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Members of the Legidative Audit Committee:

Thisreport containstheresultsof the performanceaudit of Correctiona Industries surplusproperty
and furniture production programs. The audit was conducted pursuant to Section 2-3-103, C.R.S., which
authorizes the State Auditor to conduct audits of al departments, ingtitutions, and agencies of dtate
government. The report presents our findings, conclusions, and recommendations, and the responses of
the Department of Corrections, the Department of Personnel & Administration, the Colorado Department
of Public Hedth and Environment, and the Governor's Office of Innovation and Technology.
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STATE OF COLORADO
OFFICE OF THE STATE AUDITOR REPORT SUMMARY

JOANNE HILL, CPA
State Auditor

Correctional Industries:
Surplus Property and Furniture Production
Performance Audit
June 2003

Authority, Purpose, and Scope

This performance audit was conducted pursuant to Section 2-3-103, C.R.S,, which authorizes the Office
of the State Auditor to conduct performance audits of al departments, inditutions, and agencies of state
government. The audit focused on the operations of the Colorado Surplus Property Agency (Surplus
Property or Agency) and the furniture production program within the Divison of Correctiond Industries
at the Department of Corrections. The audit work, performed from August 2002 through April 2003, was
conducted in accordance with generally accepted governmenta auditing standards.

We gratefully acknowledge the assistance and cooperation extended by management and staff at the
Department of Corrections, the Department of Personnel & Adminigtration, the Colorado Department of
Public Hedlth and Environment, and the Governor's Office of Innovation and Technology aswell assurplus
property and purchasing representatives from individual state agencies.

Findings and Recommendations

Our audit identified the following sgnificant areas for improvement:

» Sale and Purchase of Used Cars. Surplus Property is buying and sdlling used cars for the
State’ s fleet, as well as buying used cars for sdeto other Sate agencies, locd governments, and
the genera public. Surplus Property has sold more than 60 vehicles, most of which were sold at
prices that exceeded Surplus Property's costs. The fees Surplus Property chargesfor its services
are not based on reasonable adminigtrative cogts, asrequired by satute. 1t isaso unknown if the
pricing methods used to sdll the cars meet statutory requirements that place limits on how much
Correctional Industries may charge for its goods and services. In addition, statutes require that
entities selling used cars for profit be licensed, but it is unclear whether the statutes anticipate
licenang of government agencies such as Correctiond Industries. Correctiona Industries needsto
get statutory authority to operate a used-car business and determine if a used-car business
operated by a governmenta entity needs to be licensed by the Motor Vehicle Deder Board.

For further information on thisreport, contact the Office of the State Auditor at (303) 869-2800.
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Confidential Information on Surplus State Computers. Surplus Property and other State
agencies are not taking appropriate steps in al cases to purge confidentia information from
computers that are sold or discarded as unusable. When we examined a sample of used
computersobtained by Surplus Property, wefound that the methods used by state agencies do not
aways prevent unauthorized access to persond, nonpublic information. The Governor’s Office
of Innovation and Technology and the Department of Personnd & Administration need to establish
gppropriate statewide guidelines for agencies to follow regarding the proper methods of purging
confidential information from surplus computer equipment.

Hazardous Materialsin Surplus State Computers. Certain parts of acomputer's hardware
contain hazardous waste, the disposal of which is grictly regulated by state laws implementing
federa requirements. We determined that surplus computer equipment handled through individual
state agenciesand Surplus Property may not away's be protected from improper disposd. Surplus
Property should send surplused computers to Correctiona Industries Computer Services
Manufacturing, Refurbishing, and Recycling Facility (Computer Services). Computer Servicesuses
inmate labor to refurbish usable computers and to properly dispose of nonworking computers by
sling the partsto gppropriate waste management facilities. In addition, the Colorado Department
of Public Health and Environment should publish guidance to al state agencies on the proper
methods and documentation for disposa of computer equipment, including methods for identifying
legitimate recyclers

Controls Over Surplus Property. We found a fundamenta lack of interna controls at the
Colorado Surplus Property Agency regarding inventory records. Asaresult, thereisan inability
to reconcileincoming and outgoing property. Surplus Property needsto establish sound inventory
controls, including centra intake and recording of property received; separation of dutiesregarding
the movement of property; and a year-end physical reconciliation of inventory.

Surplus Property Funding. Statutesprovide Correctiond Industrieswith the authority "to assess
fees from the recipient of any surplus state property, which fees shdl be limited to reasonable
adminidraive costs” We found that rather than charging the recipient of surplus property, the
donor isbeing charged. In addition, Surplus Property lacks documentation to ensurethat itsfees
are based on reasonable adminigrative costs.

Furniture Production.  Furniture production is one of Correctiond Industries largest
manufacturing operations, in terms of both dollars generated and inmates employed. The
Department maintains that furniture manufacturing provides vauable job skills to inmates, but the
program has experienced substantial operating losses in both Fisca Y ears 2001 and 2002. This
trend is expected to continue in Fisca Year 2003. We found that state purchasing agents are
disstisfied with the furniture products and office systems manufactured by Correctiona Industries,
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and that the operation may be needlesdy losing potentid business. We identified steps that
Correctiond Industries can take in order to improve its revenues and decrease operating 10Sses,
including better tracking of agency furniture purchases to identify lost business opportunities and
improving its marketing efforts to both state agencies and non-state buyers.

Our recommendations and the affected departments responses can be found in the Recommendation
Locator on pages 5 and 6 of this report.



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency Implementation
No. No. Summary Addressed Response Date
1 14 Through regulation require all state agencies to create and Department of Agree December 31, 2003
maintain an electronic inventory of all state surplus property, Corrections
and require surplus property to be made available to state
agencies for a reasonable period of time prior to sale to the
general public.
2 17 Develop an interagency agreement covering the sale of state Department of Agree August 31, 2003
fleet vehicles and the purchase of federal fleet vehicles or seek Personnel &
a written waiver. Administration
Department of Agree August 31, 2003
Corrections
3 17 Establish and document a cost basis for fees for the sale of Department of Agree August 31, 2003
vehicles on behalf of State Fleet Management. Ensure that sales Corrections
of cars to State Fleet Management meet statutory requirements.
4 20 Seek specific approval from the Correctional Industries Department of Agree August 31, 2003

Advisory Committee and statutory authority to operate a used-
car business. Legislative consideration should include whether
or not a used-car business operated by a governmental entity
needs to be licensed or is exempt from licensing requirements.

Corrections




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency Implementation
No. No. Summary Addressed Response Date

5 23 Work with state agencies to develop a statewide policy detailing ~ Governor's Office of Agree December 31, 2003
acceptable methods for purging confidential information from Innovation and
surplus computer equipment. Technology

Department of Agree August 1, 2003
Personnel &
Administration

6 25 Establish a policy to send surplus computer equipment to Department of Agree July 1, 2003
Computer Services Manufacturing, Refurbishing, and Recycling Corrections
facility. Sell refurbished computers through Computer Services
and Surplus Property.

7 26 Assist state agencies in finding legitimate recyclers and establish Colorado a. Agree a. Implemented and
guidelines for the proper disposal of computer equipment. Department of ongoing

Public Health and b. Agree b. December 31, 2003
Environment

8 28 Evaluate the cost-effectiveness of daily warehouse sales, and if Department of Agree Review by
determined viable, seek statutory authority for this option. Corrections December 31, 2003

9 29 Evaluate the costs and benefits of allowing state employees to Department of Agree September 30, 2003
purchase surplus property, and if deemed appropriate, seek Corrections
statutory authority.

