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Foreword 

The Lyndon B. Johnson School of Public Affairs has established interdisciplinary 
research on policy problems as the core of its educational program. A major part of this 
program is the nine-month policy research project (PRP), in the course of which two or 
more faculty members from different disciplines direct the research of ten to thirty 
graduate students of diverse backgrounds on a policy issue of concern to a government or 
nonprofit agency. This "client orientation" brings the students face to face with 
administrators, legislators, and other officials active in the policy process and 
demonstrates that research in a policy environment demands special talents. It also 
illuminates the occasional difficulties of relating research findings to the world of 
political realities. 

This report, Beyond the Bid: An Evaluation of State and Local Government Procurement 
Practices, is the culmination of work by students during the 2003-2004 academic year. 
Procurement is a fundamental, but poorly understood, aspect of state and local 
government operations. The purpose of this policy research project is to provide an 
understanding of state and local government procurement and provide recommendations 
and options to improve the process. Accenture was the sponsor for this policy research 
project in state and local government procurement practices. The recommendations and 
policy options in the report are solely the results of the students' work and have not been 
endorsed or approved by Accenture. 

The curriculum of the LBJ School is intended not only to develop effective public 
servants but also to produce research that will enlighten and inform those already engaged 
in the policy process. The project that resulted in this report has helped to accomplish the 
first task; it is our hope that the report itself will contribute to the second. 

Finally, it should be noted that neither the LBJ School nor The University of Texas at 
Austin necessarily endorses the views or findings of this report. 
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Edwin Dorn 
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Executive Summary 

Overview and Purpose 

The purpose of this report is to provide an understanding of the public purchasing 
function and to suggest some recommended practices in procurement for state and local 
governments. 

Public procurement is a fundamental aspect of government operations, particularly 
important in a time of budget deficits. In general, procurement is poorly understood by 
many with vested interests in this function, such as suppliers, requisitioners, professional 
purchasers, legislative branch and executive branch officials, and citizens. Potential 
benefits of reviewing procurement practices are many, including the potential for better 
management of public funds, more responsive policies and processes supporting the 
government's mission, and a mutually supportive structure for suppliers, professional 
purchasers, and requisitioners. 

This report explores differences in procurement practices associated with traditional 
goods and services; technology hardware, software, and services; construction of goods 
and services; and outsourcing. Academic research, news articles, white papers, and 
vendor-side information sources were consulted. In addition, experts in the public 
purchasing field were interviewed and site visits were conducted in order to complete 
case studies of comparable cities and states. Municipal procurement practices in Austin 
(Texas), Sacramento and San Diego (California), and Tallahassee (Florida) were 
examined, as were the statewide practices of California, Florida, New York, and Texas. 

Recommended Practices 

Our research revealed five major areas of study: centralization versus decentralization; 
contracting; oversight and relationship management; personnel practices; and electronic 
procurement (e-procurement). An overview of each subject and some of our 
recommended practices follow. 

Centralization versus Decentralization 

There are advantages and limitations to both centralized and decentralized purchasing 
structures. Agencies should consider oversight needs, cost concerns, and resource 
management when deciding the appropriate degree of centralization that should be 
employed. Generally, public sector purchasing systems incorporate a hybrid approach in 
order to gain the benefits of each arrangement. 

Some recommended practices include these findings: 

• Centralization leads to unit cost and administrative savings. 
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• Centralization reduces the risk of fraud. 

• Decentralized systems reduce the time delay between ordering and delivery. 

• Decentralized systems do not enjoy the reduced cost in savings that centralized 
systems experience. 

Contracting 

Procurement contracting is a critical function in that it details the terms and conditions 
under which services and remuneration are to be exchanged between vendors and public 
agencies. There are many contract methods available for a public agency to use; items to 
consider in contract selection are: scope and type of project; terms and conditions needed 
to meet specifications; price; deadlines; and administrative issues. The contract method, 
whether it be traditional, performance based, or by alliance, will vary with the 
procurement mission. 

Recommended practices in the area of contracting include the following: 

• The procurement office should establish an open and transparent bid process that will 
preserve both the vendor and public's trust in the system. 

• The procurement office should negotiate with vendors to determine the 
best ·cost per deliverable good or service. 

• All procurement offices should have procedures governing the dispute resolution 
process. 

Oversight and Relationship Management 

Oversight in public purchasing ensures the integrity of the commodities or services that 
are acquired as well as the integrity of the purchasing process itself. Comprehensive 
oversight practices employ techniques to monitor service/commodity quality as well as to 
measure performance. Professional relationships between vendors and public agencies 
complement the oversight function; these relationships are built upon access to 
information and effective communication of that information. Communication planning 
and interpersonal communication skill development can impact the performance results 
of a procurement project and underscore thorough oversight. 

The following are recommended practices: 

• Procurement officials should establish standards, or a benchmark, to which they can 
compare the work of their vendor. 

• Procurement officials should select a method(s) to monitor the performance of the 
vendors. 
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• The procurement office should have a system that keeps all of the data pertaining to 
specific projects in an orderly fashion. 

Personnel Practices 

An agency's personnel practices can have a significant impact on the procurement 
process. As proper development and instruction of personnel can prevent a number of 
managerial problems, including waste, fraud, and high turnover, it is imperative that 
procurement offices invest in personnel through proper training, continued education 
opportunities, and mentoring programs. 

Some recommended practices in the personnel area are: 

• Governmental agencies should require fonnal training for procurement officials. 

• Procurement offices should use professional organizations to share infonnation on 
industry practices and to establish professional standards. 

• Procurement offices should implement mentoring programs, whereby a seasoned 
employee will train a new hire on the job. 

E-Procurement 

Use of electronic procurement systems is relatively new to governmental agencies. 
Originally implemented to facilitate communication with vendors via email, the growing 
popularity of e-procurement can be attributed to the numerous benefits it can offer. 
Unlike the traditional paper-based procurement approach, e-procurement is appealing 
because it allows public sector agencies to quickly gather and disseminate infonnation 
and to reach greater numbers of vendors with ease, which can translate into increased 
competition and lower costs. In addition, utilizing an electronic system has the potential 
to reduce administrative costs, increase efficiency, and enable more strategic use of 
human capital. 

Recommended practices concerning e-procurement include: 

• The procurement office must develop a strategic plan for the use of e-procurement. 

• The procurement office should phase in the implementation of the new systems and 
methods. 

• The procurement office should constantly solicit feedback from users of the system to 
ensure the long-tenn stability and efficiency of the e-procurement system. 
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Chapter 1. Introduction 

Public procurement is the process of identifying, acquiring, and distributing services and 
materials required by state or local governments to serve their constituents. Procurement 
is a fundamental aspect of government operations. Unfortunately, the misunderstandings 
and vested interests of suppliers, practitioners, legislators, and citizens often inhibit the 
development of consistent, transparent, and effective purchasing processes. 

This report attempts to provide public servants with an understanding of the public 
purchasing function and make recommendations for improving the procurement process. 
Topics covered in this report include purchasing authority and organization, contract 
structure and oversight, procurement reform initiatives, price-saving strategies, 
purchasing officer training, and data acquisition and management. 

In addition to providing general procedural guidelines, this report highlights current best 
practices in procurement at the state and local government levels. Information is drawn 
from the literature on public procurement and case studies of several jurisdictions in the 
United States, including the states of California, Florida, New York, and Texas and the 
cities of Austin, Sacramento, San Diego, and Tallahassee. Innovative procurement 
practices identified within this report include reverse auctions, performance-based 
contracts, third-party contract monitors, and vendor education programs, among others. 

This report is organized according to major topics in procurement. These include 
centralization versus decentralization, the contracting process, oversight and relationship 
management, personnel, and e-procurement. Each chapter provides an overview, 
discusses key concepts, identifies best practices and current trends, and provides specific 
recommendations for how to improve the procurement function in state and local 
government. Given the numerous goods and services required for government operations, 
it would be impossible to address the entire scope of public procurement in a useful and 
meaningful way. Accordingly, this report focuses on four functional areas of public 
purchasing: commodities, construction, information technology, and outsourcing. 

In addition to the chapters discus~ed above, this report also includes case studies detailing 
purchasing practices and initiatives at the state and local level. This research is based on 
interviews with purchasing personnel, project managers, procurement experts, 
government reports, and current literature. The goal of the case studies is to provide 
helpful illustrations of how several states and cities of comparable size conduct their 
procurement operations and to provide practical examples of how the general 
recommendations of this report have been successfully implemented by actual 
government agencies. 

While the best practices and recommendations discussed in this report can provide 
procurement professionals with tools to improve their organization's purchasing process, 
some elements of government purchasing are necessarily beyond the scope of this 
publication. For instance, many of the practices discussed allow agencies to reduce the 
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cost of obtaining goods and services. However, purchasing in the public sector is often 
not simply about obtaining the lowest prices possible. Government purchasing 
departments are charged with providing goods and services that meet public expectations 
while also adhering to standards that maintain public trust. In many cases, the public's 
view of the "best value" may not, in fact, be the product or service that is available at the 
lowest cost. 

This is particularly true when the purchasing function serves social or policy goals, such 
as those supporting Historically Underutilized Businesses (HUBs) or Women and 
Minority Owned Businesses (WBFJMBE). "Buy local" campaigns, and requirements that 
suppliers pay a living wage, are other examples of purchasing initiatives supporting 
policy goals deemed to be in the public interest: While these may not always be the 
lowest-cost method for purchasing goods and services, many governments continue to 
utilize them as a means of supporting broader policy initiatives. 

A second aspect of the political environment not discussed in this report is the influence 
of lobbyists and other interest groups. Of course, it is extremely important that 
procurement officials maintain the highest standards of propriety, since ethical lapses can 
lead directly to loss of taxpayer trust and confidence in government. Several chapters of 
this report deal directly with how to avoid these ethical issues through open, transparent, 
and clearly defined processes. Even so, procurement officials are often caught in a 
struggle between politicians, ordinary citizens, and various interest groups, all of which 
may have competing agendas as pertains to specific purchases or the purchasing function 
in general. Navigating these competing interests is often more art than science, and 
heavily dependent on the political culture within a state or locality. 

In short, the political environment of government, while noteworthy for its influence on 
the procurement function, is beyond the scope of this study. The goal of this report is to 
identify innovative purchasing practices and provide guidelines for optimizing public 
procurement at the state and local level. Elements of the political environment such as 
social and economic policy goals are the domain of voters and policymakers, and as such 
they are not directly addressed in this report. 
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Chapter 2. Centralization versus Decentralization 

Overview 

A centralized purchasing system vests the responsibility for buying goods and services in 
one office or department. 1 The goal is to install and maintain control over the entire 
procurement process, thus improving the efficiency and economy of all purchasing. 
Centralized purchasing involves more than just the acquisition of goods and services. It 
encompasses all of the functions associated with the purchase of goods and services, 
including preparing specifications, screening vendors, negotiating purchasing agreements, 
awarding purchase orders and contracts, and assuring the delivery of goods. Also, it may 
encompass functions that are only peripherally related to purchasing, such as receiving 
and inspecting goods, inventory control, or storage. A decentralized purchasing system is 
one in which departments buy goods and services or perfonn other procurement functions 
independently of one another. High-level coordination is usually absent in decentralized 
purchasing. The responsibility for decentralized purchasing decisions rests within each 
individual department or agency. 

Experts have debated for decades whether it is better to devolve purchasing power to 
individual agencies or to bring this task under the purview of a single, over-arching 
procurement agency. For the greater part of a century, most large corporations and 
government agencies handled purchasing in a largely decentralized fashion. This began to 
change in the early 1980s, as the widespread adoption of advanced infonnation 
technology gave purchasing officers the ability to establish standard coding systems for 
products, as well as "accumulate data, analyze it, and share it on a real-time basis."2 

While this technology made true centralization a realistic aspiration for most 
organizations, it did not lead to a wholesale adoption of centralized purchasing 
techniques. Instead, both private companies and government entities have pursued 
increased centralization in a somewhat halting, ad hoc fashion. Certainly the overall trend 
has generally favored increased centralization, as organizations have "shift[ed] to more 
centralized procurement strategies and activities to orchestrate overall company spending 
and increase efficiency through economies of scale."3 However, numerous organizations 
continue to operate under a decentralized purchasing environment, while many others 
have adopted hybrid systems that combine the elements of centralized and decentralized 
structures.4 

The decision to centralize the purchasing function is far from straightforward. Certain 
organizations and types of purchasing better lend themselves to increased centralization 
than others, but often there is simply no obviously correct choice. Therefore, this chapter 
will offer little in the way of one-size-fits-all recommendations. Rather, it will examine 
centralized and decentralized purchasing structures within several specific purchasing 
functions, with the goal of providing a general set of ground rules for agency personnel to 
consider when assessing their own purchasing departments. 
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Centralization 

The need "to reduce, make more efficient, and reform government services"5 inspired the 
initial move toward centralized governmental purchasing. Centralization allows for the 
establishment of consistent management practices within the organization that should 
enable the administration of contract awarding and monitoring in a consistent way across 
functional areas. Centralization provides increased purchasing efficiency in the areas of 
cost savings, specialization, increased agency control, and improved data management. 

Cost Savings 

Cost savings are typically cited by agency heads and purchasing managers as the primary 
or overriding factor in the decision to centralize control of the purchasing function. This 
decision can be summed up in one simple question that is no doubt familiar to anyone 
involved in purchasing: What is the point of allowing "departments or even 
divisions ... to buy piecemeal when centralized procurement of most goods yields volume 
discounts and instills purchasing discipline?'"' 

Due to the economic pressures of the marketplace, large publicly traded companies have 
aggressively adopted centralized purchasing regimes. Within the past few years, this has 
led to some startling results in terms of cost savings. Sisters of St. Francis Health 
Services, Inc., in Mishawaka, Indiana, centralized its purchasing and accounts payable 
activities for medical supplies and equipment, saving at least $2 million since staggered 
implementation began in 2002. 7 Gillette turned very modest centralization reforms into 
nearly $90 million in savings, with further centralization expected to save $250 million 
over three years.8 Similarly, Japanese electronics manufacturer Fujitsu plans to save $3.85 
billion over two years by revamping its purchasing function, largely through increased 
centralization.9 

Academic literature is heavy with examples of private sector companies realizing huge 
cost savings through increased centralization. As we will see, however, government 
entities can also use this technique to achieve savings and efficiencies that, while not on 
the scale of some private sector firms, are nonetheless substantial in the context of city or 
state government. For example, the University of Texas at Austin is expected to save 
about $2. 7 million annually through the creation of a centralized purchasing program. The 
university has gone from purchasing office supplies from more than 200 vendors to 
purchasing from only two. The centralized purchasing of office supplies will provide 
substantial savings not only in purchase price, but also personnel costs, inventory 
reduction, space reduction, and process savings.10 

In general, there are two distinct ways in which cost savings can be realized through a 
centralized purchasing function. The first involves unit cost savings from combining 
purchases across agencies, while the second results from administrative savings 
associated with eliminating redundancies in the purchasing function. 
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Unit Cost Savings 

Cost savings are promoted through volume buying, establishment of term requirements 
for contracts, standardized specifications, and standard contract terms. The needs of 
several agencies can be combined to attract better unit pricing than would have been 
achieved through multiple contracts. A number of researchers have observed a direct link 
between purchasing unit size and the cost of acquisition, purporting that larger 
organizations are able to reduce acquisition costs through the use of large contracts. I I A 
2003 General Accounting Office (GAO) report clearly states the cost-saving advantages 
of a centralized procurement system: "By using a more strategic approach to Federal 
Supply Service (FSS) and Federal Technology Service (FTS) procurement, agencies can 
leverage their buying power for volume discounts and thereby reduce overall purchasing 
costs."I2 The report goes on to provide an example of how the U.S. Air Force saved an 
estimated $3 million by using a centralized procurement strategy in buying more than 
13,000 desktop and notebook computers that were previously purchased separately. I3 

Administrative Cost Savings 

By combining the back office purchasing functions of multiple agencies into one centrally 
administered purchasing office, centralization has the potential for large administrative 
and personnel savings. This effect is particularly pronounced at the state level, where 
multiple agencies may duplicate the purchasing function many times over in terms of 
personnel, purchasing guidelines, facilities, and technology. This is because government 
agencies, like manufacturing groups in the private sector, 

tend to have redundancies in processes such as invoicing and procurement 
because separate operating groups retain control over those functions. In such an 
environment, cutting overlap and streamlining processes can directly affect the 
bottom line. I4 

In addition to cost savings from headcount reductions and elimination of redundancies, 
centralized purchasing often is necessary for the realization of full-cost savings associated 
with e-procurement and other technology implementations. Consider the case of Houston
based Cooper Industries, which realized that its decentralized purchasing structure would 
be inimical to its planned purchase of an expensive e-procurement system. According to 
Cooper's purchasing director, the company "saw the software as a good investment, but 
only if we could build an organization that could act on the information once we had it."I5 

By centralizing its operations, the company was not only able to realize multimillion
dollar cost savings, but was spared the effort and expense of implementing an expensive 
software system that would have been far less effective in a decentralized environment. 

An effective central procurement program also may reduce the cost of government by 
eliminating inconsistent practices and procedures that often confuse and discourage 
vendors from competing. I6 
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Specialization 

A centralized purchasing department will provide for more efficient purchasing within a 
government system because it allows for specialization in purchasing through extensive 
training and everyday applicability. Centralized systems can give vendors a greater degree 
of comfort in working with government. The State of California's review and analysis of 
its purchasing policies found that 

With the large variety of procurement methods available to departments, it is 
critical that some level of uniformity in procedures is developed, implemented, 
and maintained, and that there is some assurance that these uniform procedures 
are being followed. The easiest way to accomplish this task is by having a large 
degree of centralization throughout the purchasing process. Decentralized 
purchasing procedures cause buyers to use a variety of ad hoc methods to conduct 
their work. 17 

Centralization facilitates a collaborative effort across the spectrum of purchasing 
functions and allows for constant improvement and increased efficiency through 
extensive purchasing. Centralization provides for constant innovation and reevaluation of 
the procurement process. Specialist procurement officials provide vendors with a contact 
who is knowledgeable in the procurement process and familiar with their specific needs. 
Specialist purchasing agents may be of particular importance in outsourcing in order for 
them to lead negotiations and apply their market knowledge and experience. These people 
can work with various agencies to make sure that the process is done effectively. 

Increased Agency Control 

Centralized procurement systems also can create efficiency by guarding against waste and 
fraud in the purchasing process. Placing the purchasing duties in the hands of a central 
agency whose sole mission centers around purchasing reduces the risk of fraud. Public 
contracting and procurement has historically been an area prone to weak management, or 
even corruption. 18 Government procurement fraud is a salient public issue that if 
unchecked leads to widespread anger and distrust of public officials. The fear of fraud 
leads government officials to place a premium on the integrity of the procurement 
process, leading to a centralized process where managers believe centralization allows for 
better internal control and better integration with accounting systems.19 

Cost savings and efficiency gains can often be achieved simply by centralizing the 
purchasing process while still allowing agencies a great deal of latitude in terms of actual 
purchasing decision making. In this type of centralization, agencies conduct purchasing 
decisions in an environment of relative autonomy, even as they share the same purchasing 
infrastructure with other autonomous agencies. While this type of centralization has its 
merits, as mentioned above, many states and agencies have gone even further along the 
centralization spectrum in an attempt to gain greater efficiencies from their purchasing 
function. 
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The authority of the centralized purchasing office extends far beyond simply placing 
orders in an effective manner-it actually takes an active role in determining the types of 
purchases made by client agencies. This type of purchasing office role is typically 
prevalent in complex areas like technology, where interoperability is at a premium and 
the cost of failure can be immense-by one estimate, state and local governments spent 
over $9 billion on failed information technology (IT) projects in 2001.20 Attempting to 
reduce this failure rate, many states have increased centralization of the IT purchasing 
function. This typically takes the form of a Technology Office with sole responsibility for 
determining statewide technology guidelines and vetting agency proposals to insure 
adherence to state IT standards. This issue is discussed in more depth in the Information 
Technology section of this chapter. 

Improved Data Management 

Data collected and stored in a way that does not allow for easy access and analysis is 
useless, making the data storage system a vital part of the procurement process. All levels 
of government are charged with transparency and accountability in handling the public's 
money. Procurement officials need to be aware of this mandate. The public needs 
accurate data to hold those officials accountable. Procurement officials and agencies need 
to keep data regarding which vendors bid on the contract, what they bid, and who 
ultimately is awarded the contract; these records are typically required by law. Efficient 
tracking and storage allows public agencies to more easily analyze the data for a variety 
of reasons, including public accountability, vendor accountability, and benchmarking. 

The State of Texas purchases goods and services from thousands of vendors across the 
state, generating huge quantities of paperwork and data. Most of this paperwork must be 
sent back to the General Services Building for processing and archiving. Statutes 
governing public information also require the Texas Building and Procurement 
Commission (TBPC) to keep hard copies of all documents produced in daily business for 
a period of five years. When the paperwork is stored electronically, a hard copy need only 
be stored for one year. Nearly all the documentation required of both employees and 
vendors is done on paper, meaning electronic storage necessitates physically scanning 
documents into the computer if the one year rule is to apply. 21 Storing and managing data 
electronically saves on space needed to physically store paperwork, and also facilitates 
the retrieval of data for analysis. This move toward a system where information is 
accepted and stored electronically coincides with procurement done by the City of Austin, 
where many bids are posted online and information is stored electronically.22 

Since data analysis is important in all forms of procurement, some current trends 
originate in the business sector. Spend analysis allows companies to use their data and 
find how much is being spent on various services, who is supplying the goods and 
services, and where opportunities exist for leveraged buying to save money and improve 
performance. ChevronTexaco, IBM, Bausch & Lomb, Delta Airlines, and Dell are all 
currently managing their data in such a way that allows for analysis and policy changes, 
saving billions of dollars each year. This is done by extracting internal data, organizing 
the data into categories of services/goods and suppliers, and having it analyzed. To 
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quickly and efficiently obtain this data, automated systems store and consolidate 
information from various places and organize it for teams to analyze and develop reports 
for top managers. 23 This spend analysis requires data be collected, stored electronically in 
a centralized location, and sorted before serious cost-saving analysis can be done. 

Many technologies and systems tend to be department-, function-, or institution-specific. 
This "micro" level focus has, subsequently, erected walls within organizations preventing 
the sharing of information. 24 Instead, systems need to be reevaluated starting at the 
"macro" level down. Evaluating the systems at the macro level is more likely to lead to a 
data management system that is compatible across all system platforms within the 
organization and, potentially, among external parties as well. Once macro-level processes 
and systems are put in place, sub-units within the organization should integrate, tailor, or 
expand the system to meet their goals, insofar as it does not conflict with overall 
organizational integration. 

Data management problems exist in almost every type of institution. For example, a 
recent audit report in California found "the State currently does not have the tools 
necessary to provide usable, accurate information on the State's contracting and 
procurement transactions. For example, the task force reported that General Services 
cannot determine with any certainty how much state departments spend each year on 
contracting and procurement."25 California's inability to accurately determine these costs 
is the result of its fragmented data management system for tracking contracting and 
procurement information. Pertinent information for tracking these costs are often stored 
in separate systems, often even within the same agencies. 

The State of Florida's School Readiness Program has been cited by the Auditor General's 
office for having insufficient data management systems and practices. The School 
Readiness Program is responsible for implementing the Universal Pre-Kindergarten 
(UPK) Program. The School Readiness Program makes use of government agencies and 
nonprofit organizations as well as contracted individuals in implementing the UPK 
Program. Florida's Auditor General cited that this "partnership has not adopted rules, 
established uniform reporting and data collection, or mandated the use of a Statewide 
system for all Coalitions, resulting in inconsistent reporting practices, the use of multiple 
systems, and inefficient use of School Readiness Program funds."26 

One further benefit of centralized data storage is the use of inventory tracking to allow an 
entity to have complete information regarding the goods kept on hand. The inventory 
tracking system at the City of Austin is not centralized. Information on inventory is stored 
in seven different locations that are uncoordinated at communicating with one another.27 

. 

This makes it difficult to know what the city has on hand at any given time and adds 
difficulty to purchasing decisions. A system such as this could be particularly detrimental 
to an entity in the case of an emergency situation, where it may be important to know how 
many first aid kits or other emergency goods are available. 
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The Limits of Centralization 

Centralized purchasing regimes obviously have merits, but disadvantages associated with 
the centralized approach need also be taken into account. Communication problems can 
arise due to the added layer of a central office to an already bureaucratic system. 
Similarly, contract managers in the centralized office may not necessarily have the needed 
expertise or specialized knowledge for the particular contract or agency. This emphasis 
on "client responsiveness" is the primary factor behind the World Bank's recent 
movement toward a decentralized purchasing structure giving a great deal of autonomy to 
local field offices. 28 

There can also be feelings of resentment or loss of control by the functional department 
staff, thus reducing the overall effectiveness of the process for the agency or department. 
Centralization often removes a "sense of ownership" from the front-line managers who 
may be the ones who best understand the service or good being procured: "The 
centralization and regulation discourages them from seeing the contracting process as 
theirs, as a series of decisions in which they have a stake and can make a difference."29 

Decisions on contracting may not include the concerns or expertise of the program 
managers, resulting in contracts not exploiting the opportunities in the marketplace and 
producing the loss of intended cost savings. 

Internal political barriers may make the assertion of central control extremely difficult, 
limiting the applicability of centralized purchasing. The political environment is 
particularly relevant in the public sector, which, unlike the private sector, typically does 
not have the luxury of a strong CEO focusing on cost as an overriding factor in 
organizational decision making. This gives individual agencies and departments ample 
opportunity to thwart central purchasing requirements perceived as arbitrary or 
burdensome. 

There are several ways in which political factors can cause centralized purchasing 
systems to fail. At the most basic level, many agencies simply do not assign adequate 
manpower to the central purchasing agency. When a small number of managers in the 
central purchasing office are responsible for coordinating multiple component agencies, 
each with their own semiautonomous leadership, the result is often frustration and 
diminished authority for the centralized agency. This lack of organizational manpower 
has been largely responsible for the inability of the Department of Homeland Security to 
implement a coherent centralized IT purchasing policy.30 

Lack of training and education among department-level personnel can also thwart 
successful implementation of a centralized procurement strategy. Simply crafting 
regulations is not adequate if agency personnel do not understand or recognize the 
existence of central guidelines. Purchasing will simply continue in a disorganized or ad 
hoc fashion. This is illustrated in the following quote from Leonard Weiss, former staff 
director of the Senate Governmental Affairs Committee: 

The problem wasn't that the central procurement regulations were at fault but that 
there was a management culture at the facility where this person was working 
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that prevented the central procurement regulations from being applied in order to 
get what he needed To change the central procurement regulations and not train 
the people who are in charge of putting them into place is not going to solve the 
problem.31 

A final political complication to implementing a centralized purchasing policy is that 
agencies may accommodate the role of the central agency in name but not in practice. 
One early example of centralization in federal government purchasing is the Paperwork 
Reduction Act, passed in the early 1980s. One of its most notable provisions was a 
mandate that all agencies appoint an Information Resource Manager who would. among 
other things, coordinate new technology purchases to comply with the new requirements. 
Unfortunately, most agencies simply added the title of 1RM to an existing office, and 
continued to 9perate largely as they had in the past. 32 

With the exception of the instances noted above, centralized procurement systems still 
require user agencies to retain ownership of most purchasing duties. Agencies must still 
develop requirements and transmit them to the central procurement office and monitor 
and report contractor performance and other oversight elements. 33 In addition, the 
oversight of a centralized process does cost money, and the need for additional rules and 
oversight may extend the timeline for the procurement of certain goods or services. 

Decentralhation 

For reasons enumerated above, many governmental agencies and private sector firms 
utilize a more decentralized approach to the purchasing function. Under the auspices of 
the .. Reinventing Government" movement, many contend government purchasing must 
be decentralized to provide more responsive support to end users, eliminate unnecessary 
and procedural obstacles to program flexibility, improve interdepartmental coordination, 
and empower service delivery managers to procure what they need without impediment 
by a centralized organization. 34 A decentralized procurement system allows agency staff 
to have a more direct involvement with the vendors. These managers may have expertise 
or specialized knowledge of the goods or service and may therefore be better equipped to 
negotiate a contract for those items. In this type of system, the front-line managers feel 
ownership of the process and have a significant impact on the process. This system also 
provides vendors with a contact person within the agency who is knowledgeable about 
the specific contract, not just the procurement procedures. This level of communication 
may be considered very valuable to the public and to the vendors providing the goods or 
services. In general, a decentralized approach to procurement provides two key benefits: 
reduced delivery times, and promotion of innovation and flexibility at the agency level. 

Reduced Time to Delivery 

While increased centralization can lead to cost savings through bulk purchasing and more 
effective technology implementations, it also has drawbacks limiting its applicability in 
all situations. Chief among these concerns is the issue of time delay between ordering and 
delivery. The rapid pace of technological change means anything prolonging the 
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procurement process runs the risk of obsolescence by the time of implementation. For this 
reason, care should be taken that any centralized review process balances the competing 
requirements of timeliness and due diligence. 

Finding the proper balance in this respect can be difficult due to competing political 
requirements. In the wake of a recent scandal involving a $91 million software contract 
with the Oracle Corporation, the State of California's technology director recommended 
creating a public review board with statutory authority to stop large technology purchases. 
The logic behind this move was that "Public vetting ... helps slow things down and 
ensures that appropriate deliberation has taken place before action is taken."35 Yet in an 
interview later that year, the state's newly appointed comptroller (a veteran of the private 
sector technology industry) pointed to long technology procurement times as a major 
problem area: 

Everybody is worried about short procurement, and you have to have shorter 
procurements. It lessens the politicization, and by the way, technology changes so 
much that an 18-month procurement time doesn't make much sense.36 

For many years, and for good reasons, public jurisdictions have been exceedingly 
diligent, careful, and methodical, perhaps even slow, in making what seem like simple 
and routine technology purchases. 37 Governments carefully deliberating purchases using 
public funds, and the Oracle example above, provide evidence for why this process
intensive system is used. However, state and local officials are beginning to rethink the 
traditional centralized system used to make purchases. In a 1996 report, officials from the 
National Association of State Purchasing (NASPO) and the National Association of State 
Information Resource Executives (NASIRE) stated that traditional, centralized 
procurement methods may no longer fulfill the government's technology needs. The 
report states that many of the strict, hierarchical procurement processes and policies used 
by governments today work poorly, or not at all, for the fast-paced, complex field of 
information technology. 38 

Time-to-delivery concerns do not just affect technology procurement. In a congressional 
statement, Marc Weisman, the deputy assistant secretary, Office of Grants and 
Acquisition Management at the Department of Health and Human Services, stated how 
decentralization has not only eased time-to-delivery problems but also proved to lead to 
significant cost savings: 

Decentralization of HHS's procurement system has given department employees 
the ability to rapidly acquire the items which they need. The new decentralized 
system has also enabled the acquisition workforce to absorb a decrease of over 
300 full time positions ... Savings from this workforce reduction and 
administrative cost savings associated with the reduction of paper-based order 
transactions, invoicing and payments is estimated at over $40 million a year. 39 

While Weisman's testimony deals with federal procurement, which differs markedly from 
state and local purchasing, the benefit of employees being able to quickly gain access to 
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the goods and services that they need is critical at all levels of government and in all areas 
of procurement. 

Innovation and Flexibility 

A second concern with centralization is that a complete reliance on centralized 
purchasing can stifle innovation at the agency level. Agencies may chafe under what they 
perceive as rigid edicts regarding what they may or may not do to serve their constituents. 
This conflict was highlighted recently in Georgia, where incoming governor Sonny 
Perdue overruled a $1.8 billion telecommunications contract developed by the state's 
technology authority. In siding with state agencies that had opposed technology authority 
control of the purchasing function. Perdue expressed an interest in "letting departments 
pursue entrepreneurial efforts on their own many times. rather than letting this omnibus 
agency try to direct that ... 4o 

There is recognition that centralized. bureaucratic procurement systems stifle the 
flexibility of public officials. In 1993. the National Commission on the State and Local 
Public Service wrote: 

By far the greatest impediment to fast. sensible government contracting and 
procurement practices is the multiple layers of approval through which 
requisitions must pass. The process has become so complex and so expensive 
that many of our best companies refuse to bid on government contracts because it 
is simply not worth the time and effort.41 

Further constraining the flexibility of governments, a rigidly centrali7.ed system may 
result in vendors' refusal to deal with a cumbersome process. 

Governments' flexibility and innovation are often affected by archaic procurement 
regulations. Many state and local procurement officials feel that the biggest roadblock to 
an effective purchasing system is that they are operating under outdated rules. 42 Katherine 
Frisch writes in Government Procurement: 

The inherent rigidity of regulations written in the not-too-distant past reflects the 
former, static nature of public procurement. Intractable statutes were the means 
by which entities helped to ensure public trust and avoid protest. There was 
seldom a need to make changes.43 

These regulations and statutes force centralization on governments that may be better 
served by a decentralized system. 

The Limits of Decentralimtion 

Problems with decentralization include decreased control. reduced cost savings, and 
untrained personnel. The increased fragmentation of outsourcing makes it difficult to 
effectively monitor and control service delivery. Also, the existence of multiple service 
delivery agents makes it more difficult for citizens and public officials to identify and 
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communicate with relevant private providers and to know the exact nature and role of the 
government's responsibility.44 A report from the General Accounting Office (GAO) sums 
up the problem of decentralization at the federal level: 

Because agencies' processes for establishing requirements for Federal Supply 
Service (FSS) and Federal Technology Service (FTS) products and services are 
generally decentralized and uncoordinated, agencies lack knowledge of the extent 
to which purchases overlap and buying power is diluted.45 

Although the GAO report deals with the problems of decentralization at the federal level, 
the same problems are involved in state and local procurement. 

Current Trends and Recommendations 

In the private sector, there has been a recent trend toward more centralized purchasing. In 
a 1999 survey by Purchasing Magazine, 55 percent of readers indicated that purchasing at 
their company had become more centralized while only 17 percent indicated that their 
company was moving toward greater decentralization of purchasing activities.46 

In the public arena, however, most modem procurement functions incorporate features of 
both centralized and decentralized systems. This allows organizations to ensure the best 
control and cost effectiveness while providing timely and professional service to the 
customer. Many of these hybrid systems delegate responsibility for high-cost or complex 
procurement actions to the central procurement office while delegating lower-cost or 
routine actions to the individual agencies.47 Another combination of the processes 
involves leaving the purchasing responsibility with each department while establishing 
one centralized procurement policy by which all departments must operate.48 This 
approach incorporates many of the advantages of both centralized and decentralized 
systems. It allows for the central management and delegation of procurement authority 
under a set of standards, with adequate training and monitoring for all involved.49 Some 
of the centralized procurement responsibilities include managing the automated 
procurement system and data, establishing policies and procedures, training procurement 
personnel, maintaining strategic vendor relations, and providing overall procurement 
information. 

The current use of these hybrid systems is based on the principle that "purchasing should 
occur as close to the point of need and use as possible."50 This allows end users to 
maintain a critical role in the process while the central office retains control of complex, 
high-risk, high-dollar transactions where trained experts add value: 

By delegating the purchasing process to client agencies, within the framework of 
centralized authority, providing training and continuing management by the 
central procurement office, the integrity and critical contributions of the state 
procurement program will be maintained.51 

The manner in which the combined system is established will be dependent on the 
government agencies involved, the size of the organization, applicable administrative or 
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judicial statutes, and other issues related to authority. A study from Arizona State 
University states that as firms grow in size, they tend to use a combination of purchasing 
at a central location and at the division level. The study shows this structural combination 
should be based on the degrees of complexity and need for flexibility within an entity.52 

Some organizations may choose to utilize one central procurement office for all 
purchases over a certain dollar amount; others may choose to use central procurement for 
only a set number of agencies while the other agencies are responsible for their own 
procurement. 

One way in which governments are structuring hybrid systems is by creating a centralized 
office of procurement policies and procedures while keeping the actual procurement 
system decentralized. The office of policy and procedure creates procurement regulations 
and then educates the decentralized purchasing agents within the separate government 
agencies on the policies. The federal government, as well as state and local governments, 
is moving in this direction. A 2003 GAO report states: 

we are writing to underscore the need for the Office of Federal Procurement 
Policy (OFPP) to ensure (1) that members of the federal acquisition workforce 
understand and appropriately apply this new authority, and (2) that appropriate 
data are collected and available to meet mandated reporting requirements 
regarding the effective use of share-in-savings (SIS) contracting.53 

The State of California is also using a form of this hybrid system. The state's procurement 
system recently underwent a review in which a governor-appointed task force 
recommended that the state develop a uniform set of policies, procedures, and processes 
to apply to all state contracts and procurements to ensure the outcomes are consistent and 
fair. 54 The result of this review is that the California Department of General Services 
(DGS) created an Office of Policy and Procedures (OPP) that establishes and maintains 
clear, uniform polices and procedures and educates other state government agencies on 
these.55 

Local governments have long believed that a central purchasing authority ensures 
purchasing integrity, accountability, and the efficient transition of goods and services 
between the supplier and the consumer.56 Recently the decentralization paradigm has 
made inroads in local jurisdictions, and local governments are seeing an increasing trend 
toward decentralization. of the purchasing process. A 2001 Government Finance Review 
study found that approximately 50 percent of local governments surveyed have 
decentralized their procurement systems within the past five years.57 The study also found 
that larger local governments are decentralizing through two primary means: (1) 
increasing the dollar limits on purchases that do not require approval by the purchasing 
department, and (2) assigning additional purchasing responsibilities to department or 
division personnel.58 In contrast, smaller local governments have decentralized primarily 
through the issuance of procurement cards and identifying the individuals within the 
department who are assigned additional purchasing responsibilities.59 
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Commodity Purchasing 

Within the scope of commodity purchasing, centralized procurement leads to a more 
efficient use of government resources. This can be seen through a case study of the State 
of California. During the 1990's, California followed the lead of many other governments 
by attempting to outsource non-core functions that would in theory lead to savings. One 
area cut by the state government was the Department of General Services' (DGS) central 
supply warehouse.60 This system had previously performed the function of buying office 
supplies in bulk for all state agencies. When state agencies needed office supplies, they 
would purchase them from DGS. The new system essentially outsourced this function to 
a major private office supply chain. Now, state agencies are given a catalog from this 
office supply store and a budget.61 They are allowed to make purchases from this catalog 
with little to no oversight. The end result, in the opinion of several DGS employees, has 
been waste and meager savings. 62 In the past, DGS bought the most basic type of each 
supply (i.e., the most basic pen, the most basic stapler, etc.) and purchased them in bulk. 
Bulk purchasing allowed them to negotiate cheaper prices from vendors. Currently, state 
agencies purchase supplies parcel by parcel and use their limited budgets on high-quality 
supplies that are often unnecessary. Though decentralization certainly has its merits, in 
the area of traditional purchasing it can lead to waste. 

Decentralization allows agencies more flexibility in what they purchase and when they 
purchase it. It allows individual agencies to tailor procurement to their own needs. These 
factors may be important some areas of procurement, but it is doubtful that they are 
critical in the area of traditional purchasing. 

Construction 

The State of New York recently has overhauled its construction management 
organizational structure to a centralized system. It has changed its standard operational 
grouping from functional team organizations to business units that work together on 
individual projects. The client now has a single point of contact it can come to for 
information on its project. These changes have streamlined organization and led to more 
cohesive designs. New York also has recently increased the practice of contracting with 
outside consultants on design work. No dramatic change is without problems, and New 
York's Office of General Services is concerned that this change will result in a possible 
loss of institutional memory.63 

Within the Florida Department of Transportation, there are seven districts plus a group 
that manages the turnpike. Procedures are set by the central office in Tallahassee, which 
provides direction to the districts on how the bidding process should work to comply with 
standards. This allows the district offices to be more closely involved in the local 
planning of roads and to the prioritization of projects, as well as to be more responsive to 
the needs of the taxpayers living in their district. Contractors also benefit from this 
structure because they are allowed to submit their bid to any of the district offices. The 
offices note the time a bid is turned in and then send all of the bids by overnight mail to 
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the central office. These sorts of concessions to the contractors help make the somewhat 
centralized and decentralized nature of the Department of Transportation fair. 64 

For smaller governments, like most city governments, a more centralized approach to 
handling construction procurement needs would be advantageous. The construction 
process is so complicated it would be a more efficient use of resowres to only have one 
group in the city master the system. 

Information Technology 

The issue of whether to implement a centralized or decentralized purchasing structure is 
particularly important in the area of IT procurement. In commodity purchasing, the 
uniformity and simplicity of the product makes the level of centralization a rather simple . 
cost-benefit decision. On the other hand, the inherent complexity and high cost of 
technology solutions makes the decision to centralize IT purchasing operations much 
more problematic. As such, there is no one-size-fits-all solution when it comes to the 
level of centralization that is appropriate to technology purchasing. In the private sector, 
centralized purchasing has gone in and out of vogue several times in recent decades, as 
large corporations have struggled to find an ideal mix of efficiency, cost savings, and 
freedom to innovate.65 In general, centralization decisions must balance three competing 
demands: cost savings, timely delivery, and the overall technology mission of the 
government as a whole (i.e., interagency coordination). 

