auditor by Section 8543
et seq. of the California Government Code and according to generally accepted government auditing
standards. We limited our review to those areas specified in the audit scope section of the report.

Respectfully submitted,

e V). Hreole

ELAINE M. HOWLE, CPA

State Auditor

Date: July 8, 2010

Staff: Karen L. McKenna, CPA, Audit Principal
Kris D. Patel
A.]. Meyer

Jack Peterson, MBA
Whitney M. Smith

Legal Counsel: Donna Neville, JD

For questions regarding the contents of this report, please contact
Margarita Fernandez, Chief of Public Affairs, at (916) 445-0255.
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Appendix

EVENTS RELATED TO THE CONTRACT AWARDED TO
OFFICE DEPOT

To implement the strategic sourcing initiative, the Department

of General Services (General Services) hired CGI-American
Management Systems (CGI) in 2004. As part of its analyses, CGI
recommended office supplies as one of the categories of goods the
State should strategically source. Based on this recommendation,
General Services renegotiated its statewide office supplies contract
with OfficeMax in February 2005. In anticipation of the OfficeMax
contract’s July 2006 expiration date, General Services released a
solicitation for a new office supplies contract in April 2006 and
awarded the contract to Office Depot in August 2006.

According to General Services, concerns raised about contract
activities by a number of small businesses prompted it to direct

an audit by its internal auditors in March 2008. The audit focused
on Office Depot’s compliance with contract provisions governing
the pricing of products and the use of small business and Disabled
Veteran Business Enterprise (DVBE) subcontractors to provide a
commercially useful function. The internal auditors issued their
report in August 2008. They concluded that the State purchased
products totaling $14.2 million from Office Depot that were not
included in the contract.? General Services had negotiated set
contract prices for “core items,” the items commonly purchased by
the State, and a 25 percent to 40 percent discount off retail prices
for an additional list of “non-core items.” However, the internal
auditors found that Office Depot’s hard-copy and online catalogs
for state agencies included a third category of items and that sales of
these off-contract items to state agencies accounted for 35 percent
of the total $40.7 million spent under the contract. According to the
internal audit report, a contributing factor was that search results
from the online catalog often presented these off-contract items
first instead of the comparable and less expensive core items.

The internal audit report concluded that, overall, Office Depot

was pricing the approved core and non-core products accurately.
However, it identified more than $56,000 in overcharges. For
example, the internal auditors found that Office Depot continued to
sell old core items that were no longer included in the contract for
a significantly higher price than the new replacement core items.
Finally, the internal audit report concluded that, before the contract

12 According to General Services, the $14.2 million amount represents the total purchases of
off-contract items through the internal audit period of February 2008. General Services
announced in August 2008 that $16 million in off-contract purchases were identified. It stated
this amount represented purchases through July 2008.
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was awarded, General Services performed an adequate assessment
of whether small business and DVBE contractors performed a
commercially useful function and that the subcontractors were
directly responsible for executing distinct and necessary tasks
provided for in the contract. We discuss the commercially useful
function requirements and the pertinent internal audit report
findings in the Audit Results portion of this report.

Office Depot worked with General Services to take several
corrective measures as a result of the internal audit. At the time

the internal audit report was released, General Services announced
it negotiated an additional discount of $2.5 million for $16 million
in purchases of off-contract items. General Services subsequently
received a refund check for that amount. It indicated that it also
had negotiated repayment for the more than $56,000 in identified
overcharges. General Services noted that Office Depot improved its
online ordering system to highlight items with the greatest discount
in a product category. General Services also stated that it worked
with Office Depot to block the State from continuing to purchase
restricted items. Such restricted items included digital cameras,
televisions, vacuums, and various food items. General Services
noted that Office Depot removed certain products from its online
catalog. In addition, General Services stated that it reminded state
purchasing officers of their responsibilities to manage and supervise
their purchasing activities.