10 31 Ensure adequate controls over the collection, sale, and disposal Department of Agree September 30, 2003

of surplus property.

Corrections




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency Implementation
No. No. Summary Addressed Response Date
11 33 Seek statutory authority to assess fees against the seller or Department of Agree November 1, 2003
disposer of surplus property. Corrections
12 33 Establish procedures to ensure that fees are based on Department of Agree August 1, 2003
documented, reasonable administrative costs. Corrections
13 37 Track statewide office furniture and office system purchases, Department of Agree August 1, 2003
and analyze the resulting data to better meet the needs of the Personnel &
State and its agencies and to ensure compliance with statutory Administration
purchasing requirements.
Department of Agree August 1, 2003
Corrections
14 40 Develop a written delegation agreement and specific guidelines Department of Agree August 1, 2003
for the waiver process. Personnel &
Administration
Department of Agree August 1, 2003
Corrections
15 43 Improve marketing practices and increase marketing to non- Department of Agree July 1, 2003

state agencies.

Corrections




Correctional Industries

Background

The Divison of Correctional Industries (Correctiond Industries), located within the
Depatment of Corrections (Corrections), is a government-owned business enterprise
congsting of 43 digtinct business activities producing goods and services. Correctiond
Industries employs about 1,200 inmates. The baance of more than 15,000 inmates
housed by Corrections but not working in Correctiona Industries programs are employed
in traditiona prison activities, such as laundry, food, or custodid services. Correctiond
Industries operates under the trade name Juniper Valey Products.

Section17-24-106, C.R.S., empowers Correctional Industriesto "develop programsthat
areprofit-oriented and to the extent possible, provide 40 hoursof work activity per week."
"Profit-oriented” meansthat Correctiond Industriesmust recover itsreasonable costs and
partidly reimburse the Generd Fund for the expense of adult correctiona services. By
satute, costs include both operationd costs and capitd investment expenditures.
Individua industry shops include those that assemble office furniture, produce license
plates, manufacture clothing, build industrid dumpsters, recycle and refurbish computers,
and grow and digtribute agricultura-related products. These programs help reduce
idlenesswhile providing inmateswith meaningful job skillsthet better enablethem to secure
long-term employment after release from prison. Correctiona Industries programs aso
pay higher wages than traditiond prison jobs, dlowing inmates to potentially pay greater
amounts toward court-ordered restitution and child support, as well as purchase goods
fromthe Canteen such as hygieneitems, food, religiousitems, televisons, radios, postage,
and photocopies.

Correctional Industries programs produce items that can be sold to state and local
governments, nonprofit organizations and the genera public. Section 17-24-112(1),
C.R.S,, places limits on Correctiona Industries pricing. Saes of goods and services to
state and local government agencies can not exceed wholesde market prices for smilar
items. When sdlling to the genera public, Correctiona Industries’ prices can not exceed
the prevailing retail market pricesfor smilar goods and services.

In Fiscd Year 2002, Correctiona Industries generated gross revenues of gpproximeately
$35 million. Of thisamount, about $32 million covered Correctiona Industries operationd
costs. Another gpproximately $2.99 million reimbursed the Generd Fund for direct and
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indirect overhead costs of services purchased by Correctional Indudtries from the
Depatment of Corrections. These services included budgeting, payment processing,
utilities, and some personnd  benefits expenses for Corrections FTE assigned to
Correctiond Industries’ programs. Correctiond Industries retained alittle over $60,000
for future capital investment. Correctiond Industries employed 183 FTE in Fisca Year
2002 to supervise inmates and to market and deliver their products.

Audit Scope

We examined the methods used by the Colorado Surplus Property Agency to operatethe
State’ s surplus property program, including the procedures for resalling surplus property.
Our review included an examination of Surplus Property’ spricing methodsfor compliance
with statutory requirements. We aso reviewed its activities with respect to buying and
sdling used motor vehicles as part of its surplus property program, and whether or not
these activitiescomply with gpplicablelaws. Inaddition, our audit included an examination
of the methods used by both Surplus Property and other state agenciesto resdll or dispose
of surplus computer equipment. The resde and disposa of computers must comply with
federal and sate guiddines for privacy of persond information that may remain on the
computer as well as guiddines for the disposal of hazardous material. We aso evaluated
the statutory requirementsfor state agenciesto purchase office furniture from Correctiona
Industries.  We examined the need to improve the State’s ability to track furniture
purchases made by state agencies. We dso explored whether changes to the statutory
waiver process and improvementsin Correctiond Industries marketing techniques could
increase its furniture production revenues.
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Surplus Property
Chapter 1

| ntroduction

The Colorado Surplus Property Agency (SurplusProperty or Agency) utilizesinmatelabor
to collect, sdll, and digtribute surplus property. Thegod of the program isto maximize the
Sates investment in assets either by sdlling used items or by finding usesfor them at other
state agencies, and to coordinate the proper disposa of items that cannot be sold. In
Fisca Y ear 2002, Surplus Property generated just over $1.2 millionin revenue and earned
$46,000 in excess of its cods. All of the revenue from this program is credited to the
Correctiond Industries Account.

Section 17-24-106.6, C.R.S,, defines state "surplus property" as equipment and supplies
no longer having any use to the State or any State agency. State agencies surplus various
types of items including office furniture and equipment, desktop and laptop computers,
radios, heavy equipment, and vehicles. Surplus Property maintains these items in a
17,600-square-foot warehouse in Denver. Once state agencies determine that they have
itemsthat arein poor condition or are no longer needed, they can contact Surplus Property
to pick up the items or ddliver the items themsdlves to the Denver warehouse. Surplus
Property is also authorized by Section 24-82-403, C.R.S,, to collect and distribute
donated federd surplus property. However, Surplus Property representatives informed
us that Colorado does not currently seek out federa surplusitems other than some motor
vehicles because of a perceived lack of qudity and availahility.

Surplus Property consists of three dedicated state FTE and gpproximately seven inmate
workers. Oneof thefunctions of Surplus Property isto utilizeinmate labor to pick up and
deliver gtate surplus property to the central warehouse. As with other Correctional
Industries programs, Surplus Property seeks to recover more than its costs.  Surplus
Property’ s god isto sdl rather than dispose of dl surplus property inits custody by using
a variety of methods such as auctions and daily warehouse sales. For those items that
Surplus Property staff believe are in better condition or in greater demand, Surplus
Property uses a dally retail sdes program at its warehouse. State agencies, loca
governments, nonprofit agencies, and the genera public may purchase sdected items off
the shdlf at the Denver warehouse. For items that are less popular or in imperfect
condition, Surplus Property conducts monthly auctions at its warehouse and daily Internet
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auctions. Internet auction sites, however, are generdly used to sell motor vehicles on
behdf of State Fleet Management in the Department of Personnd & Adminigtration.
Surplus Property staff aso purchase used vehicles from federd fleet auctions, which they
then often resdll on Internet auction Sites for a profit.