Although the demands of delivery time and technology coordination weigh heavily in any 
discussion of centralized vs. decentralized technology purchasing, cost concerns are often 
cited as the most pressing factor in favor of greater centralization. In many segments of 
the private sector, the wild spending strategies of the internet boom have been replaced by 
a more sober assessment of technology strategies. In an attempt to pare costs in an 
unforgiving economic environment, purchasing has become far more centralized and the 
overriding purchasing decision is "no longer function or features or even technology, but 
cost of ownership.'.66 Given the widespread spending constraints of recent years, many 
states have been looking to increased IT procurement centralization as a way to reduce 
purchasing costs. A study commissioned by the State of Virginia recently estimated that 
by combining the IT operations of 94 state agencies, the state could save hmtdreds of 
millions of dollars, much of it due to cost savings from coordinated purchasing.67 

Outsourcing 

A centralized purchasing system is beneficial to this task due to the staff specialization 
required to outsource effectively, and also when governments or particular departments 
are new to outsourcing or may need additional experience. A centralized system also 
allows for more consistent contract administration and reduces the possibility of contracts 
being awarded in a biased or unprofessional manner. DuPont Corporation pays special 
attention to outsourcing and the application of best practices. DuPont keeps its 
outsourcing function completely central and away from all other procurement tasks, 
which they believe is the only structure that allows them full advantage of their 
purchasers' specialized skills and market knowledge.68 Centralization can also be 
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beneficial to the outsourcing task due to the oversight and contract management required. 
If state and local governments chose to implement large-scale outsourcing, a centralized 
contract management function would allow specialized oversight of these outsourced 
services. The effects of centralization on outsourcing can best be seen in the outsourcing 
of IT where specific market knowledge is a necessity for purchasers. 

Conclusion 

As indicated throughout this chapter, there is no hard and fast rule for assessing the 
appropriate level of centralization in the purchasing function. Depending on a given 
agency's organizational structure, technological proficiency, size, political culture, 
available resources, and spending needs, various levels of centralization may be 
appropriate. The goal should be a process that "balances the needs for centralized control, 
procurement, and economies of scale in implementation against the needs to empower 
individual business units and business people with flexibility and rapid response to get 
their jobs done."69 

Ultimately, agencies should bear in mind that centralization is a means to an end, not a 
goal in itself. The following statement from the CIO of United Technologies Corp. should 
serve as a guiding principle in determining agency needs: "If it isn't going to cut revenue, 
cut costs and improve employee productivity, we're not going to do it."70 
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Chapter 3. Contracts 

Overview 

Contracting involves the following basic steps: scope development, issuing documents 
for bids and agreements on terms, negotiating price, and addressing dispute resolution. 

Public agencies require a wide range of goods and services, and contracting processes 

vary according to the good or service being acquired. A purchase of pens, for example, 

may only require a request for bids from a government agency with the contract going to 

the lowest bidder. In contrast, complex technical services could require significant vendor 

participation in many stages of the process, from determining an agency's purchasing 
needs to establishing a payment schedule. The following sections will discuss the basic 

steps of the contracting process and provide examples. 

Scope Development 

In the contracting process, the definition of the item or service that will be bought with 

the execution of the contract is of central importance. In a request to bidders, the 
description of the goods or services is called specifications or statement of work. These 
specifications should clearly and accurately describe what the public agency wants to buy 

from the vendor. Aside from just the desired good or service, specifications should 
include issues such as delivery/timing, training, and maintenance that might be 
supplemental to using the purchased goods or services. 

Development of specifications is important because mistakes made at the development 
stage of the contract will need to be addressed with costly solutions. If an item is 

excluded from the specification, a more costly "add-in" will be necessary later. Another 
danger that can result from vague specifications is that the vendor may take more (or less) 

control than was intended by the government agency. 1 

The procedure of defining scope and determining which factors will rate the highest 
priority can be overwhelming. For this reason, some procurement offices have documents 

to help their agencies in this process. For example, the New York State Office of General 

Services has compiled a Best Practices document to assist agencies in the determination 

of vendor responsibility. Each agency is responsible for determining the scope of vendor 

responsibility, and the review efforts increase as the dollar amount of the contract 
. 2 
mcreases. 

Vendor Selection 

One of the most important and most visible aspects of the contracting process in public 
procurement is the selection of vendors. This section will focus on two separate methods 

of selecting vendors: basic or traditional methods and innovative or nontraditional 

methods. 
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Basiclfraditional Methods 

Requests for bids (RFB) and requests for proposals (RFP) are instruments used dming the 
vendor selection process to solicit bids. There are variations of these two documents and 
different names used for the documents, including invitation to bid and invitation to 
negotiate. Even before releasing an RFP or RFB, a request for qualifications can be used 
to assess how much vendor interest there is for a specific project. The differences 
between the various documents are a result of the criteria being used to select a vendor 
and the information that the entity needs in order to make this choice. 

The most basic vendor selection method awards the contract to the vendor who can meet 
the specifications at the lowest possible cost. In this case, the information needed is an 
assurance that the goods can be delivered or that the work can be performed, as well as 
the price that Will be charged. The document used to collect this information is called a 
request for or invitation to bid (ITB). 

The basic process for selecting a vendor based on their cost proposal includes the 
following steps: 

• Entity defines scope and.creates an ITB. 

• Opportunity to bid is advertised according to applicable laws. 

• Bid opening. 

• Awarding of contract according to criteria (usually lowest bid). 

While certain items (commodities such as office supplies) lend themselves well to a low
cost model, some products (consulting services, for instance) are more appropriately 
chosen based on other factors. As one government official recently noted, "When you're 
hiring brain power, you don't want the cheapest brains available."3 

For this reason, a method of choosing a vendor which allows for the consideration of 
factors beyond cost, such as previous experience, is necessary. Using these other factors 
in making a decision is only legal when bidding regulations allow an exemption to the 
standard practice of selecting a bidder on the basis of lowest qualified bid 4 Typical 
exemptions include sole source, experimental project, services of a specialized nature, or 
emergencies. Since the vendor will be selected based upon its qualifications, more 
information must be requested of vendors. Therefore, an RFP, which may request 
information such as the plan for meeting the specifications and qualifications of the 
personnel who will be perlorming the work. is used. When using an RFP, negotiation 
may be part of the bidding process, which would have been stated in the original request. 
In addition, since more criteria will be used in the selection process, the weight that each 
component will receive should be stated in the original request. 

The basic process for selecting a vendor based on its proposal includes the following 
steps: 
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• Determining scope of service 

• Identification of providers 

• RFP: 

1. Specifications 

2. Terms and conditions 

3. Request for price quotes (can be separate) 

4. Factors for award 

5. Format and deadlines 

6. Negotiation (notify that may happen) 

7. Records and confidentiality 

• Pre-bid conference 

• Receipt of proposals 

• Interviews 

• Selection 

Request for Proposals (RFP) 

RFPs, which were summarized above, are very important to the procurement process and 
are a best practice in themselves. An RFP is a simple concept, but the execution of one 

can be anything but. On the surface, an RFP is simply an invitation to external vendors to 
propose a solution to an organization's problems or needs. However, executing an RFP 

can pose challenges. A badly designed RFP can scare away potential bidders, or worse, it 

can lead bidders to propose inappropriate solutions that are ineffective to government 

agencies' desires. Unlike ITBs and RFQs, the RFP process is time consuming and 
contains many more steps than just looking for the lowest bid. 

James Powell of Enterprise Systems, an organization which compiles the latest news and 
practices in the information technology (IT) sector, provides three keys to avoiding RFP 

pitfalls and ten steps in a successful RFP process. The three keys are: communicating 
with your project team; coordinating with other departments, consultants, etc.; and 
cooperating with all parties involved.5 The ten steps to a successful process are: (1) build 
a team that bridges technical and managerial staffs; (2) write down both the problem and 

the necessary requirements; (3) submit the RFP to bidders; (4) reply promptly to 
questions; (5) accept tumdowns graciously and be open to multiple solutions; (6) 
eliminate nonresponsive and late RFPs; (7) apply your review criteria to each proposal; 
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(8) invite top-scoring bidders to present their proposals to your agency; (9) ask for best 
and final offers then make your final decision; and (10) create a contract and award the 
project quickly.6 

While Powell's list outlines the steps to include in an effective RFP process, it does not 
cover all of the items that should be covered in the actual RFP. The State of Nebraska has 
developed a framework for quality RFPs that does cover the necessary elements of a good 
RFP. RFPs should always: 

1. clearly state the performance requirements and the scope of services that are to be 
provided; 

8. include a statement of work that flows from the business needs analysis, and present a 
logical plan to address the stated needs; 

9. identify constraints, schedules, deadlines, mandatory items, and allowable renewals; 

10. specify required deliverables, reporting obligations, and payment terms; 

11. clearly state pricing requirements and bid submission expectations, including closing 
time, date, and location (a standard bid price form is helpful to ensure an "apples to 
apples" price comparison); 

12. clearly state the evaluation criteria and weighting factors for scoring proposals; 

13. allow sufficient time for vendors to prepare good proposals; 

14. avoid specifications that favor a particular brand or bidder; 

15. specify the qualifications for the company and/or personnel who would be assigned to 
the project; 

16. identify federal, state, and/or local requirements that govern the contracting process 
and the delivery of services; and 

17. outline all procurement communication devices to ensure all appropriate bidders or 
potential bidders have access to the same information, e.g., pre-bid conferences, Q & 
A's, whom to contact with questions, etc. 7 

Request for Quotations (RFQ) 

Another important part of the traditional procurement process is use of Request for 
Quotations or RFQs. RFQs are used to acquire well-defined goods and services below an 
advertising threshold. Since they are "informal" (not publicly advertised), they can be 
done by phone, fax, or email. The infonnal nature assures RFQs are accomplished faster. 
After a government receives RFQs, it typically awards the contract to the low-priced, 
responsive, responsible bidder.8 
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The processes described above represent traditional methods of choosing a vendor to 
provide the desired goods or services. However, there are some innovative methods that 
attempt to incorporate competitive methods to further reduce the cost to entities and allow 
bidders to craft solutions to meet the entity's specific goals. 

Innovative/Nontraditional Methods 

Strategic sourcing and innovative contracting methods can help maximize the value 
derived from procurement by going beyond the traditional method of seeking the lowest 
possible price. New contracting methods bring into play a variety of tools and resources 
such as catalogs, forward buying, commitments, market inventories, and supplier 
requirements in different operational combinations to achieve maximum value.9 This 
section will concentrate on two innovative methods that are currently used in public 
procurement: reverse auctions and reverse RFP. 

Reverse Auctions 

Typically associated with the implementation of e-procurement systems, reverse auctions 
are an emerging trend in technology procurement. Reverse auctions involve open bidding 
by vendors, which usually occurs online. The process is quite similar to online bidding 
systems such as eBay, with the twist that the lowest bid wins the contract. 10 Moreover, 
vendors can obtain feedback about their bids relative to those placed by other vendors. 
Ideally, this practice will induce vendors to bid lower than they would in a normal 
contracting process. 11 

Reverse auctions are more competitive because of the high-speed nature involved and the 
competition that can occur between venders who are trying to win the bid. The traditional 
procurement process gives vendors only one chance to bid on a set of products or 
services. A reverse auction "gives them many opportunities to come back and see how 
sharp their pencil can be-in a very ethical, upfront way," according to Bob Michel, the 
director of acquisition services for the University of Pennsylvania.12 Agencies who wish 
to implement a reverse auction should have a well-thought-out process. "Essential 
elements of reverse auctions include pre-qualifying bidders before the auction, clearly 
defining the bid scope so that all bidders understand it and clearly defining non-price 
items that affect performance, such as safety, quality, training and schedule."13 These 
elements are the basics needed for any good bidding process; however, due to the highly 
competitive nature of reverse bidding they are especially critical. The reverse auction 
concept works best in situations where an RFP would have been used, with price being 
the basis for awarding the contract. If the product being sought requires additional factors 
to be considered, pre-screening bidders may help to avoid pitfalls. 14 This assumes that the 
screening process can limit auction participants to only those qualified to perform the 
work. 

Although reverse auctions can be difficult many entities have found them to be worth the 
effort. "Experience is showing that governments can expect to save 25 percent to 30 
percent off earlier prices."15 The actual savings may depend on the amount of competition 
already existing in different commodity markets. 
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The benefits of reverse auctioning may be further complicated by the vendor response. 
Not surprisingly. many vendors are less than thrilled with a model that forces them to 
compete with other vendors based on price. The more margins are reduced by the reverse 
auction model. the more difficult it may be to induce vendor buy-in. 16 However. some 
reverse auction practitioners have attempted to deal with vendor concerns through 
alterations to the original process. For instance, in some reverse auctions all of the 
vendors cannot see the lowest bid 

ReverseRFP 

The reverse RFP process is a prevalent private sector method for choosing an outsourcing 
vendor and has recently been adopted in the governmental sector.17 This process turns the 
table on the traditional methods of seeking services. Instead of the government or public . 
agency deciding on an exact set of specifications and allowing the vendors to bid on these 
specifications. public officials will define the goals or programs that they need the goods 
or services to achieve. A reverse RFP allows vendors to demonstrate how its skills. 
product, or work plan can help the entity meet its defined goals. Potential vendors provide 
the customer with models from which to choose. These models will reflect the goals of 
the client. but the exact product to meet the goals may differ from vendor to vendor. This 
proves to be a very effective method to use for outsourcing services in highly specific 
areas. This process helps to avoid .. boxing in" a solution or defining a project or service 
in such a way that proves to be inefficient. Since a vendor may have more specialized 
expertise in the project area. it may be better able to provide the guidelines for a particular 
job or service provision. 

Organizations can obtain better results by using the reverse RFP approach of 
collaborating with vendors to determine the best avenue to pursue. The reverse RFP 
process involves simultaneous steps. 

I. Step One: Internal Feasibility Study. The customer (as part of a project team) 
develops a blueprint of its existing environment and infrastructure by: 

• determining the specific services and activities that can be displaced; 

• quantifying the costs associated with these services and activities (this is crucial to 
measuring the return on the investment); and 

• securing the required budget and time frames to make the outsomcing project 
successful. 

2. Step Two: Cooperation with Vendors. While the customer analyzes its internal 
feasibility study, outsourcing vendors can and should offer: 

• front-end information exchange and help in determining process improvements; 

• long-term relationship commitment, as measured by their years in the industry and 
financial stability; and 
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• key metrics, such as: (a) what can they deliver in what time frame, (b) demonstrate 
capabilities, such as answering calls within four rings, adhering to their maximum 
turnaround time, etc., and (c) price.18 

In the reverse RFP process, working with the vendors to develop relationships is critical, 
particularly when conducting an internal feasibility study to determine vendor 
qualifications. Once the vendor is chosen, a service level agreement evolves to define the 
set of deliverables and the two parties' responsibilities, both stated in exact metrics. This 
service level agreement is similar to the typical RFP but provides for a much more 
effective definition of services that has been mutually agreed upon and determined by 
both parties.19 

Contract Characteristics 

As mentioned earlier, contracts will vary according to an agency's purchasing goals and 
requirements as well as the nature of the good or service. Nonetheless, certain qualities or 
characteristics in a contract can help to ensure a sound procurement process. Two such 
qualities-flexibility and clear identification of service levels and risk rating-are 
described below. 

Contract Flexibility 

Not all events or needs that will be at issue during the course of a contract can be 
identified at the time of signing. Therefore, it is important to make provisions for 
flexibility within the contract. Contracts should clearly state duration of arrangement, 
circumstances under which participants may withdraw, and procedures to be followed in 
amending the contract provisions. Amendin~ procedures are necessary to keep up with 
changing patterns of cost and service levels. 0 Flexible contracts can allow decreases in 
the use of goods or services rather than jeopardizing an entire contract. All methods and 
processes, particularly of termination, should be carefully specified in order to minimize 
potential conflict. The City of Phoenix Purchasing Department, for instance, uses a 
cancellation for convenience clause, a budgetary out clause, and a breach of contract 
clause. In any instance in which a contract must be terminated, the city must pay out the 
contract for a predetermined and specified time period. 21 These types of measures take on 
increased importance during times of spending deficits or budget cuts. 

Service Levels and Risk Rating 

When outsourcing, it is important to analyze how specific the contract must be and to 
plan accordingly. For example, a contract for janitorial services will be much less specific 
than a contract for technology services.22 One method of dealing with these differences is 
to segment services into categories based on their spending levels and business impacts, 
which can be accomplished with a risk rating methodology.23 This is an effective way to 
determine vendor qualifications and the specificity required in a contract. Low-level 
services such as janitorial or window washing can be treated almost as commodities 
regarding the types of contracts used to obtain them. In the survey of the National 
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Organization of Procurement Officials, there are variations among the states as to whether 
there are set contracts for the procurement of services. 24 

Types of Contracts 

It would be impossible to describe the myriad ways that contracts can be structured in the 
public procurement process. Accordingly, this section will highlight a few trends in 
contracting, including innovative contract formats and joint purchasing agreements. The 
specific areas highlighted are: performance-based contracting, multistate alliances, and 
most-favored nation clauses. 

Peiformance-Based Contracting 

Performance-based contracts are useful procurement tools to integrate evaluation and 
oversight functions into the contracting process. Performance-based contracts are 
structured in a way that specifies payment per deliverable. Contracts that are structured 
properly have the ability to lower the costs of contract administration when compared to 
other types of contracting.25 Some of the criteria for determining whether to use a 
performance-based contract are 

• reduced fixed and labor costs, 

• increased flexibility, 

• access to more and better skills, and 

• reduced costs for training. 

However, there are some types of work that should be kept in-house because of the 
potential for conflict. Examples are 

• situations where tight control of sensitive information is required, 

• situations where an organization wants to avoid labor issues relating to outsourcing, 
and 

• situations where public opinion might be an issue. 

Cost recovery or cost reimbursement contracts, by contrast, are established to allow the 
service provider to invoice for completed work. Cost reimbursement contracts are 
currently being used frequently in the health and human services field. The State of 
Illinois' Department of Public Aid signed a reimbursement contract with the Doctors' 
Hospital of Hyde Park where the state reimbursed the hospital for each Medicaid patient 
served.26 For example, in many state workforce development systems, service providers 
operating under performance-based contracts are paid according to the number of 
successful job placements. Under cost reimbursement contracts, by contrast, service 
providers invoice states for costs resulting from placing those people in jobs. 
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Perhaps the most difficult part of performance-based contracting is finding the right 
contractor. Because the contractor has the ability to effect the results of the contracting 
agency, the contractor selected must have the necessary knowledge and experience to 
successfully complete the task. Some aspects that an agency should examine when 
selecting a contractor are 

• previous history, 

• documented methods and systems, 

• financial stability, and 

• active risk management. 

Also, agencies must be wary of contractors who promise results that seem too good to be 
true. Hidden costs, such as technical support, can be a dangerous trap for the contracting 
agency. 

Another aspect of performance-based contracting that needs to be considered by the 
agency is how to structure award fees. Performance should be commensurate with the 
risks that the contractor is taking. A good practice is to set up award fees as a percentage 
of the contractor's actual costs and to use mutually agreed to performance metrics.27 

Additionally, if the contractor is willing to front some of the resources necessary to 
complete the job, it might be possible to reward it for the risk by increasing the award 
percentage. 

Performance-based contracts result in many advantages for governments contracting out 
for service delivery. Robert W. Bodine, CEO of Workforce Plus in Florida and a 
statewide spokesperson for performance-based contracting, emphasizes that performance
based contracts allow governments to enter agreements with service providers in a way 
that establishes shared risk. In other words, if the contractor does not meet specified 
performance standards, public resources are not wasted on reimbursing subpar work, as 
would be the case under many cost recovery contracts.28 In addition, with a contract that 
stipulates payment per measurable deliverable, a government can avoid underbidding or 
unrealistic bids submitted by potential contractors. For example, if the deciding factor in a 
procurement decision is low cost per unit, then some proposals may include an unrealistic 
number of expected clients to lower the cost per unit in the bid amount. Under 
performance-based contracts, that problem is eliminated because payment is subject to 
successful completion of a specified result, and the number of clients who will be served 
in the program is not established beforehand.29 Finally, performance-based contracts 
provide a framework for establishing financial incentives and penalties in the contract. 
Incentives and penalties can be set up and administered in a variety of ways, such as 
quarterly or annual assessments based on client satisfaction surveys. 

On the other hand, performance-based contracts can also present challenges. Many public 
entities are not accustomed to contracts that involve payment for successful deliverables. 
This can complicate the procurement process or even discourage many qualified bidders 
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from submitting proposals for a program. New businesses or small businesses can also be 
at a competitive disadvantage in the bid process for a performance-based contract because 
of the significant expenses required at the front end of a contract period. With payment 
based on successful deliverables, many businesses or organizations with limited resources 
cannot afford to wait for payments. 

Performance-based contracts can vary according to type of outsourced service, contract 
duration, and many other factors. The basic steps for setting up a performance-based 
contract, however, are generally consistent with the following approach: 

2. Explicitly state in the RFP that the contract will be performance based. 

3. Determine agency needs and the services to be provided in specific terms. 

4. Estimate the number of participants and services to be included in the program to 
allow potential contractors to offer realistic and accurate bids. 

5. Request a budget with a full description of how the total bid amount was calculated. 

6. Select the winning bidder based on procurement criteria (e.g., low bid). 

7. Determine a budget for each area of the program and negotiate with the contractor on 
scope of services to be offered based on an expected number of program participants. 

8. Negotiate with the contractor on incentive payments and penalty assessments based 
on performance standards. Establish a schedule for payments or fees. 30 

Implementation of a performance-based contract takes time and a good deal of thought to 
do well. The following are the three fundamental phases to implementing a contract: 

• mobilization, 

• implementation, and 

• continuous improvement.31 

Mobilization 

Mobilization is the process of getting the contractor's and the agency's team in place. The 
proper resources must be allocated and the communication mechanisms must be working 
if the contract has any hope of being successful. 

Implementation 

Implementation is the process of using the knowledge and skills of the contractor to fulfill 
the tasks that it has been hired to perform. This includes any and all needed equipment 
and personnel. 
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Continuous Improvement 

Continuous improvement is the last phase of a contract. The contractor reviews the results 
up to that point and determines what changes need to be made to increase the efficiency 
of the operation. 

As with any contracting practice, there are best practices associated with performance
based contracting. Four of these best practices are listed below. 

9. Outsourcing decisions should be selective in nature. 

10. Senior management and area experts should work together to determine the best 
contractor and terms. 

11. Agencies should look to both internal (within government) and external (private 
and/or nonprofit sector) bids for providing services. 

12. Performance-based contracts need to be extremely detailed. 

Selective Outsourcing 

It is rare when an individual contractor can expertly provide every aspect of service 
required by a contract. Selective outsourcing allows the agency to select a vendor with 
expertise in certain areas while keeping the most important types of work in-house. 32 

Shared Decision Making 

Decisions should be made through collaboration between agency executives and area 
experts. Senior management is in a position to know and do what is best for the 
organization as a whole while area experts -know the details of the tasks to be completed 
well enough to ensure that the contractor selected will be able to accomplish the job.33 

Internal and External Bidding 

Typically, agencies have decided to contract out a service without giving the existing 
organization the opportunity to come up with its own proposal. By allowing internal 
bidding, an agency leader allows the organization to improve skills and remain dynamic 
rather than encourage stagnation. 

Detailed Fee-for-Service Contracts 

There are numerous ways to structure a performance-based contract. Regardless of the 
method selected, performance standards must be explicit and understood by all parties. It 
is impossible to foresee every possible permutation. However, every reasonably 
foreseeable event should be considered and stipulated in the contract. 
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The workforce development system in the State of Florida constitutes a useful illustration 
of how performance measures can be passed down from an agency mission to a contract 
with a service provider. A summary is included below. 

Workforce Development System in the State of Florida 

The workforce development system in Florida is organized into four primary entities: (1) · 
Workforce Florida, Inc. (WFI), which is charged with policy, budgeting, and oversight for 
the statewide system; (2) Agency for Workforce Innovation (A WI), which is responsible 
for statewide program and procurement administration; (3) Regional Workforce Boards 
(RWBs), which carry out policies at the local level and provide oversight to the One-Stop 
centers; and (4) service providers that staff and run the One-Stop centers. 

Performance-based agreements and contracts are the mechanisms in place to ensure 
performance standards are met at each level of the delivery system. Performance 
agreements are established between WFI and A WI as well as between A WI and each 
RWB. WFI, for example, holds back 15 percent to 25 percent of federal funds on an 
annual basis to use as financial incentives for rewarding strong performance at the local 
level.34 WFI also assesses financial penalties to RWBs for poor performance. In addition, 
Florida Statute 445.007(11) mandates that the RWBs must use performance-based 
contracts for procuring workforce development services: "All contracts executed by 
regional workforce boards must include specific performance expectations and 
deliverables."35 Performance-based contracts are viewed by workforce development 
officials in Florida, as well as the state legislature, as a way to ensure local control and 
accountability, in effect allowing RWBs to decide what works best at the local level. 

The "Red and Green Report" is an annual performance report that benchmarks the 
performance measures established in the contracts with RWBs and service providers. It 
measures short-term performance on 17 indicators and is used by WFI to award 
incentives and assess penalties to RWBs and service providers. The "Red and Green" 
indicators have showed steady progress since being adopted under the reorganized 
statewide delivery system in 2000, a trend that WFI and A WI attribute to writing them 
into the performance-based contracts with service providers. 36 

Multistate Alliances 

A major trend at the state level is the use of multistate alliances in purchasing (this is 
especially true for technology purchases). The concept is quite simple: by combining their 
purchasing power under the auspices of an alliance, states can achieve far greater volume 
savings than they could individually. The use of multistate alliances has historically been 
most prevalent in traditional purchasing, with its high level of standardization and focus 
on low cost as an oveniding concern. For instance, West Virginia predicts that it will be 
able to save $25 million over three years by joining in a multistate prescription drug 
purchasing program.37 

While multistate alliances are more common in the traditional sphere, this approach is 
quickly growing in popularity with respect to information technology (IT) procurement. 
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The State of Texas, for example, recently joined in a contract for personal computers with 
the Western States Contracting Alliance (WSCA) that has led to large reductions in unit 
costs for the state.38 New York State has utilized this approach not only with computer 
hardware, but with software as well. An example is the state's contract with ASAP 
Software, a leading software services provider, in conjunction with the State of 
Massachusetts. Not only has the ASAP contract saved on actual purchasing costs, it 
provided the state with great administrative cost savings as well, since all of the 
negotiation, legal work, and administrative processing was performed in advance. In 
effect, the state was able to achieve volume savings without having to perform any of the 
"dirty work" involved in contract development.39 

Most-Favored Nation Clauses 

Another cost-saving measure that many public entities are taking advantage of is a most
favored nation clause in purchasing contracts. A most-favored nation clause is an 
agreement between purchasing departments and private businesses that states that if 
another government gets a better deal from the vendor on the contracted good or service, 
then the vendor must provide that same price to the original government. 

This clause can lead to cost savings for public agencies. However, according to 
representatives from the San Diego Data Processing Corporation (SDDPC) many 
companies are straying away from using these clauses because vendors feel that they are 
too difficult to uphold. The difficulties in upholding the clause stems from the diverse 
types of contracts and bargains stuck by various entities that are difficult to compare.40 

Contract Process Evaluation 

Evaluating public contracts leads not only to greater transparency but also greater 
efficiency. Public officials must analyze the contract process to ensure that all bidders 
were treated fairly, and they must ensure that the government is bidding on goods or 
services that it actually needs. Though some of these topics are also discussed in Chapters 
1 and 4, this chapter will focus on three main issues: (1) dispute resolution, (2) data 
management, and (3) government auditing. 

Dispute Resolution 

In order to guard against problems arising from differing ideas about how a project should 
progress, the project team must sit together at the beginning of the project and discuss all 
aspects of the project, from the timeline to defining each team member's responsibilities 
and how to resolve problems. By doing so, the team will be able to better manage 
expectations and deal with conflict on the job. 

Before a disagreement turns into a major legal battle, the project engineer, government 
entity representative, and contractor or contractor's representative should communicate 
about the problem. If the issue is not resolved at this "informal" level, the government 
entity should provide a way for the discussion to occur in front of an arbitration board. 
Only as last recourse should the issue be taken before the courts.41 
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Dispute resolution should be an integral part to any contract or purchase agreement. For 
public agencies, dispute resolution language is typically required as a matter of law. In 
Texas, Chapter 2260 of the Texas Government Code lays out the specifics of dispute 
resolution to be used by public entities in the state. Actual contract language is typically 
provided by agency counsel under guidelines provided by the Office of the Texas 
Attorney General. 42 

Data Management 

The tracking process begins with agencies knowing what they send out to potential 
vendors. A fair bidding process requires that all parties receive the same infonnation, and 
the simplest method of accomplishing this is to require the same written material be sent 
to all potential bidders. Documentation and specifications need to be detailed, with 
explicit written instructions to enable all vendors to understand and complete the fonns as 
necessary. Proper instructions also decrease the possibility of faulty infonnation 
stemming from a miscommunication between vendors and employees. Supplying 
standardized information both physically and electronically allows government agencies 
to more easily track what they send out on a daily basis. 

If each vendor is sent the same infonnational packets and fonns, tracking the 
documentation received by the agency is much easier. Establishing a system where 
information received from vendors is promptly opened and stored allows for easier 
tracking and access. 

Managing construction contracts can be a very difficult and complex task. Governmental 
agencies often lack the specific construction management expertise or may be managing 
multiple projects at one time. The management of these contracts requires a very 
organized and effective data collection and management system. Each construction 
project will have multiple contractors, subcontractors, and suppliers, each with individual 
contracts and contract requirements. An effective data management system must be able 
to utilize contract standards and give access of information to multiple parties while 
maintaining the integrity of the data and controlling points of entry. A standardized cost 
control system must be in place that is beyond the typical accounting system. Utilizing the 
Cost Breakdown Structure-a basic structure for cost control that establishes the cost 
budget-should allow an agency to catalog budgeted and actual expenditures for the 
purpose of identifying cost problems, trends throughout the project, and provide cost data 
to be used in future planning.43 Part of this process is the tracking of work-hours for 
labor productivity analyses and quantity tracking for materials management. 

The project schedule is essential to effective management of a construction project. The 
level of detail of the schedule can range from broad milestone schedules to complex task
level Critical Path Method (CPM) schedules and can be paper-based or generated by 
scheduling software such as Primavera or SureTrak. One of the difficulties in schedule 
control is accurately maintaining and utilizing the schedule that was developed. It should 
be the reference document for planning and scheduling project activities and should be 
modified only as a result of approved changes. A standard schedule fonnat should be 
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established and any software requirements standardized across an agency at the highest 
level possible. The software programs are expensive, and too many changes or 
inconsistencies in these systems can generate excessive costs for constructors. 

Data Acquisition and the Contract Workforce 

The definition of outsourcing is "the practice of hiring an outside contractor to either 
perform a specific project or function, or to conduct and manage the work of an entire 
facility."44 In deciding to outsource a function or facility, the government agency must 
have a method of evaluating the need for the outsourcing and the requirements of a 
contract workforce. There also must be a way of evaluating and monitoring the success of 
these types of outsourced functions. Both of these concerns require a significant amount 
of information and data. The State of Texas, as with many other governments, has found 
significant problems in acquiring information and maintaining accurate data regarding its 
contract workforce. 

In recent years, the Texas Legislature has tried to control the number of state employees 
but has significantly increased the amount of money spent on contract workers. Contract 
workforce expenditures increased 58 percent over the period from 1994 to 1999.45 While 
cost savings are generally cited as the reason for using contract workers, research 
indicates that very few agencies are using any kind of cost-benefit analysis to determine if 
there are indeed cost savings from using contract workers.46 This lack of analysis is often 
due to a lack of information and/or compatibility of information across data management 
platforms. It is difficult to accurately calculate the average cost or benefit for contract 
workers due to differences in the work performed, length of assignments, and the nature 
of services provided to different organizations. Also, there is difficulty in determining the 
individual productivity of each contract worker and the overall productivity of the 
contractor agency. 

The government has two primary databases for collecting information on the state's 
contract workforce: The Uniform Statewide Accounting System and the Full-Time 
Equivalent Reporting System. There are several problems with these databases: they do 
not have similar definitions; there is often difficulty in capturing contractor headcount 
information; and there is inconsistent reporting by different agencies. Agency data on 
contract workers is typically decentralized at the department level, increasing the 
difficulty in maintaining consistency in reporting. The data collection system does not 
include all of the areas of contract work in the state, such as daily care and lodging for 
wards of the state, building construction, road construction and maintenance, and most 
other contracted maintenance and repair services. Also, many agencies consistently 
miscode expenditures and fail to correct previous reporting errors, further propagating the 
problem of inconsistent reporting. 

Government Auditing 

Just as vendors should be able to dispute why and how a contract was awarded to a 
particular bidder, public entities also should be able to dispute the contract process. 
Especially if a state or local government is operating under a decentralized purchasing 
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system, it is necessary that outside officials or departments be able to question an agency's 
contract process. 

Though it may seem obvious that officials such as state auditors or local finance directors 
should be able to find out why a contract was awarded to a particular vendor, this is not 
always the case. The Pennsylvania State Auditor General has been unable to view 
documents regarding the process leading up to the decision to award Adelphia a $228 
million telecommunications contract despite the fact that the Office of Administration 
(which awarded the contract) has been under official state audit for over a year. State 
officials have said that the law is unclear as to what the agency must turn over.47 State 
and local governments must allow officials to audit the contracting processes of their 
departments. 

Current Trends 

Commodity Contracts 

Soliciting Bids for Commodity Purchasing 

A government entity may use many different methods to solicit bids for commodities. 
The most common of these methods are: Invitation for Bid (IFB), Request for Proposal 
(RFP), Request for Qualifications (RFQuals ), and Request for Quotation (RFQ). 

Invitation for Bid 

An IFB is typically used to acquire well-defined goods and services. Normally, an IFB is 
awarded on the basis of lowest-priced, responsive and responsible vendor without 
negotiation.48 The term IFB is used when an agency is conducting a formal ("advertised 
to the public") solicitation. IFBs and RFQs are generally the same except for dollar value 
and public advertising. In addition, there are usually maximum dollar limits and 
advertising requirements stipulated by local or state law.49 

Request for Proposal 

An RFP is most often used for the acquisition of services and high-technology 
procurements. RFP are not issued for well-defined, able to award on low-price-only 
acquisitions. In most cases, there is a problem that can not be addressed by the agency so 
the vendor community is asked to propose a solution. Awarding of the RFP is made on 
the basis of highest score on evaluation criteria (including price) to a responsive, 
responsible bidder.50 Additionally, there will normally be negotiation leading to execution 
of a contract. 

Request for Qualifications 

An RFQual is almost always used to acquire the services of professionals. These kinds of 
professionals are generally registered with either the city or state. Typically, the types of 
professionals being solicited are architects and engineering services. However, there are 
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many other types of professional services that can be contracted. RFQuals tend to be 
discrete events. Since price can not be made an object, a review of resumes and capability 
statements is made and then price is negotiated.51 

Contracting for Commodity Purchasing 

Commodity purchasing covers a broad range of goods and services. Regardless of what is 
being purchased, the purchasing organization must receive the "best value" for its money. 
This raises the question, what is "best value"? 

Best value is an optimum combination of economy and quality to achieve the objectives 
of the end user.52 In order to determine this optimum combination, the purchasing 
organization must evaluate a set of criteria that it determines prior to making the 
purchase. Examples of the kinds of criteria that should be considered are price, quality, 
service after the sale, reputation of the vendor, and delivery time.53 This list is not 
intended to be exhaustive; rather, it should be used as a reference for the types of criteria 
that should be evaluated. 

Once a vendor has been selected for a particular commodity, it is necessary to implement 
a contract to establish the terms between the vendor and the purchasing organization. At a 
minimum, the contract needs to contain language that relates to the following areas: 
delivery, payment, insurance, dispute resolution, and contract termination. 

Delivery 

While it may seem intuitively obvious, the entire point of a procurement agreement is for 
the end user to obtain a commodity from a vendor. To accomplish this, it is necessary to 
establish clear terms that will be met regarding all aspects of delivery. Details covering 
such things as substitution or cancellation of products, handling of commodities classified 
as hazardous materials (chemicals, paint, compressed gases, etc.), time and location of 
delivery, and procedures to be followed in case of a foreseeable delay should all be 
included in the purchasing contract. 

Payment 

Most often, it is the intention of the vendor to be compensated for supplying a commodity 
to the purchasing organization. Before payment can be made, the agency must establish 
that the commodity has actually been received and that it meets the requirements of the 
purchaser. There should be language in the contract that indicates under what conditions 
the commodity will be considered received. Once the commodity has been received, the 
vendor should be provided with explicit instructions on how to submit an invoice for 
payment. 

Insurance 

Each contract must have a section covering insurance requirements. This section protects 
both the procuring agency and the vendor. Since laws are different in every jurisdiction, 
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there is no single set of issues that must be addressed in this section. However, there are 
certain aspects that will most likely be universal. Examples of these aspects are liability 
while on the purchaser's site, property damage, and workers' compensation. 

Dispute Resolution 

A clearly defined process of dispute resolution is a necessary part of any procurement 
contract. As stated previously, the language used to specify the dispute resolution process 
is often provided by agency legal counsel in order to prevent unnecessary legal issues 
from arising in the case of a contract dispute. 

Contract Termination 

Occasionally, it is necessary to terminate a contract prior to the completion of the 
contract. Typically, there are two reasons to prematurely terminate a contract: termination 
for default and termination for convenience. 

When a contractor has not satisfied the terms of a contract it may become necessary to 
take legal action. This action includes but is not limited to withholding of payments, 
seeking of damages, and termination of the contract. 

Sometimes it is necessary for an agency to terminate a contract prior to its completion 
because of a change in circumstances. When this occurs, the contracting activity still has 
legal obligations. For instance, the vendor is entitled to receive compensation for that part 
of the contract that has been satisfied. Additionally, the contracting agency is typically 
responsible to provide compensation for the actual costs of terminating the contract early. 
An example of this would be to reimburse a vendor for materials that were ordered for the 
purpose of satisfying the original contract.54 

Construction Contracts 

Unlike procurement of general commodities, there are several discrete stages to the 
process and contract administration for procurement of a construction project. These 
construction-specific stages will have to be done in addition to the contracting process 
discussed before. By paying close attention to these aspects, cost effectiveness may be 
better assured. 

The procurement process for construction projects can be divided into the following 
parts: conceptual planning, project development, contract planning, bidding, construction 
administration, and contract close-out. While planning and bidding are important to any 
contract, there are some aspects to which an executor of construction contracts should pay 
particular attention. 

Conceptual Planning 

During the conceptual planning phase, emphasis is placed on specifying the unique goals 
and objectives of the program while quantifying the performance measures that must be 
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met. This is similar to the specification process needed for all contracts. For construction 
contracts, this process is handled internally by the agency responsible for the program. 
This does not preclude the agency from seeking information and support for the project 
outside the agency from consultants or vendors. This phase leads to the creation of either 
an Invitation for Bids (IFB) or a Request for Proposal (RFP). 

Early in the process, comprehensive plans should be developed and alternatives should be 
explored. The materials for construction will cost more if they are ordered on a last
minute basis. During the planning stage, alternatives need to be explored and feedback 
from stakeholders should be taken into account. 

Project Development and Contract Development 

The project development phase and the contract development phase of the procurement 
process are adjuncts to the conceptual planning phase. They provide specific and detailed 
requirements and identify the type of program management that is going to be used. 

Dispute Resolution 

The contract between the public entity and the contractor must include proper provisions 
for managing disputes on the job. Clearly defined dispute resolution procedures are 
essential to success in procurement of contractor, engineer, and architecture services for 
construction projects. 

Pre-Qualification 

A growing trend in construction procurement is the implementation of pre-qualification 
of contractors who are allowed to bid on construction projects. Among other criteria, pre
qualification takes into account a background check, technical ability, financial surety, 
previous experience, and performance on past projects. Compiling this data allows 
government entities to increase the quality of vendors available to perform construction 
projects and to increase efficiency in the selection process by screening out the 
unqualified vendors in advance. 

Types of Construction Bids 

There are several bid types for construction projects, including: Information about Lowest 
Bid, Competitive Sealed Pro.fsosal, Construction Manager at Risk, Construction Manager 
as Agent, and Design/Build. 5 This list is noncomprehensive; category names may vary, 
and all of the approaches have their benefits and drawbacks. The advantages and 
disadvantages of each of these methods can be seen in Table 3.1. 

Lowest Bid 

In this approach, the vendor that claims it can complete the specified project for the least 
amount of money wins the project. 
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Competitive Sealed Proposal 

Unlike a Competitive Sealed Bid, a Competitive Sealed Proposal allows the government 
entity to negotiate on the price and nature of the proposal once the proposals have been 
reviewed. Since negotiation is allowed and expected, the entity can move the vendor 
toward a price that is lower.56 

Construction Manager at Risk 

In Construction Manager at Risk jobs, the contractor is brought into the project in the 
early planning stages, which allows it to provide feedback on the constructability of a 
design. 

Construction Manager as Agent 

The Construction Manager as Agent (or Construction Management-Agent) is an 
arrangement in which the contractor is brought in and acts as the owner's representative, 
providing the management, administrative, and technical services for the construction 
project. 

Design/Build 

Design/Build is a system in which the each of the potential contractors submits the 
designs and costs for a specific project the government entity needs built. 

