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INTRODUCTION AND BACKGROUND - FINANCE DIVISION 

The Office of the Auditor General has conducted a performance audit of the 

Department of Administration, in response to a January 70, 1980, 

resolution of the Joint Legislative Oversight Committee. This performance 

audit was conducted as a part of the Sunset review set forth in Arizona 

Revised Statutes (A.R.s. ) fj $41-2351 through 41-2379. 

The Finance Division, formerly the Department of Finance, was incorporated 

into the Department of Administration in 1973. 

DOA-Finance, through the authority of A.R.S. $$41-721 through 41-740, is 

responsible for 

- installing and maintaining a uniform system of accounting; 

- .  evaluating and planning improvements in State fiscal matters; 

- developing and maintaining a comprehensive long-range plan for 

capital outlay; and 

- recommending administrative reorganization and management 

practices. 

The Finance Division is funded by appropriations from the Legislature. 

Table 1 presents a summary of full-time employees, actual expenditures for 

fiscal years 1977-78 through 1979-,80, estivated expenditures for fiscal 

year 1980-81 and the appropriation for 1981-82. 



TABLE 1 

SUMNARY OF DOA-FINANCE FULL-TIME EQUIVALENT 
EMPLOYEES (FTE) AND ACTUAL AND PROJECTED EXPENDITURES 

FOR FISCAL YEARS 1977-78 THROUGH 1981-82" 

Personal  s e r v i c e s  
Employee-related expendi tures  
P ro fe s s iona l  and ou t s ide  s e r v i c e s  
Trave 1 : 

I n  S t a t e  
Out of S t a t e  

, Other opera t ing  expenses 
Equipment 

To ta l  
lo 

FTE - 

F i s c a l  Years 
1977-78 1978-79 1979-80 1980-81"" 1981-82""" 

* Source: DOA-Finance a s s i s t a n t  d i r e c t o r .  
** Amounts r ep re sen t  June 30th a c t u a l  amounts, which may be changed by 

13th-month adjustments.  Does no t  i nc lude  $68,000,000 t eache r s '  
re t i rement  monies. 

*** Does not inc lude  $74,800,000 t eache r s '  r e t i r emen t  monies. 



DOA-Finance i s  comprised of s i x  o rgan iza t iona l  u n i t s :  Automation Sec t ion;  

Executive Budget Off ice ;  General Accounting Off ice ;  Operat ions Analysis ;  

F a c i l i t i e s  Planning and Cons t ruc t ion  Sec t ion  and t h e  S t a t e  Purchasing 

Off ice .  

The scope of t h e  performance a u d i t  was l imi t ed  t o  reviews of t he  S t a t e  

Purchasing Off ice ,  . F a c i l i t i e s  Planning and Cons t ruc t ion  Sec t ion  and the  

General Accounting Of f i ce  due t o  t ime and s t a f f  resource  c o n s t r a i n t s .  The 

r e s u l t s  of reviews of t h e  S t a t e  Purchasing Off ice  and t h e  General 

Accounting Of f i ce  a r e  contained i n  s epa ra t e  s e c t i o n s  of t h i s  r epo r t .  I n  

a d d i t i o n ,  a  review of t h e  Department of Administrat ion - Surplus  Proper ty  

Div is ion  i s  included a s  a  s e p a r a t e  s e c t i o n  of t he  r epo r t .  

Add i t i ona l ly ,  ques t ions  have a r i s e n  concerning some informat ion  obtained 

during t h e  course of t h e  review of t h e  F a c i l i t i e s  Planning and 

Cons t ruc t ion  Sect ion.  I n  t h e  i n t e r e s t s  of f a i r n e s s  and accuracy,  t h e  

r e s u l t s  of  t h a t  review a r e  not  included i n  t h i s  r epo r t .  A s e p a r a t e  r e p o r t  

on t h e  F a c i l i t i e s  Planning and Construct ion Sec t ion  w i l l  be re leased  i n  

e a r l y  1982. 

The Auditor General expresses  g r a t i t u d e  t o  t h e  a s s i s t a n t  d i r e c t o r  f o r  

Finance and h i s  s t a f f  f o r  t h e i r  a s s i s t a n c e  and cons ide ra t ion  dur ing  t h e  

course  of t he  a u d i t .  
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SUMMARY - STATE PURCHASING OFFICE 

The S t a t e  Purchasing Of f i ce  (SPO) was c rea t ed  by t h e  Leg i s l a tu re  i n  1967 

and incorpora ted  i n t o  DOA-Finance i n  1977. SPO i s  r e spons ib l e  f o r  

reviewing and monitoring t h e  purchasing a c t i v i t y  of S t a t e  agencies ,  

p re sc r ib ing  s t anda rds  and procedures,  maintaining an  inventory  of S t a t e  

proper ty  and purchasing r i s k  management s e rv i ces .  

The purchasing func t ion  i n  S t a t e  government i s  ope ra t iona l ly  

decen t r a l i zed .  Although a l l  S t a t e  agencies ,  except t h e  u n i v e r s i t i e s ,  t he  

l e g i s l a t i v e  and j u d i c i a l  branches, t h e  Lo t t e ry  Commission, and Arizona 

Correc t iona l  En te rp r i s e s ,  a r e  requi red  by s t a t u t e  t o  use  t h e  s e r v i c e s  of 

SPO, the  t e n  l a r g e s t  agencies ,  designated a s  purchase-authorized, a r e  a b l e  

t o  buy most i t ems  without ob ta in ing  p r i o r  approval from SPO. SPO provides 

f o r  . t h e  purchase of some high-volume and common-use i tems  through 

nego t i a t i on  of supply c o n t r a c t s  and awards c o n t r a c t s  f o r  s p e c i a l  purchases 

by agencies  which have no t  been granted  purchase-authorized s t a t u s .  

Therefore,  SPO's primary duty i s  c o n t r a c t  admin i s t r a t i on .  

Delegat ions and g r a n t s  of  a u t h o r i t y  t o  purchase-authorized agencies  i s  

excessive.  I n  a d d i t i o n ,  SPO has  f a i l e d  t o  f u l f i l l  i t s  s t a t u t o r y  

r e s p o n s i b i l i t y  t o  monitor and review t h e  purchasing a c t i v i t i e s  of S t a t e  

agencies.  A s  a  r e s u l t ,  t h e  S t a t e ,  purchasing system has been decen t r a l i zed  

t o  a  degree t h a t  exceeds l e g i s l a t i v e  i n t e n t ,  and t h e  S t a t e  may i n c u r  

unnecessary c o s t s  because u s e r  agencies  do not  always use  supply c o n t r a c t s  

o r  fo l low requi red  bidding procedures.  SPO l a c k s  enforcement c a p a b i l i t y  

t o  ensure agency compliance wi th  e s t a b l i s h e d  p o l i c i e s  and procedures.  



Fur the r ,  purchasing s t a f f  may be dup l i ca t ed  i n  purchase-authorized 

agencies  and SPO. Grea t e r  economy and e f f i c i e n c y  could be obtained by 

e i t h e r  1 )  g ran t ing  SPO a d d i t i o n a l  enforcement powers by al lowing SPO t o  

absorb a n  agency 's  purchasing s t a f f  i f  SPO determines t h a t  t h e  agency's 

a c t i v i t i e s  do not  warrant  purchase-authorized s t a t u s ,  o r  2 )  c e n t r a l i z i n g  

a l l  purchasing a c t i v i t i e s  and s t a f f  i n  SPO, except f o r  purchases below a 

s p e c i f i e d  d o l l a r  l i m i t .  (page 7 )  

SPO a l s o  i s  r e spons ib l e  f o r  monitoring t h e  q u a l i t y  of  goods purchased by 

S t a t e  agencies .  SPO has  not  developed adequate programs t o  eva lua t e  

vendor q u a l i f i c a t i o n s  o r  p r e t e s t  p roducts  p r i o r  t o  c o n t r a c t  award t o  

ensure  t h a t  c o n t r a c t s  a r e  awarded only t o  respons ib le  vendors and only  f o r  

products  which meet s p e c i f i c a t i o n s .  Addi t iona l ly ,  t e s t i n g  of products  

received by agencies  i s  l i m i t e d  and r e s p o n s i b i l i t y  f o r  i n spec t ion  of most 

goods has  been de lega ted  t o  u s e r  agencies .  SPO needs t o  develop a q u a l i t y  

c o n t r o l  program which w i l l  ensure t h a t  t h e  S t a t e  does not  i n c u r  excess ive  

product c o s t s  o r  r ece ive  lower q u a l i t y  goods than  t h e  c o s t  warrants .  

(page 19)  

Because SPO l acks  s u f f i c i e n t  s t a t u t o r y  a u t h o r i t y  t o  i n v e s t i g a t e  and 

r e so lve  complaints and u s e r  agencies  do no t  comply wi th  SPO's requirements 

t o  submit a l l  complaints  regard ing  vendor products  o r  performance, t he  

complaint process  i s  fragmented among s e v e r a l  agencies .  I n  a d d i t i o n ,  SPO 

has  not  developed w r i t t e n  procedures  f o r  i $ s  own s t a f f .  A s  a r e s u l t ,  

complaint r e s o l u t i o n  i s  i n c o n s i s t e n t ,  sometimes i n e f f e c t i v e  and may be 

untimely. The s t a t u t e s  need t o  be amended t o  g r a n t  SPO s p e c i f i c  

r e s p o n s i b i l i t y  and a u t h o r i t y  f o r  i n v e s t i g a t i n g  and reso lv ing  complaints,  

inc luding  p rov i s ions  f o r  s anc t ions  a g a i n s t  vendors who f a i l  t o  perform. 

(page 2 7 )  



SPO n e g o t i a t e s  term c o n t r a c t s ,  o r  supply agreements, f o r  high-volume and 

common-use commodities such a s  food i tems  and some o f f i c e  s u p p l i e s  and 

fu rn i tu re .  These c o n t r a c t s  a r e  f o r  i n d e f i n i t e  q u a n t i t i e s  and may be used 

by any S t a t e  agency. The management informat ion  system does no t  provide 

s u f f i c i e n t l y  d e t a i l e d  information t o  i d e n t i f y  every i tem which should be 

placed on a  term c o n t r a c t  o r  f o r e c a s t  t h e  needs of  S t a t e  agencies .  

(page 35) Fu r the r ,  SPO may no t  have f u l f i l l e d  i ts  admin i s t r a t i ve  

r e s p o n s i b i l i t y  i n  t h a t  i t s  term c o n t r a c t  form has no t  been reviewed o r  

approved by t h e  Attorney General. The c o n t r a c t  form needs t o  be rev ised  

because the  Off ice  may no t  be a b l e  t o  monitor o r  enforce  p rov i s ions  of  a  

cont rac t .  The p re sen t  form, and f u t u r e  changes t o  t h e  form, should be 

reviewed and approved by t h e  Attorney General t o  c o r r e c t  any 

d e f i c i e n c i e s .  (page 41) 

Arizona s t a t u t e s  r e q u i r e  b i d s  t o  be s o l i c i t e d  from a l l  q u a l i f i e d  s u p p l i e r s  

who appear on t h e  master  bid l i s t ,  inc luding  out-of-State  vendors. A s  a  

r e s u l t  o f  a  S t a t e  Purchasing Of f i ce  i n t e r p r e t a t i o n  of t h e  s t a t u t e s ,  SPO 

does not  always s o l i c i t  b id s  from out-of-State  vendors on t h e  b id  l ist.  

I n  a d d i t i o n ,  SPO has  no t  developed a  b id  l ist  which a l lows  s o l i c i t a t i o n  of 

b ids  from q u a l i f i e d  vendors only. The provis ions  of t h e  s t a t u t e s  

governing bidding procedures  need t o  be reviewed t o  determine i f  

out-of-State vendors a r e  intended f o r  exemption.  a age 45)  

Considerat ion should be g iven  t o  t h e  fol lowing recommendations: 

1. St rengthen  t h e  r o l e  of SPO through one of t h e  fol lowing 

a l t e r n a t i v e s :  

- A l t e r n a t i v e 1  

e Amend A.R.S. $41-729 t o  a )  s p e c i f i c a l l y  r e q u i r e  

agencies  t o  fo l low SPO-established procedures,  

b) provide sanc t ions  f o r  agency noncompliance, and 

c )  provide f o r  t h e  absorp t ion  of a n  agency 's  purchasing 

s t a f f  by SPO i n  t h e  event  SPO revokes i t s  

purchase-authorized s t a t u s .  

iii 



a SPO review each purchase-authorized agency t o  determine 

i f  i t s  purchasing opera t ions  a r e  economical and 

e f f i c i e n t .  

a Require agencies  t o  submit cop ie s  of purchase o r d e r s  

f o r  SPO raview. 

Cen t r a l i ze  S t a t e  purchasing a c t i v i t i e s  and s t a f f  i n  SPO and 

al low agencies  t o  purchase c e r t a i n  products  o r  products  t h a t  

c o s t  l e s s  t han  a  s p e c i f i e d  amount only. 

2. The L e g i s l a t u r e  a )  amend A.R.S. $41-729, subsec t ion  A ,  t o  

r e q u i r e  e x p l i c i t l y  t h a t  SPO e s t a b l i s h  a q u a l i t y  c o n t r o l  program, 

. and b)  app ropr i a t e  funds f o r  t h e  implementation of t h e  program. 

3. SPO develop a  q u a l i t y  c o n t r o l  program t o  inc lude :  

- Test ing  of de l ive red  goods, 

- In spec t ion  of goods a t  r e c e i p t ,  and 

- Requiring vendors t o  submit t e s t  r e s u l t s  a s  requi red  by 

s p e c i f i c a t i o n s .  

User agency i n p u t  and p a q t i c i p a t i o p  should be included i n  t h e  

program's development, and the  program should be w r i t t e n  t o  

inc lude  s t anda rds  f o r  documentation of a c t i v i t i e s .  

4. SPO study a  p lan  f o r  vendor eva lua t ion .  I f  t hese  func t ions  a r e  

i n s t i t u t e d ,  t he  fol lowing should be included:  

- Development of vendor q u a l i f i c a t i o n c r i t e r i a ,  

- Requirement t h a t  vendors submit information which SPO 

requ i r e s  f o r  eva lua t ion ,  and 

- Agency inpu t  t o  eva lua t e  vendors under con t r ac t .  



5. A.R.S. $41-729, subsec t ion  A ,  be amended t o  provide t h e  S t a t e  

Purchasing Of f i ce  wi th  s p e c i f i c  r e s p o n s i b i l i t y  and a u t h o r i t y  f o r  

i n v e s t i g a t i n g  and r e so lv ing  complaints a s  fol lows:  

- Recognize SPO a s  t h e  s o l e  e n t i t y  with such a u t h o r i t y  f o r  

vendors under term c o n t r a c t s  and r e q u i r e  a l l  agencies  t o  

submit complaints concerning vendors i n  w r i t i n g  t o  SPO, 

- Provide f o r  a formal  suspension o r  debarment procedure and 

o t h e r  s anc t ions  which may be invoked a g a i n s t  vendors f o r  

f a i l u r e  t o  perform, and 

- Provide f o r  a n  appea l  process  f o r  vendors a g a i n s t  whom 

a c t i o n  has been taken. 

6. The S t a t e  Purchasing Of f i ce  develop and implement i n t e r n a l  s t a f f  

procedures f o r  i n v e s t i g a t i n g  and r e so lv ing  complaints ,  inc luding  

g u i d e l i n e s  f o r  

- Documentation o f  complaints and a c t i o n s ,  

- Appropriate a c t i o n  under varying circumstances,  and 

- Time frames f o r  ac t ions .  

7. SPO reques t  budget a u t h o r i z a t i o n  t o  i n s t i t u t e  a s tudy t o  

determine t h e  f e a s i b i l i t y  of an  i n t e r n a l  management informat ion  

system t o  review and r e c o ~ d  agency,purchasing documents f o r  use  

i n  c o n t r a c t  admin i s t r a t i on  dec is ions .  

8. The Finance Div is ion  cont inue  accounting system development and 

a s s e s s  t he  AFIS purchasing module i n  terms of present  information 

inadequacies .  

9. The p re sen t  term c o n t r a c t  form, and f u t u r e  changes t o  t h e  form, 

be reviewed and approved by the  Attorney General.  



10. The L e g i s l a t u r e  review t h e  p rov i s ions  of A.R.S. $41-730, 

subsec t ion  A ,  t o  determine i f  out-of-State  vendors a r e  intended 

f o r  exemption. 

11. SPO f u r t h e r  r e f i n e  t h e  master  bid l i s t  t o  i d e n t i f y  vendors who 

a r e  a b l e  t o  supply t h e  product f o r  which a  bid i s  s o l i c i t e d .  



INTRODUCTION AND BACKGROUND 

The S t a t e  Purchasing Of f i ce  (SPO) was c rea t ed  by t h e  Leg i s l a tu re  i n  1967 

". . . in o rde r  t o  make s t a t e  government more economical and e f f i c i en t . . . . "  

The Off ice  vas  incorpora ted  i n t o  t h e  Div is ion  of Finance, p a r t  of the  

Department of Administrat ion (DOA-~ inance ) ,  i n  1973. 

Under t he  p rov i s ions  of Arizona Revised S t a t u t e s  (A.R.s.) $541-729 through 

41-731, SPO i s  respons ib le  f o r  reviewing and monitoring t h e  purchasing 

a c t i v i t y  of S t a t e  agencies ,  p re sc r ib ing  s t anda rds  and procedures ,  

maintaining an  inventory  of S t a t e  proper ty  and purchasing r i s k  management 

s e rv i ces .  

The purchasing func t ion  i n  S t a t e  government i s  o p e r a t i o n a l l y  

decent ra l ized .  Although a l l  S t a t e  agencies ,  except  t h e  u n i v e r s i t i e s ,  t h e  

l e g i s l a t i v e  and j u d i c i a l  branches,  t h e  Lo t t e ry  Commission, and Arizona 

Correc t iona l  En te rp r i s e s ,  a r e  requi red  by s t a t u t e  t o  use t h e  s e r v i c e s  of 

SPO, t h e  t e n  l a r g e s t  agencies ,  designated a s  purchase-authorized, a r e  a b l e  

t o  buy most i tems without ob ta in ing  p r i o r  approval  from SPO. SPO provides  

f o r  t he  purchase of some high-volume and common-use i tems  through 

nego t i a t i on  of supply c o n t r a c t s  and awards c o n t r a c t s  f o r  s p e c i a l  purchases 

by agencies  which have not  been granted purchase-authorized s t a t u s .  

Therefore,  SPO's primary duty  i s  c o n t r a c t  adminis t ra t ion .  

Table 1 con ta ins  fu l l - t ime  equ iva l en t  employee numbers and e s t ima te s  of 

expenditures  f o r  t h e  S t a t e  Purchasing Off ice  from f i s c a l  year  1977-78 

through 1981-82. 



TABLE 1 

FTE 

Expenditures 

SUMMARY OF FULL-TIME EQUIVALENT EMFLOYEES (FTE) 
AND ACTUAL AND PROJECTED EXPENDITURES FOR THE STATE 

PURCHASING OFFICE FOR FISCAL YEARS 1977-78 THROUGH 1981-82" 

F i s c a l  Years 
Estimated a 

1977-78 1978-79 1979-80 1980-81"" 1981-82""" 

Personal  s e r v i c e s  $280,000 
Employee-related expendi tures  48,200 
P ro fes s iona l  and o u t s i d e  s e r v i c e s  
Travel:  

I n  S t a t e  1,200 
Out of S t a t e  1,200 

Other opera t ing  expenses 74,300 
~ ~ u i ~ r n e n t  

To ta l  

Y Source: A s s i s t a n t  d i r e c t o r ,  DOA-Finance. 
+* Amounts a r e  based on June 30th a c t u a l  amounts, and may be changed 

by J u l y  1981 adjustments.  
w*+ Amounts a r e  based on 1981-82 budget appropr ia t ion .  



SUNSET FACTORS 

Nine f a c t o r s  were reviewed t o  a i d  i n  t h e  process  of determining whether 

t h e  Department of Administrat ion-Divis ion of Finance, S t a t e  Purchasing 

Off ice  should be continued o r  te rmina ted ,  i n  accordance wi th  Arizona 

Revised S t a t u t e s  (A.R.s. ) 5541-2351 through 41-2379. 

SUNSET FACTOR: OBJECTIVE AND PURPOSE 

I N  ESTABLISHING THE OFFICE 

The S t a t e  Purchasing Of f i ce  (SPO) was c rea t ed  by t h e  L e g i s l a t u r e  i n  1967 

t o  "...make s t a t e  government more economical and ef f ic ien t . . . . "  Pursuant  

t o  Arizona Revised S t a t u t e s  (A.R.s.) 541-729, subsec t ion  A . ,  SPO i s  

requi red  t o  i n v e s t i g a t e  and review types of  i t ems  and s e r v i c e s  purchased 

by S t a t e  agencies  and procurement methods used by agencies ,  t o  p r e s c r i b e  

s tandards  of q u a l i t y  and procurement procedures ,  t o  maintain c a p i t a l  

equipment i n v e n t o r i e s  and t o  purchase r i s k  management s e rv i ces .  

SPO has f u r t h e r  i d e n t i f i e d  i ts  func t ions  and r e s p o n s i b i l i t i e s  a s  

- Awarding S t a t e  c o n t r a c t s  f o r  large-volume and common-use i tems ,  

- Processing i n d i v i d u a l  purchases of $5,000 o r  more, 

- Maintaining a c u r r e n t  inventory  of State-owned personal  p rope r ty ,  

and 

- Reviewing t h e  purchasing p r a c t i c e s  and procedures  of 

purchase-authorized S t a t e  , agencies ,  t o  ensure  conformance wi th  

app l i cab le  s t a t u t e s .  

Local  governments and o t h e r  p o l i t i c a l  subd iv i s ions ,  such a s  school  

d i s t r i c t s ,  may a l s o  use  c o n t r a c t s  negot ia ted  by SPO. 

SUNSET FACTOR: THE DEGREE TO WHICH THE OFFICE 

HAS BEEN ABLE TO RESPOND TO THE NEEDS OF THE 

PUBLIC AND THE EFFICIENCY WITH WHICH I T  HAS OPERATED 

SPO a t tempts  t o  respond t o  t h e  needs of t he  pub l i c  by 1 )  e f f e c t i n g  

economies through n e g o t i a t i n g  with vendors c o n t r a c t s  which provide lower 

p r i c e s  t o  S t a t e  agencies ,  2 )  monitoring t h e  q u a l i t y  of goods purchased, 

and 3 )  con t r ibu t ing  t o  Ar izona ' s  economic growth by providing i ts  vendors 

with t h e  oppor tuni ty  t o  o b t a i n  S t a t e  con t r ac t s .  



The use  of  term c o n t r a c t s  has  enabled agencies  t o  o b t a i n  goods a t  lower 

p r i c e s  t han  those  a v a i l a b l e  without  such con t r ac t s .  A survey of S t a t e  

agencies  i nd ica t ed  t h a t  u s e r s  a r e  s a t i s f i e d  wi th  t h e  q u a l i t y  of products.  

However, l a c k  of adequate  management informat ion  impairs  SPOfs a b i l i t y  t o  

i d e n t i f y  every type of purchase which should be on con t r ac t .  (page 35) 

I n  a d d i t i o n ,  SPO's moniter ing of t h e  q u a l i t y  of products  purchased with 

pub l i c  monies i s  l i m i t e d  and poor ly  documented. (page 19 )  

SPO has  afforded Arizona vendors a n  oppor tuni ty  t o  o b t a i n  S t a t e  c o n t r a c t s  

by 1 )  providing adequate  t ime before  t h e  c l o s i n g  of b i d s  and 

2 )  eva lua t ing  b ids  i n  a  t imely manner. A survey of vendors revea led  t h a t  

they a r e  s a t i s f i e d  wi th  SPOfs o v e r a l l  performance and p lan  t o  cont inue 

seeking SPOfs bus iness .  However, procedures  used t o  s o l i c i t  b id s  may not 

be i n  compliance wi th  s t a t u t o r y  requirements.  (page 45)  

Our review of SPO opera t ions  revealed t h a t  SPO's l e v e l  of e f f i c i e n c y  i s  

a f f e c t e d  adverse ly  by 

- A l a c k  o f  adequate  management informat ion  t o  adminis te r  

con t r ac t s .  (page 35) 

- Inadequate  SPO monitoring of t h e  purchasing a c t i v i t i e s  of  S t a t e  

agencies .  (page 12)  

- I n s u f f i c i e n t  c o n t r o l  through t h e  p rov i s ions  of term con t r ac t s .  

(page 41) 

SUNSET FACTOR: THE EXTENT TO WHICH THE 

OFFICE HAS OPERATED I N  THE PUBLIC INTEREST 

SPO i s  a n  a d m i n i s t r a t i v e  agency providing s e r v i c e s  t o  o t h e r  S t a t e  agencies  

and l o c a l  governmental j u r i s d i c t i o n s .  S ince  SPO has obtained lower p r i c e s  

f o r  t hese  e n t i t i e s ,  i t  appears  t o  have operated wi th in  t h e  pub l i c  i n t e r e s t .  



SUNSET FACTOR: THE EXTENT TO WHICH THE 
- ~ 

RULES AND REGULATIONS PROMULGATED BY THE OFFICE 

ARE CONSISTENT WITH THE LEGISLATIVE MANDATE 

I n  l i e u  of promulgating r u l e s  and r e g u l a t i o n s ,  SPO a p p r o p r i a t e l y  has  

i ssued  a  p o l i c i e s  and procedures  manual f o r  S t a t e  agencies .  According t o  

a L e g i s l a t i v e  Council  memorandum dated  A p r i l  2 3 ,  1981, i s suance  of t h e  

manual s a t i s f i e s  SPO's s t a t u t o r y  r e s p o n s i b i l i t y  under A.R.S. $41-729, 

subsec t ion  A ,  paragraph 2 ,  t o  "Prescr ibe  s'tandards of q u a l i t y ,  s tandard  

s p e c i f i c a t i o n s  and methods...." The memorandum s t a t e s  i n  part:" 

" . . . mem he L e g i s l a t u r e  has  not  s p e c i f i c a l l y  requi red  t h e  
i ssuance  of r e g u l a t i o n s  t o  s e t  purchasing s t anda rds ,  
s p e c i f i c a t i o n s  and methods. The purchasing s e c t i o n  
i t s e l f  does no t  have a u t h o r i t y  t o  promulgate 
r egu la t ions  al though t h e  a s s i s t a n t  d i r e c t o r  f o r  f i nance  
who heads the  d i v i s i o n  of which t h e  purchasing s e c t i o n  
i s  a p a r t  may i s s u e  regula t ions . .  ..To accomplish t h e  
l e g i s l a t i v e  i n t e n t  we be l i eve  t h a t  t h e  purchasing 
s e c t i o n  could e i t h e r  promulgate r egu la t ions  through t h e  
a s s i s t a n t  d i r e c t o r  f o r  f i nance  o r ,  a s  i s  t h e  case ,  
i s s u e  a  p o l i c y  and procedures manual." 

D i r e c t i v e s  i n  t h e  manual a r e  binding on a l l  S t a t e  agencies .  SPO p resen t ly  

is  r e v i s i n g  t h e  manual and in t ends  t o  pu t  t h e  p rov i s ions  i n  t h e  form of 

r egu la t ions  i n  t he  fu tu re .  A review of  t h e  present  manual d i d  no t  r e v e a l  

p rov i s ions  t h a t  were i n c o n s i s t e n t  wi th  L e g i s l a t i v e  i n t e n t .  

SUMSET FACTOR: THE EXTENT TO WHICH'THE OFFICE HAS 

ENCOURAGED INPUT FROM THE PUBLIC BEFORE PROMULGATING 
-- - 

ITS RULES AND REGULATIONS AND THE EXTENT TO WHICH 

I T  HAS INFORMED THE PUBLIC AS TO ITS ACTIONS 

AND THEIR EXPECTED IMPACT ON THE PUBLIC 

SPO has  s o l i c i t e d  inpu t  f o r  t h e  r e v i s i o n  of  t he  p o l i c i e s  and procedures 

manual from t h e  Purchasing Advisory Council ,  which is comprised of 

r e p r e s e n t a t i v e s  from purchase-authorized agencies .  Nonpurchase-authorized 

agencies  have not  been involved i n  developing new p o l i c i e s  and procedures.  

A survey of u s e r  agencies  i nd ica t ed  t n a t  most agencies  a r e  n o t i f i e d  i n  

w r i t i n g  about changes i n  procedures  and r ece ive  copies  of new ones. 

* Appendix I con ta ins  the  memorandum t e x t .  
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SUNSET FACTOR: THE EXTENT TO WHICH THE OFFICE 

HAS BEEN ABLE TO INVESTIGATE AND RESOLVE 

COIPLAINTS THAT ARE WITHIN ITS JURISDICTION 

Complaints a r e  received from u s e r  agencies  and from vendors. Although 

agencies  a r e  requi red  by the  procedures manual t o  submit complaints  t o  SPO 

i n  wr i t i ng ,  many complain d i r e c t l y  t o  t h e  vendor o r  do no t  complain i n  

wr i t i ng ,  impai r ing  t h e  e f f e c t i v e n e s s  of SPO's complaint-handling 

func t ion .  (page 27) 

Our review revea led  t h a t  t h e  complaint-resolut ion process  i s  fragmented, 

sometimes i n e f f e c t i v e  and may be untimely.  age 27) 

SUNSET FACTOR: THE EXTENT TO WHICH THE ATTORNEY GENERAL 

OR OTHER APPLICABLE AGENCY OF STATE GOVERNMENT HAS THE 

AUTHORITY TO PROSECUTE ACTIONS UNDER THE ENABLING LEGISLATION 

Although t h e  enabl ing l e g i s l a t i o n  does not  d e f i n e  a c t i o n  f o r  prosecut ion  

by t h e  Attorney General ,  SPO has  recourse  a g a i n s t  vendors f o r  

u n s a t i s f a c t o r y  performance of c o n t r a c t u a l  o b l i g a t i o n s  through t h e  Of f i ce  

of t h e  Attorney General.  According t o  SPO o f f i c i a l s ,  absence of s p e c i f i c  

r e d r e s s  has  no t  caused problems. 

SUNSET FACTOR: THE EXTENT TO WHICH THE OFFICE HAS 

ADDRESSED DEFICIENCIES I N  ITS ENABLING STATUTES WHICH 

PREVENT I T  FROM FULFILLING ITS MANDATE 

SPO supported l e g i s l a t i o n  introduced i n  1981 which would have 

1 )  s t anda r i zed  purchasing a u t h o r i t y  among S t a t e  agencies ,  2 )  f u r t h e r  

c e n t r a l i z e d  t h e  purchasing func t ion ,  3 )  provided f o r  warehousing, 

4)  enlarged t h e  scope of coopera t ive  purchasing with non-State p o l i t i c a l  

subd iv i s ions ,  and 5 )  c l a r i f i e d  procedures regarding t h e  master  bid l ist .  

The b i l l  d id  not  pass .  E a r l i e r  l e g i s l a t i v e  proposa ls  supported by SPO 

could not  be i d e n t i f i e d .  

SUNSET FACTOR: THE EXTENT TO WHICH CHANGES ARE 

NECESSARY I N  THE LAWS OF THE OFFICE TO ADEQUATELY 

CONPLY WITH THE FACTORS LISTED I N  THIS SUBSECTION 

See pages 18, 25, 32 and 49. 



FINDING I 

STATE GOVERNMENT PURCHASING OPERATIONS ARE EXCESSIVELY DECENTRALIZED AND 

NOT ADEQUATELY CONTROLLED. 

The S t a t e  Purchasing Of f i ce  (SPO) was c rea t ed  by the  L e g i s l a t u r e  " t o  make 

s t a t e  government more economical and e f f i c i e n t . "  Our review revealed 

t h a t  1 )  excess ive  amounts of a u t h o r i t y  have been delegated o r  granted t o  

u s e r  agencies ,  and 2 )  SPO has  f a i l e d  t o  f u l f i l l  i ts  s t a t u t o r y  

r e s p o n s i b i l i t y  t o  monitor and review t h e  purchasing a c t i v i t i e s  of S t a t e  

agencies .  A s  a  r e s u l t ,  t h e  S t a t e  purchasing system has been decen t r a l i zed  

t o  a  degree t h a t  exceeds l e g i s l a t i v e  i n t e n t ,  and t h e  S t a t e  may i n c u r  

unnecessary c o s t s  because of u s e r  agency noncompliance with SPO procedures.  

~ e g i s l a t i v e  I n t e n t  

The 1967 enactment c r e a t i n g  t h e  Purchasing Div is ion  (now DOA-Finance, 

S t a t e  Purchasing o f f i c e )  reads: 

"It i s  t h e  i n t e n t i o n  of t h i s  l e g i s l a t u r e :  t h a t  a  
system of purchasing f o r  s t a t e  agencies  be e s t a b l i s h e d  
i n  o rde r  t o  make s t a t e  government more economical and 
e f f i c i en t . . . . "  

According t o  a  l e g i s l a t o r  who cosponsored t h e  1967 b i l l ,  t h e  L e g i s l a t u r e  

intended t h a t  t he  S t a t e ' s  purchasing system be cha rac t e r i zed  by a  high 

degree of c e n t r a l i z a t i o n .  

Cent ra l ized  purchasing a s  a  means .to achieve  purchasing economies and 

e f f i c i e n c y  i s  recognized and supported by such o rgan iza t ions  a s  t h e  

Council of S t a t e  Governments, t h e  National  Assoc ia t ion  of S t a t e  Purchasing 

O f f i c i a l s  (NASPO), t h e  U. S. Law Enforcement Ass is tance  Administrat ion and 

the  American Bar Assoc ia t ion  (ABA). For  example, A B A ' s  Model Procurement 

Code f o r  S t a t e  and Local Governments con ta ins  t h e  fol lowing commentary: 



"...experience has shown t h a t  a  cohesive and i n t e g r a t e d  
procurement system, r a t h e r  than  one which i s  fragmented 
o r  d i f fused ,  w i l l  promote e f f i c i e n c y  and economy and 
w i l l  b e s t  conserve t h e  t axpaye r ' s  monies." ( ~ m p h a s i s  
added) 

The Council  of S t a t e  Governments and NASPO, i n  S t a t e  and Local Government 

Purchasing, f u r t h e r  s t r e s s  t h i s :  

"...it i s  axiomatic  t h a t  purchasing programs be b u i l t  
on a  c e n t r a l i z e d  a u t h o r i t y  and wi th  c e n t r a l i z e d  
r e spons ib i l i t y . "  

Our review revealed t h a t  SPO has  de lega ted  excess ive  a u t h o r i t y  t o  u s e r  

agencies  and has done so without  due cons ide ra t ion  g iven  t o  ques t ions  of 

economy, e f f i c i ency  o r  e f f ec t iveness .  

Delegat ions and Grants 

Of Authori ty  To S t a t e  Agencies 

Arizona law provides t h a t  the  a s s i s t a n t  d i r e c t o r  f o r  f inance  may de l ega te  

purchasing a u t h o r i t y  and, i n  f a c t ,  r equ i r e s  such de l ega t ion  under c e r t a i n  

circumstances.  A.R.S. $41-729, subsec t ion  B ,  paragraph 2 ,  d e f i n e s  t he  

parameters f o r  de l ega t ion ,  s t a t i n g  i n  p a r t :  

"The a s s i s t a n t  d i r e c t o r  f o r  f inance ,  through t h e  
purchasing s e c t i o n ,  may: , 

"2. Authorize any budget u n i t  d i r e c t l y  t o  purchase, 
- 

r e n t  o r  otherwise provide f o r  s p e c i f i e d  s u p p l i e s ,  
m a t e r i a l s ,  equipment o r  c o n t r a c t u a l  s e rv i ces .  The 
a s s i s t a n t  d i r e c t o r  f o r  f i nance  s h a l l  g r a n t  such 
a u t h o r i t y  t o  any budget u n i t  which demonstrates t h e  
a b i l i t y  t o  procure such s p e c i f i e d  s u p p l i e s ,  m a t e r i a l s ,  
equipment o r  c o n t r a c t u a l  s e r v i c e s  a t  t he  same o r  l e s s  
c o s t  a s  would be a v a i l a b l e  through t h e  s e c t i o n  of 
purchasing." (Emphasis added) 



A s  of August 1, 1981: 

- Agencies a r e  requi red  t o  use term con t r ac t s*  negot ia ted  by SPO. 

Commodities such a s  v e h i c l e s  and d a t a  process ing  equipment, while  

not  under term c o n t r a c t ,  must be cont rac ted  f o r  by SPO. 

- Ten agencies ,  designated a s  purchase-authorized, may purchase 

d i r e c t l y  a l l  i t ems  except  those  under t e r n  c o n t r a c t  and those  

s p e c i f i c a l l y  excluded by SPO. These agencies  must follow bidding 

and o t h e r  purchasing procedures  a s  s p e c i f i e d  by SPO. 

- Agencies r e f e r r e d  t o  a s  nonpurchase-authorized may make d i r e c t  

purchases of $500 o r  l e s s  p e r  t r a n s a c t i o n  of i t ems  not on term 

c o n t r a c t  o r  s p e c i f i c a l l y  excluded by SPO. Other  purchases must 

be r e f e r r e d  t o  SPO. 

- Severa l  agencies  a r e  s t a t u t o r i l y  exempt from us ing  SPO. These 

agencies  a r e  t h e  Lo t t e ry  Commission, Arizona Correc t iona l  

En te rp r i s e s ,  t h e  u n i v e r s i t i e s  and t h e  l e g i s l a t i v e  and j u d i c i a l  

branches. 

These de l ega t ions  appear  t o  be excess ive  when compared t o  o t h e r  s t a t e s '  

de lega t ions .  A 1979 Council  of S t a t e  Governments survey showed t h a t  35 of 

t h e  49 s t a t e s  wi th  c e n t r a l  purchasing a u t h o r i t i e s  provided some exemptions 

from t h e  c e n t r a l  a u t h o r i t y .  However, t he  r epo r t  noted t h a t  " ~ r i z o n a  

r e p o r t s  an unusual ly l a r g e  number of such exemptions." Most s t a t e s  exempt 

t h e  u n i v e r s i t i e s  and t h e  l e g i s l a t i v e  and j u d i c i a l  branches. Table 2 

summarizes t h e  Council '  s survey reLsul t s .  , 

* Term c o n t r a c t s ,  o r  supply agreements, a r e  i nde f in i t e -quan t i t y  
c o n t r a c t s  through which any agency may purchase. Term c o n t r a c t s  a r e  
used f o r  high-volume and commonly used commodities, such a s  food i tems  
and some o f f i c e  s u p p l i e s  and f u r n i t u r e .  



TABLE 2 

A SUMMARY OF THE 1979 COUNCIL OF STATE GOVERNMENTS 
STATE PURCHASING SURVEY RESULTS 

Exemptions from Cen t r a l i zed  Purchas ing Authority 
Cen t r a l i zed  
Purchas ing 

Au tho r i ty  
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
XI*** 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

S t a t e  L e g i s l a t i v e  
U n i v e r s i t i e s  Branch 

J u d i c i a l  Number o f  
Branch Other Agencies 

3 
S t a t e  - 

Alabama 
Alaska 
Arizona 
Arkansas 
C a l i f o r n i a  
Colorado 
Connecticut 
Delaware 
F l o r i d a  
Georgia 
Hawaii 
Idaho 
I l l i n o i s  
Ind iana  
Iowa 
Kansas 
Kentucky 
Louis iana  
Maine 
Maryland 
Massachuset ts  
Michigan 
Minnesota 
M i s s i s s i p p i  
Missour i  
Montana 
Nebraska 
Nevada 
New Hampshire 
New J e r s e y  
New Mexico 
New York 
North Carol ina  
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode I s l a n d  
South Carol ina  
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
V i r g i n i a  
Washington 
West V i r g i n i a  
Wisconsin 
Wyoming 

T o t a l  

* Does not i nc lude  Drug Control  D i s t r i c t ;  granted  purchase  a u t h o r i z a t i o n  
i n  November 1380. Inc ludes  Grime and F i s h  Department which has 
s t a t u t o r y  exemptions f o r  c e r t a i n  i tems up t o  s p e c i f i e d  d o l l a r  l i m i t s .  
Does not i nc lude  s t a t u t o r y  exemptions f o r  l e g i s l a t i v e  and j u d i c i a l  
branches. 

** C o n s t i t u t i o n a l  o f f i c e s  a r e  exempt. 
*** Only one u n i v e r s i t y  i s  exempt. Other u n i v e r s i t i e s  i n  t h e  s t a t e  a r e  not 

exenpt . 
**** Although Hawaii h a s  a  c e n t r a l i z e d  purchas ing a u t h o r i t y ,  i t  i s  not 

mandatory f o r  any agency t o  buy through c e n t r a l  purchasing. 
* Inc ludes  e l e c t e d  officials. . . Supreme Court  only .  

e.. 
Inc ludes  q u a s i - s t a t e  agenc ie s ,  t h e  number of which i s  not  l i s t e d  i n  
survey responses.  .... Inc ludes  pub l i c  b e n e f i t  co rpo ra t ions ,  a u t h o r i t i e s  and commissions, t h e  
number of which is  not  l i s t e d  i n  survey responses.  