Surplus property activities of state agencies are governed by Section 17-24-106.6,
C.R.S., which gates that "the director shal promulgate rulesto be utilized by the divison
ingoverning the sale or digposal of surplus Sate property by public auction or competitive
sedled bidding." Surplus property is defined as* equipment and supplies no longer having
any use to the State or any date agency.” Statutes Sate that dl sate agencies with the
exception of the Department of Trangportation must use Surplus Property to handle
unneeded items unlessawalver isgranted by Surplus Property. Contrary to this statutory
requirement, we found a state system in which some agencies use Surplus Property to
handle their surplus property, while others do not. We identified severd agencies,
specificaly higher education ingtitutions, that have chosen not to use Surplus Property. In
most, but not all, cases, we found that state agencies had obtained awaiver if they chose
not to use Surplus Property. In Fiscal Year 2001 and 2002, Surplus Property granted
date agencies atota of 19 waiversthat alowed these agenciesto publicdly auction their
own surplus property. Surplus Property aso granted waivers for agencies seeking to
donate their property to aspecific entity or to Smply dispose of theitemsin asolid-waste
landfill.

We contacted seven statesto determine how they managetheir state surplus property. We
found that all but one of these states have a centrdized surplus property function.
However, in practice the mgjority of these states exempt certain agencies from using the
centraized system. For Colorado, we believe that a decentraized system that allows
agencies to make cog-effective decisons when sdling or disposing of therr surplus
property isthe best option. Surplus Property should continue to serve asthe State'smain
surplus property agency offering itsassstanceto dl sate agencies. At the sametime, both
Surplus Property and agencies may find it more cost-effective for an agency to sdl or
dispose of its own property. For example, it would be expensive for both an agency and
Surplus Property to travel to the Western Slope to pickup a minima amount of surplus
property. Regardless of whether agencies handle their own surplus property or use the
Surplus Property Agency for that purpose, al surplusproperty activitiesshouldincorporate
sound internd controls and maximize the value of used state property. As we discuss
throughout this chapter, Surplus Property needs to establish statewide standards for
handling surplus property and improve its own interna controls and procedures.
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Reuse of State Surplus Property

Section 17-24-106.6(3)(a), C.R.S., supports state agency reuse of surplus property by
requiring Correctional Industries to prepare a perpetud inventory. The Statute further
requires Surplus Property to develop a procedure to inform all state agencies of the
avalability of such items. According to its Adminidrative Regulations, Correctiona
Industries encourages the reuse of surplus property by state agencies to minimize tax
dollars spent on new assets, resources consumed, and landfill areas used. The
Adminidrative Regulations give state agencies priority for purchasng surplusitems before
they are released for sde to the generd public. Priority preferences include alowing an
agency to place a gpecific item on hold for five days and to purchase surplus property at
a reduced price. Agencies can dso identify needed items and request that Surplus
Property contact them if qualifying items are surplused. We found that Surplus Property
has not fully met these statutory and regulatory objectives.

Surplus Property does not have an accurate perpetua inventory of available surplus
property for Sate agenciesto utilize. The intent of a Satewide inventory is to encourage
dtate agencies to purchase surplus property by making it easer to locate avalable items
potentidly meeting their needs. We spoke with severd other states regarding their
inventory processes. Five of the seven other states that we contacted have established
computerized inventory systems that track individua property.

We dso found that available surplus property is not actively being marketed to date
agencies. We surveyed representatives from nine state agencies. Four of the agency
representatives commented that they were unaware of thetypes of property maintained by
Correctiona Industries. Only three representatives stated that they had made purchases
from Surplus Property.

Despite its Adminigrative Regulations, we found that Surplus Property, as well as other
agencies that sdl surplus, immediatdy offer the property for saleto the genera public. Six
of the seven other stateswe contacted have policiesthat provide state agenciesfirst choice
of surplus property. Inthose six states, surplus property may be sold to the genera public
only after it has been offered to State agencies first. Many of these Sates have waiting
periods ranging from 30 to 60 days before surplus property can be made availableto the
genera public. A smilar requirement for the State's surplus property would facilitate
efforts for reuse of this property by other state agencies.

Surplus Property should create an eectronic inventory of available items and place this
information on its Web ste. Each state agency handling surplus property should do the
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same on its own Web site. Surplus Property’ sWeb site should also contain linksto other
state agency surplus property Web sites so that agencies|ooking for surplus property may
eesly shop statewide for available items meeting their needs. All inventories need to be
updated periodicdly as items are sold or disposed of in order to maintain a current,
perpetud inventory as required by statute. In addition, under the current dua surplus
property system, any Sate entity that sells surplus property, including Surplus Property,
should be required to comply with a reasonable waiting period established in regulations
before sdling the property to the generd public.

Recommendation No. 1:

In order to encourage reuse of surplus state property and comply with statutes requiring
a perpetua inventory of al available items, the Department of Corrections through its
Adminigrative Regulations should:

a. Reguire dl date agencies to create and maintain an eectronic inventory of al
surplus state property than can be accessed through state agency Web sites.

b. Require that al surplus property be made available to state agencies and other
approved organizations for areasonable set period of time prior to being offered
for sdeto the generd public.

Department of Corrections Response:

Agree. Implementation date: December 31, 2003. Colorado Surplus Property
Agency (CSPA) will develop a database for use in documenting the intake and
disposal of itemswith apotentia resde vaue greater than $25.00. Datafid ds will
include acquidition date, release date for sdeto the generd public, find recipient,
and date of sale. All liged items will be avallable to any government agency for
thirty days prior to release date. CSPA will post the skeleton of this database,
aong with basic ingructions for disposing of surplus property by other agencies,
onour Web stefor downloading and use. Additiondly, use of the CSPA Web site
will provide essy identification of available items.
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Used Car Salesfor State Fleet
M anagement

As an extenson of its state surplus property duties, Surplus Property serves as a sales
broker for State FHlegt Management within the Department of Personnel & Adminigtration
(DPA). According to Section 24-30-1104(2)(f), C.R.S,, State Fleet Management hasthe
authority to dispose of and replace state owned motor vehicles. Due to time and gaffing
condraints, State Fleet Management contracts with Surplus Property to sdll those fleet
vehicles no longer needed by the State.

We reviewed the contract between State Fleet Management and Surplus Property for the
sde of used fleet vehicles. The contract is an unsigned, haf-page document permitting
Surplus Property to sell fleet vehiclesthrough an Internet auction site. The current contract
does not meet the State Controller's Fiscal Rule requirements governing contracting
betweengateagencies. Fisca Rule 2-2 providesthat interagency disbursementsin excess
of $5,000 that are not for routineinterna services, such asprinting, Capitol Complex lease
payments, and lega services, must be documented in an interagency agreement. In Fisca
Year 2002, Surplus Property transferred approximately $1.2 million to State Fleet
Management from the sde of used fleet vehicles. The minimum required dements for
interagency agreements are specified in Fiscd Rule 3-1, and include identification of
parties, appropriation authority, a scope of work, and signatures by the parties. The
document used by State Fleet Management and Surplus Property does not describe the
gppropriations or specific funds supporting the transfers of money and isnot signed by the

parties.