Table 3.1 
Advantages and Disadvantages of Procurement Methods in 

Construction Contracting 

T 
Competitive Sealed Proposal 

Construction Manager at Risk 

Design/Build 

Advan es 
Contains bidder qualifications 
Bid for best value 

Disadvan es 
Review process is time 
consuming 
Limited ability to fast-track a 

ro·ect 
Complex buy-out project 
Concern about price premium 

Limited value engineering 
Limited ability to fast-track 

Source: Adapted from a class presentation by Bob Rawski, Senior Project Manager, UT System Office of 

Facilities Planning and Construction, at the Lyndon B. Johnson School of Public Affairs, Austin, Texas, 

September 25, 2003. 
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Construction Administration 

Construction administration is the next phase of construction procurement. Governments 
differ in how they carry out construction administration, specifically in how project 
managers are incorporated into the project. The project manager should have the 
autonomy to direct resources as necessary to ensure the successful completion of the 
project. Additionally, the project manager may be responsible for implementing the 
dispute resolution language in the contract. Each Design and Construction Group (DCG) 
project has an engineering charge who oversees all aspects of the project onsite. This 
person serves as a liaison between contractors and DCG, tracks vendor costs for auditing 
purposes, and is often a former tradesperson or contractor.57 

Contract Close-out 

The final phase of the contracting process is the close-out. During this period, the project 
manager and vendors work together to ensure that the project has been completed and is 
in compliance with all aspects of the contract. Close-out is significant for all parties 
involved. For the issuing agency, the contract close-out signals the end of the construction 
process and the beginning of utilization of the facility. It also marks the beginning of any 
warranty period as stipulated in the contract. For the vendors, contract close-out is equally 
important. Besides relieving them of their contractual obligations, it also is a determining 
factor in establishing how well they met program scheduling obligations and whether they 
qualify for performance bonuses or penalties. 

Information Technology (IT) Contracts 

General Rules for IT Contracting 

Due to the complex and rapidly evolving nature of technology purchasing, both private 
companies and government agencies have often been unprepared. Even today, much of 
the IT purchasing is done under a system where vendors "create market demand and tell 
companies what they can buy, when they can buy it, and how much they will pay."58 This 
paradigm, however, is no longer effective in a time of budget constraints that are 
constantly forcing governments to do more with less. As such, a huge shift is underway as 
purchasers start taking a more proactive approach to technology procurement. 

The new paradigm in technology purchasing manifests itself in several ways. Agencies 
can no longer rely on vendors to define their technology needs. Agency technology heads 
must constantly "do their homework," continuously evaluating IT requirements to 
determine exactly what functionality their agencies require in order to pursue their 
missions effectively. A solid understanding of needs in advance of negotiations will 
reduce the likelihood of purchasing expensive technology that fails to meet agency 
needs.59 More importantly, agencies need to acknowledge their position of strength in the 
purchasing process and utilize this leverage when negotiating with vendors. Many 
controversial technology purchases have been the result of inexperienced government 
negotiators. By being prepared and understanding that they actually hold the upper hand 
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in negotiations, agency procurement teams can negotiate a contract that meets their needs 
and budgets.60 

Tactical Contracting Options 

Beyond these general rules, the actual approach an entity takes in developing technology 
contracts will depend in large part on the specifics of the agency and the particular 
situation. Some options that are available to ensure that purchases are made at the lowest 
possible cost are described below. 

Nonprofit Purchasing Agencies 

Nonprofit purchasing agencies is an approach that was pioneered by the City of San 
Diego in the late 1970s and involves the use of a special nonprofit corporation to do all 
citywide IT purchasing. This innovative technique was inspired by long turnaround times 
on technology procurements due to onerous regulations and paperwork requirements. 
This time lag frequently caused technology to be outdated by the time it was finally 
purchased. Since they do not follow city purchasing guidelines and statutory codes, 
agencies such as San Diego Data Processing Cmfioration (SDDPC) allow for extremely 
efficient purchasing and quick turnaround times. 1 However, the benefits of this 
additional efficiency and speed should be carefully weighed before implementation of any 
such program. While statutory guidelines may seem pointlessly complicated and time 
consuming, they do serve many valuable purposes in terms of equity, fraud avoidance, 
and government transparency. These advantages should be strongly considered before 
turning purchasing operations over to a nongovernmental organization. 

Local Use of State-Level Technology Contracts 

In many states, the state-level procurement agency allows local government agencies, 
municipalities, and school districts to utilize centralized state technology contracts. For 
cash-strapped local governments, the ability to use centralized state contracts can be a 
huge advantage. State purchasing offices often are able to negotiate highly cost-effective 
rates on technology products through volume purchasing. Utilization of these contracts 
gives local and municipal governments a level of purchasing power that would otherwise 
never be available to them. 

Certainly use of state contracts may not be applicable in all situations. A local agency that 
only needs to purchase a few computers may find it far easier to simply order them from a 
commercial vendor. Yet, even here, state technology contracts can prove an immensely 
valuable resource. In New York state, for instance, the Procurement Services Group 
makes all of its technology contract information available online. This allows local 
governments to compare the prices they receive from commercial vendors to those 
negotiated by the state, providing them with extra bargaining leverage and allowing them 
to verify if the deal they are getting is reasonable or not.62 In this way, state contracts can 
provide value to local governments even if the contracts are never used to make an actual 
purchase. 
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The 20 Percent Rule 

Overpriced (and often unnecessary) consulting or implementation contracts are one of the 
major sources of misused funds in technology purchasing. Many purchasing departments 
have awarded a "low cost" contract for hardware or software services only to later 
discover that successful implementation is contingent on supplying expensive, long-term 
consulting contracts to the firm that initially sold them the technology. To solve this, the 
state of New York has implemented what is known as the "20 Percent Rule" for 
technology contracts. This statute states that when agencies purchase hardware or 
software contracts, they may only purchase integrated consulting services on the same 
contract for up to 20 percent of the price of the hardware or software. Above 20 percent, 
the consulting services must be competitively bid out on a separate contract. This allows 
agencies to obtain the best possible deal on all elements of a technology contract, and 
forces them to critically examine their needs from a broader perspective.63 

Multiple Award Contract Systems 

Some governments are beginning to use a multiple award contract system. This process 
allows several vendors to list the price they are offering for the same or similar products 
on a pre-approved schedule from which governments can purchase goods or services. The 
prices are the best a vendor can offer because the government customer is so large and 
because the vendor knows its competitors also are offering extremely competitive rates. 
From the vendor's perspective, being on a schedule provides a chance to be selected by 
the government customer, not a guarantee of any business. The actual business will be 
garnered only if the vendor is offering the government customer better prices and value 
than its competitors.64 One of the big advantages of the schedule process over traditional 
government procurement is the speed with which government customers can make a 
purchase. This is particularly important in the rapidly changing world of information 
technology. California's system, the California Multiple Awards Schedule (CMAS), has 
been a very successful form of schedule procurement. 65 

Outsourcing Contracts 

Contracts for services, or outsourcing, require unique steps in the contracting process that 
differentiates outsourcing from other procurement practices. For example, when making a 
decision to contract out for services, a government agency must first decide if contracting 
out is cost-effective and consistent with the public good. A multitude of decision tools are 
available to procurement decisionmakers, including cost-benefit analysis, and many 
agencies even contract out for consulting services to help make the outsourcing decision. 

In addition, conducting a cost-benefit analysis and/or a business plan can result in 
identification of other important issues for implementing an outsourcing solution for 
provision of government services. In Florida, for example, the Department of 
Management Services (DMS) determined that outsourcing human resources (HR) 
services would allow state agencies to focus more time on core missions, rather than 
figuring out how best to handle HR needs and processes.66 Thus, cost-benefit analysis can 
result in both quantitative and qualitative evidence that can be used for decision making 
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in the process of outsourcing government services. However, policymakers still must 
consider issues related to the public good that cannot always be included in cost-benefit 
analysis. 

The State of Hawaii is using an innovative new system to award outsourced contracts to 
professionals such as architects and engineers. Under a new state law, independent 
committees of professionals will determine who gets these contracts by analyzing 
published criteria. The names of committee members, their recommendations, and 
reasoning will be made public. Interested parties have the right to question the criteria 
before the deadline, and losing bidders have the right to find out why they did not win the 
contract. 67 -

Key Recommendations and Conclusion 

Based on research and case study findings, the following recommendations are offered as 
Best Practices in the contracting portion of the public procurement process: (1) an open, 
transparent process, (2) the ability to negotiate with vendors, and, (3) a clear dispute 
resolution process. 

Transparency 

Cities and states need to develop an open and transparent bid process in order to keep 
both the vendor's and the public's trust. By advertising bid openings in local newspapers 
and advertising openings via the internet, governments can expand vendor bases and 
increase the legitimacy of the process. When contracts are awarded, cities and states 
should advertise the winning bid. The City of San Diego, for example, has constructed a 
very transparent contract process. The city runs a Bid and Contracts Opportunities Page 
online, which allows consultants, service providers, contractors, vendors, and suppliers to 
find out about current bidding and contract opportunities. 68 

Lack of transparency in the bidding process can lead to the breakdown of the entire 
procurement structure. One of the main keys to an effective procurement process is 
having a broad bidder base that competes for state and local contracts.69 The more 
competition that a government can attract for contracts, the better the deal the government 
gets.70 When cities or states ignore the need for transparency, many vendors tend to stay 
away. The State of California's main procurement agency, the Department of General 
Services (DGS), recognizes this fact. The department states that its top priority is 
maintaining an open, fair, and transparent bidding process.71 The Office of General 
Services (OGS) in New York provides an online bidder notification service, daily updates 
on its bid calendar, and an easily accessible customer service hotline. 

Recent contract scandals in Hawaii have lead the state government to consider massive 
overhauls to increase transparency within the state's procurement system. Governor Linda 
Lingle stated, "Hawaii needs an honest and open system, one that is open to the media 
and transparent to the public, because that will go a long way towards restoring trust in 
the government and it won't cost anything."72 State and local governments should be 
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proactive in setting up a transparent procurement system; otherwise, they may find 
themselves in a similar position to Hawaii. 

Though there is no clear benchmark to tell governments when their systems are 
transparent, it is obvious that public agencies must do a better job of structuring 
procurement so that ordinary citizens can understand the process. A Hawaii official 
stated, "If people don't understand it, they are going to question it ... the duty falls on the 
department to ensure that the public understands how procurement works, why it works, 
and the fairness issue. "73 

Negotiation 

Negotiation with bidders can take place in virtually any stage of the procurement process 
for services, and in many different forms. For outsourced services, particularly under 
performance-based contracts, the most effective negotiation usually occurs after the 
vendor submits a budget and the contracting agency separately determines reasonable 
cost. After the contracting agency and vendor agree on reasonable costs for total services, 
another round of negotiation can take place to determine cost per deliverable. Agencies 
can set different costs for deliverables to establish priorities in the overall program. In 
workforce development service delivery, for instance, the contracting agency might 
determine that a successful placement in a job that pays more than the minimum wage is 
the most important deliverable for a local service provider. The agency could therefore 
negotiate for incentive payments for exceeding a minimum number of job placements in 
exchange for lower costs on other parts of the program. The point of negotiation is to get 
the best price possible in a fair arrangement to both the agency and the contractor. 

In traditional purchasing, the ability to negotiate with vendors is critical to optimizing the 
procurement process. When purchasing vehicles, it is necessary for city and state officials 
to be able to sit down with vendors and discuss exactly what specifications the 
government needs. In order to get the best deal possible, it is necessary to give 
procurement officials the power to go to those vendors and negotiate prices. The State of 
California, for example, recently saved millions of dollars in vehicle purchasing by going 
to each vendor that submitted bids and telling them what the competition was bidding.74 

An individual can save thousands of dollars by negotiating with dealers when purchasing 
a car. Cities and states are no different. Automakers desire state and local contracts. These 
automakers give dealerships considerable incentives and price leeway when bidding on 
government contracts.75 Allowing procurement officials to take advantage of incentives 
and price leeway through contract negotiation is an excellent way to ensure that 
taxpayers' money is not wasted. 

Dispute Resolution 

Addressing dispute resolution is another "best practice" in the contracting process. 
Conflict resolution provisions can be divided into two basic types: prevention provisions 
and resolution processes. Prevention provisions take on many forms depending on the 
kind of conflict that one can anticipate. A common prevention provision is one that 
specifies which documents will take precedence over others. For example, in contracts 
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awarded by the Alabama Department of Veterans Affairs, it is specified that in the event 
of a conflict in the language between the RFP and the final contract, the provisions set 
forth in the RFP will govern. The contract also specifies that where there may be a 
conflict between state and federal regulations, the stricter of the two sets of regulations 
will apply. There are basically three methods for resolving conflicts: negotiation, 
mediation, and arbitration. It is important for these methods to be defined in advance. It is 
also often a good idea to use the services of a third party who does not have any personal 
involvement in the case.76 

Procurement officials are no strangers to disputes caused by vendors feeling that they 
were treated unfairly during the contract process. Large procurement programs (such as 
state governments or large city governments) face vendor disputes with many of the 
contracts that they offer. 77 Despite the frequent disputes caused by contract processes, 
many governments do not have clear dispute programs.78 Cities and states make the 
mistake of having several different employees or departments that vendors may go to in 
order to file their disputes. Governments need a single, identifiable point of contact where 
vendors can enter the dispute resolution process, and the same personnel should handle 
the entire process. The Texas Building and Procurement Commission prides itself in 
having a clear dispute resolution process. The dispute process is required to be outlined in 
the contract, and the purchasing officer is required to instruct the vendor how to file a 
complaint. In addition, the entire dispute process, including instructions on filing a report 
and contact information, is available on the internet. A single person manages all 
complaints. If the dispute is not resolved at this stage, it can be taken before the 
commission for a hearing in which both sides would present their case and any evidence 
they may have. If all else fails, the vendor can move the process and proceed to district 
court. 79 There is a clause included in the contracts sent out by New York State that 
explicates the procedures for disputes; it is also included on the website. Initially, any 
dispute is attempted to be resolved informally; if it is not, then a letter is to be submitted. 
Henceforth, an appeal process takes place through the proceedings of Article 78. 
However, it is rare to advance up to this point, as only about one in 20 disputes arrive at 
the appeal process. 80 
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Chapter 4. Oversight and Relationship Management 

Overview 

After the government solicits bids, reads through proposals, and finally awards a contract 
to a vendor, it still has an extremely important function to perform. This function is two
fold in nature and is comprised of oversight and relationship management. Oversight is a 
crucial part of the procurement process because governments must monitor the 
performance of their vendors, yet it is easily neglected. Oversight ensures that 
governments are receiving the services they have requested the vendor to perform. 
Certain factors may result in a lack of thorough oversight, such as the lengthy process of 
awarding a contract, a lack of training and education, or a poor accountability structure. 
Particularly in regard to outsourcing of services and construction projects, the government 
may lose control without proper oversight protocol. The procurement official, as an 
individual, is always at risk for being held accountable for the vendors' actions. In 
addition to oversight, relationship management is also a vital component of public 
procurement. Relationship management refers to the system of communication that 
occurs between the vendors and procurement officials. Specifically, it structures the 
communication process in such a way as to avoid confusion and misinterpretation of 
information while facilitating open and effective interactions. 

When implemented together, oversight and relationship management mechanisms result 
in a strong purchasing system for many reasons. In particular, constant communication 
and periodic performance checks allow the government to better ensure vendor 
compliance. Oversight and open communication minimize the risk of poor performance 
that may result in wasted public dollars. Also, oversight increases the effectiveness of the 
service performed because the vendor has incentive to perform well if it knows the 
government may be evaluating performance. In addition, oversight and relationship 
management allow the government to evaluate the benefits that certain types of 
procurement may provide. 

This chapter begins with a discussion of how governments can effectively oversee the 
performance of their vendors. There are several considerations that the government 
should take into account during the oversight process, including the quality of the service 
being performed, employment of a contract manager, and an organized system of data 
management. Following the discussion on oversight, we tum to relationship management 
to address the importance of an open and professional relationship, clear communication, 
dispute resolution, and the need for consistent contact with vendors. The final section of 
this chapter deals with current trends that public purchasing departments have recently 
employed in the purchasing areas of commodity purchasing, construction, information 
technology, and outsourcing. 
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Oversight 

Oversight is an essential part of any procurement process. It safeguards the government 
and often the public from receiving substandard services as well as allowing vendors to 
continually improve their performance through government feedback. There are many 
common practices that procurement officials can implement to enhance their oversight 
procedures. First, governments need to closely monitor the performance of their vendors 
through periodic checks and feedback from the public and government employees. In the 
event that the vendor is not able to adequately perform the service, it is up to the 
government to have a course of action prepared to deal with specific shortcomings. 
Second, governments need to ensure that the quality of the product or service being 
provided is commensurate with its cost. If the government is paying too much for 
inadequate services, then it will need to confront this issue with the vendor. Third, the 
government should assign a contract manager who will handle all of the information 
transferred between the government and the vendor. This will prevent conflicting 
information and miscommunication between the two parties. Finally, governments need 
to document the actions of their vendors in order to maintain an efficient data 
management system containing an up-to-date assessment of past and present vendor 
performance. Each of these issues will be discussed below in greater depth. 

Monitoring Performance 

Before monitoring the performance of any vendor, procurement officials should establish 
a standard, perhaps a benchmark, to which they can compare the work of their vendor. 
The State of Florida implements this on a wide scale with its emphasis on performance
based contracts and local accountability. The Agency for Workforce Innovation (A WI) 
and its policymaking counterpart known as Workforce Florida, Inc., are responsible for 
the oversight of the statewide workforce development system. A WI monitors 24 Regional 
Workforce Boards (RWB) in Florida that contract with local service providers to deliver a 
variety of services. Workforce Florida, Inc., and A WI developed the "Red and Green 
Report" that benchmarks the performance measures established in the contracts with the 
RWB and local service providers. Measuring performance on 17 indicators, Workforce 
Florida, Inc., uses this to award financial incentives and assess penalties to RWBs and 
local service providers for short-term outcomes. 1 In addition, A WI is using the automated 
workforce development procurement system, known as the One-Stop Management 
Information System (OSMIS), to develop monthly performance reports on indicators such 
as expenditures per service or the average cost per client served.2 

Once the government establishes a comparable standard or benchmark, it can start 
monitoring the performance of its vendors and comparing them to the established 
standard. In addition to benchmarking, there are several other techniques that the 
government can use to evaluate vendor performance. One is a venue where citizens can 
voice their opinions regarding the service. The city of Lakewood, California, has a 
telephone hotline that citizens can call and express their opinion toward a public service 
such as trash collection, street sweeping, or street repair.3 This system gives the 
government an idea of how well or poorly their vendors are performing on the job. 
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Another way of soliciting the public's opinion is to send out questionnaires to residents or 
ask them to attend a city council meeting. 

Construction projects require extensive monitoring for perlormance and adherence to 
contract specifications. The State of Florida Department of Transportation manages about 
$1.7 billion in construction contracts for roads and bridges. A tool they use for ensuring 
perlormance and quality control is the use of a software program called Site Manager. 
Project site managers use this tool to run daily totals to compare to the specifications in 
the contractor's original bid, such as track time, percentage completed, bad weather days, 
etc. This aspect of oversight can give public agencies valuable information about contract 
term compliance.4 

An example o_f poor perlormance monitoring involves a school district in Washington, 
D.C., that paid $67 million over a 28-month period to private special education providers 
without reviewing their bills for accuracy. The original plan was for providers to send 
estimates of their costs per child, and in tum the school system would reconcile the 
differences between the estimates and the final costs.5 However, neither party bothered 
with the payment reconciliations, leading to overpayment and waste of public resources. 
If the school district had made the effort to review the perlormance of the educational 
providers, it may have been able to see the billing discrepancy that the educational 
providers were reporting. 6 

A similar situation occurred in the Llano School District in Texas. The Llano school 
board did not monitor Jack Patton, the superintendent of the Llano Independent School 
District. Patton made unilateral decisions to approve questionable construction contracts 
without checking invoices against contract documents.7 The district did not have set 
policies or procedures on handling cash, preparing deposits, and reconciling bank 
statements, allowing Patton to set his own rules. 8 The district may have been able to 
prevent Patton's action by simply having set policies and procedures in place regarding 
monetary transactions, and most importantly, by periodically monitoring his actions 
through audits or inspections. Having accumulated a budget deficit of several hundred 
thousand dollars, the district will have a hard time safeguarding public funds without 
implementing oversight mechanisms.9 As intuitive as it may seem, governments need to 
constantly monitor the actions of their vendors and make sure that they are strictly 
following the rules set forth by the contract. 

Quality Control 

The main reason for monitoring the perlormance of a vendor is to ensure governments 
that vendors are providing quality products or services. Many state and local governments 
have problems with vendors fulfilling their contracts, much less actually providing the 
quality work or goods. Io States and municipalities should use a quality control 
department or officer to verify all goods and services provided by vendors meet specified 
guidelines. When purchasing vehicles, the Texas Building and Procurement Commission 
now requires every vehicle purchase to be audited, making certain that the vehicle 
specifications in the contract end up in the vehicle delivered to the state agency. I I 
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Vendors occasionally attempt to substitute lower quality office supplies for the higher 
quality supplies that governments believe they are purchasing.12 The same scenario is 
often played out in the purchase of goods for government vehicles. 13 Purchasing agents 
sign contracts and pay for one type of oil or antifreeze and the vendor sends a lower 
quality product.14 Quality control agents should regularly test products that governments 
receive so that the governments can provide taxpayers and government employees with 
quality services and products. 

Employ a Contract Manager 

In order to ensure that all the information being exchanged between the government and 
the vendors is consistent and communicated in an organized and professional manner, the 
government should assign a contract manager to specific projects. This person or 
committee should conduct regular compliance audits and be available to clarify any 
points of confusion on behalf of vendors or internal agency support staff. A contract 
administrator who is available and knowledgeable about the project goals, design, and 
support structure can serve to prevent problems in development. The manager should be 
the primary contact person for the project so that the possibility of giving conflicting 
information to bidders may be prevented. 15 

The State of Florida uses a third-party contract monitor for oversight of local service 
providers in the workforce development system. Officials at Workforce Florida, Inc., the 
statewide policymaking body for workforce development services, made the decision to 
hire an outside firm for contract management for two primary reasons. First, third-party 
contract monitors are viewed as a "best practice" in Florida state government. Second, as 
a statewide policymaking board in charge of distributing financial rewards and assessing 
penalties to Regional Workforce Boards (RWBs), Workforce Florida, Inc., believes that 
hiring an outside firm is the best way to ensure objectivity in the evaluation process, 
removing any perceptions of regional favoritism at the state level.16 

The Agency for Workforce Innovation (A WI) in the State of Florida, in coordination with 
Workforce Florida, Inc., is responsible for oversight of the statewide workforce 
development system. A WI hired KPMG, an international professional services consulting 
firm, to provide contract monitoring services in 2002. KPMG's responsibilities include 
quality review, financial management, cost-allocation, and performance measures. 
Specifically, as set out in the contract with the State of Florida, KPMG conducts the 
following activities: 

• Provide fully qualified staff. 

• Provide corrective action recommendations to the regions onsite as operational, 
programmatic, or financial management problems are identified. 

• Share best practices learned during the review process with A WI. 

• Negotiate new or revised contract deliverables with A WI. 
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• . Revise the regional review schedule as requested by A WI. 17 

KPMG conducts misite reviews of local service providers at least once a year and submits 
reports to A WI within 30 days of the site visit. 18 A WI conducted a cost-price analysis for 
monitoring services for fiscal year 2004 that was used to structure the first year of the 
contract with KPMG. Annual costs for contract monitoring services were estimated at 
$791,615.19 

The State of Florida in 2000 initiated "People First," a statewide outsourcing project for 
human resources services in state government. The Department of Management Services 
(OMS) signed a contract with Convergys Corporation in August 2002 and 
implementation started in May 2003. OMS hired Acclaris, a Tampa-based consulting firm 
specializing in business process solutions, in 2002 to provide contract monitoring 
services for the outsourcing project. According to Fran Brooks, the project manager in 
OMS, the state decided to hire a third-party contract monitor based on recommendations 
in a Gartner Group report entitled The Five Major Failure Points of Strategic 
Partnerships, and third-party contract monitors are now considered a "best practice" for 
major projects in Florida state government.20 In addition, lessons learned from the Unisys 
project-a failed initiative to outsource some healthcare services that ended in a grand 
jury indictment in 1998-also suggested that a third-party contract monitor would be 
appropriate for a project on the scale of the human resources initiative.21 

Acclaris is responsible for monitoring and evaluating the progress and deliverables of 
both the OMS and Convergys for the full seven years of the contract with Convergys. 
Specifically, Acclaris is offering the following services: program leadership support, 
monitoring program plans, quality assurance, vendor compliance, identification of risks 
and issues, communication, training, and technology/systems integration experience.22 

The state expects the third-party contract monitor to result in several benefits, such as 
leveraging skilled partnering managers, robust process and partner support infrastructure, 
identification of clear goals and measures of success during the project, clear resource and 
budget authority from a "sole source" of contact, and the ability to take advantage of 
private sector innovations in monitoring and evaluation services.23 

Data Management 

Governments also must maintain the public trust by ensuring that vendors are providing 
the goods agreed upon. When good records of vendor performance are not kept, states 
and municipalities run the risk of awarding contracts to businesses that have performed 
poorly in the past. Governments must keep accurate data on contract performance so that 
they can track which vendors have performed well on specific contracts in the past. 

Accurate data and records may also be used for benchmarking and performance reviews. 
Benchmarking and performance budgeting (performance reviews) have been a 

· catchphrase of government since Osborne and Gaebler' s work Reinventing Government, 
which instructed governments to act more like private businesses. 24 Both of these tools 
can be used to improve agencies' results. By keeping data, procurement officials can set 
goals for improvement in the efficient use of public resources. Benchmarking and 
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performance reviews especially make sense in the procurement of commodities where 
governments are often purchasing the same goods each year. 

The effective acquisition and management of data is essential to the successful 
management of construction projects. Data management is a key aspect of project 
controls, which include cost, schedule, and materials control. 25 These elements are 
interrelated, necessitating an integrated data management system. The system should be 
structured so that the interdependent nature of the data is incorporated and allows for the 
minimization of data entry and reentry. This also allows for comprehensive information 
sorting and report building. 

In a contract or outsourcing system, there is a requirement for monitoring and regulation 
of the vendors~ contractors, and utilized systems. The oversight process requires a 
significant amount of data acquisition. Some of this data may include independent audits, 
regular data on revenues and expenditures, workforce data, etc.26 Governments often fail 
to invest adequately in acquiring and processing the data that is generated. This is most 
evident in the area of the contract workforce. 

Most con~truction projects will have multiple changes throughout the life of the project, 
which will often generate increased costs. If these are not adequately tracked and 
managed, significant and unnecessary costs can be incurred. A report by the Office of the 
State Auditor of the State of Texas found that very little information was kept on change 
orders and bid histories. In fact, the Department of Transportation could not calculate the 
number and dollar amount of change orders that added items of work to the contracts. 27 

This report also pointed out that although the change orders were signed and approved, 
there was little documentation available to determine if the requests had been reviewed 
and the pricing verified. An agency can minimize any cost overruns generated from 
unnecessary or overpriced change orders by implementing standardized procedures for 
review, documentation, and approval of change orders. An information and knowledge 
management system should track this data. 

Materials management or materials control has become an area in which there is 
increasing reliance on information technology and electronic data acquisition. The 
materials required for a construction project can directly impact the cost and schedule of 
the project. An effective materials management system should track all materials used 
and the costs associated with each as well as the schedule requirements. Many companies 
employ bar codes and radio frequency tagging for materials tracking. The Construction 
Industry Institute (CII) has put together an Electronic Data Management Task Force to 
investigate data integration strategies.28 This task force proposed the adoption of bar 
code standards and common materials commodity codes. Standardization would greatly 
help in the establishment of a materials management system that could effectively track 
materials costs from one project to another and provide information that could be used in 
the cost estimates of future projects. 

It may also be beneficial to set up a nationwide bulletin board system where procurement 
officials in different states and cities can post information on various vendors. This data 
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could be used to find new vendors who have preformed well providing goods in specific 
areas, as well as avoiding vendors who regularly disappoint their clients. 

Relationship Management 

Communication between governments and vendors should always be professional, 
effective, and clear. Both governments and vendors will be aware of the other's 
expectations and should reach the desired project outcome in a timely and favorable 
manner by adopting these traits. Often times, however, interactions between both parties 
may wane, posing difficulties for either to fulfill obligations. Interactions between the 
government and vendor may also become too informal and potentially lead to unethical 
behavior. To prevent these situations, governments need to reemphasize a professional 
relationship with their vendors, communicate effectively with their vendors, arrange a 
venue for dispute resolution, and continually keep vendors up to date on new policy and 
regulations. 

Maintain a Professional Relationship 

Governments must develop strong professional relationships with their vendors. The 
government should view the vendor as a strategic partner and take the time to discuss any 
problems or challenges associated with the service or project. This element of 
professionalism is especially important when it comes to contract renewal or adding 
services to a contract. Since the majority of service contracts are for multiple years, there 
is a strong tendency for governments to establish a close relationship with the vendor. As 
a result, the vendor gains insights and knowledge that can give it a competitive edge if the 
contract is bid out again. 29 The vendor may view subsequent contracts as an opportunity 
to recoup any losses that may have been incurred with the first contract. The government 
also has incentive to continue employing the same vendor to reduce costs and labor time 
associated with seeking out another vendor through the bidding process. However, in 
order to ensure that the government is receiving the fairest price, it needs to continually 
monitor the market value of the products or services being purchased. There are many 
types of governmental purchasing alliances that can be used as benchmarks to determine 
if a more beneficial contract for a current service is available. 

Effective Communication 

Effective communication tools should be applied at every step of the procurement 
process. It is especially important for consistent information to flow between procurement 
officials and vendors. Two key components of effective communication are accuracy and 
delivery. Accuracy refers to the precision of the words, terms, and structure of the 
information contained in a communicative interaction. Delivery refers to how messages 
and information are conveyed and understood by the recipient. While accuracy and 
precision are critical at the project development level for information management, bid 
writing, and contract writing, once the procurement process is in place delivery of the 
message is critical to ensuring project success. Delivery of the message is vital in the 
implementation stages of the purchasing project and therefore emphasizes interpersonal 
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communication. According to David Whetten and Kim Cameron's book Developing 
Management Skills, "More often than not, it is the interpersonal aspect of communication 
that stands in the way of effective message delivery rather than the ability to deliver 
accurate information."30 

Communication between governments and vendors occurs at many junctures in the 
procurement process. Information management, bid writing, and contract writing are just 
a few important places where accuracy of information should be carefully considered. 
While information and contracts are covered in detail in other chapters and sections, it is 
prudent to consider bid writing here. It is absolutely crucial.for specifications for services 
to be as precise and well defined as possible. Ambiguous language, unclear definitions of 
project scope and goals, and poor organization can result in misinterpretations, whether 
intentional or unintentional. 

Public agencies and vendors may benefit from structured and timely communication. One 
of the biggest complaints from vendors who work with public agencies is the great length 
of time between requests for information and responses. 31 Agencies must establish clear 
points of contact via a communication plan, and timeliness of communication can reduce 
bottlenecks in information flow. Responses to requests should occur within a commonly 
accepted time frame, and arrangements should be made to refer the requestor to another 
contact if this is not possible. Similarly, communications should occur at regular intervals 
along a preestablished timeline for the project. Initiating status reports at regular intervals 
is a sound means of implementing communication structure. Clear expectations should be 
set regarding what the measures for status reports will be. 

A communication plan will aid in the reduction of confusion and the resulting delay in 
the procurement process. While there are many templates and types of communication 
plans available for use, Paul Niven addresses the topic at its most basic level in Balanced 
Scorecard: Step-by-Step for Government and Nonprofit Agencies. Mr. Niven suggests 
that governments use the W5 approach to design a communication plan: governments 
should address the Who, What, When, Where, Why, and How of the plan. It is important 
to identify the major players in the procurement project-Who will be involved? Who 
should speak with whom? Consideration of "Who" identifies specific audiences and 
matches them with appropriate message/information providers. Mr. Niven blends the 
"Why" and "How" aspects of communication planning to illustrate that the important 
messages to be conveyed should stem from the project goals and purpose. The frequency 
of communication should be established; the "When" must center on meeting specific 
needs and the "What" on what those needs are. While some project members may require 
up-to-date information to keep a procurement project in motion, others may not require 
daily or weekly contact. He states that too much communication is better than too little. 
Finally, to address the "Where" and "How," Mr. Niven states that the appropriateness of 
the communication vehicle that is selected should be considered. While technological 
communication devices such as intranets and the internet are useful to reach broad 
audiences, there is no substitute for face-to-face communication. The "Where" and 
"When" should be driven by the "Who"; audiences and their cultural, demographic, and 
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organizational preferences should have a communication method that works well for their 
particular needs. 32 

Interpersonal communication drives information and message delivery. Again according 
to David Whetten and Kim Cameron, "While most agree that proficiency in interpersonal 
communication is critical ... most people don't seem to feel a strong need to improve their 
own skill level." In an effort to help managers improve communication skill level, these 
researchers identified eight attributes of effective communication: problem oriented, 
congruent, descriptive, validating, specific, conjunctive, owned, and supportive 
listening. 33 

Dispute Resolution 

Dispute resolution is a key component of a government agency's plan for vendor 
relationship management. A negotiation process for resolving disputes should be 
addressed in government contracts. 34 In the State of Florida, for example, the dispute 
resolution process commonly found in contracts includes executive level negotiations, 
informal negotiations, formal negotiations, mediation, and resolution. Mediation is 
obligatory in the contract, and vendors or service providers are explicitly guaranteed 
confidentiality.35 It is the policy of New York State's Office of General Services and 
Procurement Services Group (PSG) to provide vendors with an opportunity to 
administratively resolve complaints or inquiries related to PSG bid solicitations or 
contract awards. Bidders are encouraged to seek resolution of complaints through · 
consultation with PSG staff. All such matters will be accorded impartial and timely 
consideration. 

When dispute resolution is necessary, the process involves a number of steps. There are 
responsibility hearings, contract interpretation differences, and vendor responsibility 
issues. These particular issues cover the spectrums of performance, financial, legal, and 
tax liability. Alternatives available in the beginning are liquidated damages, withheld or 
partial payments, a buy-against, and contract cancellation. Should the situation warrant, 
responsibility hearings will occur either informally or formally. 36 If either type of meeting 
takes place, all concerned parties will be notified, a third-party mediator may be present, 
problems encountered, actions proposed, and minutes will be confirmed in writing. A 
formal meeting will be tape recorded and might have legal representation and/or quality 
control staff present.37 The agenda for the meeting will follow the format of two action 
items. The first is a discussion of contract expectations and deliverables, and the second 
is a resolution of corrective actions required within a timeline. The intended results are to 
move closer to--if not accomplish closure-an award consisting of a partial award or 
surety protection, no award, or cancellation. This should be followed by a written 
agreement signed by both parties and documentation in the Procurement Record. 

Inform Vendors 

One of the best ways that governments can ensure good relationships is by utilizing 
seminars in which procurement officials meet with businesses to explain the pubic 
purchasing process. These seminars are excellent ways to cultivate new bidders and to 

63 



keep existing clients aware of changes in procurement policy. The State of California has 
done an admirable job of conducting seminars throughout the state for potential vendors. 
These seminars have attracted a significant amount of local small businesses to state 
procurement. 38 In New York, "Vendor Responsibility Hearings" are conducted to address 
any need to terminate for cause.39 These hearings provide support, clarity, and 
convenience for both the state and the vendor. The contracts themselves remain flexible 
enough to allow thorough adherence to the amendments, the addition or removal of 
clauses, and the tweaking of terms and conditions in order to address this management 
concern.40 It is also important that vendors be made fully aware of changes in the bidding 
procedures. The internet provides a perfect arena for vendors and bidders to keep current 
on procurement practices. 

Current Trends and Recommendations 

Many trends prevail within the procurement context of oversight and relationship 
management. Often the idea of open communication becomes essential in meeting the 
needs of procurement officials and vendors alike. Within commodity purchasing, 
government officials facilitate communication by offering seminars to vendors and by 
giving vendors feedback on the quality of products. Construction procurement is 
beginning to rely on the practice of partnering with the vendor to increase communication 
between the two parties regarding project goals, project design, and areas of 
improvement. The procurement of information technology promotes the practice of 
establishing clear points of contact to assist with questions or concerns on behalf of the 
vendor in order to manage complicated information passed between the government and 
the vendor. Finally, with respect to outsourcing, governments are conducting periodic 
monitoring of the vendors' actions through audits or performance checks to encourage 
communication and feedb~ck. 

Commodity Purchasing 

Oversight and relationship management are important aspects of protecting a state or 
city's bidder base and protecting taxpayer dollars. Governments must ensure that vendors 
will continue to do business with them; otherwise, competition for contracts will 
diminish. Governments also must ensure that vendors perform according to their 
contracts. Therefore, the preferred practices in commodity procurement for relationship 
management and oversight are (1) seminars for vendors, (2) quality control departments 
or personnel, and (3) open communication between agencies and vendors . 

. Construction 

Construction procurement presents a variety of challenges to state and local governments 
alike. The size of many contracts means that transparency and competition are vital to 
ensuring governmental integrity. A large state such as New York spends upwards of $600 
million per year on construction procurement alone, and unlike other types of 
procurement, construction contracting is less commoditized, operating in a less-efficient 
marketplace.41 Preventing over-budget and behind-schedule construction projects during 
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the bidding process as well as during the administration of the project must be a major 
goal of government construction procurement. 

Oversight of contractors is one of the most important aspects of the construction process. 
Most public entities have regulations to ensure that good measures are being used to 
protect the city and taxpayers. However, many times these measures may seem tedious 
and burdensome, especially to a project manager who may be more concerned with 
budget and schedule. Entities should review their oversight mandates to eliminate any 
obsolete or repetitive requirements. 

Partnering 

One factor that leads to more efficient and cost-effective projects is the process of 
partnering with the contractor. Research has shown that conducting exercises focused on 
developing team-building skills can reduce friction between the government and 
contracting staff when difficulties arise. 42 

Though definitions of partnering vary widely,43 it is generally agreed that the term refers 
to collaborative efforts between the stakeholders of a project, with the goal of improving 
project performance.44 According to the Construction Industry Institute, who lists 
partnering as one of the best practices in construction,4s there are two types of partnering. 
The first, strategic alliance, is based on longer-term collaboration, whereas project
specific partnering, the second type, is intended to bring a team together to accomplish a 
set task, generally shorter in duration.46 As such, project-specific partnering is more 
applicable to construction projects. 

Some entities, such as the Office of Facilities Planning and Construction of the University 
of Texas System, place so much value in partnering that it is included in their standard 
contract.47 Partnering sessions are conducted at the onset of construction projects and are 
intended "to create a synergy of purpose to solve problems for the good of the project. ,.48 

Private sector companies that strategize with suppliers to gain industry insight have 
reduced annual expenditures by an average of 12 percent between 1992 and 1995.49 

Researchers from the Department of Building and Real Estate of the Hong Kong 
Polytechnic University summarized the most commonly listed benefits of partnering: 
reduced litigation, better cost control, better time control, better quality product, efficient 
problem solving, closer relationships, enhanced communication, continuous 
improvement, potential for innovation, lower administrative cost, better safety 
performance, increased satisfaction, and improved culture.so Despite the deliberation 
about the tangible benefits and the ever-evolving nature of partnering, a survey of clients, 
contractors, and consultants has been conducted that illustrates the perceived effects of 
partnering activities on construction projects.s1 The top ten benefits of partnering 
projects, as determined by the mean response amongst the three groups involved in this 
study, are listed below. 

• Improved relationship among project participants. 
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• Improved communication among project participants. 

• More responsiv~ to short-term emergency, changing project, or business needs. 

• Reduction of disputes. 

• Better productivity. 

• A win-win attitude was established among project participants. 

• A long-term trust relationship was achieved. 

• Improved corporate culture among project participants. 

• Reduction in litigation. 

• Improved conflict resolution strategies.52 

These benefits clearly illustrate how open communication between governments and 
vendors creates positive results. The practice of partnering fundamentally relies on the 
relationship of the government and vendor. If the relationship is open, professional, and 
strong, partnering will enhance the outsourcing process and produce real results. 

Information Technology 

Due to the highly technical elements of information technology projects, it is easy to start 
a procurement project without a clear sense of the specific action that must be taken to 
satisfy project needs. Long-term or multiphase technology procurements are dynamic; an 
agency's needs may change quickly, before a project is even complete. Changes in the 
public and private sector can happen rapidly and may impact a vendor's or agency's 
capacity to meet obligations; an awareness of this dynamism is critical, and terms and 
actions must be agreed upon to protect the integrity of the procurement process.53 

As a case in point, in 1999 the City of Tallahassee initiated a Technology Integration 
Project (TIP). The aim of the project is to integrate the City's main automated utility 
systems to provide better customer service. Services were contracted in a piecemeal 
fashion; it was negotiated in four separate components/contracts. Individual contracts for 
the whole project were broken into four elements: (1) a Call Center Business Process 
Evaluation; (2) Call Center Integration; (3) develop an architecture for HUB integration; 
and (4) TIP/Convergent Plan review.54 

As with any project that requires the efforts of many people among multiple 
organizations, technology procurement projects can benefit from having clear points of 
contact established up front. The entity conducting the procurement should have a contact 
person on staff to assist with questions or concerns on behalf of the vendor(s). Vendors 
should assign a project manager to liaise with the agency. 
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Outsourcing 

Faced with heightened economic pressure and an increasingly demanding public, the 
government has turned to outsourcing to reduce costs and to improve the services it 
provides to its citizens. In order to successfully outsource services, the hiring agency must 
have the capacity to closely monitor the work of the contractor. 