General Services’ practice is to initiate the contract review process
nine to 12 months before the existing contract expires to determine
whether it should be extended or whether a new contract should
be rebid. However, according to General Services, it did not begin
the process to secure a new statewide office supplies contract until
June 2008, shortly before the Office Depot contract was scheduled
to expire in August 2008. General Services decided to wait until the
results of its internal audit were complete to ensure that it applied
the lessons learned to the new solicitation. In the meantime, it
extended the Office Depot contract from August 30, 2008, when
it was scheduled to expire, to February 28, 2009, which is when it
intended to award a new office supplies contract. General Services
subsequently extended the expiration date three more times, with
the contract finally ending May 31, 2009. According to General
Services, it did not issue a request for proposal until March 2009
because of the complex nature of developing the request for
proposal, including the need to review thousands of line items
from the previous bid. Further, it stated that it had to request new
proposals due to its determination in December 2009 that the
proposals it received were nonresponsive. As of early June 2010,
General Services had not yet awarded the new office supplies
contract, but expected to do so by mid-July 2010.
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Lacking a statewide office supplies contract, state agencies
purchased office supplies through their delegated purchase
authority for more than a year after the extended Office Depot
contract expired on May 31, 2009. In a June 2009 memo, General
Services instructed agencies to consult the online eProcurement
system to find potential certified California small business or DVBE
office supply providers and confirmed that they could continue to
use the subcontractors previously listed on the expired Office Depot
contract for this purpose.
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(Agency response provided as text only.)
State and Consumer Services Agency
915 Capitol Mall, Suite 200
Sacramento, CA 95814
June 17,2010
Elaine Howle, State Auditor®
Bureau of State Audits
555 Capitol Mall, Suite 300
Sacramento, CA 95814
Dear Ms. Howle:
Enclosed is our response prepared by the Department of General Services to the Bureau of State Audits’
Report No. 2009-114 entitled, Department of General Services: It No Longer Strategically Sources Contracts
and Has Not Assessed Their Impact on Small Business and Disabled Veteran Business Enterprises. A copy of
the response is also included on the enclosed diskette.
If you have any questions or need additional information, please contact me at (916) 653-4090.
Sincerely,

(Signed by: Bill Leonard)

Bill Leonard, Secretary
State and Consumer Services Agency

Enclosures

*  California State Auditor’s comments appear on page 63.
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MEMORANDUM

Department of General Services
Date: June 22,2010

To: Bill Leonard, Secretary
State and Consumer Services Agency
915 Capitol Mall, Suite 200
Sacramento, CA 95814

From: Ronald L. Diedrich, Acting Director
Department of General Services

Subject:  RESPONSE TO BUREAU OF STATE AUDITS'REPORT NO. 2009-114

Thank you for the opportunity to respond to the Bureau of State Audits’ (BSA) Report No. 2009-114 which
addresses recommendations to the Department of General Services (DGS) resulting from the BSA's audit of
strategic sourcing program activities. The following response addresses each of the recommendations.

OVERVIEW OF THE REPORT

The DGS has reviewed the findings, conclusions and recommendations presented in Report No. 2009-114.
The DGS will take appropriate actions to address the BSA's recommendations.

Overall, the DGS is pleased that the BSA's in-depth audit confirmed that the administration’s strategic
sourcing efforts resulted in at least $160 million in net savings as of June 30, 2007 and continues to
result in ongoing savings to the State. Further, we are pleased that the BSA's review of a sample of
strategically sourced contract solicitations found that the DGS followed State laws and regulations in
awarding the contracts.

In addition, the BSA recognizes that the DGS takes numerous steps to ensure that small businesses and
disabled veteran business enterprises (DVBEs) have an equitable opportunity to participate in State
contracts, including strategically sourced contracts. These steps include aiding the firms in contracting

with the State through the: maintenance of a streamlined certification process and an online searchable
database of small businesses and DVBEs that prime suppliers may use to search for potential subcontractors;
conduct of hundreds of outreach activities; and, as was used for the strategically sourced contracts, use of
innovative techniques such as networking workshops and contract provisions that allow agencies to forgo
purchasing from the mandatory vendor and directly purchase from a small business or DVBE.

The BSA does express concerns that the DGS has not entered into any new strategically sourced contracts
since the 33 entered into between January 2005 and July 2006. The DGS remains fully committed to
continuing strategic sourcing as one of the types of procurement techniques that is available for use

in leveraging the State’s buying power. However, the department is in the relatively early stages of
implementing this technique. Specifically, because of the almost complete turnover of staff since the
original sourcing efforts were performed, the DGS Procurement Division's (PD) acquisition staff required
additional strategic sourcing training that was not completed until September 2009. It should be noted that,
as recognized by the original strategic sourcing contractor, optimal data is also not readily available for the
DGS to conduct full strategic sourcing efforts due to the State lacking a single accounts payable/purchasing
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data system. Therefore, at this time, the DGS' procurement efforts may be restricted to conducting a
more limited version of the strategic sourcing process than was used by the contractor, CGl-American
Management Systems (CGl), which assisted in implementing strategic sourcing.