We dso found that the sale of vehicles by one agency for another does not meet the Fiscal
Rule exception to interagency contract requirements. Although both State Fleet
Management and Surplus Property have statutory authority to engage in their respective
roles in these transactions, the type of transaction involved does not gppear to be within
the meaning of “routine internal services’ as defined by the examples given in Fiscal Rule
2-2. Inaddition, as a busness enterprise under the Taxpayers Bill of Rights (TABOR),
Correctional Industries is not permitted to receive more than 10 percent of its annual
revenue intheform of grantsfromthe State. Inthe absence of aspecific Satute authorizing
the buying and sdling of motor vehicles on behdf of the State, Correctiond Industries
should have written contractsin place with State Fleet Management in order to formdly
document the required fee-for-service independence from the State asa TABOR didtrict.
Fndly, Surplus Property receives a set 6.5 percent per vehicle fee to cover its
adminidrative cogts including staff time, vehicle detailing and preparation, and Internet
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lidging fees. Surplus Property lacks documentation to support the 6.5 percent fee.
Therefore, it needs to establish a cost basis to support thisfee.

Used Car Purchasesfor State Fleet
M anagement

In an effort to generate additiond revenue, Surplus Property purchases used federd fleet
vehicles and then resdlsthem for a profit. State Fleet Management, which has statutory
authority to acquire motor vehicles on behaf of state agencies, has dedegated authority to
Surplus Property to purchase used motor vehicleson itsbehaf from the public federd fleet
vehicle auctions. Through these auctions, the federal government sdlls property no longer
needed to thegenera public. Attherequest of State Fleet Management, Surplus Property
purchases vehicles to replace dtate vehicles that have been damaged or destroyed. In
Fiscd Y ear 2002 the Department of Personnel & Administration paid $69,800 to Surplus
Property for vehicle purchases.

In Fisca Year 2002, State Fleet Management purchased seven federd fleet auction cars
from Surplus Property. Rather than resdlling the vehicles at the auction price plusafeeto
cover its reasonable adminigrative cogts, Surplus Property is charging State FHeet
Management market prices based on what Fleet is willing to pay. In tota, Surplus
Property charged State Fleet Management $14,700 more than it paid for the vehicles
resulting in an average markup of 27 percent. The per vehicle markup was as much as 50
percent in one case. We found that State Fleet Management was unaware that Surplus
Property was charging morethan itsreasonable costsincurred in supplying these vehicles.

Asabusiness enterprise, Surplus Property should betracking al direct and indirect costs
of engaging in used motor vehicle transactions, determining whether or not costs are
reasonable, and fairly dlocating those reasonable costs among the vehicles sold.
According to Surplus Property staff, one FTE makes gpproximately nine annud trips to
the federd fleet vehicle auctions to purchase vehicles. Expenses of gpproximately $410
per trip include hotel, car rental, and medls. In addition, Surplus Property contracts with
athird-party carrier to transport the vehicles back to the Denver warehouse, the cost of
which averages $275 per vehicle. Surplus Property staff told usthat for each vehiclethey
apply aminimum $1,000 discount to the suggested retail price published by the Nationd
Association of Automobile Deders (NADA) in its annua Officia Used Car Guide.
However, we found no documentation describing the methodology for determining the
actud discount.
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Statutes at Section 17-24-106.6(2)(a), C.R.S., note that Surplus Property can only sl
surplus property through public auction or competitive seded bidding. Neither of these
methods is used when State Fleet Management purchases used federa vehicles from
Surplus Property. Instead Surplus Property sets the price and requires State Fleet
Management to pay that amount. We believe that Corrections needs to seek statutory
authority to acquire non-state surplus property, such as used cars, from external sources
for sdle to state agencies at a predetermined price. In addition, Section 17-24-112(1),
C.R.S, states that pricesfor Correctional Industries goods and services sold to the State
or its palitical subdivisons can not exceed the wholesale market price for like articles or
services. Surplus Property lacks documentation to ensure that the pricesit charges State
Fleet Management meet this requirement.

Recommendation No. 2:

The Department of Personnd & Administration and the Department of Correctionsshould
jointly develop an interagency agreement covering boththe sale of Satefleet vehiclesand
the acquisition of federa fleet vehicles, or seek awritten waiver from the State Contraller.

Department of Personnel & Administration
Response:

Agree. Implementation date: August 31, 2003. The Department of Personnd &
Adminigration, Divison of Centrd Services, Heet Management will work withthe
Department of Correctionsto develop an interagency agreement covering thesde
of fleet vehicles by August 31, 2003.

Department of Corrections Response:

Agree. Implementation date: August 31, 2003. The Department of Corrections,
Divison of Correctiond Industries (Cl) shdl draft a service agreement for usein
documenting the authority delegated to it by State Fleet Management to sell State
Fleet Vehiclesand to acquireand inventory vehiclesfor saleto other governmental
and nonprofit agencies. Additiondly, the service agreement will be the vehicle
used to document our pricing agreement for acquisition and sale of vehicles.

Recommendation No. 3:

The Department of Corrections should establish and document a cost basis for fees
charged to State Fleet Management for the sale of dtate fleet vehicles via an Internet
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auction ste. Additionaly, the Department should ensure that its sales of used vehiclesto
State Feet Management meet statutory requirementsregarding sellingmethodsand pricing.

Department of Corrections Response:

Agree. Implementation date: August 31, 2003. The Department of Corrections
will establish and document a cost basis for the fees charged to State Fleet
Management in our Service Agreement. We shal aso ensure that statutory
requirements are met when salling purchased vehiclesto State Heet Management,
by the establishment of aCorrectiond Industries Auto Salesunit designated to buy
and sl on behdf of governmental agencies. This unit shdl abide by the
Correctiona Industries Statutes when developing our pricing structure.

Used Car Sales To Public and Private
Buyers

In addition to vehicle acquisitions on behaf of State FHleet Management, Surplus Property
purchases vehicles at the federd fleet auctions and sells them to other state agencies,
approved non-date entities, and the generd public. Surplus Property conducts this
business under the trade name Colorado Auto Sales.

State satutesalow SurplusProperty to acquiredonated federd surplusproperty, including
motor vehicles, for any state department, agency, school didtrict, city, loca government
entity, or political subdivison. Section 24-82-403, C.R.S,, authorizes Correctiona
Indugtries to participate in the federal government's program to distribute unneeded
property to the states under subsection 203(j) of the Federal Property and
Administrative Services Act of 1949. However, according to afederal surplus property
representative, few good-quality vehicles are available through the donation program.
Insteed, the federd government sells most of its surplus vehicles through the federa fleet
auctions in hopes of generating a higher price. These auctions are authorized by other
parts of the Federal Act, not the donation program under subsection 203(j). Therefore,
in order to obtain operative vehiclesfor state agencies, Surplus Property makesitsvehicle
purchases through the federd fleet auctions. No Colorado statute specifically authorizes
Surplus Property to engage in the business of buying used motor vehicles and resdlling
them to public and private entities. Such activities do not involve the sdle or digposa of
surplus state property and they are not covered under the federal donation program.

Surplus Property sells vehicles to sate agencies, qudified buyers, and the generd public.
Surplus Property'squdified buyersincludeloca governmentsand privatenonprofit entities,
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such as medical facilities. Staff explained that many vehicles are purchased based on
edimating future sales opportunities and are not based on a specific agency request. For
Fiscal Year 2002 we found 55 transactions involving sades of motor vehicles to entities
other than State Fleet Management. Of this number, 27 were sold to State agencies and
locd governments, and 28 were sold to the genera public. In other words, Surplus
Property has established a used-car business and is competing with the private sector.