As important as oversight is in the outsourcing process, contract monitoring is one of the 
most neglected areas of contract management.ss One of the reasons for this is that there is 
a gap between what might be the ideal level of monitoring and the appropriate skills and 
resources available to conduct the monitoring.s6 It is tempting for public agencies to 
ignore the entire oversight process because it saves them time and money, and because 
they believe that their client can responsibly perform the service. A survey of local 
governments and schools revealed that many officials felt that the monitoring process was 
"the most commonly cited disadvantage to contracting out."s7 The findings also revealed 
that officials were uncomfortable with the monitoring role and the skills it requires.ss 

The most common way public agencies monitor a contract is through periodic inspections 
and complaints rather than formal monitoring.s9 Many agencies believe that they don't 
have the proper resources to monitor the contract. However, they fail to realize that the 
task of monitoring prevents future unexpected costs and is beneficial in the long run. 

A general guideline that public agencies follow when outsourcing a service is to establish 
a solid and trusting relationship with the vendor. According to a study done by Simon 
Tarsh at the PA Consulting Group in London, England, the most successful outsourcers 
have strong relationships with their suppliers, hold high-level strategic reviews, and have 
an effective process for continual improvement.60 In this study, four guidelines emerged 
for successful management of the outsourcing relationship. These guidelines include: 
creating a shared vision for the outsourcing that is reflected in the contractual 
arrangement; including effective performance measures that motivate the contractor to 
ensure that its actions serve the client's business objectives; establishing clear 
communication mechanisms; and developing a clear contingency plan.and exit strategy.61 

Conclusion 

Two themes consistently appear in this chapter to underscore the significance of oversight 
and relationship management. The first theme is that governments must monitor the 
performance or quality of goods received in order to ensure that their vendors are 
providing adequate services. Many examples illustrate how governments give too much 
autonomy to their vendors, with poor results. Governments must set policies and 
procedures describing how vendors will be monitored and how data will be maintained 
and recorded. Also, they should assign a contract manager to the project in order to 
facilitate communication among all of the people involved. 

The second theme that appears throughout this chapter is that governments must ensure 
effective and professional communication with their vendors. Failed relationships 
between the government and the vendor are often attributed to lack of communication 
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skills. By maintaining a strong, open, and professional relationship with the vendor, 
governments are able to express their opinions and ideas regarding a project. At the same 
time, they are preventing conflicts that stem from miscommunication and informal 
agreements. Effective and professional communication also requires a forum for dispute 
resolution and a forum where vendors can learn about specific projects and ask questions 
at the same time. By ensuring that performance is adequately monitored and that proper 
communication occurs, governments can responsibly handle the latter stages of the 
procurement process. 
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Chapter 5. Personnel 

Developing Human Capital 

Attracting, retaining, and managing quality employees is a challenge for any organization. 
In order to maintain the public trust, governmental entities must adhere to the highest 
personnel standards with regard to recruitment and development of human capital. As the 
General Accounting Office (GAO) has observed: 

Attention to human capital must be ongoing. To be effective, strategic human 
capital management requires the sustained commitment and attention of senior 
leaders and managers at all levels of the agency. Managing the workforce is not a 
problem for which the organization can supply an answer and then move on. 
Rather, managers must continually monitor and refine their agencies' human 
capital approaches to ensure their ongoing effectiveness and continuous 
improvement. 1 

According to the GAO, training plans should make use of modem public management 
practices aimed at empowering employees. To this end, the GAO suggests implementing 
"individual development plans at all levels." Employees should feel that their work and 
abilities are the means for advancement and that they are being fairly evaluated.2 This is 
important to the promotion of a workplace that holds institutional integrity as a core 
value. 

For procurement officers and employees of public entities, development and training of 
personnel is at the heart of implementing best practices. Training is important to 
purchasing organizations in several ways. Procurement officers should be knowledgeable 
about the market for the goods or work they are responsible for as well as the regulatory 
and organizational environment in which they act, and this often requires formal 
instruction. Training programs also should be integrated into information technology 
purchases together with service contracts. Unfortunately, training is often seen as a luxury 
in an environment of fiscal deficits and tight budgets. To the contrary, proper 
development and instruction of personnel is a vital investment that can prevent a number 
of managerial problems, including inefficient use of government resources, low morale 
among purchasers, and high turnover among procurement officials. There are a number of 
core competencies expected of professional purchasing officers, including, but not limited 
to the following: 

• State Codes and Regulations: procurement officials should fully understand the legal 
environment in which they operate. 

• Contract Law and Structure: public contracts can be complicated, and in order to 
provide the best value to the taxpayer, purchasing agents should understand all 
aspects of contracting. 
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• Ethical Decision Making: purchasing agents should adhere to the highest ethical 
standards. 

• Acquisition Process: purchasing agents should be experts in planning, acquisition, 
and post-award administration or purchasing projects. 

• Leveraged Procurement Agreements.3 

To ensure that purchasing officers are skilled in these core competencies, governments 
and private organizations have developed a number of complementary solutions that are 
discussed next. 

Training Academies 

A variety of methods have evolved to train public employees. One popular approach is to 
create procurement training schools that government employees can attend. The State of 
California has created the Procurement Training Academy, integrating much thought, 
research, and feedback into the school's design.4 Officials surveyed executives at the 
agency, line personnel who were responsible for procurement on a day-to-day basis, and 
vendors to determine the most important training areas.5 The state then contracted with 
California State University-Northridge to serve as the training academy.6 Now, all 
officials in California state government who are responsible for procurement must attend 
seminars at this academy. 

Other states have developed similar programs. The State of Texas requires all purchases 
over $2,000 to be conducted by an employee trained in government procurement and 
certified by the state. Purchasing officers (those with the ability to spend $25,000 or 
more) are required to attend 24 hours of continuing procurement education every year.7 

The most formal techniques involve mandatory attendance of courses at a local 
university. The Arizona State Procurement Office runs such a program. The program 
consists of a series of classes that lead to an official receiving a procurement certificate. 
Officials must complete the training in order for their agency to continue to be a 
delegated procurement authority. Topics covered in the certification program include 
procurement developing, planning, and performance measures; contract performance and 
procurement benchmarking; protests and claims; dispute resolution; preparing for 
negotiations; and supervision of procurement practitioners. 8 

Additionally, the National Institute for Governmental Purchasing (NIGP) has an 
established program for training. If an entity wishes, it can hire this organization to 
perform onsite training.9 Training programs such as these are becoming increasingly 
important. Many states and municipalities are going to experience large turnover in the 
near futur(! with the retirement of Baby Boom generation employees. Procurement 
officials in state government such as California's are now realizing the institutional 
memory and knowledge that will be lost. 10 In the past, governments relied on senior 
employees to train new staff. With the anticipated turnover, this training method could 
become obsolete. Furthermore, the influx of technological procurement tools such as e-
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procurement will require all purchasing staff to effectively use new techniques and 
technologies. 

Technology procurement and a government staffs ability to utilize advanced productivity 
and data management tools have been the subject of much thought recently. The federal 
government addressed this topic in 1996 with the Clinger-Cohen Act (the Information 
Technology Management Reform Act). The intent of the act is to improve government 
performance through the effective application of information technology whereby each 
organization of federal government is charged with establishing a Chief Information 
Officer. 11 The CIOs attend a federal certificate program administered by Carnegie Mellon 
University.12 Carnegie Mellon's CIO Certificate Program emphasizes a variety of topics, 
including leadership, e-commerce and e-government, strategy and planning, and 
information technology (IT) management. 

Professional Organizations and Professional Development 

A different, decentralized approach is the use of professional organizations to disseminate 
information on industry practices and to establish professional standards to which 
members should adhere. It cannot be overstated that procurement processes need to be 
adequately documented and available to buyers and sellers to ensure that they are 
correctly utilized.13 Although they have their limitations-namely that membership is 
voluntary and their evolution is somewhat market driven-professional organizations can 
go a long way toward realizing this goal. 

Procurement officials should be encouraged to join professional organizations aimed at 
professional development. 14 Many organizations exist to help officials perfect their craft, 
but these are not effective if they are not utilized. A survey was conducted by California 
State University-Northridge that showed how many officials did not think that certain key 
aspects of the procurement process were important. This can be corrected by placing a 
greater emphasis on professional development. 15 

A professional certification can complement professional organizations. The certification 
curriculum can help to ensure that procurement officers are well versed in the laws and 
policies of their jurisdictions. Professional certifications can also aid in establishing that 
the procuring agency has exercised due diligence in the procurement process. 
Additionally, certifications provide a means of demonstrating a level of unbiased 
professionalism and proficiency to people outside the organization. 

Mentoring Programs and On-the-Job Training 

While training, professional exchange, and certification can aid in implementing a high 
standard in purchasing organizations, there is no substitute for real-world experience. 
Some organizations have installed mentoring programs in which a seasoned employee 
will train a new hire. Mentoring has the benefit of being cost-effective and preserving 
institutional knowledge. It gives new employees an opportunity to work under close 
supervision and learn practical skills without the risk of making mistakes. Mentoring 
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properly done allows less-experienced buyers to exercise their own judgment while still 
having a safety net until they can develop their own experience. 

Because of the complexities of purchasing operations, it is important to have a wide 
variety of experience with various types of construction projects or differing procurement 
methods. Until a significant level of experience is achieved, mentors should be available 
to ensure the new hires get the guidance they need. A second aspect of an effective 
training program is the availability of mentors to less-experienced buyers. By creating 
mentoring relationships, it is possible to pass along accumulated institutional knowledge. 

This is especially significant when establishing or moving to a decentralized purchasing 
model. In order to keep all involved individuals informed of the organization's functions, 
regular meetings among purchasers can aid in maintaining a good flow of information. 
With service contracts, information sharing is especially important because the project 
manager is often different from the contract manager. It is necessary for the project 
manager to be familiar with the functions of the contract manager, although a detailed 
knowledge is not necessary.16 While not all purchasers are able to have experience in the 
industry from which they are procuring, understanding the process from the sales side can 
be very helpful when negotiating specifications and prices. Though agencies often hire or 
promote a purchasing officer without prior experience, they should make every effort to 
put personnel in place who are trained, experienced, and competent in procurement 
processes. 

Ethics 

Structures and policies to encourage and enforce ethical behavior are important in any 
organization. Personnel training and development can have a dramatic effect on ethics as 
practiced in an organization. Education that promotes the dissemination of standards and 
the discussion of ethical issues promotes awareness of problems and helps create a 
climate of trust in an organization. One of the challenges of administering effective 
antifraud practices is the laxity of laws in many state and local regions. Essentially, 
purchasing laws are ethics laws; what differs between jurisdictions is the degree of 
stringency imposed on purchasing officials. For many purchasing officials, non adherence 
to ethics regulations result from their inconvenience rather than malicious intent. Fraud 
prevention programs are likely to be ineffective if they are not consistently applied. Most 
organizations are scandal driven, emphasizing training only after the fact. Ethics 
programs are often created from the top down, and they therefore train the wrong people. 
It is vital that management rigorously adhere to its stated ethical code. 

Governments have a responsibility to create a level playing field for all businesses with 
which they do business, and this responsibility is directly at odds with fraudulent 
behavior. To fill the need for ethics instruction, leadership training companies have arisen 
in both the corporate world and in government. In an atmosphere of shrinking budgets, 
managers and leaders realize the degree to which corruption is detrimental to productivity 
and investment. 17 In government, fraud results in a loss of institutional credibility. 
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Internationally, there has been a decline in tolerance not only for governments engaged in 
corrupt practices, but for businesses that take advantage of these systems. 

Ethics policies play an important role in effective and honest contract management and 
oversight. High-profile scandals underscore the need for new ways of approaching this 
problem. The State of California's Department of Information Technology was disbanded 
by the state legislature in July 2002 after awarding a $95 million contract for software and 
technology services to Oracle without a competitive bid. According to a report by the 
State Auditor's office, which prompted several resignations and the department's 
disbandment, the State of California lost approximately $41 million as a result of the no
bid award to Oracle.18 In response, the state legislature has proposed the creation of a new 
oversight committee in the Department of Finance for IT procurement at an annual cost of 
$2 million as well as other measures to reduce reliance on outside contractors. 19 

A report from the Pennsylvania Department of the Auditor General in 2001 provides 
another example of problems arising from lack of effective oversight and management in 
the procurement process. This report showed that officials in the Department of Labor 
and Industry (DLI) collaborated with a service provider on a proposal for services as a 
way to intentionally avoid the competitive bidding process and execute a sole-source 
contract. Officials in the DU's Office of Vocational Rehabilitation made several rounds 
of suggested edits to a proposal for services submitted by Amoore Health Systems (AHS) 
without contacting or acknowledging the 17 other qualified vendors for workforce 
development services on the state's procurement list.20 One comment from DU faxed to 
AHS, addressing the potential work in the contract, stated, "Employee placement is PSSU 
[Pennsylvania Social Services Union] 'covered work'-suggest you delete the offending 
language thereby opening the door to do exactly what you please!! (but on the Q-T!).'o21 
This example illustrates the importance of oversight in both the contracting and contract 
management stages of the procurement process. DU had been contracting with AHS 
since 1997, and better oversight of vendor relationship may have prevented the scandal. 

The City of Tallahassee, Florida, spends approximately $275 million each year on 
purchasing. 22 Interestingly, a member of the city Department of Management and 
Administration (DMA) procurement staff constantly rotates through the departments, 
"auditing" how the department is using the procurement system. After three to four weeks 
per department, the procurement staff member produces a report of her findings with 
recommendations and a training program included. Because such a thorough review has 
been initiated, the City Auditor often skips reviewing these departments again since the 
procurement staffer does such an efficient job. 23 The State of Florida does mandate that 
the city be audited by an independent certified public accountant. Part of the test work is 
an annual disbursements review. The review is comprehensive and includes audits of 
purchase orders, payments made, contracts, and purchase-card transactions.24 

Additionally, there is a fraud report hotline that goes directly to the City Auditor's office; 
this has proven effective in identifying and prosecuting public servants who violate the 
law. The creation of this hotline was spawned when a tip identified two fleet service staff 
engaging in collusion with vendors. 25 
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The State of Florida also has a comprehensive auditing structure in place. Each executive 
agency in the state has an inspector general to perform internal audits. Internal reviews 
ensure more than compliance; there are also financial benefits. The State Technology 
Office surveys and pools technology needs on an approximately quarterly basis to make 
cooperative, bulk purchases from one of the state term contracts. 26 Furthermore, the 
Florida public records law grants individual citizens the right to review records and the 
State Purchasing Subsystem (SPURS) gives them the capacity to audit transactions.27 

Despite the lack of a large-scale focus on fraud prevention as a discipline, the field of 
criminology offers a number of best practice suggestions. Aligning the interests of the . 
purchasing official with those of his organization is a major organizational step. Focusing 
on this ideal can dramatically lower agency costs incurred in dealing with an unfaithful 
agent. This begins with the hiring process. Candidates should be rigorously screened and . 
backgrounds should be checked. During the interviewing process questions should be 
focused to attempt to determine the candidate's perspectives on fraud and what 
constitutes dishonest conduct. One key is to avoid hiring employees who feel that fraud is 
endemic-the "everyone steals" mentality. 

Creative incentive structures can help in aligning the interests of the agent with the 
principal. Market-based solutions, engineered to foster competition between purchasing 
agents, units, or between the agent and an outside competitor can help to create an 
environment where fraudulent behavior would be difficult to conceal. The effect of this is 
similar to a properly executed outsourcing initiative. It can create competition that can 
raise standards among purchasing activities. 

Once a purchasing agent has been selected there are practices that can be implemented to 
limit dishonesty. Rotation of personnel creates a situation where fraud is hard to conceal. 
It creates the opportunity to observe price differences between agents across several time 
periods. It also enables managers to collect evidence if fraud is suspected. Personnel 
rotation acts as both a catalyst for competition and as a diagnostic tool. Like rotation, 
employees should take material vacations, leaving the office for a week or more per year. 
More than a tool to reduce employee burnout, vacations make it more difficult to conceal 
fraudulent arrangements. It increases the chances that fraud will be exposed, thereby 
acting as both a preventative and an investigative device. Employed consistently and 
enforced rigorously, these recommendations may also have the effect of uncovering 
incompetent or fraud-bent agents during the probationary period that many agencies 
employ when it is easier to terminate them. 

If fraud or questionable behavior is uncovered, it is important to have tough supervisors 
with few reservations about firing an employee caught in a dishonest act. Management 
must be determined to enforce rules and regulations in the face of the libel and slander 
allegations that prosecution may provoke. To this end, a good general counsel is 
necessary, both to enforce regulations and to create an environment where management 
feels safe aggressively enforcing ethics regulations.28 

78 



Conclusion 

There are a variety of measures that public purchasing organizations can take to reduce 
and eliminate fraud and waste, improve efficiency, and increase accountability. 
Professional certification programs and organizations are cost-effective ways to create 
professional standards and disseminate information. There are a variety of professional 
organizations in existence that focus on procurement. Schools and procurement 
academies offer another approach that has been successfully employed to enhance the 
abilities of procurement officials. Finally, on-the-job training and mentoring programs 
prevent procurement officials from being inserted into a situation in which they lack the 
experience and skills to be effective. 

Each of these practices plays a part in preventing waste and fraud. Demographics indicate 
that the number of retirements among government officials in coming years will greatly 
outnumber the pool of qualified replacements. Employing good personnel management 
techniques will help alleviate the stresses associated with this trend and help prevent the 
loss of institutional knowledge. 

Finally, managing public money inevitably creates opportunities for fraud. Prevention and 
detection of fraud begin with personnel practices. Hiring quality personnel with a proven 
record of integrity will create an environment intolerant of fraud. However, fraud 
prevention practices cannot end there. In addition to rigorous auditing, there are a variety 
of practices that can create an environment where fraud is difficult to engage in and 
conceal, even for a determined miscreant. 
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Chapter 6. Electronic Procurement 

Overview 

While procurement has traditionally been a paper-based process, the internet has 
significantly altered the way commerce is conducted. A natural progression of this 
application of internet technologies and methods to the purchasing function is electronic 
procurement, ore-procurement. The pace of adoption of internet-enabled purchasing 
methods in the government sector has been spurred by the belief that e-procurement 
brings increased efficiency and transparency to the expenditure of taxpayers' money. 

For example, in 1999 the Orange County, California, Transit Authority (OCTA) shifted to 
an e-procurement system, CAMM NET, that allows it to post bid solicitations for 
replacement bus parts in the morning, automatically notify pre-registered vendors, and 
receive near-instantaneous responses by the afternoon. CAMM NET bid solicitations 
routinely generate 25 to 30 responses, leading Neal Johnson, senior procurement officer 
at OCTA, to note that "the competition on procurement has increased quite 
dramatically ... You can just about guarantee the lowest price when you can get that kind 
of competition."1 While e-procurement has many proponents, there are also detractors: 
"It's no secret that purchasing and supply management professionals are less than 
enthralled with the results they are receiving from their Internet-based e-procurement 
systems," reported a writer in a recent issue of Supplier Selection and Management 
Report.2 

Following a presentation about e-procurement at the 2002 Canadian Public Procurement 
Council Forum, an audience member asked if "we could just drop the 'e' and have 
procurement in the most efficient and cost-effective manner possible, whether electronic 
or not?"3 While this suggestion may seem simple, it is important to recognize that e
procurement systems are not magical, and that they are based on the same principles as 
traditional procurement processes. The National Electronic Commerce Coordinating 
Council summarized e-procurement this way: "By the time basic e-procurement practices 
are mainstream, it will no longer be 'e-procurement,' but simply 'procurement.' "4 Are e
procurement systems a good solution for public procurement? In this chapter, the 
features, potential benefits, and drawbacks of e-procurement will be discussed and 
recommendations will be presented. The potential benefits of adopting an electronic 
procurement system are numerous, as are the potential drawbacks. State and local 
governments should consider both sides of this issue before committing to an e
procurement system. 

Web-Assisted Purchasing 

As technology has evolved, the procurement process has begun to take place in an 
increasingly digital environment. Initially, entities used technology to enhance the 
procurement process by advertising bid opportunities online and by using email to 
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communicate with vendors. The ultimate goal was allowing entities to contact as many 
vendors as possible in order to increase competition for projects. 

Traditionally, government entities have been required to advertise bid opportunities in a 
newspaper of general circulation within a city or state, announcing the time, place, and 
method for delivering bids. With the widespread adoption of internet technologies, today 
many state and local government entities are dispensing with the print media entirely and · 
simply posting these announcements online. While some entities post bid guidelines to 
their own sites, others outsource this service to an external vendor. Subscription services 
through such vendors may be logistically easy to use, although agencies considering this 
route should keep in mind that the number of vendors accessing bid announcements may 
decrease if they are forced to pay for online access. For example, in 1998 the City of 
Tallahassee began using DemandStar, a contracted online procurement system linking 
governmental agencies nationwide, to store its information about upcoming requests for 
proposals.5 DemandStar requires vendors to pay a fee to register in a commodity area and 
receive information about upcoming projects in surrounding counties, municipalities, and 
school districts. A utility association recently brought suit against the city, claiming that 
its members should not have to pay to receive online bid information. However, the court 
ruled in favor of the city, stating in its ruling that DemandStar was providing a service by 
sending vendor-specific bid information and was, therefore, entitled to collect the fee.6 

Many agencies using services such as DemandStar still advertise in local newspapers, so 
the major difference from the paper process is that packets are not automatically printed 
and mailed to a vendor list. Since the governmental entity is the custodian of the bid 
information, bid information remains available upon request.7 Public entities must make 
sure that the public notification method is accessible enough that technological or 
financial considerations do not limit competition. 8 

Agencies can also use email communication to send bid announcements to vendors, to 
send amendments to bid specifications, and to share contract modifications. This speeds 
up the procurement process by eliminating the time required to mail documents from 
agency to vendor, and vice versa. Supporting documents for bid opportunities can be 
made available to potential vendors in a much shorter time if they are emailed directly or 
posted on a website, since agency staff no longer must copy, collate, and prepare packets 
to be mailed. The Florida Department of Transportation, among many other agencies 
across the country, sends email announcements to pre-qualified vendors with project 
updates and notification of new contracts,9 

In addition to shorter bid cycles, online posting of bid requirements produces cost savings 
by avoiding the printing and mailing of bulky project packets. When the National 
Aeronautics and Space Administration (NASA) switched to online advertisement of 
projects through their NASA Acquisition Internet Service (NAIS), it noticed a difference 
in its bottom line: "In the past, publishing a solicitation-with all the reproduction and 
assembly and mailing-cost about $15 per package. After mailing 400 copies of the 
solicitations, we might only receive three or four responses."10 Bringing the procurement 
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process online in this fashion reduces production cost substantially and allows for greater 
dissemination of project guidelines than traditional print media. 

Special Considerations 

Satisfying all relevant legal requirements should be the first consideration taken when 
posting bid opportunities online and using email communication with vendors. In some 
cases, online advertisement alone is sufficient to address legal requirements, while in 
other cases a newspaper announcement may still be necessary. I I Procurement officials 
interested in this approach are encouraged to consult local statutes to determine whether 
online bid posting alone is sufficient. 

Since internet enhancements allow bidding to be conducted on a global scale, it may be 
necessary to craft specifications that would have been assumed under traditional 
circumstances. For example, the City of Sacramento has received bids that were not 
stated in United States dollars as a result of its internet efforts. I2 Information that once 
was implicitly understood must sometimes be explicitly stated in online bid guidelines. In 
addition to overcoming geographic barriers, online bids may attract vendors that have not 
traditionally worked with government entities. This may increase the need for additional 
vendor training on doing business with governmental entities. 

Potential Benefits 

As mentioned earlier, web-assisted purchasing can be beneficial for public entities 
because bids will reach a larger community of vendors, which can lead to increased 
competition and lower bids on contracts. In addition, administrative costs can be reduced 
if supplemental documents are available for download at an entity's website, or if they are 
emailed to potential vendors. Local regulations will have a significant impact on whether 
these administrative cost savings can be achieved-if the agency is still required to post 
bids in the newspaper, for instance, it may still spend a significant amount on paper-based 
mailings. Aside from monetary savings, online bid postings and email communication 
can aid in achieving a fair marketplace. Since any entity with an internet connection has 
access to the same information, all vendors will have equal access and equal time to 
prepare their response to the bid posting. 

Given these clear advantages, web-assisted purchasing is particularly relevant to the 
public sector due to its ease of use and low cost of implementation. Compared to more 
advanced e-procurement systems, which often require a third-party technology vendor to 
implement, automated e-mail and simple web forms are well within the fiscal and 
technological reach of even small municipal governments. 

E-Procurement 

Although bringing portions of the procurement process online in a piecemeal fashion 
offers a relatively simple and low-risk path to increased efficiency, in recent years many 
entities have moved toward a more comprehensive electronic purchasing strategy known 
as e-procurement. There is no generally accepted definition of what the term "e-
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procurement" actually means, a fact that adds to the confusion surrounding this 
purchasing technique. The State of North Carolina, for instance, broadly defines e
procurement as "combin[ing] the use of Internet technology with rrocurement best 
practices to streamline the purchasing process and reduce costs."1 The British 
organization Chartered Institute of Purchasing and Supply provides a slightly more 
operational definition: "using the Internet to operate the transactional aspects of 
requisitioning, authorizing, ordering, receipting and payment processes for the required 
services or products."14 

Further complicating the issue of e-procurement is the fact that there are literally 
hundreds of e-procurement vendors, each offering a slight variation on the general theme. 
The specific functional aspects of each system will vary greatly, but nearly every e
procurement system will offer three general capabilities or features. As indicated by the 
above quote from the Chartered Institute of Purchasing and Supply, the primary function 
of any e-procurement system is the migration from paper processes to online transaction 
processing. A second feature that is common to most e-procurement systems is the ability 
to perform electronic contract management. Supplier Selection & Management Report 
points out that "Effective contract management requires integrating contract 
terms ... directly with transactional business systems, such as ERP ore-procurement 
systems,"15 and nearly all e-procurement vendors provide integrated contract and data 
management capabilities in their products. 

A third feature typical to most e-procurement systems is the incorporation of purchasing 
rules and centralized policies into the software itself. These rules may include factors 
such as purchasing limits, sign-off authority, pre-approved online vendor lists, or other 
rules that are specific to a particular agency or locality. 16 Nearly every e-procurement 
vendor allows agency rules and policies to be seamlessly applied across a wide range of 
end users. This software integration of policy parameters extends a wide range of benefits 
to users as well as purchasing staff, an issue that will be explored further in the sections 
below. 

Finally, it is important to note that while all e-procurement systems provide these three 
generic features, the actual technological approach by which these results are produced 
will vary widely from vendor to vendor. Moreover, different vendors will offer numerous 
features in addition to the ones discussed here. Due to space limitations, and because 
different agencies may have varying needs, the discussion that follows will generally 
avoid discussions of specific technologies or features. Rather, it will focus on the benefits 
and drawbacks of e-procurement in general, with an eye toward the three global 
capabilities mentioned above. Readers interested in implementing an e-procutement 
system after reading this discussion are strongly encouraged to contact a technology 
vendor to discuss how e-procurement can meet their agency's specific needs. 

Special Considerations 

Given that e-procurement is "like any other software implementation in that it can be 
expensive and may not go very smoothly,"17 great care must be given to how-and even 
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whether-an e-procurement system is the right choice before making a significant 
investment of time, money, and organizational resources. 

Weighing risk is an important part of the decision process. In a recent study by the BuyIT 
Best Practice Network, the authors cautioned that "e-procurement . .. has three dimensions: 
people, process, and technology. All three dimensions need to be planned and controlled 
and will be a major source of risk."18 Organizations thinking of implementing an e
procurement system should carefully consider each of these dimensions to ensure that the 
potential benefits of e-procurement are not wasted. 

People: Overcoming the Steep Leaming Curve 

According to David Eakin of the nonprofit BuyIT Best Practices Network, e-procurement 
systems "are 10 percent or 20 percent about putting in a system and 30 percent about 
sourcing, but most of all they are about changing people's behavior-getting them to use 
the systems and that's all about internal culture, communication, and change 
management."19 Noting e-procurement's high rate of failure, Denis Kenny of Cap Gemini 
Ernst & Young stresses the importance of training and communication for employees 
who are accustomed to doing business in the traditional manner: "I am not knocking e
procurement, but I am critieal of the way that organizations have implemented it. One big 
reason why e-procurement implementations fail to deliver return on investment is because 
the majority of organizations fail to address change management issues."20 Web-based 
training and instructor-led, classroom-style training are two options for instructing 
procurement officers. 

Vendor training is critical as well. When the State of Florida launched its new e
procurement system, the state purchasing office conducted forums where vendors were 
taught to load their catalogs into the new system. Information sessions were also provided 
to introduce vendors to system tools, web-based training, and the registration application. 
At the conclusion of these training sessions, the vendor community was invited to provide 
feedback.21 

Getting accustomed to an e-procurement system involves learning new tools and 
processes. One way to help ease the transition from a traditional to an electronic 
procurement system is by being sensitive to the use of technical phrases and terminology 
to explain procurement practices. In order to help buyers and vendors, the State of North 
Carolina system, @ Your Service, provides an online glossary of terms associated with e
procurement. 22@ Your Service also highlights tips for using thee-procurement system, 
which helps users adjust to the change from paper-based to electronic processes. Through 
this feature, people are able to submit a question and learn about the system. Some past 
topics include "Requisition Features," "Registered Vendor Searches," and answers to 
questions like "What kind of reports does the NC £-Procurement Service offer?"23 

In many ways, this is the most difficult aspect of implementing an e-procurement system. 
The director of e-procurement for Owens Coming describes the challenges faced in 
implementing their system in this way: "We are an old manufacturing company that has 
done procurement the same way for a long time. This was very different than what we 
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were used to, so managing the internal processes around the switch has been increasingly 
challenging. "24 

Process: Technology Is Not a Fix-All 

A common point of failure for e-procurement systems arises when different departments 
or agencies have divergent policies, or when the overall purchasing strategy of the agency 
as a whole is not sound. Agencies frequently view technology alone as the solution to 
their purchasing problems, and fail to address underlying procedural issues. If the 
underlying purchasing process is faulty, the true benefits of e-procurement will never be 
attained. As one e-procurement director puts it, ''The e-procurement process is only one 
piece of a larger integrated sourcing program ... Before technology, and even before the 
development of a process, there first must be a clear vision for sourcing and 
procurement."25 John Corini, author of "Integrating E-Procurement and Strategic 
Sourcing," warns against adding an e-procurement solution to poor procurement 
processes: "Automating a mess yields an automated mess."26 

Technology: Mismatch with Strategy? 

If the agency has not defined its processes and developed a clear strategic understanding 
of its purchasing function, it will spend a good deal of money but never reap all the 
potential benefits that e-procurement has to offer.27 The features and setup of an 
electronic procurement system should match the strategic needs of the entity moving to 
that procurement system.28 As the director of Strategic Sourcing and E-Procurement at 
Allegheny Technologies notes, 

E-procurement is not just about automating the procurement process ... It's about 
when the foundational issues are addressed, and the culture and process changes 
are accomplished prior to beginning the implementation process, that the success 
of the "e" project will be significantly improved, or substantially assured.29 

· 

To successfully transition to an e-procurement system, benchmarks for success must be 
determined beforehand. If, for example, strategic success is based on a comparison of the 
money saved in the electronic system to the costs of the traditional, historical spend 
analysis must be available. According to Christopher Sawchuck, director for 
Answerthink, Inc., this can be problematic for public agencies. ''The information may 
have to be culled from accounts payable, general ledger, and other legacy systems across 
governmental entities," and also from external systems, such as the ones that track 
purchase card expenditures.30 

Benefits 

There are several categories of benefits that can be derived from using an e-procurement 
system. These include transactional benefits, compliance benefits, management 
information benefits, price benefits, payment benefits, and intangible benefits.31 In this 
section, specific benefits including increased vendor competition, expanded data 

88 



management capabilities, improved contract management, and faster purchasing cycles 
will be explored. 

Cost savings and increased efficiency 

Electronic procurement software focuses on recognizing need, generating orders, 
receiving materials, and settling invoices. These processes, when done manually, can 
greatly extend the length of the purchasing process. By automating these processes, e
procurement can lead to substantial time savings in the procurement cycle. 32 As shown in 
Table 6.1, the purchase and fulfillment cycle for commodity goods can be reduced by an 
average of five days by utilizing an e-procurement system instead of a traditional paper
based process. 33 Due to the inherent complexity of the product, the time savings 
associated with the e-procurement of services have historically been smaller than those 
for commodities and office goods. However, thanks to improvements in technology, 
services e-procurement is beginning to produce savings that are nearly on par with these 
simpler traditional items. 34 

Table 6.1 
Electronic versus Traditional Procurement 

Price of materials and services 

Purchase and fulfillment cycles 

Administration costs 

Inventory costs 

TraditionaVManual 
Procurement 

-
7.3 days 

$107 per order requisition 

-

Electronic Procurement 

5% to 10% reduction 

2days 

$30 per order requisition 

25% to 50% reduction 

Source: Tim Minahan, ''The Engines Driving Intelligent Trading Networks," Supply Chain Management 

Review (January/February 2001), p. 81. Online. Available: Academic Search Premiere, 

http://www.epnet.com. Accessed: January 30, 2004. 

In terms of cost savings, e-procurement produces gains over traditional purchasing in two 
areas: the actual prices paid for goods and services, and administrative costs associated 
with the purchasing process. Private sector e-procurement typically enables lower unit 
costs by making it easier to aggregate spending with a few strategically chosen vendors, 
or by allowing for the implementation of reverse auctions and other innovative bidding 
platforms.35 While these techniques have led to large unit-cost savings in the private 
sector, their applicability may be somewhat limited in the public sector due to legal 
requirements and equity concerns. However, many public sector entities have had success 
in lowering unit costs by using e-procurement systems to facilitate volume purchasing 
with other agencies. Several states allow local governments, libraries, and school districts 
to interface with state e-procurement systems, thus making it easy for small agencies to 
combine purchases and achieve volume discounts. As one university purchasing director 
puts it, 
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In the past, schools have been criticized for not pooling their volume and not 
tal<lng advantage of the savings, even within certain statewide systems. Now with 
an e-procurement tool, sharing contracts and sharing information between 
schools is a lot easier. In fact, e-procurement is actually a great tool for schools to 
work on together, and share the contract.36 

While unit-cost savings in the public sector require some innovative thinking, 
administrative savings via e-procurement can be much more easily achieved. The greater 
efficiency allowed by e-procurement can result in headcount reductions, cycle time 
improvements, better service and inventory levels, and reductions in "maverick spend" 
(buying that occurs outside of established policies or guidelines), all of which have an 
impact on an entity's bottom line.37 For instance, the City of Washington, D.C., expects 
to save up to $61 million a year in operating costs alone once its multi year e-procurement . 
installation is complete in mid-2005.38 

Improved Use of Human Capital 

By electronically transmitting all forms and documents and automatically implementing 
centrally administered purchasing rules, e-procurement drastically reduces paperwork and 
mitigates the need for routine oversight of individual end-user transactions. Purchasing 
personnel can spend less time on paperwork and administrative issues and devote more 
effort to strategic issues like defining business rules and negotiating contract terms with 
vendors. E-procurement allows "a better decision-mal<lng process, more company-wide 
visibility and the opportunity to free-up category managers to focus on the strategic 
aspects of their jobs."39 

While improved human capital provides fewer quantifiable benefits than efficiency gains 
and cost reductions, its role in building a healthy organization should not be 
underestimated. As a result of its e-procurement implementation, Proctor and Gamble 
found that its purchasing staff are "able to spend more time strategically sourcing items 
not found in catalogs, while managers can control their budgets better due to improved 
internal controls and more accurate reporting."40 Similarly, Whirlpool views increased 
human capital as one of the primary success factors of its e-procurement implementation. 
Before implementing its e-procurement system, the purchasing department's focus was 
on the large quantities of paperwork it had to process. E-procurement has allowed the 
company's purchasing staff to "refocus and become more strategic, pushing the ordering 
process back to the requisitioner.'741 

Expanded Data and Contract Management Capabilities 

Electronic procurement systems allow interconnected groups to store, access, and share 
procurement information.42 Data generated from transactions completed through these 
systems are comparatively easy to save and maintain compared to paper-based 
transactions. Instead of keeping boxes of documentation, information may be stored on 
servers and retrieved through computers. Electronic data management also enables 
procurement officers to track orders and analyze purchase patterns. 
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For requisitions completed within some e-procurement systems, purchase approval 
workflows may be completed electronically. The benefit of this online process may be 
significant to purchasing officers who are able to quickly locate where a requisition is in 
the process and follow up as needed.43 This paperless process also may reduce lost 
transactional paperwork. As noted in a recent article, "the paper-based system is ... 
dependent on ensuring that all appropriate departments obtain copies of the documents 
necessary to do their job. If a small percentage of those documents are lost or misplaced, 
there may be gaps in the system and orders may go unfulfilled."44 Additionally, an e
procurement system can create purchase orders, invoices, and payments, thereby 
streamlining and centralizing the financial aspects of procurement for added efficiencies 
and cost savings.45 

Electronic data management stores and aggregates data about purchases and makes it 
available for analysis. Centralizing transactional information within an e-procurement 
system represents a significant change from traditional public purchasing systems. In 
traditional paper-based procurement, transactional data may be stored in numerous 
locations both inside and outside an agency, making it difficult for staff to gather relevant 
information and analyze agency spending pattems.46 E-procurement allows agencies to 
conduct analysis of how taxpayer dollars are being spent, providing a powerful tool for 
procurement staff. As David Eakin of BuyIT recently wrote, "measurement drives 
behavior and ... presents an accurate picture of procurement as a basis for improved 
management.'.47 Through this analysis, changes and fiscal projections may be made based 
on data from past expenditures. 

The ability to store procurement data in one location for tracking and analysis may help 
the central purchasing authority in the state or region monitor purchases against 
established contracts, enabling them to watch for non-contract, or maverick, purchasing 
practices.48 Contract managers also can receive automatic notification from the system 
when term contracts are about to expire. 49 

Automatic archival of transaction information also can provide buyers with information 
about fast experience with vendors, which may result in well-placed organizational 
trust.5 In this way, e-procurement systems can help remove some of the subjectivity from 
the purchase decision.51 

Increased Vendor Competition 

Competition is a basic precept for public procurement, and requirements for competition 
are commonplace in state and local statutes. Through e-procurement, a database of 
information about registered suppliers, including their catalogs, is available to 
procurement officers. From these listings, buyers can send unencumbered requisition 
information to multiple vendors simultaneously. 52 In addition, there are other electronic 
methods that may help reduce costs through increased vendor competition, including 
third-party hosted reverse auctions and rank reverse auctions.53 

Reverse auctions allow eligible pre-qualified vendors to meet on a secure site at a 
specified time to bid on government contracts. Each bid is visible to all auction 

91 



participants in succession and the lowest bidder is awarded the contract. In the State of 
Florida, the first reverse auction for office consumables yielded a 32 percent savings, 
approximately $6 million per year.54 Similar to reverse auctions, rank reverse auctions are 
based on lowering the purchase price of commodities through real-time bidding by 
vendors over the internet. However, participating vendors are only informed of the bid's 
rank, rather than the price that must be beaten to be competitive. The vendor associated 
with a first-place rank, being the lowest bid, wins the auction. 

Critics of both reverse auctions and rank reverse auctions caution that the short-term cost
savings benefits of these methods may have a negative impact on long-term buyer-vendor 
relations. In addition, if vendor pre-qualification and product specifications are not 
researched well beforehand, the buyer may end up paying more to get the items he 
intended to purchase in the first place. 55 

Drawbacks 

Given the range of benefits described earlier in this chapter, it might seem reasonable to 
question why any organization wouldn't want to make the move toe-procurement. While 
the potential selling points of e-procurement systems are numerous, there are several 
potential drawbacks that must be weighed prior to committing to an electronic 
procurement process. These include cost concerns and the risk of substantial challenges in 
implementation. 