The BSA also expresses the concern that the DGS had not prepared any comprehensive analysis
documenting its rationale for not strategically sourcing 20 additional categories of goods or services
identified in CGI's report that were recommended for potential sourcing. After an assessment of
opportunities for savings had been performed by CGI, the DGS conducted solicitations within ten categories
that were identified for sourcing. These ten categories were the only ones that were fully developed as part
of the process, including the development of detailed business cases.

As stated by the BSA, the DGS is in the process of reviewing the 20 additional categories that were
presented in CGl's report. This review is in its final stages and, to date, has not determined that any of

the 20 categories warrant strategic sourcing. In brief, for many of the categories such as the commercial
airline, rental car, telecommunications and travel agency categories, the DGS has used other traditional
acquisition techniques to acquire those goods or services. These techniques accomplished the same goal as
strategic sourcing including competitively leveraging the State’s buying power to obtain lower pricing. The
remaining categories, such as architectural and engineering services, electricity and leased real property, are
of such a broad nature that it is unclear as to how strategic sourcing techniques could be applied to those
goods or services.

In addition, the BSA expresses the concern that the DGS does not track the change in the number of small
businesses and DVBEs participating in a category of goods that has been strategically sourced. Although the
DGS will determine the viability of separately tracking strategically sourced contract usage before and after
sourcing, it should be noted that the strategically sourced contract category is estimated to represent less
that 1.5% of the total $9 billion in State agency contract awards issued during the 2008/09 fiscal year.

Currently, the DGS tracks the use of small businesses and DVBEs in State contracting through the
information provided in the Consolidated Annual Report prepared as required by Public Contract Code
Section 10111. Since the advent of strategic sourcing during the 2004/05 fiscal year, the participation of
small businesses and DVBEs in overall State contracting has increased, which reflects favorably on the
administration’s commitment to the use of these businesses to provide goods and services to the State.
Specifically, small business usage increased from 21.96% in 2004/05 to 26.88% in 2008/09, while DVBE usage
increased from 1.72% to 2.96%.

The success of the State’s contracting program’s use of small businesses and DVBEs has been focused

on overall usage and not by type of acquisition methodology. As with all of the various types of State
procurements including consulting services contracts, delegated purchases, and leveraged procurement
agreements such as strategically sourced procurements, the State does not track the effect an individual
type of acquisition methodology has on contracting with small businesses and DVBEs. However, the DGS
fully considers the impact on those types of firms prior to performing any acquisition and attempts to fully
mitigate any potential negative impacts to the extent it is in the State’s best interest.

The BSA also provides recommendations related to improving the State’s program for the monitoring of
small business and DVBE subcontractors for compliance with contract participation goals and the PD’s
processes for the monitoring of contractor price compliance and recovery of overcharges. The DGS is taking
appropriate actions to fully address those issues.
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The DGS appreciates the BSA's in-depth audit and is fully committed to promptly and completely addressing
the issues identified in the audit report. In general, the actions recommended by the BSA have merit and will
be promptly addressed.

RECOMMENDATIONS

RECOMMENDATION # 1: To ensure that it determines the savings to the State going forward for strategically
sourced contracts, General Services should examine the State’s recent purchase
patterns when determining whether to rebid or extend previously strategically
sourced contracts and when estimating expected savings. It should subsequently
compare the savings it achieves to the expected savings for those contracts.

DGS RESPONSE # 1:

The PD will develop standards for implementing and documenting an evaluation of recent purchase
patterns when determining whether to rebid or extend previously sourced contracts. Further, as part of

its opportunity assessment process, when feasible, PD’s Intake and Analysis Unit (IAU) will implement a
process that includes the estimation of expected savings for any rebid or extended contracts based on those
purchase patterns.

It is foreseen that this process will provide for the performance of a market survey to identify baseline pricing
for use in estimating expected savings. Where applicable, the market survey will include a review of the
pricing obtained by other States and through various government contracting vehicles, such as the Western
States Contracting Alliance, for the goods being strategically sourced. Subsequently, the baseline savings
amounts will be compared to the actual pricing obtained under the contracts to calculate achieved savings.