We found that Surplus Property is disproportionately making profits from state agencies
as compared to non-state buyers. InFisca Year 2002, sdesfrom al used vehicles sold
by Surplus Property, including those to State Fleet Management, generated $68,300 in
profit. Of thisamount, $10,400, or roughly 15 percent, came from vehicles sold to non-
state entities including the genera public. Correspondingly, Surplus Property earned the
remaining 85 percent of its profit, or $57,900, from sdesto state agencies. In one case,
Surplus Property charged astate agency 126 percent of the federd fleet auction price. In
another case, Surplus Property took aloss of 54 percent on avehicle. We caculated that
the average percentage markup for sdes to state agencies, including State Fleet
Management, was 22 percent per vehicleasopposed to 5 percent to non-state entitiesand
individuals Section 17-24-112(1), C.R.S,, limits the price charged to the State and its
politica subdivisions for Correctiona Industries goods and services to the wholesde
market price. Surplus Property lacks the documentation needed to ensure compliance
with this requiremen.

According to Section 12-6-102 (17), C.R.S., the sdle of three or more motor vehiclesin

one year with the intent to make amonetary profit crestes the presumption that the sdller

isengaged inthebusinessof selling used vehicles. Section 12-6-102(20), C.R.S,, requires
that persons operating a used-car business be licensed. Although it sells upwards of 60
vehicles per year to approved agencies and the genera public, Surplus Property is not

licensed asaused car deder. The deder licensing statutes contain an exception for public

officids engaged in their officia duties. 1t appears that express statutory authority to sl

motor vehiclesisrequired in order to qualify for this exception because statutes, Section
24-30-1104(f), C.R.S,, dready desgnate State Fleet Management within the Department

of Personnd & Adminigtration asthe State's officia buyer and sdller of cars. Itisunclear

whether the statutes governing used-car dedler licensing anticipate the licensing of a
business operated by a state agency, such as Correctiona Industries.

While the practice of buying and sdlling used-motor vehiclesisnot expresdy authorized as
asurplus property activity, Correctiona Industries has generd authority to undertake new
business activitiesif gpproved by the Correctiona Industries Advisory Committee. Given
the regulatory requirements and the inherent risk of losng money sdlling used-motor
vehides, we question whether this business makes sense from either a financid or a
business perspective. Statutes governing Correctiona Industries, 17-24-104(3)(a),
C.R.S, require that "before any industry is established to utilize the services of prisoners,
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the advisory committee shdl consder the feasihility of establishing such industry and the
effect of such establishment on smilar indudtries dready established in the Sate.” The
profits reported by Surplus Property for prior years may actually prove to be alossin
future years because it is unknown if the pricing methods used by Surplus Property meet
dtatutory requirements.

Correctional Industries should reevauate Surplus Property’s used-car sales program.
Correctional Industries needs to consder the program’s “effect on similar industries,”
whether the program results in providing learning opportunities for inmates, and whether
itisfinancidly viable. Correctiond Industries should obtain gpprovd fromits Correctiond
Industries Advisory Committee to continueto buy and sl used cars. Since the operation
of a used-car business involves datutory licensang requirements, we believe that
Corrections should seek specific authority from the General Assembly to operate a used-
car business. As part of thislegidative gpprova Corrections needs to determine whether
the Motor Vehicle Dealer Board hasthe authority to license aused-car business operated
by a gate agency or if it qudifies for an exemption. If Correctiona Industries receives
legidative approvd to operate a used-car business, then it must ensure compliance with
datutory requirements regarding sales methods and pricing guiddines.

Recommendation No. 4:

The Department of Corrections should seek specific approval from its Correctiona
Industries Advisory Committee aswell as specific Satutory authority to operate aused-car
busness. Legidative congderation should include whether or not a used-car business
operated by a governmenta entity needs to be licensed by the Motor Vehicle Deder
Board or is exempt from licensing requirements.

Department of Corrections Response:

Agree. Implementation date: August 31, 2003. Correctiond Industrieswill again
discuss the car sdles activities with the Advisory Board, as you request. Wewill
pursue, through communication with the Motor Vehicle Deder Board and the
Attorney Generd's Office, alegd opinion and recommended steps to mest the
State's licenang requirements for continuation of purchase and sde of used
vehicleson behdf of governmenta and nonprofit entitieswithin Colorado, including
subsequent sdle of unclaimed vehicles through the eBay auction process. If
deemed necessary, we would seek specific satutory authority to continue to
operate as such.
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Sales and Disposal of Computer Hardware

Each year, state agencies surplus computer hardware. \We examined the current methods
used by the State and its individua agencies to resdll or dispose of their surplus computer
equipment. When getting rid of surplus computer equipment, agencies, induding Surplus
Property, must comply with certain federd and ate regulations regarding the privacy of
persona information and the proper disposa of hazardous materid sincluding sometypes
of computer equipment. Release of confidentia information or improper disposa of
hazardous materials can expose the State to financid ligbility for violations of applicable
law.

Purging Confidential Computer
| nfor mation

We found that State agencies do not aways purge confidentia information from their
aurplus computers. State agencies use avariety of persond, nonpublic information when
assding ditizensand implementing programs. Examples of thistype of information include
socia security numbers, medica records, menta hedth records, and persond financid
information. Both federal and state laws expresdy protect the confidentidity of persond,
nonpublic information. For example, the Gramm-Leach-Bliley Act (Public Law 106-102)
requires financid inditutions to protect againg the unauthorized use of confidentia
cusomer information. The Hedlth Insurance Portability and Accountability Act of 1996
(Public Law 104-191) obligates health plans and hedlth care providers to prevent the
unauthorized disclosure of hedlth care service and payment information. There are also
severd date laws that protect nonpublic information. These include Sections 24-72-204
and 24-72-502, C.R.S., whichrequire state agenciesto devel op privacy policiesregarding
persondly identifiable information and detail specific grounds to deny access to such
information.  Sections 6-18-103, and 25-1-1201, C.R.S., adso protect the privacy of
identifiable hedth information and medica records.

We examined a sample of state computers waiting to be auctioned by Surplus Property.
We identified four computersthat till contained password protected operating systems.
We dso found two computersthat contained persond filesincluding onewith filesentitled
“midterm grades” These files may have been consdered confidential under Section24-
72-204(3)(a)(1), C.R.S., which prohibitstherelease of scholastic achievement information
to anyone but the person who earned the grades. Corrections' Adminigtrative Regulations
require state agencies to take appropriate action to ensure that persona information has
been removed from surplus computer equipment prior to giving it to Surplus Property.
However, Surplus Property does not check surplused computer equipment to verify that
the surplusing agency purged dl confidentia information. Moreover, Surplus Property
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does not take any action itself to clean the surplus computer equipment it receives before
it sellsthe systems to secondary users.

Even when date agencies atempt to remove confidentid information from surplus
computers, we found that the methods used may not effectively prevent unauthorized
access. We surveyed representatives of nine state agencies to obtain information on the
actions that they take to purge confidentia information from computers. The mgjority of
the agency representatives we spoke with stated that their agency smply reformats the
hard drive before transferring the computer. One representative from an agency handling
particularly sengtiveinformation stated that hisagency runsadisk operating system (DOS)
command to delete existing partitionson itssurpluscomputers. Our researchindicatesthat
these are the least effective methods for protecting against unauthorized access to
computer information. Reformatting or using the DOS command to delete partitions does
not actudly purge information from the hard drive. 1t amply creates new file dlocation
tables or diminates existing partitionson the hard drive. Computer expertswe spokewith
gated that while such practices may make access to data more difficult, it is sill possible
to retrieve information from the hard drive.