Cost Concerns 

The most salient factor limiting the widespread adoption of advanced e-procurement is 
the issue of cost. Whereas simple techniques such as the electronic transmission of 
contract guidelines can be implemented at low cost and with minimal technical 
assistance, more advanced purchasing systems may require far greater resources to 
implement successfully. Unlike simple web-based tools that require minimal maintenance 
and technical know-how, advanced e-procurement involves a host of additional 
requirements. These include the initial purchase of software from a commercial vendor, 
infrastructure (servers, storage, networking equipment) needed to host the system, 
software implementation, and ongoing technical support and assistance.56 Even within 
these requirements, there are myriad options to choose from. For instance, a purchasing 
agency with an established IT department may choose to provide its own computing 
infrastructure, while another may elect to have its software hosted by the ar,plication 
vendor or a third party in order to save on infrastructure and hosting costs. 7 

Each of these options may be valid depending on the situation. The bottom line is that for 
all of its benefits, e-procurement represents a major investment. Cost estimates vary 
widely based on the type of system and service plan selected. For example, for a large 
state purchasing agency, the cost may run into the tens of millions of dollars.58 On the 
other hand, a smaller agency may be looking at upfront installation costs of a million 
dollars or less, with ongoing support requiring some fraction of that amount on an annual 
basis.59 Sharyn Leaver, an analyst for Forrester Research, estimates that "for companies 

92 



that plan to buy and install in-house e-procurement software, the price [of software 
license costs and getting suppliers connected] can range from $200,000 to $3 million."60 

Entities can use several funding models to pay for the purchase of an e-procurement 
system, including traditional acquisition, self-funding, and hybrid funding.61 According 
the National Electronic Commerce Coordinating Council, each approach has its benefits 
and drawbacks. The traditional acquisition model is the "conventional funding strategy 
used by governmental entities," and involves the budget appropriations process.62 The 
council describes the self-funding mechanism as one in which "the government pays a 
private contractor [who pays for the initial hardware, software, and personnel costs] from 
a fee charged to vendors for each purchase transaction or new revenue generated by the 
project."63 Compared to the traditional acquisition funding plan, a self-funding model 
places more risk on the vendor and allows for less control from the governmental 
agency.64 Funding from multiple sources is the key characteristic of the hybrid model.65 

Challenges in Implementation 

A recent study estimated that state and local governments spent over $9 billion on failed 
IT projects in 2001, and just like any other complex technology implementation, there is 
no guarantee that an e-procurement system will actually work as anticipated. 66 While the 
organizational and procedural issues involved with e-procurement were discussed earlier 
in this chapter, electronic purchasing systems may also fail for technological reasons. In 
addition to "restructuring ... existing procurement systems and [developing] computer 
networks to exchange order and payment data," care must be taken to insure that 
technologies in different departments are compatible and can communicate with each 
other.67 If different departments are running different technology platforms, agencywide 
communication over the e-procurement system may be complicated or even impossible. 
This is particularly problematic when implementing an e-procurement system across 
different agencies, but can be av.oided by communicating with all the major groups to be 
affected by the new system before any action is taken.68 Making sure that potential 
incompatibilities are uncovered and taken into account beforehand will help ensure that 
the planned e-procurement system proceeds on time and on budget. 

"Total Integration" 

Even as electronic procurement technology becomes increasingly commonplace in 
business, procurement systems are being constantly improved. While many of these 
developments will never achieve broad recognition in the public sector, some may 
eventually form the next wave of procurement technology, including knowledge-based 
and supply chain management systems. 

Most of the electronic procurement systems that are being installed by public sector 
agencies run on data in the system, including "data storage, database management, and 
deriving information from the database for administration and support."69 K.nowledge
based systems, on the other hand, are able to incorporate market fluctuation information, 
business rules, and dynamic data-all of which enables procurement staff to make the 
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best purchase based on the most recent data available and involving the least 
subjectivity.70 Another benefit of these knowledge-based systems is that information 
about procurement practices is retained in the system, thus maintaining organizational 
memory and limiting the negative effects of employee turnover.71 

Total integration involves additional connectivity between an agency or a firm, its 
suppliers, and customers/end users/clients across their databases and systems. According 
to IBM Consulting, there are three forms of integration: vertical, horizontal, and 
integration across the value chain.72 Vertical integration allows information to flow 
rapidly through a sequence of business interests such as procurement, logistics, 
manufacturing, and billing. Horizontal integration allows information between 
departments to flow seamlessly, increasing knowledge, reducing waste of time, and 
saving costs. Integration across the value chain represents an extremely high level of 
connectivity between an agency's departments, its suppliers, and customers. Wal-Mart, 
the largest retailer in the world, is often pointed out as the archetypal example of a 
company that possesses a high degree of total integration. 

Some of the most important benefits of total integration are information or knowledge 
integration, planning synchronization, workflow coordination, and new business 
models. 73 The major drawback to pursuing electronic procurement on this level is cost. 
According to a CXO Media report, among 63 firms of all sizes, the average total costs of 
ownership of a total integrated solution was $15 million.74 This includes the services of 
hiring a third party to implement the solution and other services such as training. For this 
reason, total integration systems are almost entirely the purview of the private sector and 
will probably remain so for the foreseeable future. They are simply included in this 
chapter to give public sector purchasing staff an idea of the innovations currently being 
developed by private industry. Nevertheless, numerous software players such as SAP, 
PeopleSoft, J.D. Edwards, Lawson, Oracle and many others have been recently driving 
prices down in the market, says a report by Deloitte Consulting.75 Furthermore, the open 
source software community is developing new applications that will potentially offer 
competitive features at substantially reduced prices. 

Current Trends and Recommendations 

There are several steps that agencies can take to ease the transition from traditional to 
electronic procurement. These include development of a needs assessment and strategic 
plan; phased implementation; supplemental training for employees and vendors; and 
utilization of feedback from vendors and end users. 

Conduct a Needs Assessment and Develop a Strategic Plan 

Before an organization decides to purchase an e-procurement system, it should conduct a 
needs assessment. The existing procurement process should be critically evaluated to 
detect process inefficiencies and highlight areas that can be improved through the use of 
e-procurement. Additionally, the technologies already being used in the purchasing 
process should be researched prior to the purchase decision. The cost and complexity of a 
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planned e-procurementpurchase can often be reduced by using underutilized in-house 
technologies more effectively.76 It is also important to decide whether to buy a pre-made 
system, develop existing in-house purchasing tools, or build a new system completely 
from scratch. This decision will depend in large part on the technical expertise within the 
organization-while agencies with established IT departments may decide to do much of 
the implementation in-house, others may opt to utilize third-party developers or 
consultants. 

Once the needs assessment is complete, the agency should develop a strategic plan that 
defines the goals of the e-procurement system within the context of overall agency 
procurement goals, making sure to gain buy-in from all affected parties. If conducted in a 
thorough, conscientious manner, needs and strategy assessments can help an agency 
define its purchasing strategy, thus allowing for a more informed decision on thee
procurement features necessary to meet agency goals. 

As with any major project, benchmarking represents a major component of any e
procurement strategic plan, and these benchmarks should be agreed upon by all parties 
during the buy-in process. Establishing predetermined measures of success is particularly 
important in the public sector, in order to provide transparency and accountability in the 
expenditure of taxpayer money. 

Plan for Phased Implementation 

Given the scope and complexity of most e-procurement systems, a single massive 
implementation may place too great a strain on agency staff and processes. Phased 
implementation of e-procurement can minimize this impact and increase the likelihood of 
staff buy-in and overall success of the project. The most common phased implementation 
approach is to allow one department to serve as a pilot group, while other departments 
continue to utilize the existing purchasing process. The pilot group can test the system 
under real-life operating conditions and report back any issues or difficulties encountered. 
In this way, problems can be identified and resolved early in the process with minimal 
impact to the agency as a whole. A smooth transition to the new system can help excite 
procurement officers and vendors alike, potentially minimizing pushback. 

Provide Training and Create Safe Opportunities for Feedback 

As stated in other chapters of this report, one of the most critical factors in the success of 
a procurement process is training. In transitioning to an e-procurement system, special 
effort should be made to assist everyone who will be interacting with the system, 
including purchasing officers and vendors. Forums for user feedback should be available 
to all users, so that problems with the system can be identi.fied and resolved. Users should 
be able to provide feedback anonymously, to encourage responses that might otherwise be 
unheard. 

Earlier in this chapter, the @ Your Service glossary was referenced as a way to ease the 
transition from traditional to electronic procurement system.77 By being sensitive to the 
use of technical phrases and terminology to explain procurement practices, and by 
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responding positively to other instances of reluctance or frustration, an agency can ensure 
a better chance for success with their new e-procurement system. 

Commodity Purchasing 

The purchase of commodities is the area of procurement that most easily translates into 
an electronic system, with many benefits over a traditional paper-based system, as 
explained earlier in this chapter. Procurement officers no longer need to keep stacks of 
catalogs if their agency has access to an e-procurement system; the same information can 
be browsed over the intemet.78 Procurement officers do not necessarily have to make 
phone calls to ask about pricing, either, or wait for faxes to come in; in many e
procurement systems, they can make purchases from a term contract or can quickly 
request pricing information from pre-qualified vendors. 79 

Due to the relative ease of e-procurement of commodities, numerous success stories can 
be found, in both the private and public sectors. For example, when Procter & Gamble 
implemented an e-procurement system for the entire company, 25,000 employees spent 
more than $8 billion annually for purchases, including office equipment and supplies. 
Brad Comerford, global procurement program manager for Procter & Gamble, stated, 
"We had no global view of what people were buying. In many countries, more than half 
of the purchases were made in a maverick manner, without a purchase order. People 
weren't getting the discounts available to them ... without complete purchasing data; we 
couldn't take full advantage of our global scale to obtain better prices."80 

Since the transition to e-procurement, Procter & Gamble has achieved major savings 
because employees are now purchasing their goods from sources that have negotiated 
prices with the company. As a result, "its professional purchasers are able to spend more 
time strategically sourcing items not found in the catalogs, while managers are controlling 
their budgets better due to improved internal controls and more accurate reporting."81 

Similar results can be achieved in the public sector, as demonstrated by the University of 
Texas at Austin. The university recently reduced the number of office supplies vendors 
from more than 200 to two. The university is now estimating savings of $2.7 million 
annually as a result of this change.82 

Outsourcing 

Unlike commodity procurement, services procurement requires clear definitions of how 
each service is measured, delivered, tracked, and paid. This requirement is complicated 
by the fact that service contracts are often executed across multiple invoicing cycles with 
changes over the lifetime of the service agreement. 83 Contracting more complex services 
is even more complicated than procurement of standard services, such as janitorial 
contracts, and often does not lend itself to an e-procurement solution. As Luther Harris, 
procurement manager of administrative and energy services for Texas Instruments said, 
"procurement of [repair and maintenance, construction, transportation, and legal services] 
workers remains a largely inefficient process."84 
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For these more complex services, such as engineering and architect services in the field of 

construction, contracts must be negotiated between the potential service provider and the 

public sector procurement staff. This type of personal contact is imperative-especially 

considering the winning service provider is likely to influence the use of taxpayer funds 

on large-scale projects. 

An example of how e-procurement tools and procurement of services might work is 

shown in the relationship between the State of Texas and SBC Communications. In order 

to facilitate negotiations, SBC maintains a website exclusively for the state's research 

purposes. Once the state has an idea of what it wants, negotiations of those services are 

conducted through the personal relationships of a dedicated sales force.85 

Conclusion 

The most important consideration to keep in mind when implementing an e-procurement 

system is that it is important to first assess agency needs and available funding, and then 

·opt for the solution .that best fits departmental requirements. Many entities have jumped 

on thee-procurement bandwagon in recent years without giving substantial thought to 

whether or not their organizations were ready for such a change and have paid the price in 

time, money, and frustration. Purchasing officers should keep in mind the words of the 

head of corporate purchasing at American Express when he says, "£-procurement is a 

means to an end-the end being saving money. If a firm keeps that in mind, it will be 

successful. Companies that buy a system just so they are seen to have e-procurement will 

usually fail."86 

97 



Notes 

1 Texas Comptroller of Public Accounts, Report of thee-Texas Commission, Chapter 13, p. 6. Online. 
Available: http://www.window.state.tx.us/etexas2001/report/. Accessed: February 24, 2004. 

2 "New Spend Analysis Tools to Enhance Your e-Procurement Process," Supplier Selection & Management 
Report (November 2002), pp. 1, 13-15. Online. Available: 

http://www.ioma.com/pub/SSMR/2002_11/502439-l.html. Accessed: January 29, 2004. 

3 Summit Magazine, In the News Archive (September 2002): E-procurement-e-gads! Online. Available: 
http://www.summitmagazine.comlln_the_News/ ARCIIlVE/2002_09 .ban. Accessed: February 2, 2004. 

4 National Electronic Commerce Coordinating Council, Electronic Procurement: Funding Models and 
Measurements for Success. Online. Available: 
http://www.ec3.org/Downloads/2001/Funding_Models_ED.pdf. Accessed: January 30, 2004. 

5 Andy Reid, "Online Message System Links City, Residents," Tampa Tribune (January 12, 2004), p. 2. 
Online. Available: Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. Accessed: March 
3, 2004. 

6 Interview by Amy Witte with David Reid, Director, and Cathy Davis, Manager of Procurement Services, 
Department of Management and Administration, City of Tallahassee, Tallahassee, Florida, November 14, 
2003. 

7 Ronnie Blair, "Schools Honor Public Reports Request," Tampa Tribune (May 23, 2002), p. 5. Online. 
Available: Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. Accessed: March 3, 2004. 

8 National Electronic Commerce Coordinating Council, ''E-Procurement Policy Issues" (December 2000), 
pp. 6-7. Online. Available: http://www.ec3.org/Downloads/2000/Procurement_Policy_Paper.pdf. Accessed: 
February 25, 2004. 

9 Interview by Amy Witte with Juanita Moore, Manager, Contracts Administration Office, Florida 
Department of Transportation, Tallahassee, Florida, November 14, 2003. 

1° Ken Stepka, ''Electronic Commerce at NASA: Procurement on the Internet," in Electronic Commerce for 
the Procurement of Construction and Architect-Engineer Services: Implementing the Federal Acquisition 
Streamlining Act (Conference Summary) (Washington, D.C.: Compass Series, National Academy Press, 
1997). 

11 National Electronic Commerce Coordinating Council, "E-Procurement Policy Issues," p. 6 (online). 

12 Interview by Sofia Lo with Dennis Kerhulus, Director, Sacramento Office of Procurement, City of 
Sacramento, Sacramento, California, October 30, 2003. 

98 



13 North Carolina E-Procurement@ Your Service, General FAQ. Online. Available: 

http://www.ncgov.org/eprocurement/asp/section/general_faq.asp. Accessed: February 24, 2004. 

14 Jacob Stoller, ''The Great Electric Buying Company: The Changing Face of e-Procurement," 

PurchasingB2B (September 2003). Online. Available: Lexis-Nexis Academic Universe, http://web.lexis

nexis.com/universe. Accessed: February 24, 2004. 

15 "6 Best Practices to Improve Contract Management Process," Supplier Selection & Management Report 

(September 2003), p. 2. Online. Available: Lexis-Nexis Academic Universe, http://web.lexis

nexis.com/universe. Accessed: February 24, 2004. 

16 Alorie Gilbert, "In a Perfect E-Procurement World," lnforma.tion Week (November 20, 2000), p. 58. 

Online. Available: Academic Search Premier, http://www.epnet.com/. Accessed: February 24, 2004. 

17 David Hannon, ''What You Need to Know about Risk," Purchasing (June 20, 2002), p. 36. Online. 

Available: Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. Accessed: February 13, 

2004. 

18 BuyIT Best Practice Network, ''Complex Goods and Services: Managing Complex Procurement with e

Procurement Tools" (May 2003), p. 6. Online. Available: http://www.buyitnet.org/. Accessed: January 29, 

2004. 

19 Sarah Perrin, "E-procurement: Doing It Right," Accountancy (September 1, 2002). Online. Available: 

Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. Accessed: February 22, 2000. 

20 Ibid. 

21 Interview by Amy Witte and Brian Kelsey with Audrey Harrell, MyFloridaMarketPlace Engagement 

Partner, and Lindsay Roth, MyFloridaMarketPlace Buyer Adoption Team, Accenture, Tallahassee, Florida, 

November 14, 2003. 

22 North Carolina E-Procurement,@ Your Service, Glossary. Online. Available: 

http://www.ncgov.com/eprocurement/asp/section/glossary/Glossary.asp. Accessed: January 31, 2004. 

23 North Carolina E-Procurement, @Your Service, Spotlight: E-procurement Tips. Online. Available: 

http://www.ncgov.com/eprocurement/asp/section/ep_spotlight/ep_spotlight_archive.asp. Accessed: January 

31, 2004. 

24 Hannon, "What You Need to Know about Risk," p. 36. 

25 "Consider Process First, Not Technology, When Doing e-Procurement," Supplier Selection & 

Management Report (October 2003), p. 1. Online. Available: Lexis-Nexis Academic Universe, 

http://web.lexis-nexis.com/universe. Accessed: February 15, 2004. 

99 



26 John Corini, "Integrating E-Procurement and Strategic Sourcing," Supply Chain Management Review 

(March/April 2000), p. 72. Online. Available: Available: Academic Search Premiere, 

http://www.epnet.com. Accessed: January 30, 2004. 

27 Hannon, "What You Need to Know about Risk," p. 36. 

28 D. Knudsen, "Aligning Corporate Strategy, Procurement Strategy and e-Procurement Tools," 

International Journal of Physical Distribution & Logistics Management, vol. 33, issue 18 (September 17, 

2003), p . 720. Online. Available: 

http://oberon.emeraldinsight.com/vl=820073 l/cl=47 /nw= l/rpsv/ijpdlm.htm. Accessed: January 30, 2004. 

29 ''Experts Reveal Keys to Sustaining e-Procurement Success," Supplier Selection & Management Report 

(July 2002), pp. 2-4. Online. Available: Academic Search Premiere, http://www.epnet.com. Accessed: 
January 29, 2004. 

30 "New Spend Analysis Tools to Enhance Your e-Procurement Process," pp. 1, 13-15 (online). 

31 BuylT Best Practice Network, "Building the Business Case for E-Procurement/ROI" (October 2002), pp. 

8-9. Online. Available: http://www.buyitnet.org/. Accessed: January29, 2004. 

32 Jeffrey Brooks and Donavon Farve, "A Case for eSourcing: The Strategic Side of Procurement," Supply 
Chain Perspectives (2003), p. 4. Online. Available: 

http://www.accenture.com/xdoc/en/services/scm/esourcing_ white_paper.pdf. Accessed: January 30, 2004. 

33 Tim Minahan, "The Engines Driving Intelligent Trading Networks," Supply Chain Management Review 

(January/February 2001), p. 81. Online. Available: Academic Search Premiere, http://www.epnet.com. 

Accessed: January 30, 2004. 

34 Anne Stuart, "A Hire Power: Services e-Procurement Is Quietly Gaining Ground, Helping Companies 

Control an Expense That Often Escapes Scrutiny," CFO, vol. 19, no. 4 (March 2003), p. 56. Online. 

Available: Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. Accessed: February 13, 

2004. 

35 ' 'Expert Advice on How to Justify the Cost of an e-Procurement System," Supplier Selection & 

Management Review (September 2002), p. 1. Online. Available: Lexis-Nexis Academic Universe, 
http://web.lexis-nexis.com/universe. Accessed: February 13, 2004. 

36 Tim Goral, ''Taking the Pain Out of Purchasing," University Business, vol. 6, no. 4 (April 2003), p . 56. 

Online. Available: Academic Search Premier, http://www.epnet.com/. Accessed: February 29, 2004. 

37 "Expert Advice on How to Justify the Cost of an e-Procurement System," p. 1 (online). 

38 Rick Whiting, "D.C. Upgrade Pays Off," Information Week (January 19, 2004), p . 32. Online. Available: 

Academic Search Premier, http://www.epnet.com/. Accessed: February 29, 2004. 

39 "Experts Reveal Keys to Sustaining E-procurement Success," p. 2 (online). 

100 



40 Ecom Ohio, Success Story. Online. Available: http://www.ecom-ohio.org/success_stories/PG.pdf. 

Accessed: February 24, 2004. 

41 "Whirlpool Transforms Its MRO Buy to Strategic," Purchasing (March 7, 2002), p. 27. Online. 

Available: Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. Accessed: February 13, 

2004. 

42 C.F. Cheung, W.M. Wang, Victor Lo, and W.B. Lee, "An Agent-Oriented and Knowledge-Based System 

for Strategic e-Procurement," Expert Systems, vol. 21, no. 1 (February 2004), p. 11. Online. Available: 

Blackwell Synergy, http://www.blackwell-synergy.com/. Accessed: January 31, 2004. 

43 Harrell and Roth interview. 

44 C.W. Kong, H. Li, and P.E.D. Love, "An e-Commerce System for Construction Material Procurement," 

Construction Innovation, vol. 1, issue 1 (March 2001), p. 46. Online. Available: EBSCO Information 

Services, http://www.epnet.com/. Accessed: January 30, 2004. 

45 BuylT Best Practice Network, "Electronic Invoicing and Payment" (July 2003), p. 4. Online. Available: 

http://www.buyitnet.org/. Accessed: January 29, 2004. 

46 "New Spend Analysis Tools to Enhance Your e-Procurement Process" (online). 

47 David Eakin, "Measuring E-Procurement Benefits," Government Procurement (August 2002), p. 6. 

Online. Available: EBSCO Information Services, http://www.epnet.com/. Accessed: January 31, 2004. 

48 Harrell and Roth interview. 

49 Ibid. 

50 Michael Essig and Ulli Arnold, ''Electronic Procurement in Supply Chain Management: An Information 

Economics-Based Analysis of Electronic Markets," The Journal of Supply Chain Management (Fall 2001), 

pp. 43-49. Online. Available: http://www.napm.org/Pubs/journalscm/index.cfm. Accessed: January 29, 

2004. 

51 Cheung et al., "An Agent-Oriented and Knowledge-Based System for Strategic e-Procurement," p. 12 

(online). 

52 Harrell and Roth interview; and Larry R. Smeltzer and Joseph R. Carter, "How to Build an E

Procurement Strategy," Supply Chain Management Review (March/April 2001), p. 77. Online. Available: 

Academic Search Premiere, http://www.epnet.com. Accessed: January 30, 2004. 

53 Speech by Larry Giunipero, Professor of Purchasing, Florida State University Department of Marketing, 

to the State of Florida Purchasing Directors' Meeting, Tallahassee, Florida, November 13, 2003. 

101 



54 Interview by Amy Witte with Fred Springer, Director of Purchasing, Russ Rothman, Chief of Purchasing 

Operations, and Ken Granger, Special Projects Manager, State of Florida Department of Management 

Services, Tallahassee, Florida, November 13, 2003. 

ss Mohanbir Sawhney, "Forward Thinking about Reverse Auctions," CIO Magazine Online (June l, 2003). 

Online. Available: http://www.cio.com/archive1060103/gains.html. Accessed: February 4, 2004. 

56 National Electronic Commerce Coordinating Council, ''Funding e-Procurement System Acquisition," pp. 

7-8 (online). 

51 Paul McDougall, "Good Hosts-Enhanced Services and Richer Technology Mean That ASPs May 

Deserve a Second Look," Information Week (June 2, 2003), p. 41. Online. Available: Lexis-Nexis Academic 

Universe, http://web.lexis-nexis.com/universe. Accessed: February 18, 2004. 

58 Eric Chabrow, "Rethinking IT Financing-Deficits Demand Innovative Ways to Pay for IT Projects," 

Information Week (November 10, 2003), p. G19. Online. Available: Lexis-Nexis Academic Universe, 

http://web.lexis-nexis.com/universe. Accessed: February 13, 2004. 

s9 Matt Hamblen, ''NavSeas ROI Ship Comes In: E-Procurement System Cuts Buying Time by Over 85%," 

ComputerWorld (March 24, 2003), p. 46. Online. Available: Lexis-Nexis Academic Universe, 

http://web.lexis-nexis.com/universe. Accessed: February 13, 2004. 

60 Carol Hildebrand, ''How to Save Money with E-Procurement," SearchCIO.com (August 13, 2002). 

Online. Available: http://searchcio.techtarget.com/originalContent/0,289142,sid 19 _gci843895 ,00.html. 

Accessed: February 24, 2004. 

61 National Electronic Commerce Coordinating Council, ''Funding e-Procurement System Acquisition," p. 4 

(online). 

62 Ibid., pp. 5-6. 

63 Ibid. 

64 Ibid., pp. 7-8. 

65 Ibid., p. 8. 

66 David Aden, "Work in Progress," Public CIO. Online. Available: http://www.public

cio.com/story.php?id=77919. Accessed: December 1, 2003. 

67 National Association of State Procurement Officials, "Buying Smart: State Procurement Saves Millions." 

Online. Available: http://www.naspo.org/whitepapers/buyingsmart.cfm. Accessed: February 4, 2004. 

68 "15 Steps to Transform Purchasing into Strategic Sourcing," Supplier Selection & Management Report 

(April 2003), p. 6. Online. Available: Lexis-Nexis Academic Universe, http://web.lexis-nexis.com/universe. 

Accessed: February 13, 2004. 

102 



69 Cheung et al., "An Agent-Oriented and Knowledge-Based System for Strategic e-Procurement," p. 12 

(online). 

70 Ibid., p. 17. 

71 Ibid., p. 12. 

72 IBM, On Demand Business: The Executive Guide. Online. Available: http://tld.www-

306.cacheibm.com/e-business/doc/content/pdf/Exec_Guide.pdf. Accessed: February 25, 2004. 

73 Hau L. Lee and Seungjin Whang, ''E-Business and Supply Chain Integration," Stanford Global Supply 

Chain Management Forum (November 2001), p. 3. Online. Available: 

http://www.stanford.edu/group/scforum/Welcome/EB_SCI.pdf. Accessed: February 25, 2004. 

74 CIO Magazine, Executive Summaries - Enterprise Resource Planning. Online. Available: . 
http://www.cio.com/summaries/enterprise/erp/index.html. Accessed: February 25, 2004. 

75 Deloitte Consulting, The Keys to Smart Enterprise Transformation for the Public Sector. Online. 

Available: http://www.dc.com/Insights/research/public/keys_enttrans.asp. Accessed: February 21, 2004. 

76 BuyIT Best Practice Network, "Complex Goods and Services: Managing Complex Procurement with e

Procurement Tools," p. 5 (online). 

77 North Carolina E-Procurement,@ Your Service, Glossary (online). 

78 Presentation by Marcus Montemayor, SBC Strategic Account Director, to the Optimizing Public 

Procurement class at the Lyndon B. Johnson School of Public Affairs, Austin, Texas, February 12, 2004. 

79 Harrell and Roth interview. 

80 Ecom Ohio, Success Story (online). 

81 Jbid. 

82 University of Texas at Austin, Best Practices Yield Savings at the University of Texas at Austin. Online. 

· Available: http://www.utexas.edu/opa/news/04newsreleaseslnr_20040 l/nr _financial040122.html. Accessed: 

February 24, 2004. 

83 "Services e-Procurement Cuts Costs of Labor, Consulting & Training," Supplier Selection & 

Management Report (October 2002), pp. 2-4. Online. Available: Academic Search Premiere, 

http://www.epnet.com. Accessed: January 29, 2004. 

84 "Texas Instruments and Its Service e-Procurement Implementation," Supplier Selection & Management 

Report (October 2002), p. 2. Online. Available: Academic Search Premiere, http://www.epnet.com. 

Accessed: January 29, 2004. 

103 



85 Montemayor presentation. 

86 Cathy Howard, "Three-Year Glitch," Financial Management (UK) (July-August 2003), p. 30. Online. 
Available: Expanded Academic ASAP, http://www.epnet.com/. Accessed: February 13, 2004. 

104 



Chapter 7. Summary of Recommendations 

OverView 

As the procurement process grows in complexity, procurement officials must remain up
to-date on the latest practices. The information provided in this report can inform 
procurement offices of these standards and help them implement efficient and effective 
practices. The recommendations in this report were developed through interviews with 
procurements officials and research of current literature. These recommendations are 
summarized in the following sections. 

Centralization vs. Decentralization 

The decision to grant purchasing power to individual agencies or bring this task under a 
single, overarching purchasing authority has inspired much debate in recent years. Certain 
organizations function more effectively under a centralized system, while other 
organizations function best in a decentralized purchasing environment. Each system 
offers different benefits, leaving each individual agency to determine which system best 

fits its needs. 

Advantages of a Centralized Procurement System 

Centralization leads to reduced unit costs and administrative savings. Cost savings are 
promoted through volume buying, establishment of term requirements for contracts, 
standardized specifications, and standard contract terms. Centralization allows the 
needs of several agencies to be combined to achieve volume discounts. In situations 
where multiple agencies duplicate purchasing personnel, facilities, and technology, 
centralization can lead to administrative cost savings and rationalize the allocation of 
organizational resources. 

Centralization reduces the risk of fraud by increasing spending visibility and placing 
purchasing duties in the hands of a single oversight agency. 

Centralization facilitates the data collection process. Efficient data tracking and storage 
allows public agencies to easily analyze data for purposes of public transparency, 
vendor accountability, and benchmarking. 

The Limits of a Centralized Procurement System 

Agency-level procurement officials must surrender some control to a centralized 
purchasing office, which can lead to interagency tensions. In addition, centralized 
staff may not have the specialized knowledge required for effective agency 
purchasing. 
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13. Lack of buy-in from department-level personnel can thwart successful 
implementation of a centralized procurement strategy. Moreover, centralized 
purchasing rules will not achieve desired benefits if they simply mirror existing 
ineffective guidelines. 

Advantages of a Decentralized Procurement System 

Decentralized systems are often faster and less intrusive than centralized systems and can 
speed the time from ordering to delivery. 

Decentralized systems promote innovation and flexibility at the agency level. Many 
centralized procurement systems have uniform guidelines and rules that all agencies 
must follow. Care must be taken that these rules do not limit the ability of agencies to 
try new approaches. 

The Limits of a Decentralized Procurement System 

Decentralized systems do not enjoy the cost savings typically seen in centralized systems. 

Decentralized systems may require a significant investment in overlapping personnel and 
infrastructure. 

The Contracting Process 

Because they deal with fundamental issues between government and vendors, contracts 
are the foundation of the procurement process. The purchasing agency must determine the 
scope, specifications, terms, and conditions of the desired service, factors for 
consideration, deadlines, and numerous other administrative issues. The method used to 
award the contract is of particular importance. Whether using traditional methods such as 
request for bids (RFBs) or request for proposals (RFPs ), or a nontraditional method such 
as reverse auctions, the procurement office must choose the approach that will most 
accurately reflect the skills of the vendor and total value of the bid. The procurement 
office must also choose the type of contract, such as performance-based contracts or 
multistate alliances, that will allow it to best meet its objectives. These decisions are 
critical because they establish the terms and conditions of the contract. The following 
recommendations may facilitate the complicated contracting portion of the procurement 
process. 

Selecting an appropriate method of choosing a vendor is essential and depends on the 
type of service or good solicited. The more traditional methods of choosing a vendor 
are through a request for proposal (RFP) or a request for quotations (RFQ). A request 
for proposals (RFP) is normally used for larger projects that require information such 
as qualifications of the personnel that will be performing the work and a plan for 
meeting the specifications of the project. A second method is a request for quotations 
(RFQ), which is a more informal way of soliciting bids that can be done in a shorter 
period of time via phone, fax, or email. After a government receives RFQs, it 
typically awards the contract to the lower-priced, responsive, responsible bidder. 

106 



The more innovative and nontraditional methods of choosing a vendor include reverse 
auctions and reverse RFPs. Reverse auctions involve open bidding by vendors, which 
usually occurs online. This method allows vendors to instantly see their current bid 
relative to the bids of other vendors, with the assumption that the lowest bidder wins 
the contract. Reverse RFPs allow the vendors to bid on the specifications for a project 
instead of the government deciding the exact specifications of the service. This 
method allows a vendor with a more specialized expertise in the project area to 
provide input for a particular job or service provision. 

The procurement office should establish an open and transparent bid process that will 
preserve both the vendor and public's trust in the system. By advertising bid openings 
in newspapers and on the internet, governments can expand vendor bases and increase 
the legitim~cy of the process. When contracts are awarded, governments should 
advertise the wining bid so that unsuccessful vendors have a point of reference to 
compare their services. 

The procurement office should negotiate with vendors to determine the best cost per 
deliverable good or service. By clearly defining its expectations and willingness to 
pay for the service or good, the procurement office is openly communicating to the 
vendor the desired outcome. Negotiation facilitates communication between both 
parties and allows the government to negotiate the best possible deal. 

Procedures dealing with the dispute resolution process are essential to all procurement 
offices. These disputes usually arise when vendors feel that they unfairly loss a bid. 
Governments need a single, identifiable point of contact where vendors can express 
their grievance. This point of contact should be the only party handling the grievance 
throughout the entire process. 

Oversight and Relationship Management 

While the oversight process is often tedious and time-consuming, failure to oversee the 
performance of vendors represents a huge potential risk to government resources and 
public trust. Particularly with outsourced services and construction projects, proper 
oversight procedures, such as performance checks and periodic audits, should be in place 
to ensure vendor accountability. In addition to oversight, relationship management 
procedures, which establish communication guidelines between vendors and government 
agencies, are a vital component of the public procurement process. The following 
suggestions may help government agencies ensure that contracted vendors are performing 
adequately, as well as maintain a strong relationship with vendors. 

Procurement officials should establish standards or benchmarks by which they can judge 
vendor performance. Once established, agencies can monitor vendor performance in 
comparison to benchmarked standards. 

Procurement officials should establish method(s) to monitor vendor performance. These 
methods may include periodic inspections, public feedback, or internal audits, among 
other techniques. 
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The procurement office should employ a contract manager to conduct regular compliance 
audits and serve as a point of contact for vendors and internal agency support staff. A 
contract administrator with knowledge of project goals, designs, and support 
structures can help proactively diagnose problems in the project development cycle. 

The procurement office should maintain a system that efficiently manages project
specific data. Poor data management increases the risk that contracts will be awarded 
to businesses which have performed poorly in the past. Proper recordkeeping 
processes also facilitate benchmarking and performance reviews. 

Procurement officials and vendors should maintain a consistently professional 
relationship, as excessively informal relationships may lead to lack of oversight or 
unethical behavior. 

Procurement officials should hold training seminars to explain agency purchasing 
processes to vendors. Seminars are an excellent way to cultivate new bidders and to 
keep existing clients aware of changes in procurement policies. 

Personnel 

Procurement offices should provide personnel with proper training and education. Proper 
development and instruction of personnel is a vital investment in the prevention of the 
inefficient use of government resources, low morale among purchasers, and high turnover 
of procurement personnel. 

Government agencies should require formal training for procurement officials. Training 
should be comprehensive and cover topics such as performance measures, contract 
performance, benchmarking, dispute resolution, and vendor negotiation. Often, 
procurement offices will reward those who complete training with an official 
procurement certificate. 

Procurement offices should implement mentoring programs, employing seasoned 
employees to train new hires on the job. Mentoring gives new employees an 
opportunity to work under close supervision and learn practical skills with minimal 
risk of mistakes. 

Procurement officials should encourage employees to join professional organizations. By 
promoting membership in professional organizations, agencies can share their 
practices with other organizations and encourage the spread of innovative techniques. 
Professional organizations are an effective venue for disseminating information on 
industry practices and establishing professional standards. 

Electronic Procurement 

Electronic procurement (e-procurement) involves the use of internet technologies to 
streamline and improve the procurement process. Use of e-procurement reduces 
administrative costs, increases efficiency, improves the use of human capital, and 
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increases vendor competition. It reduces costs by reducing the need for administrative 
resources such as paper, postage, and the labor required to manually compile procurement 
documents. It increases governmental efficiency by shifting human capital away from 
tasks that involve paperwork and administrative issues toward strategic issues like 
negotiation of contract terms. Finally, e-procurement increases vendor competition by 
allowing agencies to disseminate bid opportunities and contract information to a greater 
number of vendors. The following are suggestions that government agencies may wish to 
consider before moving toward an electronic procurement system. 

1. Procurement offices should develop a strategic plan for the use of e-procurement and 
discuss in advance the need for an e-procurement system as well as the capabilities 
required of the new system. It is also essential to develop a business plan and define 
benchmarks for success once a purchase decision has been made. 

2. Implementation of any new system should be phased in over time. This will ease the 
transition to the new system and minimize pushback from agency staff. 

3. Purchasing officers and other agency staff should be required to complete formal 
training on any new system. 

4. Agencies should constantly solicit feedback from system users (both vendors and 
internal staff) to ensure the stability, efficiency, and continued improvement of thee
procurement system 

Conclusion 

The procurement process is always changing, and new practices are constantly emerging. 
For this reason, procurement officials must constantly communicate with each other in 
order to stay current. As illustrated throughout this report, there are numerous factors that 
government agencies should consider during the procurement process. Procurement 
offices can use the recommendations provided in this report as a framework to guide their 
procedures. While every procurement office uses unique operating procedures, the 
recommendations in this report can serve as valuable general principles to follow. 
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Appendix A. State of California Case Study 

Introduction 

The State of California case study is based on research, state websites, and personal 
interviews conducted during the fall of 2003. 

Overview 

In the State of California, each agency ultimately is responsible for its own procurement 
program.1 The state has neither an established set of guidelines and statutes in the Public 
Contract Code nor programs in place to help assist the agencies in screening and selecting 
contract providers. Furthermore, the Department of General Services (DGS) has oversight 
privileges for every procurement contract and, in some situations, the authority to grant 
waivers. 

In California there are different guidelines and approaches depending on the type of 
procurement. For example, service contracting is slightly different from information 
technology and commodities contracting. In addition, there are certain procurements that 
require professional licensed procurement officials, such as contracting for architectural 
and engineering services. 2 

General Background: Programs and Initiatives 

Governor's Task Force on Contracting and Procurement Review 

Many of California's current initiatives and reforms are a direct result of the Governor's 
Task Force on Contracting and Procurement Review, which attempted to develop a 
uniform set of polices, procedures, and processes for contracting and procurement. 

The Governor's Task Force on Contracting and Procurement Review is initiating reforms 
to make the process more centralized. The task force has made several recommendations 
that will give the DOS Procurement Di vision greater power over all of the state's 
procurement processes. On August 18, 2003, the DOS created the Office of Policy and 
Procedure (OPP), which was one of the recommendations of the task force. The OPP is 
conducting a diagnostic review of the current purchasing environment with the goal of 
identifying inconsistencies and gaps in policy. 

CORE Project 

In 2001 the DGS commissioned a report to examine the policies and procedures in place 
for procurement. The study took on increased importance with the Governor's Task Force 
recommendation of aligning the laws pertaining to procurement.3 The report, called the 
CORE Project, assessed the environment of laws, policies, and procedures surrounding 
procurement along with organizational issues within DGS and the role of the Office of 
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Legal Services (OLS) in the contracting process. 4 At the time of ~e investigation, there 
were many sources regulating the purchase of goods and services. Although the State 
Administrative Manual (SAM) originally was intended to be California's only policy 
manual, other manuals had entered the picture that did not always have consistent 
information. These included the State Contracting Manual (SCM), the California 
Acquisition Manual (CAM), and the Statewide Information Management Manual 
(SIMM). The last of these manuals originally was intended to pertain to information 
technology. The major recommendation was to have consistency in updates to policies 
and procedures as well as a uniform procedure for procurements. 5 The team 
recommended that the SAM be kept as the statewide purchasing policy manual, with the 
SCM as the procedural manual for contracting. 6 As a result, the SAM is being reviewed 
and updated to make sure that it is within the guidelines recommended by the task force. 
The three major themes of the report were: (1) high quality, (2) open process, and (3) 
checks and balances.7 According to Ms. Mariel Dennis, an employee of DGS' Office of 
Policy and Procedures, there are several impediments to enacting all of the recommended 
changes: namely, budget problems and the requirement of legislative changes make some 
of the CORE Project's reforms unlikely.8 

The CORE Project follows an unsuccessful effort at procurement reform known as the 
California Acquisition Reform Act (CARA). This major reform act was proposed in 1997 
but not adopted. The legislation would have streamlined all of the purchasing statutes 
which are scattered throughout California's 29 codes into one place and eliminated 
distinctions between the processes for purchasing goods, IT goods and services, personal 
and consulting services, and other types of contracts. 9 Since then, some of the CARA 
proposals have been effectively passed in small packages, but there has not been a 
successful large-scale reform of the state's procurement system. 

California State Contacts Register (CSCR) 

The California State Contracts Register (CSCR) is a database that helps centralize 
information about bidding opportunities for potential vendors.10 All bidding opportunities 
over $5,000 for construction and services and commodity contracts over $25,000 must be 
advertised on the CSCR. 11 

For projects less than $25,000, specific agencies or departments, such as the California 
Department of Transportation (Cal trans), can do their own bidding. Quotations for these 
bids can be accepted either on the phone or in writing.12 

State Contract and Procurement Registration System (SCPRS) 

All contracts and purchases over $5,000 must be listed, and this mandate took effect July 
1, 2003.13 Procurement procedures and policies can be seen in the State Contract and 
Procurement Registration System (SCPRS).14 The SCPRS was a direct result of 
Recommendation 13 made by the Governor's Task Force on Contracting and Procurement 
Review .15 Projects must be listed on the SCPRS, with a summary of the project when 
approval is granted or before the final payment is submitted to the contractor.16 The 
summary must contain the following: a brief project description; a list of the vendor's 
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expectations, including any required licenses; the requesting agency; the project location; 
an estimation of the cost; an estimation of time to complete the project; and the method 
for securing the contract. 17 The SCPRS is useful for state agencies because it serves as a 
near real-time database of the contract activities of the state and provides a basis for 
comparison. 