The o t h e r  19 s t a t e s  shown i n  Table 2 which g r a n t  exemptions, on the  

average,  have done so  f o r  two agencies  only. Arizona has de lega ted  

a u t h o r i t y  t o  t e n  agencies* which purchased 52 percent  of  t he  $50.6 m i l l i o n  

spent  on m a t e r i a l s ,  s u p p l i e s  and equipment"" from J u l y  1980 through 

May 19,  1981. Accordingly, t h e s e  agencies  d i r e c t l y  purchase a s i g n i f i c a n t  

propor t ion  of t he  commodities consumed by the  S t a t e .  

Of the  t e n  purchase-authorized agencies ,  e i g h t  have not been c r i t i c a l l y  

reviewed by SPO t o  determine i f  such de l ega t ion  i s  more e f f i c i e n t  o r  

economical than  us ing  c e n t r a l i z e d  purchasing. I n  f a c t ,  SPO o f f i c i a l s  

s t a t e d  t h a t  seven agencies  were, i n  e f f e c t ,  "grandfathered" a s  

purchase-authorized agencies  when t h e  1967 enactment b i l l  was passed. 

These agencies  a r e  t h e  Departments of Correc t ions ,  Education, Economic 

Secur i ty ,  Game and Fish ,  Heal th  Se rv i ces ,  Publ ic  S a f e t y  and Transpor ta t ion .  

The 1967 enactment b i l l  provided t h a t  

" . . . e x i s t i n g  purchasing procedures of  s t a t e  agencies  
such a s  t he  board of regents  be r e t a ined  un le s s  changes 
w i l l  r e s u l t  i n  g r e a t e r  economies...." 

According t o  a former SPO admin i s t r a to r ,  t h e  s t a t u t e  intended t h a t  any - 
agency which had a n  e x i s t i n g  purchasing s t a f f  would be a 

purchase-authorized agency. A s  a r e s u l t  t h e  seven agencies  were granted  

purchase-authorized s t a t u s  without  review by SPO t o  determine i f  revoking 

t h e i r  exempt s t a t u s  would r e s u l t  i n  more economical o r  e f f i c i e n t  

purchasing. 

Fu r the r ,  t h e r e  i s  no a v a i l a b l e  documentation t o  j u s t i f y  exempt s t a t u s  

being granted  t o  t h r e e  agencies  granted exempt s t a t u s  s i n c e  1967: 

Div is ion  of M i l i t a r y  A f f a i r s ,  Arizona Criminal I n t e l l i g e n c e  Systems Agency 

(formerly Drug Control  ~ i s t r i c t )  and S t a t e  Compensation Pund. I n  

a d d i t i o n ,  SPO a u d i t s  o f  purchase-authorized agencies  have not  been 

s u f f i c i e n t  i n  scope t o  determine i f  t h e i r  purchase-authorized s t a t u s  

should be continued. 

* Beyond the  s t a t u t o r i l y  exempt agencies .  
Purchases of food, o f f i c e  and i n s t i t u t i o n a l  supp l i e s ,  equipment and 
o t h e r  s u p p l i e s  only. 



SPO F a i l s  t o  F u l f i l l  S t a t u t o r v  R e s ~ o n s i b i l i t v  

t o  Review S t a t e  Agencies' A c t i v i t i e s  

A.R.S. $41-729, subsec t ion  A ,  d e f i n e s  t h e  r e s p o n s i b i l i t i e s  of t h e  Of f i ce  

and s t a t e s  i n  p a r t :  

"The purchasing s e c t i o n  s h a l l  have the  fol lowing d u t i e s :  

"1. I n v e s t i g a t e  and review t h e  type, c o s t ,  q u a l i t y  and 
q u a n t i t y  of s u p p l i e s ,  m a t e r i a l s ,  equipment and 
c o n t r a c t u a l  s e r v i c e s  p re sen t ly  used by a l l  budget 
u n i t s  of t he  s t a t e  and t h e  methods by which such 
supp l i e s ,  m a t e r i a l s ,  equipment and c o n t r a c t u a l  
s e r v i c e s  a r e  acqui red ,  de l ive red ,  accepted,  s t o r e d  
and d i s t r i b u t e d  by a l l  budget un i t s . "  

The de l ega t ion  of purchasing a u t h o r i t y  t o  u se r  agencies  does not  r e l i e v e  

SPO of t h e  r e s p o n s i b i l i t y  t o  i n v e s t i g a t e  and review t h e  purchasing 

a c t i v i t y  of t hose  exempt agencies .  According t o  a  L e g i s l a t i v e  Council  

memorandum dated  Apr i l  21, 1981:" 

"Since t h e  i n v e s t i g a t i o n  and review i s  mandatory and 
comprehensive, any except ion  must be s p e c i f i c a l l y  
au thor ized .  Q u i t e  simply t h e r e  a r e  no except ions.  

"The i s s u e  of d i r e c t  purchasing by budget u n i t s  i s  a  
s e p a r a t e  and i r r e l e v a n t  cons idera t ion . . . .  

"The conclusion t h a t  t he  i n v e s t i g a t i o n  and review 
func t ion  i s  mandatory f o r  a l l  i tems used by a l l  budget 
u n i t s  i s  re inforced  by 1975-76 Op. A t t ' y  Gen. 75-11 
(1975): 

"'The Purchasing Sec t ion  i s  not  only au thor ized  t o  
"purchase, r e n t  o r  otherwise provide f o r "  t h e  
needs of s t a t e  budget u n i t s  under A.R.S. 
$41-729.~ ,  i t  i s  a l s ;  OBLIGATED t o  engage i n  
numerous types  of a c t i v i t i e s  t h a t  provide t h e  
b a s i s  f o r  an e f f e c t i v e  and e f f i c i e n t  purchasing - 

program under A.R .S. $41-729.~ .  ' " ( ~ m p h a s i s  added) 

Fu r the r ,  according t o  a  Council o f  S t a t e  Governments survey of s t a t e s ,  

such i n v e s t i g a t i v e  and review func t ions  1 )  may be used t o  ensure  

compliance wi th  e s t ab l i shed  procedures ,  and 2)  a r e  important f a c t o r s  when 

purchasing a u t h o r i t y  has  been de lega ted  t o  u s e r  agencies .  

* Appendix I1 conta ins  t h e  memorandum t e x t .  



Notwithstanding s t a t u t o r y  r e s p o n s i b i l i t y ,  1 )  SPO does not  c u r r e n t l y  

engage i n  a c t i v i t i e s  designed t o  monitor and review t h e  purchasing 

a c t i v i t i e s  of S t a t e  agencies ,  and 2 )  SPO's l i m i t e d  agency reviews 

conducted i n  previous yea r s  were i n e f f e c t i v e  and lacked enforcement power. 

Ar izona ' s  accounting system does not  provide s u f f i c i e n t l y  d e t a i l e d  

expenditure  information t o  al low SPO t o  review types of purchases and 

vendors used by S t a t e  agencies." Other means a r e  a v a i l a b l e  under e x i s t i n g  

s t a t u t e s ,  however, t o  a l low SPO t o  monitor S t a t e  agencies '  purchasing 

procedures.  These o t h e r  means a r e  f o r  SPO to :  1 )  review purchasing 

documents, and 2 )  pre-approve o r  i s s u e  purchase o r d e r s  o r  claims. 

Because of SPO's s t a f f  l i m i t a t i o n s  and the  high volume of S t a t e  purchasing 

documents, t h e  only p r a c t i c a l  review method i s  reviews of purchase o rde r s  

and on - s i t e  agency a u d i t s .  However, SPO discont inued  on - s i t e  agency 

a u d i t s  i n  November 1978 and reviews of purchase o rde r s  i n  December 1980. 

However, even when used by SPO, these  a c t i v i t i e s  proved t o  be i n e f f e c t i v e  

due t o :  1 )  t h e  narrow scope of t h e  a u d i t s ,  and 2 )  SPO's l a c k  of 

enforcement c a p a b i l i t y .  

Narrow Scope 

SPO buyers had conducted annual  a u d i t s  on most agencies ,  5 u t  were requi red  

t o  review only a minimum of 24 purchase o rde r s  i s sued  dur ing  a two-month 

period.  Our review of those  SPO a u d i t s  completed between J u l y  1977 and 

November 1978 ind ica t ed  t h a t  1) eleven percent  of t h e  a u d i t s  were no t  

documented, and 2 )  SPO buyers f a i l e d  t o  t e s t  t h e  minimum number of 

t r a n s a c t i o n s  i n  77 percent  of t h e  c a s e s  f o r  which documentation was 

ava i l ab l e .  For  example, SPO buyers reviewed an  average of only 14 ,  and a s  

few a s  two, purchase o rde r s  pe r  a u d i t .  Fu r the r ,  a u d i t  f i nd ings  and 

recommendations were not  on f i l e  f o r  19 percent  of t h e  SPO a u d i t s  we 

reviewed. 

* See page 37 f o r  d e t a i i s  regarding d e f i c i e n c i e s  i n  t h e  accounting 
system. 



Inadequate Enforcement Capab i l i t y  

SPO's review of agency purchasing was i n e f f e c t i v e  p r imar i ly  because the  

Of f i ce  cannot: 1) compel agencies  t o  submit copies  of t h e i r  purchase 

o rde r s  f o r  review, o r  2 )  enforce  compliance with a u d i t  recommendations o r  

purchasing procedures.  

According t o  a L e g i s l a t i v e  Council  memorandum dated A p r i l  27,  1981," t h e  

p o l i c i e s  and procedures  e s t a b l i s h e d  by SF0 a r e  binding i n  - a l l  u se r  

agencies:  

" I f  t h e  s t anda rds  [p re sc r ibed  i n  t h e  p o l i c y  and 
procedure manual] apply t o  t h e  purchasing s e c t i o n ,  then  
a fo r t i o r i*"  they must apply t o  those  s t a t e  agencies  
which a r e  not  au thor ized  t o  make t h e i r  own purchases 
bu t  r a t h e r  have t h e i r  purchases made by t h e  purchasing 
sec t ion .  

"S imi l a r ly  purchase au thor ized  agencies  a r e  a l s o  
s u b j e c t  t o  t h e  manual 's  d i r e c t i v e s .  S ince  t h e i r  
a u t h o r i t y  i s  der ived  from t h a t  belonging t o  t h e  
purchasing s e c t i o n  t h e s e  ' o t h e r  budget u n i t s  a r e  bound 
by a l l  t he  procedures and r e s t r i c t i o n s  t h a t  govern 
purchasing by t h e  purchasing sec t ion .  ' " ( ~ m ~ h a s i s  
added) 

The SPO procurement manual s t a t e s  t h a t  an  agency 's  approval  a s  a 

purchase-authorized agency may be withdrawn f o r  cause and, according t o  a 

L e g i s l a t i v e  Council  memorandum dated May 11, 1981,*** SPO has a u t h o r i t y  t o  

t ake  such ac t ions :  

"The power granted t o  t h e  a s s i s t a n t  d i r e c t o r  f o r  
f i nance ,  through the  purchasing s e c t i o n ,  t o  au tho r i ze  a 
budget u n i t  t o  purchase i s  d i s c r e t i o n a r y  and t h e  power 
of t h e  a s s i s t a n t  d i r e c t o r  f o r  f inance ,  through the  
purchasing s e c t i o n  t o  revoke any a u t h o r i t y  he gave a 
budget u n i t  t o  nurchase i s  i m ~ l i e d .  

* Appendix I con ta ins  t he  memorandum t e x t .  
** Based on the  foregoing conclus ion  t h a t  t he  s tandards  apply t o  t h e  

purchasing s e c t i o n ,  t h i s  conclus ion  i s  even more c e r t a i n .  
H* Appendix I11 con ta ins  t h e  memorandum text. ,  



"...if a budget u n i t  demonstrates t h e  a b i l i t y  t o  
procure c e r t a i n  s u p p l i e s ,  m a t e r i a l s ,  equipment o r  
c o n t r a c t u a l  s e r v i c e s  a t  t h e  same o r  l e s s  c o s t  a s  t h e  
purchasing s e c t i o n ,  i t  i s  mandatory t h a t  t he  a s s i s t a n t  
d i r e c t o r  f o r  f i nance  au tho r i ze  t h e  budget u n i t  t o  
engage i n  purchasing. Presumably, i f  t h e  budget u n i t  
f a i l e d  t o  cont inue t o  demonstrate t h a t  a b i l i t v .  t h e  
a s s i s t a n t  d i r e c t o r  f o r  f i nance  could exe rc i se  h i s  
d i s c r e t i o n  t o  purchase o r  t o  au tho r i ze  t h e  budget u n i t  
t o  purchase d i r e c t l y . "  ( ~ m ~ h a s i s  added) 

A s  p rev ious ly  noted,  purchases by purchase-authorized agencies  represented  

52 percent  of t o t a l  d o l l a r s  spent  f o r  S t a t e  supp l i e s ,  m a t e r i a l s  and 

equipment from J u l y  1980 through May 19,  1981. Thus, while  SPO may have 

the  a u t h o r i t y  t o  revoke a n  agency 's  purchase-authorized s t a t u s ,  such 

a c t i o n  i s  not  a v i a b l e  a l t e r n a t i v e ,  because SPO lacks :  1 )  adequate  s t a f f  

t o  absorb t h e  purchasing d u t i e s  of agency employees, o r  2 )  t h e  a u t h o r i t y  

t o  absorb t h e  purchasing s t a f f  of any agency whose purchase-authorized 

s t a t u s  i s  withdrawn. 

Dupl ica t ion  of S t a f f  

Each purchase-authorized agency has  developed a sepa ra t e  s t a f f  f o r  

purchasing a c t i v i t i e s .  A s  a r e s u l t ,  purchasing s t a f f  may be dup l i ca t ed  

among purchase-authorized agencies ,  and agency p r a c t i c e s  do not comply 

with SPO p o l i c i e s  and procedures.  

A s  of Ju ly  1, 1981, admin i s t r a t i ve ,  buyer and c l e r i c a l  s t a f f  employed by 

purchase-authorized agencies  was' more t i a n  t h r e e  t imes t h a t  of SPO. 

Table 3 p re sen t s  a comparison of s t a f f i n g  l e v e l s  f o r  t h e  purchasing 

func t ion ,  excluding warehouse employees of t h e  agencies." 

* SPO i s  p roh ib i t ed  by s t a t u t e  from warehousing. Purchase-authorized 
agencies  have 25 warehouse employees. 



TABLE 3 

COMPARISON OF PURCHASING STAFF OF STATE PURCHASING OFFICE 
AND PURCHASE-AUTHORIZED AGENCIES AS OF JULY 1, 1981 

Administrat ive p o s i t i o n s  
Buyers 
C l e r i c a l  p o s i t i o n s  
To ta l  (excluding warehouse 

s t a f f )  

S t a t e  Purchasing Purchase-authorized 
Of f i ce  Agencies 

More c e n t r a l i z a t i o n  of t h e  S t a t e  purchasing func t ion  could produce 

economies by e l imina t ing  d u p l i c a t i o n s  i n  e x i s t i n g  agency purchasing 

s t a f f s .  According t o  SPO, the  conso l ida t ion  of  i t s  p r e s e n t l y  d i f fused  

purchasing a c t i v i t y  would r e s u l t  i n  a 15 percent  r educ t ion  i n  t o t a l  

purchasing s t a f f  and a 20 percent  reduct ion  i n  s t a f f i n g  c o s t s  due t o  t he  

e l imina t ion  of d u p l i c a t i v e  admin i s t r a t i ve  pos i t i ons .  These r educ t ions  

would be achieved through a t t r i t i o n  and s e l e c t i v e  replacement. 

Agency Purchasing P r a c t i c e s  Do Not 

Comply with Es t ab l i shed  Procedures  

SPO has e s t a b l i s h e d  purchasing procedures  which a r e  binding on S t a t e  

agencies .  Our review revealed t h a t  u s e r  agency purchasing p r a c t i c e s  a r e  

not  i n  compliance with e s t a b l i s h e d  ,procedure,s i n  t h a t  1 )  a v a i l a b l e  term 

c o n t r a c t s  a r e  not  always used, and 2 )  bidding procedures and emergency 

purchases a r e  not  documented adequately.  A s  a r e s u l t ,  t h e  c o s t  of some 

purchases may be excess ive  and the  r e l a t e d  purchase t r a n s a c t i o n s  i n v a l i d .  

During t h e  course of ou r  a u d i t  we reviewed a random sample of 238 agency 

purchase o r d e r s  and claims f o r  compliance with S t a t e  purchasing 

requirements.  Our review revealed t h a t  agencies  d id  no t  use  a v a i l a b l e  

term c o n t r a c t s  15 percent  of t h e  t ime,  and they  purchased a brand o t h e r  

than the  one s p e c i f i e d  i n  t h e  term c o n t r a c t  f i v e  percent  of t h e  time. 

Thus, agency p r a c t i c e s  were not i n  compliance wi th  SPO requirements f o r  20 

percent  of the  i tems  we reviewed. 



Audit s t a f f  a l s o  reviewed s e v e r a l  d i r e c t  agency purchases t o  determine if 

required bidding procedures  were followed. Our review revealed t h a t  

purchase-authorized agencies  had not  adhered t o  prescr ibed  bidding 

procedures f o r  33 percent  of t h e  purchases reviewed i n  t h a t  they  

1 )  f a i l e d  t o  s o l i c i t  t h e  requi red  number of b i d s ,  o r  2 )  had not  

documented t h a t  s ing le-source  purchases were j u s t i f i e d  o r  approved by SPO. 

Because term c o n t r a c t  p r i c e s  g e n e r a l l y  a r e  lower than  p r i c e s  a v a i l a b l e  

without such a c o n t r a c t ,  agency noncompliance may r e s u l t  i n  excess ive  

cos ts .  The d o l l a r  impact of  such noncompliance cannot be determined, 

however, because h i s t o r i c a l  d a t a  concerning purchases of i n d i v i d u a l  i t ems  

i s  not  ava i l ab l e .  

Addi t iona l ly ,  purchase t r a n s a c t i o n s  which do not  comply wi th  SPO p o l i c y  

and procedure may be i n v a l i d ,  according t o  a L e g i s l a t i v e  Council 

memorandum dated J u l y  1, 1981:" 

"...each budget u n i t  must fo l low t h e  s p e c i f i c a t i o n s ,  
s t anda rds  and methods of t h e  purchasing sec t ion .  

". . . the f a i l u r e  t o  comply with t h e  requirements of t h e  
purchasing s e c t i o n  would render  t h e  a c t i o n  taken  
inva l id ."  (Emphasis added) 

Therefore,  i t  i s  p o s s i b l e  t h a t  c o i t r a c t s  e i t e r e d  i n t o  by S t a t e  agencies  

which do not  comply wi th  SPO bidding procedures ,  a s  wel l  a s  purchases not  

made from term c o n t r a c t  vendors,  may be i n v a l i d .  

It should be noted t h a t  a t  l e a s t  one purchase-authorized agency has 

implemented purchasing p o l i c i e s  and procedures  which d i r e c t l y  countermand 

SPO procedures.  The manual f o r  t h i s  agency s t a t e s  i n  pa r t :  

* Appendix I V  con ta ins  t h e  memorandum t e x t .  
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". . . in accordance wi th  Departmental Po l i cy  and 
Procedures ,  when t h e  S t a t e  Purchasing Manual i s  a t  
var iance  with t h e  Procurement Regulat ions approved by 
Administrat ive Nanagement of [ t he  agency], . . . t hen  t h e  
requirements of Lthe agencyl ,  a s  s t i p u l a t e d ,  s h a l l  be 
adhered t o  and s h a l l  t ake  precedence over  t h e  S t a t e  
Purchasing Manual. " 

CONCLUSION 

Arizona ' s  purchasing procedures  a r e  excess ive ly  decen t r a l i zed  and 

cha rac t e r i zed  by s i g n i f i c a n t  noncompliance wi th  S t a t e  Purchasing Off ice  

procedures.  SPO has no t  reviewed those  agencies  wi th  de lega ted  purchasing 

a u t h o r i t y  f o r  economy o r  e f f i c i e n c y  and has  f a i l e d  t o  maintain i t s  

mandated review of purchasing a c t i v i t i e s .  A s  a r e s u l t ,  t h e  S t a t e  may 

i n c u r  excess ive  c o s t s  f o r  supp l i e s ,  m a t e r i a l s  and equipment and dup l i ca t e  

purchasing a c t i v i t i e s  e x i s t .  

RECOMMENDATION 

Cons idera t ion  should be g iven  t o  t h e  fol lowing a l t e r n a t i v e s :  

A l t e r n a t i v e  I 

1. Amend A.R.S. 541-729 t o :  a )  s p e c i f i c a l l y  r e q u i r e  agencies  t o  

fo l low SPO e s t a b l i s h e d  procedures ,  b) provide sanc t ions  f o r  

agency noncompliance, and c )  provide f o r  t h e  abso rp t ion  of an 

agency 's  purchasing s t a f f  by SPO i n  the  event  SPO revokes i t s  

purchase-authorized s t a t u s .  I 

2. SPO review each purchase-authorized agency t o  determine i f  i t s  

purchasing ope ra t ions  a r e  economical and e f f i c i e n t .  

3. Require agencies  t o  submit copies  of purchase o rde r s  f o r  SPO 

review. 

A l t e rna t ive  I1 

Cen t r a l i ze  S t a t e  purchasing a c t i v i t i e s  and s t a f f  i n  SPO and al low agencies  

t o  purchase c e r t a i n  products  o r  products  t h a t  a r e  below a s p e c i f i e d  cos t  

only. 



FINDING I1 

INPROVENENTS ARE NEEDED I N  THE STATE PURCHASING OFFICE'S QUALITY CONTROL 

PROGRAN . 

The S t a t e  Purchasing Of f i ce  (SPO) i s  charged wi th  the  s t a t u t o r y  

r e s p o n s i b i l i t y  of  monitoring the  q u a l i t y  of goods purchased by S t a t e  

agencies.  Our review revea led  t h a t  SPO i s  no t  f u l f i l l i n g  t h a t  

r e s p o n s i b i l i t y  i n  t h a t  i t s  vendor eva lua t ion  and products - tes t ing  programs 

a r e  l imi t ed  and poor ly  documented. A s  a  r e s u l t ,  agencies  may i n c u r  

excessive c o s t s  when product p r i c e  i s  compared t o  product q u a l i t y .  

S t a t u t o r y  Respons ib i l i t y  f o r  Q u a l i t y  Cont ro l  

A.R.S. $41-729, subsec t ion  A ,  r e q u i r e s  SPO t o  monitor t he  q u a l i t y  of  goods 

purchased by u s e r  agencies:  

"The purchasing s e c t i o n  s h a l l  have t h e  fol lowing d u t i e s :  

"1. I n v e s t i g a t e  and review t h e  type ,  c o s t ,  q u a l i t y  and 
quan t i t y  of  s u p p l i e s ,  m a t e r i a l s ,  equipment and 
c o n t r a c t u a l  s e r v i c e s  p r e s e n t l y  used by a l l  budget 
u n i t s  of t h e  S t a t e . .  . ." (Emphasis added) 

The Off ice  has  not  f u l f i l l e d  i t s  s t a t u t o r y  r e s p o n s i b i l i t y  t o  review t h e  

q u a l i t y  of goods purchased. Our' review Pevealed t h a t  SPO does not :  

1) eva lua t e  vendor q u a l i f i c a t i o n s  adequately,  2 )  have e s t a b l i s h e d  

c r i t e r i a  by which t o  eva lua t e  vendors,  3) document preaward t e s t s  of 

products  adequate ly ,  4 )  have a  formal program t o  i n s p e c t  products  

de l ivered  t o  agencies ,  and 5 )  document o r  monitor product complaints from 

agencies  adequately.  



Inadequate  Vendor Evalua t ions  

SPO p r e s e l e c t i o n  procedures  c o n s i s t  of vendor eva lua t ions  and preaward 

t e s t i n g .  These procedures  a r e  designed t o  ensure  t h a t  c o n t r a c t s  a r e  

awarded only t o  r e spons ib l e  vendors and only f o r  products  which meet 

s p e c i f i c a t i o n s .  However, SPO's vendor eva lua t ions  l a c k  s u f f i c i e n t  

frequency and scope t o  be e f f e c t i v e  a s  a  c o n t r o l  mechanism and i ts  

preaward t e s t i n g  i s  s e v e r e l y  impaired because of l i m i t e d  scope and 

inadequate documentation. 

The Council of S t a t e  Governments, i n  S t a t e  and Local Government 

Purchasing, a  r e p o r t  i s sued  i n  conjunct ion  with t h e  National  Assoc ia t ion  

of S t a t e  Purchasing O f f i c i a l s ,  suppor ts  preaward eva lua t ion  o f  vendors. 

The r epor t  s t a t e s ,  i n  p a r t :  

"Purchasing must determine s u p p l i e r  r e s p o n s i b i l i t y  
before awarding a  c o n t r a c t .  

". . .In - a d d i t i o n  t o  t h e  p o t e n t i a l  savings i n  
admin i s t r a t i ve ,  s o l i c i t a t i o n ,  and bonding c o s t s ,  i t  
b r ings  d i s c i p l i n e  and s t r u c t u r e  t o  t h e  process  of  
determining s u p p l i e r  c a p a b i l i t y  and r e spons ib i l i t y . "  

SPO's s o l e  means of eva lua t ing  t h e  q u a l i f i c a t i o n s  of a  b idde r  p r i o r  t o  

awarding a  c o n t r a c t  i s  through a  vendor v i s i t  program. When SPO buyers 

v i s i t  vendors they  1) i n s p e c t  f a c i l i t i e s  and in te rv iew appropr i a t e  

personnel ,  and 2 )  determine i f  t h e  vendor has  t h e  gene ra l  capac i ty  t o  

perform on c u r r e n t  o r  f u t u r e  c o n t r a c t s .  The buyers o b t a i n  informat ion  

concerning working cond i t i ons ,  l ead  t imes f o r  d e l i v e r y  and f i n a n c i a l  

condi t ion.  However, t h e  buyers have v i s i t e d  vendor f a c i l i t i e s  so 

in f r equen t ly  a s  t o  render  t he  program i n e f f e c t i v e .  Fu r the r ,  SPO buyers do 

not v e r i f y  t h e  informat ion  they  o b t a i n  from vendors during a  v i s i t .  



Between December 1979, t h e  implementation d a t e  of new procedures,  and 

March 1, 1981, SPO's t e n  buyers have: 1 )  completed l e s s  than  t e n  percent  

of t h e  20 monthly vendor v i s i t s  requi red  by SPO, 2 )  on t h e  average, 

completed a  t o t a l  o f  only 1.75 vendor v i s i t s  a  month, and 3)  v i s i t e d  only 

25 of t h e  approximately 3,000 vendors on t h e  master  bid l ist .  

I n  a d d i t i o n  t o  being i n s u f f i c i e n t  i n  number, vendor v i s i t s  a r e  of 

ques t ionable  worth i n  view of t h e  f a c t  t h a t  t h e  buyers do not  v e r i f y  t h e  

informat ion  they  g a t h e r  on vendor v i s i t s .  According t o  a n  SPO o f f i c i a l ,  

buyers do not  have acces s  t o  vendor records  t o  al low f o r  an  adequate 

i n v e s t i g a t i o n  of vendor q u a l i f i c a t i o n s .  

The American Bar Assoc ia t ion  has  suggested s t a t u t o r y  p rov i s ions  f o r  

managing t h e  purchasing func t ion .  The Model Procurement Code f o r  S t a t e  

and Local Governments con ta ins  a  p rov i s ion  g r a n t i n g  a  purchasing agency 

the  a u t h o r i t y  t o  i n spec t  t h e  p l a n t  and r eco rds  of  a  vendor under c o n t r a c t ,  

a s  we l l  a s  t o  r equ i r e  b idde r s  t o  supply informat ion  concerning t h e i r  

a b i l i t i e s  t o  f u l f i l l  c o n t r a c t  requirements.  The Code o f f e r s  t h e  fol lowing 

commentary: 

" (1 )  To o b t a i n  t r u e  economy, t h e  [ s t a t e ]  must minimize 
t h e  p o s s i b i l i t y  of a  subsequent d e f a u l t  by the  
con t r ac to r ,  l a t e  d e l i v e r i e s  o r  o t h e r  u n s a t i s f a c t o r y  
performance which would r e s u l t  i n  a d d i t i o n a l  
admin i s t r a t i ve  c o s t . . . i t  i s  important t h a t  t h e  b idder  
o r  o f f e r o r  w i l l  be a  r e sdons ib l e  eont rac tor - - tha t  t he  
c o n t r a c t o r  has  t h e  f i n a n c i a l  a b i l i t y ,  resources ,  
s k i l l s ,  c a p a b i l i t y  and bus iness  i n t e g r i t y  necessary  t o  
~ e r f o r m  t h e  con t r ac t . "  ( E m ~ h a s i s  added) 

No Es tab l i shed  C r i t e r i a  f o r  Vendors 

SPO has  not  e s t a b l i s h e d  formal  c r i t e r i a  f o r  vendor q u a l i f i c a t i o n s ,  

a l though SPO's procedure manual s t a t e s  t h a t  such c r i t e r i a  w i l l  be 

developed: 

"Suppl ie r  q u a l i f i c a t i o n  c r i t e r i a  a r e  e s t a b l i s h e d  f o r  
t h e  fol lowing reasons.  

"1. To i n s u r e  t h a t  t he  s u p p l i e r  can f u l f i l l  h i s  
c o n t r a c t  wi th  t h e  S t a t e .  

"2. To i n s u r e  t h a t  t h e  S t a t e  g e t s  t h e  q u a l i t y  and 
q u a n t i t y  of m a t e r i a l s  covered i n  t h e  con t r ac t . "  



Since  s p e c i f i c  c r i t e r i a  a g a i n s t  which vendors a r e  t o  be evaluated has not  

been developed, SPO l a c k s  t h e  means t o  determine i f  a  vendor i s ,  i n  f a c t ,  

q u a l i f i e d  and a b l e  t o  perform s a t i s f a c t o r i l y .  

Preaward Tes t ing  Is Limited 

and Poor ly  Documented 

Preaward t e s t i n g  involves  t h e  eva lua t ion  of product samples t o  ensure t h a t  

c o n t r a c t s  a r e  awarded only  t o  vendors supplying products  which meet 

s p e c i f i c a t i o n s .  Such t e s t s  i nc lude  v i s u a l  i n spec t ions ,  l abo ra to ry  s tudy  

and in - se rv i ce  product t r i a l s .  Preaward t e s t i n g  can be used f o r  a  wide 

v a r i e t y  of goods, and t h e  r e s u l t s  of such t e s t s  and t h e  samples t e s t e d  can 

serve  a s  a  s tandard  a g a i n s t  which t h e  q u a l i t y  of goods a c t u a l l y  de l ive red  

can be measured. Accordingly, t e s t e d  samples should be r e t a ined  when 

p r a c t i c a l  and t h e  r e s u l t s  of such t e s t s  should be documented. SPO does 

n e i t h e r  i n  most cases .  

According t o  SPO buyers and t h e  a s s i s t a n t  admin i s t r a to r ,  numerous products  

a r e  p r e t e s t e d .  However, ou r  review of vendor and c o n t r a c t  f i l e s  i nd ica t ed  

t h a t  t e s t  r e s u l t s  a r e  not  documented i n  t h a t  samples t e s t e d  and t e s t  

r e s u l t s  were not  on f i l e  f o r  most products.  The only evidence of preaward 

t e s t i n g  a v a i l a b l e  i n  SPO f i l e s  was t h e  r e s u l t s  of  t e s t s  of  food products  

conducted by a  pane l  of u s e r  agency personnel.  

Fu r the r ,  product s p e c i f i c a t i o n s  gometimes, r e q u i r e  b idders  t o  submit 

evidence of t e s t s  t h a t  demonstrate t h a t  t h e  product meets e s t a b l i s h e d  

s tandards.  SPO does not  enforce  t h i s  requirement f o r  a l l  products  and 

vendors. Although SPO o f f i c i a l s  s t a t e d  t h a t  new vendors a r e  requi red  t o  

submit evidence of product t e s t s ,  a u d i t  s t a f f  was unable t o  l o c a t e  such 

documentation i n  SPO's f i l e s .  SPO's f a i l u r e  t o  document t h e  r e s u l t s  of 

preaward t e s t s ,  o r  enforce  i t s  own requirement t h a t  vendors submit t e s t  

r e s u l t s ,  p rec ludes  i t  from providing assurance t h a t  c o n t r a c t s  a r e  awarded 

f o r  products  which meet t h e  q u a l i t y  requirements of u s e r  agencies .  



Control  Subsequent t o  Award Is I n s u f f i c i e n t  

I n  a d d i t i o n  t o  ensur ing  t h a t  c o n t r a c t s  a r e  awarded t o  respons ib le  vendors 

f o r  products  which meet s t anda rds ,  t h e  q u a l i t y  c o n t r o l  func t ion  should,  

according t o  t he  Council of S t a t e  Governments, i nc lude  r e s p o n s i b i l i t y  f o r  

monitoring the  q u a l i t y  of i t ems  received by agencies .  Nei ther  SPO nor  

u s e r  agencies  have e s t a b l i s h e d  adequate i n s p e c t i o n  and t e s t i n g  programs 

f o r  most of t he  products  purchased by t h e  S t a t e .  

SPO has delegated r e s p o n s i b i l i t y  f o r  t h e  i n s p e c t i o n  of most goods t o  u s e r  

agencies .  This  p r a c t i c e  i s  n o t ,  however, adequate t o  ensure t h a t  t h e  

goods received a r e  of t he  q u a l i t y  requi red  by s p e c i f i c a t i o n s .  The Council 

of S t a t e  Governments, i n  S t a t e  and Local Government Purchasing,  commented: 

"Even when r ece iv ing  personnel  a t tempt  t o  i n spec t  
d e l i v e r i e s ,  sometimes a l l  they  can do e f f e c t i v e l y  i s  
look f o r  damage because t h e y  have no gu ide l ines  t o  

' fol low and sometimes they  a r e  not  even g iven  a  copy of 
t h e  s p e c i f i c a t i o n s .  Without a  formal program, 
t h e r e f o r e ,  i t  seems t h e r e  can  be l i t t l e  assurance  t h a t  
i n spec t ions  a r e  made and t h a t  they  a r e  thorough." 
- .  

(Bhphasis added) 

A ma jo r i t y  of s t a t e s  use  c e n t r a l  purchasing i n s p e c t o r s  t o  a s s i s t  o r  

supplement i n spec t ion  a t  t h e  agencies .  A 1979 survey of s t a t e s  conducted 

by t h e  Council of S t a t e  Governments i nd ica t ed  t h a t  26 s t a t e s  fo l low such a  

p rac t i ce .  I n  some i n s t a n c e s ,  product nonconformance wi th  s p e c i f i c a t i o n s  
I 

can be de t ec t ed  only by conducting t e s t s  o r  i n spec t ions  on products  

de l ivered .  To t h i s  end, some s t a t e s  have e s t a b l i s h e d  t e s t i n g  programs i n  

conjunct ion with s t a t e  u n i v e r s i t i e s  o r  t e c h n i c a l  schools .  

The SPO t e s t i n g  program i s  l imi t ed  t o  meat, p a i n t  and a n t i f r e e z e .  The 

meat- test ing program i s  i n e f f e c t i v e  because samples a r e  s e n t  t o  a  

C a l i f o r n i a  laboratory* and t e s t  r e s u l t s  a r e  not  received before  t h e  meat 

i s  consumed. The p a i n t  and a n t i f r e e z e  t e s t s  a r e  performed by t h e  

Department of Transpor ta t ion  labora tory .  

* There i s  no USDA-certified l abo ra to ry  i n  Arizona. 



Only two Arizona agencies  have t e s t i n g  f a c i l i t i e s .  These two agencies  use 

t h e i r  l a b o r a t o r i e s  only  f o r  s p e c i a l i z e d  i tems ,  such a s  cons t ruc t ion  

m a t e r i a l s  and p o l i c e  equipment. 

Nei ther  SPO nor  S t a t e  agencies  perform s u f f i c i e n t  product i n s p e c t i o n s  and 

t e s t s  t o  determine t h a t  products  de l ive red  a r e  of adequate q u a l i t y  and 

meet s p e c i f i c a t i o n s .  

Inadequate Docrimentation and 

Nonitoring of Agency Complaints 

Because SPO does no t  have a  v i a b l e  vendor eva lua t ion  program i t  i s  

e n t i r e l y  dependent on agency complaints t o  i d e n t i f y  poor vendor 

performance o r  products.  However, our  review of SPO complaint procedures  

revealed t h a t  complaints a r e  not  adequately documented o r  consol ida ted  

i n t o  a  f i l e  of complaints f o r  each vendor." 

A survey of 20 western s t a t e  purchasing programs by t h e  Auditor General 

revealed t h a t  only two s t a t e s ,  C a l i f o r n i a  and North Dakota, use  sys temat ic  

vendor-product e v a l u a t i o n  programs. 

The C a l i f o r n i a  o f f i c e  of procurement r e t u r n s  a  copy of each purchase o r d e r  

t o  t he  agency which r equ i s i t i oned  goods. The back of t h e  purchase o rde r  

con ta ins  ques t ions  concerning d e l i v e r y  and compliance wi th  s p e c i f i c a t i o n s ,  

and must be re turned  by t h e  agency. ,  I 

The purchasing agency i n  North Dakota r eques t s  u s e r  agencies  t o  r a t e  

vendors a g a i n s t  whom complaints a r e  f i l e d  o r  who a r e  being considered f o r  

a  c o n t r a c t  by t h e  department of accounts  and purchases.  User agencies  a r e  

asked t o  eva lua t e  vendors regarding d e l i v e r y ,  s u b s t i t u t i o n  of products  and 

customer s e r v i c e .  

* See page 28 f o r  d e t a i l s  regarding d e f i c i e n c i e s  i n  documentation of  the 
complaint process .  



Agencies May Have Incurred  Excessive Costs  

F a i l u r e  t o  ensure t h a t  q u a l i t y  goods a r e  received when needed c r e a t e s  t h e  

p o t e n t i a l  f o r  t h e  S t a t e  t o  i n c u r  excess ive  expenses i n  t h a t  

- Items which a r e  not  a v a i l a b l e  from c o n t r a c t  vendors because of 

l a t e  o r  inadequate  d e l i v e r i e s  may have t o  be purchased a t  h ighe r  

p r i c e s  from noncontract  s u p p l i e r s .  

- Products  may be purchased more f r equen t ly  due t o  inadequate  

product performance. 

- Products  of lower q u a l i t y  may be s u b s t i t u t e d  without  d e t e c t i o n  by 

t h e  u s e r  agency. 

C ONCLUSI OM 

The S t a t e  Purchasing Of f i ce  has  not  f u l f i l l e d  i t s  r e s p o n s i b i l i t y  t o  

monitor t h e  q u a l i t y  of goods received by S t a t e  agencies .  SF0 has  not  

developed and implemented adequate  procedures  f o r :  1 )  p requa l i fy ing  

vendors, 2 )  eva lua t ing  vendor performance, 3) t e s t i n g  products  p r i o r  t o  

c o n t r a c t  award, and 4 )  i n spec t ing  and t e s t i n g  products  on r e c e i p t .  A s  a  

r e s u l t ,  a  p o t e n t i a l  e x i s t s  f o r  t h e  S t a t e  t o  i n c u r  excess ive  product c o s t s  

o r  r ece ive  lower q u a l i t y  goods than  the  c o s t  warrants .  

RECOBMENDATIONS 

Considerat ion should be g iven  t o  t h e  fol lowing recommendations: 

1. The L e g i s l a t u r e  a )  amend A.R.S. $41-729, subsec t ion  A ,  t o  

r equ i r e  e x p l i c i t l y  t h a t  SPO e s t a b l i ~ h  a q u a l i t y  c o n t r o l  program, 

and b) app ropr i a t e  funds f o r  t h e  implementation of the  program. 

2. SPO develop a  q u a l i t y  c o n t r o l  program t o  include:  

- Test ing  of de l ive red  goods, 

- In spec t ing  goods a t  r e c e i p t ,  and 

- Requir ing vendors t o  submit t e s t  r e s u l t s  a s  requi red  by 

s p e c i f i c a t i o n s .  

User agency i n p u t  and p a r t i c i p a t i o n  should be included i n  t h e  

program's development, and t h e  program should be w r i t t e n  t o  

inc lude  s t anda rds  f o r  documentation of  a c t i v i t i e s .  



3. SPO s tudy  a  p l a n  f o r  vendor eva lua t ion .  I f  t hese  func t ions  a r e  

i n s t i t u t e d ,  t h e  fol lowing should be included:  

- Development of vendor q u a l i f i c a t i o n  c r i t e r i a ,  

- Requirement t h a t  vendors submit information which SPO 

r e q u i r e s  f o r  eva lua t ion ,  and 

- Agency i n p u t  t o  eva lua t e  vendors under cont rac t .  