The U.S. Department of Defense's Clearing and Sanitization Matrix (DoD 5220.22M)
details compliant erasure procedures. According to the Matrix, a one-time overwrite of
the hard drive makes any information not eadily retrievable while a three-time overwrite
makes the information almost impossible to retrieve. We found this DoD standard cited
by numerous companies that offer software packages to purge confidentia information.
A DaD representative recommended that computers containing highly sengtive or secret
information be destroyed to provide a 100 percent guarantee that the information will be
protected from unauthorized access.

State agency representatives expressed frudtration over alack of guidance for properly
cleaning information from surplus computers. Although we identified severa companies
that offer reasonably priced software packages that meet the Department of Defense
standard for preventing the retrieval of confidentid information, we believe that a full
underganding of effective data erasure requirements demands detailed technicd
knowledge of thisissue. Individuasworking for the Governor’ s Office of Innovation and
Technology and the Divison of Information Technologies within the Department of
Personnel & Adminigration have this type of expertise. These two agencies should
continue their work on developing a statewide policy for purging confidentid information
from computer equipmen.
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Recommendation No. 5:

The Governor's Office of Innovation and Technology and the Department of Personnd &
Adminigtration should work with state agenciesto develop astatewide policy detailing the
acceptable methodsfor purging confidentia information from surpluscomputer equipment.

Governor’s Office of Innovation and Technology
Response:

Agree. Implementation date: December 31, 2003.

Department of Personnel & Administration
Response:

Agree. Implementation date: August 1, 2003. The Department of Personnel &
Adminigration, Divison of Information Technologies will work with the
Governor’s Office of Innovation and Technology to develop policies for purging
confidentia information from surplus equipment. In addition, the Department will
coordinatewith Correctiona Industriesin the devel opment of aservicefor purging
information as appropriate.

Computer Recycling and Refurbishing

State agencies surplusor dispose of obsolete or nonworking computer equipment. Certain
parts of acomputer's hardware contain hazardous waste, the disposd of which isrictly
regulated by dtate laws. For example, color computer monitors contain a significant
amount of lead while circuit boards and complex computer circuitry can contain lead,
chromium, and silver. Since computer equipment contains hazardous waste, U.S.
Environmenta Protection Agency guiddinesrequireagenciesto useduediligenceto ensure
that their surplus equipment is sold only to legitimate recyclers or reusers. The Colorado
Department of Public Hedth and Environment (CDPHE), which enforces sate laws that
implement federa requirements regarding hazardous waste disposal, recommends that
agenciesrequest documentation from reusersor recyclersregarding what will be donewith
the surplus computer equipment. For example, CDPHE representatives stated that
legitimate recyclers will be able to provide documentation on how they manage the
computers, how they are processed, and where various components are sent for disposal
or materias recovery. Pendlties for improper disposa of hazardous waste can be up to
$15,000 per day per violation in administrative pendties or $25,000 per day per violation
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incivil pendties. Generatorsof thewaste may aso beliablefor cleanup costs. Sincedate
agencies purchase much of their computer equipment rather than leaseit, the Sateislegdly
the "generator” of computer-reated hazardous waste and therefore has the responsibility
for ensuring that surplus computer equipment is disposed of properly.

We found that severd higher education ingtitutions surplustheir own computer equipment,
but a mgority of state agencies send their surplus computer equipment to Surplus
Property. We determined that surplus computer equipment handled through individua
state agencies and Surplus Property may not always be protected from improper disposal,
thereby exposing the State to potentid liability. For example, Surplus Property sdls most
of the computer equipment it receives either individudly or in large lots through monthly
public auctions. Surplus Property may mix working and nonworking computer equipment
in one auctionlot in an atempt to get rid of the equipment. We found that other agencies
as0 use public auctions to dispose of surplus computer equipment. Our discussionswith
gaff at both CDPHE and Correctionsindicate concern that the practice of auctioning large
lots of obsolete and unusable computer equipment may actually encourageillegad dumping
of that computer equipment. If illega dumping occurs, the State may be responsible for
future cleanup codts.

Correctional Industries has a good dternative to the current system of disposing of
computers through Surplus Property. Correctiond Industries could move the equipment
through its Computer Services Manufecturing, Refurbishing, and Recyding facility
(Computer Services). Staffed by inmates, Computer Services refurbishes surplus
computer equipment and sdlls it to nonprofit organizations and the generd public. In
addition, Computer Services recycles obsolete and nonworking computers and sdls the
individua parts to established waste management facilities or recyclers. The refurbishing
and recycling of used state computers maximizes their useful life and adso decreases the
likelihood that equipment will be improperly disposed of in landfills. Giving surplus
computer equipment to Computer Services aso would ensure compliance with the State's
policy of encouraging the reuse or recycling of state assets.

We found that Computer Services generdly sdlsitsrefurbished computer equipment at a
higher price than does Surplus Property. In the first quarter of Fisca Year 2003,
Computer Services earned approximately $5,000 selling 115 refurbished computers and
monitors. In addition, the average price of computers and monitors sold by Computer
Services refurbishing program was $44.00, or about $27.00 more than the average price
received by Surplus Property through its auctions. The differencein price semsin part
from the fact that Computer Services only sdlls working computer systems.  For those
computers that do not work or cannot be effectively refurbished, Computer Services
breaks them into component parts and recycles them. From the computer equipment
received in the first quarter of Fiscal Year 2003, Computer Services sold dmost 45,000
pounds of component parts for about $900. Computer Services transfers unusable parts



Report of The Colorado State Auditor 25

to legitimate waste management facilities or recyclers. Computer Services staff maintain
detailed records documenting from whom each piece of computer equipment wasreceived
and to whom each piece was transferred.

We believe that usng Computer Servicesto refurbish and resdl surplus computers offers
an opportunity to further maximize the State's investment in this equipment. As we have
already noted, refurbished computers tend to, on average, generate more revenue than
those computers sold by Surplus Property through public auctions. To expand the market
for these refurbished computers, Computer Services could work with Surplus Property to
sl these computers a the Denver warehouse. Currently, the refurbished computers are
only available & Computer Services Canon City location. We believe this joint effort
would increase the sdles of refurbished computers and would dso dlow Surplus Property
to replace some of therevenueit will 1ose by no longer selling surplus computer equipment
through public auctions,

Agencies that choose to continue to sell or digpose of their surplus computer equipment,
rather than giving it to Computer Services, must ensure that it goes to only legitimate
reusersor recyclers. Aswehavedready noted, thisincludesasking questionsof recipients
to determine how the computer equipment will be reused or disposed of. Since CDPHE
mantains the respongbility for enforcing Sate laws that implement federd requirements
regarding the disposal of hazardous waste including computer equipment, it needsto more
actively educate tate agencies regarding specific disposal requirements. CDPHE should
aso help sate agencies identify legitimate reusers and recyclers of computer equipment.
In addition, CDPHE needs to develop documentation guidelines that State agencies can
follow when disposing of computer equipment. These steps will help protect the State
from potentid ligbility for the improper digposa of computer equipment.