California Multiple Award Schedule (CMAS) 

The California Multiple Award Schedule (CMAS) allows state agencies to enter into 
contracts with vendors who already have won a competitive bidding process on a federal 
contract. 18 The CMAS does not actually bid the contracts; it only makes sure that the 
available contracts comply with state codes and regulations.19 The contractors who 
participate in this program must comply with terms and conditions of an agreement and 
use a price schedule available from the Federal General Services Administration (GSA). 
The following contracts are excluded from CMAS because there is special approval or 
licensing provisions: architectural; engineering and environmental services; legal · 
services; and public works.20 Any agency using the CMAS is responsible for any protests 
that might arise from using the CMAS program. 21 

The CMAS is advantageous to state agencies because it reduces the time to complete a 
contract transaction, since they do not have to conduct an entire competitive bid process. 
In the past, the CMAS program recommended that agencies compare prices with the 
selected CMAS vendors instead of strictly enforcing the task. This caused many state 
agencies to just ignore the recommendation, and they did not compare prices with the 
selected vendors from the CMAS. Since it also is difficult to obtain price lists from the 
vendors, many agencies work under the assumption that all of the CMAS vendors are 
competitive. The Governor's Task Force recommended that any agency using the CMAS 
be required to collect three bids.22 A management memo issued in May 2003 requires 
three bids be received to determine best Erice even under the CMAS program. Only 
certain master agreements are excluded. 3 Since the January 2003 CMAS revision, it is 
now up to the participating agency to ensure that the price obtained through the CMAS is 
both the best value and is in line with current market prices. 24 

Master Agreements 

Master agreements are contracts and agreements that the state has negotiated for various 
goods and services. They do not have a dollar limit, so any eligible buyer can use the 
pricing negotiated by the state. Master agreements attempt to use the large buying power 
of the state as leverage to achieve the best price possible. 25 The pricing in the master 
agreement is the result of a bidding process and pricing analysis. Due to the new 
regulations regarding competitive bidding, only some of the master agreements can be 
entered into without further competitive bidding.26 

CAL-Buy le-Procurement 

The DGS has begun to implement Cal-Buy, a new electronic system, in order to 
streamline the purchasing process. Cal-Buy will build upon existing programs such as 
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CMAS and commodity contracts and accelerate the process for browsing current 
contracts and seeking approval from the DGS.27 This comprehensive electronic 
procurement system for all state contracts will include 

• public access to contracting and procurement opportunities as well as historical 
information; 

• links to online policies and procedures, a decision support system, and online training; 

• product and pricing comparisons; 

• rules-based approval routing so that no transaction can be issued without appropriate 
approvals; 

• reverse auctions for commercial off-the-shelf items; and 

• data capture for all transactions and generation of required reports, eliminating 
redundant reporting wherever possible. 28 

Procurement Training 

California state government offers a variety of training programs at the California 
Procurement and Contracting Academy. The DOS-Procurement Division has formed a 
partnership with California State University-Northridge to coordinate and deliver a 
number of courses, workshops, and certificates.29 Currently, the academy is offering a 
Basic Certificate Program, an Intermediate Certificate Program, an Advanced Certificate 
Program, an Advanced Professional Development Certificate, and a number of 
procurement related workshops.30 The programs were developed by utilizing three 
different perspectives on the skills required of procurement officials; surveys were 
completed by vendors, administrators, and line staff regarding what should be included in 
the curriculum.31 

The California Procurement and Contracting Academy's Basic Certificate Program 
teaches state agency employees the skills that are required to become successful 
procurement officials in their individual agencies. The curriculum includes state codes 
and regulations; contract law; contract structure; ethical decision making; acquisition 
planning; acauisition phase; post-award administration; and leveraged procurement 
agreements.3 This eight-day course is split into three modules and delivered over a 
period of several months, allowing officials to apply the knowledge and then return with 
questions and comments regarding their experiences. Currently, each state agency has a 
Procurement and Contracting Official (PCO) responsible for procurement in that agency 
and for determining specific training and certification needs of their staff.33 

California offers some training courses to its procurement employees, including Ethics 
and Leveraged Procurement. The ethics training class is geared to showing employees 
how to follow the spirit of a law when encountering gray situations as well as introducing 
them to certain governmental codes. The purpose of the California Leveraged 
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Procurement class is to familiarize employees with California purchasing policies and 
procedures. 34 

Besides the training programs offered by the state, DGS also recognizes the importance of 
outside training. Ms. Mariel Dennis stated that not enough people appreciate the utility of 
professional organizations such as CAPPO (California Association of Public Purchasing 
Officials).35 These programs offer procurement officials tools that can transform 
purchasing positions into a professional trade. 36 

Dispute Resolution 

California has a dispute resolution and preference program that is used to handle vendor 
disputes in an attempt to avoid litigation. The focus of this program is on disputes against 
awards, solicitation requirements, and contract disputes.37 This office provides an 
advocate for the customer and supplier who provides them information and helps the 
parties determine if a potential dispute has validity. This jurisdiction extends from goods 
and services to information technology contracts. 38 In addition to this existing resolution 
office, a new program called the Alternative Protest Pilot Project is being implemented. 
Agencies can use this program, which is administered by the DGS, but the DGS must first 
approve their use of the program. The program has a preliminary evaluation period of 
seven days when an official will determine if the protest is frivolous. If the official 
determines that the claim is frivolous then a bond of at least 10 percent of the contract 
value must be posted by the protester before the protest can proceed. After this, the 
program renders a decision within 45 days, using arbitration as the main negotiating 
tool.39 

California's dispute resolution appears to have a major problem standing in the way of its 
efficacy. According to Patricia Jones, a veteran DGS employee who was on the staff of 
the <;Jovernor's Task Force on Contracting and Procurement Review and is currently the 
chief of the DGS Office of Small Business and Disabled Veteran Business Enterprise 
Certification (OSDC), the state's dispute resolution program is very complicated and 
confusing to both vendors and State employees.40 Ms. Jones stated, 

A diagram of the bidder dispute resolution program would be akin to a diagram 
of a plate of spaghetti. Disgruntled vendors have at least four different points of 
entry into the program and at least four different venues where they can present 
their case.41 

Due to the confusing setup of the program, Ms. Jones stated that many vendors choose 
not to waste time or other resources on protesting state actions and decisions. 

Commodities 

The procurement system in the State of California allows each agency to be responsible 
for its own procurement program. State law requires that the Department of General 
Services have oversight on all purchases over $100. However, the state law also allows 
the DGS to delegate general goods procurement authority to the agencies. 
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Office Supplies 

The state changed the way its agencies purchased commodities in 1997 by privatizing 
many of the responsibilities of the old Central Store Program (CSP). Before privatization, 
the state maintained warehouses that supplied all agencies with commodities.42 DGS 
would buy office supplies in bulk, thereby saving money, and then sell the goods back to 
state agencies for a small fee. Currently, state agencies make most of their office supply 
purchases through catalogs provided by Office Depot or Staples, and there is little 
oversight.43 The CSP now only provides goods made by the California Prison Industry 
Authority (PIA), such as cardboard boxes and binders.44 The Procurement Division of 
DGS also provides a Surplus Property Disposal Program, which offers used federal and 
state property to agencies, and a Publications Distributions Center that will print and 
distribute publications for state agencies.45 

Office Space/Leasing 

The DGS' Real Estate Services Division (RESD) provides a full-service professional 
staff that deals with leasing, buying, and selling facility space for agencies.46 

Vehicles 

The DGS competitively bids and makes vehicle contracts available to state agencies to 
help them meet their vehicle needs. 47 All state agencies are required to use DGS contracts 
for vehicle purchasing. Vehicle bidding begins in October and ends in March or June.48 

California's cities and counties can also use DGS contracts for vehicle purchasing for a 
cost fee of 2.12 percent per vehicle.49 

Cal-Card System 

The State of California currently has a Master Service Agreement with U.S. Bank to 
provide Visa card services to all state agencies for purchasing goods and services. 
Agencies can make purchases of up to $25,000 per transaction (higher limits are available 
to certain agencies).50 

Construction 

Individual construction projects are handled by the departments requesting the work. For 
example, Caltrans (the California Department of Transportation) procures its construction 
contractors in the following manner: ''The department is responsible for contracts to 
construct, repair or alter State highways, roadways, bridges or other structures."51 It 
advertises the project on both its website and the DGS website. Many times in the project 
description it requires the bidding vendors to have a certain certification level. In order to 
participate in the bid you must show that you have the required certification level. 
Caltrans then picks the lowest responsible and responsive bidder. The department also 
uses Request for Proposals (RFP) and Request for Quotations (RFQ) for projects with 
more technical demands. The process is handled by the Division of Procurement and 
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Contracts for projects under $120,000 and by the department's Engineer Office for 
anything over this amount. s2 

Information Technology Procurement 

The Department of Information Technology (DOIT) is the agency in charge of reviewing 
and approving information technology projects. However, the Department of Finance 
(DOF) is responsible for approving the funds. All state agencies' information technology 
projects must be approved by the DOIT, although they must collaborate in drafting the 
RFP, RFQ, and IFB (Invitation for Bids). 

The State Administrative Manual (SAM), Chapter 5201, explains the process applicable 
to all State agencies information technology and telecommunications goods 
procurements, including services (herein described as EDP or electronic data processing) 
as described in SAM Sections 4819 through 4819.42. s3 

Only information technology (IT) contracts over $250,000 must be advertised. Contracts 
less than $250,000 can pursue informal requests of quotation. If the value of an 
information technology contract is less than $10,000, a minimum of three suppliers' 
quotations are needed. However, when the annual value of the contract is over $10,000, at 
least seven quotations from suppliers are needed.s4 

The current IT procurement environment in California has been greatly influenced by a 
scandal involving software behemoth Oracle. In 2001 the state signed a $95 million 
contract to purchase Oracle software for state agencies. The deal was never competitively 
bid, and an ensuing State Auditor's report found that more than $41 million in taxpayers' 
dollars were wasted.ss On top of the misuse of tax dollars, matters were made worse by 
the company's $25,000 political donation to then-governor Gray Davis. Since the scandal 
broke, numerous state officials have been fired, Davis was forced to return the donation 
and was subsequently recalled from office, and an ongoing investigation threatens to 
punish others in California government. The scandal has led to greater scrutiny of the 
state's IT procurement process, and this increased scrutiny has led to procedures that may 
be causing DGS problems in its ability to effectively carry out IT purchasing. 

California's IT purchasing policies are ripe with problems, according to Bill Fackenthall, 
the project manager of the CORE Project. Fackenthall, who was a senior IT purchasing 
analyst for several years, stated that some of the difficulties facing California's IT 
procurement are: (1) the process is so long and drawn out, that by the time the state 
receives the equipment it purchased, the equipment is out of date; (2) the bidder base is 
very small due to the fact that many vendors choose not to do business with the state 
because of the onerous burden of the restrictions; (3) IT purchasing regulations are 
codified in a different section of state law than other purchasing areas (such as 
commodities), and the regulations are much more onerous; (4) the state can no longer 
negotiate with bidders because of a new law passed by the state legislature; and (5) the 
state does not have enough employees trained to carry out effective IT procurement.s6 Mr. 
Fackenthall stated that perhaps the biggest problem facing state IT procurement is that the 
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required oversight dollar value has been significantly decreased following the Oracle 
scandal. The result of the scandal is that even simple purchases such as keyboards now 
must be reviewed by DOS officials, and the agency only has eight employees trained to 
review all state IT purchases. Mr. Fackenthall stated that he believes California needs to 
find the middle ground between delegated purchasing with little to no oversight (a system 
that many credit with allowing the Oracle scandal to occur) and stringent centralization 
with zealous oversight (a system that the state has moved toward).57 

Outsourcing 

California identifies three avenues for securing state service contracts: Basic Service 
Contracts; California Multiple Award Schedule (CMAS) Program; and Consultant 
Service Contract. The difference between the Basic Service Contract and the Consultant 
Service Contract is in the final product. The state recognizes that in a Consultant Service 
Contract the product is not something tangible like a good, but instead is one that could 
answer a specific question or design a system. 

Service contracts over $50,000 must be reviewed and approved by the DOS. This rule is 
relaxed to a $100,000 limit if two bids are from small businesses and a small business 
ultimately is chosen. 58 Two other provisions mandated by the DGS directly affect the 
procurement process. The first is that the criteria for determining the winner is based on 
"best value," as it is defined by the Public Contract Code 12100.7(g).59 Last, the 
department is required to submit its Statement of Work in order to invoice for the service. 

Legal Issues for Service Contracts 

The most important legal issue is the authority to initiate a service contract. The 
Government Code lays out restrictions regarding which services are eligible for . 
outsourcing. If the service is offered by state employees, it cannot be outsourced. 60 A 
department may apply for an exemption from the State Personnel Board if it believes that 
there is a compelling reason to use an outside source. The most basic reason for granting 
an exemption is cost savings. It is noteworthy that the Government Code 19130(1) 
provides that the calculation of savings must take into account auxiliary costs, such as the 
administrative cost of running the program, and the cost of providing space and materials 
to the service provider.61 In addition, the wages the provider rays to its employees cannot 
be significantly less than the industry standard for the work.6 Aside from exemptions due 
to costs savings, a service is eligible for outsourcing if one of many conditions is met, 
such as a new function, conflict of interest, or emergency appointment. A complete list is 
available in Government Code Section 19130(b). 

In order to accept a bid, three bids must be received for all contracts over $5,000.63 Also, 
the final contract cannot be awarded until any bidder protest is resolved.64 If there is a 
need for a service that only one entity can provide, there are procedures for waiving these 
requirements. 

After determining that a service contract is valid, the selected provider also must comply 
with the state's regulations and policies. Statewide, and on all contracts, California 
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promotes labor standards and nondiscrimination policies. Some other statutory 
contracting practices applicable to service contracting include recycling (must disclose 
the percentage of recycled products in use), pollution (cannot award a contract to an entity 
that has been identified as an air or water polluter), and provision of health, dental, and 
vision benefits for janitorial service workers (applicable for all contracts that are valid for 
longer than 91 days).65 To enforce regulations, standard language, which was developed 
by the office of legal services, is required in all state service contracts. 

One final legal issue frequently in consulting contracts is the prohibition against "follow
on" contracts. Thus, if a provider recommends a certain service, it is excluded from 
performing the recommended service.66 

Manipulation of Legal Issues 

The bidding and selection process is the point where disregard and manipulation of the 
legal framework may occur. The emergency or sole provider provision often is given as a 
reason for not taking competitive bids, yet proper eligibility documentation is not 
provided.67 Another technique to avoid the bidding process is to use the CMAS. Since 
this program allows agencies to award contracts to providers on the approved list without 
bids, the contract price is not always consistent with market rates.68 These two loopholes 
allow an agency to award the contract without proper process, thus avoiding the checks in 
place. 

Merits and Drawbacks of Current Process 

California's use of a central agency to disseminate information about contracts is useful 
for information sharing. Among other things, this central agency provides training 
sessions for individuals who are responsible for contracting within their departments. 
However, each agency is ultimately responsible for its own contracts. 

The use of a central agency might have been too streamlined in the use of the CMAS. 
With an expansion of the oversight for contracting, some of these issues might be 
resolved. The governor recently commissioned a task force about government 
contracting, with many recommendations to improve the oversight of state contracting. 
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Appendix B. City of Sacramento Case Study 

Introduction 

This case study summarizes information acquired regarding procurement practices in 

Sacramento, California. Information was gathered through literature research, reading of 

city codes, news and internet research, and personal interviews conducted in the fall of 

2003. 

Overview of Purchasing Department 

In the City of Sacramento the city manager and city council share the ultimate authority 

for approving contracts for services. The determination of who will have the final 

authority to approve a contract depends on the value of the contract. The city has a 

purchasing department that makes recommendations to the city manager and council 

concerning procurement contracts. The city manager considers the Purchasing Office a 

part of his staff and allows it to handle all procurement functions.1 

The City of Sacramento has a semi-decentralized purchasing office consisting of three 

buyers. These buyers are responsible for procuring a major portion of commodities and 

nonprofessional services; however, they train and assist the departments with additional 

internal type purchases as well.2 Informal solicitations (purchases less than $100,000) as 

well as formal bids (purchases in excess of $100,000) that are handled by purchasing are 

advertised on the city's website, through the official city newspaper, and on the 

purchasing phone hotline. Informal bids are opened in the purchasing office and/or the 

city departments while the city clerk opens the formal bids publicly at City Hall.3 

Employees involved in purchasing with the city are encouraged to attend a training 

program offered through Sacramento State College. Upon program completion, the 

purchaser earns his or her purchasing certification. Training and outreach extends to not 

only city departments but also to the vendor population through recruiting and 

educational events held during the year to encourage and educate vendors on how to do 

business with the city. 4 

In Sacramento there are different procurement guidelines and approaches depending on 

the type of procurement. The categories identified are goods and services, public projects, 

and consulting contracts. Public projects cover most construction projects. There is 

considerable overlap in the specifications for each contract type. 

One of several tools utilized by both the departments and the purchasing office to save 

valuable resources and gain potential savings is by using other government agency 

contracts. This eliminates the need for repeat solicitation for same-item purchases and 

also hastens the time necessary in providing supplies and nonprofessional services. U.S. 

Communities and the Western State Alliance are just two of the organizations that have 
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competitively bid contracts that have been used by the city and other governmental 
agencies across the nation.5 

Legal Issues 

The issue of bid collusion is one that is taken seriously in the city; bid collusion between 
a city employee and a bidder or among bidders is considered a misdemeanor and could 
carry a fine and possible jail time. 6 The City of Sacramento provides domestic partner 
benefits to its employees when allowing for family leave and the same provisions must be 
included in any contracts with the city.7 When an employee leaves the city, he cannot 
make appeals on behalf of any other company for at least one year. 8 

Procurement Process 

In order to secure a contract for a good or service a bidding process must take place. The 
opportunity must be advertised in the official city newspaper at least ten calendar days in 
advance for contracts that will be equal to or above $100,000.9 These opportunities also 
are advertised on the city website. Once bids are received, the contract is awarded to the 
"lowest responsible bidder." A bidder is classified as "responsible" if the evaluator 
believes that it can perform the work in a satisfactory manner and be able to perform any 
maintenance work that might be needed at a later date. Io If the contract is for goods or 
nonprofessional services, the bid prices of the responsible bidders are then adjusted by the 
amount of sales and use tax that would be paid back to the city as a result of the 
contract. I I This adjusted price is the one used to determine who is recommended to 
receive the contract. This helps promote the use of local vendors for city contracts. In 
addition, local vendors are sometimes awarded more points in evaluating proposals. I2 

After a bidding process, the city manager has the authority to award the contract if the 
amount is less than $100,000. If the contract amount meets or exceeds this level, the city 
council must approve the contract. I3 Aside from no bids being received, or the bids not 
meeting the needs of the contract, city council can rule by a two-thirds majority to award 
a contract using a different process if it feels there is a compelling reason to do so. I4 The 
city also participates in cooperative agreements with other jurisdictions and the state. Is 
Finally, for goods, the city is allowed to buy surplus products from other entities. I6 For 
public projects, there also are emergency contracts, but these mostly relate to construction 
contracts. 

Pricing Levels/Methods 

The method used to award contracts depends on the dollar amount of the contract. For 
contracts in amounts up to $5,000, the award is at the discretion of the department. For 
amounts between $5,000 and $100,000, the city must solicit bids, receive three, and 
choose from the bidders. For all other contracts, a formal process must be followed. This 
may include the use of a request for proposals, request for qualification, or invitations to 
bid. 17 
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E-Procurement 

The City of Sacramento purchasing department has recognized the value of moving to a 
paperless environment not only to provide for the streamlining of the purchasing process 
but also to provide a more advanced financial accounting system. At the time of our 
interviews, the city was reviewing a financial system, American Management System 
(AMS), which is a modification of their current system. This modified system will save a 
considerable amount of money over implementing a completely new structure. 18 The 
AMS system specializes in taking systems that have worked in the private sector and 
adapting them for government use. This system offers catalog shopping, contract 
management, and auctions.19 

Functional Areas 

Construction 

Sacramento's procurement process begins with getting funding approval from the city 
council for projects costing over $100,000. Projects requiring less than $100,000 are 
under the jurisdiction of the city manager. Projects costing over $100,000, or those 
handled by the city council, are listed on a public works website. Sealed bids are accepted 
by the City Clerk's office. The City Clerk's office also determines the apparent lowest 
bidder. The bid then goes to the Engineering Division to determine if the bidder is 
qualified to do the job. 20 If the city chooses to waive looking at cost altogether and only 
consider qualifications, the project must be exempted by the city council.21 

Outsourcing 

Service Contracts/Professional Services 

Professional service contracts must adhere to the same $100,000 limit to determine if the 
city manager or the city council has the final contract approval. However, an interesting 
dynamic arises when a supplemental contract is issued. The city manager has some 
authority to issue supplemental contracts without conferring with city council.22 This 
authority is based on the amount of the original contract as illustrated in Table B.1. 

The city council must approve any supplemental contracts in excess of $100,000. A 
contract is considered supplemental when the additional work is within the original scope 
of work. 23 The city manager can work outside this requirement if necessary to prevent 
work disruption that would lead to an increased cost for the city, or if there is a safety 
issue or injury hazard. In this case, the city manager must report to the city council within 
30 days of issuing the contract. 24 

127 



Table B.1 
Statutory Spending Authority Levels in the City of Sacramento, 

California 

Original Contract Amount Limit of Supplemental Contracts by City 
M ana2er 

Less than $250,000 $25,000 
$250,000 to $1,000,000 10% of original contract 
$1,000,000 to $10,000,000 8% of original contract 
$10,000,000 and over 6% of original contract 

Source: City of Sacramento, Sacramento City Code, Sections 3.56.050 and 3.56.130. Online. Available: 

http://municipalcodes.lexisnexis.com/codes/sacramento. Accessed: October 4, 2003. 

Nonprofessional Services 

There are special provisions for nonprofessional service contracts, such as laundry 
service, janitorial service, or window-washing services. The workers providing the 
services must be paid a fair market wage, whether they work directly for the contractor or 
through a subcontractor. The city manager is responsible for determining a market wage 
by polling the market no less than 120 days prior to the contract award. Contracts of this 
nature must carry a liquidation clause; therefore, any contract signed for these services 
must contain a provision that the contractor must pay the state $10 per day for each 
worker not paid proper wages. 25 

Concession Contracts 

Concession contracts are for amenities such as food and snacks on city property. Any 
concession that will occupy city property for over 72 hours must be competitively bid, 
and an advertisement of the bidding opportunity must run at least once a week for two 
consecutive weeks.26 The city council has the authority to award the contract on the basis 
of best responsible bidder, as discussed previously. 27 An exception to city council 
approval occurs if the concession will primarily serve city employees. In this case, the 
city manager can enter into a contract without city council approval.28 

. 
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Appendix C. City of San Diego Case Study 

Introduction 

The City of San Diego has kept up with procurement trends through the use of an 
extensive e-procurement system. Most goods and services are purchased centrally, 
providing the city with substantial cost savings. San Diego is unique in that a nonprofit 
organization handles all elements of the city's IT purchasing needs. This case study 
provides an overview of San Diego's procurement system based on research and 
interviews conducted in San Diego in the fall of 2003. 

Overview of the Purchasing Division 

Procurement Laws and Statutes 

San Diego's city charter provides statutory authority for the purchasing of supplies, 
materials, equipment, and insurance to a purchasing agent. 1 The purchasing agent works 
with city administrative officers to ensure that all departments have the materials and 
supplies they need. Maximum cost guidelines are established by the city council, and the 
purchasing agent must ensure that costs do not exceed these established amounts.2 If the 
cost of a specific purchase exceeds the maximum amount, the purchasing agent must 
advertise for sealed proposals in the official newspaper of the city for at least one day. If 
the cost of the materials equals the amount set by the city council, the purchasing agent is 
not required to advertise in the newspaper but is required to secure competitive prices 
from interested vendors.3 The purchasing agent also must receive authorization from the 
council to accept any vendor's bid. If the cost of the materials desired is less than the 
maximum amount set by the city council, the purchasing agent can make the purchase at a 
department's request without competitive bidding or advertisement.4 

Contracts for personal services, goods, and consultants may or may not require 
competitive bidding, and contracts under $5,000 do not require competitive bidding of 
any kind. Contracts in excess of $5,000 have different requirements based on the value of 
the contract: 

• $5,000 to $10,000: Must seek competitive prices either orally or in writing. 

• $10,000 to $50,000: Must have at least five written bids. 

• $50,000 to $1,000,000: May only award the contract after advertising in the official 
city newspaper for at least one day. 

• Above $1,000,000: Must advertise the bid in the official city newspaper for at least 
one day, in addition to obtaining city council approval.5 

Many contracts do not require a formal bid process at all. These include: 
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• Contracts with an expenditure of less than $5,000. 

• Cooperative procurement contracts under $10,000. 

• Contracts that seek to remedy a state of public health or safety emergency. 

• Contracts that are only available from a sole source. 

• Annual blanket purchase orders between $5,000 and $50,000 that are not kept in city 
stores and that are required by city employees for immediate completion of work in 
progress. 

• Inmate services that are deemed in the public interest that do not exceed $500,000 per 
year and that have already been approved by the city manager. 

• Contracts for services with agencies or nonprofit organizations. These contracts must 
be approved by the city manager, must further a public policy, and cannot exceed 
$500,000 per year.6 

Purchasing Division 

The city fulfills its procurement laws and statutes through its Purchasing Division. The 
city's Purchasing Division is composed of procurement specialists who handle the actual 
negotiation of goods and services. These procurement specialists are divided into 
commodity groups such as automotive products, communications equipment, furniture, 
appliances, and consultants. Procurement specialists also handle the procurement of 
services that fall under their comiilodity groups.7 This organizational structure allows the 
city to combine similar purchases by different departments to achieve volume discounts.8 

Departments make all purchases through the city's Purchasing Division, and all payments 
to vendors must go through an approval process. The city will not provide payment on a 
purchase until approval has been obtained at all levels, including the relevant commodity 
group procurement specialist. Although the system requires the use of the Purchasing 
Division, violations of the process have occurred. When a violation does occur, 
procurement specialists take the opportunity to explain the cost savings that the city gains 
when departments use the mandated process.9 

All city procurement occurs within a highly automated e-procurement system from a 
third-party vendor called E-Plus. All aspects of the bidding process--online requisition, 
purchase order, invoice, and record storage-occur electronically. This software has been 
extremely useful, and as a result the city is heavily invested in the system. Although this 
investment could cause a future disincentive to change vendors, E-Plus has continuously 
improved the product and thus far has been extremely responsive to the city's needs.10 
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Personnel and Training 

The city requires that new procurement specialists possess a bachelor's degree and at 
least one year of experience in purchasing, preferably in the public sector. The following 
city guidelines list the skills required for the positions of procurement specialist and 
senior procurement specialist. 

PROCUREMENT SPECIALIST: One year of full-time professional joumey
level experience in purchasing a wide variety of governmental and industrial 
equipment, materials, commodities, and services which must include AIL of the 
following: Performing market analyses of commodities; developing 
specifications for material purchases and services; issuing and evaluating 
responses. of Requests for Information (RFls), Requests for Proposals (RFPs), 
and Requests for Bids (RFBs); making recommendations for award of contracts, 
and resolving disputes and protests. 

SENIOR PROCUREMENT SPECIALIST: Two years of full-time professional 
journey-level experience in purchasing a wide variety of governmental and 
industrial equipment, materials, commodities, and services which must include 
AIL of the following: Performing market analyses of commodities; developing 
specifications for material purchases and services; issuing and evaluating 
responses of Requests for Information (RFls), Requests for Proposals (RFPs), 
and Requests for Bids (RFBs); and making recommendations for award of 
contracts, and resolving disputes and protests. 

mom.. y DESIRABLE QUALIFICATIONS: 

I. Supervisory experience over a professional buying staff. 

2. A valid Purchasing Manager's Certification issued by the Institute for Supply 
Management. (Proof of certificate must be attached to your application.) 

3. Experience using a computerized procurement system. 

4. Purchasing experience with a public agency (e.g. City, County, State or Federal). 11 

To encourage rapid professional development, each new hire is assigned a "purchasing 
buddy." This purchasing buddy serves as a mentor and shadows the new hire until he or 
she is ready to work autonomously. Mentors remain accessible even after the new hire 
transition is completed, and all new hires receive an additional two weeks of intensive 
formal training. To maximize resources, the city typically hires multiple procurement 
specialists at the same time so that training can be given as a group.12 

Procurement Process 

The Purchasing Division purchases a wide variety of supplies, services, equipment, and 
expert assistance to the City of San Diego. One exception is public works construction 
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projects, which are the responsibility of the Engineering and Capital Projects Department 
or the Metropolitan Wastewater Department. However, most public works projects utilize 
some Purchasing Division tools. 13 

The procurement process in San Diego is a collaborative effort between the Purchasing 
Division and other city departments. Procurement specialists work with city departments 
throughout the bid process, lending their expertise on what type of bidding to use and 
how contracts and bids should be structured.14 Upon completion, contract proposals are 
posted on the city's Bid and Contract Of portunities page and an official notice is posted 
on the City Bulletin of Public Notices.1 The Bid and Contract Opportunities page allows 
vendors to find out about current bidding and contracting opportunities with the city.16 It 
is divided by type of item being purchased and includes Commodities, Contractual 
Services, Consultant Services, Public Works Construction, and Real Estate sections. 

In an effort to balance price and quality, bids are awarded to the "lowest responsible and 
responsive bidder."17 This methodology allows the city to eliminate potential bidders who 
are unqualified or who have a poor prior work history with the city. 

In the case of a dispute between a vendor and a city department, the procurement 
specialist involved will attempt to mediate the issue within the confines of the contract. 18 

If the vendor is unresponsive the city can require that the vendor become responsive 
within 90 days. If the vendor continues to be unresponsive, the contract can be terminated 
and rebid.19 

Any bid protest that is escalated past the procurement specialist must be reviewed by the 
city manager to determine if a Bid Protest Hearing Board is required. The board is 
appointed by the city manager and determines what steps, if any, should be taken to 
remedy the concern.20 

Vendor Information 

San Diego attempts to make its procurement process as user-friendly as possible for 
vendors. The Purchasing Division offers free workshops on how to conduct business with 
the city and lists the legal requirements for vendors on its website. 21 The steps that 
potential suppliers must follow in order to work with the City of San Diego include: 

1. Completing a vendor application for registration as a potential vendor. Small and 
emerging businesses can work with the Division's Vendor Outreach Program. Non
registered vendors may still bid on contracts, but must register before actual purchase 
orders are issued. 

2. Bidding on contracts listed by the city. There are many bid/contract general provisions 
which must be fulfilled by the vendor in order to receive a contract. These include the 
issuance of good-faith bonds or checks as well as proof of adequate insurance and 
bond coverage. At any point during this process, vendors can receive assistance from 
procurement specialists in their product category.22 

134 



3. Fulfilling the requirements listed in city-issued purchase orders, which are most often 
for one-year, fixed-price terms or a one-time, fixed-price term.23 The city allows 
vendors to obtain the results of the bidding process in three different ways: by 
attending the bid opening, by providing a stamped and self-addressed envelope 
requesting a copy, or by visiting the Purchasing Division within three days of the 
opening.24 The city Purchasing Division conducts a pre-bid meeting during which 
specifications of the contract are discussed and vendors may ask questions (not all 
bids have meetings and attendance is not required).25 The city favorably considers 
vendors from San Diego in the bid process through a Local Vendor Preference. The 
city ultimately awards contracts to the lowest responsible and responsive bidder who 
meets all requirements and specifications of the bid. 26 

The city also employs contract compliance officers to make sure that vendors and 
contractors are in compliance with city mandates, such as bonding requirements. Other 
parts of the division help vendors comply if they are having difficulties. For instance, 
because contractors are required by statute to solicit minority- or women-owned 
businesses for any subcontract work in city projects, the city has employees whose role is 
to help head contractors solicit Disadvantaged Business Enterprises.27 

Construction Purchasing 

San Diego's construction procurement process is not centralized, nor is it overseen by the 
Purchasing Division. The Metropolitan Wastewater Department (MWWD) handles bids 
for the Metropolitan Sewerage System, while the Engineering and Capital Projects 
Department handles bids for all other public works and capital improvement projects. 
Although the Purchasing Division does not handle any construction bids, they still are 
advertised on the city's e-procurement system with the relevant department listed as the 
contact rather than the Purchasing Division.28 Purchases between $5,000 and $10,000 are 
only required to have oral bids, while purchases between $10,000 and $50,000 are 
required to have at least five written bids.29 

Due to the demand for capital infrastructure improvements, San Diego recently 
implemented an initiative to pre-qualify contractors for construction projects. Only pre
qualified contractors can bid on contracts over $250,000, and more valuable projects have 
a more stringent qualification process. Contractor pre-qualification lasts only a year, and 
contractors must submit an application and related financial statements to become pre
qualified. 30 City staff verifies all of the information submitted by contractors and 
determines their maximum bidding capacity.31 Projects are awarded to the lowest pre
qualified, responsible, and responsive vendor.32 

Professional construction services are handled differently. Consultants are placed on 
rotational lists, and when a construction project comes up for bid the project manager 
evaluates the first five firms on the list to determine their qualifications for the job. The 
evaluation process consists of interviews, requests for qualifications, and past city 
evaluations of each firm over a five-year period. If none of these firms are deemed 
qualified, the next five firms are evaluated until one is found to be qualified. If more than 
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one firm is qualified, the project manager can use the most qualified firm. The next step is 
a negotiation with the qualified firm to determine price. If the parties cannot come to a 
consensus on the contract, the next qualified consultant of the five is allowed to negotiate. 
This system allows numerous vendors a fair opportunity to obtain work with the city. 33 

Information Technology 

In 1979 the city established a not-for-profit organization called San Diego Data 
Processing Corporation (SDDPC) to handle all city IT services, including IT 
procurement. The city established SDDPC because it was difficult to keep up-to-date with 
technology due to long procurement cycles caused by city mandates and statutes. SDDPC 
does not have to follow city mandates and codes and can therefore make purchases with 
an extremely quick turnaround time. In addition, SDDPC employees are considered 
private employees, and therefore not subject to civil servant pay scales. SDDPC is also 
able to avoid political pressure because it is a separate entity from the city, although its 
board is appointed by the city council and the mayor.34 

SDDPC maintains its own contracts with vendors, and city departments go through 
SDDPC service personnel to take advantage of these contracts. Technically, city 
departments are not required to go through SDDPC, although it is the norm for them to 
do so. SDDPC does not have sufficient volume to warrant using an e-procurement 
system. More importantly, if SDDPC used San Diego's e-procurement system, it would 
be required to follow city mandates and regulations.35 

Outsourcing 

The city introduced outsourcing in the mid- l 990s as a response to fiscal problems, the 
public's concern over the quality of city services, and the private sector's interest in 
providing city services.36 While the city initially contracted out only fleet maintenance, 
custodial services, and mail services, the list of outsourced functions has expanded to 
include countless goods and services.37 San Diego has an effective and efficient 
outsourcing system that has satisfied all parties involved-the city, private firms, and 
citizens. In 1994, when outsourcing was introduced, the city collaborated with public 
employees and unions in the development and implementation of the process.3 

Furthermore, the city welcomed assistance from consultants in order to include the 
private sector in the process. The collaborative process used in developing the process has 
resulted in "considerable savings, empowered employees, and improved labor 
relations."39 Two teams, the Legal Department and the Competition Team, share the 
responsibility for contract development.40 The Legal Department works primarily with 
city employees and handles contractual issues, while the Competition Team writes RFPs, 
evaluates vendor qualifications, chooses vendors, and negotiates contracts.41 

Services Outsourced 

City departments determine whether or not they would like a service to be outsourced. 
The Purchasing Division then works with the department to develop the bid and 
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contract.42 There are numerous public services that the City of San Diego has successfully 

outsourced to private firms. Ambulance services were recently outsourced to Rural/Metro 

in a five year, $4.5 million contract starting in March 1997.43 In 2002 the city outsourced 

the operation of 23 fixed routes in the San Diego Metropolitan Transit District in a five

year, $111 million contract to ATC and Vancom.44 Currently, 43 percent of San Diego's 

bus system is outsourced to outside firms and the percentage may increase in the future. 45 

The County of San Diego recently sold all of its solid-waste assets, including four 

landfills, ten rural bins stations, and a recycling facility, to Allied Waste Industries.46 By 

doing so, the county transferred the environmental liability to the private contractor as 

well.47 As a result of this contract, the county gained $184 million, which was used to 

fund the maintenance of closed landfills and enhancement of the county.48 The County of 

San Diego also contracted out the position of the public defender, saving the county 

$235,000 per year.49 
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Appendix D. State of Florida Case Study 

Introduction 

The study team completed the case study on the State of Florida in the fall of 2003. The 
research presented in this case study is drawn from a variety of sources, including the 
State of Florida website, newspaper stories, journal articles, and other reports found 
online. In addition, the study team conducted interviews in Tallahassee, Florida, with 
state procurement officers, project managers, contractors, and others associated with 
public procurement in Florida state government. 

This case study includes an overview of the purchasing system in the State of Florida. It 
discusses procurement personnel, methods, oversight and management, and other key 
topics. In addition, it describes the four major functional areas of procurement covered in 
this report: commodities, construction, information technology, and outsourcing. 

Overview of Purchasing Department 

Procurement Laws and Statutes 

Purchasing in the State of Florida is defined in Chapter 60A-1 of the Florida 
Administrative Code.1 According to Chapter 60A-1.001, a purchase is "an acquisition by 
contracting in any manner, whether by rent, lease, purchase, or installment which may 
provide for the payment of interest on unpaid portions of the purchase price, or outright 
purchase, from a source of supply for either commodities or contractual services."2 Title 
XIX, Chapter 287, of the 2001 Florida Statutes, "Procurement of Personal Property and 
Services," establishes the legal framework for procurement by the State of Florida.3 In 
addition to this chapter, there are corollary statutes that legislate specific facets of 
procurement: a code of ethics for public officers (Chapter 112), public records (119), 
administrative procedures (120), and others. Function-specific laws apply as well. 
Chapter 337, for example, requires contractor pre-qualification. 

The Department of Management Services (DMS) currently is amending the rules 
specified in the chapter through a series of rulemaking workshops with procurement 
officials and other staff. The changes are focused on updating wording and terms in the 
statutes as well as providing for the incorporation of MyFloridaMarketPlace, the state's 
online purchasing system, into the purchasing code. 4 

Organization 

The DMS oversees purchasing for the State of Florida. Section 287 .032 of the Florida 
Statutes states that the purpose of the DMS is "to promote efficiency, economy ... to effect 
coordination in the purchase of commodities and contractual services for the state; and, to 
provide uniform commodity and contractual service procurement policies, rules, 
procedures, and forms for use by agencies and eligible users."5 The DMS State 
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Purchasing Office has delegated purchasing authority to agencies. In other words, 
purchasing in Florida currently is decentralized. The Purchasing Office does, however, 
negotiate State Term Contracts and State Negotiated Agreement Price Schedules. State 
Term Contracts are contracts with vendors who offer competitive pricing on certain items 
that the state purchases regularly.6 A term contract generally has a term of one to two 
years with an option to renew.7 Three-ring binders, car batteries, and consulting services 
are examples of items purchased under term contracts. Specialty items such as pavement
marking materials also may be bought through a standing agreement. 8 

The purchasing agencies in the State of Florida are the Office of the Director, Bureau of 
Standards and Programs Management, the Bureau of Procurement and Contract 
Management, and the Bureau of Federal Property Assistance. State purchasing offices are 
located throughout Florida. 

Procurement Initiative: MyFloridaMarketPlace 

Since 2001, the OMS has focused on streamlining the procurement process in Florida. 
The primary goals are to eliminate duplicate purchasing and other inefficient practices. 
This effort culminated in a centralized State Technology Office that was charged with 
creating an electronic procurement system, now known as MyFloridaMarketPlace. 

MyFloridaMarketPlace is the online forum for state agencies to announce and manage 
vendor contact and bids. Launched in April 2003, the OMS and the Department of 
Transportation were the two pilot agencies that tested the system. All state agencies flan 
to use MyFloridaMarketPlace to conduct purchasing by the start of fiscal year 2004. 