FINDING I11 

IMPROVEMENTS ARE NEEDED IN THE VENDOR COftPLAINT PROCESS TO ENSURE VENDOR 

COMPLIANCE WITH STATE PURCHASING CONTRACTS. 

The State Purchasing Office (sPo) requires State agencies to submit 

complaints regarding vendor products or performance as a means of 

monitoring vendor compliance with State purchasing contracts. Our review 

revealed that SPO cannot monitor vendor compliance adequately because 

1) the complaint process is fragmented among several agencies, and 2) SPO 

has not developed written procedures to ensure that complaints are 

resolved in a consistent and timely manner. As a result, the vendor 

complaint process is not documented adequately, and complaints are not 

resolved effectively or in a timely manner. 

Fragmentation of the Complaint Process 

Arizona statutes do not specifically provide SPO with responsibility for 

investigating and resolving complaints. A.R.S. $41-729, subsection A, 

requires SPO to specirj. how State purchasing activities must be conducted: 

"The purchasing section shall have the following duties: 
2. Prescribe...methods for the acquisition, delivery, 
acceptance, storage, retention and distribution for all 
supplies, materials, equippent and pontractual services 
of budget units." 

Accordingly, through its policies and procedures manual, SPO requires 

State agencies to submit in writing all complaints concerning vendors. 

Because SPO does not have means of enforcing this policy, agencies do not 

comply with the requirement and may resolve complaints without contacting 

SPO. As a result, the complaint process is fragmented among several State 

agencies. 



An Auditor  General survey of u s e r  agencies* ind ica t ed  t h a t ,  of t he  

respondents,  37 percent  do not  f i l e  w r i t t e n  vendor complaints  w i th  SPO. 

I n c o n s i s t e n t  Complaint Resolu t ion  and Use 

SPO does not  r e so lve  o r  use c o n s i s t e n t l y  those  vendor complaints i t  does 

rece ive .  When SPO rece ives  a  complaint i t  i s  reviewed by the  a s s i s t a n t  

admin i s t r a to r ,  who r e f e r s  i t  along with recommended a c t i o n s  t o  t h e  buyer 

respons ib le  f o r  t h a t  c o n t r a c t  item. SPO has n o t ,  however, developed 

w r i t t e n  procedures  o r  gu ide l ines  regarding the  a c t i o n  t o  be taken i n  

s p e c i f i c  c ircumstances o r  t he  time frame f o r  such ac t ion .  

A s  a  r e s u l t ,  complaints  a r e  resolved i n c o n s i s t e n t l y ,  sometimes 

i n e f f e c t i v e l y  and may no t  be resolved i n  a  t imely  manner. 

Doclmentation Is Inadequate  

Complaint documentation i s  e s s e n t i a l  a s  a  b a s i s  f o r  1 )  e s t a b l i s h i n g  

c r i t e r i a  f o r  awarding vendor c o n t r a c t s ,  and 2 )  imposing sanc t ions  a g a i n s t  

vendors. The Council  o f  S t a t e  Governments, i n  S t a t e  and Local Government 

Purchasing,  a  r e p o r t  i s sued  i n  conjunct ion  with t h e  National  Assoc ia t ion  

of  S t a t e  Purchasing O f f i c i a l s ,  s t r e s s e s  t he  importance of adequate 

documentation: 

" Ins t ances  o f  nonconformance wi th  s p e c i f i c a t i o n s ,  
noncompliance with c o n t r a c t u a l  terms and cond i t i ons ,  o r  
o t h e r  types  of complaints concerning s u p p l i e r s t  
performance should be recorded and r e f e r r e d  t o  c e n t r a l  
purchasing. ... A f i l e  of complaint forms and informat ion  
on the  a c t i o n  taken can  se rve  a s  a  record t o  he lp  
purchasing agen t s  d e a l  e f f e c t i v e l y  wi th  s u p p l i e r s .  

" A l l  r ecords  of complaints ,  a c t i o n s  taken ,  and t h e  
f i n a l  r e s o l u t i o n  should be f i l e d  c e n t r a l l y  so  t h a t  they  
a r e  a c c e s s i b l e  t o  a l l  who have a  need t o  review them." 
(~ rnphas i s  added) 

* Appendix V I  con ta ins  t he  t abu la t ed  r e s u l t s  of t h i s  survey. 
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SPO does not  main ta in  a comprehensive c e n t r a l  f i l e  of complaints  a g a i n s t  

vendors because 1) a s  noted above, agencies  do no t  submit a l l  complaints,  

and 2 )  SPO does no t  record most of the  ve rba l  complaints  i t  does 

receive.  Our review of SPO f i l e s  revealed t h a t  77 percent  of t he  

complaints which u s e r  agencies  t o l d  a u d i t  s t a f f  they had submit ted t o  SPO 

were not  i n  vendor f i l e s .  Fu r the r ,  agency purchasing s t a f f  members s a id  

t h a t  some of t hese  complaints  had been made ve rba l ly ;  t hus ,  SF3 not  only 

does not  enforce i t s  own requirement t h a t  complaints be w r i t t e n ,  but  

n e i t h e r  does i t  document ve rba l  complaints.  I n  add i t i on ,  t h e  complaints 

t h a t  a r e  documented i n  SPO f i l e s  a r e  not  complete regard ing  a c t i o n s  taken 

a g a i n s t  t h e  vendor. Our review of complaints on f i l e  a t  SPO and those  

i d e n t i f i e d  from surveys of S t a t e  agencies  and in t e rv i ews  wi th  u s e r  agency 

purchasing o f f i c i a l s  revealed t h a t  56 percent  of t he  complaints  were not  

documented a s  t o  what, i f  any, a c t i o n  SPO took t o  r e so lve  them. 

Action.Taken on Complaints Is I n e f f e c t i v e  

The most common a c t i o n  taken by SPO t o  r e so lve  complaints  i s  t o  warn 

vendors ve rba l ly .  SPO r e l i e s  heav i ly  on ve rba l  warnings because, 

according t o  SPO o f f i c i a l s ,  vendor performance usua l ly  improves a f t e r  such 

warnings. However, our  review revea led  t h a t  s e v e r a l  vendors continued t o  

have numerous complaints  f i l e d  a g a i n s t  them a f t e r  being warned by SPO. 

The fol lowing case  i l l u s t r a t e s  t h i s  occurrence,  a s  we l l  a s  t he  e f f e c t s  of 

incomplete documentation on t h e  c o n t r a c t  award process:  

I 

August 15 ,  1980 

A S t a t e  agency complained t o  SPO t h a t  a food vendor f a i l e d  t o  meet 

c o n t r a c t  requirements because 1 )  h i s  product d id  no t  conform t o  

s p e c i f i c a t i o n s ,  2 )  t h e  weight was i n c o r r e c t ,  and 3)  t h e  p r i c e  on the  

invoice  was i n c o r r e c t .  

September 5 ,  1980 

SPO advised t h e  agency t h a t  t he  vendor had been contacted and the  problem 

should be resolved by t h e  vendor and the  agency. 



September 5 ,  1980 

The same agency complained t o  SPO t h a t  t h e  same vendor f a i l e d  t o  meet 

d e l i v e r y  requirements.  

September 15 ,  1980 

SPO awarded a  food c o n t r a c t  t o  t he  same vendor. 

September 18, 1980 

SPO s e n t  a  l e t t e r  t o  t h e  vendor warning t h a t  t h e  c o n t r a c t  could be 

canceled and s t a t e d :  

"Without q u a l i f i c a t i o n ,  t h e r e  have been more 
discrepancy r e p o r t s  received from t h e  agencies  on your 
c o n t r a c t  performance than  a l l  o t h e r  commodities 
combined. This  record could g r e a t l y  a f f e c t  our  
dec i s ions  on f u t u r e  con t r ac t s . "  

September 24, 1980 

The same agency complained t o  SPO t h a t  t h e  same vendor had f a i l e d  t o  meet 

c o n t r a c t  requirements ,  because d e l i v e r i e s  were s h o r t  i n  weight and both 

q u a n t i t y  and invo ice  p r i c e  were i n c o r r e c t .  

October 2. 1980 

SPO awarded a  new c o n t r a c t  t o  t he  vendor. 

, 
October 3, 1980 

SPO aga in  warned t h e  vendor i n  w r i t i n g  t h a t  continued poor performance 

could r e s u l t  i n  c o n t r a c t  cance la t ion .  

I t  should be noted t h a t  SPO o f f i c i a l s  s t a t e d  t h a t  they cons ider  t he  

substance of complaints  a s  we l l  a s  t h e i r  number i n  awarding c o n t r a c t s .  

However, our  review revealed t h a t  1 )  SPO reawarded c o n t r a c t s  t o  vendors 

who had been accused i n  agency complaints of providing poor q u a l i t y  

products  and inadequate  d e l i v e r i e s ,  and 2 )  t hese  same o f f i c i a l s  descr ibed  

such f a i l u r e s  a s  " . . .very s e r i o u s  problems.. ." which " . . .cannot be 

tolerated. . . ."  



Current ly ,  SPO may cance l  a  c o n t r a c t  with a  vendor o r  f i l e  s u i t  a g a i n s t  a  

vendor through the  Of f i ce  of t he  Attorney General. Fu r the r ,  a  L e g i s l a t i v e  

Council memorandum dated Apr i l  29, 1981,* s t a t e s  t h a t  SPO may remove 

vendors from t h e  b id  l ist  and, t h e r e f o r e ,  preclude them from f u t u r e  

bidding and award. The memorandum s t a t e s  i n  pa r t :  

"The s t a t e  purchasing s e c t i o n  does not  have s p e c i f i c  
s t a t u t o r y  a u t h o r i t y  from t h e  Leg i s l a tu re  t o  remove a  
vendor from t h e  master  vendor b id  l i s t .  However, t h e  
g r a n t  of a n  express  power c a r r i e s  with i t  t h e  a u t h o r i t y  
t o  exe rc i se  a l l  o t h e r  a c t i v i t i e s  reasonably necessary  
t o  c a r r y  i t  i n t o  e f f e c t . . . . i t  can be reasonably implied 
t h a t  t he  s t a t e  purchasing s e c t i o n  could...remove those  
s u ~ ~ l i e r s  t h e  o f f i c e  f e e l s  a r e  not  a u a l i f i e d  t o  s u m l v  * 4 * L A  " 

t h e  i tem t h e  s t a t e  seeks t o  purchase. 

"Such a  de te rmina t ion  ( t h a t  a  s u p p l i e r  i s  no t  
q u a l i f i e d )  could be based on t h e  p a s t  h i s t o r y  of t h e  
s u p p l i e r  i n  f u l f i l l i n g  c o n t r a c t  requirements  ...." 

, (Emphasis added) 

Arizona s t a t u t e s  do n o t ,  however, s p e c i f i c a l l y  provide f o r  1 )  s anc t ions  

aga ins t  vendors who do not  f u l f i l l  c o n t r a c t u a l  o b l i g a t i o n s ,  o r  

2 )  procedures t o  be followed when sanc t ions  a r e  imposed a g a i n s t  a  vendor. 

The Model Procurement Code developed by t h e  American Bar Assoc ia t ion  

conta ins  s p e c i f i c  provis ions  f o r  suspension and debarment from bidding and 

o the r  p e n a l t i e s  a v a i l a b l e  t o  procurement admin i s t r a to r s ,  a u t h o r i t y  f o r  
I 

r e s o l u t i o n  of c o n t r a c t  d i s p u t e s  and procedures  f o r  appea ls  by vendors. 

* Appendix VII con ta ins  t h e  memorandum. 
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Action May Not Be Taken in A Timely Manner 

SPO appears to take an unreasonably long time to respond to those few 

complaints against vendors it receives. During fiscal years 1979-80 and 

1980-81, SPO received approximately 50 complaints or an average of only 

three complaints per buyer per year. However, based on our review of 

adequately documented complaints on file at SPO, buyers take an average of 

seven working days to initiate action on complaints. In our opinion, 

seven working days is excessive, given the few complaints SPO receives and 

the potential adverse effects in terms of lost productivity and higher 

costs that can result from such delays. 

CONCLUSION 

SPO cannot adequately monitor vendor compliance with State contracts 

because it 1) lacks sufficient statutory authority to investigate and 

resolve complaints, 2) is not always notified of complaints against 

vendors, and 3) has no means to enforce compliance with its policies and 

procedures. In addition, SPO has not developed adequate guidelines or 

procedures for complaint resolution and has not documented vendor 

complaints adequately. As a result, SPO is not consistently resolving 

complaints effectively or in a timely manner. 

RECOMMENDATIONS 

Consideration should be given to the following recommendations: 

1. A.R.S. $41-729, subsection A, be ?mended to provide the State 

Purchasing Office with specific responsibility and authority for 

investigating and resolving complaints as follows: 

- Recognize SPO as the sole entity with this authority for 

vendors under term contracts, and require agencies to submit 

complaints concerning vendors in writing to SPO, 

- Provide for a formal suspension or debarment procedure and 

other sanctions which may be invoked against vendors for 

failure to perform, and 

- Provide for an appeal process for vendors against whom 

action has been taken. 



2. SPO develop and implement internal staff procedures for 

investigating and resolving complaints, including guidelines for 

- Documentation of complaints and actions, 

- Appropriate action under various circumstances, and 

- Time frames for actions to be taken. 



FINDING I V  

IMPROVENENTS ARE NEEDED I N  THE MANAGEMENT INFORPIATION SYSTEN USED BY THE 

STATE PURCHASING OFFICE. 

The management information system a v a i l a b l e  t o  t he  S t a t e  Purchasing Of f i ce  

(SPO) i s  inadequate  i n  t h a t  f i n a n c i a l  d a t a  now a v a i l a b l e  con ta ins  

i n s u f f i c i e n t  d e t a i l  t o  be used i n  decision-making. A s  a  r e s u l t ,  SPO's 

a b i l i t y  t o  admin i s t e r  c o n t r a c t s  i s  impaired,  and t h e  S t a t e  may be 

incu r r ing  a n  unknown but  p o t e n t i a l l y  s i g n i f i c a n t  amount of  unnecessary 

c o s t s  f o r  purchases.  

P re sen t  Accounting System Does 

Not Provide Adequate Information 

The management informat ion  system used by a  purchasing a u t h o r i t y  should 

provide s u f f i c i e n t  d a t a  upon which purchasing o f f i c i a l s  may make sound 

dec is ions .  The Council  o f  S t a t e  Governments and t h e  National  Assoc ia t ion  

of S t a t e  Purchasing O f f i c i a l s ,  i n  S t a t e  and Local  Government Purchasing,  

s t r e s s  t he  importance of such information:  

"A proper  program s t r u c t u r e  which is  management 
o r i en t ed  i s  needed, a s  a r e  good informat ion  systems t o  
permit eva lua t ions  of h i s t o r i c a l  bid-award information 
and t o  provide i n p u t  t o  plgnning, bydgeting, and market 
ana lys i s . "  

The S t a t e  accounting system c u r r e n t l y  i s  t h e  s o l e  comprehensive source  of 

in format ion  concerning purchases by S t a t e  agencies .  This  system does not  

provide s u f f i c i e n t l y  d e t a i l e d  purchasing information.  For  example, 

purchase information is  coded i n t o  gene ra l  c a t e g o r i e s  such a s  " o f f i c e  

suppl ies"  i n  t he  accounting system. A s  a  r e s u l t ,  s p e c i f i c  usage 

information f o r  i t ems  such a s  pens, paper  c l i p s  o r  s t a p l e r s  i s  not  

ava i l ab l e .  



Addi t iona l ly ,  S t a t e  agencies '  purchase documentation i s  inadequate  t o  

al low SPO monitor ing and review of t h e i r  operations." For  example, i n  

many i n s t a n c e s  observed by a u d i t  s t a f f ,  agency purchase documentation was 

so inadequate  a s  t o  preclude t h e  i d e n t i f i c a t i o n  and subsequent review of 

agency purchases.  Our review revealed t h a t  numerous claims c o n t a i n  such 

genera l  d e s c r i p t i o n s  a s  " o f f i c e  s u p p l i e s , "  "grocer ies"  o r  s tock  numbers 

only f o r  i t ems  such a s  au to  p a r t s .  Support ing documentation such a s  

i nvo ices  f o r  many c la ims  did n o t ,  i n  most i n s t ances ,  provide s u f f i c i e n t  

a d d i t i o n a l  information t o  i d e n t i f y  t h e  i tems  purchased. A s  a r e s u l t ,  SPO 

cannot: 1) i d e n t i f y  every i tem which should be placed on a term c o n t r a c t  

b a s i s ,  and 2 )  a c c u r a t e l y  determine t h e  q u a n t i t i e s  of i t ems  t h a t  should be 

purchased under con t r ac t .  

I n a b i l i t y  t o  I d e n t i f y  I tems 

t o  Be Placed on Term Contract  

Term con t r ac t ing  i s  a purchasing technique t h a t  e s t a b l i s h e s  a source ,  o r  

sources,  of supply f o r  s p e c i f i c  i t ems  dur ing  a defined time period.  Term 

c o n t r a c t s  a r e  awarded: 1 )  g e n e r a l l y  on a low-bid b a s i s ,  and 2 )  f o r  an 

approximate q u a n t i t y  and a d e f i n i t e  time period.  According t o  t h e  Council 

of S t a t e  Governments, term c o n t r a c t i n g  provides numerous advantages,  

inc luding  lower p r i c e s ,  through volume buying, and 

 he he he purchaser)  can reduce admin i s t r a t i ve  c o s t s  by 
avoid ing  t h e  h ighly  r e p e t i t i v e  a c t i v i t i e s  involved i n  
prepar ing  and i s s u i n g  I n v i t a t i o n s  f 6 r  Bids on t h e  same 
o r  s i m i l a r  i t ems ,  and i n  r ece iv ing ,  c o n t r o l l i n g ,  and 
eva lua t ing  the  responses.  Widespread use of  term 
c o n t r a c t i n g  permits  handl ing l a r g e r  volumes of 
purchases wi th  fewer personnel." 

* See page 16 f o r  a review of agency purchasing a c t i v i t i e s .  



High-volume-purchased i tems  which a r e  commonly used by numerous agencies  

should be placed on term c o n t r a c t s  bbcause they could be acquired a t  lower 

cos t  i f  purchased through t e r n  c o n t r a c t s .  Those products  f o r  which term 

c o n t r a c t s  should be awarded, and t h e  c o s t  sav ings  t h a t  would accrue  t o  t h e  

S t a t e  a s  a r e s u l t ,  cannot be determined c u r r e n t l y  because informat ion  

concerning a c t u a l  usage of s p e c i f i c  i tems i s  not  a v a i l a b l e .  

I n a b i l i t y  t o  Forecas t  Needs Accurately 

Given the  l imi t ed  c a p a b i l i t i e s  of  t he  S t a t e  accounting system, SPO cannot 

compile h i s t o r i c a l  d a t a  e s s e n t i a l  t o  t h e  admin i s t r a t i on  of term c o n t r a c t s  

such a s  agency purchases o f  s p e c i f i c  i tems.  I n  a d d i t i o n ,  SPO cannot 

f o r e c a s t  a c c u r a t e l y  the  needs of  u s e r  agencies  o r  v e r i f y  t h e  accuracy of 

agency purchasing p ro j ec t ions .  

SPO's e f f o r t s  t o  develop a d d i t i o n a l  term c o n t r a c t s  a r e  impeded f u r t h e r  by 

t h e  agencies  themselves i n  t h a t  they  do no t ,  according t o  SPO o f f i c i a l s ,  

1 )  produce r e l i a b l e  p r o j e c t i o n s  of purchasing needs, and 2 )  submit 

p r o j e c t i o n s  i n  a t imely  manner, i n  s p i t e  of a n  SPO po l i cy  and procedure 

manual requirement t h a t  they do so. While Arizona s t a t u t e s  do no t  

s p e c i f i c a l l y  r equ i r e  agency compliance with SPO p o l i c i e s ,  a L e g i s l a t i v e  

Council memorandum dated  Apr i l  23,  1981, concludes t h a t  such compliance i s  

impl ic i t . "  

"The ( s t a t e  Purchasing Of f i ce  p o u c y  and procedure) 
manual requirements apply t o  t h e  purchasing s e c t i o n ,  
non-purchase au thor ized  agencies  and purchase 
au thor ized  agencies ."  

Implied compliance wi th  SPO p o l i c i e s  notwithstanding,  SPO has  no means of 

compelling agencies  t o  comply wi th  i t s  p o l i c i e s .  Such noncompliance may 

impair  SPO's term c o n t r a c t  nego t i a t i ons  wi th  c u r r e n t  and p rospec t ive  

vendors and r e s u l t  i n  vendors bidding h igher  p r i c e s  because of 

d i s s a t i s f a c t i o n  wi th  S t a t e  purchasing p r a c t i c e s .  

* Appendix I con ta ins  t h e  f u l l  t e x t  of t h e  memorandum. 
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These inadequacies  i n  the  accounting system were i d e n t i f i e d  previous ly  

during a 1978 J o i n t  L e g i s l a t i v e  Budget Committee (JLBC) management study. 

The r epor t  s t a t e s  i n  p a r t :  

"Current ly ,  e s t ima te s  a r e  presented i n  commodity 
surveys. The surveys have no t  proven a s  accu ra t e  as 
would be des i r ed .  The accounting system does not  
provide s u f f i c i e n t  d e t a i l  t o  be of app rec i ab le  va lue  
f o r  t h e  planning of procurement." (Emphasis added) 

A former SPO o f f i c i a l  a l s o  acknowledged t h e  shortcoming of SPO's 

management informat ion  system i n  h i s  r e p l y  t o  t h e  JLBC study: 

"The l a c k  of an  automated systems approach and i t s  
a t t e n d a n t  Management Information System has  r e l ega t ed  
the  r o l e  of ( s t a t e )  purchasing buyers from a buyer o r  
procurement r o l e  t o  a l a r g e  percentage of t ime spent  on 
bas i c  c l e r i c a l  d u t i e s  .... Today the  use  of automated 
systems wi th in  t h e  f inance  func t ion  of  s t a t e  government 
i n  Arizona i s  improperly designed f o r  t h e  f inance  
needs. These shortcomings have not  been r e c t i f i e d ,  and 
a s  a r e s u l t ,  t he  f i nance  system has not  matured i n t o  
o t h e r  func t ions  t h a t  should a l s o  be supported from t h e  
bas i c  f i nance  package. Curren t ly ,  i t  r equ i r e s  a major 
c l e r i c a l  e f f o r t  t o  e x t r a c t  even t h e  most b a s i c  
informat ion  from t h e  c u r r e n t  system i n  Accounts & 
Controls  and/or  the  Purchasing Off ice  t o  at tempt  t o  
determine what i s  occurr ine  i n  t he  Purchasing Office." 
(Emphasis added) 

I 

A s  of September 17,  1981, t h e  S t a t e  was a t tempt ing  t o  implement a more 

d e t a i l e d  c e n t r a l i z e d  accounting system through t h e  Arizona F inanc ia l  

Information System framework (AFIS). The AFIS p r o j e c t  team has  been 

working wi th  SPO and o the r  agencies  through t h e  Purchasing Advisory 

Council t o  determine and coord ina te  d a t a  needs. The AFIS gene ra l  ledger  

da t a  base has been pro jec ted  f o r  implementation i n  f i s c a l  y e a r  1982-87, 

with a d d i t i o n a l  in format ion  packages designed f o r  s p e c i f i c  needs t o  be 

implemented i n  subsequent years .  An AFIS purchasing module i s  scheduled 

f o r  development i n  f i s c a l  y e a r  1983-84. However, because of de l ays  i n  

AFIS implementation, SPO o f f i c i a l s  a r e  s k e p t i c a l  t h a t  t hese  dead l ines  w i l l  

be met. 



CONCLUSION 

The S t a t e  Purchasing O f f i c e ' s  management information system i s  inadequate  

due t o  l i m i t a t i o n s  of t h e  s t a t e ' s  accounting system. SPO i s ,  the re fo re ,  

unable t o  i d e n t i f y  accu ra t e ly :  1) t h e  q u a n t i t i e s  of  i tems needed by u s e r  

agencies ,  and 2 )  i t ems  t o  which c o s t  saving may accrue  through volume 

buying. User agency noncompliance wi th  SPO p o l i c i e s  and procedures 

regarding need p r o j e c t i o n  surveys have impaired SPO's a b i l i t y  t o  p lan  and 

procure f o r  t h e  s t a t e ' s  needs e f f i c i e n t l y .  

Considerat ion should be g iven  t o  t he  fo l lowing  recommendations: 

1. SPO reques t  budget a u t h o r i z a t i o n  t o  i n s t i t u t e  a s tudy  t o  

determine t h e  f e a s i b i l i t y  of a n  i n t e r n a l  management informat ion  

system t o  review and record agency purchasing documents f o r  use  

i n  c o n t r a c t  admin i s t r a t i on  dec is ions .  

2. The Finance Div is ion  cont inue  accounting system development and 

a s s e s s  t h e  AFIS purchasing module i n  terms of present  in format ion  

inadequacies .  



FINDING V 

THE TERM CONTRACT FORM USED BY THE STATE PURCHASING OFFICE NEEDS TO BE 

REVISED BECAUSE I T  PTAY NOT SERVE THE BEST INTERESTS OF THE STATE. 

The term c o n t r a c t  form used by t h e  S t a t e  Purchasing Of f i ce  may not  s e rve  

t h e  b e s t  i n t e r e s t s  of t h e  S t a t e .  I n  add i t i on ,  t h e  Of f i ce  may not  have 

f u l f i l l e d  i t s  admin i s t r a t i ve  r e s p o n s i b i l i t i e s  because t h e  c o n t r a c t  form 

has  not  been reviewed and approved by t h e  Attorney General.  

SPO'S Term Cont rac t  Form 

The term c o n t r a c t  form used by SPO c o n s i s t s  of the  fo l lowing  i tems:  

- A summary form which s p e c i f i e s  procedures f o r  bidding,  an  

agreement t o  " . . . furnish the  i tems  s p e c i f i e d ,  a t  t h e  p r i c e s  

* i n d i c a t e d  i n  s t r i c t  accordance with t h e  i n v i t a t i o n  f o r  bid 

s p e c i f i c a t i o n s ,  the...Standard P rov i s ions ,  Terms and Condit ions 

and.. .~ddendum[a]. . ." and i d e n t i f i c a t i o n  of t h e  c o n t r a c t  number, 

award d a t e  and term. 

- I n s t r u c t i o n s  and cond i t i ons  f o r  submi t t ing  b i d s ,  inc luding  

p rov i s ions  f o r  modi f ica t ion  of b ids ,  cance la t ion  by S t a t e  and 

o t h e r  c o n t r a c t u a l  ob l iga t ions .  

- Addendurns which spec i fy  a d d i t i o n a l  terms and condi t ions .  

I 

However, t h e  c o n t r a c t  form does n o t ,  i n  a l l  c a ses ,  i nc lude  s p e c i f i c a t i o n s  

which i d e n t i f y  t h e  product t o  be de l ive red  o r  d e l i v e r y  requirements.  

Fu r the r ,  a  review of  t h e  c o n t r a c t  form a s  of June 30, 1981, by the  

A s s i s t a n t  Attorney General ass igned  t o  SPO revealed t h a t  i t  may not  be 

adequate. According t o  t h e  Ass i s t an t  Attorney General ,  t h e  p re sen t  

c o n t r a c t  form prec ludes  c o n t r o l  by SPO over  c o n t r a c t u a l  o b l i g a t i o n s  of 

vendors. The Of f i ce  may not  be a b l e  t o  ensure t h a t  t he  p rov i s ions  of the  

c o n t r a c t  a r e  met o r  be a b l e  t o  t ake  s u f f i c i e n t  c o r r e c t i v e  a c t i o n  a g a i n s t  

breaches of con t r ac t .  



Form Not Approved by Attorney General 

The c u r r e n t  term c o n t r a c t  form has been used s i n c e  January 1980 without 

t he  approval  of t he  Attorney General.  An SPO o f f i c i a l  s a i d  t h a t  Off ice  

management assumed t h a t  t h e  form had, a t  some time, been reviewed because 

i t  h a s  always been t h e  o f f i c i a l  c o n t r a c t  form during h i s  tenure.  

F a i l u r e  t o  seek  review and approval  before  use  of t h e  form may c o n s t i t u t e  

a  breach of t h e  O f f i c e ' s  admin i s t r a t i ve  d u t i e s .  A L e g i s l a t i v e  Council 

memorandum dated J u l y  20, 1981, concerning review of c o n t r a c t s ,  reads  i n  

part:* 

"Available evidence suppor t s  a  c l a s s i f i c a t i o n  of t he  
term c o n t r a c t  i n  t h e  same s t a t u s  a s  t h e  SPO po l i cy  and 
procedures  manual. Both a r e  po l i cy  s ta tements  which i n  
a l l  l i ke l ihood  hold t h e  s t a t u s  of admin i s t r a t i ve  
ru les . .  . . 

"Administrat ive r u l e s  must, under t h e  Arizona 
Adminis t ra t ive  Rules Act (A.R.s.  T i t l e  41, chap te r  6 ,  
a r t i c l e  l ) ,  be reviewed and c e r t i f i e d  by t h e  Attorney 
General. I t  i s  a t  l e a s t  a rguable  t h a t  i f  such po l i cy  
s ta tements  as...term contracts. . .assume t h e  s t a t u s  of 
admin i s t r a t i ve  r u l e s ,  t hen  review by t h e  Attorney 
General i s  required.  

"For t h e  SPO t o  use  a  document ,such a s  the..  . t e r n  
c o n t r a c t  wi th  a  high s t a t ewide  d i s t r i b u t i o n  without  
making a  good-fai th  e f f o r t  t o  secure  l e g a l  review might 
be remiss a d m i n i s t r a t i v e l y  on the  p a r t  of t h e  SPO...." 
- 

(Emphasis added) 

* Appendix V I I I  con ta ins  t h e  t e x t  of t he  memorandum. 
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However, f a i l u r e  t o  seek  review does no t  i n v a l i d a t e  a  c o n t r a c t  

au tomat ica l ly .  The L e g i s l a t i v e  Council memorandum continues:  

". . . the f a c t  t h a t  such review has  not  been g iven  i n  t h e  
p a s t  would not  c o n s t i t u t e  by i t s e l f  s u f f i c i e n t  grounds 
t o  i n v a l i d a t e  a  c o n t r a c t  which otherwise complies wi th  
a p p l i c a b l e  s t a t e  law. Contract  v a l i d i t y  can only be 
s e t t l e d  on a  case-by-case b a s i s  through review of t h e  
c o n t r a c t  terms and s tanding  of t h e  p a r t i e s  a t  i s sue . "  
( ~ m p h a s i s  added) 

There have been no such t e s t s  of t h e  v a l i d i t y  of t h e  term c o n t r a c t  form. 

However, because SPO may not  be a b l e  t o  monitor e f f e c t i v e l y  the  

c o n t r a c t u a l  o b l i g a t i o n s  of  vendors o r  t a k e  a c t i o n  i n  response t o  

inadequate  performance, t h e  c o n t r a c t  form may not  be i n  t h e  b e s t  i n t e r e s t  

of t he  S t a t e .  

CONCLUSION 

The S t a t e  Purchasing O f f i c e  may n o t  have f u l f i l l e d  i t s  admin i s t r a t i ve  

r e s p o n s i b i l i t y  i n  t h a t  i t s  term c o n t r a c t  form has not  been reviewed o r  

approved by the  Attorney General. A s  a  r e s u l t ,  t h e  Of f i ce  may no t  be a b l e  

t o  monitor o r  enforce p rov i s ions  of a con t r ac t .  

I t  i s  recommended t h a t  t h e  p re sen t  term c o n t r a c t  form, and f u t u r e  changes 

t o  t he  form, be reviewed and approved by t h e  Attorney General. 



FINDING V I  

PROCEDURES USED BY THE STATE PURCHASING OFFICE TO SOLICIT BIDS MAY NOT BE 

I N  CONPLIANCE WITH STATUTORY REQUIREMENTS. 

Arizona s t a t u t e s  p r e s c r i b e  procedures  f o r  s o l i c i t i n g  b ids  f o r  purchases i n  

excess of $5,000. A s  a r e s u l t  o f  a S t a t e  Purchasing Of f i ce  i n t e r p r e t a t i o n  

of t h e  s t a t u t e s ,  bid s o l i c i t a t i o n  procedures may no t  be i n  compliance wi th  

s t a t u t o r y  requirements.  I n  a d d i t i o n ,  SF0 has not  developed a b id  l i s t  

which al loVrs s o l i c i t a t i o n  of  b i d s  from q u a l i f i e d  vendors only. 

S t a t u t o r y  Requirements 

A.R.S. $41-730.A r e q u i r e s  competi t ive bidding f o r  purchases i n  excess  of  

$5,000 and s t a t e s  i n  p a r t :  

"...bids s h a l l  be s o l i c i t e d  from t h e  maximum number of 
q u a l i f i e d  sources  throughout t h e  s t a t e  c o n s i s t e n t  with 
the  i tem t o  be purchased a s  determined by t h e  a s s i s t a n t  
d i r e c t o r  f o r  f i nance ,  but inc luding  a l l  q u a l i f i e d  
s u p p l i e r s  who p r i o r  t o  t h e  i ssuance  of t h e  i n v i t a t i o n  
n o t i f y  t h e  purchasing s e c t i o n  i n  w r i t i n g  t h a t  they  
d e s i r e  t o  bid...." ( ~ m p h a s i s  added) 

SPO Procedures Mav Not Be i n  

Compliance with S t a t u t o r y  Requirements I 

SPO has  developed a master  b id  l i s t  of  vendors who have expressed a n  

i n t e r e s t  i n  bidding by submi t t ing  a p p l i c a t i o n s  t o  SPO. Our review 

revealed t h a t  SPO procedures f o r  s o l i c i t i n g  b ids  from t h e s e  vendors may 

not  be i n  compliance wi th  s t a t u t o r y  requirements.  

A.R.S. $41-730.A. r e q u i r e s  s o l i c i t a t i o n  of b i d s  from " . . . a l l  q u a l i f i e d  

supp l i e r s . .  . ." According t o  a L e g i s l a t i v e  Council  memorandum dated  

Ju ly  7 ,  1981, such s o l i c i t a t i o n s  must i nc lude  out-of-State  vendors 

appearing on the  master  b id  l ist .  The memorandum reads  i n  part:" 

* Appendix V con ta ins  t he  t e x t  of t h e  memorandum. 



"...The bid s o l i c i t a t i o n  must by s t a t u t e  inc lude  a l l  
q u a l i f i e d  s u p p l i e r s ,  wi th  no s p e c i f i c  l i m i t a t i o n  a s  t o  
geographical  res idence ,  who, p r i o r  t o  t he  i ssuance  of 
t h e  i n v i t a t i o n  t o  b id ,  have n o t i f i e d  the  SPS [ s t a t e  
Purchasing s e c t i o n ]  i n  w r i t i n g  of t h e  d e s i r e  t o  bid on 
those  i tems  contained i n  t h e  i n v i t a t i o n . "  ( ~ m ~ h a s i s  
added) 

I n  a d d i t i o n ,  a u t h o r i t a t i v e  sources  support  t h e  s o l i c i t a t i o n  of b i d s  from 

a l l  vendors on the  bid l i s t .  The Council  of S t a t e  Governments, i n  S t a t e  

and Local Government Purchasing,  a r e p o r t  prepared i n  conjunct ion  w i t h  the  

National  Assoc ia t ion  of  S t a t e  Purchasing O f f i c i a l s ,  contends t h a t  a l l  

bidders  on the  list should be s o l i c i t e d  un le s s  t h e r e  a r e  s p e c i f i c  

provis ions  f o r  except ions and t h e s e  except ions a r e  documented adequately.  

According t o  t h e  r e p o r t ,  

"The purpose of t he  b idde r s  l i s t  i s  t o  provide t h e  
broades t  competi t ion among supp l i e s  who a r e  q u a l i f i e d  
and w i l l i n g  t o  f u r n i s h  i t ems  and s e r v i c e s  needed by 
s t a t e  and l o c a l  governments. The gene ra l  r u l e ,  
t h e r e f o r e .  should be t h a t  when formal s ea l ed  b i d s  a r e  
r eau i r ed  f o r  a    articular item. a l l  b idders  on t h a t  
l i s t  should be s o l i c i t e d  ....l Tlhere must be some 
p rov i s ion  f o r  except ions t o  t h e  gene ra l  r u l e ,  such 
as. . .requirements f o r  l o c a l  s e r v i c e s  which would n o t  be 
of i n t e r e s t  t o  non-local bidders . .  . .Where not  a l l  
b idders  on the  b idders  l i s t  a r e  s o l i c i t e d ,  t h e  requi red  
documentation must no t  on ly  j u s t i f y  t h e  a c t i o n  but  a l s o  
show t h a t  t h e  maximum p r a c t i c a b l e  competi t ion was 
sought.  " ( ~ m ~ h a s i s  added) 

During the  course of t h e  a u d i t  we reviewed 29 c o n t r a c t s  f o r  purchases of 

more than  $5,000. Our review i n d i c a t e d  t h a t ,  i n  45 percent  of t h e  ca ses ,  

i n v i t a t i o n s  were not  s e n t  t o  a l l  vendors appearing on t h e  master  bid 

l ist.  I n  those  13  in s t ances  i n  which b ids  were not  s o l i c i t e d  from every 

vendor l i s t e d ,  h a l f  t he  vendors who had n o t i f i e d  SPO t h a t  they  d e s i r e d  t o  

bid d id  not  r ece ive  bid i n v i t a t i o n s .  



When presented with t h e s e  except ions ,  an  SPO spokesman claimed t h a t  Office 

understanding of t he  requirements of A.R.S. $41-730.~  i s  t h a t  t hey  apply  

only t o  i n -S ta t e  vendors. Consequently, i f  t h e  Of f i ce  determines t h a t  

t h e r e  a r e  s u f f i c i e n t  i n -S ta t e  vendors t o  provide f o r  competi t ive bidding,  

i n v i t a t i o n s  t o  bid a r e  not  s e n t  t o  out-of-State  vendors appearing on t h e  

master  bid l i s t .  

Such a procedure i s  not  i n  compliance w i t h  s t a t u t o r y  requirements.  The 

s t a t u t e s  do not  con ta in  p rov i s ions  f o r  except ions  and, according t o  t he  

L e g i s l a t i v e  Council memorandum, t h e  Of f i ce  cannot e x e r c i s e  d i s c r e t i o n  i n  

s o l i c i t i n g  bids .  The memorandum adds: 

"...The agency has  no s t a t u t o r y  a u t h o r i t y  t o  
d i sc r imina te  a g a i n s t  a u a l i f i e d  out -of -s ta te  vendors on ., .L 

t h e  master  vendor f i l e  who have expressed a n  i n t e r e s t  
i n  bidding on a p a r t i c u l a r  commodity by r e fus ing  t o  
send a n  i n v i t a t i o n  t o  bid on the  grounds t h a t  t h e r e  a r e  
a l r eady  s u f f i c i e n t  i n - s t a t e  vendors.. . ." ( ~ m p h a s i s  
added) 

I n  reviewing s e l e c t e d  f i l e s  i n  which n o t  a l l  vendors rece ived  b id  

i n v i t a t i o n s ,  a u d i t  s t a f f  noted t h a t  some of t h e  omitted vendors were 

in -S ta t e  supp l i e r s .  The a s s i s t a n t  a d m i n i s t r a t o r  admit ted t h a t  t h e  

p r a c t i c e  of no t  s o l i c i t i n g  a l l  i n -S ta t e  vendors was inappropr ia te .  

Master Bid L i s t  Is Not 
I 

Adequately Refined 

SPO's master b id  l ist  i s  not  adequate ly  r e f i n e d  t o  a l low s o l i c i t a t i o n  of 

b ids  from q u a l i f i e d  vendors only. The Council of S t a t e  Governments, i n  

S t a t e  and Local Government Purchasing (1975),  def ined  c r i t e r i a  f o r  

organiz ing  a l ist  of vendors,  c l a s s i f i e d  by commodity, t o  whom b i d s  should 

be sen t :  

"The b idders  list should be organized s o  t h a t  i t  
provides a n  e f f e c t i v e  means of s o l i c i t i n g  q u a l i f i e d  
supp l i e r s .  



" In  s t r u c t u r i n g  the  b idde r s  l ist ,  major commodity 
c l a s s i f i c a t i o n  groupings must f i r s t  be e s t ab l i shed .  
These groupings should r e f l e c t  t h e  p a r t i c u l a r  func t ion  
wi th  which a  group of products  i s  commonly a s soc i a t ed .  
Too f r equen t ly ,  t h i s  f i r s t  o r d e r  of c l a s s i f i c a t i o n  i s  
s o  gene ra l  t h a t  i t  bea r s  l i t t l e  s p e c i f i c  r e l a t i o n s h i p  
t o  i tems  i n  t h e  group .... Dif fe ren t  c a t e g o r i e s  of 
manufacturers  a r e  thereby included i n  too  broad a  
c l a s s i f i c a t i o n ,  no t  a l l  of which should rece ive  a l l  
s o l i c i a t i o n s  f o r  t h e  c l a s s i f i c a t i o n . . . .  