Recommendation No. 6:

The Department of Corrections should establish a policy that al surplus computer
equipment received by the Colorado Surplus Property Agency be given to the Division of
Correctiond Industries Computer Services Manufacturing, Refurbishing, and Recycling
fadility to refurbish or recycle. Refurbished computers should be availablefor saethrough
either Computer Services or the Colorado Surplus Property Agency.

Department of Corrections Response:

Agree. Implementation date: July 1, 2003. The Correctiona Industries
Computer ServicesUnitiscurrently well equipped to test, refurbish and/or recycle
al computer components, as well asto digpose of hazardous waste materids as
necessary. ThisUnit has aready established needed procedures for these tasks
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and has avalable cgpacity to expand this area immediately. Additiondly,
Correctional Industries Computer Services Unit would be willing to perform the
desred purging service for date agencies with minima charge, which would
eliminate the need to replicate the purchase of specidized softwarethroughout the
state. Correctiona Industries encourages the Colorado Department of Public
Hedth and Environment to consder directing al date agencies to use the
Correctiond Industries Computer Services Unit to provide this service.

Recommendation No. 7:

The Colorado Department of Public Hedlth and Environment should establish guiddines
for the proper digposa of computer equipment including:

a. Asading date agencies in finding legitimate reusers and recyders of surplus
computer equipment.

b. Providing state agencies with documentation guiddines for showing that they
exercised due diligence when slling or disposing of surplus computer equipment.

Colorado Department of Public Health and
Environment Response;

a. Agree. Implemented and ongoing. CDPHE has devel oped guideinesfor the
proper disposd and recycling of computer equipment, and, in addition, has
worked with aCathode Ray Tubeadvisory committee, created by C.R.S. 25-
17-105.5, in identifying resources available to industry, government, and the
public for proper digposd and recycling of computer equipment. The
guiddines include an Electronics Waste Compliance Bulletin, as well as
information on the Department website. CDPHE taff isprepared to serve as
atechnica advisor to the Department of Corrections and other State agencies
ontheseissues of proper disposa and recycling, including working with other
agencies to develop specificationsfor procurement of computer recycling and
waste management services. In addition, potential vendors for such services
are liged through links on the department's website to "Colorado Recycles'
and the Governor's Office of Energy Management and Conservation. Dueto
its regulatory role and the changing industry, the Department cannot
recommend specific vendors of these services.

b. Agree. Implementation date: December 31, 2003. The Department will
make this guidance available by December 2003
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Daily Warehouse Sales

The surplus property statute, Section 17-24-106.6(2)(a), C.R.S., requires Surplus
Property to dispose of used equipment through either public auction or competitive seded
bidding. Toincreasesaesrevenue, in Fisca Y ear 2003, Surplus Property initiated adaily
warehouse saesprogram. For itsdaily warehouse sales, Surplus Property determinesthe
price for each item, and the buyer must pay that price. State agencies, nonprofit
organizations, and loca governmentscan purchasetheseitemson afirst-come, firs-served
bass. We found that these dally warehouse retail sdles do not qudify as either a public
auction or a competitive sealed bid process because there is no advance notice to the
public of precisaly whet is offered for sdle on any given day. Nor isit clear that thissales
method is a more cost-effective approach than auctioning or soliciting bids for large lots

of property.

From July 2002 through November 2002, revenues from Surplus Property's daily
warehouse sales totaled $40,000, or about 8 percent of the almost $521,000 generated
through al sales of surplus property during that same time period. Since daily warehouse
sdes is a new sdes mechaniam, it is unclear a this point if this level of revenue from
warehouse sdes will be sustained.  Correctionadl Industries should undertake a
comprehensve andys's of the cost-effectiveness of its various sades methods, taking into
account the establishment of proper inventory and other controls including the need to
update its perpetud inventory on adaily basis. Thiswould dlow Correctiond Industries
to build asound business case in support of continuing to use each selling method including
the daily warehouse sdles. If this assessment demondtrates the cost-effectiveness of daily
warehouse sales and development of marketable skills for inmates, the Department of
Corrections should pursue statutory changesto permit thisoption. Inaddition, dl agencies
handling their own surplus property should be alowed by gtatute to utilize this additional
sdes method if it is proven cogt-effective.

Recommendation No. 8:

Correctional Industries should evauate the cost-effectiveness of continuing the daily
warehouse saes option, and if determined viable, the Department of Corrections should
seek amendments to the surplus property statute to authorizethis method of sdling surplus

property.
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Department of Corrections Response:

Agree. Implementation date: Review by December 31, 2003. Correctional
Industries will review this process by December 31, 2003 and make a
determination asto its continued viability, then will either seek statutory authority
or discontinue the practice.

Surplus Property Salesto State Employees

Section 17-24-106.6(2)(a), C.R.S., provides that “no public employee shal be entitled
to purchase any such surplus gate property.” It gppears that the Generd Assembly
intended to diminate potentia conflicts of interest and afford the generd public a fair
opportunity to obtain surplus property. SurplusProperty and other state agenciesenforce
the statutory requirement by displaying signs at the public auctions detalling the state
employee purchasing prohibition.

We surveyed seven other states regarding their surplus property programs. All of the
dtates we spoke with alow their state employees to purchase surplus property. Severa
states noted that state employees generate a significant portion of their state's surplus
property sales, especidly in the area of state fleet motor vehicles. Most of the states we
surveyed have some measures or safeguards in place to protect againgt possible
improprieties. Severa States have ether statutes or regulations which detail that any state
employeewhowasdirectly or indirectly involved with the purchase, disposd, maintenance,
or preparaion for sde of the surplus item is prohibited from purchasing that item.
Implementing similar safeguards in Colorado could address concerns regarding sdlling
surplus property to state employees.

As long as proper safeguards exist, dlowing state employees to participate in surplus
property salescould generate additiona revenuefor both Surplus Property and other Sate
agencies. Correctiona Industries should evauate the costs and benefits associated with
dlowing state employees to buy surplus property. The analysis should include the cost of
implementing effective safeguards to ensure the integrity of the process, based on
consultation with other states to identify best practices.
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Recommendation No. 9:

The Department of Corrections should:

a. Evduatethe costsand benefits of dlowing state employeesto participatein buying

surplus property aong with the generd public and, if determined gppropriate, seek
amendments to the surplus property statute to remove the current prohibition on
such purchases.

Amend its Adminidrative Regulations to implement the statutory change and
edtablish effective safeguards to protect againgt possible improprieties.

Department of Corrections Response:

Agree. Implementation date: September 30, 2003. CSPA will contact the State
Auditor’s survey respondents relating to revenue generated from vehicle sdesto
state employees and safeguards utilized to limit unfair purchases. CSPA will
review by September 30, 2003 existing Fiscd Rules and contact the Department
of Personnel & Administration and othersas necessary to coordinate such apolicy
change in an effort to mantan consgent sysems throughout Colorado
government. If prudent, wewill seek changeto the surplus property statute during
the next sesson of the Generd Assembly to enable such transactions.

Controls Over Surplus Property

We reviewed the interna controls over the surplusing of state property. We found a
fundamentd lack of controls resulting in Surplus Property’ sinability to reconcile incoming
and outgoing property and ensure that dl revenues generated through its sde of surplus
property are deposited into the Correctiona Industries Account.