RECOMMENDATION # 2: To ensure it has maximized the savings for CGl-recommended categories that it
did not strategically source, General Services should conduct its planned review of
those categories to determine if there are further opportunities to achieve savings.

DGS RESPONSE # 2:

The DGS is actively reviewing the 20 additional categories that were presented in CGI's report as potential
strategic sourcing categories. As part of the review, the IAU's staff, which have been trained in strategic
sourcing, have been tasked with analyzing the categories to determine if there are opportunities to achieve
further savings. Further, CGl is being contacted to obtain additional details on the recommended categories.

RECOMMENDATION # 3: To ensure that it maximizes the savings to the State for future purchases,
General Services should follow the procedures for identifying strategic sourcing
opportunities included in the IAU’s procedures manual. To ensure that it is
effectively identifying new strategic sourcing opportunities, General Services
should work to obtain comprehensive and accurate data on the specific items that
state agencies are purchasing, including exploring options for obtaining such data
for agencies that do not have enterprise-wide systems and therefore would not be
using the additional functionality of the ePrecurement system. Until
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it obtains such data, General Services should work with state agencies to identify
detailed purchases for those categories that it identifies through SCPRS as viable
opportunities for strategically sourcing. For example, if based on its review of
SCPRS data, General Services identifies a particular category that it believes is a
good candidate for strategic sourcing, it should work with those state agencies
that accounted for the most purchases within the category to determine the types
and volume of specific goods purchased to further analyze the types of goods

to strategically source. General Services should assess any need for additional
resources based on the savings it expects to achieve.

DGS RESPONSE # 3:

The PD is taking actions to ensure that the issues included in this recommendation are fully addressed. As
part of this process, the IAU has been tasked with being the front door to the PD through which all workload
coming into the division is logged and tracked. This allows that unit to be aware of the type and volume

of both one time acquisition and statewide commodity contract requests that may lend themselves to the
strategic sourcing process. In consultation with its customers, the PD will then utilize available data on the
purchasing patterns for the goods to identify if strategic sourcing or another procurement vehicle should

be used to acquire the goods. In performing its opportunity assessments, the IAU will use the data available
in eSCPRS and other sources, such as internal State agency systems that contain relevant purchase data, to
assist in the spend and savings analysis process.

RECOMMENDATION # 4: To provide decision makers with the information necessary to determine the
true costs and benefits of strategic sourcing, General Services should evaluate
any impact strategic sourcing has on small business and DVBE participation in
terms of number of contracts awarded and amounts paid to small businesses and
DVBEs within the categories being strategically sourced. Specifically, for goods
that were strategically sourced, General Services should compare the number of
contracts awarded to small businesses and DVBEs before they were strategically
sourced with those awarded through such contracts after they were strategically
sourced. This effort should include contracts awarded by General Services and
other state agencies.

DGS RESPONSE # 4:

The DGS fully considers the impact on small businesses and DVBEs prior to performing any acquisition and
attempts to fully mitigate any potential negative impacts to the extent it is in the State's best interest. As a
result of this recommendation, the PD will assess the programmatic benefit and feasibility of identifying the
number of small businesses and DVBEs awarded contracts prior to the award of new strategically sourced
contracts. As to tracking the use of those firms after a strategically sourced contract has been awarded, the
PD has tasked the management team that is reviewing the off ramp policy (see response to the following
recommendation) to determine the viability of State agencies reporting this degree of detail.
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RECOMMENDATION # 5: To evaluate the effectiveness of the off ramp in providing opportunities for small
business and DVBE participation, General Services should track the number and
dollar amounts of contracts that state agencies award through the use of the off
ramps in strategically sourced and other mandatory statewide contracts. General
Services’ evaluation should also consider the extent to which an off ramp affects
the monetary benefits that result from statewide contracts designed to leverage
the State’s purchasing power.

DGS RESPONSE # 5:

The PD has tasked an internal management team with the responsibility for developing criteria governing
the use of small business and DVBE off ramps in statewide contracts. As part of this process, the team has
been tasked with determining the viability of tracking off ramp usage to determine its effectiveness in
providing opportunities for small businesses and DVBEs to participate in contracts with State agencies
even though mandatory statewide contracts exist. If deemed viable for collection, the information will also
be used by the PD to track the monetary impact of State agency off ramp usage in contrast to using an
applicable statewide contract.