"Proper c l a s s i f i c a t i o n s  a r e  u s e f u l  t o  t h e  degree t h a t  
products  and s u ~ ~ l i e r s  a r e  c l o s e l v  matched. This  i s  
done by even f u r t h e r  refinement....  

"Each c l a s s i f i c a t i o n  must be analyzed t o  determine t h e  
proper  l e v e l  of d e t a i l  f o r  t h e  products  i t  covers.  

"...This kind of subd iv i s ion  provides a  b idders  l i s t  
t h a t  i s  manageable and reduces was tefu l  s o l i c i t a t i o n . "  
( ~ m p h a s i s  added) 

The f i ' r s t  f o u r  d i g i t s  of t h e  SPO commmodity code r ep re sen t  a  c l a s s  of 

commodities. The las t  f i v e  d i g i t s  i d e n t i f y  t h e  s tock  number f o r  an 

ind iv idua l  i t em w i t h i n  t h e  c l a s s .  SPO p laces  each vendor on commodity 

l is ts  based on t h e  f i r s t  f o u r  d i g i t s  of t h e  app ropr i a t e  n ine -d ig i t  SPO 

commodity code i n  o r d e r  t o  i d e n t i f y  t h e  i tems  on which vendors expressed a 

bidding i n t e r e s t .  Therefore,  s i n c e  the  fou r -d ig i t  code i s  not 

s u f f i c i e n t l y  r e f i n e d ,  t he  vendor l i s ts  a r e  too broad. 

A s  a  r e s u l t ,  some vendors r e ~ e i v e ~ i n v i t a t i o n s  t o  b id  f o r  products  they 

cannot provide. An Auditor  General survey  of vendors revealed t h a t  t he  

most f requent  reason  f o r  dec l in ing  t o  bid was t h e  vendor 's  i n a b i l i t y  t o  

supply t h e  product.  

SPO admin i s t r a to r s  s t a t e d  t h a t  they  p l an  t o  f u r t h e r  r e f i n e  t h e  b id  l ist .  



CONCLUSION 

The S t a t e  Purchasing Off ice  does not  s o l i c i t  b i d s  from a l l  vendors on t h e  

master  bid l i s t  f o r  purchases i n  excess  of $5,000. Because A.R.S. 

$41-730.A may not  provide f o r  except ions  f o r  out-of-State  vendors,  SPO 

procedures may not  be i n  compliance wi th  s t a t u t o r y  requirements f o r  

competi t ive bidding. I n  a d d i t i o n ,  SPO s o l i c i t s  b ids  from unresponsive 

vendors because bid l i s t  c l a s s i f i c a t i o n s  a r e  too broad. 

Considerat ion should be g iven  t o  t he  fo l lowing  recommendations: 

1. The L e g i s l a t u r e  review t h e  p rov i s ions  of A.R.S. $41-730.A t o  

determine i f  out-of-State  vendors a r e  intended f o r  exemption. 

2. SPO f u r t h e r  r e f i n e  t h e  master  bid list t o  i d e n t i f y  vendors who 

a r e  a b l e  t o  supply t h e  product  f o r  which a bid i s  s o l i c i t e d .  
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December 11, 1981 

M r .  Douglas R. Norton, Audi to r  Genera l  
S t a t e  C a p i t o l  
L e g i s l a t i v e  S e r v i c e s  Wing, S u i t e  200 
Phoenix,  Arizona 85007 

Dear M r .  Norton: 

We a r e  e n c l o s i n g  o u r  r e s p o n s e  t o  your Performance Audi t  f i n d i n g s  
f o r  t h e  Department o f  A d m i n i s t r a t i o n  - Finance  D i v i s i o n  - S t a t e  
Purchas ing  O f f i c e .  As you can  s e e ,  we a r e  i n  g e n e r a l  agreement 
w i t h  your  f i n d i n g s  and i n  some c a s e s  have a l r e a d y  p repared  d r a f t  
l e g i s l a t i o n  t o  p l a c e  your  recommendations i n  e f f e c t .  

Your Performance Team was v e r y  p r o f e s s i o n a l  and c o u r t e o u s  i n  t h e  
conduct of t h i s  a u d i t  and we a r e  convinced t h e  r e s u l t s  of t h e i r  
e f f o r t s  w i l l  h e l p  u s  do our  j o b  b e t t e r .  

S i n c e r e l y ,  A 

Donald L. Olson 
A s s i s t a n t  D i r e c t o r  f o r  F inance  ' D i r e c t o r  

DL0 : k s  
Enclosure  



RESPONSE OF THE STATE PURCHASING OFFICE TO THE PERFORMANCE AUDIT CONDUCTED 
BY THE OFFICE OF THE AUDITOR GENERAL AS PART OF THE SUNSET REVIEW. 

FINDING I 

STATE GOVERNMENT PURCHASING OPERATIONS ARE EXCESSIVELY DECENTRALIZED A N D  
NOT ADEQUATELY C O N T R O L L E D .  

This, in our opinion, i s  the major finding of the performance audit .  Effec- 
t ive resolution of th i s  problem will establish the direction of purchasing 
in the State of Arizona. The Audit conclusion in FINDING I succinctly re- 
f l  ects the ambiguous environment in which Arizona currently conducts i t s  
purchasing operations. 

Arizona's purchasing procedures are excessively decentral ized 
and characterized by s ignif icant  noncompl iance with State 
Purchasing Office procedures. SPO has not reviewed those 
agencies with delegated purchasing authority fo r  economy or 
efficiency and has fa i led  t o  maintain i t s  mandated review of 
purchasing ac t iv i t i e s .  As a resu l t ,  the State may incur ex- 
cessive costs for  supplies, materials and equipment and dupli- 
cate purchasing ac t iv i t i e s  ex is t .  

We concur with the conclusion. However, as pointed out in the report ,  SPO 
discontinued on-site agency audits in November 1978 and the review of pur- 
chase orders in December 1980 because these ac t iv i t i e s  proved t o  be inef- 
fective.  The review of agency purchasing was ineffective primari ly because 
SPO could not enforce compliance with audit  recommendations or purchasing 
procedures. , 

The Audit found that  each purchase-authorized agency developed a separate 
s ta f f  for  purchasing ac t iv i t i e s .  "As a resu l t ,  purchasing s t a f f  may be 
duplicated among purchase-authorized agencies ... . As of July 1 ,  1981 
administrative, buyer and clerical s ta f f  employed by purchase-authori zed 
agencies was more than three times that  of SPO." The s ta f f  of SPO has re- 
mained constant a t  20 FTE1s for  five years. 

In FINDING I ,  the Audit provided two alternative recommendations. The two 
a1 ternatives offer  a choice between defined levels of efficiency and oper- 
ational control, e i ther  of which can be implemented to  resul t  in a corres- 
ponding improvement in purchasing operations within State government. 

A 1  ternative I ,  as stated in the Audit report, i s  as fo l l  ows: 

1 .  Amend A.R.S. § 41-729 to: a )  specif ical ly  require agencies 
to fol low SPO establ i shed procedures, b )  provide sanctions 



FINDING I (cont 'd . )  

for agency noncompliance, and c )  provide for  the absorption 
of an agency's purchasing s ta f f  by SPO in the event SPO re- 
vokes i t s  purchase-authorized s ta tus .  

2. SPO review each purchase-authorized agency to  determine i f  
i t s  purchasing operations are economical and ef f ic ien t .  

3. Require agencies t o  submit copies of purchase orders for  
SPO review. 

The centralization of procurement authority with selective and controlled 
purchasing authority delegated to the'operating agencies i s  a basic tenet 
of effective publ i c  procurement. The Counci 1 of State Governments, in 
the i r  comprehensive study of State and Local Government Purchasing, stated 
that :  

If  a d i s t i l l a t ion  can be made of a study which represents months 
of dedicated e f fo r t  and intensive cooperation by purchasing 
o f f i c i a l s  and other public administrators, i t  might be said 
that  where there i s  centralization, openness, impartially, and 
professional ism, government i s  we1 1-served by publ i c  purchasing. 

and further that :  

The centralization of purchasing authority i s  also the centra- 
l  i  zation of responsi bi l  i  ty and accountability, and the central 
purchasing authority has the perspective of commonweal, n o t  the 
special program interests  of indivi dual departments. 

The advantages of A1 ternative I  are: 

1. I t  would be relatively simple to  implement. 
I 

2 .  I t  addresses the operational areas that  require control under 
a decentral ized procurement organization. 

3. I t  defines the authority relationship between agencies and 
the State Purchasing Office. 

4. I t  would provide the State with unified procurement policies 
and procedures. 

5. I t  provides the standardization of forms and data flow to 
develop a comprehensive purchasing information system. 

6. I t  may substantially reduce costs for procured goods and 
services through more extensive and intensive use of State 
contracts. 



FINDING I .  (cont 'd. ) 

The disadvantages of A1 te rna t ive  I  are :  

1. There would be no cost  reduction in re ta in ing the current  
dupl i ca t ion  of s t a f f  and resources. 

2. A comprehensive agency audi t  program would require e i t h e r  
addit ional  FTE au thor i ty  o r  appropriation t o  contract  f o r  
outside auditors t o  perform the function. 

3. I t  would perpetuate the  dysfunctional re la t ionship  inherent  
i  n the present organizational s t ruc tu re .  

Proposed l eg i s l a t i on  t o  implement t h i s  a l t e rna t i ve  has been draf ted .  

A1 te rna t ive  Recommendation 11, as s t a ted  in  the Audit repor t ,  i s  as follows: 

Central ize S ta te  purchasing a c t i v i t i e s  and s t a f f  in SPO and allow 
agencies t o  purchase ce r ta in  products or  products t h a t  a re  below 
a speci f ied  cost  only. 

The advantages of Alternative I1 are :  

1.  I t  would reduce the overall  operational cos t  and number of 
F .T .E .  current ly  assigned t o  purchasing operations f o r  the 
S ta te .  

2. I t  may subs tan t ia l ly  reduce costs  f o r  procured goods and 
services  through more extensive and intensive use of S ta te  
contracts .  

3. I t  provides vendors w i t h  a  s ing le  point of contract  which 
i s  responsible and accountable f o r  the majority of the S ta te  
purchasing program. (The 1,egi s l  a t ivp branch, judi cia1 
branch and un ivers i t i e s  would remain exempt from centra l ized 
purchasing. ) 

4. I t  provides f o r  standardization of forms and data flow neces- 
sary t o  develop a comprehensive purchasing information system. 

5. The control of a l l  procurement document flow would el iminate 
the need f o r  central  purchasing t o  engage in extensive 
inspections and aud i t s  of agency purchasing operations. 

6. I t  provides the S ta te  with unified procurement po l ic ies  and 
procedures. 

7. I t  would el iminate Arizona as one of the few s t a t e s  t h a t  have 
not centra l ized control of t h e i r  purchasing operations and 
i t  would provide f o r  g rea te r  exper t ise  through grea te r  buying 
speci a1 i  zat ion.  



FINDING I (cont 'd . )  

The disadvantages of Alternative 11 are: 

1. There would be a major change in present agency purchasing 
procedures along with a reduction of agency purchasing 
prerogatives. 

2 .  I t  would require more time and e f fo r t  t o  implement than 
A 1  ternati  ve I .  

3. There currently ex is t s  a need t o  further develop the intra-  
structure of the State Purchasing Office ( i  .e .  , computer- 
ization and mode1 procurement code). Ideally, this  develop- 
ment should occur prior t o  centralization. 

If Alternative I1 i s  selected, a basic transit ion plan should be developed 
in which the Purchasing Advisory Council would be closely involved in the 
transi t i  on process. 

Summary 

Whichever al ternat ive i s  selected and to whatever degree i t  i s  implemented, 
i t  will be a significant step towards the ultimate objective of a materials 
management organization tha t  i s  responsible for ,  and responsive to ,  the 
needs of the State of Arizona. 

FINDING I1 

IMPROVEMENTS A R E  N E E D E D  IN THE STATE PURCHASING OFFICE QUALITY CONTROL 
PROGRAM. 

The SPO has promulgated detailed policies and procedures to  using agencies 
for  monitoring and reporting vendor performance (see Arizona Procurement 
Manual ). These sections instruct  agency personnel how to receive, inspect , 
and accept goods and how to report vendor performance deficiences. However, 
the SPO i s  dependent upon reports from the user agencies to  determine i f  
products of sat isfactory quality are being placed on contract and delivered 
as awarded. 

The report s ta tes  SPO's sole means of evaluating the qualifications of a 
bidder prior to awarding a contract i s  through a vendor v i s i t  program. 
Vendor v i s i t s  are a valuable f i r s t  hand measure b u t  they are not SPO's sole 
means of evaluating the qua1 i f ications of bidders. Vendor application, past 
performance records, trade journal s , i nformati on from other governmental 
enti  t i  t e s ,  Thomas Register, Buyers Laboratory Reports, and buyer knowledge 
are other methods used in vendor evaluation and selection. 



FINDING I1 (con t 'd .  ) 

The Audit appears t o  overemphasize the limited pre-award t es t ing  conducted 
by the SPO. By f a r  the majority of items se lected f o r  contract  are  com- 
mercial l y  accepted off- the-shelf  i  terns. To ascer ta in  the capab i l i t i e s  of 
whether Westinghouse o r  General E lec t r i c  can produce l i g h t  bulbs, f o r  ex- 
ample, would be an i ne f f i c i en t  use of public funds. Independent laboratory 
t e s t  reports  a r e  u t i l i z ed  in addition t o  t e s t s  which a re  conducted by the 
S ta te  on se lected products such as highway s t r i p ing  paint ,  food, building 
maintenance and some t e x t i l e  items. Further,  a l l  items placed on contract  
are  subject  t o  evaluation p r i o r  t o  award. On major contracts  o r  complex 
commodi t i e s  such as awards f o r  computers, vehi c les  , and of f i ce  f u rn i t u r e ,  
the evaluation i s  done by a committee of user agencies or  o ther  technically 
qual i f  ied personnel. In addi t ion,  some awards are  made conditioned on 
agency evaluation and acceptance. 

The Audit suggests t ha t  consideration should be given t o  the following recom- 
mendations : 

1.  The Legislature:  a )  amend A.R.S. 8 41-729, subsection A ,  t o  
require exp l i c i t l y  t ha t  SPO es tab l i sh  a qua l i ty  control pro- 
gram, and b )  appropriate funds f o r  the implementation of the 
program. 

2 .  SPO develop a qua l i ty  control program t o  include: 

- Testing of delivered goods, 
- Inspecting goods a t  r ece ip t ,  and 
- Requiring vendors t o  submit t e s t  r e su l t s  as required 

by speci f i  cat ions . 
3. SPO study a plan f o r  vendor evaluation. If  these functions 

a r e  i n s t i t u t e d ,  the following should be included: 

- Development of vendor qual i f i ca t iop  c r i t e r i a ,  
- Requirement t ha t  vendors submit information which 

SPO requires f o r  evaluation,  and 
- Agency input t o  evaluate vendors under contract .  

We agree t h a t  an expansion of Arizona's qual i ty  control program should be 
considered. The f i r s t  s t ep  would be to  develop a plan fo r  a qua l i ty  control 
program t h a t  would consider the wide range of qua l i ty  control appl ica t ions ,  
including a cost-benefi t  analysis  f o r  each. Since a qual i ty  control pro- 
gram would require the appropriation of addit ional  funds, we suggest t h a t  
a  higher p r i o r i t y  use of funds would be the development of a purchasing 
management information system (see FINDING IV. ). 



FINDING I 1 1  

IMPROVEMENTS ARE NEEDED I N  THE VENDOR COMPLAINT PROCESS TO ENSURE VENDOR 
COMPLIANCE WITH STATE PURCHASING CONTRACTS. 

Th is  A u d i t  f i n d i n g  i s  g e n e r a l l y  accepted c o n d i t i o n e d  b y  t h e  f o l l o w i n g  ob- 
s e r v a t i  ons : 

1. There were l e s s  than  20 w r i t t e n  "comp la in ts "  a g a i n s t  vendors 
r ece i ved  i n  t h e  S t a t e  Purchas ing O f f i c e  i n  t h e  p a s t  e i gh teen  
(18)  months. 

2. Most vendor problems a re  communicated by t h e  user  t o  t h e  
s t a t e  buyer  v i a  phone, and a re  u s u a l l y  r e s o l v e d  by phone 
con tac t s  w i t h  t h e  vendor and t h e  agency. 

3. The s i t u a t i o n  desc r i bed  as a  vendor problem by t he  use r  
seldom i d e n t i f i e s  t h e  r e a l  problem o r  t he  r e a l  c u l p i t .  A 
v a s t  m a j o r i t y  o f  cases a re  some v a r i a t i o n  o f  t h e  f o l l o w i n g  
t y p i c a l  exchange: 

Agency: "Vendor w o n ' t  d e l i v e r  my o rde r . "  

Vendor Reply:  "Agency i s  90 days p a s t  due i n  payment 
o f  i n v o i c e s  f o r  p a s t  d e l i v e r i e s .  We 
cannot  a f f o r d  t o  c a r r y  t h e  S t a t e  any 
l onge r .  " 

Agency Account ing:  "The vendor i n v o i c e  does n o t  match 
t h e  purchase o rder .  " 

I 

Vendor: "We j u s t  p u t  o u r  accounts r e c e i v a b l e  on a  
computer and t h e r e  have been some problems. 
C a n ' t  t h e  agency pay a t  l e a s t  something." 

Agency: "We have a  po l  i c y  a g a i n s t  pay ing  p a r t i a l  de- 
l i v e r i e s . "  

Vendor: "Bu t  I d e l i v e r e d  $19,000 wo r th  o f  a  $20,000 o rde r ;  
t h e  o t h e r  c h a i r  ( o r  bee f  s i d e s )  i s  on back o rde r ,  
e t c . ,  e t c . .  

I t  i s  o f t e n  d i f f i c u l t  t o  i d e n t i f y  t h e  "bad guys" i n  such cases. 
The r e s p o n s i b i l i t y  i s  u s a l l y  a  m a t t e r  o f  degree. I t  would 
c e r t a i n l y  be improper  t o  g i v e  a  vendor bad marks s o l e l y  on t h e  
bas i s  o f  a  use r  compla in t .  



FINDING I11 (cont 'd .  ) 

4. Whenever a buyer i s  convinced that  a vendor has, by commission 
or omission, fa i led to perform under the terms of a State con- 
t r a c t ,  the State Purchasing Office will take action to  terminate 
the contract. SPO has taken th i s  action. 

The conclusion of the Audit for  FINDING I11 was as follows: 

SPO cannot adequately monitor vendor compliance with State contracts 
because i t :  1 )  lacks suff ic ient  statutory authority t o  investigate 
and resolve complaints, 2 )  i s  not always notified of compliants 
against vendors, and 3) has no means t o  enforce compl iance with i t s  
policies and procedures. In addition, SPO has not developed adequate 
guidelines and procedures for  complaint resolution and has not docu- 
mented vendor complaints adequately. As a r e su l t ,  SPO i s  n o t  con- 
s i  s tent ly  resolving complaints effectively or in a timely manner. 

The Audit made the fol lowing recommendations: 

1. A.R.S. 2 41-729, subsection A ,  be amended t o  provide the State 
Purchasing Office with specif ic  responsi bi 1 i t y  and authority 
fo r  investigating and resolving complaints as follows: 

- Recognize SPO as the sole en t i ty  with th is  authority for  
vendors under term contracts,  and require agencies to  sub- 
mi t complaints concerning vendors in writing to  SPO. 

- Provide for  a formal suspension or debarment procedure and 
other sanctions which may be invoked against vendors for  
fa i lure  t o  perform, and 

- Provide for  an appeal process for  vendors against whom 
act i  on has been taken. 

2. SPO develop and implement internal s t a f f  procedures for  investi-  
gating and resolving complaints, including guidelines for :  

- Documentation of complaints and actions, 
- Appropriate action under various ci rcumstances , and 
- Time frames for  actions t o  be taken. 

The State Purchasing Office has taken positive action t o  implement recom- 
mendations of the Audit as follows: 

1 .  A formal procedure for  vendor suspension/debarment, based on 
the Model Procurenlent Code, has been developed by the SPO. The 
procedure i ncl udes provi sions for  a formal appeal s process. 
Proposed legislation has been drafted. 

2. The State Purchasing Office has developed a Vendor Deficiency 
Report procedure that  simp1 i f i e s  the reporting process. The 
procedure has specified time frames within which action by the 

5 8 



FINDING I11 ( c o n t ' d . )  

S t a t e  Purchas ing  O f f i c e  must be taken.  A t h r e e - p a r t  f o r m  has 
been developed t o  f o r m a l l y  r e c o r d  and r e ~ o r t  t h e  a c t i o n  t a k e n  
on vendor comp la in ts .  The procedures and r e p o r t  f o rm have 
been rev iewed  and approved by t h e  Purchas ing  A d v i s o r y  C o u n c i l .  

FINDING I V  

IMPROVEMENTS ARE NEEDED I N  THE MANAGEMENT INFORMATION SYSTEM USED BY THE 
STATE PURCHASING OFFICE. 

The c o n c l u s i o n  o f  t h e  A u d i t  on FINDING I V  was as f o l l o w s :  

The S t a t e  Purchas ing  O f f i c e ' s  management i n f o r m a t i o n  system i s  
inadequate  due t o  l i m i t a t i o n s  o f  t h e  S t a t e ' s  a c c o u n t i n g  system. 
SPO i s ,  t h e r e f o r e ,  unab le  t o  i d e n t i f y  a c c u r a t e l y :  1 )  t h e  
q u a n t i t i e s  o f  i t ems  needed by  u s e r  agenc ies ,  and 2 )  i t ems  t o  
which c o s t  sav ings  may accrue t h r o u g h  volume buy ing.  User 
agency non-compl iance w i t h  SPO p o l i c i e s  and procedures r e -  
g a r d i  ng need p r o j e c t i o n  surveys have i m p a i r e d  SPO' s  a b i  1  i ty  t o  
p l a n  and p r o c u r e  f o r  t h e  S t a t e ' s  needs e f f i c i e n t l y .  

A t t r i b u t i n g  c u r r e n t  inadequacy t o  t h e  l i m i t a t i o n  o f  t h e  S t a t e  a c c o u n t i n a  
system bypasses t h e  premise t h a t  w h i l e  t h e  two systems i n t e r f a c e  t h e y  have 
d i s c r e t e  and s e p a r a t e  f u n c t i o n s  and each o p e r a t e  f r o m  a d i f f e r e n t  in forma-  
t i o n  da ta  base, d e r i v e d  f r o m  separa te  sources.  The b a s i s  f o r  a  r e l i a b l e  
management i n f o r m a t i o n  system i s  c o n t r o l  o v e r  t h e  source documentat ion f l ow .  

The A u d i t  p r o v i  ded t h e  f o l l o w i n g  recommendations : 
8 

1. SPO r e q u e s t  budget  a u t h o r i z a t i o n  t o  i n s t i t u t e  a  s t u d y  t o  de- 
t e r m i n e  t h e  f e a s i b i l i t y  o f  an i n t e r n a l  management i n f o r m a t i o n  
system t o  r e v i e w  and r e c o r d  agency p u r c h a s i n g  documents f o r  
use i n  c o n t r a c t  a d m i n i s t r a t i o n  d e c i s i o n s .  

2. The F inance D i v i s i o n  c o n t i n u e  a c c o u n t i n g  system development 
and assess t h e  AFIS pu rchas ing  module i n  terms o f  p r e s e n t  
i n f o r m a t i o n  inadequac ies .  

We concur  c o m p l e t e l y  w i t h  t h e  A u d i t ' s  f i n d i n g  and recommendations. 

The Purchas ing A d v i s o r y  Counci 1  has formed a  commit tee t o  a s s i s t  i n  t h e  de- 
velopment of  t h e  separa te  AFIS Purchas ing  Module. However, development o f  
t h e  Purchas ing  Module i s  c u r r e n t l y  on h o l d  due t o  t h e  l a c k  o f  f u n d i n g .  



FINDING V 

THE TERM CONTRACT USED B Y  SPO NEEDS TO B E  REVISED BECAUSE IT MAY NOT S E R V E  
THE BEST INTERESTS OF THE STATE. 

State Purchasing Office concurs that the contract form should be revised; 
however, we do n o t  consider the current form invalid. 

I n  general, terms and conditions of the forms are not unlike those as used 
by the Federal Government and other s ta tes .  The education and experience 
of the SPO purchasing s t a f f  provides a  fu l l  awareness of the legal aspects 
of procurement. 

The form currently used, with minor modifications, was essentially composed 
by the Attorney General's s t a f f  when SPO was created. On several occasions 
the documents in the i r  current form have been involved in l i t iqa t ion  pro- 
ceedings without a  question or protest  regarding contract form. 

The comments offered by the Arizona Legislative Council on the subject i s  
noted t o  wit:  ". . . the attached contract provides fo r  compliance with 
basic requisites of a  valid contract. There i s  an of fer ,  acceptance and 
consideration promised. More over there i s  nothing per se invalid about a  
contract evidenced by a  standard written form such as attached. In fac t  
such instruments are the norm in the public as well as the private sector 

1 1  . . .  . 

The fac t  that  the present contract procedures and forms preclude control 
over contractual obligations i s  a  continuing concern shared by  purchasing 
management. Term contract pri ce agreements are establ i  shed by the State 
Purchasing Office based on estimated State agency requirements and stipu- 
lated that  purchases for  State agency use wilul be from the contract vendors. 
Agency purchase orders are issued independent of any central control. There- 
fore ,  State contracts may be breached with the possibi l i ty  of l i a b i l i t y  t o  
the State Purchasing Office. 

The Audit report recommendation for  FINDING V i s  ". . . that  the present 
term contract form, and future changes to  the form, be reviewed and approved 
by the Attorney General." 

The State Purchasing Office has requested Attorney General review of ex- 
is t ing contract documents and will seek further review i f  substantive 
changes are indicated or proposed. 



FINDING VI 

P R O C E D U R E S  USED BY THE STATE PURCHASING OFFICE TO SOLICIT BIDS MAY NOT BE 
IN C O M P L I A N C E  WITH STATUTORY REQUIREMENTS.  

The State Purchasing Office maintains the State vendor f i l e  which i s  composed 
of vendors who have completed applications to receive bid invitations issued 
for special commodities and services. Other appropriate information i s  re- 
quired on the vendor application and i s  reviewed by SPO s t a f f  prior to  
l i s t ing  the vendor on the automated bid l i s t  retrieval system. 

Vendors are requested t o  identify commodity coding and descri ptive informa- 
tion pertaining to the commodities of in te res t .  The procedure employed a 
four-digit code which was not suff ic ient ly  refined or  specific.  As a resul t  
many vendors appear on bid l i s t s  fo r  products and services they cannot pro- 
vide. Therefore, i t  i s  possible t o  issue a bid invitation to  over one 
hundred vendors to which the response i s  less than ten competitive bids. 

The SPO i s  currently in the process of re-registering vendors under an ex- 
panded classif icat ion system t o  purge the current f i l e  and establish a more 
effective and ef f ic ien t  f i l e .  This will resul t  in a bid l i s t  that  will bet ter  
identify vendors to a more specif ic  commodity or service. Therefore, there 
will be fewer "no bids". As an interim solution, buyers in the past re- 
viewed the bid l i s t  and deleted the names of unqualified vendors when issuing 
a bid invitation. This deletion process was n o t  arbitrary or discriminating 
b u t  was based on the buyer's knowledge and experience. Some of the reasons 
vendors were deleted are as follows: 

1 .  some are not able to  supply product or service required in 
normal course of business; 

9 

2. some are on the bid l i s t  for  commodities that  are known n o t  
to  be the vendor's area of in te res t ;  

3. some vendors do n o t  realize that  the State does n o t  maintain 
a central receiving or warehouse faci 1 i ty to accept fu l l  
shipments; 

4. some are out-of-state manufacturers that  are known to have 
in-state representatives currently on the bid l i s t ;  

5. some vendors are known t o  have limited repair or maintenance 
capabi 1 i t i e s  for a specif ic  requirement b u t  are otherwise 
qua1 i f ied vendors; and 

6 .  some vendors have repeatedly returned "no bid" responses for  
the same or similar i tems and are recognized by buyers. 



FINDING VI (cont 'd.  ) 

The SPO recognizes the s tatutory responsibility t o  issue bid invitations t o  
a1 1 gual i f ied  vendors who have expressed a  desire t o  receive bids. Never- 
theless ,  in view of the Legislative Council memo dated 7-7-81, SPO has re- 
vised internal procedures so tha t  bids are now sol ic i ted from a l l  vendors 
on the master bid l i s t  fo r  that  specific commodity classif icat ion.  

The Audit report provided the following recommendation: 

1 .  The Legislature review the provisions of A.R.S. 5 41-730.A. 
to determine i f  out-of-state vendors are intended for  ex- 
empti on .  

2. SPO fur ther  refine the master bid 1 i s t  t o  identify vendors 
w h o  are able to  supply the product fo r  which a  bid i s  
sol ic i ted.  

SPO supports the Legislative Council opinion that  ". . . the bid sol ic i ta t ion 
must by s ta tu te  include a1 1 qua1 i f ied  suppliers, with no specific 1 imitation 
as t o  geographical residence . . ." .  
A preference in bidding i s  opposed by SPO and a l l  national public purchasing 
organizations. 

The vendor f i l e  that  will be reconstructed under the more detailed c l a s s i f i -  
cation system will be systematically refined as a  resul t  of bid experience. 
This will resu l t  in a  progressively higher rate of vendor response to  bid 
invitations.  



DEPARTMENT OF ADMINISTRATION 

FINANCE DIVISION 

General Accounting Off ice  



Table of .Contents 

SUMMARY 

INTRODUCTION AND BACKGROUND 

SUNSET FACTORS 

FINDING 

Changes a r e  needed t o  r e l i e v e  t h e  General Accounting 
Of f i ce  of t h e  s t a t u t o r y  r e s p o n s i b i l i t y  t o  determine 
i f  proposed expendi tures  appear  t o  be f o r  v a l i d  pub l i c  
purposes and t o  ensure t h a t  t h e  General Accounting 
Office claims-processing procedures  a r e  i n  compliance 
wi th  requi red  procedures.  

CONCLUSION 

RECOMMENDATIONS 

OTHER PERTINENT INFORMATION 

WRITTEN RESPONSE TO AUDITOR GENERAL REPORT 

Page 

i 

1 

3 

7 



SUMMARY - GENERAL ACCOUNTING OFFICE 

The General Accounting Of f i ce  (GAO) , formerly t h e  Accounts and Con t ro l s  

Of f i ce ,  is  an  o rgan iza t iona l  u n i t  of DOA-Finance. GAO i s  r e spons ib l e  f o r  

maintaining a c e n t r a l i z e d  accounting system f o r  t h e  S t a t e .  G A O ' s  d u t i e s  

include:  1 )  providing f i s c a l  c o n t r o l  over  S t a t e  spending through 

claims-approval and warran t -wr i t ing  func t ions ,  and 2 )  maintaining a 

c e n t r a l i z e d  r epor t ing  system and f i n a n c i a l  records.  

Arizona law r e q u i r e s  GAO t o  review claims submitted by S t a t e  agencies  f o r  

p r o p r i e t y  and a u t h e n t i c i t y .  While GAO has  developed a u d i t  procedures  t o  

f u l f i l l  t h i s  r e s p o n s i b i l i t y  and ensure agency compliance wi th  o t h e r  

s t a t u t e s  governing expendi tures ,  our  review revealed some func t ions  a r e  

not  performed and some e x i s t i n g  procedures a r e  not  always followed. G A O ' s  

de l ega t ion  of some r e s p o n s i b i l i t i e s  i s  not  appropr ia te .   age 7)  

GAO does process  claims i n  a t imely  manner and d i scoun t s  from vendors f o r  

prompt payment normally a r e  no t  l o s t .  (page 1 3 )  

Considerat ion should be g iven  t o  t he  fol lowing recommendations: 

1. Amend A.R.S. $35-181.02 t o  

- Delete  G A O ' s  r e s p o n s i b i l i t y  t o  determine t h a t  c la ims  a r e  f o r  

v a l i d  pub l i c  purposes,  I 

- Recognize agency claim c e r t i f i c a t i o n  a s  s u f f i c i e n t  evidence 

of expenditure  p rop r i e ty ,  and 

- Require GAO t o  perform pos t  a u d i t s  of  c laims of  agencies  

audi ted  t r i a n n u a l l y  by t h e  Of f i ce  of t h e  Auditor General ,  on 

a s e l e c t i v e  b a s i s ,  t o  ensure agencies  a r e  d ischarg ing  t h e i r  

d u t i e s  properly.  



Such a pos t  a u d i t  should include:  

1. Determining the  p r o p r i e t y  and v a l i d  publ ic  purposes of 

c laims,  

2 .  Determining t h a t  expenditures  a r e  proper ly  approved, 

3. Ensuring t h a t  i nvo ice  amounts a r e  not  over  o r  under 

pa id ,  and 

4. Ver i fy ing  t h a t  expenditures  a r e  i n  compliance wi th  

app l i cab le  s t a t u t e s .  

2. GAO r e q u i r e  agencies  t o  submit a s epa ra t e  c e r t i f i c a t i o n  t h a t  they  

have complied with A.R.S. $541-1051 through 41-1056 f o r  ou t s ide  

p ro fe s s iona l  s e r v i c e s  expendi tures  i n  excess  of $5,000. 

3. GAO perform pos t  a u d i t s  of c laims f o r  ou t s ide  p ro fe s s iona l  

s e r v i c e s  i n  excess  of  $5,000 on a s e l e c t i v e  b a s i s  f o r  agencies  

audi ted  t r i a n n u a l l y  by t h e  Of f i ce  of t he  Auditor  General. 



INTRODUCTION -AND BACKGROUND 

The General Accounting Of f i ce  (GAO) , forinerly t h e  Accounts and Cont ro ls  

Off ice ,  i s  an  o rgan iza t iona l  u n i t  o f  t he  DOA-Finance Divis ion.  

GAO, ope ra t ing  under t he  p rov i s ions  of A.R.S. $41-732, i s  re spons ib l e  f o r  

maintaining a c e n t r a l i z e d  accounting system f o r  t h e  S t a t e .  G A O ' s  d u t i e s  

inc lude :  1 )  providing f i s c a l  c o n t r o l  over  S t a t e  spending through 

claims-approval and warrant-wri t ing func t ions ,  and 2 )  maintaining a 

c e n t r a l i z e d  r epor t ing  system and f i n a n c i a l  records.  

GAO i s  funded by appropr i a t ions  from t h e  Leg i s l a tu re .  

Table 1 con ta ins  a  summary of a c t u a l  and pro jec ted  fu l l - t ime  equ iva l en t  

employees (FTE),  expendi tures  and workload i n d i c a t o r s  f o r  f i s c a l  y e a r s  

1977-78 through 1981-82. 



TABLE 1 

SUMMARY OF FULL-TIm EQUIVALENT EMPLOYEES (FTE), ACTUAL AND PROJECTED 
EXPENDITURES AND VORKLOAD MEASURES FOR THE 

GENERAL ACCOUNTING OFFICE FOR 
FISCAL YEARS 1977-78 THROUGH 1981-82" 

F i s c a l  Year 
1977-78 1978-79 1979-80 1980-81"* 1981-82*** 

Number of encumbrances 
and claims processed 569,600 590,000 649,000 713,900 785,300 

Personal  s e r v i c e s  $ 580,100 $ 621,700 $ 645,300 
Employee-related 

expenditures  99,800 111,600 123,600 
P ro fes s iona l  and 

ou t s ide  s e r v i c e s  638,700 647,400 1,029,500 
Trave l  : 

I n  S t a t e  , 300 200 100 
Out of S t a t e  1,000 

Other opera t ing  
expenses 159,200 168,000 150,200 - 

Equipment 
T o t a l  

A s  shown i n  Table 1, while  t h e  number of encumbrances and c la ims  

processed increased  from 569,600 i n  f i s c a l  yea r  1977-78 t o  a n  

est imated 785,300 i n  f i s c a l  y e a r  1981-82, an  inc rease  of 37.9 

percent ,  t h e  number of  fu l l - t ime  equiva len t  e ~ p l o y e e s  decreased from 

55 t o  54. 

Due t o  time and s t a f f i n g  c o n s t r a i n t s ,  t h e  scope of ou r  review of  t h e  

General Accounting Of f i ce  was l imi t ed  t o  claims and encumbrances 

processing.  The a u d i t  d i d  no t  i nc lude  reviews of t he  manner i n  

which revenues, expenditures  and o the r  budgetary information i s  

recorded o r  t he  r e p o r t  r e c o n c i l i a t i o n  func t ion .  

* Source: A s s i s t a n t  d i r e c t o r ,  DOA-Finance. 
** June 30, 1981, a c t u a l  expenditures  may be changed by 13th-month 

adjustments .  
*** Eased on appropr ia ted  amount f o r  1981-82. 

**** T o t a l  FTE involved i n  a l l  GAO func t ions ,  inc luding  p a y r o l l ,  
t r a n s a c t i o n  record ing  and claims-processing. 



SUNSET FACTORS 

Nine f a c t o r s  were reviewed t o  a i d  i n  t he  process  of determining whether 

t he  Department of Administrat ion-Divis ion of Finance, General Accounting 

Off ice  should be continued o r  terminated,  i n  accordance with A.R.S. 

$§41-2351 through 41-2379. 

SUNSET FACTOR: OBJECTIVE AND PURPOSE 

I N  ESTABLISHING THE OFFICE 

No e x p l i c i t  s ta tement  of i n t e n t  appears  i n  t h e  s t a t u t e s  governing t h e  

S t a t e  accounting func t ion .  Arizona law provides  t h a t  t h e  a s s i s t a n t  

d i r e c t o r  of DOA-Finance perform a broad range of accounting a c t i v i t i e s .  

A.R.S. $41-732, subsec t ion  A, s t a t e s :  

"The a s s i s t a n t  d i r e c t o r  f o r  f i nance  s h a l l  be the  
gene ra l  accountant  of t h e  s t a t e  and keeper of a l l  
pub l i c  account books, vouchers,  documents and papers  
r e l a t i n g  t o  accounts  and c o n t r a c t s  of t h e  s t a t e  and t o  
i t s  revenue, deb t s  and f i s c a l  a f f a i r s ,  no t  requi red  by 
law t o  be placed i n  some o t h e r  o f f i c e  o r  kept  by some 
o t h e r  person." 

GAO, a n  o rgan iza t iona l  u n i t  o f  t h e  Div is ion ,  f u l f i l l s  t h i s  s t a t u t o r y  

r e s p o n s i b i l i t y .  GAO provides f i s c a l  c o n t r o l  over  S t a t e  spending by 

determining t h a t  c laims a r e  v a l i d  p r i p r  t o  i s s u i n g  warran ts ,  and 

summarizing f i s c a l  in format ion  f o r  management r epo r t ing  purposes. GAO 

developed t h e  fol lowing g o a l s  and o b j e c t i v e s  f o r  f i s c a l  y e a r  1981-82: 

- Maintain t h e  S ta tewide  c e n t r a l i z e d  f i n a n c i a l  records  and the  

r epo r t ing  system which provides:  1 )  s u f f i c i e n t  c o n t r o l s  t o  

ensure  compliance wi th  S t a t e  and Federa l  laws and r egu la t ions ,  

2 )  in format ion  t o  manage t h e  a s s e t s  of  t h e  S t a t e ,  and 3) the  

h i s t o r i c a l  d a t a  needed f o r  planning and fo recas t ing ;  

- Provide accounting s e r v i c e s  t o  a l l  S t a t e  agencies;  

- Process  claims i n  a  t imely  manner; 

- Record and process  revenue a c c u r a t e l y  and i n  a t imely  manner; 



- Provide  t r a i n i n g  t o  u s e r  agencies  i n  proper  accounting 

procedures; and 

- Recommend s t a t u t o r y  and procedural  changes t o  improve 

p r o d u c t i v i t y  . 
SUNSET FACTOR: THE DEGREE TO WHICH THE OFFICE 

HAS BEEN ABLE TO RESPOND TO THE NEEDS OF THE PUBLIC 

AND THE EFFICIENCY WITH WHICH IT HAS OPERATED 

Among i t s  d u t i e s ,  GAO i s  r e spons ib l e  f o r  1 )  processing claims i n  a t imely  

manner, and 2 )  determining i f  c laims a r e  proper.  The Of f i ce  does process  

claims i n  a t imely  manner. (page 13)  A s  shown i n  Table 1, t h e  number of 

fu l l - t ime  equ iva l en t  p o s i t i o n s  has  remained v i r t u a l l y  unchanged while  t h e  

workload, i n  terms of  encumbrances and claims processed,  has  increased  

more than 37 percent  dur ing  t h e  l a s t  f i v e  f i s c a l  years .  