The new system allows state agencies and potential vendors to review current purchasing 
protocol and statutes. MyFloridaMarketPlace is an arena for exchange between buyers 
and vendors. Registering with the electronic procurement system, vendors can learn 
details about recent bids, post information about new products and services, and gain 
access to all buyers using the system, including state and local government agencies as 
well as public schools, colleges, and universities. The focus of MyFloridaMarketPlace is 
on reducing clerical efforts associated with purchasing, improving management control 
over purchasing activities, increasing utility of commodity and service classification 
information, and improving control over vendor performance.10 According to project 
managers, MyFloridaMarketPlace allows procurement officers to get the requisite three 
quotes easily and create a more uniform procurement process for all state agencies. I I 

Accenture, the state's contractor for the project, runs the MyFloridaMarketPlace tool and 
must meet specific service level metrics such as system availability percentage and 
response times for the Help Desk, which Accenture also manages. Accenture currently 
has a five-year contract (ending November 2007) with the OMS, including the option to 
renew for an additional three to five years. Presently, there are more than 37,000 vendors 
registered on MyFloridaMarketPlace. I2 
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Personnel and Training 

According to OMS officials, as of November 2003 the state does not require 
procurement-specific certification for purchasing officers. There are, however, general 
human resources requirements for purchasing officers, such as a college degree or four 
business courses. State procurement staff has diverse backgrounds, including agency or 
private sector purchasing, engineering, and the purchasing and supply chain management · 
program at the Florida-State University College of Business. In addition, some purchasing 
officers have purchasing professional certifications and training. The state is developing a 
certification program that will be based on the National Institute of Government 
Purchasing, ~c. (NIGP) certification program.13 

Procurement Process 

Pricing Levels 

Chapter 287 .017 of the Florida Statutes specifies procurement levels.14 The OMS 
encourages the use of a state purchase card for purchases under $2,500; over $2,500, the 
law requires quotes and is more stringent; and purchases over $25,000 require formal 
competition, with some exceptions. For high-ticket procurement items or services, 
Florida requires departments to advertise the contract up for bid. In these cases, the state 
uses a sealed bid process. Bids for work are due at a specific time in a sealed package and 
are opened for the first time in a public meeting. The state never considers bids received 
past the hard deadline.15 

As in many localities, the Department of Management Services has a contract, 
administered by the Department of Financial Services, for purchase cards (p-cards ). OMS 
officials estimate that the use of p-cards for low-dollar value expenses results in process 
savings. 16 

Methods 

The state uses three primary purchasing methods to establish competition. These methods 
may be used for more formalized purchases and are meant to complement the established 
purchasing levels. 17 

Invitation to Bid (ITB) - Agency has specific items or services in mind and the bid is 
evaluated strictly against the General Terms, Special Conditions, and Specifications 
of the ITB. The lowest responsible bidder wins, and this method is typically used in 
commodity procurement 

Request for Proposal (RFP) - Agency has general idea of item or service it needs but does 
not have ability to develop the Special Conditions and Specifications. Proposals are 
evaluated against a specified set of criteria and responses are scored using a point 
system. The most advantageous bid, considering price and criteria, wins. This method 
is generally used to acquire services. 
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Invitation to Negotiate (ITN) - This method is employed when an ITB or RFP does not 
acquire the needed bids. In this scenario, the agency invites potential vendors to bid. 
The winning bid belongs to the vendor with the best combination of price and 
qualifications. Criteria for using ITN are as follows: 

• agency cannot accurately or completely define the service or good it needs (i.e., 
technology, outsourcing, complex services); 

• the goods or services can be delivered by more than one means (i.e., technology, 
complex services); 

• price is less important than vendor and contractor qualifications; 

• bids may contain innovative, alternative solutions to meet agency needs; and 

• bids may contain different levels of commodities or services requested, requiring 
negotiation to reduce or increase the price and services to an appropriate level.18 

Oversight and Management 

The DMS is the primary agency for oversight and management of procurement contracts 
in the State of Florida. In the pre-contract phase of purchasing, the DMS maximizes cost 
effectiveness by adhering to a few key principles and processes: (1) going through a 
buy/don't buy decision; (2) clearly defining specifications; (3) paying attention to the 
contract terms and conditions; and (4) making sure there is competition from potential 
vendors. DMS officials also emphasize the importance of the NIGP' s Three E's in 
oversight of the procurement process: effectiveness, efficiency, and economy.19 

Beyond the purchasing officers and the DMS, which has the authority to audit all state 
purchases, there are several other responsible parties for expenditure analysis. For 
example, the Chief Financial Officer for the state provides further oversight, verifying 
that the agency followed the laws at the payment stages of contacts, as do the inspectors 
general, an oversight authority within each agency. Finally, because of the Florida public 
records law, the public has the right to review transaction records, and the State 
Purchasing Subsystem (SPURS) gives them the capacity to see those records.20 

Functional Areas 

Commodities 

Commodity procurement includes, but is not limited to, the purchase of office furniture, 
supplies, vehicles, travel expenses, office space, and facilities. PUrchase of these 
commodities is the responsibility of the DMS Purchasing Office. Its job is "to formulate, 
adopt, establish, and/or modify standards and specifications applying to all State 
purchases of commodities/contractual services, except for standards and specifications 
applicable to commodities purchased by agencies under authority delegated pursuant to 
Rule 60A-l.002(2)(e), F.A.c," although the Division of PUrchasing can withdraw the 
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delegated authority at any time.21 The division may work with other agencies to create 
standards and specifications for invitations to bid, and the agencies are required to 
implement any changes to their standards and specifications that the OMS mandates. 

The state recently conducted its first reverse auction. A reverse auction is a real-time 
electronically enabled bidding system whereby pre-qualified vendors bid against other 
vendors. The qualified vendor with the lowest price wins the business from the state. In 
this instance, reverse auctioning allowed the state to save about 32 percent off the historic 
baseline price for office consumables. 22 

Construction 

Construction procurement covers the purchasing of goods and services necessary to take a 
structure from concept to completion, including design, construction, finishing, and 
project management. 23 

Three prominent areas of construction procurement are transportation, prisons, and state 
building infrastructure. The Florida Department of Corrections, for instance, spent $27.4 
million in fiscal year 2001-2002 on "additional [prison] capacity through expansion and 
new construction" and another $14.2 on maintenance of preexisting facilities.24 In its 
proposed fiscal year 2003-2004 budget, the Florida Fish and Wildlife Conservation 
Commission requested $634,700 (fiscal year 2003-2004) for design and $16.2 million 
(fiscal year 2004-2005) for reconstruction and modernization of its state headquarters in 
Tallahassee. 25 

Transportation 

The Florida Department of Transportation (FOOT) spends approximately $1.7 billion on 
highway contracts annually.26 In addition to the traditional low-bid process, FOOT uses 
several other pricing methods. The first type of bid is called A+B, which is based on the 
standard bid plus time. The award is made to the lowest bidder.27 Lump Sum bids are 
based on situations when the state asks contractors to provide a total that would allow the 
contractor to complete the project. This bid type is generally more work and more risk for 
the contractor-if it is selected based on a bad assessment by the contractor, the 
contractor still must complete the project for the specified amount.28 Finally, the 
Design/Build process mainly is used for bridge construction in Florida but is based on 
what type of brid~e design is needed. In this project scenario, the designer and builder are 
a packaged deal. 2 In general, the entire bid process takes about three months: 60 days for 
advertisement (30 for smaller projects), and bid acceptance; 22 days for the bids to be 
reviewed; and 72 hours for vendors to respond to the FOOT notification of intent to 
award the contract. If there are no protests, the contract is awarded and the selected 
contractor has 20 days to execute the contract. 30 

FOOT uses various technologies for data management and oversight. For example, FDOT 
uses Transport, a system developed by InfoTech Consultants and licensed through 
AASHTO (American Association of State Highway Transportation Officials), to handle 
the contracting process. The Letting and Award System (LAS) is a specific part of the 
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Transport system. FDOT manages the processes to advertise, record the bids, and award 
and execute contracts through LAS. In addition, Site Manager is used to administer the 
onsite project information based on data fed to it from LAS. For instance, Site Manager is 
useful for comparing daily costs and progress to the contractor's original estimates. 31 

Finally, while details are not available yet, FDOT is in the process of implementing an 
online bidding system (fall 2004) called Bid Express.32 

Information Technology 

As mentioned earlier, in 2001 the State of Florida approved two related measures to 
improve purchasing efficiency: a centralized State Technology Office and an electronic 
procurement system. The primary efficiency goals were to reduce the costs of annual 
upgrades, leverage best practices from the private sector, increase business opportunities 
for citizens, expand revenue streams, and stimulate growth in the private sector high-tech 
job market via development of public business projects. 

State Technology Office 

• There is significant collaboration between the public and private sectors through the 
State Technology Office (STO). Accenture, BearingPoint, and more than 30 IT 
companies provide the State of Florida with IT and e-govemment solutions. Through 
a partnership between the State Technology Office and Accenture, many state 
functions went online; the collaboration resulted in a portal known as MyFlorida.com 
that allows access to the e-procurement system, MyFloridaMarketPlace. 
MyFloridaMarketPlace includes online vendor registration, bidding protocol, and 
information on pricing agreements. Currently, it also provides access to the SPURS, 
which is being phased out with the successful implementation of 
MyFloridaMarketPlace. 

• The state initiated the MyFloridaMarketPlace project with an Invitation to Negotiate 
(reference number 02-STO-ITN-006). Accenture is responsible for applications 
management with respect to the state portal (MyFlorida.com), e-govemment services, 
and the Enterprise Technology Services Desk. BearingPoint administers the 
management and improvement of services delivered through the State Technology 
Office, including the data center, desktop management, and e-govemment. 

Ethics Issues 

Oversight and management of technology procurement has presented challenges in 
Florida. For example, in 2002 investigators audited the STO under Comptroller Bob 
Milligan and Attorney General Bob Butterworth. The investigation determined that STO 
illegally solicited money from businesses with state contracts, failed to adequately 
account for expenditures, and may have paid for services that were not received. The 
audit also found that the STO was without sufficient contracts, often paid for duplicate 
services from multiple vendors, operated without the necessary charter to do business in 
Florida, and that employees solicited money, sponsors, hotel rooms, and other items.33 
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Among other findings, the report stated that the office solicited funds from vendors to pay 
an individual $191,764 to produce a technology presentation to be made by the governor 
of Florida at a technology convention in November 2000. The STO paid the individual 
almost $250,000 for the presentation. The report also pointed out that a state settlement 
with the individual included false and misleading statements used to pay an additional 
$81,764. He also was paid $110,000 by Enterprise Florida, Inc. In addition, the audit 
found the appearance of a conflict of interest in a contract with KPMG Consulting to do a 
feasibility study for the Department of Business and Professional Regulation (valued at 
$399,000), and there were questions raised regarding a contract with the State Division of 
Retirement worth $16.5 million. The audit was referred to the State Ethics Commission.34 

In light of the legal violations, the STO' s chief information officer resigned in 2001, and 
Kimberly Bahrami stepped in as acting CIO. Under her leadership, the STO worked to 
improve credibility. In a 2004 interview with Ms. Baharami, the Center for Digital 
Government stated that the STO had implemented a new strategic plan and marketing 
plan. Collaborative communication was essential to garner support for the new initiatives 
of the agency; to improve efficiency in project management, Ms. Bahrami has ensured 
that each technology project includes a product manager as well as project managers from 
the Enterprise Program Management Office to oversee and evaluate projects and form 
strategic alliances with vendors. 35 

Outsourcing 

The Governor's Office in the State of Florida has emphasized the need for increased 
efficiency in state government operations and public service delivery.36 As a result, the 
State of Florida recently has outsourced several major functions, including many aspects 
of human resources, workforce development, and administration of the outdoor 
advertising program. 

The following section describes the outsourcing initiatives in more detail. Governments 
outsource programs and services for a variety of reasons. The information in this section 
focuses on several key issues: rationale for outsourcing the program or service, process 
for outsourcing, and the results of outsourcing (if yet determined). 

Human Resources: "People First" 

On August 19, 2002, the State of Florida signed a contract with Convergys Corporation to 
administer the statewide personnel system. The seven-year contract, worth $278.6 
million, was the culmination of a two-year project known as the "Human Resource 
Outsourcing Initiative," but now called "People First.'.37 The contract between Convergys 
and the state, acting through the DMS, is for the creation and maintenance of an online 
system for managing employee payroll and benefits, recruitment, workforce data 
management, training, and administration of performance reviews. 38 
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Rationale 

The decision to outsource the State of Florida's personnel system was based on several 
important factors. First, state officials determined that the previous system, the 
Cooperative Personnel Employment Subsystem, or COPFS, was technologically outdated 
and fragmented, encompassing five stand-alone systems almost 20 years old39 A 
satisfactory upgrade of COPES was not feasible, and replacing the system with state
owned technology would have required approximately $80 million in software costs 
alone.40 In addition, state officials also recognized that procurement of services, rather 
than owning the infrastructure, would allow Florida to remain on the cutting-edge of 
available technology-without the substantial costs for maintenance and training.41 

According to the DMS, the rationale for outsourcing also was based on several perceived 
benefits outside the typical cost-benefit analysis. For example, the DMS believes that 
outsourcing allows state agencies to focus exclusively on "core business and mission," 
which allows for better service to employees and the public in general.42 Also, the new 
personnel system, with direct access to human resource records and functions, will allow 
for real-time delivery of services to employees. The DMS predicts that reduced waiting 
periods for changes to insurance status, dependents, or others important needs will 
increase employee productivity and job satisfaction.43 

Projected costs savings to the state provided another reason for outsourcing the personnel 
system. In addition to the $65 to $90 million that would have been required to replace 
COPES, state officials estimate that outsourcing will save $173 million over the seven
year duration of the contract with Convergys, resulting from streamlined HR processes, 
reductions in time required to fill vacancies, and employees transitioned to departments 
with greater staffing needs.44 

Process 

The DMS issued a "Request for Information" in December 2000 and received responses 
from 14 vendors. State agencies conducted inventories of FI'F.s, functions, and unique _ 
needs to determine the "base-case" costs for delivery of HR services. The DMS worked 
with a taskforce to manage the project, which provided leadership for the procurement 
process. The state released an Invitation to Negotiate (ITN) in March 2001. The ITN, in 
contrast to an RFP, communicated the state's service needs and levels, not how the 
services were to be delivered. According to DMS staff, issuing an ITN focusing on the 
procurement of services, as opposed to IT infrastructure and services, was a unique 
method of procurement compared to other HR outsourcing initiatives.45 The DMS, 
working with MEVATEC, a private consulting firm, completed a business plan for 
comparing the base-case to the outsourcing scenario in September 2001. The business 
plan suggested that outsourcing HR services would result in a variety of benefits to the 
state, and a contract was signed with Convergys in August 2002.46 Implementation started 
in May 2003 and full implementation is expected in early 2004.47 

In addition, the state contracted with Acclaris, a business process-solutions firm, in 
November 2002 for consulting services to monitor the implementation and performance 
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of the contract with Convergys for the first 3.5 years of the contract.48 Acclaris is 

providing the following services: program leadership support, monitoring program plans, 

quality assurance, vendor compliance, identification of risks and issues, communication, 

training, and technology/systems integration experience.49 

Results 

The HR outsourcing project affected 1,287 FfEs previously employed in HR functions in 

the State of Florida. As a result of the computer-based system, 316 are now employed in 

HR and 922 were retrained and placed in other agencies. Convergys hired approximately 

ten employees. The retraining needs were minimal, and employees have been generally 

happy with their new positions in other agencies, citing benefits of "new careers" in areas 

such as public safety, transportation, education, and child protection. 50 At the time of this 

case study, DMS was deploying the new system in several stages. According to the DMS, 

the system should be fully online in spring 2004.51 

Outdoor Advertising Program 

The Florida Department of Transportation (FDOT), in accordance with the federal 

Highway Beautification Act (HBA) of 1965 (Title 23, United States Code) and Chapter 

479 of the Florida Statutes, is responsible for controlling outdoor advertising along the 

interstate and federal-aid primary highway system.52 State administrative rules and 

procedures are outlined in Chapter 14-10 of the Florida Administrative Code.53 

The Florida Outdoor Advertising Office (ODA) resides in FDOT's Office of Right of 

Way and administers all aspects of compliance with the Highway Beautification Act, 

including issuing licenses, permits, and tags for signs, maintaining a statewide inventory 

of signs, monitoring for compliance with sign guidelines, and more. In 2003 the State of 

Florida had 11,000 miles of HBA-controlled roads and issued approximately 23,000 sign 

permits to businesses. 54 

Rationale 

In 2000 the Governor's Office of Policy and Budget instructed state agencies to develop 

five-year plans to reduce workforces by 25 percent, beginning in fiscal year 2001-2002. 

FDOT recently outsourced most of the activities under the outdoor advertising program as 

a way to comply with the statewide mandate to reduce personnel and program costs.55 

Process 

FDOT issued an ITN in 2001 for the outdoor advertising contract and received seven 

bids, of which four were close to the state's expected expenditure. After negotiating with 

potential vendors, FDOT signed a contract with Tampa Bay Engineering (TBE) in 

September 2001. TBE's contract is around $750,000 per year to administer the program. 

The state retains responsibility for legal negotiations with sign owners in violation of state 
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rules as well as compensating sign owners if eminent domain procedures require sign 
removals. 

Results 

Outsourcing administration of the outdoor advertising program resulted in eliminating 23 
FOOT positions in the right-of-way program, reducing personnel costs by $770,454 and 
saving the state a total of $33,787 in fiscal year 2002-2003. The 23 positions primarily 
were involved with maintaining sign inventories, ensuring that permits accurately 
represented information about signs, and removing illegal signs.56 In addition, according 
to FOOT, legal fees have decreased from approximately $250,000 to $100,000 as a result 
of the consultant's work with sign owners to resolve disputes.57 

Workforce Development System 

Under the federal Wagner-Peyser Act, states are authorized to deliver training and 
employment services for the purpose of workforce development. The statewide workforce 
development system includes a variety of activities and programs, such as formation of 
workforce policy, operation of "one-stop" job training centers for resume assistance, 
referral services and training programs, outreach to businesses for policy guidance and 
hiring needs, and others. The primary goal of the workforce development system is to 
help participants find gainful employment that provides self-sufficiency. 

Rationale 

The Florida Legislature passed the Workforce Innovation Act of 2000 to reorganize the 
statewide workforce development system. Prior to passage of that legislation, the system 
was viewed as fragmented and inefficient, with more than 270 state and local 
organizations involved with planning and delivery of workforce development programs.58 

The state also identified other inefficiencies, including lack of an integrated data system 
for tracking program participant information, lack of awareness in the business 
community about available hiring and training services, and lack of a comprehensive 
marketing program or benchmarking system for progress. 59 

Process 

The Workforce Innovation Act of 2000 shifted responsibility for workforce development 
programs from the Department of Labor and Employment Security (subsequently 
abolished) to a new office, the Agency for Workforce Innovation. The act also created 
Workforce Florida, Inc. (WFI), a nonprofit public/private partnership composed of a 45-
member board of directors that governs workforce development policy for the Agency for 
Workforce Innovation (A WI) and oversees 24 regional workforce boards that provide 
service delivery, including 200 one-stop career centers across Florida.60 
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The fiscal year 2002-2003 budget included $417 ,600,230 to the A WI for workforce 

services and $9,652,593 to WFI to provide oversight, planning, and policymaking for the 
61 

workforce development system. · 

WFI establishes policies and provides program direction for the A WI. The A WI receives 

federal funds for workforce development programs, such as Welfare to Work, Temporary 

Assistance to Needy Families, ~d others. The A WI then distributes funds to the state's 

24 regional workforce boards (RWB), organizations composed of county commissioner 

appointees from business, education, labor groups, economic development organizations, 

and community-based nonprofits. The RWBs operate under performance contracts with 

the A WI and develop local plans for using workforce development funds, including 

selection of contractors to operate one-stop centers. One-stop centers research labor 

markets, work with employers to match job seekers with available opportunities, and 

offer other services such as resume writing and interviewing skills training. The A WI 

monitors the RWBs and one-stop career centers for compliance with federal and state 

requirements. 62 

The A WI contracts with private entities for one-stop centers, but federal law prohibits 

private firms from delivering services under the Wagner-Peyser Act. As a result, 

contractors and A WI employees staff one-stop centers. The A WI employees currently 

deliver Wagner-Peyser services (WFI is pursuing a waiver at the Department of Labor for 

this requirement).63 
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Appendix E. City of Tallahassee Case Study 

Introduction 

The City of Tallahassee, Florida, case study was completed during the fall of 2003. The 
research presented in this case study is drawn from a variety of sources, including the City 
of Tallahassee website, media sources, a review of the City of Tallahassee Municipal 
Codes, attendance at a city commission meeting, and personal interviews. The research 
team focused on four areas of public procurement: commodities, construction, 
information technology, and outsourcing. 

Overview of Purchasing Department 

The City of Tallahassee has a population of almost 150,000 and is governed by a mayor 
and city commission.1 The mayor and commissioners serve four-year terms, with 
elections and terms staggered every two years. As a full-time employee of the city, the 
mayor is responsible for leading commission meetings, which occur twice a month. 
Commissioners are considered part-time staff and generally keep their outside jobs.2 

The commission appoints four city administrative positions: city manager, city attorney, 
city auditor and city treasurer/clerk. The city manager oversees most of the city 
departments and appoints all city staff, except in the departments of finance and records 
and taxation. 3 The city manager oversees departmental operations and has the power to 
act as the purchasing agent.4 The city manager authorizes the director of the Department 
of Management and Administration (DMA) to act as the authority for procurement, up to 
a point.5 

Within the DMA and reporting to the director are five departments: Information 
Technology; Accounting Services; Budget and Policy; Administration; and Procurement 
Services, which includes purchasing agents, accounts payable, and warehouse operations. 

The annual city budget is about $504 million: $120 million is for salary and benefits; 
$110 million is for the purchase of natural gas and other purchased power for the electric 
and gas utility; and the rest of the city's purchases and go through the purchasing 
processes. 6 

Procurement Laws and Statutes 

Each department director is authorized to sign contracts for goods or services up to 
$10,000, as specified in his overall purchasing authority level. All other procurement
related contracts and contract renewals are signed by the procurement services manager, 
the city manager's designee for this task.7 

Generally, the city can work with the same vendors time and again. However, there is a 
state statute, the Competitive Consultant's Negotiation Act (CCNA), which gives lower 
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points in the evaluation process for the higher volume of work for some types of 
consultants, like architects and engineers. Due to this statute and the city's 
implementation procedures, the governmental entity ends up working with many 
contractors. 8 

Organization 

The Department of Management and Administration has handled all purchasing for the 
city since the department's creation in 1997. In Tallahassee, "the Procurement Services 
Division of the Department of Administration is responsible for providing centralized 
operations and establishing a system of coordinated and uniform policies, procedures and 
practices for Purchasing ... [and] Contracts Administration."9 The types of purchasing in 
the department's purview include everything from roadway and upright construction to 
equipment purchases to overhead and underground construction. In addition, the division 
is in char§e of the training of city procurement officials and management and payment of 
vendors.1 

Within the DMA, the Procurement Services Division provides "centralized operations 
and establish[ es] a system of coordinated and uniform policies, procedures and practices 
for Purchasing, Accounts Payable, Warehouse, Contracts Administration and 
Reproduction activities."11 Managed by Cathy Davis, Procurement Services makes the 
following information available to the public and potential vendors: current procurement 
listings; formal contracts; construction bids; straight bids; annual bids; requests for 
proposals (RFPs); professional service requests for proposals; current award 
recommendations; and current board agenda items.12 The DMA sets procurement 
procedures for other city departments, and each department is responsible for working 
with the DMA to tell how to write the specifications (the department is the expert). 
Typically, the department writes the specs and then sends them to the DMA.13 

Recently, Procurement Services has undergone a major overhaul. Now the group is 
subdivided based on procurement teams that manage everything from the procurement 
through the accounts payable. Each team has a service area that it manages and 
specializes in, which allows the procurement team to spot problems more easily. A 
service area like Safety and Neighborhood Services has five or six departments, such as 
Neighborhood and Community Services, Customer Services, Police, Fire, and Parks and 
Recreation. 14 

Personnel and Training 

Even though the procurement personnel are subdivided into teams, the DMA is careful to 
make sure team members are cross-trained so there is coverage in case employees need to 
be out for any reason.15 

New procurement agents are encouraged to receive their certification from the National 
Institute of Governmental Purchasing, Inc. (NIGP), or from the Institute for Supply 
Management (ISM), which covers information regarding supply management in the 
private sector. 16 
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There is a book for agents on how to use the DemandStar system, and DemandStar also 
will send a technician to train users on occasion, particularly when there is an update to 
the service. Additionally, training was provided for vendors when DemandStar first was 
installed, and training continues to be available through Minority Business Enterprise 
(MBE) workshops. I7 

Procurement Process 

Pricing Levels 

Procurement in Tallahassee is decentralized to a point. The following price thresholds are 
used in determining requirements for purchases: 

• Purchases under $1,000 are purchased with a p-card. 

• Purchases over $1,000 must have competition; this can be phone quotes with notes 
written on forms. 

• Purchases up to $10,000 can be approved by the department directors, as long as there 
are documented phone quotes for amounts over $1,000; purchase cards can be used 
up to this point as well. 

• Purchases over $10,000 but under $25,000 must be approved by the manager of 
procurement services, and the formal process (requisition through bid) must be 
managed by one of the procurement teams. 

• For purchases over $25,000 but under $50,000, the city manager has delegated 
authority to the director of management and administration to approve these 
purchases, and the procurement team is looked to for its recommendation on how to 
proceed. 

• For purchases over $50,000, the city commission must approve the purchase.18 

The City of Tallahassee Public Works Department "provides any services to the 
community which are not directly reflected on citizens' utility bills and are not part of the 
public safety and transrortation network," including the management of capital 
construction projects. I 

The Tallahassee Municipal Code makes provision for preference of local vendors in 
procurement and contracting. For purchases of $250,000 or less, local vendors must be 
within 5 percent of the lowest bid to obtain preferential contracts; within 3 percent of the 
lowest bid for amounts between $250,001 and $500,000; and within 2 percent for 
contracts over $500,000. In all cases, the cost differential should not exceed $25,000.20 

Local business is defined as "a person, firm, corporation, or other business entity which is 
duly licensed and authorized to engage in the particular business at issue, and which has 
maintained a permanent place of business with full-time employees within Leon, 
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Wakulla, Gadsden, or Jefferson County, Florida. for a minimum of six (6) months prior 
to the date bids were received for the purchase or contract at issue."21 

Methods 

The Department of Management and Administration oversees all bidding and 
procurement procedures. Vendors may obtain information through the city's newspaper, 
the Tallahassee Democrat, through direct request from the department (vendors are 
charged for paper copies and through the DemandStar online bidding system). 

Bid and Request for Proposal (RFP) information is made available to the public in four 
formalized ways. This information is: 

1. listed each Sunday in the Legal Section of the Tallahassee Democrat; 

2. available through the city's website: http://www.talgov.com; 

3. accessible by calling City Hall at (850) 891-8280; and 

4. included in the online system, DemandStar.22 

DemandStar, an e-procurement service hosted by Onvia, which Tallahassee adopted in 
1998, allows city officials to post open bids and track the history of city procurement. It 
also notifies all of the appropriate vendors that a new contract is open and lists all groups 
that have been approached about the project. 23 Additionally, DemandStar holds the 
information about the RFPs. There are typically 25 open bids at a time. 

Through this system, vendors register themselves in a commodity area, and for $30 a year 
they get information about bids in Tallahassee, Leon County, the State Supreme Court, 
and the local school districts (the Co-op); for $50 a year, they get information about bids 
inside the state, the Co-op, and beyond; and for $100 a year, they receive information 
about open bids from all over the country. 

Term contracts are negotiated by the DMA and are about three years in length on average. 
Some have options to be extended. A quote process is used to review the potential 
savings from the potential term contract vendors, and everything from general contracting 
(HV AC, roofing, uniforms, and painting) is contracted this way, as are the purchase of 
office supplies and other commodities.24 

DMA does not have a set "bid room" in which the bids are opened, but they are always 
opened in City Hall. The public is invited to attend bid openings, which are always held 
at 2:30 P.M. on Tuesdays and Thursdays.25 

Vendor evaluations are completed at the end of projects and retained in procurement files. 
These files may be used during the bid/proposal evaluations when considering a firm's 
past performance. 26 
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The City of Tallahassee keeps records based on state record retention requirements. The 
DMA retains procurement records in its City Hall offices for two to three years, after 
which time some go to the treasurer/clerk for holding and others go to Record Retention 
for another three years. Records for capital projects are kept for fifteen years. All records 
are destroyed after these timelines have been fulfilled. 27 

Oversight and Relationship Management 

Per a State of Florida requirement, the city's records are audited by a certified public 
accountant. The city auditor, an appointed official, works in conjunction with the external 
audit firm to complete a disbursements review each year. A review of purchase orders, 
contracts, payments made, and a purchase card audit also is completed.28 

A member of the procurement staff constantly rotates through the departments, "auditing" 
how the department is using the procurement system. After three to four weeks per 
department, the procurement staff member produces a report of her findings with 
recommendations and a training program included. Because such a thorough review has 
been initiated, the city auditor often skips reviewing these departments again since the 
procurement staffer does an efficient job on the review. 29 

Functional Areas 

Commodities 

The procurement of commodities includes, but is not limited to, the purchase of goods, 
including office furniture, supplies, vehicles, travel expenses, office space, and facilities. 
Each agency department assigns one purchasing liaison to purchase these goods 
according to the specific requirements for different price levels, which is overseen by the 
city's manager of procurement services. 30 

In procuring commodities, purchasing agents have authority to make purchases under 
$1,000 with a p-card without obtaining any quotes. For purchases between $1,000 to 
$5,000, the agent calls the three historically lowest and quickest vendors for verbal 
quotes. Purchases ranging from $5,000 to $10,000 require three written quotes, and 
purchases exceeding $10,000 follow the bidding process involving open competition on 
DemandStar. Two years ago the city changed its previous policy of allowing agents to 
make purchases of up to $5,000 on their own. The city has not changed its process for 
procuring traditional goods since that time.31 

Construction 

Construction procurement covers the purchasing of goods and services necessary to take a 
structure from concept to completion, including design, construction, finishing, and 
project management. 

In the City of Tallahassee a bid process is used for construction projects. If the design is 
completed in-house by one of the city engineers, a straight bid is completed. For more 
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complex or unique designs, a design/build RFP is used. This category of bids includes 
projects like recreation facilities and fire stations. The lowest bid does not necessarily 
have to be taken for the design/build variety. Road construction and repair is managed 
through straight bids. Performance incentives and disincentives may be involved in 
construction projects when there is a desired timeframe. These incentives and 
-disincentives are represented as an incremental percentage of the total amount.32 

The Public Works Department typically manages construction of sidewalks, streets, and 
stormwater projects. The department completes the design and provides 
recommendations to the commission, unless the project involves the utilities. In this case, 
the utility group and city commission have the final say.33 

The Capital Improvement Plan ( CIP) 

The city also is continuously involved in long-range planning and has a five-year Capital 
Improvement Plan (CIP). The plan is approved by the commission, but only the first year 
is appropriated at a time. For each of the elements in the long-range plan, all of the sub
projects of the major project are announced based on specifications set by Public Works. 
In recent years, Public Works has been careful to involve the public upfront in projects. 
The communications group has brought citizens together for ice cream socials and 
meetings to review plans. 34 

The City of Tallahassee Capital Improvement Plan (CIP) is divided into seven categories: 
(1) Utility Service, (2) Public Works, (3) Planning, (4) Parks and Recreation, (5) Public 
Transit (TalTran), (6) Neighborhood Services, and (7) Economic Development.35 The 
Council of Neighborhood Associations (CONA) summarized the combined CIP for 
Tallahassee from 2002 through 2006 on its website. According to CONA, the grand total 
CIP for the years 2002-2006 is $487,333,700.36 

Specific Construction Projects 

The City of Tallahassee Public Works Department reports that it was responsible for 
$26.8 million in capital expenditures in fiscal year 2002.37 Public Works also reports a 
CIP amount for fiscal years 2002-2006 of over $141 million dollars.38 About $32 million 
of this is allocated for road construction, including a $17 million update of Gaines 
Street.39 

The Tallahassee CIP also includes $17 ,430,900 for Parks and Recreation and $3,748,300 
for Kleman Plaza,40 an award-winning project the city has been developing since the 
1990s.41 Kleman Plaza is bound by four streets: College Avenue, Duval Street, Pensacola 
Street, and Bronaugh Street, and includes the Mary Brogan Museum of Art and Science, 
Performing Stairs, offices for the Florida League of Cities, Challenger Leaming Center, 
an IMAX Theater, and a courtyard.42 Since the completion of the initial phase of 
construction in April 1997, the plaza has become the home for annual celebrations and 
special events.43 
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In addition to the Kleman Plaza project, a plan is being debated for the construction of the 
Lafayette Street Pedestrian Tunnel, and the Florida Department of Transportation is just 
completing a $3.7 million intersection update where Pensacola Street and Capital Circle 
meet in Tallahassee. 44 

Information Technology 

The Department of Management and Administration oversees the Department of 
Information Systems Services. The chief information officer reports to the director of the 
DMS. Services provided by Information Systems Services support end users, networking, 
telecommunications, Customer Information Sytems, Financial Management Systems, and 
Geographic Information Systems.45 

End user support includes basic technical desktop support for over 2,000 desktop and 
mobile computers. The department also operates a Help Desk and offers operating 
system, application, and automation support. Networking responsibilities serve a broad 
region and include over 20 locations in Leon and neighboring counties such as Wakulla 
and Gasden. While telecommunications is not addressed in the scope of this report, it is 
important to note that the DIS also handles telephone and phone mail systems for all city 
offices.46 

DIS supports the City of Tallahassee Utility billing and customer service, accounting and 
inventory systems, and mapping of Leon County property and services through the 
Customer Information Systems, Financial Management Systems, and Geographic 
Information Systems, respectively.47 

Current Technology Projects 

Technology Integration Project (TIP) 

In 1999 the city initiated a Technology Integration Project (TIP). The city currently is 
currently in Phase ill of this project. The project goal is to integrate the city's main 
automated utility systems to provide better customer service. The city contracted with a 
local consulting firm, Mainline/NCGi, to provide services. Services are contracted in a 
piecemeal fashion, negotiating the project in four separate components/contracts. The 
four contracts total almost $1.1 million. Individual contracts are as follows: (1) a Call 
Center Business Process Evaluation; (2) Call Center Integration; (3) develop an 
architecture for ffiJB integration; and (4) TIP/Convergent Plan review. The estimated 
completion time is September 2003.48 

As previously stated, all large public purchases must be approved by the city commission. 
Related commission authorizations for the Technology Integration Project are as follows: 

authorize[d] Information Systems Services (ISS) staff to purchase integration 
services from Mainline/NCGi on State Contract No. 973-503-00-1, in the amount 
of $1,422,188, for implementation of the Work Management System, Outage 
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Management System, and Hub Integration (Option 1 recommended by the Chief 
Information Services Officer [CISO]/ISS) ... 

authorize[d] the City Manager to execute a contract with Mainline/NCGi to 
provide technical and consulting services for the Digital Canopy wireless 
network demonstration project, under the City's sole source procurement process 
(Option 1 recommended by Utility Services).49 

PeopleSoft Upgrade 

In June 2003 the city commission approved funds to contract with Ciber, Inc., for 
"PeopleSoft consulting services for services related to the upgrade of the City's 
PeopleSoft Financial Management System .. .in an amount not to exceed $150,000 
(recommended by DMA/ Accounting Services)." 50 

In September 2003 the Tallahassee Democrat reported that the state Department of 
Management Services was taking measures to reduce the number of approved state 
vendors who provide information technology services and printing services under state 
term contracts. The proposal would reduce the number of IT vendors from 200 to 48. The 
state currently spends about $150 million on IT contracts. Although DMS was not adding 
new vendors to the state term contract list at that time, they were renewing contracts on a 
temporary basis for those vendors who had previously been approved. Don Deloach 
stated that reducing the number of approved vendors had come up at the city level many 
times, and reported that the city would continue to maintain its own vendor list since 
changing vendors is expensive.51 
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Appendix F. State of Texas Case Study 

Introduction 

The State of Texas purchases in excess of three billion dollars in commodities and 
services annually. The breakdown for fiscal year 1998 was: 

• Other Services $1,285,246,296.00 

• Commodities $2,009,336,766.00 

• Total $3,294,583,062.001 

Information on the purchasing and procurement procedures for the State of Texas was 
gathered through various methods: interviews, online research, state manuals, 
presentations, email, and discussions with vendors throughout the fall of 2003. The four 
functional areas examined are commodities, construction, information technology, and 
outsourcing. 

Overview of Purchasing Department(s) 

The State of Texas approaches procurement in the same manner as many large businesses 
or small countries. The responsibility for procurement falls to the individual state 
agencies and the Texas Building and Procurement Commission (TBPC), which 
purchases, manages, or facilitates procurement for state agencies. The primary method in 
which the TBPC accomplishes this mission is by creating and managing the Centralized 
Master Bidders List (CMBL). This list is composed of all the vendors that are capable of 
fulfilling the state's needs and contracts. In order for a vendor to appear on the CMBL, it 
must apply and pay a yearly fee of $100. This fee pays for the cost of distribution of 
advertising packets that list the contracts open for bidding. State agencies must purchase 
from vendors on the CMBL; however, each purchasing area (overseen by a high-level 
procurement officer) handles procurement in its own way. 

How the State of Texas Buys 

Purchases in Texas are handled in a variety of ways; some of the most common include 
the following: 

Proprietary Purchase: A product or service is considered proprietary if it has a distinctive 
feature or characteristic that is not shared or provided by competing companies or similar 
products or services. When the specification requirement limits consideration to one 
manufacturer, one product, or one service provider for a purchase of $2,000 or more, a 
written justification must be provided and is subject to review. 
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Open Market Invitations for Bids: A purchase valued over $25,000 requires a competitive 
bidding process. The bidding process can either be a formal or an informal process. An 
informal bid differs from a formal bid in that the formal bid requires a sealed bid, a public 
opening, or public reading of bids. 

Request for Proposals (RFPs): The use of the RFP procedure is determined when use of 
competitive sealed bidding is either not practical or is not advantageous to the state. The 
RFP is used for purchases of highly technical supplies and services. This method may 
also be used when contracting for highly specialized or professional services such as 
medical, social, architectural, engineering, and similar professional services. 

Qualified Information Systems Vendor Program (QISV): Now known as the Catalog 
Information Systems Vendor Program (CISV), this allows qualified entities (state 
agencies and political subdivisions) to purchase automated information systems products 
and /or services in an efficient, cost-effective, and competitive procurement method. This 
method uses comprehensive vendor lists, rotation of catalog vendors, and limiting of 
proprietary specifications to ensure competition. 

Statewide Tenn Contracts: Contracts established by commodity/service codes as a supply 
source for various user entities. Term contracts are based on estimated quantities 
specified by the state and may be ordered as needed. A term contract can be either 
automated or nonautomated. 

Emergency Purchase: Situations can occur as a result of unforeseeable circumstances and 
may require immediate action to avert an actual or potential public threat. In the event 
that a situation arises in which compliance with normal procurement practice is not 
practical or is contrary to the public interest, an emergency purchase may be allowed to 
prevent a danger to life, health, safety, welfare, property, or to avoid undue additional cost 
to the state. All purchases conducted as emergencies should be as competitive as possible 
under the circumstances and should not exceed either the scope or the duration of the 
emergency. 

After an agency or individual recognizes the need for a commodity or a service, it 
communicates with the purchasing staff, which in turn begins the procurement process. A 
bidder or contract participant may provide free technical assistance to an agency. 
However, a state agency may not accept a bid or award a contract to a vendor who 
received compensation from the state to participate in the preparation of the specifications 
or request for proposals on which the bid or contract is based. 

Specifications describe the details of the needed commodity or service. Once the 
functional need is determined, the end user will communicate to the purchaser(s) the 
commodity or services required. The most common method of notification used to 
communicate the need is a purchase requisition. The requisition should include the 
specifications of the commodity or service that an end user seeks. Other information 
included in the requisition is quality of product, quantity required, and delivery 
requirements. 
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According to the Texas Government Code, the definition for best value includes, but is 
not limited to 

1. installation costs, 

2. life cycle costs, 

3. quality and reliability of the goods and services, and 

4. delivery terms.2 

Indicators of probable vendor performance under the contract such as past vendor 
performance, the vendor's financial resources and ability to perform, the vendor's 
experience or demonstrated capability and responsibility, and the vendor's ability to 
provide reliable maintenance agreements and support, cost of any employee training 
associated with a purchase, effect of a purchase on agency productivity, and other factors 
are relevant to determining the best value for the state in the context of a particular 
purchase. 

The Procurement Process 

State agencies and cooperative members identify an appropriate procurement method 
based on specifications. This is accomplished through a series of steps followed by state 
purchasers to determine which procurement method is best suited for the purchase. 

Bids or Proposals Are Solicited 

State agencies are required to solicit bids from vendors listed on the CMBL. The Texas 
Government Code also allows a state agency to supplement the CMBL with a list of 
TBPC-certified Historically Underutilized Businesses (HUBs) if it determines that 
supplementing the CMBL will increase the number of HUBs that submit bids. 

The following is a general sequence of events for bid openings at the TBPC Bid Services 
section. 

• Incoming bids (faxed, hand-delivered, mailed) are sorted and time-stamped upon 
receipt and filed with all other bids for that opening date and time. 

• On opening day all bids are sorted by requisition number and matched with the 
applicable file for each requisition. Bids that have been requested to be read are 
flagged, reflecting the sequence number for reading. 

• At opening time bids scheduled to be read are opened in the order received. All 
opened bids are filed with the application requisition file. A separate envelope is 
required for each bid, and bidders' envelopes are retained for a three-month period for 
verification purposes. 
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• Bids are checked for signature during pretabulations. Qualifying bids will be 
inconspicuously marked, indicating the date and time received by bid services. 

• Qualified bids are tabulated and opened for review in the TBPC bid opening room. 
Request for Proposals are an exception to this and cannot be viewed until an award is 
made. 

Historically Underutiliud Busineu (HUB) 

The TBPC administers the state's HUB Program. The TBPC will assist vendors and state 
agencies in efforts to identify HUB participation in the procurement process of goods, 
services, and public utility contracts. 

Each state agency, by law, must make a "good faith effort" to assist HUBs in receiving a 
portion of the total contract value of all expected awards in a fiscal year. Monthly, 
semiannual, and annual agency reporting procedures will be used to ensure compliance 
and tracking. 

Purchasers shall require a contractor or supplier to whom a state agency has awarded a 
contract to report to the TBPC the identity and the amount paid to each HUB to whom the 
contractor or supplier has awarded a subcontract. The purchasers must maintain historical 
documentation on certified HUBs. 

If purcha8ers are unable to locate a minority or woman-owned business from the TBPC
certified HUB Directory or other available sources, the purchaser must make a written 
notation in their files of all the referenced sources used for the purchase. 