RECOMMENDATION # 6: To ensure that small business and DVBE subcontractors comply with the
commercially useful function requirements, General Services should develop
guidance for state agencies on how to ensure that subcontractors perform
commercially useful functions if it believes state agencies making the purchases
through statewide contracts should be responsible for this task. In addition,
General Services should monitor, on a sample basis, whether state agencies are
ensuring compliance with these requirements. General Services could leverage its
efforts by working with other state agencies to ensure that subcontractors claiming
to have provided the goods and services to the purchasing agency did, in fact,
perform the work for which they are invoicing the state agencies.

DGS RESPONSE # 6:

The PD's contract administrators and State agency contract managers jointly have the responsibility for
ensuring that prime contractors make a good faith effort to comply with small business and DVBE contract
participation goals. To ensure that State agency personnel are aware of their responsibilities, the PD will
ensure that user instructions for future statewide contracts contain provisions that fully inform the user
agency of small business and DVBE contractor usage and agency monitoring requirements.

Since the DGS has general oversight responsibilities for the use of statewide contracts, as recognized in the
BSA report, the PD already has procedures in place for its contract administrators to monitor small business
and DVBE usage through the review of usage reports and meetings they periodically have with contractors
throughout the life of each contract. To increase the awareness of contract oversight responsibilities, the
PD is also in the process of implementing the use of Contract Management Plans that clearly document
the responsibilities of a contract administrator prior to the start of a contract. Where applicable, these

plans will include the requirements for monitoring contractor compliance with small business and DVBE
participation requirements.
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RECOMMENDATION # 7: To ensure prompt recovery of state funds, General Services should implement
standard procedures to recover overcharges identified by the CASA system. General
Services’ new procedures should specify the amount of time it considers reasonable
to recover funds due back to the State.

DGS RESPONSE # 7:

The PD is currently developing standard procedures to recover any overcharges, including the amount of
time considered reasonable to recover funds due back to the State. The procedures will provide for the
prompt issuance of a cure letter upon identification of an overcharge amount. The PD will also promptly
follow-up to collect any delinquent amounts.

RECOMMENDATION # 8: To improve the integrity of its monitoring of pricing compliance, General Services
should implement procedures to help ensure usage reports reflect the actual
items received and prices paid by the state agencies that purchased the items. For
example, on a periodic basis, it could select a sample of purchases from the usage
reports and work with purchasing state agencies to confirm that the prices and
quantity of items reported reconcile with the invoices submitted by the contractor.

DGS RESPONSE # 8:

The PD will implement procedures to assist in ensuring the accuracy of the usage reports submitted by
contractors. Specifically, the previously discussed Contract Management Plan process will include steps
for the contract administrator to work with State agencies to confirm the accuracy of contractor reported
pricing and other relevant data.

CONCLUSION
The DGS is firmly committed to effectively and efficiently overseeing the State’s procurement program. As
part of its continuing efforts to improve this process, the DGS will take appropriate actions to address the
issues presented in the report.
If you need further information or assistance on this report, please contact me at (916) 376-5012.

(Signed by: Ronald L. Diedrich)

Ronald L. Diedrich, Acting Director
Department of General Services
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CALIFORNIA STATE AUDITOR’S COMMENTS ON
THE RESPONSE FROM THE DEPARTMENT OF
GENERAL SERVICES

To provide clarity and perspective, we are commenting on
the response to our audit report from the Department of
General Services (General Services). The numbers below
correspond with the numbers we placed in the margins of
General Services’ response.

General Services contends that the traditional acquisition
techniques it used accomplished the same goal as strategic
sourcing. However, as we state on page 22, General Services has not
determined whether the contracts it issued have achieved the same
level of benefits that they could have using strategic sourcing. Thus,
it has not demonstrated that it achieved the maximum savings
possible to the State.

General Services provides an estimate of the percentage of contract
awards issued during fiscal year 2008—09 that the strategically
sourced contract category represents. However, as we note on

page 22, General Services has not entered into strategically sourced
contracts since its initial efforts. General Services subsequently
explained that the 1.5 percent it cites in its response primarily
represents the purchase orders state agencies issued during fiscal
year 2008—09 when purchasing through the originally awarded or
extended strategically sourced contracts.
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