However, our  review revea led  t h a t  GAO has  been unable t o  review c la ims  

submitted by S t a t e  agencies  f o r  p r o p r i e t y  and a u t h e n t i c i t y  a s  requi red  by 

Arizona law because i t  would be imprac t icable  t o  do so. (page 7 )  

SUNSET FACTOR: THE EXTENT TO WHICH 

THE OFFICE HAS OPERATED W I T H I N  THE PUBLIC INTEREST 

GAO has  developed procedures t o  1 )  ensure t h a t  budget u n i t s  do not  exceed 

t h e i r  budget capac i ty ,  and 2 )  e s t a b l i s h  and maintain the  process ing  of 

encumbrances, c laims and warrants  f o r  t he  expenditure  and accounting of 

pub l i c  funds. GAO appears  no t  t o  have taken a c t i o n s  t h a t  a r e  con t r a ry  t o  

t h e  pub l i c  i n t e r e s t .  

SUNSET FACTOR: THE EXTENT TO WHICH 

RULES AND REGULATIONS PROMULGATED BY THE OFFICE 

ARE COIISISTENT WITH THE LEGISLATIVE MANDATE 

GAO has  not  i s sued  r u l e s  and r egu la t ions  bu t  has ,  i n s t e a d ,  prescr ibed  

accounting procedures by publ i sh ing  a manual f o r  use  by S t a t e  agencies .  

GAO has  de lega ted  r e s p o n s i b i l i t y  t o  S t a t e  agencies  f o r  determining t h a t  

t h e i r  expenditures  serve  a v a l i d  pub l i c  purpose. Our review revealed t h a t  

such de l ega t ion  i s  not  i n  compliance wi th  s t a t u t o r y  requirements.  (page 9 )  



SUNSET FACTOR: T H E  EXTENT TO WHICH THE O F F I C E  

HAS ENCOURAGED I N P U T  FROM T H E  P U B L I C  BEFORE 

PROMULGATING I T S  RULES AND REGULATIONS AND THE 

EXTENT TO WHICH I T  HAS INFORMED THE P U B L I C  A S  TO 

I T S  A C T I O N S  AND T H E I R  EXPECTED IfrIPACT ON T H E  P U B L I C  

The GAO has not  promulgated r u l e s  and r egu la t ions .  D O A ' s  "Annual Report 

of t h e  S t a t e  of Arizona," d e t a i l i n g  S t a t e  r e c e i p t s  and expendi tures ,  i s  

the  r e s u l t  of GAO record-keeping a c t i v i t i e s  and r e f l e c t s  t h e  scope of GAO 

opera t ions .  

The Of f i ce  has compiled a  S t a t e  accounting manual f o r  u s e r  agencies .  

S U N S E T  FACTOR: T H E  EXTENT TO WHICH THE O F F I C E  

HAS BEEN ABLE TO I N V E S T I G A T E  AND RESOLVE CONPLAINTS 

THAT ARE W I T H I N  I T S  J U R I S D I C T I O N  

GAO ' h a s  no s t a t u t o r y  r e s p o n s i b i l i t y  t o  i n v e s t i g a t e  and r e so lve  

complaints. Therefore,  t h i s  f a c t o r  was not  addressed i n  our  review. 

S U N S E T  FACTOR: T H E  EXTENT T O  W I C K  

THE ATTORNEY GENERAL OR ANY OTHER 

A P P L I C A B L E  AGENCY O F  STATE GOVERNMENT 

H A S  THE AUTHORITY TO PROSECUTE A C T I O N S  

UNDER ENABLING L E G I S L A T I O N  

A.R.S. $35-196 provides  t h a t  t h e  , a s s i s t a n t  d i r e c t o r ,  DOA-Finance, o r  t he  

Attorney General may i n s t i t u t e  a c t i o n s  f o r  t he  recovery of S t a t e  monies i f  

GAO deems an  agency i s  i n c u r r i n g  o b l i g a t i o n s  i l l e g a l l y .  T h e  v i o l a t i o n  of  

prescr ibed  f i s c a l  procedures i s  a  c l a s s  1 misdemeanor. According t o  GAO 

o f f i c i a l s ,  t h i s  a u t h o r i t y  i s  s u f f i c i e n t .  



S U N S E T  FACTOR: THE EXTENT TO WHICH THE 

O F F I C E  H A S  ADDRESSED D E F I C I E N C I E S  I N  THE 

ENABLING S T A T U T E S  WHICH PREVENT I T  

FROM F U L F I L L I N G  I T S  STATUTORY MANDATE 

GAO a s s i s t e d  i n  d r a f t i n g  H B  2401, proposed f o r  t h e  1981 l e g i s l a t i v e  

sess ion .  The b i l l  r e l a t e d  t o  pub l i c  f i nances  and provided f o r  the  

fol lowing major changes r e l a t e d  t o  GAO opera t ions :  

- Rais ing  t h e  requirement* f o r  encunbrance documents from $50 t o  

$500 ; 

- Abolishing t h e  t r a v e l  advance revolv ing  fund. 

H B  2401 d i d  not  pass.  

S U N S E T  FACTOR: THE EXTENT T O  WHICH 

CHANGES ARE NECESSARY I N  THE LAWS OF 

THE OFFICE TO ADEQUATELY c0rm.x WITH THE 

FACTORS L I S T E D  I N  T H I S  S U B S E C T I O N  

Based on our  review, changes a r e  needed i n  the  laws governing GAO t o  

a s s i s t  i t  t o  comply wi th  the  f a c t o r s  l i s t e d  i n  t h i s  subsect ion.   age 11) 

* P r e s e n t l y ,  a  proposed expendi ture  g r e a t e r  than  $50 expended from an  
appropr ia ted  fund must have a n  encumbrance document. GAO hoped t o  
i nc rease  t h a t  requirement t o  $500 t o  e l imina te  t h e  need t o  process  
smal l  encumbrances. 



FINDING 

CHANGES ARE NEEDED TO RELIEVE THE GENERAL ACCOUMTING OFFICE OF THE 

STATUTORY RESPONSIBILITY TO DETERNINE I F  PROPOSED EXPENDITURES APPEAR TO 

BE FOR VALID PUBLIC PURPOSES AND TO ENSURE THAT THE GENERAL kCCOUNTIF!G 

OFFICE CLAIMS-PROCESSING PROCEDURES ARE 1 COIPLIANCE WITH REQUIRED 

PROCEDURES. 
I 

Arizona law r e q u i r e s  GAO t o  review claims submitted by S t a t e  agencies  f o r  

p rop r i e ty  and a u t h e n t i c i t y .  While GAO has  developed a u d i t  procedures t o  

f u l f i l l  t h i s  r e s p o n s i b i l i t y  and ensure agency compliance wi th  o t h e r  

s t a t u t e s  governing expendi tures ,  ou r  review revealed t h a t  1 )  GAO does 

no t ,  f o r  a l l  i n t e n t s  and purposes,  review claims t o  determine i f  t hey  

appear t o  be f o r  v a l i d  pub l i c  purposes a s  requi red  i n  Arizona s t a t u t e s ,  

and 2 )  e x i s t i n g  review procedures  a r e  no t  always followed. 

S t a t u t o r y  Requirements 

A.R.S. $35-181.02, subsec t ion  A ,  r e q u i r e s  t h e  a s s i s t a n t  d i r e c t o r ,  

DOA-Finance t o  1 )  a u d i t  a l l  c la ims ,  and 2 )  determine whether they  appear  

t o  be f o r  v a l i d  pub l i c  purposes: 

"The a s s i s t a n t  d i r e c t o r  f o r  f i nance  s h a l l  a u d i t ,  a d j u s t  
and s e t t l e  t h e  amount of c laims a g a i n s t  t h e  s t a t e  
payable ou t  of funds of  t h e  s t a t e ,  except c laims - 

expres s ly  requi red  o r  permi t ted  by law t o  be audi ted  
and s e t t l e d  by some o t h e r  o f f i c e r .  The a s s i s t a n t  
d i r e c t o r  f o r  f i nance  s h a l l  e s t a b l i s h  a u d i t  p o l i c i e s  
c o n s i s t e n t  with g e n e r a l l y  accepted governmental 
accounting procedures  i n  o rde r  t o  e f f e c t  prompt and 
c o r r e c t  payment of s t a t e  ob l iga t ions .  The a s s i s t a n t  
d i r e c t o r  f o r  f i nance  s h a l l  a l s o  determine xhe the r  t h e  
proposed expenditure  i s  provided f o r  i n  t he  agency 
budget, appears  t o  be f o r  a  v a l i d  pub l i c  purpose and 
whether funds a r e  a v a i l a b l e  f o r  payment." (Emphasis 
added) 



Addi t iona l ly ,  A.R.S. $35-182 r e q u i r e s  GAO t o  review c la ims  f o r  

a u t h e n t i c i t y :  

"Before any claim a g a i n s t  t h e  s t a t e  i s  pa id  by t h e  
d i v i s i o n  of f inance ,  t h e  d i v i s i o n  s h a l l  r equ i r e  a  
c e r t i f i c a t i o n  i n  a  form prescr ibed  by t h e  a s s i s t a n t  _ 
d i r e c t o r  f o r  f inance  and signed by t h e  au thor ized  
r e p r e s e n t a t i v e  o r  r e p r e s e n t a t i v e s  of t he  Sudget u n i t  
p re sen t ing  the  claim." 

Fur ther ,  s e v e r a l  l e g i s l a t i v e  l e a d e r s  informed a u d i t  s t a f f  t h a t  they  

perce ive  GAO a s  performing a  c o n t r o l  f u n c t i o n  and providing assurance  t h a t  

c laims a r e  l e g i t i m a t e  and f o r  v a l i d  pub l i c  purposes. 

To f u l f i l l  i t s  s t a t u t o r y  r e s p o n s i b i l i t y  t o  " . . . e f fec t  prompt and c o r r e c t  

payment of s t a t e  o b l i g a t i o n s  ...." the  DOA-Finance a s s i s t a n t  d i r e c t o r  has  

developed procedures f o r  claims review. These procedures a r e  included i n  

t he  S t a t e  accounting manual, which s t a t e s :  

" . . . claims a r e  reviewed (by GAO) f o r  mathematical 
accuracy (and) .  . . v a l i d i t y  of purpose.. . ." 

Fur the r ,  t he  S t a t e  accounting manual r e q u i r e s  agencies  t o  submit t o  GAO 

evidence of compliance with the  s t a t u t e s  governing competi t ive bidding f o r  

ou ts ide  p ro fe s s iona l - se rv i ces  c o n t r a c t s  i n  excess of $5,000: 

"A c e r t i f i c a t i o n  by t h e  Agency thLt  i n  awarding t h e  
c o n t r a c t  i t  has  complied with a l l  t h e  p rov i s ions  of 
A.R.S. T i t l e  41, chap te r  6.1, sec.  41-1051 through 
41-1056, and t h a t  suppor t ing  documents a r e  on f i l e  and 
a r e  a v a i l a b l e  f o r  inspec t ion ."  

S t a t u t o r y  r e s p o n s i b i l i t y  and l e g i s l a t i v e  i n t e n t  notwithstanding,  t h e  GAO 

claims-review process  i s  inadequate  i n  t h a t  1 )  GAO does not  perform some 

required review func t ions ,  and 2 )  e x i s t i n g  review procedures a r e  not 

always followed. 



GAO Does Not Perform 

Some Required Review Funct ions 

Contrary t o  s t a t u t e  and i t s  own formal procedures ,  GAO does no t  

determine: 1 )  t h e  mathematical accuracy of  c laims,  o r  2) t h a t  c la ims  

appear t o  be f o r  v a l i d  pub l i c  purposes. I n s t e a d ,  GAO procedures a r e ,  w i th  

very few except ions ,  l imi t ed  t o  reviewing f o r  t h e  presence of  au thor ized  

s i g n a t u r e s  and suppor t ing  invo ices  f o r  v a l i d i t y .  A s  a r e s u l t ,  t h e  

r e s p o n s i b i l i t y  f o r  v e r i f y i n g  the  a u t h e n t i c i t y  and co r rec tnes s  of c laims 

l i e s  not with GAO but wi th  t h e  submit t ing agencies .  

Curren t ly  GAO r equ i r e s  agencies  t o  c e r t i f y  t h a t  a  c laim i s  f o r  a  v a l i d  

pub l i c  purpose. However, such a  requirement does not  r e l i e v e  GAO of t h e  

r e s p o n s i b i l i t y  t o  make a  s i m i l a r  judgment. L e g i s l a t i v e  Council ,  i n  a  

memorandum dated J u l y  16 ,  1981," noted t h a t  an  agency c e r t i f i c a t i o n  does 

not  s h i f t  r e s p o n s i b i l i t y  from GAO t o  t h e  agency f o r  determining l e g a l i t y  

and p rop r i e ty :  

". . . t he  a s s i s t a n t  d i r e c t o r  f o r  f i nance  remains 
s t a t u t o r i l y  r e spons ib l e  f o r  t h e  l e g a l i t y  and p rop r i e ty  
of a n  expendi ture  r e g a r d l e s s  of t h e  agency 
c e r t i f i c a t i o n  as t o  t he  l e g a l i t y  and p rop r i e ty  of t h a t  
expenditure .  

"The a s s i s t a n t  d i r e c t o r  f o r  f inance  i s  obl iga ted  t o  
perform t h e  above mentioned & u t i e s  (under A.R.S. 
$35-181.02) r ega rd l e s s  of t h e  agency c e r t i f i c a t i o n . "  
( ~ m p h a s i s  added) 

According t o  t h e  d i r e c t o r s  of  s e v e r a l  l a r g e  S t a t e  agencies ,  t h e  

r e s p o n s i b i l i t y  t o  determine t h e  v a l i d i t y  and p r o p r i e t y  of c laims submitted 

t o  GAO l i e s  with the  agencies '  s t a f f s .  I n  a d d i t i o n ,  a  d i r e c t o r  expressed 

t h e  opinion t h a t  i t  i s  a d u p l i c a t i o n  f o r  GAO t o  review claims t o  determine 

i f  they a r e  f o r  v a l i d  pub l i c  purposes. 

* Appendix I X  con ta ins  t h e  memorandum t e x t .  
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Fur the r ,  GAO o f f i c i a l s  concede t h a t  i t  is  not  p o s s i b l e  f o r  them t o  

eva lua t e  a  c laim i n  terms of whether a  v a l i d  pub l i c  purpose is  served,  

because the  l a c k  of  c l e r i c a l  s t a f f  and the  l a r g e  volume of  claim documents 

r e s t r i c t s  GAO from making such a  determinat ion.  

Ex i s t i ng  Review Procedures 

Are Not Alwavs Followed 

G A O ' s  review of claims f o r  a u t h e n t i c i t y  and compliance w i t h  s t a t u t o r y  

requirements f o r  competi t ive bidding i s  not  adequate.  

Audit s t a f f  reviewed a sample of  c laims processed by GAO and discovered 

t h a t  two percent  of them e i t h e r  were no t  signed by persons au thor ized  t c  

s i g n  claims o r  were no t  s igned a t  a l l .  

I n  add i t i on ,  two of t h e  f i v e  claims f o r  p ro fe s s iona l  ou t s ide  s e r v i c e s  t h a t  

a u d i t  s t a f f  reviewed were not  c e r t i f i e d  properly.  GAO s t a f f  maintains  

t h a t  s e p a r a t e  c e r t i f i c a t i o n s  a r e  not  necessary; t h a t  t h e  s i g n a t u r e  on the  

claim form i s  s u f f i c i e n t .  However, i t  should be noted t h a t  a  c laim 

c e r t i f i c a t i o n  v e r i f i e s  t h a t  1 )  goods o r  s e r v i c e s  have been rece ived ,  and 

2 )  t he  expenditure  i s  f o r  a  v a l i d  pub l i c  purpose but  does no t  c e r t i f y  t h a t  

t he  agency has  complied wi th  t h e  competi t ive bidding s t a t u t e s  a s  required 

by G A O ' s  own procedures  manual. 

I t  should be noted t h a t  t h e  Of f i ce  'of t he  Auditor General conducts annual 

f i n a n c i a l  a u d i t s  of t h e  t e n  l a r g e s t  S t a t e  agencies  and t r i a n n u a l  a u d i t s  of 

a l l  o t h e r  S t a t e  agencies .  Therefore,  GAO c laims reviews could be 

performed on a  l i m i t e d  bas i s .  

CONCLUSION 

GAO does no t  review claims t o  determine t h a t  they  appear  t o  be f o r  v a l i d  

pub l i c  purposes,  and does not  always fo l low requi red  review procedures.  



RECOIQBNDATIONS 

Considerat ion should be given t o  t he  fol lowing recommendations: 

1. Amend A.R.S. $35-181.02 t o  

- Dele te  G A O ' s  r e s p o n s i b i l i t y  t o  determine t h a t  c la ims  a r e  f o r  

v a l i d  p u b l i c  purposes,  

- Recognize agency claim c e r t i f i c a t i o n  a s  s u f f i c i e n t  evidence of 

expendi ture  p r o p r i e t y ,  and 

- Require GAO t o  perform pos t  a u d i t s  of  c laims of agencies  

audi ted  t r i a n n u a l l y  by t h e  Of f i ce  of t h e  Auditor  General ,  on a  

s e l e c t i v e  b a s i s ,  t o  ensure agencies  a r e  d ischarg ing  t h e i r  

d u t i e s  properly.  

Such a  pos t  a u d i t  would include:  

1. Determining t h e  p rop r i e ty  and v a l i d  pub l i c  purposes of 

c la ims ,  

2. Detemin ing  t h a t  expenditures  a r e  proper ly  approved, 

3. Ensuring t h a t  i nvo ice  amounts a r e  not over  o r  under pa id ,  and 

4. Ver i fy ing  t h a t  expendi tures  a r e  i n  compliance wi th  

app l i cab le  s t a t u t e s .  

2. GAO r e q u i r e  agencies  t o  submit a  s e p a r a t e  c e r t i f i c a t i o n  t h a t  they  

have complied wi th  A.R.S. §$41-1051 through 41-1056 f o r  ou t s ide  

p ro fe s s iona l  s e r v i c e s  expendi tures  i n  excess  of  $5,000. 

I 

3. GAO perform pos t  a u d i t s  of c laims f o r  ou t s ide  p r o f e s s i o n a l  s e r v i c e s  

i n  excess  of  $5,000 on a  s e l e c t i v e  b a s i s  f o r  agencies  aud i t ed  

t r i a n n u a l l y  by t h e  Off ice  of t h e  Auditor  General.  



OTHER PERTINENT INFORMATION 

A review of t h e  processing time of c laims by GAO was undertaken t o  

determine i f  p o t e n t i a l  d i scounts  were l o s t  due t o  processing de lays .  Our 

review of GAO ope ra t ions  revealed t h a t  1 )  GAO claims-processing i s  

t imely,  and 2 )  d i scoun t s  normally a r e  not  l o s t .  

GAO Claims Review Is 

Performed i n  a Timely Nanner 

GAO performs the  fol lowing s t e p s  i n  processing claims: 

- The claim i s  date-stamped t o  document t h e  time and da t e  i t  was 

rece ived ,  

- A s e r i e s  of manual and e l e c t r o n i c  reviews a r e  made t o  ensure t h e  

claim i s  prepared proper ly ,  and 

- A warrant  i s  i ssued  and made a v a i l a b l e  f o r  t h e  S t a t e  agency 

submi t t ing  t h e  claim. 

Our review of a sample of c laims i ssued  between J u l y  1, 1980, and 

March 31, 1981, revealed t h a t  GAO t akes  a n  average of 2.6 working days t o  

process  a claim. I t  should be noted t h a t  t h e r e  i s  an  average de lay  of 3.7 

days between t h e  d a t e  t h e  submi t t ing  agency prepares  t h e  claim and t h e  

d a t e  i t  i s  reviewed by GAO. Therefore ,  agencies  t ake  longer  t o  submit 

c laims than  GAO t akes  t o  process  them. # 

Discounts Normally 

Are Not Lost  

Agencies g e n e r a l l y  have warran ts  a v a i l a b l e  f o r  payment t o  vendors a 

minimum of seven working days from t h e  d a t e  they  prepare  t h e  claim. Those 

vendors who o f f e r  d i scoun t s  g e n e r a l l y  r e q u i r e  payment w i t h i n  t e n  days of 

t he  b i l l i n g  d a t e  i n  o rde r  f o r  a d i scount  t o  apply. Thus, i t  appears  t h a t  

GAO i s  not  causing the  S t a t e  t o  l o s e  d iscounts .  Addi t iona l ly ,  few vendors 

o f f e r  such d iscounts .  An Auditor  General survey of vendors on t h e  S t a t e  

Purchasing Of f i ce  master  vendor l i s t  revealed t h a t  only 12 percent  o f f e r  

d i scounts  f o r  prompt payment. 



i j M [  5v?~"~~ ,~ fC; f~F  2 . % .  - b t d t L , c W  STATE OF AR!iPOI?IA 

December 11, 1981 

BP.UCE RtlSYJITT, Coverno.; 
ROELBT B. TfIBGUY, Dircczor  
DOXALO L. OLSQY, A s s i s t a n t  DirecZor  

M r .  Douglas R. Norton,  Audi to r  Genera l  
S t a t e  C a p i t o l  
L e g i s l a t i v e  S e r v i c e s  Wing, S u i t e  200 
Phoenix,  Arizona 85007 

Dear M r .  Norton: 

We a r e  e n c l o s i n g  our  r e s p o n s e  t o  your  Performance Audi t  f i n d i n g  
f o r  t h e  Department of A d m i n i s t r a t i o n  - Finance  D i v i s i o n  - General  
Accounting O f f i c e .  We a r e  i n  g e n e r a l  agreement w i t h  your  f i n d i n g .  

Your Performance Team was v e r y  p r o f e s s i o n a l  and c o u r t e o u s  i n  t h e  
conduct o f  t h i s  a u d i t  and we a r e  s u r e  your r e p o r t  w i l l  b e  h e l p f u l  
t o  u s  i n  r e a l i z i n g  o u r  o b j e c t i v e s .  

S i n c e r e l y ,  

Donald L. Olson 
A s s i s t a n t  D i r e c t o r  f o r  F inance  D i r e c t o r  l /  

DL0 : k s  
Enc losure  



RESPONSE OF THE GENERAL ACCOUNTING OFFICE TO THE PERFORMANCE AUDIT 
CONDUCTED BY THE OFFICE OF THE AUDITOR GENERAL AS PART OF THE SUNSET 
REVIEW. 

FINDING 

CHANGES ARE NEEDED TO RELIEVE THE GENERAL ACCOUNTING OFFICE OF THE 
STATUTORY RESPONSIBILITY TO DETENIINE I F  PROPOSED EXPENDITURES APPEAR 
TO BE FOR VALID PUBLIC PURPOSES AND TO ENSURE THAT THE GENERAL ACCOUNT- 
I N G  OFFICE CLAIMS-PROCESSING PROCEDURES ARE I N  COMPLIANCE WITH REQIJIRED 
PROCEDURES. 

We concur  t h a t  changes  a r e  needed t o  r e l i e v e  t h e  General  Accounting 
O f f i c e  of t h e  s t a t u t o r y  r e s p o n s i b i l i t y  t o  de te rmine  i f  proposed expen- 
d i t u r e s  appear  t o  b e  f o r  v a l i d  p u b l i c  purpose .  The General  Accounting 
O f f i c e  h a s  p repared  d r a f t  l e g i s l a t i o n  t o  e l i m i n a t e  t h a t  s t a t u t o r y  r e -  
s p o n s i b i l i t y .  The change would c l e a r l y  s h i f t  r e s p o n s i b i l i t v  f o r  v a l i d  
p u b l i c  purpose  t o  t h e  agency. 

IJe a l s o  concur  t h a t  t h e  Genera l  Accounting O f f i c e  c la ims-process ing  
p rocedures  a r e  n o t  i n  compliance w i t h  s t a t e d  p rocedures .  However, we 
do n o t  b e l i e v e  t h e  p rocedures ,  a s  s t a t e d ,  a r e  r e q u i r e d .  The account ing  
manual does  s t a t e  t h a t  c l a i m s  a r e  t o  b e  reviewed f o r  mathemat ica l  
accuracy .  T h i s  p rocedure  f o r  rev iewing  a l l  c l a i m s  f o r  mathemat ica l  
accuracy  h a s  been d i s c o n t i n u e d  by t h e  General  Accounting O f f i c e  as i t  
was determined t h a t  t h e  c o s t  invo lved  and s t a f f i n g  requ i rements  f o r  
100% d u p l i c a t i o n  of a n  agency p rocedure  was n o t  i n  t h e  b e s t  i n t e r e s t  of 
t h e  S t a t e  and could  n o t  be c o s t  j u s t i f i e d .  , T h e  account ing  manual does  
need t o  b e  r e v i s e d  t o  r e f l e c t  c u r r e n t  procedure .  

I n  a d d i t i o n ,  t h e  S t a t e ' s  a c c o u n t i n g  manual r e q u i r e s  a g e n c i e s  t o  submit  
t o  t h e  Genera l  Accounting O f f i c e  an  a d d i t i o n a l  c e r t i f i c a t i o n  as ev idence  
of compliance w i t h  s t a t u t e s  governing c o m p e t i t i v e  b idd ing  f o r  o t h e r  pro- 
f e s s i o n a l  s e r v i c e s  c o n t r a c t s  i n  e x c e s s  of $5,000. Th is  p rocedure  a l s o  
has  been d i s c o n t i n u e d  a s  i t  h a s  been determined t h a t  t h e  c e r t i f i c a t i o n  
a l r e a d y  r e q u i r e d  on t h e  c l a i m  form i s  adequa te  f o r  t h e  purposes  of t h e  
General  Accounting O f f i c e  and t h e  a u d i t  purposes  i n  de te rmin ing  com- 
p l i a n c e  w i t h  ARS T i t l e  41, Chapter  6.1. 



A s i g n i f i c a n t  problem does  e x i s t  i n  r e g a r d  t o  t h e  General  Accounting 
O f f i c e ' s  a b i l i t y  t o  p r e - a u d i t  payments of p r o f e s s i o n a l  s e r v i c e s  con- 
t r a c t s  l e s s  than  $5,000 i n  o r d e r  t o  i n s u r e  t h a t  t h e  c o n t r a c t s  do n o t  
exceed $5,000. A new procedure  i s  be ing  developed t o  p r o v i d e  t h e  
General  Accounting O f f i c e  w i t h  a d d i t i o n a l  i n f o r m a t i o n  on t h o s e  con- 
t r a c t s  under  $5,000 and t o  in form t h e  a g e n c i e s  of t h e  s p e c i f i c  l e g a l  
r equ i rements .  

The account ing  manual w i l l  be  updated i n  c o n j u n c t i o n  w i t h  t h e  p repara -  
t i o n  of t h e  new manual f o r  t h e  new Arizona F i n a n c i a l  I n f o r m a t i o n  System 
(AFIS) t o  r e f l e c t  c u r r e n t  p o l i c y .  The Genera l  Accounting O f f i c e  i s  pro- 
pos ing  e i g h t  (8) s e p a r a t e  p i e c e s  of l e g i s l a t i o n  which, i f  adopted,  w i l l  
have a  major impact on t h e  a c c o u n t i n g  p rocedures  of t h e  S t a t e  of Arizona.  
Major r e v i s i o n s  of t h e  account ing  manual w i l l  be  de layed  pending l e g i s -  
l a t i v e  d e c i s i o n  r e g a r d i n g  t h e s e  proposed changes.  
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SUIqMARY - SURPLUS PROPERTY DIVISION 

An agency f o r  t h e  d i s p o s i t i o n  of su rp lus  proper ty  was f i r s t  c r ea t ed  i n  

1955 by Executive Order. The Surp lus  Proger ty  Div is ion  (SPD) was included 

wi th in  the  Department of Administrat ion when t h e  Department was c rea t ed  i n  

1973 

SPD i s  r e spons ib l e  f o r  t h e  a c q u i s i t i o n ,  accumulation and d i s p o s i t i o n  of 

Federal  and S t a t e  su rp lus  proper ty  t o  S t a t e  and l o c a l  p u b l i c  agencies  and 

e l i g i b l e  nonprof i t  educa t iona l  and pub l i c  h e a l t h  i n s t i t u t i o n s .  The 

Federa l  program, which i s  maintained a p a r t  from t h e  S t a t e ' s ,  i s  operated 

with t h e  approval  and coopera t ion  of t h e  U.S. General Se rv i ces  

Administrat ion (GSA) through a  S t a t e  P lan  approved by t h e  Governor and GSA. 

Federa l  r egu la t ions  r equ i r e  t h a t  a n  advisory  body a s s i s t  t h e  Div is ion  i n  

s e v e r a l  f u n c t i o n a l  a r eas .  An advisory  body had not  been appointed a s  of 

June 30, 1981. sPD's noncompliance could endanger Ar izona ' s  f u t u r e  

p a r t i c i p a t i o n  i n  t h e  Federa l  su rp lus  proper ty  program. (page 15) 

The SPD manual inventory record-keeping system i s  inadequate .  An 

automated system would allow SPD t o  account f o r  i tems over  which i t  has 

s tewardship and communicate t h e  a v a i l a b i l i t y  of those  i tems  t o  u s e r  

agencies .  (page 17)  I 

Considerat ion should be g iven  t o  t he  fol lowing recommendations: 

1. The Governor s e l e c t  and appoin t  q u a l i f i e d  persons t o  a n  advisory  

board with d u t i e s  a s  descr ibed  i n  t h e  S t a t e  Plan. 

2. The Di rec to r  of t he  Department of Administrat ion cons ider  i t s  

Data Processing D i v i s i o n ' s  f e a s i b i l i t y  s tudy  t o  automate SPD's 

inventory  system. 



INTRODUCTION AND BACKGROUND - SURPLUS PROPERTY DIVISION 

An agency f o r  t h e  d i s p o s i t i o n  of  su rp lus  proper ty  was f i r s t  c r ea t ed  i n  

1955 by Executive Order t o  

". . .acquire,  warehouse and d i s t r i b u t e  f e d e r a l  s u r p l u s  
proper ty  t o  t a x  supported o r  t a x  exempt i n s t i t u t i o n s  o r  
agencies  w i th in  t h e  s t a t e . "  

The Surp lus  Proper ty  Div is ion  (SPD) was included w i t h i n  t h e  Department of 

Administrat ion when t h e  Department was c rea t ed  i n  1973. 

The Div is ion  i s  r e spons ib l e  f o r  t h e  a c q u i s i t i o n ,  accumulation and 

d i s p o s i t i o n  of Federa l  and S t a t e  su rp lus  proper ty  t o  S t a t e  and l o c a l  

pub l i c ,  agencies  and e l i g i b l e  nonpro f i t  educa t iona l  and pub l i c  h e a l t h  

i n s t i t u t i o n s .  The Federa l  program, which i s  maintained a p a r t  from the  

S t a t e ' s ,  i s  operated wi th  t h e  approval  and coopera t ion  of t h e  U.S. General 

Se rv i ces  Administrat ion (GSA) through a  S t a t e  P l an  approved by t h e  

Governor and GSA. 

The Div is ion  oversees t r a n s f e r s  and d i s p o s a l s  of S t a t e  proper ty ,  except  

proper ty  owned by t h e  S t a t e  u n i v e r s i t i e s .  Arizona S t a t e  Un ive r s i t y  and 

the  Un ive r s i t y  of Arizona main ta in  t h e i r  own s u r p l u s  proper ty  departments,  
I 

and d i s p e r s e  t h e i r  own t r a n s f e r s  and d i sposa l s .  The Department of Pub l i c  

Sa fe ty  i s  no t  requi red  by law t o  use t h e  s e r v i c e s  of  t he  Div is ion ,  bu t  has  

e l ec t ed  t o  do so. 

SPD, phys i ca l ly  l oca t ed  a t  t he  Cap i to l  Complex, c o n s i s t s  of a warehouse, 

o f f i c e s ,  a n  outdoor s t o r a g e  a r e a ,  and housing f o r  t ypewr i t e r  maintenance, 

o f f i c e  machine r e h a b i l i t a t i o n ,  f u r n i t u r e  r e h a b i l i t a t i o n  and s i l v e r  

recovery programs. Income from t h e s e  programs he lp  f inance  t h e  ope ra t ion  

of t h e  Divis ion.  



The Div i s ion  is  operated through two revolv ing  funds -- $50,000 f o r  t h e  

Federa l  program and $50,000 f o r  t h e  S t a t e  program. To recover  expenses,  

SPD a s s e s s e s  u s e r  f e e s  f o r  1 )  t h e  t r a n s f e r  of proper ty ,  and 2 )  r e p a i r  

s e r v i c e s  through t h e  maintenance and r e h a b i l i t a t i o n  programs. 

Tables  1 and 2 con ta in  revenue and expenditure  summaries f o r  f i s c a l  yea r s  

1976-77 through 1979-80 and e s t ima te s  f o r  f i s c a l  yea r  1980-81 f o r  the  

Federal  and S t a t e  s u r p l u s  p rope r ty  programs. 



TABLE 1 

SLJIMARY OF REVENUES AND EXPENDITURES FOR THE FEDERAL SURPLUS PROPERTY PROGRAM 
FOR FISCAL YEARS 1976-77 THROUGH 1980-81 

Operating revenues: 
@ Service  and handling f e e s  

Other 

To ta l  

Expenditures: 
I) S a l a r i e s  and wages 

Employee-related 
Travel  : 

I n  S t a t e  
Out of S t a t e  

Rent (warehouse o f f i c e s )  
m Freights* 

0 t h e r  

To ta l  

Net income ( l o s s )  from 
@ opera t ions  

* Fre ight  i nc ludes  charges by h i r e d  c a r r i e r s  and s e r v i c e  and handl ing 
charges by o t h e r  s t a t e s  f o r  proper ty  moved t o  Arizona. 



TABLE 2 

SUMMARY OF REVENUES AND EXPENDITURES FOR THE STATE SURPLUS PROPERTY PROGRAM 
FOR FISCAL YEARS 1976-77 THROUGH 1980-81 

Operating revenues : 
Fees and charges ( n e t  of 

refunds)" 
Equipment r e p a i r s  
Rental  o f  equipment 
Auction, b id ,  s c r a p  

Tota l  

Expenditures: 
S a l a r i e s  and wages 
Employee r e l a t e d  
Rent 
Travel  i n  S t a t e  
Repair shop s u p p l i e s  
Other expenditures  

Tota l  

Net income ( l o s s )  from 
opera t  i ons  

* Refunds t o  agencies  a r e  monies c o l l e c t e d  by SPD forwarded t o  
donat ing agencies  which do not  r ece ive  appropr i a t ions  from t h e  
General Fund. These agencies  a r e  allowed t o  s e t  a des i r ed  p r i c e  f o r  
t he  i tem, t o  which SPD adds a  handl ing  f ee .  SPD r e t a i n s  t h e  
handling f e e  and remi ts  t h e  remainder t o  t he  agency. 

** Not ava i l ab l e .  



Because of t ime c o n s t r a i n t s ,  ou r  a u d i t  review d id  not  i nc lude  SPD 

compliance wi th  app l i cab le  donee e l i g i b i l i t y  requirements and phys i ca l  

v e r i f i c a t i o n  of app ropr i a t e  donee use of s u r p l u s  property.  

The Auditor General expresses  g r a t i t u d e  t o  t h e  a s s i s t a n t  d i r e c t o r  and 

employees of t h e  Surp lus  Proper ty  Div is ion  f o r  t h e i r  coopera t ion ,  

a s s i s t a n c e  and cons ide ra t ion  during t h e  course of t he  a u d i t .  



SUNSET FACTORS 

Nine f a c t o r s  were reviewed t o  a i d  i n  t h e  process  of determining whether 

t he  Department of Administrat ion - Surplus  P rope r ty  Div is ion  should be 

continued o r  terminated i n  accordance with Arizona Revised S t a t u t e s  

(A.R. S. ) $$41-2351 through 41-2379. 

SUNSET FACTOR: THE OBJECTIVE AND 

PURPOSE I N  ESTABLISHING THE DIVISION 

The Surplus P rope r ty  Div is ion  (SPD) was c rea t ed  by Executive Order on 

Ju ly  27, 1955, t o  

" [ ~ ] c t  a s  a  c l e a r i n g  house of in format ion  a s  t o  t h e  
a v a i l a b i l i t y  of f e d e r a l  s u r p l u s  r e a l  and personal  
p r o p e r t y  and s t a t e  s u r p l u s  personal  proper ty  o r  
p o l i t i c a l  subd iv i s ions  the reo f  and a s s i s t  e l i g i b l e  
i n s t i t u t i o n s  i n  l o c a t i n g  such proper ty  and i n  - - 

a s c e r t a i n i n g  t h e  terms and- cond i t i ons  under  which such 
proper ty  might be obtained." (Emphasis added) 

I ts  present  purpose i s  s t a t e d  i n  A.R.S. $41-813, a s  adopted i n  1972 when 

t h e  Div is ion  was included i n  t h e  Department of Administration. 

The Div is ion  has  t h e  a u t h o r i t y  t o  

1. Acquire and d i s t r i b u t e  Fede ra l  s u r p l u s  proper ty  f o r  pub l i c  

purpose, 

2. T rans fe r  S t a t e  proper ty  among e l i g i b l e  donees, and 

3. Otherwise d ispose  of S t a t e  su rp lus  property.  The Div is ion  a l s o  

i s  author ized  t o  provide maintenance and r e p a i r  s e r v i c e s  t o  

i nc rease  u t i l i z a t i o n  of property.  



The Divis ion  s t a t e s  t h a t  i ts  o b j e c t i v e  i s  

" . . . ( to  be)  respons ib le  f o r  e f f e c t i n g  f a i r  and 
e q u i t a b l e  d i s t r i b u t i o n  of Federa l  and S t a t e  s u m l u s  
~ e r s o n a l  ~ r o ~ e r t v  t o  those  manv elements of  S t a t e  and 
l o c a l  government and c e r t a i n  nonpro f i t  educa t iona l  and 
p u b l i c  h e a l t h  a c t i v i t i e s ;  accordingly proper ty  i s  
acqui red ,  maintained and se rv i ced ,  recondi t ioned ,  
ren ted  , t r a n s f e r r e d ,  t raded  , so ld  and condemned making 
proper  charges l imi t ed  t o  those  reasonably r e l a t e d  t o  
t he  c o s t s  of  s e r v i c e  and handling." ( ~ m ~ h a s i s  added) 

SUNSET FACTOR: THE DEGREE TO WHICH THE DIVISION HAS 

BEEN ABLE TO RESPOND TO THE NEEDS OF THE PUBLIC 

AND THE EFFICIENCY WITH WHICH IT HAS OPERATED 

Since t h e  ma jo r i t y  of t h e  Div i s ion ' s  a c t i v i t i e s  do not  involve  t h e  genera l  

pub l i c ,  f o r  purposes of t h i s  review t h e  publ ic  i s  assumed t o  c o n s i s t  of 

those  agencies  c u r r e n t l y  and p o t e n t i a l l y  e l i g i b l e  f o r  SPD se rv i ces .  

During f i s c a l  y e a r  1979-80, t h e  Div is ion  t r a n s f e r r e d  t o  e l i g i b l e  agencies  

$6,062,629* of S t a t e  property.  Add i t i ona l ly ,  t h e  Div i s ion ' s  type:ri-iter 

r e p a i r  and maintenance program saved t h e  S t a t e  approximately $ 3 0 , ~ 9 3  a s  a  

r e s u l t  of r e p a i r i n g  3,000 typewri te rs .  

The Div is ion  a l s o  repor ted  t h a t  i ts  f u r n i t u r e  r e p a i r  program, s t a r t e d  i n  

December 1979, generated approximately $8,500 i n  revenues a s  of June 1980 

v i a  f e e s  i t  charged t o  agencies  f o r  s e r v i c e s  rendered. I n  J u l y  1980, t he  
C 

Division began s e l l i n g  s i l v e r  salvaged from S t a t e  agency X-ray f a c i l i t i e s  

and r e s idue  from t o o t h  f i l l i n g s .  A s  o f  A p r i l  1981, t e n  agencies  had 

p a r t i c i p a t e d  i n  t h e  program. 

It appears  t h a t  SPD1s e f f i c i e n c y  would be enhanced i f  improvements were 

made t o  i t s  inventory  records ,  and i f  t h e  cu r r en t  manual record-keeping 

system were e l imina ted .  (page 17)  

* Estimated a c q u i s i t i o n  cos t .  