Qualified Information Systems Vendor 

The Qualified Information Systems Vendor Program (QISV) allows for Automated 
Information Systems (AIS) products and services that are associated with computers 
(automation) or telecommunication systems to be purchased or leased directly from 
vendors approved by the TBPC. Only state agencies are required to use the QISV 
program for purchasing AIS products; members of the Cooperative Purchasing Program 
(Co-Op) (cities, counties, school districts, etc.) may either use the program or purchase 
through their normal procurement procedures. 

For a vendor to be considered, the vendor must be on the CMBL, complete the QISV 
application, and submit the required documentation. No additional fee in excess of the 
CMBL fee is needed for the QISV Program. The required documents include proof of 
financial resources, a detailed maintenance/repair/support plan, three customer references, 
and a catalog showing the offerings and prices for each product or service. Once 
approved, a QISV has 45 days to have its catalog available on a website. 

A QISV may market its catalog directly to state agencies and Co-Op members. Catalogs 
may be updated as needed by the vendor, allowing for the latest and best in technology to 
be available. 
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Assistance to Other Entities 

The Texas Building and Procurement Commission Cooperative Purchasing Program 
(TBPC Co-Op) offers local governments and nonprofit assistance organizations a unique 
opportunity to utilize certain purchasing processes of the TBPC. Members benefit from 
the state's volume purchasing power and meet competitive bidding requirements by 
purchasing through the TBPC. 

Active members of the TBPC Co-Op are eligible to issue purchase orders through the 
TBPC on state term contracts. TBPC Co-Op members are also eligible to purchase or 
lease using the QISV Catalog Purchasing Program. 

Eligible entities include: 

• appraisal districts, 

• community supervision and correction departments, 

• council of governments, 

• counties, 

• education service centers, 

• emergency 911 districts, 

• hospital districts, 

• housing authorities, 

• junior college districts, 

• judicial districts, 

• municipalities, 

• navigation districts, 

• nonprofit assistance organizations, 

• port and river authorities, 

• rural fire prevention districts, 

• school districts, 

• transit authorities, 

• underground water conservation districts, 
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• utility districts, 

• volunteer fire departments, and 

• water districts, including water utility boards and water control districts. 3 

Training 

Since procurement is such an important statewide function, the TBPC provides training 
and certification for all state employees who work as purchasers. The program includes 
three levels of training: Level One, an entry-level course on the basics of public 
procurement in Texas; Level Two, a more advanced course focusing on procurement 
techniques and concepts; and Level Three, offering three one-day courses in Contract 
Administration, Negotiation Skills, and Cost-Price Analysis. To become a Certified 
Texas Public Purchaser (CTPP), the TBPC requires one year of experience and 
completion of a written exam following Levels One and Two of training. To become a 
Certified Texas Procurement Manager requires the requirements for the CTPP, an oral 
exam, three years of experience, and completing the following courses: Texas Basic 
Public Purchasing, Texas Advanced Public Purchasing, Contract Administration, 
Negotiation Skills, and Cost-Price Analysis. 

Functional Areas 

Commodities 

Commodities are vital to everyday business and include office supplies and office 
furniture. Since these supplies are needed in every office, the State of Texas operates the 
Central Supply Store (CSS), which allows governmental agencies to purchase office 
supplies at one location. The CSS buys office supplies in bulk and passes on the savings 
to the purchasing agencies. Goods are priced by taking the bulk wholesale price and 
adding a nominal charge for the operation of the store. Purchasers from individual 
agencies can visit the store in person and physically put items in a basket or view the 
items online. Shipping is only provided if the load is of a certain size to justify the added 
expense.4 Contracts are awarded to the vendor who can supply the goods at the lowest 
price while still meeting the specifications detailed in the bid.5 Office furniture is to be 
purchased either through competitive bidding or on the open market following the "best 
value guidelines" that are outlined in the Texas Government Code (best value standards 
for purchases of goods and services). These standards include, but are not limited to, 
installation costs, life cycle costs, quality and reliability, delivery terms, and indicators of 
probable vendor performance under the contract such as past vendor performance, the · 
vendor's financial resources and ability to perform, experience or demonstrated capability 
and responsibility, and the cost of any employee training associated with the purchase.6 

Facilities include facilities planning, operations, and maintenance. Facilities planning, 
located in the TBPC, has planning and oversight responsibilities for assigning and 
allocating space to all state agencies. The program also performs the following: 
evaluations of all facilities and financial analyses; market analyses; buy versus build 
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versus lease studies; space use studies; project analyses that result in proposals for 
improved space utilization; facilities acquisitions; dispositions; leasing; and modifications 
or new construction. Operation and maintenance are covered under two separate 
programs. All operations and maintenance regarding property in Travis County are 
handled in-house, including everything from fire alarms to building automation systems. 
The Contract Management Program oversees property management firms contracted to 
perform these duties in Waco, Houston, Fort Worth, Corpus Christi, San Antonio, and El 
Paso.7 

Transportation includes purchase and maintenance of vehicles as well as travel-related 
expenses. The Office of Vehicle Fleet Management (OVFM) sets and enforces policy 
regarding the state fleet, including maintenance. Each state agency purchases its own 
vehicles within the purchasing guidelines of the state vehicle term contract, which 
currently is managed by Weaver Jackson. 8 Three separate term contracts exist for 
vehicles: Al-automobiles and trucks; A2-law enforcement and special pursuit 
vehicles; and A3-altemative fuel automobiles and light-duty trucks. The size of each 
agency's fleet is capped at a certain level, but it is free to purchase whatever vehicles 
meet its needs (as long as it does not exceed the cap). If an agency does need to procure 
additional vehicles that would in fact exceed its cap, it must request and gain approval 
from the OVFM. 9 

The OVFM maintains the state's vehicle fleet management system, manages the state's 
fuel card contracts, and facilitates the conversion of state-owned vehicles to alternative 
fuels. State agencies are issued Voyager gas cards that also can be used for minor or 
routine vehicle maintenance, including oil changes, windshield repair, and tire 
servicing. Io 

Travel is handled through Contract Travel Agents, who must apply for the ability to 
supply the State of Texas with services relating to official travel/business. The process 
includes filling out an application and abiding by the Travel Agency Services Contract. I I 

Air travel is handled in two methods. The first uses contract airline fares that are available 
to all statewide-elected or appointed officers, state agency employees, and other persons 
traveling on state business. These fares are available only while traveling on official state 
business. The carriers are chosen through a competitive bid process, in which the airlines 
agree to provide state employees with passage to given cities at a standard price. For 
example, Abilene to Austin is handled by American Airlines for $230. I2 To use a contract 
airline, an employee must contact his designated travel agency and request a State of 
Texas Traveler ticket. Besides a lower overall fare, the benefits for using a contract airline 
include no need for an advance purchase, no required minimum or maximum stay, and no 
fee for changing or canceling a reservation. The second method is used when dealing with 
groups of more than ten people, when the contract fares are not available; the person 
arranging travel must contact the airlines directly to secure a group rate. 13 

State employees may rent cars from Advantage Rent-A-Car, Avis Rental Car System, and 
Enterprise Rent-A-Car, all of whom hold rental car contracts with the State of Texas. I4 
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Construction 

The majority of the construction procurement that occua in the State of Texas is 
administered by the Texas Department of Transportation, the Texas Building and 
Procurement Commission, and the Texas Department of Criminal Justice. These 
organizations are obligated to fulfill the requirements on building construction and 
acquisition found in Texas Government Code (fGC), Chapter 2166.15 However, there 
are exceptions to TGC, Chapter 2166. These exceptions are specific to types of projects 
and are specifically covered in each agency's enabling legislation. 

In general, the process for conducting a construction program is: 

• conceptual planning, 

• project development, 

• contract development, 

• bidding, 

• construction administration, and 

• contract closeout. 

During the contract development phase, emphasis is placed on specifying the unique 
goals and objectives of the program while quantifying the performance measmes that 
must be met. Typically this is conducted by the state agency responsible for the program. 
However, this does not preclude the agency from seeking information and support for this 
work outside the agency in the form of consultants and/or vendors. This process leads to 
the creation of either an Invitation for Bids (IFB) or a Request for Proposal (RFP). These 
documents are used to begin the bidding phase of the procurement process. 

The overall objective is to secure a vendor who is capable of completing the project 
requirements in a manner that provides the best value to the state. The steps in this 
process are to seek sources of supply; develop a bidders' list using pre-qualification 
procedures; publish requirements in the Texas Register; develop standard formats and 
clauses for contract administration; develop instructions for the preparation and 
submission of proposals; and distribute IFBs and RFPs.16 

The control objectives that apply to this process are intended to provide an administrative 
method to ensure quality control. There are control objectives that support soliciting bids 
from vendors, evaluating and awarding bids, and the monitoring and evaluating of the 
procurement process. 

As part of the process of conducting a constru~tion project, it is important to note that 
there is an emphasis placed on the collection of documents and legal records during each 
step of the process. All documents related to the process must be collected and atchived. 
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These include all internal and external correspondence and communications, especially 

with board/commission, general, and legal entity staff; invitations to bid; the instructions 

to bidders; contractor pre-qualification or qualification files; documentation of bid 

advertisements; public notices; successful and unsuccessful bidders' proposals; the 

executed construction contract; and documentation of bid analysis for determination of 
. 17 

the lowest and best bidder. 

Unfortunately, even with a well-established process for procuring construction-related 

projects there are many problems that are common and continue among different state 

agencies. The most serious of these deficiencies are inadequate and inconsistent project 

administration and recordkeeping. Typically this arises in the form of ineffective project 

management. Project managers usually are assigned only during actual construction and 

have difficulty tracking cost, quality, and schedule constraints. This in turn leads to the 

inability to provide adequate information to oversight bodies. 

Information Technology 

The State of Texas has approached Information Technology (IT) procurement in different 

ways in the past. Today, the responsibility for procurement falls to the individual state 

agencies and the Texas Building and Procurement Commission (TBPC), which 

purchases, manages, or facilitates procurement telecom services and other IT-related 

products and services for state agencies. The primary method in which the TBPC 

accomplishes this mission is through the CMBL. This list is composed of all the vendors 

that are capable of fulfilling the state's needs and contracts. In order for a vendor to 

appear on the CMBL, it must annually apply and pay the $100 fee. State agencies must 

purchase from vendors on the CMBL; however, each purchasing area (overseen by a 

high-level procurement officer) handles procurement in its own way. 

When a need is defined, it is communicated to the purchasing staff. The purchasing staff 

begins the procurement process in a similar fashion as other types of purchases. A bidder 

must be listed on the CMBL, and the size of the purchase will determine the exact 

procedure that will be followed. 

Outsourcing 

The outsourcing of services is no stranger to the State of Texas. The state spent $1.2 

billion on outsourced services in fiscal year 1999. But since 1999 the state has moved to 

outsource even more of its services due to funding limitations and pressures to reduce the 

number of state employees. Four agencies (Department of Criminal Justice, Department 

of Health, Department of Human Services, and Department of Transportation) together 

reported 70 percent of the state's total contract services spending. However, because 

institutions are not required to report the use of nonappropriated funds, the actual use of 

contract services may be higher than reported. 18 Of the state's contract services, the 

largest overall spending category was medical services. Medical services account for 36 

percent of contract services. The next largest category for contract services spending is 

Other Professional Services, consisting of 17 percent of contract service expenditures.19 
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State Legal Requirements 

The Texas State Comptroller's Office recognizes the need for specific legal requirements 
and restrictions for all contract workforce agreements as outlined below. 20 

Authority to contract with a private consultant or vendor of services is delegated to the 
individual agencies and universities by the State Purchasing and General Services 

· Commission and must meet the following legal requirements. 

1. Contracts greater than $9,999.99 must be advertised in the Texas Register. 

2. The Governor's Office must agree the need for the contract exists. 

3. The agency or university must demonstrate a substantial need for the service and that 
it cannot adequately perform the service or contract with another state facility. 

4. In selecting a contractor, the agency or university must base the choice on 
demonstrated competence, knowledge, qualifications, and reasonableness of fees; and 
other considerations being equal, preference must go to a Texas firm or a firm that 
will manage the contract from offices in Texas. 

5. Thirty days after approval by the Governor, the agency must notify the Legislative 
Budget Board and the appropriate house and senate committees for contracts of 
$5,000 or more. 

6. After completion of the contract, the Legislative Budget Board, the Governor's 
· Office, and the Texas State Library must receive copies of all documents produced. 

The state has maintained, in the past, that agencies must employ each other's excess 
capacity through the means of interagency contracts before giving consideration to the 
outsourcing of services. However, financial pressures resulting from budgetary shortfalls 
have all but made such interagency protocols obsolete. Additionally, information 
resources services contracts of at least $10,000 must be reviewed and approved by the 
Department of Information Resources (DIR). Agencies receiving funds from the federal 
government may have to meet additional restrictions.21 

In addition to the aforementioned state laws, the State of Texas passed the Contract 
Workforce Rider Requirement during the 77th Legislature. Below is an overview of the 
rider. 

Contract Workforce Rider Requirement 

Agencies and institutions must report annually on their contact workforce policies and 
use for the previous fiscal year, including the status of completed contracts and whether 
the following Best Practices have been implemented: 

• development of contract workforce policies and procedures; 
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• examination of related legal and personnel issues; 

• completion of a cost-benefit analysis of current contract workforce use before entering 
into new contracts; and 

• consideration of how contract workforce use fits into overall staffing needs. 

Agencies and institutions report this information by completing a survey on the State 
Auditor's Office website. The State Auditor is required to report any noncompliance to 
the Comptroller of Public Accounts and the Legislative Audit Committee.22 

A majority of state agencies, 56 percent (87 of 154), reported full implementation of the 
Best Practices required by the Contract Workforce Rider Requirement. These agencies 
accounted for 96 percent of all contact workforce expenditures. Most Best Practices 
noncompliance reported was due to failure to routinely conduct cost-benefit analyses 
before contacting services or renewing contracts. 

Perhaps the biggest obstacle confronting the State of Texas in effectively managing its 
contract workforce is an inefficient data management system. The contract workforce 
data collection and analysis system needs improvement. Agencies are currently not 
capturing timely and accurate information. 23 Almost one-third of all contract workforce 
expenditures were assigned to two USAS expenditure codes that are so broadly defined it 
is difficult to draw meaningful conclusions about the nature of the contracted services.24 

Some significant areas of contract work were not included in the data collection system 
altogether. These include contracts for daily care and lodging for wards of the state, 
building construction, road construction and maintenance, and most contracted 
maintenance and repair services.25 

Finally, under Texas' reporting system it is difficult to capture accurately the total number 
of contract workforce employees. Many of Texas' contracts are performance contracts 
based on outcomes or products rather than the number of workers used to complete the 
job. Therefore, it is difficult to accurately determine the number of workers represented 
by each contract. 26 

Tips on Doing Business with the State of Texas 

The following items are taken directly from the Texas Vendor Guide that is available to 
all businesses. 

1. Register your firm on the CMBL. If your firm qualifies for HUB status, be sure to 
complete the certification process. 

2. Read the bid documents thoroughly, including the terms and conditions. If you do not 
fully understand all requirements, contact the purchaser for clarification. 

3. Be sure when bidding that your bid is submitted before the specified closing time and 
is signed. 

179 



4. Get to know the purchasing needs of the state. 

5. Review bid advertisements that exceed $25,000 on the internet at the Electronic State 
Business Daily. The website address is http://esbcl.tbpc.state.tx.us. 

6. Make necessary updates to infonnation on the CMBL on a regular basis. 

7. Have a good reputation for service, quality, and reliability. 

8. Ask questions. r1 
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Appendix G. City of Austin Case Study 

Introduction 

The infonnation in this case study on the City of Austin's purchasing practices was 
obtained primarily from interviews with city officials in the fall of 2003 and from the City 
of Austin's Purchasing Manual for Departmental Buyers. The four functional areas 

· researched are: commodities, construction, infonnation technology, and outsourcing. 

Procurement Laws and Statutes 

The City of Austin, Texas, makes purchases under guidelines established by the City 
Charter, the City Code of Ordinances, Texas state law, the Unifonn Commercial Code, 
and other laws of the United States.1 

Organization 

Purchasing for the City of Austin is centralized within the city's Purchasing Office. Rules 
and procedures originate with the Purchasing Office and are applied citywide throughout 
the city's 35 departments. Purchasing authority, however, is decentralized; as each 
departme~t has its own department-level buyer who makes all purchasing decisions. The 
department-level buyer serves as an advocate for his respective department. This 
delegated purchasing authority assists each department in achieving its goals by having a 
dedicated buyer familiar with the operations and purchasing needs of the respective 
departments. To avoid any improprieties that may evolve between the buyer and the 
department, the Purchasing Office routinely monitors and trains each of its buyers. 

Personnel and Training 

The Purchasing Office teaches a standardized "Buying for the City of Austin" class to 
train the departments' purchasing employees. The purchasing officer and controller 
review course content on a yearly basis. There also are 11 other classes available to 
employees, including procedural courses and instructional courses for the purchasing 
system. Training is required to certify city purchasers and ensure that they understand the 
city's regulations and procedures. Annual training also is available to administrative staff, 
contract administrators, and finance staff. 

Procurement Process 

The City of Austin purchasing process as taken from the purchasing manual follows. 

1. Requirements Research 

• Who needs this good or service? 
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• What exactly is required? 

• When are the goods or services needed? 

• Where are the goods or services to be delivered or used? 

• Why are these goods or services needed? 

• How much is needed? 

• How often will the goods/services be needed? 

2. Specifications: The specifications are written once the above questions have been 
answered. A specification will communicate to potential vendors exactly what the city 
expects from the product or service. The better the information given in the 
specification, the more accurately a vendor will be able to price its goods. A properly 
written specification will also help in avoiding any potential conflicts resulting from 
miscommunication involving an ambiguous specification. 

3. Price Estimating: Price estimates can be obtained directly from the vendors, over the 
internet, or from other government agencies and commercial purchasers. 

4. Time Required to Approve a Purchase 

• $1 to $500: same day 

• $500 to department purchase order limit ($2,500/$5,000/$15,000): same or next 
day 

• department purchase order limit to state advertising limit ($25,000): one week 

• advertising limit to council limit ($45,000): one month 

• above council limit: two months 

5. Funding Sources: Funding must exist in order for the city to purchase goods or 
services. Funding originates from either the annual or capital budget. If there are 
insufficient funds available to purchase an item or service, the city manager must 
approve the purchase. In some cases, approval may be required from the city council. 

6. Identification of Commodity Code: The city organizes goods and services by 
assigning each a commodity code. Vendors register their businesses by providing the 
city with information about the commodity codes (which include services) that they 
are able to provide. 

7. Identification of Potential Vendor Sources: Once one or more commodity codes have 
been selected, a departmental buyer will also have a list of potential vendors 
available. Departmental buyers will normally solicit HUB (Historically Underutilized 
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Business) vendors, then other registered vendors, and finally all other vendors as they 
attempt to acquire required goods and services. 

8. Purchases from Price Agreements: Long-term price-controlled contracts for 
commonly used goods or services such as office supplies and computer programmers 
are regularly used by the city. 

9. Solicitation Process: If a price agreement does not exist for the good or service sought 
by the city, then the following bid process should be used: 

• $1 to $500: one bid, department award 

• $501 to $2,499: three bids, department award 

• $2,500 to $4,999: three bids with buyer approval, department award 

• $5,000 to $24,999: informal solicitation (RFQ), buyer award 

• $25,000 to $44,999: formal advertised solicitation (RFP), purchasing officer 
award 

• Greater than $45,000: formal advertised solicitation (RFP), council award 

10. Purchase Order Creation: After a vendor has been selected, a purchase order must be 
created and sent to the vendor. The purchase order will encumber city funds until the 
product or service is delivered. Adequate funds must be available to encumber the 
anticipated cost of goods or service. Inadequate funds will not allow a purchase order 
to be created. Once delivery has been received, funds will be unencumbered and 
charged to the appropriate account. 2 

E-procurement 

The Purchasing Office maintains a database of registered vendors used by department 
purchasers to identify potential sources of goods and services. The registered vendor 
database includes all regular commodities (office supplies, etc.) as well as services. 
Vendors are classified by Commodity Code, an index of goods and services. For larger 
cost items, the Purchasing Office uses a competitive bid process to award contracts. 
These are advertised on the internet and registered vendors can view and make bids. This 
process allows for a much larger applicant pool, thus creating greater competition and 
increased efficiency because bids are received from around the world.3 The contract 
decision is made based on the ~upplier with the lowest price. 

Oversight and Management 

The contract administration process is designed to determine the cause of any problems 
between the city and a vendor and to reduce or eliminate those problems. Typically, an 
individual in the requesting department is assigned to manage the day-to-day relationship 
with the vendor, and contract administrators are involved when needed or by request. 
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There are a number of web-based surveillance tools that can help maintain the visibility 
of the financial and operational status of contracts. Buyers will become involved when 
the department representatives file Material Discrepancy Reports.4 

A bid protest process exists to allow unsuccessful bidders to determine why their bids 
were not successful. A bidder can request a protest hearing, which usually is conducted 
by a third party and is intended to keep the situation from going to court. In the event the 
dispute occurs after the contract has been signed, the dispute clause written into the 
contract allows for redress. 

Functional Areas 

Commodities 

Office supplies are purchased under "price agreementS"-long-term, price-stable 
contracts created by the City of Austin Purchasing Department. The process begins with 
an estimate of requirements from each city department. Once an estimate has been made 
of the annual office product costs, the Purchasing Office performs an historic-use analysis 
and researches price to determine available solicitation opportunities. Austin may use 
competitive contracts acquired by the Texas Building and Procurement Commission if 
the commission has an office supply contract that includes items at a level of 
specification similar to the city's. Currently, Austin is using the US Communities contract 
with Office Depot to get the best discount off list price. This contract allows each 
department to issue "releases against the price agreement"-spot orders referred to as 
"PGs" (in reference to the document type in the city's financial system), which encumbers 
budget funds to pay for the order. Office Depot receives and fills the order, the 
Purchasing Department compares the packing list and invoices against the order, keys a 
payment voucher, and pays the vendor. 

These are annual contracts with possible extension options, allowing both parties the 
opportunity to continue the relationship. If the city and the vendor are still in agreement, 
the extension option is signed by both parties. Once all of the extension options have been 
exhausted, the contract must be re-bid. 

Most of the city's price agreements have a one-year base period of performance at a 
certain anticipated not-to-exceed dollar value, as well as two one-year extension options. 
A member of the Materials Management staff monitors the contract and maintains the 
relationship with the vendor. If the agreement is only for one department, an employee of 
the department will be the contract manager. 

The Building Services unit, which is assigned to Financial and Administrative Services 
(like Purchasing and Controller and Budget), maintains city-owned buildings. Price 
contracts that are budgeted in Building Services govern required building maintenance 
materials. 

Travel, including rental cars and airline flights, has been cut back seriously due to heavy 
reductions in the city's travel budgets. When travel does occur, the employee traveling is 
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responsible for the costs of these travel arrangements and must seek reimbursement upon 
return. Employees occasionally may draw advances for these expenses. In either situation, 
every expense must be thoroughly documented and examined for reimbursement 
approval.5 

Construction 

The City of Austin Purchasing Office has delegated the authority for most construction 
programs to the Department of Public Works.6 The backbone of the construction 
procurement process is the Request for Qualifications (RFQ). Until recently, the RFQ 
was the only method allowed by law for deciding contract awards.7 Now state law has 
been relaxed so that other types of procurement processes can be used. This could 
potentially allow more efficiency as well as cost savings in the procurement process. 

At the city level, a review of the procurement practices for the construction of roads and 
bridges, public works, public parks, and special projects should provide a crosswise 
comparison of larger ticket projects to smaller ones. The City of Austin has a central 
purchasing department that handles almost all procurement. The one major exception is 
in the area of construction procurement. Construction procurement has been delegated to 
the Department of Public Works because of its highly specialized and technical nature. 
The entire purchasing process is governed primarily by the State of Texas Local 
Government Code, Chapters 252 and 271. However, additional guidelines are provided 
by the City Charter, local ordinances and policies, and federal statutes. 

Until recently, construction projects were limited to using the RFQ process for selecting a 
vendor. Recent changes in state law have allowed for the introduction of a new 
purchasing philosophy. Rather than just looking at the lowest bid, it is now possible for 
the city to choose a vendor on the basis of overall "best value."8 In addition to the RFQ 
process, the City of Austin is now using Request for Proposals (RFPs) for Construction 
Manager at Risk and RFP for Design/Build. This will allow the city to better match the 
type of procurement process to the type of project being undertaken. 

Regardless of the bid process used, each solicitation is evaluated by a jury using a 
standardized score sheet with a weighting system for different elements of the criteria. 
The criteria include but are not limited to, overall contractor qualification, previous work 
history, and use of Historically Underutilized Businesses (HUBs). Once the contract is 
awarded, the program is monitored and directed by the assigned program manager. The 
use of HUBs is emphasized by the City of Austin. Contracts over $100,000 require that 
the prime contractor make a good-faith effort to include the use of HUBs. 

Information Technology 

Technology/ITffelecom purchases are handled in several ways by the City of Austin. 

• Major systems acquisitions are made by highly trained and experienced senior buyers 
who coordinate departments and other governments. 
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• General purchases are made by the team assigned to support the city's IT unit. 

• Computer leasing is handled by a special unit. 

• Cooperative purchasing is used to obtain items more cheaply, and the City of Austin 
has a purchasing manager who deals solely with state contracts. 

• Austin also has joint-purchasing agreements with Travis County, UT, AISD, ACC, 
Cap Metro, and LCRA. 

• Other avenues used to purchase technology/ITtrelecom are the Western States 
Alliance and the US Communities contracts. 

• Major systems procurement goes through a long process summarized as follows: 
Three to 12 months lead time necessary to gather requirements and research. On 
arrival of requisition, the buyer must become an expert on the acquisition. The buyer 
must detect issues such as tailoring, alternate source availability, funding, and 
interoperability impacts. Solicitation, city council approval, negotiation, and 
fulfillment are led by the buyer. 

Policy Considerations 

• Historically Underutilized Businesses (HUBs) are intended to encourage minority and 
women-owned businesses to bid for and fill contracts with the city. 

• There are no "buy local" provisions. The law requires that bids be open to all. 
However, a local business might be able to supply goods and services at a reduced 
cost due to proximity. 

• As a result of Senate Bill 7, Austin Energy is exempt from regular municipal 
purchasing rules. However, for the most part it continues to use the same system and 
forms developed by the City of Austin Purchasing Office. 

Outsourcing 

Outsourcing in the City of Austin is done on a very small scale. Virtually all of the city's 
services are provided in-house by various departments within the city. Tasks that are 
outsourced are done through contract service agreements and are rarely sole source. In 
other words, most contract service agreements are made to supplement city services, not 
to replace them. Services that are outsourced entirely are typically services that are highly 
technical and specialized. Examples include hydraulic system repair, certain engine 
repairs, and dielectric testing of equipment. 

Some key findings of outsourcing policies from an interview with the City of Austin are 
as follows: 

• The city does not have specific criteria to determine which services should be 
outsourced. Those decisions are made at the departmental level. However, the 
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oveniding principle is that if the city cannot efficiently and cost-effectively perform a 
service, it might be a candidate for contracting. The city uses both the competitive bid 
and RFP processes to acquire bids when the decision has been made to contract for 
services. 

• The city has a Living Wage Clause that requires businesses who are awarded service 
contracts to compensate their employees at the same level that the city would 
compensate its employees had the service been performed by city employees. 

• Oversight of vendor performance is performed by the city department awarding the 
contract. There is no citywide formal process in place for evaluating vendor 
performance. 

• Very few of the city's price agreements or purchase orders include any terms that 
would allow for performance-based compensation. 

• Price agreements are typically issued as a one-year period of performance evaluation 
with two or more one-year extension options. Some are longer, some dramatically 
shorter. The city has found that three years represents the outside period for price 
stability, in general. Beyond that, it becomes difficult to negotiate fixed price 
agreements. 

City employees perform all of the city's core functions. The primary reason for the City 
of Austin's limited use of outsourcing is due mainly to philosophies adopted by the city's 
leaders. City leaders consistently have believed that an inequity exists when a service is 
outsourced to a private firm that will in turn pay its employees less than the city would 
pay employees to perform the same task. Private employees working alongside city 
employees who are better compensated would create a social and economic disparity, a 
situation that the city is not willing to accept now or in the near future. 
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Appendix H. New York State Case Study 

Introduction 

This case study summarizes research conducted in fall 2003. Key sources referenced 
included the Office of General Services Procurement Services Group main website, bid 
offers, contracts, agency manuals, legislation, and individual interviews with the director 
and assistant directors of the Procurement Services Group. 

Overview 

The Office of General Services (OGS) was created in 1960 as the basic support service 
for New York State agencies, municipalities, and authorized users. The OGS oversees 
purchasing for these agencies and offers assistance in the purchasing process, including 
bid solicitation, evaluation, and contract development and management. 

The OGS Procurement Services Group (PSG) awards thousands of competitively bid 
contracts to suppliers of commodities, services, and technology. Approximately 3,000 
contracts are available for use by eligible entities across the state, including state 
agencies, political subdivisions, and other organizations authorized by law to purchase 
from government contracts. Political subdivisions and other organizations include cities, 
towns, villages, counties, school districts, fire districts, independent colleges, museums, 
and certain charitable groups throughout New York State.1 

The New York State Procurement Council is the statutory board responsible for oversight 
and enforcement of state purchasing procedures. The state central procurement office 
maintains purchasing records and tracks vendor performance according to statute and 
formal operating procedures. This data is used in determining responsibility for new 
contracts, assessing penalties, and withholding payment in the event of contract disputes. 

The Procurement Stewardship Act of 1995 provides statutory guidance for public 
procurement in New York State. The Stewardship Act stipulates that OGS and state 
agencies must cooperate with the Office of the State Comptroller (OSC) to provide for 
the wise and prudent use of public money in the best interests of tax.payers; to guard 
against favoritism, improvidence, extravagance, fraud, and conuption; and to facilitate 
the efficient and timely acquisition of commodities and services of the highest quality at 
the lowest practicable cost within available resources. The act requires agencies to 
develop a procurement record that documents their processes and provides a balanced and 
fair method for bid evaluation.2 

Process 

The most commonly used procurement methods within the OGS are invitations for bid 
(IFBs) and requests for proposal (RFPs) to create OGS centralized contracts. The OGS 
centralized contracts allow agencies to choose from a wide range of preestablished 
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contracts developed by OGS, rather than develop their own ad hoc vendor contracts. IFB 
contracts are typically used for procurements that require exact specifications. These 
contracts are awarded to the responsible and responsive bidder with the lowest price and 
are most commonly used for commodity contracts. The RFP method is used to obtain a 
comparative evaluation of bids when factors in addition to cost are important. RFP 
contracts are awarded on the basis of "best value," and allow ajencies to strike a balance 
between quality, cost, and efficiency when awarding contracts. 

Bid Solicitations 

Although the OGS has no plans at this time to implement an end-to-end e-procurement 
solution, it does allow vendors to receive bid updates and contract information online. 
Vendors can subscribe to automatic email lists to receive bid notices specific to their 
functional area or the "New York State Contract Reporter," a weekly email newsletter of 
general procurement opportunities with the state. 

The OGS PSG website facilitates the bid solicitation and contracting process by 
providing direct access to contract definitions, preferred sources guidelines, procurement 
council rules and decision-making mechanisms, and information on selected contracts. 
For agencies that do not necessarily use the online contracts for direct purchasing, it is 
still a useful reference for price comparison with current contracts. This is a valuable tool 
for all entities when negotiating contracts, including, for instance, public schools and 
libraries. Additionally, any agency has access to preestablished term contracts, which 
ensures good pricing without the necessary legal or administrative work.4 

The state participates in several multistate contracts, including the Minnesota Multi-Cap 
for pharmaceutical bids, ASAP and Software House International for software, and the 
Western States Contracting Alliance. New York is also the lead state for an eight-state 
contract for the distribution of flu vaccines. These multistate efforts provide a substantial 
practical benefit, in that all of the preliminary work involved in creating the contracts is 
completed by another entity. This allows the state to take advantage of reduced product 
costs without large up-front investments. State piggyback contracts are currently small in 
number, but are incrementally expanding. This tool is increasingly being relied upon, 
where appropriate, in order to benefit authorized users of New York State.5 

Lastly, to increase efficiency, the state and a large credit card company have entered into 
a service contract agreement to provide the state with purchasing card services. Agencies 
now can make authorized purchases directly from a contractor without processing 
purchase orders or purchase authorizations. Only select employees are authorized to make 
purchases using these purchasing cards.6 

Determining Vendor Responsibility 

The state uses vendor responsibility as a key factor in awarding contracts. State finance 
law stipulates that commodities contracts must be awarded on the basis of lowest price to 
responsive and responsible offerers. "Responsive" means that the vendor is in compliance 
with the specifications or requirements of the bid document, while responsibility 
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requirements include the qualifications, financial stability, and integrity of the vendor. 
Although the OGS has compiled a best practices document to help agencies determine 
vendor responsibility, each agency is ultimately responsible for defining its own 
responsibility requirements. Contracts for services are awarded to the offerer who 
optimizes quality, cost, and efficiency among responsive and responsible offerers. The 
method used to award contracts should reflect, wherever possible, objective and 
quantifiable analysis. 7 

Contract Pre-Auditing 

The Office of the State Comptroller (OSC) pre-audits all new OGS centralized contracts 
to ensure the proper expenditure of state dollars and compliance with the Procurement 
Stewardship Act. The OSC also reviews each state agency contract over an agency's 
discretionary threshold regarding legal, fiduciary, and fairness issues and to confirm that 
the contract matches the terms set forth in the RFP or IFB. 8 Article 7 of the State Finance 
Law allows OSC up to 90 days in New York State to review contracts, a process that 
generally takes one to five days in the four other states that have this pre-audit 
requirement (the remaining 45 states have no pre-audit of contracts). While this level of 
oversight may be desirable from a political point of view, in practice it is often 
duplicative of the existing statutory regulations the OGS must follow in awarding 
contracts. Contracts are seldom overturned on pre-audit. This tension between oversight 
and efficiency illustrates the unique challenges inherent in purchasing for the public 
sector.9 

Functional Areas 

Commodity Purchasing 

There are numerous commodity categories for New York State centralized contracts, 
covering many types of commodity purchases. Non-technology services contracts 
provided by the OGS include auditing services, rubbish removal, overnight mail, 
temporary personnel, drug and alcohol testing, and procurement card services. The 
Stewardship Act allows procurement officials to award multiple contracts based on 
supply and variety, which provides statutory authority for the transition from line item 
bidding to comprehensive catalog bidding. As a result, there are currently several 
different areas, each with a multiple award contract, where the state-authorized user can 
access the contracts in a manner that achieves a desired quality price ratio, thus 
accumulating more products at a higher discount. The use of these comprehensive catalog 
contracts has allowed the OGS to increase contract purchases, decrease discretionary 
spending levels, and utilize longer-term contracts. This allows OGS to focus on a smaller 
number of vendors and supports responsibilities at the user level, producing greater 
efficiency and lowering the state's total cost for the products covered by these contracts. 

Construction 

The construction purchasing division within OGS is known as the Design and 
Construction Group (D&C). The organizational structure of the D&C has recently 
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changed from a functional team organization to business units that work together on 

individual projects. Clients now have a single point of contact for information on project 

specifics and deliverables. These organizational changes have made D&C a more 

streamlined and responsive organization with more cohesive designs and execution. 

Contracts are awarded on the basis of lowest responsible bid, based on a combination of 

experience, availability, Historically Underutilized Business (HUB) status, and price. 

Wick's Law, which is a $50,000 competitive bidding threshold, requires contracts to be 

categorized into functional components or trades, such as plumbing, construction, 

electric, and HV AC, and requires contracts be awarded on an individual trade level.10 The 

D&C constantly rotates the members of the selection board, a committee that implements 

the decision of which vendors to initially contact, in order to keep the selection process as 

competitive as possible and to avoid pitfalls such as preferential hiring. 11 

To ensure the delivery of quality products and services, every vendor awarded a contract 

undergoes a postcompletion evaluation, which is considered in subsequent bids to 

determine vendor responsibility. This evaluation is compiled and overseen by the 

"engineering charge," an OGS employee who oversees all aspects of D&C projects onsite 

and serves as a liaison between contractors and the D&C. Evaluations are based on 

factors such as timeliness of submittals, management of the project and subcontractors, 

reasonableness of price changes, quality of workmanship, timely completion, adherence 

to rules and regulations, and safety violations. 

The D&C maintains a list of vendors willing to provide services on an emergency basis, 

separated by function and geographic area. If a need for emergency services arises, the 

D&C contacts two to five local vendors who are able to provide the needed work. These 

vendors are offered a simple contract of cost plus a percentage mark-up, and the vendor 

with the lowest mark-up is granted the contract. All vendors on the list must be contacted 

once before D&C officers can run through the list a second time, which ensures that all 

vendors receive equal bidding opportunities. The 24-hour availability and simplified 

bidding process allows the D&C to have vendors onsite within five hours, as opposed to 

the several days required when using normal centralized contracts. This fast turnaround 

time is extremely valuable in emergency situations, and this contract is greatly 

appreciated by state agencies as a result. 

Information Technology 

The Office for Technology (OFT) is responsible for setting strategic technology 

guidelines across all state agencies. Based on OFT's strategic direction and guidance, 

OGS oversees the organization.of the five major technology contracts categories. The 

first category contains PCs, printers, software, networking hardware and software, 

interactive voice response systems, and video conferencing systems. These products were 

originally in separate categories with different bid requirements and were recently 

combined in an effort to streamline the procurement process. Other categories include 

electronic key systems, cabling purchase and installation, PBX installations, and 

technology services.12 
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Agencies wishing to purchase technology solutions are confronted with a broad range of 
guidelines that differ depending on the technology being purchased. This "maze of 
contract usage guidelines" is addressed by the specifically delineated guidelines for 
technology (as opposed to commodities) to prevent agency purchasing staff from being 
more confused and unsure of how to purchase needed technologies. 13 

Regardless of whether a purchase is conducted on the open market or via OGS term 
contracts, OFT approval is required for all purchases that exceed $50,000 for hardware or 
services or $20,000 for software.14 After the OFT is informed of a purchase request, it 
makes one of several recommendations. If the purchase falls within OFT guidelines, the 
agency is given the authority to proceed as planned. If the purchase does not meet 
guidelines, or is not consistent with statewide strategic technology goals, the OFT may 
allow the agency to proceed only in conjunction with other state agencies, may force the 
agency to delay the acquisition to a later date, or may modify the purchase to meet OFT 
standards and practices. 15 Lastly, for single or sole source contracts of any value, the 
agency must prepare a justification report for the Procurement Record. This process is a 
way to promote oversight and transparency in the contracting process.16 

For technology contracts that include training or services bundled along with hardware or 
software, the 20 Percent Rule applies. The 20 Percent Rule states that agencies can 
purchase additional services only up to 20 Percent of the cost of the hardware or software 
contract without soliciting separate competitive contracts or getting prior approval from 
the OGS. Above the 20 percent threshold, these services are subject to the competitive 
process and are treated as a separate procurement. If the purchase is a sole or single 
source contract, agencies can override the 20 Percent Rule with approval from OSC.17 

This provides a mechanism that attempts to prevent a situation in which an awarded 
contract with low-cost software solutions from a vendor produces the unwanted result of 
massive consulting or implementation contracts from the same vendor. 

The "IT Procurement Made Simple" guidelines on the OGS PSG website break down 
technology purchases into the following steps. 

1. Microcomputers/PCs, Printers, Software, Networking Hardware and Software, 
Interactive Voice Response Systems (IVR), and Video Conferencing Systems. 

• If over $50,000, pricing from at least three contractors is required. 

• No OSC pre-approval. 

• 20 Percent Rule applies to training and services. 

• There are catalog contracts through ASAP and Software House International for 
software. This is primarily used when the software being purchased is not for 
agency-wide implementation or the other OGS contracts are not sufficient for the 
purchase. 

2. Electronic Key Systems and Digital Centrex Systems. 
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• Contracts awarded on best value. 

• If over $50,000, best and final offers from three contractors is required. 

• No OSC pre-approval. 

3. Cabling, Purchase, and Installation. 

• If OGS owns and operates the building or provides telephone services to the state 
agency, notification of installation is required. 

• No OSC pre-approval. 

4. PBX Installations. 

• If above $15,000: a formal mini-bid process and OSC pre-approval is required. 

5. IT Services. 

• Backdrop contracts are provided with pre-qualified contractors. 

• If above $15,000, OSC pre-approval required.18 

Lastly, the additional procurement methods for technology include the steps below. 

1. Formal Mini-Bid. 

• Process used for purchasing services (consulting, systems integration, training or 
ongoing services, maintenance, and support) over $50,000.19 

• Bid requirements are stated in the Project Definition (PD) or Request for Training 
Services (RTS). 

• Contractors are selected based on the proposal that is best value according to the 
evaluation criteria in the PD or RTS. 

2. Fast Track. 

• Streamlined mini-bid process used for contracting of consulting services based on 
hourly rates and specified periods of time ranging from six months to a year-and
a-half. 

3. Discretionary Buying Thresholds. 

• When IT services are expected to cost less than $50,000, the formal competitive 
process is avoided by using either of the following: 

a) solicit bids from a minimum of three contractors under the applicable 
services and categories; or2° 
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b) buy direct if soliciting from a certified Small Business Enterprise or 
Minority/Woman-Owned Business Enterprise. 21 
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