SUNSET FACTOR: THE EXTENT TO WHICH THE 

DIVISION HAS OPERATED W I T H I N  THE PUBLIC INTEREST 

The most f r equen t ly  requested i tems from t h e  Div is ion  a r e  o f f i c e  

f u r n i t u r e ,  o f f i c e  equipment and heavy equipment, such a s  wheeled 

vehic les .  We e s t ima te  t h a t  more than h a l f  t he  i tems  t r a n s f e r r e d  from 

S t a t e  agencies  t o  t h e  Div i s ion ' s  warehouse o r  d i r e c t l y  t o  o t h e r  

p a r t i c i p a t i n g  agencies  a r e  o f f i c e  machines and f u r n i t u r e .  The average 

t r a n s f e r  time from r e c e i p t  of o f f i c e  equipment by SPD t o  placement wi th  an  

agency was approximately 45 days. The average t r a n s f e r  t ime f o r  heavy 

equipment and wheeled v e h i c l e s ,  which a r e  f r equen t ly  requested i tems  and 

d i f f i c u l t  t o  ob ta in ,  was approximately 29 days. 

Our review revealed t h a t  S t a t e  agencies  a r e  t h e  l a r g e s t  u s e r s  of  S t a t e  

su rp lus  proper ty  (38 ~ e r c e n t )  and t h a t  school  d i s t r i c t s  a r e  a  c l o s e  second 

(35 percent ) .  An Auditor General survey of agencies  and p o l i t i c a l  

subdivis ions* revealed t h a t  86 percent  of t h e  respondents  were r e g u l a r l y  

contacted by SPD about i t ems  a v a i l a b l e  i n  inventory ,  and 60 percent  a t  

l e a s t  occas iona l ly  contacted SPD before buying. 

The Divis ion appears  t o  s e rve  t h e  pub l i c  i n t e r e s t  by inc reas ing  S t a t e  

revenues o r  reducing S t a t e  expendi tures  i n  t h r e e  ways. F i r s t ,  i t  provides 

a  uniform method of t r a n s f e r r i n g  usable  proper ty ,  t hus  reducing the  need 

t o  purchase new items. Second, SPD auc t ions  and sc rap  s a l e s  genera te  

revenues t o  t he  S t a t e .  Thi rd ,  SP,D mainten,ance and r e p a i r  programs reduce 

the  need f o r  purchases of new equipment. During f i s c a l  y e a r  1979-80, SPD 

generated $213,000 i n  s e r v i c e  and handl ing charges and r e n t a l  f e e s ,  

$107,100 i n  auc t ion  and sc rap  s a l e  revenues and $94,300 i n  equipment 

r e p a i r  charges.  1t' should be noted t h a t  t h e s e  f i g u r e s  do not inc lude  

r ep re sen ta t ion  of t h e  d o l l a r s  saved by e l imina t ing  purchases of new items. 

* Survey s e n t  t o  170 S t a t e  agencies  and p o l i t i c a l  s u b i d i v i s i o n s ;  88, o r  
52 percent ,  responded. 



SUNSET FACTOR: THE EXTENT TO WHICH RULES AND 

REGULATIONS PROMULGATED BY THE DIVISION ARE 

CONSISTENT WITH THE LEGISLATIVE MANDATE 
- 

Arizona s t a t u t e s  do not  r equ i r e  t he  Div is ion  t o  promulgate r u l e s  and 

regula t ions .  However, p o l i c i e s  and procedures a r e  binding on t h e  agencies  

which a r e  served by SPD, according t o  a  L e g i s l a t i v e  Council memorandum 

dated J u l y  2, 1981." P o l i c i e s  and procedures  a r e  c o n s i s t e n t  with 

l e g i s l a t i v e  mandate. However, a n  advisory  board requi red  by t h e  S t a t e  

Plan** and needed t o  ensure S t a t e  e l i g i b i l i t y  i n  t h e  Federa l  Surp lus  

Proper ty  Program has not  been crea ted .  (page 15)  

SPD ope ra t e s  under t h r e e  procedures manuals. These manuals d e t a i l :  

1) agency procedures  t o  o b t a i n  Federa l  and S t a t e  su rp lus  proper ty ,  

2 )  agency procedures t o  d i spose  of S t a t e  s u r p l u s  proper ty ,  and 

3) i n t e r n a l  procedures f o r  SPD s t a f f .  

SPD has taken the  fol lowing s t e p s  t o  address  the  major findings*** i n  two 

Federa l  a u d i t s  conducted during 1980: 

- Increased donee e l i g i b i l i t y  reviews, 

- Discontinued r e n t a l  of Federa l  proper ty  t o  S t a t e  agencies ,  

- Conducted annual  phys i ca l  i n v e n t o r i e s  and record r e c o n c i l i a t i o n s  

a s  requi red ,  

- Reduced age of accounts  r ece ivab le ,  and 

- Increased proper ty  con t ro l .  I 

* See Appendix X f o r  t h e  t e x t  of t h i s  memorandum. 
** The S t a t e  P l an  i s  requi red  by Federal  law and developed by each s t a t e  

t o  govern s t a t e  agencies  charged with d ispos ing  of su rp lus  proper ty .  
*** Appendix X I  con ta ins  d e t a i l e d  information on each major f i n d i n g  o r  

recommendation and r e l a t e d  SPD ac t ion .  



SUNSET FACTOR: THE EXTENT TO WHICH THE DIVISION 

HAS ENCOURAGED INPUT FROM THE PUBLIC BEFORE 

PROMULGATING ITS RULES AND THE EXTENT TO WHICH 

I T  HAS INFORMED THE PUBLIC AS TO ITS ACTIONS 

AND THEIR EXPECTED Il.PACT ON THE PUBLIC 

The Divis ion  does no t  have express  a u t h o r i t y  t o  promulgate r u l e s  and 

r egu la t ions .  The Div is ion  does,  however, have formal p o l i c i e s  and 

procedures which do change occas iona l ly .  Based on a survey of u s e r  

agencies  and p o l i t i c a l  subd iv i s ions ,  67 percent  had a t  some time been 

n o t i f i e d  by SPD of program changes. Of those  t h a t  had been n o t i f i e d ,  69 

percent  had been n o t i f i e d  of changes i n  procedures  and 49 percent  had been 

n o t i f i e d  of  Federa l  changes. 

Many SPD procedura l  changes concern Federa l  procedures and a r e  not s u b j e c t  

t o  agency inpu t .  While agency i n p u t  i s  allowed f o r  changes i n  S t a t e  

program p o l i c i e s ,  such changes have been few s i n c e  1978, when S t a t e  

s t a t u t e s  were rev ised  t o  conform more c l o s e l y  with Federa l  requirements.  

According t o  SPD, agencies  a r e  informed of changes i n  procedures i n  two 

ways. F i r s t ,  b u l l e t i n s  a r e  s e n t  t o  agencies  q u a r t e r l y ,  announcing and 

expla in ing  changes. Second, changes a l s o  may be announced and explained 

during SPD compliance and u t i l i z a t i o n  reviews conducted by a compliance 

and u t i l i z a t i o n  o f f i c e r ,  u sua l ly  dur ing  the  l a s t  week of each month. 

SUNSET FACTOR: THE EXTENT TO WHICH THE DIVISION 

HAS BEEN ABLE TO INVESTIGATE AND RESOLVE 

COIPLAINTS THAT ARE W I T H I N  ITS JURISDICTION 

S t a t u t e s  f o r  t h e  Div is ion  do not  s p e c i f y  r e s p o n s i b i l i t y  f o r  a complaint 

review process .  Therefore,  t h i s  Sunset  f a c t o r  does not  apply.  



SUNSET FACTOR: THE EXTENT TO WHICH THE 

ATTORNEY GENERAL OR ANY OTHER APPLICABLE 

AGENCY OF STATE GOVERNMENT HAS THE AUTHORITY 

TO PROSECUTE ACTIONS UNDER THE ENABLING LEGISLATION 

Arizona s t a t u t e s  do not  s p e c i f i c a l l y  provide SPD wi th  a  means t o  remedy 

misuse of p rope r ty  acqui red  from it .  However, a  L e g i s l a t i v e  Council 

memorandum dated J u l y  1, 1981,* s t a t e s  t h a t  a  remedy i s  a v a i l a b l e :  

"...the Div is ion  could seek a  w r i t  of mandamus o r  a n  
i n j u n c t i o n  a g a i n s t  t h e  offending pub l i c  agency i n  such 
cases .  Add i t i ona l ly ,  i f  t h e r e  i s  wanton d i s r ega rd  of 
m i n i s t e r i a l  d u t i e s  by t h e  Surplus Proper ty  Div is ion  i n  
the  t r a n s f e r  o r  handl ing of su rp lus  p rope r ty  o r  by any 
pub l i c  agency i n  ob ta in ing  su rp lus  proper ty  i t  i s  a 
c l e a r l y  accepted p r i n c i p l e  of law t h a t  t h e  malfeasor  i s  
sub jec t  t o  personal  l i a b i l i t y  t o  one t o  whom t h e  duty  
i s  owing." (Emphasis added) 

~ c c o r d i n ~  t o  SPD o f f i c i a l s ,  t h e  absence of a  s t a t u t o r y  remedy f o r  

i n s t a n c e s  of proper ty  misuse has  not  c r ea t ed  a  problem. 

SUNSET FACTOR: THE EXTENT TO WHICH THE 

DIVISION HAS ADDRESSED DEFICIENCIES 

I N  ITS ENABLING STATUTES WHICH 'PREVENT 

I T  FROEI FULFILLING ITS STATUTORY MANDATE 

The Div is ion  was included i n  t h e  Department of Adminis t ra t ion  i n  1972. 

Div is ion  s t a f f  i n  1978 supported the  only s t a t u t o r y  r e v i s i o n s  t h a t  had 

occurred:  p o l i t i c a l  subd iv i s ions  were allowed t h e  oppor tuni ty  t o  apply f o r  

e l i g i b i l i t y  t o  u t i l i z e  SPD, and s t a t u t o r y  p rov i s ions  were added t o  al low 

t h e  ope ra t ion  of the  r e p a i r  and maintenance programs and the  opera t ion  of 

two revolving funds,  one f o r  t h e  S t a t e  program and t h e  o t h e r  f o r  t he  

Federa l  program. 

The a s s i s t a n t  d i r e c t o r  f o r  SPD claims f u r t h e r  s t a t u t o r y  changes a r e  not  

needed. 

* See Appendix X I 1  f o r  memorandum t e x t .  



S U N S E T  FACTOR: T H E  E X T E N T  T O  WHICH CHANGES A R E  

NECESSARY I N  T H E  LAWS O F  T H E  D I V I S I O N  TO ADEQUATELY 

COMPLY W I T H  T H E  F A C T O R S  L I S T E D  I N  T H I S  S U B S E C T I O N  

Our review determined t h a t  s t a t u t o r y  changes a r e  not  necessary f o r  t h e  

Div is ion  t o  comply adequate ly  wi th  the  f a c t o r s  of t h i s  subsect ion.  



FINDING I 

THE SURPLUS PROPERTY DIVISION I S  NOT I N  COICPLIANCE WITH FEDERAL 

REGULATIONS REQUIRING AN ADVISORY GROUP. 

Federa l  r egu la t ions  r e q u i r e  t h a t  a n  advisory body a s s i s t  t h e  Div is ion  i n  

s e v e r a l  func t iona l  a r eas .  Our review revealed t h a t  an  advisory  board had 

not  been appointed as of June 30, 1981. A s  a r e s u l t ,  SPD i s  no t  i n  

compliance with Federa l  requirements and such noncompliance could cause 

the  Federa l  government t o  withhold s u r p l u s  property.  

Federa l  Requirements 

Publ ic  Law 41CFR 101-44.202 (11) , which governs t h e  ope ra t ion  of  t h e  

Federa l  su rp lus  proper ty  programs of s t a t e  agencies ,  r equ i r e s  advisory  

a s s i s t ance :  

" ( r e q u i r e s ) .  . . consu l t a t i on  by t h e  s t a t e  agency wi th  
advisory bodies  and pub l i c  and p r i v a t e  groups which can 
a s s i s t  t h e  s t a t e  agency i n  determining t h e  r e l a t i v e  
needs and resources  of donees,  t h e  u t i l i z a t i o n  of 
donable p rope r ty  by e l i g i b l e  donees, and how 
d i s t r i b u t i o n  of donable proper ty  can be e f f e c t e d  t o  
f i l l  e x i s t i n g  needs of donees." 

According t o  Federa l  requirements ,  d e t a i l s  of t h e  advisory  board 

organiza t ion  and maintenance a r e  s p e c i f i e d  i n  t h e  S t a t e  Plan.  

The S t a t e  Plan developed i n  Arizona, i n  compliance wi th  app ropr i a t e  

Federa l  r egu la t ions ,  r e q u i r e s  a n  advisory  body t o  perform t h e  fol lowing 

func t ions :  

- Make recommendations f o r  program ope ra t ions ,  

- Hear and review complaints ,  

- Act a s  l i a i s o n  between S t a t e  agencies  and publ ic  and p r i v a t e  

groups, and 

- Review f a c t o r s  used i n  determining s e r v i c e  charges.  



The a d v i s o r y  board s h o u l d ,  a c c o r d i n g  t o  t h e  S t a t e  P l a n ,  c o n s i s t  of n i n e  

members appo in ted  by, and t o  s e r v e  a t  t h e  convenience o f ,  t h e  Governor. 

However, due t o  t h e  absence  of g u b e r n a t o r i a l  a c t i o n ,  no such  board e x i s t s .  

Advisory Board Not Appointed 

S i n c e  t h e  S t a t e  P l a n ' s  development i n  1977, no a d v i s o r y  board h a s  been 

c r e a t e d .  The a s s i s t a n t  d i r e c t o r  f o r  SPD h a s  s e n t  l e t t e r s  t o  t h e  p r e s e n t  

and p a s t  governors  r e q u e s t i n g  board appo in tments ,  b u t  no a c t i o n  h a s  been 

taken.  A F e d e r a l l y  conducted review of  SPD o p e r a t i o n s  as of  June  3, 1980, 

noted t h a t  Arizona had n o t  conformed t o  i t s  own S t a t e  P l a n  because  a n  

a d v i s o r y  body had n o t  been appointed.  

E f f e c t s  o f  Noncomaliance 

w i t h  F e d e r a l  R e g u l a t i o n s  

Lack of compliance w i t h  t h e  S t a t e  P l a n  cou ld  r e s u l t  i n  t h e  w i t h h o l d i n g  o f  

s u r p l u s  F e d e r a l  p r o p e r t y  u n t i l  such  noncompliance is  c o r r e c t e d .  

P u b l i c  Law 41CFR101-44.202 ( e )  s t a t e s  t h e  p o s s i b l e  consequences  of 

noncompliance : 

". . .(when) t h e  S t a t e  agency does  n o t  o p e r a t e  i n  
accordance w i t h  t h e  p r o v i s i o n s  of t h e  p l a n ,  a l l o c a t i o n  
and t r a n s f e r  o f  s u r p l u s  donab le  p r o p e r t y  may be  
wi thhe ld  u n t i l  t h e  nonconformance i s  c o r r e c t e d . "  

Thus, con t inued  absence  o f  a n  a d v i s o r y  board cou ld  r e s u l t  i n  F e d e r a l  

s u r p l u s  p r o p e r t y  be ing  wi thhe ld  from Ar izona ' s  SPD program. 

CONCLUSION 

F e d e r a l  r equ i rements  o f  a n  a d v i s o r y  board t o  assist i n  t h e  o p e r a t i o n  of a n  

Arizona s u r p l u s  p r o p e r t y  agency have n o t  been s a t i s f i e d .  T h i s  s i t u a t i o n  

could  endanger A r i z o n a ' s  f u t u r e  p a r t i c i p a t i o n  i n  t h e  F e d e r a l  s u r p l u s  

p r o p e r t y  program. 

It i s  recommended t h a t  t h e  Governor s e l e c t  and a p p o i n t  q u a l i f i e d  pe rsons  

t o  a n  a d v i s o r y  board w i t h  d u t i e s  as d e s c r i b e d  i n  t h e  S t a t e  Plan.  



THE SURPLUS PROPERTY DIVISION'S TUNUAL RECORD-KEEPING SYSTEM I S  INADEQUATE. 

SPD uses  a  manual inventory  system t o  1 )  account f o r  proper ty  s t o r e d  i n  

i ts  warehouse, and 2 )  document t r a n s f e r s  of  S t a t e  and Federa l  property.  

Our review revea led  t h a t  t h e  use of a  manual record-keeping system impai rs  

SPD's a b i l i t y  t o  1) account f o r  i t ems  over  which i t  has s tewardship,  and 

2 )  communicate t h e  a v a i l a b i l i t y  of t hose  i tems  t o  u s e r  agencies .  A 

DOA-Data Process ing  Div is ion  s tudy  of means t o  automate t h e  system i s  

underway and should be considered when completed. 

Manual Inventorv Svstem 

SPD's manual inventory system f o r  t h e  S t a t e  program i s  maintained by one 

employee. SPD f i l e s  con ta in  t h e  fol lowing records:  1 )  t r a n s f e r  documents 

f o r  i t ems  t h a t  have been disposed o f ,  2 )  a c t i v e  inventory  ca rds  f o r  i t ems  

i n  inventory ,  3) "dead cards" f o r  i t ems  t r a n s f e r r e d  out  of inventory ,  

and 4 )  t r a n s f e r  documents and invo ices  f o r  i t ems  purchased by e l i g i b l e  

agencies .  * 

During f i s c a l  y e a r  1979-80, SPD's manual system was used t o  record 

approximately 10,500 i tems  wi th in  t h e  S t a t e  program, t o t a l i n g  $4,230,870, 

and t o  record approximately 7,500' i t ems  ehrough t h e  t h i r d  q u a r t e r  of 

f i s c a l  yea r  1980-81. 

Stewardship Respons ib i l i t y  

Two a u d i t s  conducted w i t h i n  t h e  p a s t  y e a r  have noted t h e  need f o r  improved 

SPD inventory  accounting con t ro l .  Both a  Federa l  review and a  f i n a n c i a l  

a u d i t  by the  Of f i ce  of t he  Auditor  General revealed t h a t  some inven to r i ed  

i tems  could not  be loca t ed  because of paperworlr e r r o r s .  Our performance 

a u d i t  a l s o  revealed e r r o r s  caused by inadequacies  i n  SPD's manual record 

keeping. 

4- I n  add i t i on ,  SPD e n t e r s  t r a n s f e r  documents i n  a l o g  book and a s s igns  a  
n m b e r  t o  each i tem f o r  c r o s s  r e f e rence  t o  o t h e r  f i l e s .  



A s  a  r e s u l t ,  SPD's a b i l i t y  t o  f u l f i l l  i t s  stewardship r e s p o n s i b i l i t y  i s  

impaired by i t s  manual record-keeping system. 

Communication wi th  User Agencies 

SPD r e g u l a r l y  p repa res  b u l l e t i n s  which inc lude ,  among o t h e r  t h i n g s ,  l i s ts  

of i t ems  i n  inventory .  These b u l l e t i n s  i d e n t i f y  only  about f i v e  percent  

of SPD's t o t a l  inventory  and usua l ly  inc lude  h igh ly  d e s i r a b l e  i tems o r  

i t ems  t h a t  have been i n  inventory  f o r  a  long time. SPD i s  unable t o  

produce a  more cu r r en t  o r  complete l i s t i n g  because i t  i s  not  p r a c t i c a b l e  

t o  do so  through use  of t h e  manual record-keeping system. 

An Auditor  General survey of S t a t e  agencies  and o t h e r  SPD u s e r s  i d e n t i f i e d  

t h e  need f o r  a n  expanded and more t imely  l i s t i n g  of i tems a v a i l a b l e  i n  

SPD's inventory.  

Study by DOA-Data Process ing  Div is ion  

SPD requested DOA-Data Process ing  Div is ion  t o  a s s e s s  t h e  p o s s i b i l i t y  of 

automating SPD's inventory  accounting,  b i l l i n g  and accounts  rece ivable  

systems. The s tudy  has  begun; however, t h e  completion d a t e  i s  uncer ta in .  

SPD expects  t o  f inance  a n  automated system through revenues generated by 

SPD s e r v i c e  and handl ing f ees .  

CONCLUSION 

The SPD manual inventory  record-keeping system i s  inadequate.  A s  a  

r e s u l t ,  SPD cannot f u l f i l l  i t s  stewardship r e s p o n s i b i l i t y  e f f e c t i v e l y ,  and 

i t s  a b i l i t y  t o  communicate with u s e r  agencies  i s  impaired. 

REC OMM!NDATION 

It  i s  recommended t h a t  t h e  Di rec to r  of t h e  Department of Administrat ion 

cons ider  t he  Data Process ing  Div is ion  f e a s i b i l i t y  s tudy  t o  automate sPD's 

inventory system. 



DEPARTMENT OF ADMINISTRATION 
SURPLUS PROPERTY DIVISION STATE OF ARIZONA 

3 12 S O U T H  15TH.  A V E N U E  
P H O E N I X ,  A R I Z O N A  85007 
PHONE (602 )  255-5701 

FTS-26 1-6986 

BRUCE BABBITT .  G O V E R N O R  

p,, D I R E C T O R  

V O N  M. B U L L ,  A S S I S T A N T  D I R E C T O R  

George Bri t t on  , 
Acting Director  . 

November 6 ,  1981 

Mr. Douglas R .  Norton 
Audi t o r  General 
S t a t e  Capi to1 , Legis la t ive  Services Wing, Sui t e  200 
1700 West Washington 
Phoenix, Arizona 85007 

Dear Mr. Morton: 

Attached a r e  wr i t t en  comments in  response t o  the  sunse t  a u d i t  of the  
Department of Administration, Surplus Property Division. 

We apprec ia te  the  opportunity t o  comment on the  a u d i t .  Addi t ional ly ,  
we a r e  p a r t i c u l a r l y  pleased t h a t  the  a u d i t  f inds  the  Surplus Property 
Division (SPD) t o  be genera l ly  we1 1 managed and t o  have saved the  Arizona 
taxpayer s i g n i f i c a n t  sums of money as  noted on page 141 of the a u d i t .  

Respectfully submitted, 

VMB/l b 
Attachment 



RESPONSE OF THE SURPLUS PROPERTY DIVISION, DEPARTMENT OF ADMINISTRATION, TO 

THE PERFORMANCE AUDIT CONDUCTED BY THE OFFICE OF THE AUDITOR G E N E R A L  AS PART 

OF THE SUNSET REVIEW. 

The Division wishes t o  thank the  Auditor General 's  s t a f f  f o r  t h e i r  e f f o r t s  
and t h e i r  courtesy in  t h e i r  acceptance of suggested language as well a s  
subs tan t i a t ive  changes during the  Draft Review process. Pa r t i cu la r ly  
considering the  di f f i  cul t i e s  in understanding the  technical  aspects  of 
Surplus Property management, the  Audi tor ' s  s t a f f  has done a commendable 
job. They have made two suggest ions:  one has been implemented and the  
o ther  was under considerat ion a t  the time of the  a u d i t .  

FIT.IDII\IG I :  THE SURPLUS PROPERTY DIVISION IS NOT IN COMPLIANCE WITH 
F E D E R A L  REGULATIONS REQUIRING AN ADVISORY G R O U P .  

RESPONSE: A t  the time of the  a u d i t ,  Finding I  was c o r r e c t .  An 
advisory commi t t e e  complying wi t h  the Federal requi re-  
ment has now been formed. 

FINDING 11: THE SURPLUS PROPERTY DIVISION'S MANUAL RECORD-KEEPING 
SYSTEM IS INADEQUATE. 

RESPOMSE : We disagree t h a t  the  ex i s t ing  manual record-keeping 
system i s  inadequate. The current  records system 
permits adequate management and control over the 
Divis ion ' s  operat ions , however, we do agree t h a t  
automation would enhance the  operation of the  
Division including inventory,  accounts rece ivable ,  
mailing l i s t s ,  request  cards ,  9nd donee f i l e s .  

A n  automation feas i  bi 1 i  t y  study was underway duri ng 
the audi t and i s  nearly completed. Automati on 
implementation has been held up because of funds 
a v a i l a b i l i t y  and because of the  move o f  SPD i n t o  
new o f f i c e s .  Completion of the  feas i  bi 1 i  t y  study 
i s  expected by June 1982 and, sub jec t  t o  funds 
avai 1 abi 1 i  t y ,  SPD records can be automated duri ng 
Fiscal Year 1982-83. 

November 6 ,  1981 
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LEGISLATIVE COUNCIL MEMORANDUM (0-81-20) 

APRIL 23, 1981 



TO: Doug1 as R .  Norton 
Auditor General 

FROM: Arizona Legislative Council 

R E :  Request fo r  Research and Statutory Interpretation (0-81-20) 

April 23, 1981 

This i s  in response t o  a  request submitted on your behalf by Gerald A .  
Silva in a  meno dated April 9, 1981. No input was received from the attorney 
general concerning th i s  request. 

FACT SITUATION: 

Arizona Revised Statutes  (A.R.S.) section 41-729, subsection A ,  paragraph 
2 defines the duties of the  s t a t e  purchasing section and s ta tes :  

A. The purchasing section shall  have the fo1 lowing duties: 

2. Prescribe standards of qua1 i ty ,  standard specifications 
and methods f o r  the acquisit ion, del ivery, acceptance, storage, 
retention and d is t r ibut ion  of a l l  supplies, rnateri a1 s ,  equipment and 
contractual services of budget units. 

The s t a t e  purchasi ng s ec t i  on has not promul gated admi ni s t r a t i  ve rul es and 
regul ati ons. Required procedures f o r  purchasing ac t iv i t i e s  by both purchase 
authorized and non-purchased authorized agencies are contained in a pol icy and 
procedures manual issued by the s t a t e  purchasing~section. 

QUESTIONS PRESENTED:  

I .  Does the issuance of a  pol icy ' and procedures manual in 1 ieu of 
administrative rules  and regul ations sa t i s fy  the requirenents of A.R.S.  section 
41-729, subsection A, paragraph 2? 

2. Are the requirements set  for th  in the policy and procedures manual 
legally binding u p o n  a )  the purchasing section, b )  non-purchase authorized 
agencies and c )  purchase authorized agencies? 

ANSWERS : 

1. Yes. In t h i s  instance, the legis lature  has not specif ical ly  required 
the issuance of regul ations to  s e t  purchasing standards, specifications and 
methods. The purchasi ng s ec t i  on i t s e l f  does not have authori ty  to  pronul gate 
regulations although the ass i s tan t  director fo r  finance who heads the division of 
which the purchasing sect ion i s  a  part may issue regulations. A.R.S. section 
41-722 ,  subsection B ,  paragraph 5. To accanplish the leg is la t ive  intent  we 



be1 i  eve t ha t  the purchasing sect ion could e i t he r  prornul gate  regul a t i  ons through 
the ass i s t an t  d i rec to r  f o r  f inance o r ,  as i s  the  case ,  issue a  policy and 
procedures manual. 

2. The requirements prescribed by the  pol ic ies  and procedures manual are 
binding in each of t he  s i t u a t i o n s  described. The language of A.R.S. sec t ion 
41-729 i s  both c lea r  and all-enconpassi ng .  The standards,  spec i f i c a t i ons  and 
methods s e t  f o r t h  in  the  manual apply t o  a l l  suppl ies ,  mate r ia l s ,  equipment and 
contractual services  of budget un i t s .  TO T f  er t ha t  the  manual i s  not binding on 
the purchasing sect ion would lead t o  an absurd r e s u l t .  In construing s t a t u t e s ,  
Arizona courts  wi l l  attempt t o  give them a  sens ib le  construction which will 
acco-nplish t he  l e g i s l a t i v e  i n t en t  and a t  the  same time avoid an absurd r e s u l t .  
A.R.S. section 1-211; S t a t e  v .  Valenzuela, -- 116 Ariz. 61, 567 P .2d  1190 (1977). 
The author i ty  t o  prescribe such standards was contained i n  Laws 1967, chapter 55 
which enunciated c lea r  l e g i s l a t i v e  in ten t  " t ha t  a  systern of purchasing f o r  s t a t e  
agencies be es tabl ished in  order t o  make s t a t e  government more economical and 
e f f i c i en t " .  A reasonable construction of A.R.5 section 41-729 can lead t o  only 
one conclusion. The purchasing standards prescribed by the  purchasing sect ion 
must apply t o  the sect ion i t s e l f  t o  f i t  within the  scheme of making governinent 
purchasing more economical and e f f i c i e n t .  

I f  the standards apply t o  the  purchasing sec t ion ,  then a  f o r t i o r i  they must 
apply t o  those s t a t e  agencies which a re  not authorized t o  make t h e i r  own 
purchases b u t  r a the r  have t h e i r  purchases made by the purchasing sec t ion .  

Simil a r l y ,  purchase authorized agencies are a lso  subject  t o  t h e  manual's 
d i rec t ives .  Since t h e i r  au thor i ty  i s  derived from tha t  belonging t o  the 
purchasing sect ion these  "other budget uni ts  are bound by a l l  the  procedures and 
r e s t r i c t i ons  t ha t  govern purchasing by the purchasi n g  sec t ion."  75 Op. A t t ' y  
Gen. 75-11 (1975). 

CONCLUSIONS : 

1. The policy and procedures manual does s a t i s f y  the  requirements of 
A . R . S .  sect ion 41-729, subsection A ,  papagraph 2: 

2. The manual requirements apply t o  the purchasing sec t ion ,  non-purchase 
authorized agencies and purchase authorized agencies. 

cc: Gerald A. Si lva 
Performance Audi t Manager 



APPENDIX I1 
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TO: Doug1 as R .  Norton 
Auditor General 

FROM: Arizona Legi s l  a t i  ve Council 

R E :  Request fo r  Research and Statutory Interpretation (0-81-23) 

April 21, 1981 

I, This i s  in response to  a request submitted on your behalf by Gerald A. 
Silva in a memo dated April 9, 1981. No input was received from the attorney 
general concerning t h i s  request. 

FACT SITUATION: 

I) Arizona Revised Statutes  (A.R.S.) section 41-729, subsection A defines the 
duties of the s t a t e  purchasing off ice and s ta tes :  

The purchasi ng section shall have the fol  lowing duties: 

1. Investigate and review the type, cost,  qual i ty  and 
quantity of suppl i  es, materi a1 s ,  equipment and contractual services 
presently used by budget units of the  s t a t e  and the methods by 
which such suppl i e s ,  materi a1 s ,  equ ipen t  and contractual services 
are acquired, delivered, accepted, stored and dis t r ibuted by - a l l  
budget units.  (Ernphasi s added.) 

The s t  ate purchasi ng off ice (off ice)  surveys budget uni ts  to  determine 
quantit ies of sune comnodi t i e s  which agencies estimate they will purchase. The 
office has discontinued audits of purcha'se authorSzed agencies and has no other 
procedures f o r  monitoring purchasing act ivi ty  by s t a t e  agencies. 

QUESTION PRESENTED: 

Are the procedures currently used by the s t a t e  purchasing off ice in 
compliance with A.R .S. section 41-729, subsection A, paragraph l? 

ANSIJER: No 

DISCUSS ION: 

As th is  off ice previously s tated in manorandurn (0-81-17): 

The general ru le  of statutory construction i s  t ha t  where a 
s ta tu te  i s  plain and unambiguous there i s  no roan fo r  construction. 
C i t y  bless v. Killingsworth, 96 Ariz. 290, 394 P.2d 410 (1965). 
--A- 

Onlv w h ~ - - i ~ - % - ~ ~ u s  f r o m  the act i t s e l f  that the leq is la ture  
intinded tha t  words be used in a different  sense than i t s  co~mon 



meaning wi l l  the  customary meaning of words be disregarded.  One who 
contends t h a t  a  provis ion  of an ac t  must not be applied according t o  
the natural  o r  customary sense  of i t s  language must show t h a t  some 
other  sec t ion  of t h e  act  expands or r e s t r i c t s  i t s  meaning or t h a t  
the re  i s  o the r  evidence which imuorts a  d i f f e r e n t  meanina. 
Sutherland, -- S t a t u t e s  and ~ t a t u t o r ~ o ~ s t r u c t i o n  -- sec t ion  46.01 ( 4 f h  
ed., Sands, 1972) .  General l y ,  a  cl  ear and unambiguous s t a t  ~ t o r y  
provision i s  one having a  meaning t h a t  i s  not cont radic ted  by o the r  
language i n  t h e  same ac t .  3, sec t ion  46.04. 

A.R.S. sec t ion  41-729, subsect ion  A l i s t s  severa l  mandatory d u t i e s  of the  
o f f i c e .  These d u t i e s  a r e  i n  c o n t r a s t  t o  and d i s t i n c t  in  t h e i r  lega l  requjreinents 
from the  d i s c r e t i  onary powers 1  i  s ted  i  n subsec t i  on B of t h a t  s e c t i  on. Subsecti  on 
A, paragraph 1 c l e a r l y  r e q u i r e s  the  o f f i c e  t o  perform severa l  funct ions  i n  a1 1 
ins tances .  The o f f i c e  is t o  i n v e s t i g a t e  and review t h e  type ,  c o s t ,  q u a l i t y ,  
q u a n t i t y  and methods of a c q u i s i t i o n ,  del ivery ,  acceptance, s to rage  and 
d i s t r i b u t i o n  of a l l  s u p p l i e s ,  m a t e r i a l s ,  equipnent and cont rac tua l  s e r v i c e s  used 
by a l l  budget u n i t s .  Although not s p e c i f i c a l l y  app l i cab le ,  t he  d e f i n i t i o n  of 
"budget uni t"  i n  A.R.S. sec t ion  35-101 r e i n f o r c e s  an i n c l u s i v e  i n t e n t .  In 
addi t ion  t o  budget u n i t s ,  t h e  o f f i c e  may provide the  same se rv ices  f o r  school 
d i s t r i c t s  on a  d i s c r e t i o n a r y  bas is .  A.R.S. sec t ion  41-729, subsect ion B y  
paragraph 4. 

Since the i n v e s t i g a t i o n  and review i s  mandatory and comprehensi ve, any 
except ion  must be s p e c i f i c a l l y  authorized.  Q u i t e  simply, t h e r e  a re  no 
except  i  ons. 

The issue of d i r e c t  purchasing by budget u n i t s  i s  a  s e p a r a t e  and i r r e l e v a n t  
cons idera t ion  from t h e  ques t ion  presented. Cer t a in  budget u n i t s  have been 
express ly  authorized by t h e  l e g i s l a t u r e  t o  make t h e i r  own purchases of suppl ies .  
See,  e.g. A.R.S. s e c t i o n s  17-266 (gajne and f i s h  department) and 15-1682 (Arizona 
board of r egen t s ) .  In addi t ion  t o  sepa ra te  au thor i za t ion ,  t h e  o f f i c e  may 
author ize  budget u n i t s  t o  purchase c e r t a i n  items d i r e c t l y  and must authori  ze 
c e r t a i n  budget u n i t s  t o  purchase c e r t a i n  items in  c e r t a i n  instances.  A.R.S. 
sec t ion  41-729, subsect ion  B, paragraph' 2. None'of t h i s ,  hmirever, provides any 
exception t o  the  requirement t h a t  the  o f f i c e  monitor and eva lua te  a l l  purchases 
by a l l  budget un i t s .  

The conclusion t h a t  t h e  inves t iga t ion  and review func t ion  i s  mandatory f o r  
a l l  items used by a l l  budget u n i t s  i s  re inforced  by 1975-1976 Op. A t t ' y  Gen. 
75-11 (1975): 

The Purchasing Sect ion i s  not only authorized t o  "purchase, 
r en t  or otherwise provide f o r "  t h e  needs of s t a t e  budget un i t s  under 
A.R.S. sec t ion  41-729.6, i t  i s  a l s o  obl i q a t e i  to  engage in numerous 
types of a c t i v i t i e s  t h a t  provide t h e  b a s i s  f o r  an e f f e c t i v e  and 
e f f i c i e n t  purchasing program under A . R  .S. s ec t ion  41-729.A. 
(Emphasis added .) 

CONCLUSION: 

The s t a t e  purchasing o f f i c e  i s  requi red  by A.R.S. sec t ion  41-729,  
subsect ion  A, paragraph 1 t o  i n v e s t i g a t e  and review t h e  type,  cos t ,  q ~ a l i t y ,  



quan t i t y  and met hods of acquis i  t i  on, de l  ivery ,  acceptance,  s t o r a g e  and 
d i s t r i b u t i o n  of a l l  s u p p l i e s ,  rnateri a l s ,  e q u i p e n t  and con t r ac tua l  s e r v i c e s  used 
by a l l  budget u n i t s .  No d i s c r e t i o n  o r  except ion i s  provided. 

cc: Gerald A. S i l v a  
Perf orrnance Audit  Manager 



APPENDIX I11 

LEGISLATIVE COUNCIL MEMORANDUM (0-8 1-22) 

MAY 11, 1981 



TO: Douglas R. Nor ton  
Auditor  G e n e r a l  

FROM: Ar izona  Legis la t ive  Council  

RE: R e q u e s t  f o r  R e s e a r c h  a n d  S t a t u t o r y  In t e rp re t a t ion  ( 0 - 8  1-22) 

This  i s  in response t o  a r e q u e s t  s u b m i t t e d  o n  your behalf  by Gera ld  A. Si lva in a 
m e m o  d a t e d  Apri l  9, 1981. No  inpu t  w a s  r ece ived  f r o m  t h e  a t t o r n e y  genera l  concerning  
th is  request .  

FACT SITUATION: 

Ar izona  Rev i sed  S t a t u t e s  (A.R.S.) s ec t ion  41-729, subsec t ion  B, pa rag raph  2 al lows,  
and  in  some. c a s e s  requires,  t h e  division of f i n a n c e  purchasing s e c t i o n  t o  g r a n t  pu rchase  
author ized  s t a t u s  t o  s o m e  agencies :  

Author ize  a n y  budget  uni t  d i r ec t ly  t o  purchase ,  r e n t  o r  o the rwise  provide  
f o r  spec i f i ed  supplies ,  m a t e r i a l s ,  equ ipmen t  o r  c o n t r a c t u a l  services.  T h e  
a s s i s t an t  d i r e c t o r  f o r  f i n a n c e  sha l l  g ran t  such  au tho r i ty  t o  a n y  budget  un i t  
which d e m o n s t r a t e s  t h e  ab i l i t y  t o  p rocu re  such  spec i f ied  supplies ,  ma te r i a l s ,  
equ ipmen t  o r  c o n t r a c t u a l  s e rv i ces  at t h e  s a m e  o r  l e s s  c o s t  as would b e  
ava i l ab le  t h rough  t h e  s e c t i o n  of purchasing. 

The  division of  f i nance  purchas ing  sec t ion  p rocuremen t  manual  s ta tes :  

Approval  m a y  b e  wi thdrawn,  for; cause ,  by t h e  S t a t e  Manager  of 
Purchasing w i t h  t h e  c o n c u r r e n c e  of t h e  ~ s s i s t a n t l  D i r e c t o r  f o r  F inance .  

QUESTIONS PRESENTED: 

1. May t h e  division of f i nance  purchas ing  sec t ion  revoke  "purchase  author ized"  
s t a tus?  

2. For  wha t  causes  m a y  "purchase  author ized"  s t a t u s  b e  wi thdrawn? 

ANSWERS: 

1. Yes. 

2. See  discussion. 

I .  Genera l ly ,  a g r a n t  o f  a n  e x p r e s s  p w e r  c a r r i e s  wi th  i t  t h e  au tho r i ty  t o  e x e r c i s e  
all  o i h e r  ac t iv i t i e s  reasonably necessa ry  t o  c a r r y  i t  i n t o  effect, and th i s  has  been  



employed with g r e a t  l ibe ra l i ty  in in te rp re t ing  s t a t u t e s  grant ing admin i s t ra t ive  powers. 
Sutherland, S t a t u t e s  and  S t a t u t o r y  Construct ion sect ion 65.03 (4 th  ed., Sands, 1972). The  
powers granted may involve a mul t i tude  of functions t h a t  are discoverable only through 
pract ica l  experience. F o r  exarnple,  w h e r e  t h e  power t o  c r e a t e  a n  o f f i c e  is  g ran ted ,  t h e  
power t o  abolish i t  i s  implied. - Id. Sect ion 55.04. 

A.R.S. section 41-729, subsect ion B, paragraphs 1 and 2 provide that :  

B. The ass i s t an t  d i r e c t o r  f o r  f inance,  through t h e  purchasing sect ion,  
may: - 

1. Purchase,  r e n t  o r  o the rwise  provide f o r  t h e  furnishing of supplies, 
mater ia ls ,  equ ipment  and  c o n t r a c t u a l  services  f o r  budget un i t s  which do n o t  
require  warehousing by t h e  division. 

2. Authorize a n y  budget  unit  d i rect ly  t o  purchase ,  r e n t  o r  o the rwise  
provide f o r  c e r t a i n  spec i f i ed  supplies, mater ia ls ,  equ ipment  o r  con t rac tua l  
services. The  a s s i s t a n t  d i rec to r  f o r  f inance  shall  g ran t  such  au thor i ty  t o  a n y  
budget unit which d e m o n s t r a t e s  t h e  abil i ty t o  p rocure  such  specif ied  
supplies, ma te r ia l s ,  equ ipment  or  con t rac tua l  se rv ices  at t h e  s a m e  or  less  
c o s t  a s  would b e  ava i l ab le  through t h e  sect ion of purchasing. 

In construing s t a t u t e s ,  t h e  c o u r t  mus t  look t o  a s t a t u t e  a s  a whole and  give a 
harmonious e f f e c t  t o  a l l  of its sections.  S t a t e  v. Standsberry ,  114 Ariz. 351, 560 P.2d 
1258 ( I  976 Ct .  App.). 

The power g r a n t e d  t o  t h e  ass is tant  d i rec to r  f o r  f inance,  through t h e  purchasing 
sect ion,  t o  author ize  a budge t  un i t  t o  purchase i s  d iscre t ionary,  and  t h e  power of t h e  
ass is tant  d i rector  f o r  f inance ,  through t h e  purchasing sect ion,  t o -  revoke any author i ty  he  
gave  a budget unit t o  purchase  i s  implied. O n  revocat ion of t h e  author i ty  given a budget 
unit  t o  purchase, t h e  ass i s t an t  d i rec to r  f o r  f inance may exerc i se  his author i ty  t o  purchase 
f o r  t h a t  budget unit  pursuan t  t o  A.R.S. sect ion 41-729, subsection B, paragraph 1. 

Please  note ,  however ,  t h a t ,  if a budget unit  demons t ra tes -  t h e  abil i ty t o  procure  
ce r ta in  supplies, m a t e r i a l s ,  equ ipment  o r  con t rac tua l  se fv ices  at t h e  s a m e  o r  less  cos t  as 
the  purchasing sect ion,  i t  is manda tory  t h a t  t h e  ass is tant  d i rec to r  f o r  f inance  author ize  
t h e  budget unit  t o  e n g a g e  in purchasing. Presumably,  if t h e  budget uni t  fa i led  t o  cont inue 
t o  demons t ra te  t h a t  abi l i ty ,  t h e  ass is tant  d i rec to r  f o r  f i n a n c e  could exerc i se  his discretion 
to  purchase  or  to  a u t h o r i z e  t h e  budget uni t  t o  purchase directly.  

2. The division of f inance  purchasing sect ion p rocurement  inanual s t a t e s  t h a t  
author i ty  given t o  a budget  uni t  t o  purchase  di rect ly  m a y  be withdrawn for  cause .  (See 
Arizona Legislative Counci l  Memorandum (0-81-20) and  1 Am. Jur.  2d Adminis t ra t ive  
Law sect ion 96 (1962) regard ing  policy s t a t e m e n t s  by adminis t ra t ive  agencies.) 

In 7 5  Op. Att 'y Gen. 1 1 (1 975) t h e  a t t o r n e y  general  addressed t h e  question of which 
budget units  may e n g a g e  d i rec t ly  in purchasing. Regarding c a s e s  in which t h ~  ass is tant  
d i rector  for f inance exerc i ses  his d iscre t ion t o  au thor ize  a budget unit t o  purcilase 
directly,  t h e  a t t o r n e y  genera l  s t a t e d  that :  



Such a decision in ou r  v iew involves cons idera t ions  such  as weighing t h e  
ef f ic iency  of l a rge  s c a l e  c e n t r a l  purchasing and o t h e r  economic  f a c t o r s ,  
admin i s t r a t ive  feas ib i l i ty  and r e l a t ive  exper t i se .  It  is not ,  however,  t h e  
responsibility of  t h e  A t t o r n e y  General 's o f i i c e  t o  d e t e r m i n e  whe the r  in a 
par t icu lar  case purchasing should b e  done  by t h e  Purchas ing  Sec t ion  or 
another  s t a t e  budget  unit.  

It  would similar ly be inappropr ia te  for  this  o f f i c e  t o  d e t e r m i n e  for  w h a t  c a u s e s  t h e  
ass i s tan t  d i r ec to r  f o r  f inance ,  through t h e  purchasing sec t ion ,  m a y  wi thdraw t h e  au tho r i ty  
h e  gives in his d iscre t ion  t o  a budget  uni t  t o  purchase  d i rec t ly .  I iowever ,  t h e  decision t o  
withdraw au tho r i ty  could  proper ly  involve cons idera t ions  s imi l a r  t o  t h o s e  given in 
originally g ran t ing  t h e  author i ty .  

CONCLUSIONS: 

1. The  a s s i s t an t  d i r ec to r  for  f inance ,  through t h e  purchas ing  sec t ion ,  h a s  t h e  
implied power t o  revoke  any  au tho r i ty  he  gave  a budge t  uni t  t o  pu rchase  d i rec t ly .  

2. I t  is i nappropr i a t e  fo r  th is  o f f i c e  t o  d e t e r m i n e  f o r  w h a t  causes  t h e  a s s i s t a n t  
d i r ec to r  fo r  f inance ,  through t h e  purchasing sec t ion ,  may  wi thd raw t h e  au tho r i ty  h e  g ives  
in his discret ion t o  a budge t  uni t  t o  purchase  d i rec t ly .  However,  t h e  decision t o  wi thd raw 
author i ty  could proper ly  involve cons idera t ions  s imi lar  t o  t h o s e  given in  original ly 
grant ing  t h e  au iho r i  ty. 

cc: Gera ld  A. Si lva 
P e r f o r m a n c e  Audi t  Manager 
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July  7, 1981 

TO. Douglas R. Norton 
Auditor General  

8 FROM: Arizona Legislat ive Council 

RE: Request  fo r  Research and S ta tu to ry  In te rp re ta t ion  (0-81-34) 

B 
This is  in response t o  a request  submit ted on your behalf by Gera ld  A. Silva in a 

m e m o  da ted  July  1, 198 1. No input was received f rom t h e  a t t o r n e y  general  concerning 
th is  request. 

F A C T  SITUATION: 

B 
Arizona Revised S t a t u t e s  (A.R.S.) sect ion 41-729, subsection A provides t h a t  the  

state purchasing sect ion shall: 

1. Investigate and review t h e  type,  cos t ,  qual i ty  and  quant i ty  of supplies, 
materials ,  equipment and contractual  services  presently used by all budget 
units of the  state and t h e  methods by which such supplies, mater ia ls ,  
equipment and con t rac tua l  services are acquired,  delivered, accep ted ,  
s to red  and distr ibuted by all  budget units. 

2. Prescribe s tandards  of quality, s tandard specifications and  methods  f o r  
t h e  acquisition, delivery, accep tance ,  s to rage ,  r e ten t ion  and distribution fo r  
all supplies, mater ia ls ,  equipment and con t rac tua l  services  of budget units. 
(Emphasis added.) 

However, A.R.S. sect ion 41-724, subsection ,A exempts  t h e  Arizona board of 
regen t s  f rom t h e  requirement  t o  uti l ize t h e  purchasing sec t ion  services  and states: 

The Arizona board of regents and legislat ive and judicial branches of state 
government shall not  be subject  t o  t h e  provisions of th is  a r t i c le  e x c e p t  a s  
prescribed by law. 

A.R.S. section 41-730 requires compet i t ive  bids fo r  purchases in  excess  of $5,000 
and prescribes procedures t o  b e  followed in calling f o r  such bids. 

rn A.R.S. section 17-266, subsection A provides t h a t  t h e  Arizona g a m e  and fish 
depar tment  may, without call ing f o r  bids, expend: 

1. For an i t e m  of construction or reconst ruct ion,  no t  t o  exceed f i f t een  
thousand dollars. , . . 
2. For purchase of equipment,  not  t o  exceed t e n  thousand dollars. 

3. For  purchase of supplies and mater ia ls ,  not  t o  exceed  t w o  thousand f i v e  
hundred dollars. 

IV- 1 



QUESTIONS PRESENTED: 

I. Is the Arizona game and fish department  required t o  use the services of the 
s t a t e  purchasing sect ion for  purchases other  than  those specified by A.R.S. section 
17-266, subsection A? 

2. Are any other  s t a t e  agencies specifically exempted from the provisions of 
A.R.S. section 41-729, subsection A? 

3. What are t h e  legal ramifications if agencies which have not  been exempted 
from the provisions of A.R.S. section 41-729, subsection A do - not follow t h e  prescribed 
specifications, s tandards and methods of the section? 

ANSWERS: 

1. Generally, an  enumeration of exceptions from the  operation of a s t a t u t e  
indicates t h a t  t h e  s t a t u t e  should apply t o  all cases not  specifically enumerated. 
Sutherland, S ta tu tes  and Sta tu tory  Construction sect ion 47.11 (4th ed., Sands, 1972). 
Under t h e  terms of A.R.S. section 17-266, subsection A, t h e  game and fish department  
may expend, without employing competit ive bidding, funds up t o  $15,000 on construction, 
up t o  $10,000 for  t h e  purchase of equipment and 'up t o  $2,500 for  the  purchase of supplies 
and materials. This s t a t u t e  provides no other  exception t o  t h e  game and fish department  
from the  general ru le  t ha t  purchases be made  from competit ive bids. Thus, f o r  those 
expenditures of monies over t h e  prescribed s ta tu tory  amount,  t h e  game and fish 
department  must use competit ive bids. Furthermore,  A.R.S. section 17-266, subsection B 
states in part: 

The G a m e  and fish7 commission shall call for bids on all i t ems  of 
cons t~uc t ion  or r e c o ~ s t r u c t i o n  and purchases of equipment, mater ial ,  or  
supplies which exceed the amounts respectively provided in subsection 
A. . . .  

The primary responsibility for  purchasing act ivi ty  i s  with the  purchasing section. 
A.R.S. section 41-729. However, budget units may engage in purchasing act ivi t ies  if they 
have been expressIy authorized by the  legislature. A.R.S. section 17-266 provides an 
exemption from the  competit ive bidding requirements t o  t h e  game and fish department  
for  cer tain i t ems  of construction or reconstruction and for  cer ta in  purchases. However, 
this exemption applies only t o  competit ive bidding. I t  does not exempt  t he  department  
from other aspects of purchasing not related t o  t he  competit ive bidding process. Thus t o  
this extent  and t o  those i tems  of construction or reconstruction and purchases which 
exceed the  prescribed s ta tu tory  amount,  the department  i s  required to use the services  of 
t h e  s t a t e  purchasing section. 

2 I t  i s  impermissible for a s t a t e  budget unit t o  purchase directly unless i t  has been 
authorized to  do so by t h e  legislature or unless t h e  assistant director fo r  finance has 

a 
exercised his discretion t o  purchase or t o  authorize such other  budget unit t o  purchase 
directly under A.R.S. section 41-729, subsection B. 75  Op. Att'y. Gen. 75-11 (1975). 

A review of the Arizona Revised Sta tu tes  indicates that, other  than the  exemption 
provided for  in A.R.S. section 41-724, t h e  legislature has specifically exempted t h e  
a p ~ l i c a t i o n  of A.R.S. section 41-729 from the  joint underwriting plan board of directors  in 
retaining defense counsel fc r  cer tain disputed claims arising with respect  t o  the  act ions of 
t he  joint underwriting plan's policyholders. A.R.S. section 20-1709. 



3. The purchasing sect ion has broad au thor i ty  and  responsibility in  t h e  area of 
purchasing. The purchasing sect ion is not only authorized t o  purchase,  r en t  or o therwise  
provide for the needs of state budget units, i t  i s  also obligated t o  engage in  numerous 
types  of activit ies t h a t  provide t h e  basis f o r  a n  effect ive '  and eff ic ient  purchasing 
program. A.R.S. sect ion 41-729; 75  Op. Att'y. Gen. 75-11 (1975). 

Therefore,  unless t h e  legislature otherwise  requires, each  budget unit mus t  follow 
t h e  specifications, s tandards  and methods of t h e  purchasing section.  A.R.S. sect ion 
33-443 prescribes as a general  ru le  t h a t  a public off icer  who knowingly omits  t o  perform 
a n y  duty t h e  performance of which is  required of him by law is guilty of a class 2 
misdemeanor. In addition, some provisions o f  A.R.S. Ti t le  3 5  m a y  also apply t o  th is  
situation. See, e.g., A.R.S. sections 35-196 and  35-211 and  possibly sect ions  25-151 and  
35- 154. 

8 Finally, t h e  fa i lure  t o  comply wi th  t h e  requirements  of t h e  purchasing sect ion 
would render the  act ion t aken  invalid. T h e  invalidity of proceedings no t  in compliance is 
one of t h e  prime a a r a c t e r i s t i c s  of a mandatory provision of law. See  D e  a r t m e n t  of 
Revenue v. Southern Union Gas  Co., 119 Ariz. 512, 582 P.2d 158 (1978 ; Black's L a w  
Dictionary 867 (5th ed. 1979). 

P--- 
CONCLUSIONS: 

1. The game and f ish  depar tment  is required t o  use t h e  services  of t h e  purchasing 
sect ion f o r  those  i t e m s  of construction or reconstruction and those  purchases which are 
not exempt  f rom t h e  compet i t ive  bidding requirements  and f r o m  other  aspec t s  of 

D purchasing not r e la ted  t o  t h e  compet i t ive  bidding process. 

2 Other  t h a n  the exemption provided for i n  A.R.S. sect ion 41-724, the legis la ture  
has specifically exempted  t h e  application of A.R.S. sect ion 41-729 f rom t h e  joint 
underwriting plan board of d i rectors  i n  re ta ining c e r t a i n  defense  counsel. 

D 3. Nonfeasance on t h e  pa r t  of a public off icer  is a c lass  2 misdemeanor. In 
addition, t h e  fa i lure  t o  comply wi th  t h e  requirements  of t h e  purchasing sect ion would 
render the act ion t a k e n  invalid. I 

cc: Gerald A. Silva 
Performance Audit  Manager 
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TO: Douglas R. Norton 
Auditor General  

July 7, 1981 

FROM: Arizona Legislat ive Council 

RE: Request for  Research and S ta tu to ry  Interpreta t ion 
(0-81-37) 

This is in response t o  a request  submit ted on your behalf by Gerald A. 
Silva in a m e m o  da ted  July 1, 1981. No input was  received f rom - t h e  
a t torney general  concerning this request .  

FACT SITUATION: 

Arizona Revised S t a t u t e s  (A.R.S.) sect ion 41-730, subsection A 
requires compet i t ive  bidding fo r  purchases in excess of f ive  thousand dollars 
and s ta tes  in part: 

/ v i d s  shall be  solici ted f r o m  t h e  maximum number of -- 
qualified sources throughout t h e  state consis tent  with t h e  i t em 
t o  be purchased a s  determined by t h e  ass is tant  director for 
finance, but including all  qualified suppliers who prior t o  t h e  
issuance of t h e  invitation notify t h e  purchasing section in 
writing t h a t  they desire t o  bid. . . . 

I 

The depar tment  of administrat ion,  section on purchasing ( s ta te  purchasing 
section) has not solici ted bids f r o m  all  vendors on t h e  mas te r  vendor f i l e  
who have expressed an  in te res t  in bidding on a par t icular  commodity. If t h e  
s t a t e  purchasing section f e e l s  t h a t  t h e r e  a r e  suff ic ient  in - s ta te  vendors, 
invitations t o  bid a r e  not s e n t  t o  out-of-s ta te  vendors who a r e  on t h e  vendor 
list. In addition, if t h e  s t a t e  purchasing sect ion knows t h a t  a vendor has 
requested to be placed on t h e  vendor list fo r  a specif ic  i t e m  but  cannot  in 
f a c t  supply the  i t e m  in question, invitat ions t o  bid a r e  not sen t  t o  t h e  
vendor, 

QUESTIONS PRESENTED: 

1. Are state purchasing sect ion procedures in compliance with t h e  
provisions of A.R.S. sect ion 41-730, subsection A? 

2. What a r e  t h e  legal  implications of execut ing a con t rac t  if t h e  
s t a t e  purchasing section is not in compliance with A.R.S. sect ion 41-730, 
subsection A? 



ANSWERS: 

1. S e e  discussion. The  s t a t e  purchasing sect ion (SPS) i s  s ta tu tor i ly  
required t o  sol ic i t  bids f rom all  qualified vendors on t h e  mas t e r  vendor f i l e  
who have expressed a n  i n t e r e s t  in bidding on a particular commodity. The 
agency has  no  s ta tu tory  au thor i ty  t o  discr iminate  against  qualified 
out-of-s ta te  vendors on t h e  mas t e r  vendor f i l e  who have expressed a n  
in te res t  i n  bidding on a par t icular  commodity  by refusing t o  send a n  
invitation to bid on t h e  grounds t h a t  t h e r e  a r e  a l ready suff ic ient  in -s ta te  
vendors. The re  is suff ic ient  s t a tu to ry  au thor i ty  f o r  t h e  SPS t o  not send an  
invitation t o  bid t o  a vendor who has requested p lacement  on t h e  mas t e r  
vendor l i s t  t o  supply a par t icular  commodity  but who cannot  in  f a c t  supply 
t h e  commodity  in  question. 

2. See  discussion. The legal  consequences would vary on a 
case-by-case basis depending on t h e  na ture ,  e x t e n t  and duration of t h e  
noncompliance with t h e  opera t ive  s t a tu t e .  

DISCUSSION: 

1. Administrative agencies  a r e  c r ea tu r e s  of legislation without 
inherent  o r  common law powers. The  general  rule  applied t o  s t a tu t e s  
granting powers  t o  adminis t ra t ive  agencies  i s  t h a t  they have only those 
powers as a r e  conferred e i t he r  expressly o r  which follow by necessary 
implication. Sutherland, S t a tu t e s  and S t a tu to ry  Construction sect ion 65.02 
(4th ed., Sands, 1972); Corporat ion Commission v. Consolidated S tage  
Company, 63 Ariz. 257, 161 P.2d 110 (1945); Garvey v. Trew, 64  Ariz. 342, 
170 P.2d 845 (1946). The  depa r tmen t  of administration, section on 
purchasing mus t  follow t h e  d i c t a t e s  of t h e  Arizona Revised S ta tu tes  in 
exercising i t s  adminis t ra t ive  powers  and duties relating t o  purchasing as 
well as  with respec t  t o  every o ther  ma t t e r .  

I t  i s  a n  e lementary  principle of s t a tu to ry  construction t h a t  each  word 
in a s t a t u t e  be  given e f fec t .  Sutherland, id., sect ion 46.06; S t a t e  v. Su er ior  
Cour t  fo r  Maricopa County,  113 Ariz. 24871550 Pz2d 626 (1976 + The words 
of a s t a t u t e  are to  be given the i r  common meaning unless i t  appears from 
t h e  contex t  o r  otherwise t h a t  a d i f fe ren t  meaning i s  intended. Ross v. 
Industrial Commission, 1 12 Ariz. 253, 540 P.2d 1234 (1 975). 

The opera t ive  s t a t u t e  (A.R.S. sect ion 41 -730, subsection A) clearly 
requires t h e  SPS to  solicit bids f rom t h e  maximum number of qualified 
sources throughout  t h e  s ta te .  The  scope  of t h e  solicitation i s  governed by 
t h e  na ture  of t h e  i t em t o  be purchased as determined by t h e  depar tment  of 
administration ass is tant  d i rec tor  f o r  f inance (finance director). The  bid 
solicitation mus t  by s t a t u t e  include a l l  qualified suppliers, wi th  no specif ic  
l imitation as t o  geographical residence, who, prior t o  t h e  issuance of t h e  
invitation t o  bid, have notified t h e  SPS in wri t ing of t h e  desire  t o  bid on 
those i t ems  contained in t h e  invitation. The  SPS has  no s ta tu tory  discretion 
in th i s  regard. Had t h e  state legis la ture  desired t ha t  t h e  SPS have 
discretion, i t  mus t  be assumed t h a t  i t  would have  s o  provided in A.R.S. 
section 4 1-730, subsection A. 



Thus, by the  t e rms  of t h e  operat ive  s t a tu te ,  t h e  SPS must solicit bids 
f rom all qualified vendors on t h e  mas te r  vendor list who have expressed a n  
interest  in bidding on a par t icular  commodity. 

The question of whether  t h e  SPS is required t o  solici t  bids f r o m  
qualified out-of -st a t e  suppliers is somewhat more  complicated.  To review, 
t h e  operat ive  provision of A.R.S. sect ion 41-730, subsection A provides t h a t  
" / g i d s  shall b e  solicited f rom t h e  maximum number of qualified sources 
throughout t h e  s t a t e .  . . ." (Emphasis added.) La te r  in t h e  s a m e  subsection, 
t h e  Legislature has provided t h a t  t h e  solici tat ion include: 

/x7711 qualified suppliers who prior t o  t h e  issuance of t h e  
invitat ion notify t h e  purchasing sect ion in writ ing t h a t  they 
desi re  t o  bid on mater ia ls ,  supplies, equipment or  con t rac tua l  
services  contained in t h e  invitat ion.  (Emphasis added.) 

As noted above, i t  is a n  e lementa ry  principle of s t a tu to ry  
construction t h a t  e a c h  word in  a s t a t u t e  will b e  given e f fec t .  When t h e  
legislature provides t h a t  t h e  solici tat ion include "all qualified suppliers", i t  
m ~ s t  be  assumed t h a t  t h e r e  was no intention t o  l imi t  t h e  solici tat ion on a 
geographic basis in t h e  c a s e  of those  suppliers who have expressed a prior 
interest  t o  bid. The only permissible restr ict ion which may  be  imposed by 
s ta tu te  i s  whether t h e  vendor is  qualified or not. I t  would require  
considerable s t re tching of t h e  t e r m  "qualified supplier1' t o  e x t r a c t  a 
geographical limitation. 

The c lea r  focus  in A.R.S. sect ion 41-730 is on f ree ,  "open market"  
competi t ion and t h e  resul tant  benef i ts  t o  t h e  state of acquiring t h e  highest  
quality products at t h e  lowest  possible costs. The legis la ture  has, in o t h e r  
a reas  of t h e  s ta tutes ,  (see, fo r  example,  A.K.S. sect ion 35-241, re la t ing t o  
preference for ce r ta in  con t rac to rs  who have paid s t a t e  and county t axes  and 
who have performed sat is factor i ly  on past  con t rac t s )  ca rved  out exceptions 
t o  t h e  compet i t ive  principle by grant ing a p re fe rence  t o  in - s ta te  firms. Had 
t h e  s t a t e  legislature wanted t o  do so jn th is  cas:, one must  assume t h a t  i t  
would have so  provided. 

As we understand t h e  f ina l  question in t h e  s t a t e d  f a c t  si tuation,  if 
t h e  SPS determines,  in ce r ta in  c i rcumstances ,  t h a t  a vendor who has  
requested t o  be placed on the  mas te r  vendor f i le  t o  supply a commodity  
would, in fac t ,  be unable t o  supply t h e  commodity  in question, invitat ions 
a r e  not s e n t  t o  t h e  vendor. In this si tuation,  t h e  SPS would d e a r l y  appear  t o  
be acting within the  scope of i t s  s t a tu to ry  authority.  Note  again tha t ,  under 
the  operat ive  provision of A.R.S. sect ion 41-730, subsection A, a solici tat ion 
need only include all  qualified suppliers who not i fy  t h e  SPS in writing t h a t  
they desire t o  bid on materials ,  supplies, equipment  or con t rac tua l  services. 
A supplier who, in f a c t ,  would be  unable t o  supply t h e  i t e m  for  which 
placement on t h e  mas te r  vendor list has been requested would cer ta inly  not 
appear t o  be qualified and would thus not have t o  be included in any 
solicitation for bids. 

2. The legal implications of execut ing a c o n t r a c t  for t h e  purchase of 
supplies, materials ,  equipment,  risk management  services,  insurance and 



contractual services, if t h e  s t a t e  purchasing sect ion i s  not  in full  compliance 
with A.R.S. section 41-730, subsection A, would depend on t h e  nature ,  
extent  and duration of t h e  noncompliance. Thus, this question can  be  

' answered only on a case-by-case basis. 

RECOMMENDATION: 

If t h e  state purchasing sect ion believes t ha t  i t  needs t he  flexibility t o  
l imit  or otherwise a l te r  t h e  competi t ive bidding requirement prescribed by 
A.R.S. sect ion 41-730, appropriate  cor rec t ive  legislation should be  
recommended t o  t h e  legislature. 

cc: Gerald A. Silva 
Performance Audit  Manager 
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OFFICE OF THE AUDITOR GENERAL 
Survey o f  S t a t e  Agencies & P o l i t i c a l  S u b d i v i s i o n s  

Agency o r  p o l i t i c a l  s u b d i v i s i o n .  
Annual purchase  volume ( d o l l a r s )  
Respondent 
P o s i t i o n  
Phone number 
Type o f  p r o d u c t s  u s u a l l y  purchased 

1 . a .  Has your  agency been g r a n t e d  purchase  a u t h o r i z e d  s t a t u s  ( a u t h o r i t y  
t o  purchase  i t e m s  n o t  on t e rm c o n t r a c t s  w i t h o u t  u s i n g  t h e  S t a t e  
Purchas ing  o f f i c e ) ?  

YES NO 

b. If y e s ,  when? 

c .  I f  y e s ,  what p e r c e n t a g e  o f  y o u r  a n n u a l  p u r c h a s e s  a r e  made through 
term c o n t r a c t s  ( s u p p l y  agreements)  executed by t h e  S t a t e  Purchas ing  
O f f i c e  (SPO)? 

2.a. If you r e p r e s e n t  a  m u n i c i p a l i t y ,  s c h o o l  d i s t r i c t  o r  o t h e r  p o l i t i c a l  
s u b d i v i s i o n ,  what p e r c e n t a g e  of your  a n n u a l  purchases  a r e  made 
th rough  term c o n t r a c t s  ( s u p p l y  agreements )  execu ted  by SPO? 

8/43 (19%) do not use supplylagreements. Average Percentage is 21%, 
with range from less than one to sixty percent. 

b. I f  you do n o t  purchase  th rough  SPO c o n t r a c t s ,  why n o t ?  

4 SPO d o e s  n o t  have term c o n t r a c t s  f o r  needed i t e m s  

3 P r i c e s  u n d e r  term c o n t r a c t s  a r e  g r e a t e r  t h a n  t h o s e  
a v g i l a b l e  wi thou t  term c o n t r a c t s  

3 Other  ( p l e a s e  s p e c i f y )  

I f  your  p o l i t i c a l  s u b d i v i s i o n  h a s  n o t  used SPO term c o n t r a c t s ,  
p l e a s e  go on t o  Q u e s t i o n  18. 

V I -  1 



3. Have you been s a t i s f i e d  w i t h  t h e  q u a l i t y  of  products  rece ived  under 
SPO term c o n t r a c t s  ( supp ly  agreements)?  

17 S a t i s f i e d  wi th  a l l  p roducts  
r ~ a t i s f  i e d  w i t h  most p roduc t s  

10 S a t i s f i e d  w i t h  some products  
3 D i s s a t i s f i e d  w i t h  most products  
0 D i s s a t i s f i e d  w i t h  a l l  p roducts  

4. I f  Nc/Recked one of t h e  l a s t  f o u r  r e sponses ,  p l e a s e  i n d i c a t e  
r ea son( s )  f o r  a i s s a t i s f a c t i o n .  (check a l l  a p p l i c a b l e )  

28 La te  d e l i v e r i e s  
14 I n s u f f i c i e n t  i n v e n t o r y  rece ived  
30 Q u a l i t y  i n f e r i o r  t o  s p e c i f i c a t i o n s  
0 Spoi lage  

11 Other  ( p l e a s e  s p e c i f y )  ' 

5 N/R 
5.a.  Are t h e  p r i c e s  of p roduc t s  purchased under  supply  agreements 

compet i t ive?  

42 P r i c e s  under  supply  agreement a r e  l e s s  t h a n  those  

4  a v a i l a b l e  w i thou t  supply  agreement. 
P r i c e s  under supp ly  agreement a r e  t h e  same a s  t hose  

a v a i l a b l e  wi thout  supply  agreement. 
1 P r i c e s  under supply  agreement a r e  g r e a t e r  t han  t h o s e  

a v a i l a b l e  wi thout  supply  agreement. 
13 Var ies  by commodity 

6 Don't know 

14 N / A  
b. If you c  ecked one of  t h e  l a s t  two r e sponses ,  l i s t  which 

commodities and amount by which supply  agreement p r i c e  exceeds 
market p r i c e .  , 

6.  What i s  t h e  e x t e n t  of  t h e  agency ' s  o r  s u b d i v i s i o n ' s  involvement 
wi th  SF0 i n  w r i t i n g  s p e c i f i c a t i o n s ?  (check a l l  a p p l i c a b l e )  

C o n t r a c t s  f o r  

Agreements Purchases 

Always involved 
Usual ly involved 
Seldom involved  
Never involved  

N / R  = No Response 



7. What i s  t h e  e x t e n t  o f  t h e  a g e n c y ' s  o r  s u b d i v i s i o n ' s  involvement  
w i t h  SPO i n  t h e  b i d  e v a l u a t i o n  p r o c e s s ?  (check  a l l  a p p l i c a b l e )  

C o n t r a c t s  f o r  

Supply One- t ime 
Agreements Purchases  

Always invo lved  
Usua l ly  invo lved  
Seldom invo lved  
Never invo lved  

N/ R  9 9 
8 .a .  What product  q u a l i t y  c o n t r o l  procedure  does  your  agency o r  

s u b d i v i s i o n  use?  (check  a l l  a p p l i c a b l e )  

63 I n s p e c t  p roduc t  a t  r e c e i p t  f o r  c o r r e c t  q u a n t i t y  & s p o i l a g e  
44 I n s p e c t  p r o d u c t  a t  r e c e i p t  f o r  conformance w i t h  

s p e c i f i c a t i o n s  a s  shown on c o n t r a c t  
20 T e s t  p roduc t  in-house f o r  conformance w i t h  s p e c i f i c a t i o n s  

T c o n t r a c t  w i t h  independen t  l a b o r a t o r y  f o r  t e s t i n g  
T o t h e r  ( p l e a s e  s p e c i f y )  

5 No produc t  q u a l i t y  c o n t r o l  program 

6 N/ 
b. If you t e s j  o r  c o n t r a c t  t o  t e s t  f o r  conformance t o  s p e c i f i c a t i o n s ,  

what p roduc t s  a r e  t e s t e d ?  

c .  I f  you u s e  o n l y  one p rocedure  o r  p rocedures  v a r y  by p r o d u c t ,  why i s  
q u a l i t y  c o n t r o l  s o  l i m i t e d ?  

9.a. I f  a  p roduc t  o r  vendor  performance i s  n o t  s a t i s f a c t o r y ,  do you 
complain? I 

70 YES 3 NO 7 N / R  

b. I f  y e s ,  i s  t h e  compla in t  i n  w r i t i n g ?  

36 YES 25 NO 9  N / R  

c .  To whom i s  t h e  compla in t  made? (check a l l  a p l i c a b l e )  

47 SPO 
53 Vendor 

1  Other   l lease s p e c i f y )  

8 N / R  
10.  Howmanycomplaintshaveyoufiledinthepasttwoyears? 

a. With SPO 159 
b. With t h e  vendor  
c. Other  ( s p e c i f y )  -+ 

N/R = No Response 

VI-3 



11. I f  complaint was made t o  SPO, what a c t i o n ,  i f  any ,  was taken? 
(check  a l l  a p p l i c a b l e )  

Vendor was con tac t ed  on ly  19 
17 I n f e r i o r  product  was replaced 
9 Vendor c o n t r a c t  was cance led  
1 S u i t  was f i l e d  
8 No a c t i o n  t aken  
5 Other ( p l e a s e  s p e c i f y )  

Don' t know 10 
Not a p p l i c a b l e  

6 N / R  
12. I f  any a c t i o n  was taken  by SPO i n  response  t o  compla in ts ,  h a s  i t  

been adequate?  

15 Always 
14 Sometimes 
-0- Never 
11  Don't  know i f  a c t i o n  w a s  t aken  . . 

1 N / R  
13. I f  complaint  was made t o  agency o t h e r  t h a n  SPO, what a c t i o n ,  i f  

,any,  was taken?  

1 Vendor was con tac t ed  o n l y  
1 I n f e r i o r  product  was rep laced  

-0- Vendor c o n t r a c t  was cance led  
-0- S u i t  was f i l e d  
-0- No a c t i o n  t aken  
-0- Other ( p l e a s e  s p e c i f y )  
-0- Not a p p l i c a b l e  

14 .  L i s t  t h e  vendors a g a i n s t  whom you had t h e  most compla in t s ,  t he  
p roduc t s  t hey  supply  and t h e  reason  f o r  complaint .  

15 What a r e  t h e  e f f e c t s  of poor product q u a l i t y  and poor vendor 
performance? 

43 Products  not  a v a i l a b l e  when needed 
17 Higher c o s t  of products  
28 Other ( s p e c i f y )  

10 Don't know 
1 1  N/R 

N / R  = N o  R e s p o n s e  
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16 .a .  Has SPO informed you of changes  i n  p o l i c y  and p rocedure?  

59 YES LNO 5  DON 'T KNOW 9  N/R 

b. I f  y e s ,  how were you n o t i f i e d ?  (check  a l l  a p p l i c a b l e )  

15 Verbal  n o t i f i c a t i o n  
55 Received copy o f  new p o l i c i e s  o r  p rocedures  

4  Other  ( p l e a s e  s p e c i f y )  
2  N / R  

17  Has your  agency o r  p o l i t i c a l  s u b d i v i s i o n  been i n v o l v e d  i n  
deve lop ing  new SPO p o l i c i e s  and p rocedures  t o  be  fo l lowed?  

10 YES 5 9 N O  4  DON 'T KNOW 7 ,  N / R  

18. Is your  agency o r  p o l i t i c a l  s u b d i v i s i o n  c o n t a c t e d  by S u r p l u s  
P r o p e r t y  D i v i s i o n  t o  in form you o f  a v a i l a b l e  i t e m s ?  

76 YES 3 - 2 0  -0- D O N ' T  KNOW 3 N / R  

I f  y e s ,  how f r e q u e n t l y ?  

19- Have you been n o t i f i e d  t h a t  any o f  t h e  f o l l o w i n g  i t e m s  a r e  
a v a i l a b l e  th rough  t h e  S u r p l u s  P r o p e r t y  Div i s ion?  (check  a l l  
a p p l i c a b l e )  

61 T y p e w r i t e r s ,  c a l c u l a t o r s  and o t h e r  o f f i c e  machines 
65 O f f i c e  f u r n i t u r e  
64 Motor v e h i c l e s  
56 Heavy equipment 
25 C l o t h i n g  

Other  ( p l e a s e  s p e c i f y )  

20.a. Do you c o n t a c t  S u r p l u s  P r o p e r t y  b e f o r e  purchas ing  i t e m s  th rough  SPO? 
I 

4 Always 
48 Sometimes 
31 Never 

5 N/R 
b. I f  you have e v e r  c o n t a c t e d  S u r p l u s  P r o p e r t y ,  l i s t  t h e  i t e m s  you 

were seek ing .  
O f f i c e  equipment 28 
Office F u r n i t u r e  26 
V e h i c l e s  8 
Heavy Equipment 1 3  
0 t h e r  equipment 7 
No Response 18 

N / R  = No Response 

VI- 5 



21.a. Have you e v e r  been n o t i f i e d  about  changes i n  r e g u l a t i o n s  o r  
procedures  f o r  u s ing  Surp lus -P rope r ty?  

59 YES 9 NO 14  DON'T KNOW 6 No Response 

b. If y e s ,  were t h e s e  changes i n :  (check a l l  a p p l i c a b l e )  

29 Fede ra l  r e g u l a t i o n s ?  
35 S t a t e  r e g u l a t i o n s ?  
41 Procedures ,developed by Surp lus  Proper ty?  

Don' t  know 

22. Have you e v e r  been involved  i n  developing new procedures  r ega rd ing  
u s e  of s u r p l u s  p r o p e r t i e s ?  

'0- Always - 
3 Sometimes 

79 Never 
I_ 

6 N/R 
23. How could t h e  S t a t e  Purchasing O f f i c e  improve i t s  performance? 

24. How could  t h e  Surp lus  P rope r ty  Div i s ion  improve i t s  performance? 

Thanks f o r  your  coopera t ion .  I f  you have any q u e s t i o n s  about  t h i s  survey ,  
p l ease  c a l l  M s .  Dawn S i n c l a i r  a t  (602) 255-4385. 

P l ease  r e t u r n  t h e  q u e s t i o n n a i r e  i n  t h e  postage-paid envelope by June 9 ,  
1981, t o :  

Of f i ce  of t h e  Audi tor  General  
L e g i s l a t i v e  S e r v i c e s  Wing, S u i t e  200 

S t a t e  C a p i t o l  
Phoenix, AZ 85007 

N/R = No Response 
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M E M O  
April 29, 1981 

TO: Douglas R.  Norton, Auditor General  

FROM: Arizona Legislat ive Council 

RE: Request  f o r  Resea rch  and S ta tu to ry  Interpre ta t ion (0-80-21) 

This is  in response t o  a request  submi t t ed  on your behalf by Gerald A. Silva in  a 
I) memo dated April 9, 1981. No imput  was  received f rom t h e  At to rney  General  concerning 

th is  request. 

FACT SITUATION: 

0 
Arizona Revised S t a t u t e s  ( A . R . ~ )  sec t ion  41-730, subsection A, requires  

compet i t ive  bidding and  s t a t e s  in part: 

/B/ids shall  b e  solici ted f rom t h e  maximum number of qualif ied 
s o u r c e ~ ~ h r o u g h o u t  t h e  state consistent  wi th  the  i t e m  t o  b e  purchased. . . 
including a l l  qualif ied suppliers who prior to t h e  issuance of t h e  invitat ion 
notify the  purchasing sect ion in writ ing t h a t  they  des i re  t o  bid. . . . 
The s t a t e  purchasing sect ion procedures manual s ta tes :  

A maste r  vendor bid l is t  has been established t o  comply with 
s t a tu to ry  requ i rements  and t o  insure t h a t  a l l  vendors who wish to do 
business with t h e  S t a t e  receive  the  bids on an impar t ia l  basis. 

QUESTIONS PRESENTED: I 

1. Does t h e  s t a t e  purchasing sect ion current ly  have t h e  author i ty  t o  r emove  any 
vendor f rom the  mas te r  vendor bid l is t? 

D 
2. For what causes  may  vendors be  removed f rom t h e  bid l is t? 

ANSWERS: 

1. Yes. 
B 

2. See discussion. 

DISCUSSION: 

1. Pursuant t o  A.R.S. sec t ion 41-730, subsection A, t h e  legislature has  required 
E t h e  s t a t e  purchasing sect ion t o  issue bids and speci f ica t ions  within a sufficient  t i m e  and in 

sufficient  detail be fo re  a purchase is m a d e  in order t o  permit  f r e e  competi t ion.  The 
purchase section is  required t o  solicit bids so  t h a t  the  maximum number of qualified 
sources throughout th is  s t a t e  have a n  opportunity t o  bid on s t a t e  purchases. 
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Since adminis t ra t ive  agenc ies  a r e  without inherent  o r  common-law powers,  they  
receive  only those  powers  which a r e  confe r red  e i t h e r  expressly o r  by necessary  
implication. ~ u t h e r l a n d ,  S t a t u t e s  and S ta tu to ry  c o n s t r u c t i o n  seci ion 65.02 (4th  ed:, 
Sands, 1972). 

The state purchasing s e c t i o n  does  no t  have specif ic  s t a t u t o r y  author i ty  f r o m  t h e  
legislature t o  remove  a vendor f r o m  t h e  m a s t e r  vendor bid list. However,  t h e  g r a n t  of an  
express power ca r r i es  wi th  i t  t h e  au thor i ty  t o  exerc i se  a l l  o t h e r  ac t iv i t ies  reasonably 
necessary t o  c a r r y  i t  i n t o  e f f e c t .  Sutherland,  sect ion 65.03. Presumably,  t h e  state 
purchasing sect ion c r e a t e d  t h e  mas te r  vendor bid l i s t  in o r d e r  t o  comply w i t h  thei r  4 
legislative mandate .  O n c e  th is  l i s t  was compiled,  i t  can  be reasonably implied t h a t  t h e  
s t a t e  purchasing sec t ion  could, following i t s  manda te  t o  seek  a l l  qualif ied sources,  r emove  
those  suppliers t h e  o f f i c e  f e e l s  a r e  not  qualif ied t o  supply t h e  i t e m  t h e  s t a t e  s e e k s  t o  
purchase. 

2. The only requirement  fo r  bidding on state purchases by suppliers is t h a t  t h e  
supplier be qualified. A.R.S. sect ion 41-730. Black's Law Dict ionary 11 17 (5 th  ed.  1979) 
defines "qualified" as being synonymous wi th  adapted,  f i t t ing,  ent i t led ,  suscept ible ,  
capable or  competen t .  

Thus, if t h e  state purchasing sec t ion  de te rmines  t h a t  a supplier  i s  n o t  qualif ied,  t h e  
supplier may b e  removed f r o m  t h e  m a s t e r  bid list. Such a determinat ion could b e  based 
on t h e  p a s t  h is tory  of t h e  supplier  in fulfi l l ing c o n t r a c t  requirements ,  t h e  f a i l u r e  of a 
supplier t o  m a k e  a bid f o r  a s ignif icant  t i m e  period o r  o t h e r  re levan t  evidence rece ived  by 
t h e  section. Ul t imately ,  i t  i s  t h e  du ty  of t h e  s t a t e  purchasing sec t ion  t o  de te rmine ,  on a 
case  by c a s e  basis, whether  t h e r e  is suf f i c ien t  c a u s e  t o  remove  a vendor f r o m  t h e  list.  
Generally, adminis t ra t ive  in te rp re ta t ion ,  p rac t i ce  and  usage a r e  accorded  g r e a t  weight  by 
t h e  cour t s  as a n  ex t r ins ic  a id  in  t h e  in te rp re ta t ion  of s t a tu tes .  Sutherland,  sect ion 65.05. 

a 

CONCLUSIONS: 

1. There  is implied au thor i ty  f o r  t h e  s t a t e  purchasing sec t ion  t o  remove  a vendor 
f rom t h e  m a s t e r  vendor bid l ist .  

2. The s t a t e  purchasing sec t ion  could r'emove sugpliers f rom t h e  l ist  if t h e  sect ion 
determined t h a t  t h e  supplier  was  no t  ent i t led ,  capable  o r  c o m p e t e n t  t o  bid on  a s t a t e  
purchase. 

cc: Gerald A. Silva 
Performance Audi t  Manager 
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July  20, 1981 

TO: Douglas R. Norton 
Auditor General  

FROM: Arizona Legislat ive Council  

RE: Request  for  Research  and  S ta tu to ry  Interpreta t ion (0-81-40) 

This is in response t o  a reques t  submit ted on your behalf by Gerald  A. Silva in a 
memo dated July 17, 1981. No input was  received f r o m  t h e  At torney General  concerning 
th is  request. 

FACT SITUATION: 

At tached is a sample  of a t e r m  c o n t r a c t  (s l~pply agreement )*  execu ted  by t h e  S t a t e  
Purchasing O f f i c e  (SPO). We a r e  unable t o  de te rmine  if t h e s e  f o r m s  have been approved 
by t h e  Attorney General 's Off ice .  

QUESTIONS PRESENTED: 

1. Are t h e  t e r m  c o n t r a c t s  execu ted  by t h e  SPO valid? If not,  w h a t  changes  should 
be  made? 

2. If t h e  t e r m  c o n t r a c t  has  never  been reviewed by t h e  At to rney  General ,  is its use  
valid? If not ,  what a r e  t h e  legal  ramifications? 

3. If t h e  t e r m  c o n t r a c t  has  been reviewed once,  should i t  b e  re-reviewed? If so, 
how of ten? 

ANSWERS: I 

1. In general, yes. However, a deta i led  analysis of t h e  a t t a c h e d  t e r m  con t rac t*"  
is beyond t h e  scope of our  responsibilities in providing s t a t u t o r y  resea rch  and  
in terpreta t ion services  for  your office.  

Arizona Revised S t a t u t e s  (A.R.s.) sect ion 41-729, subsection A, paragraph 2 
provides t h a t  t h e  Depar tment  of Administration, purchasing sect ion (S ta te  Purchasing 
Off ice  or SPO) is required to: 

Prescribe s tandards  of quali ty,  standard specifications and  methods  for  t h e  
acquisition, delivery, accep tance ,  s torage,  re tent ion and  distr ibution of a l l  
supplies, materials ,  equipment  and con t rac tua l  services  of budget units. 
(Emphasis added.) 

* Also known a s  a fo rm con t rac t .  

+* While t h e  t e r m s  "supply agreement",  "form contract"  and  " t e r m  contract"  mean 
approximately t h e  same,  t h e  l a t t e r  t e r m  will b e  used in this  m e m o  for  t h e  s a k e  of 
conformity. 
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The general rule  applied t o  s t a t u t e s  grant ing powers t o  adminis t ra t ive agencies is 
t h a t  they have only those  powers t h a t  a r e  conferred e i ther  expressly o r  which follow by 
necessary implication. ~ u t h e r l a n d ,  S t a tu t e s  and S ta tu tory  cons t ruc t ion  section 65.02 (4th 
ed., Sands, 1972); Corporation Commission v. Consolidated Storage Company, 63 Ariz. 
257, 161 P.2d 110 (1945); Garvey v. Trew, 64 Ariz. 342, 170 P.2d 845 (1946). The SPO 
must  follow t h e  d i c t a t e s  of t h e  Arizona Revised S t a tu t e s  in exercising i t s  adminis t ra t ive 
powers and duties re la t ing t o  purchasing a s  well a s  with respect  to every  other mat te r .  

In t h a t  t h e  SPO is authorized by A.R.S. sect ion 41-729 t o  prescribe standards and 
methods for  t he  acquisition, delivery and accep tance  of goods and supplies purchased by 
state budget units, t h e r e  can be  l i t t l e  question t h a t  t h e  agency has  t h e  authori ty  t o  
prescr ibe t e rm cont rac t s  t o  e f f ec tua t e  this purpose a s  long a s  such cont rac t s  a r e  applied 
by t h e  several agencies  in a manner  which is otherwise consistent with such s ta tu tory  
requirements  as those prescribed pursuant t o  t h e  competi t ive bidding procedures of A.R.S. 
sect ion 4 1-730. 

In rendering research services for  t h e  Auditor General,  t h e  Legislative Council 
performs a necessarily l imited function relat ing t o  s ta tu tory  research and interpretation. 
This off ice  should n o t  presume t o  issue a definit ive legal opinion on any  subject which is 
not directly controlled by Arizona s t a tu t e s  and applicable case  law. A complete answer 
t o  t h e  question presented would require analysis through t h e  perspective of t he  varied 
nuances of prevailing cont rac t  law. Such an assignment is beyond t h e  powers and duties 
of this office.  You may  wish t o  ask t h e  At torney  General  for ass is tance in this area.  

Having s t a t ed  t h e  preceding cavea t ,  a f e w  general principles of cont rac t  law a r e  
noted as governing t h e  a t tached  cont rac t  as well a s  any other cont rac t .  According t o  
Black's Law Dictionary (5th ed. 19791, a "contract" is an agreement  between two or  more 
persons which c r ea t e s  an obligation t o  e i ther  act or not t o  a c t  in a particular context.  
The essentials of a valid cont rac t  a r e  competen t  parties,  agreement  as t o  subject  ma t t e r ,  
a legal consideration, mutuality of agreement  and mutuality of obligation. 

At  t h e  risk of oversimplification, i t  should be  emphasized t h a t  there  a r e  no 
"magical" words which a r e  required to make  a valid contract .  As noted in 17 Corpus Jur is  
Secundum (CJS) sect ion 57 (1963): I 

/N7o particular form of words is essential  t o  c r e a t e  an enforceable  wri t ten -- 
agreement  provided t h a t  t h e  language used is  sufficiently def ini te  and 
cer ta in  t o  enable  t h e  court  t o  ascer ta in  t h e  t e rms  and conditions on which 
t h e  par t ies  intended t o  bind themselves. 

The  exclusive legal reference in t he  interpretat ion of cont rac t s  i s  t o  t h e  intention of t h e  
parties.  The use of improper words and phrases or informal expressions will not a f f ec t  t h e  
validity of  t he  agreement  a s  long a s  t h e  intentions of t he  par t ies 'are  c lear .  

The a t tached  cont rac t  provides fo r  compliance with t h e  basic  requisites of a valid 
cont rac t .  There is an  offer ,  acceptance  and consideration promised. Moreover, there  is 
nothing per se invalid about  a cont rac t  evidenced by a standard wr i t t en  form such a s  t h e  
at tached.  In f a c t ,  such instruments a r e  t h e  norm in t he  public as well a s  t he  private 
sector .  

The a t tached  t e rm cont rac t  would appear  t o  clearly fall  within t h e  authority of the 
SPO under A.R.S. sect ion 41-730, subsection B. This subsection provides, in per t inent  
pa r t ,  t h a t  t h e  SPO shall require t h a t  bids: 



/we opened publicly a t  t h e  t i m e  and place s t a t e d  in  t h e  invitation. Awards -- 
shall b e  m a d e  with reasonable promptness by giving wr i t t en  not ice  t o  t h e  
responsible bidder whose bid conforms t o  t h e  invitat ion and will be t h e  mos t  
advantageous t o  t h e  state with respect  t o  pr ice ,  conformity t o  t h e  
specification and other  fac to rs .  However, a l l  bids may  be  re jec ted  if t h e  
purchasing sect ion determines  t h a t  rejection i s  in t h e  public in teres t .  

In conclusion, while a deta i led  analysis of t h e  a t t a c h e d  t e r m  con t rac t  is beyond t h e  
s t a tu to ry  research and in te rp re ta t ion  services  which can  b e  provided by th is  off ice ,  t h e r e  
appears  t o  be l i t t l e  question t h a t  i t  conforms with t h e  applicable s t a t u t e s  governing t h e  
SPO. 

2. Available evidence supports a classif ication of t h e  t e r m  con t rac t  in t h e  s a m e  
s t a t u s  as  t h e  SPO policy and procedures  manual. Both a r e  policy s t a t e m e n t s  which in all 
likelihood hold t h e  s t a t u s  of adminis t ra t ive  rules 'and,  as such, should be reviewed by t h e  
At torney General. Cont rac t  validity must ,  however, b e  approached on a case-by-case 
basis with t h e  pr imary emphasis being on t h e  t e r m s  of t h e  c o n t r a c t  itself and t h e  standing 
of t h e  part ies enter ing in to  t h e  agreement .  

A.R.S. sect ion 41-729, subsection A, paragraph 2 provides: 

A. The  purchasing sect ion shal l  have t h e  following duties: 

2. Prescr ibe  s tandards  of quality, s tandard specifications and  
methods for t h e  acquisition, delivery,  accep tance ,  s to rage ,  re tent ion and 
distribution of a l l  supplies, ma te r ia l s ,  equipment and con t rac tua l  services of 
budget units. 

A s  noted in Arizona Legislat ive Council Memorandum (0-8 1-20): 

. . . t h e  legislature has no t  specifically required t h e  issuance of regulations 
t o  set purchasing standards,  specifications and methods. The  purchasing 
sect ion itself does not have author i ty  $0 promulgate  regulations although t h e  
assistant  d i rector  for  f inance who heads  t h e  division of which t h e  purchasing 
section is a par t  m a y  issue regulations. A.R.S. sect ion 41-722, subsection B, 
paragraph 5. T o  accomplish t h e  legislat ive in ten t  w e  believe t h a t  t h e  
purchasing sect ion could e i the r  promulgate  regulations through t h e  ass is tant  
d i rector  for  f inance or ,  as i s  t h e  case, issue a policy and procedures manual. 

While t e r m  c o n t r a c t s  such a s  t h e  a t t a c h e d  a r e  apparent ly  not  a par t  of t h e  SPO 
policy and procedures manual, w e  believe t h a t  t h e y  would assume t h e  s a m e  s t a t u s  a s  
administrat ive rules. Support f o r  t h e  proposition t h a t  policy s t a t e m e n t s  may be  viewed a s  
administrat ive rules may be drawn f rom 1 Am. Jur .  2d Administrat ive Law sect ion 96 
(1 962) which provides: 

There  is a t y p e  of rulemaking . . . by which . . . /a s t a t u t e  is7 implemented 
by t h e  s t a t e m e n t  by t h e  adminis t ra t ive  a g e n c y  of g e n e r s  principles by 
which i t  will b e  governed in t h e  exerc i se  of i t s  author i ty ,  i r respect ive  of 
whether such author i ty  is exercised in a "legislative" o r  "judicial" manner. 



Administrative rules must, under t h e  Arizona Administrative Procedures Act 
(A.R.S. Ti t le  41, chapter  6, a r t ic le  1) be  reviewed and cer t i f ied by t h e  Attorney General. 
I t  is a t  least  arguable t ha t  if such policy s t a t emen t s  as the  SPO purchasing manual and 
such te rm cont rac ts  as t h e  a t tached  assume t h e  s t a tu s  of administrative rules, then 
review by t h e  Attorney General is required. 

The SPO apparently seeks review as a m a t t e r  of course by t h e  Attorney General's 
Off ice  of all  state cont rac ts  specifically wri t ten on a one-time basis t o  cover  t h e  
purchase in question. For  t h e  SPO t o  use a document such as t h e  a t tached  t e rm cont rac t  
with a high s ta tewide  distribution without making a good-faith e f fo r t  t o  secure legal 
review might b e  remiss administratively on the  pa r t  of t he  SPO. I t  is a clearly accepted 
principle of law t h a t  t h e  derogation of a ministerial duty can subject  t h e  malfeasor t o  
personal liability t o  one t o  whom t h e  duty is owing t o  t he  ex ten t  of any resulting injuries. 
industrial commission v. Superior cou r t -  In and   or Pima County, 5 Ariz. App. 100; 423 
P.2d 375 (1975); S t a t e  v. Superior Court  of Maricopa County, 123 Ariz. 324, 599 P.2d 777 
(1979). 

There is no question t h a t  t h e  services of t h e  Attorney General a r e  available t o  the  
SPO if t h e  l a t t e r  so desires. A.R.S. sect ion 41-192, subsection A, paragraph 1 provides 
t h a t  t he  Attorney General shall: 

Be t h e  legal advisor of t h e  departments  of t h e  s t a t e  and render such legal 
services as t h e  departments  require. 

Thus, if t h e  SPO desires t o  a have a formal  legal review of t e r m  contracts  such as the  
at tached,  t h e  Attorney General is required t o  provide t h e  necessary legal services. 

While available evidence indicates t h a t  t h e  Attorney General  should review t e rm 
cont rac ts  such as t h e  a t tached  prior t o  use, t h e  f a c t  t h a t  such review has not been given 
in t h e  past would not  const i tute  by itself sufficient grounds t o  invalidate a cont rac t  which 
otherwise complies with applicable s t a t e  law. Cont rac t  validity can  only be se t t l ed -on  a 
case-by-case basis through review of t h e  cont rac t  te rms  and standing of t he  parties at 
issue. 

3. Once a decision is made t o  seek Atrorney General review of the  t e rm contract ,  
a rule of reason suggests t h a t  t h e  document be re-reviewed each  t ime a substantive 
change is proposed t o  be implemented. 

RECOMMENDATION: 

If i t  is determined t h a t  irregularit ies have developed in t h e  invitation t o  bid, t he  
bid itself or  award procedures administered by t h e  S t a t e  Purchasing Office,  your off ice 
may wish t o  recommend correct ive legislation t o  t he  Legislature. Perhaps a more 
detailed outline of requirements would be  more helpful t o  al l  concerned. 

cc: Gerald A. Silva 
Performance Audit Manager 
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July  16, 1981 

TO: Douglas R. Norton 
Auditor Genera l  

FROM: Arizona Legislat ive Council 

RE: Request  f o r  Research  and  S t a t u t o r y  Interpreta t ion (0-8 1-65) 

This i s  in response t o  a reques t  submi t t ed  on your behalf by Gera ld  A. Silva in  a 
m e m o  dated July 10, 198 1. No input w a s  received f rom t h e  a t t o r n e y  general  concerning 
this request. 

FACT SITUATION: 

Arizona Revised S t a t u t e s  (A.R.S.) sect ion 35- 181.01, subsection A s ta tes :  

A. All c la ims against  t h e  state f o r  obligations author ized,  required 
o r  permit ted  t o  be incurred by a n y  state of f i ce r  o r  agency, shal l  be paid in  
accordance with procedures prescribed by t h e  ass is tant  d i rec to r  fo r  t h e  
division of f inance.  

A.R.S. sect ion 35-181.02, subsection A states in part: 

/ u h e  ass is tant  d i rec to r  f o r  f inance  shall  establish audi t  policies 
consiste6t wi th  generally a c c e p t e d  governmental  account ing procedures in 
order t o  effeI-t p rompt  and c o r r e c t  payment  of state obligations. 

2 

A.R.S. sect ion 35- 182 states:  

Before  a n y  claim agains t  t h e  state is  paid by t h e  division of f inance,  
t h e  d i v i s i o ~ ~  shall  require a ce r t i f i ca t ion  in a f o r m  prescribed by t h e  
assistant d i rector  f o r  f inance and  signed by t h e  author ized representa t ive  o r  
representatives of t h e  budget unit  presenting t h e  claim. 

QUESTION PRESENTED: 

Does t h e  agency  cer t i f ica t ion (see fo rm A&C 1 OA) on t h e  f a c e  of t h e  c la im then 
shift  t h e  responsibility f o r  t h e  legali ty and  propriety of t h e  expendi ture  f r o m  Accounts 
and Controls t o  t h e  author ized agency representa t ive?  

I, 
ANSWER: 

The assistant  d i rector  f o r  f inance remains  s t a tu to r i ly  responsible for  t h e  legali ty 
and propriety of an expendi ture  regardless of t h e  agency cer t i f ica t ion as t o  t h e  legali ty 
and propriety of t h a t  expenditure.  A.R.S. sect ion 35- 181.02 provides in full as follows: 

C 
A. T h e  assistant  d i rec to r  fo r  f inance shall audi t ,  adjust  and s e t t l e  

t h e  amount  of claims agains t  t h e  s t a t e  payable  o u t  of funds of t h e  s t a t e L  
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except  claims expressly required or  permit ted by law t o  be audited and 
set t led by some other  officer.  The assistant director  for  finance shall 
establish audi t  policies consistent with generally accepted  governmental 
accounting procedures in order t o  e f f ec t  prompt and cor rec t  payment of 
s t a t e  obligations. The assis tant  director  f o r  finance shall also determine 
whether t h e  proposed expenditure is provided for  in t h e  agency budget, 
appears t o  b e  for  a valid public purpose and whether funds a r e  available fo r  
payment. 

B. If such audi t  discloses t h a t  a l l  or  any  portion of a claim is not  fo r  
a valid public purpose connected with the  act ivi t ies  of t h e  budget unit in 
which t h e  claim originated, t h e  assistant director  for  finance shaLl ref use t o  
draw a warrant except  fo r  such amount as i t  appears  is fo r  a valid public 
purpose. He shall state his reasons for  rejection t o  t h e  originating budget 
unit  and  no warrant shall be drawn for  such purpose until a new claim, 
s ta t ing specifically t h e  valid public purpose of and t h e  necessity for  each  
particular i t em or  amount  of expenditure referred t o  in  t h e  s ta tement  of 
reasons by t h e  assistant director  f o r  finance, i s  resubmitted, certified by t h e  
person making the  expenditure and  again approved f o r  disbursement by t h e  
originating officer,  board, commission or department.  If t h e  claim is refiled 
and i t  again appears t h a t  i t  is not  fo r  a valid public purpose, tb,e ass:stant 
director: f o r  f inance shall  again re jec t  t h e  claim and report  t h e  f ac t s  of t h e  
rejection t o  the originating budget unit and t o  t h e  governor and no warrant  
shall be drawn on such claim unless t h e  governor specifically approves t h e  
claim in  whole or i n  part .  If s d f i c i e n t  funds are not  available fo r  payment 
of t h e  claim, i t  shall be rejected and returned t o  t h e  originating agency. 
(Emphasis added.) 

The responsibilities of t h e  assis tant  director  for  f inance prescribed under A.R.S. 
section 35- 1 8 1.02 a r e  mandatory. See discussion in  Arizona Legislative Council 
Memorandum (0-8 1 - 12). The assis tant  director  fo r  finance i s  required t o  determine 
whether t he  proposed expenditure i s  provided f o r  in t h e  agency budget, appears t o  be for  a 
valid public purpose and whether funds a r e  available f o r  payment. If the required audit  by a 
t h e  assistant director  fo r  f inance discloses t h a t  all  o r  any portion of a claim i s  not  for  a 
valid public purpose, t h e  assistant director  i s  required t o  refuse t o  draw a warrant except  
f o r  such amount as i t  appears i s  f o r  a valid public purpose. 

The assistant director  f o r  f inance i s  obligated t o  perform the  above mentioned 
duties regardless of t h e  agency cer t i f icat ion required under A.R.S. section 35-182. I t  
should be noted tha t  A.R.S. section 35- 181.02 was added in t h e  same  piece of legislation 
which amended A.R.S. section 35-182 t o  require cer t i f icat ion in a form prescribed by the  
assistant director for  finance before any  claim i s  paid by t h e  division of finance. 

cc: Gerald A. Siiva 
Performance Audit Manager 



APPENDIX X 

L E G I S L A T I V E  C O U N C I L  MEPIORANDUM (0-81-63) 

J U L Y  2 ,  1981 



T 0: Douglas R. Norton 
Auditor General  

FROlI: Arizona Legislat ive Council 

RE:- Request  for Research and S t a t u t o r y  Interpreta t ion (0-81-63) 

This is in response t o  a request  submi t t ed  on your behalf by Gerald A. Silva in a 
m e m o  dated June 26, 1981. No input w a s  received f rom t h e  At to rney  General  concerning 
th is  request. 

FACT SITUATION: 

Arizona Revised S ta tu tes  (A.R.s.) sect ions  41-'812 through 41-819 do not  
specifically provide f o r  t h e  Depar tment  of Administrat ion,  Surplus Proper ty  Division t o  
promulgate rules and regulations. 

Current ly ,  the re fore ,  t h e  Surplus Proper ty  Divisicxl does no t  have rules  and 
regulations. They current ly  o p e r a t e  under 1) t h e  S t a t e  Plan,  which is required under 
Federal  Regula t ims  and provided for i n  A.R.S. sect ion 41-813, and 2) a procedures manual 
developed by t h e  Division. 

Q 
QUESTION S PRESENTED: 

1. Does t h e  Surplus Proper ty  Division have t h e  au thor i ty  t o  promulgate rules and 
regulations? 

2. Are those  policies and procedures  t h a t  the Surplus Proper ty  Division has  
developed regarding o ther  agency, use of t h ?  Surplus Proper ty  Division binding 
on those agencies? 

1. No. 'ihe Surplus Proper ty  Division does not  have t h e  au thor i ty  t o  promulgate  
rules and regulations. The powers and  duties of an  adminis t ra t ive  agency a r e  t o  be 
measured by the  s t a t u t e  c rea t ing  t h e m .  Kcndall v. Malcolm, 98 Ariz. 329, 404 P.2d 414 
(1965). The s t a t u t e s  (A.R.S. sec t ions  41-812 through 41-819) creat ing t h e  Surplus 
P r o ~ r t y  Division do not  grant i t  t h e  a u t h o r i t y  t o  prornulgate rules and regulations. 

0 The assistant  directors of o the r  divisions of t h e  Depar tment  of Administrat ion a r e  
specifically granted t h a t  authority.  The ass is tant  d i rector  for  f i m n c e  and t h e  ass is tant  
d i rector  for  public buildings main tenance  have author i ty  t o  prornulgate rules  and 
regulations under a r t a i n  conditions. A.R.S. sect ions  41-722, subsection 8, paragraph 5 
and 41-793, sutsect ion B. If t h e  Legis la ture  had intended t h a t  t h e  Surplus Proper ty  
Divisicn have the au thor i ty  t o  promulgate  rules and regulations i t  would have so  provided 
in t h e  s t a tu tes  creat ing t h e  Surplus Proper ty  Division. 



C o n t r a r y  t o  t h e  specif ied  fact s i tua t ion ,  A.R.S. sec t ions  41-812 through 41-819 
provide no spec i f i c  a u t h o r i t y  f o r  t h e  Surplus P r o p e r t y  Division t o  "act" if surplus proper ty  
is  misused o r  obta ined fo r  personal use. The g r a n t  of admin i s t ra t ive  a u t h o r i t y  t o  t h e  
Divjsion is  m o r e  genera l  in nature .  

The opera t ion  of t h e  Surplus P r o p e r t y  Division as a n  admin i s t ra t ive  subdivision of 
t h e  Arizona D e p a r t m e n t  of Adminis t ra t ion is prescribed b y  A.R.S. T i t l e  41, c h a p t e r  4, 
a r t i c l e  8. Under A.R.S. s e c t i o n  41-813, t h e  Surplus P r o p e r t y  Division is  required t o ,  
among o ther  things: 

- 1. Act as a c l e a r i n g  house  of informat ion as t o  t h e  avai labi l i ty  of 
f e d e r a l  surplus r e a l  and  personal p roper ty  and  state surplus personal 
p r o p e r t y  or  poli t ical  subdivisions thereof  and ass is t  el igible ins t i tu t ions  in  
loca t ing  such p roper ty  a n d  in  asce r ta in ing  t h e  t e r m s  and  condit ions under  
which such o r o m r t v  m i ~ h t  be  obta ined.  

4. Take  such a c t i o n  as m a y  b e  necessa ry  t o  m e e t  t h e  minimum 
s tandards  of o p e r a t i o n  prescr ibed in accordance  with t h e  F e d e r a l  P roper ty  
Act .  ( ~ m p h a s i s  added.) 

Under A.R.S. sec t ion  41-814, t h e  Surplus P r o p e r t y  Division may,  a m o n g  o t h e r t h i n g s :  

2. Trans fe r  surplus  proper ty  t o  o r  be tween  state budget  units ,  
poli t ical  subdivisions and  nonprof i t  ins t i tu t ions  o r  organizat ions ,  and  sell, 
r e n t ,  t r a d e ,  condemn and o therwise  dispose of surplus,  obso le te  o r  unused 
supplies,  m a t e r i a l s  and  equ ipment  of state budget  uni ts ,  poli t ical  
subdivisions and  nonprof i t  ins t i tu t ions  or  organizations.  

5. V a k e  such  c e r t i f i c a t i o n s , ,  t a k e  sych ac t ion ,  m a k e  s u c h  
expendi tures  and  e n t e r  in to  such c o n t r a c t s ,  a g r e e m e n t s  and undertakings f o r  
and in t h e  n a m e  of t h e  state, including coopera t ive  a g r e e m e n t s  wi th  a n y  
federa l  or  s t a t e  a g e n c i e s  providing f o r  u t i l iza t ion by a n d  exchange  be tween  
t h e m  of t h e  DroDertv. fac i l i t ies .  personnel and se rv ices  o f  e a c h  by t h e  o t h e r .  , , 
( ~ m  phasis added:) 

A.R.S. sect ion 41-315 provides,  in  pe r t inen t  p a r t ,  t h a t  a n y  public agency  wi thin  th is  s t a t e  
may confer  upon any o f f i c e r  or  employee  such au thor i ty  as is necessary  under appl icable  
federal  laws and regula t ions  t o  s e c u r e  t h e  t r ans fe r  of surplus p roper ty  and  " / u o  obl igate  
t h e  s t a t e  or  poli t ical  subdivision and  i t s  funds  t o  t h e  e x t e n t  necessary  t o  c o m T ~ y  with t h e  
t e r m s  and condit ions o f  s u c h  transfers." 

By obta ining surplus  p roper ty  f o r  improper use  a s  s t a t e d  in  your  question,  i t  is 
assumed t h a t  your p r imary  r e f e r e n c e  is t o  surplus proper ty  which is obta ined by a public 
agency f o r  l e g i t i m a t e  purposes pursuant t o  a valid t r a n s f e r  a g r e e m e n t  a n d  t h e n  diver ted 
to  improper uses. In such  c i r c u m s t a n c e s ,  a var ie ty  of procedural  r emedies  is  avai lable ,  
including: 



1. Msndamus. This i s  a w r i t  which issues f rom t h e  supreme cour t  or t h e  superior 
court and may be directed t o  a public agency or any of i t s  off icers  or employees  
compelling t h e  perfa-mance of a ministerial  duty. In th is  case ,  t h e  ministerial d u t y  would 
Lu: with respect  t o  t h e  performance of t h e  agreement  providing for  t h e  t ransfer  of surplus 
property. Please no te  t h a t  ministerial  duties a r e  those  which involve no judgmental  
decision o r  discretion on t h e  par t  of t h e  official .  Obviously, however, many improper  uses 
of property could be the  resu l t  of judgmental decisions. 

- 
2. Injunction. This is an  equi table  remedy issued o r  granted by a cour t  at t h e  suit  

of a complainant par ty  d i rec ted  t o  a defendant  pa r ty  in  t h e  act ion which c a n  be phrased 
to  res t ra in  t h e  l a t t e r  f rom t h e  continuation of a n  unjust and  inequitable act which is 
injurious t o  t h e  plaintiff and is no t  such a s  can be adequate ly  redressed by an  ac t ion  a t  
1 aw. 

There  is  a general  policy of judicial l iberalness towards  responsible agency  
in terpreta t ions  of thei r  own adminis t ra t ive  authority.  Thus, where t h e  proper exerc i se  of 
t h e  powers of an adminis t ra t ive  agency i s  dependent upon a determinat ion of f a c t s ,  t h e  
findings and condusions  of t h e  agency a r e  usually presumed t o  be cor rec t  on judicial 
review. Sutherland, id., sect ion 65.05. However, .ibis is no t  t o  s a y  t h a t  t h e  Surplus 
Property Division has t h e  author i ty  t o  preside over  t h e  t ransfer  of surplus proper ty  f o r  
what responsible officials  of t h e  division h o w  t o  be improper uses. If your question is  
referencing th is  type of si tuation or any  other c i rcumstance  in which t h e  responsible 
officials  of a public agency ob ta in  surplus proper ty  fo r  uses known t o  be improper ,  it 
should be noted t h a t  i t  is a clearly a c c e p t e d  principle of law t h a t  t h e  wanton disregard of 
a ministerial duty can  subject  t h e  malfeasor  t o  personal l iabil i ty t o  o n e  t o  whom t h e  du ty  
is owine t o  t h e  e x t e n t  of anv result ing iniuries. Industrial Commission v. Sucerior C o u r t  " U I 

In and For h l x i c o p a  County,  5 Ariz. App. 100, 423 P.2d 375 (1975); s ta te '  v. Superior 
Court  In and  For M a r i c o ~ a  County,  123 Briz.  324, 599 p.2d 777 (1979). Thus, if it could be , z 
dcrnonstrated t h a t  t h e  Surplus Proper ty  Divisicn o r  any  public agency  receiving surplus 
property was ac t ing  in wanton disr-egard of i t s  ministerial  d u t i e s  under A.R.s.-sections 
41-812 through 41-819 or  a n y  o ther  sect ion,  then a course  of ac t ion exis ts  t o  t h e  e x t e n t  
of any result ing injuries. 

A definit ive answer t o  your question ir; t e r m s  of {he proper recourse  f o r  t h e  Surplus 
Property Division t o  uti l ize would require a more  detailed s t a t e m e n t  of t h e  appl icable  
f a c t  si tuation.  

RECOMMENDATION: 

In t h a t  current  s t a t u t e s  do no t  prescribe recourse  fo r  t h e  Surplus Proper ty  Division 
when surplus property is obta ined fo r  improper uses, you may wish t o  recommend 
correct ive  legislation t o  t h e  Legislature.  

cc: Gerald  A. Silva 
P t r fo rmance  Audit Manager 



A P P E N D I X  X I  

MAJOR F I N D I N G S ,  RECOMMENDATIONS ArjD 

C O R R E C T I V E  A C T I O N  I N  R E S P O N S E  TO F E D E R A L  

R E V I E W S  O F  T H E  S U R P L U S  P R O P E R T Y  D I V I S I O N  

MAY 19 ,  1980 & J U N E  3 ,  1980 



MAJOR FINDINGS, RECOMMENDATIONS AND 
CORRECTIVE ACTION I N  RESPONSE TO FEDERAL 
REVIEWS OF THE SURPLUS PROPERTY DIVISION 

PROBLEN/RECOMMENDATION SPD A C T I O N  

General Se rv i ces  Adminis t ra t ion  (GSA) a u d i t  
May 19 ,  1980 

- I n c r e a s e s d o n e e  compliance - Increased  t o  12-15 donee 
and e l i g i b i l i t y  reviews compliance v i s i t s  a month 

- Added one employee f o r  
t h i s  a c t i v i t y  

- Review e l i g i b i l i t y  
f i l e s  

- Obtain and complete 
documents; e l imina te  
i n e l i g i b l e  donees 

- Colorcoded e l i g i b i l i t y  f i l e s  
t o  f l a g  impending 
e x p i r a t i o n s  

- Working t o  complete 
document a t i o n  

- Working t o  e l i m i n a t e  
i n e l i g i b l e  donees 

- Accept au thor ized  
payment methods only  

- Current ly  accept ing  

au thor ized  forms only 

- Discontinue r e n t a l  of - Discontinued r e n t a l  of 
Federa l ly  donated p rope r ty  Federa l  p rope r ty ,  
t o  S t a t e  agencies  s u b s t i t u t i n g  with 

S t a t e  proper ty  
- Forward previous ly  c o l l e c t e d  - Appropriate  f e e s  

r e n t a l  f e e s  t o  GSA forwarded 

- Conduct annual  phys i ca l  - Working t o  r econc i l e  
i n v e n t o r i e s  and r e c o n c i l e  w i t h i n  t ime l i m i t s  s e t  i n  
wi th  records  i n  accordance S t a t e  P l an  
with S t a t e  P l a n  

XI- 1 



PROBL EM/RECOMMENDATION SPD A C T I O N  

Arizona S t a t e  Agency Review f o r  Surplus Property 
June 3 ,  1980 

- - Advised t o  reduce accounts Working t o  reduce with 
receivable  more than 90 days recen t ly  added s t a f f  
o ld  (42 percent of 
accounts receivable)  . 

- Agencies no t  knowledgable of - Ef fo r t s  made t o  make 
r e s t r i c t i o n s  agencies more aware of 

r e s t r i c t i o n s  

- Catalogs of inventory items - S t i l l  i ssued every 
a r e  i ssued in f requen t ly  th ree  months only 

- Advisory body f o r  - S t i l l  not  e s tab l i shed  (see  
consul ta t ion nonexistent  page 145) 

- Dis t r ibu t ion  documents and - Agencies being urged t o  
invoices needed t o  be complete documents 
completed f u l l y  

- Sta f f  vacancies need t o  be - Hired a compliance and 
f i l l e d  u t i l i z a t i o n  o f f i c e r  

- Secur i ty  con t ro l s  on property - Vis i t o r s  t o  warehouse 
need t o  be s t r i c t e r  a r e  required t o  use  sign-in 

book and designated parking 
a reas  
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LEGISLATIVE COUNCIL  MEMORANDUM (0-81-62) 

JULY 1 ,  1981 



Ju ly  1, 1961 

TO: Douglas R. Norton 
Auditor General  

FROX1: Arizona Legislat ive Council  

RE: Request  for  Research and S t a t u t o r y  Interpreta t ion (0-81-62) 

This i s  in response t o  a request  submit ted on your behalf by Gerald  A. Silva in a 
memo dated June 26, 1981. No input was  received f rom t h e  At to rney  General  concerning 
this request. 

FACT SITUATION: 

Arizona Revised S t a t u t e s  (A.R.s.) sect ions  41-812 through 41-819 provide t h e  
Depar tment  of Administrat ion,  Surplus Proper ty  Division with t h e  author i ty  t o  act if 
surplus proper ty  is  misused or obtained f o r  personal use. 

QUESTION PRESENTED: 

What recourse ,  if any,  does t h e  Surplus Proper ty  Division have when t h e  proper ty  is  
obtained f o r  improper  use? 

ANSWER: 

While cur ren t  s t a t u t e s  do no t  specifically deta i l  procedural remedies for  t h e  
Surplus Proper ty  Division if surplus proper ty  is  obtained by a public agency* fo r  improper 
uses, t h e  Division could s e e k  a w r i t  of mandamus o r  a n  injunction against  t h e  offending 
public agency  in such cases.  Additionally, if t h e r e  is  a wanton disregard of ministerial  
duties by t h e  Surplus Proper ty  Division in  t h e  t ransfer  o r  handling of surplus proper ty  or 
by any public agency  in obtaining surplus property,  it i s  a clearly accep ted  principle of law 
t h a t  t h e  malfcasor i s  subject  t o  personal l iabil i ty t o  one t o  whom t h e  du ty  is owing. 

DISCUSSION: 

Administrat ive agencies  a r e  c r e a t u r e s  of legislation without inherent o r  common 
law powers. The general  rule applied t o  s t a tu tes  granting powers t o  adminis t ra t ive  
agencies is t h a t  t h e y  have only those  powers a s  a r e  conferred e i the r  expressly or  by  
necessary implication. Sutherland, S t a t u t e s  and S ta tu to ry  Construction,  sect ion 65.02 
(4th ed., Sands, 1372); Garvey v. Trew, 64 Ariz. 342, 170 P.2d 845 (1946); and Cor  ra t ion 
Commission v. Consolidated Starre Cornoanv. 63  Ariz. 257. 161 P.2d 110 (1945 --?'%=G , , 
S U ~ ~ I U ~  Pro pert  y ~ i v i s i c n  m u s i  adilere t o  ;he pruvisicns of t 6 e  Arizona Revised S t a t u t e s  i n  
t h e  exercise of i t s  adminis t ra t ive  functions. 

*For the  purposes o f  this memo,  public agency is  defined a s  th is  s t a t e  or a n y  agency or 
political subdivision of th is  s t a te .  
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The  Surplus Proper ty  Division h a s  only those  powers and du t ies  provided in A.R.S. 
Ti t le  41, chap te r  4, a r t i c l e  8. T h e  Surplus Proper ty  Division is required t o  pe r fo rm the  
funct ions  l isted in A.R.S. sec t ion  41-813 and has  t h e  specif ic  powers  re la t ing  t o  acquis t ion 
and distr ibution of surplus p roper ty  l i s ted  in A.R.S. sect ion 41-814. T h e  Surplus P r o p e r t y  
Division is also required t o  rece ive  and process appl icat ions  f r o m  el ig ible  ins t i tu t ions  for  
the  acquisition of federa l  surplus rea l  proper ty  (A.R.S. sec t ion  41-816) and m a k e  proper 
charges and assess proper f e e s  fo r  handling surplus proper ty  (A.R.S. sec t ion  41-817). 

2. Yes. T h e  policies and procedures  developed by t h e  Surplus Proper ty  Division 
regarding o ther  agency  use-of t h e  Surplus Proper ty  Division a r e  binding on t h o s F a g e r i t i e <  

Even though t h e  Legis la ture  did n o t  require  issuance of rules and regula t ions  by t h e  
Surplus Proper ty  Division t o  govern o t h e r  agency use of t h e  Surplus Proper ty  Division, 
some kind of binding procedures  a r e  necessary  f o r  t h e  Surplus P r o p e r t y  Division to -  I . 

opera te  ' e f f e c t i v e l y .  The  power of t h e  Surplus Proper ty  Division t o  issue binding 
procedures is implied f r o m  t h e  provisions s e t t i n g  f o r t h  t h e  powers and dut ies  of t h e  
Surplus Proper ty  Division. "Where a s t a t u t e  confe rs  powers or  du t i es  in general  t e r m s ,  all 
powers and dut ies  incidenta l  and necessa ry  t o  m a k e  such legislat ion e f f e c t i v e  a r e  included 
by implication." Suther land,  S t a t u t e s  and  S t a t u t o r y  Construct ion,  sec t ion  55.04 (4 th  ed., 
Sands, 1972); Maricopa County v. Douglas, 69 Ariz. 35, 208 P.2d 646 (1949). If t h e  
s t a t u t e s  s e t t i n g  f o r t h  t h e  powers  and du t ies  of t h e  Surplus P r o p e r t y  Division a r e  t o  be 
e f fec t ive ,  t h a t  IS if t h e  Surplus P r o p e r t y  Division is t o  comply with t h e  Federa l  P roper ty  
Ac t  and federa l  regula t ions  and provide a uniform, consis tent  surplus p roper ty  s e r v i c e  for  
o ther  agencies,  t h e  Surplus Proper ty  Division m u s t  be  ab le  t o  develop and issue binding 
policies and p rocedures  t o  b e  followed by agenc ies  using t h e  Surplus Proper ty  Division. 

Support  f o r  t h e  proposition t h a t  t h e  policies and procedures  developed by t h e  
Surplus Proper ty  Division m a y  b e  viewed a s  binding policies and procedures  may  b e  drawn 
from 1 Am. Jur .  2d Admin is t ra t ive  Law sec t ion  96  (1962) which provides: 

There  is a t y p e  of ru lemaking or pol icy-s ta t ing by which a -  s t a t u t e  
adminis tered is implemented  by t h e  s t a t e m e n t  by t h e  admin i s t ra t ive  agency  
of general  principles by which i t  will be  governed in t h e  exerc i se  of i t s  
author i ty ,  i r r espec t ive  of whe ther  such author i ty  is exerc i sed  in a 
"legislative" or  "judicial" manner.  

Also s e e  Ar izona  Legis la t ive  Council  memorandum (0-81-20). 

CONCLUSIONS: 

I. The Surplus Proper ty  Division does no t  have t h e  au thor i ty  t o  promulgate  rules 
and regulations. 

2. The policies and procedures  developed by t h e  Surplus Proper ty  Division 
regarding o ther  agency  use of t h e  Surplus Proper ty  Division a r e  binding on those  agencies.  

cc: Gerald A. Silva 
Per fo rmance  Audit  Manager  