We identified severd problems including:

Inventory Control. Surplus Property does not maintain an inventory of items
recelved. Agencies complete adeclaration form thet identifiestheitemsthey wish
to surplus by inventory or seria number, description, and condition. In order to
provide Surplus Property with an accurate list and description of al surplus
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property, theinformation required in the declaration form must be given to Surplus
Property whether the agency uses Surplus Property’ sservicesor sdlsor disposes
of its own property. Staff at Surplus Property dso use this form to gauge the
number of staff and inmates they need to pick up the property. We reviewed a
sample of declaration formssubmitted by agenciesfor both August and September
2002 and found that many agenciesfail to provide an inventory or seria number
for the surplus property items. Surplus Property accepts the incomplete
documentationand does not attempt to completeit. Asaresult, Surplus Property
cannot dways track surplus property using a specific inventory or serid number.

With outgoing property (sales or disposas), we found that Surplus Property does
not usetheinventory or serid number or other identifying information provided by
the surplusing agency when documenting the sale of surplus property. Insteed,
Surplus Property typicdly documentsthe sale usng a generd description of the
property. It appears that one reason agenera description is used is that Surplus
Property frequently groupslessdesrableitemstogether and sdllsthemin bulk lots
at its monthly auctions. Without documentation of sale or disposd, Surplus
Property cannot subgtantiate and vadidate its inventory. In addition, the lack of
contrals increasestherisk of errorsand irregularitiesand, in the case of hazardous
waste disposals (e.g., computers), can leave the State open to financid lidbility.
Findly, Surplus Property does not conduct ayear-end physical inventory of items
received againg items sold. The State's Fiscal Procedures Manua states that
inventories grester than $100,000 must be inventoried annually. In Fiscal Year
2002, Surplus Property generated $1.2 million through the sde of surplus
property. A year-end physica inventory would ensurethat al property that should
dill bein the warehouse can be accounted for and that no items are missing.

* Segregation of Duties. We aso found that there is no separation of duties for
tracking the property picked up from agencies and delivered to the centra
warehouse. Once the property reaches the warehouseg, it is Smply unloaded by
the same people who picked it up, and there is no independent centra receiving
functionto document receipt of each item. We found that Surplus Property has
established separation of duties regarding the collection and depost of revenues
generated through the monthly public auctions, Internet auctions, and daily
warehouse saes.

Given the potentid for errors and irregulaities in the trandfer of numerous items of
property, it is criticl to have in place basic controls for selling or digposing of surplus
property. Such datewide standards should include sound inventory controls,
documentation supporting financial transactions, and segregation of duties. Adequate
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controls would include countersigned shipping documents, centra intake and recording of
property received, separation of duties involving movement of property and handling of
money, and periodic independent reconciliation of records including year-end physical
inventory procedures.  Acceptable documentation would include complete identifying
information, such asan inventory or seria number for every item of surplused property as
wedl as the find destination of the property, and whether purchased or disposed of in a
landfill. Surplus Property should document specific sde information including the buyer's
name and the sdle price. Surplus Property aso needsto continue to retain documentation
regarding the amount of money generated through the sale of surplus property and how
that money was used. We bedlieve that such documentation standards will dlow the State
to adequately track what happens to its surplus property and accurately account for
dispositionof saeproceeds. Oncethese controlsare established, SurplusProperty should
publish uniform guidance to Sate agencies on effectively implementing their own control
systems for surplus property activities.

Recommendation No. 10:

The Divison of Correctiond Industries should ensure adequate interna controls over the
collection, sde, and disposal of surplus property. The Divison should then provide
guidance to state agencies regarding gppropriate controls for handling surplus property.
Interna controls should include:

a. Deveoping year-end physica inventory procedures.
b. Ensuring adequate segregation of duties.

¢. Reconciling amounts received to amounts deposited into the Correctiona
Industries Account.

Department of Corrections Response:

Agree. Implementation date: September 30, 2003. CSPA will develop written
procedures for conducting year-end inventories, segregation of duties, and
reconciliation into the Correctiona Industries Account at the State Treasury.
Additiondly, the CSPA will amultaneoudy post on itswebsite, guidance to other
agencies wishing to digpose of their surplus property.
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Surplus Property Fees

Due to statutory requirements, Correctional Industries requires its individua programsto
cover their operating costs and generate a profit. Until recently, however, the cost of
operating Surplus Property exceeded the revenues generated by the program. For
example, in Fiscal Y ear 2000, Surplus Property experienced aloss of amost $126,000.
Since Surplus Property provides vauable assistance to state agencies seeking to sdll or
dispose of their unneeded property, the Correctiona Industries Advisory Board required
Correctiona Industries to continue to operate the Surplus Property program even though
Corrections sought authority to terminate it. To make Surplus Property profitable,
Correctiona Industries has alowed it to charge avariety of fees. Asdescribed below, we
found problems with the fees charged.

According to Section 17-24-106.6(6), C.R.S., Correctiona Industries has authority to
“assess fees from the recipient of any surplus state property, which fees shal belimited to
reasonable adminidrative cogts of the divison incurred in effecting the collection of surplus
state property. All such fees shdl be credited to the surplus property fund.” We found
that Surplus Property does charge some fees to generate revenues, but these fees are
focused on the supplier of the surplus property and not therecipient. For example, Surplus
Property charges agencies a pickup and transport fee of $40 per hour. In Fisca Year
2002, Surplus Property generated approximately $11,200 in revenue through this pickup
fee. While we bdieve tha some fee for this service is judtified, the statute only dlows
Surplus Property to charge feesagaingt the* recipient” of surplus property, not againgt the
sdling or digposing agency. In addition, athough the Adminidrative Regulations indicate
thet thisfeeis basaed on vehicle, fudl, and labor costs, we found that thiswas not the case.
Surplus Property has never calculated its actual costs and therefore does not know if the
$40 fee reflects pickup and transport costs. Correctiona Industries needs to establish a
cost basis for its fees related to pickup and transportation of surplus property and seek
datutory authority to charge fees to the agency surplusing the property.

Surplus Property aso charges agencies who surplus their own property 10 percent of the
sale proceeds, even though Surplus Property provided no service. Surplus Property has
no statutory authority to levy afee on the sale of surplus property by other state agencies
in order to subsdize its overdl operation. Thisfeeisasoan arbitrary percentage without
any basisin actua cogts of running the program. In addition, the fee is rarely recovered
by Surplus Property. In Fisca Years 2001 and 2002, 19 auctions were held by state
entities and only 5 payments of this type were ever submitted to Surplus Property.
Correctional Industries needs to amend its Adminigtrative Regulations to diminate this
unauthorized 10 percent surcharge.
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Statutes require Surplus Property to create and maintain a perpetud inventory of surplus
state property and inform state agencies of the availability of such property. As we
previoudy discussed, we bdlievethat SurplusProperty should create aelectronicinventory
of the surplus property in its warehouse and place that information on the Juniper Vdley
Web site. Surplus Property would also ensure that eectronic links exist to the Web sites
of state agenciesthat handletheir own surplusproperty. Correctiona Industries may want
to congder the establishment of afeeto cover the cost of the crestion and maintenance of
the required perpetua inventory. Any such fee would have to based on reasonable
adminidrative cogs.

Recommendation No. 11:

The Department of Corrections should seek statutory authority to assess fees againg the
sdler or digposer of surplus property to cover the reasonable adminigtrative costs related
to the pickup and transport of surplus property.

Department of Corrections Response:

Agree. Implementation date: November 1, 2003. Correctiona Industries will
request an amendment to the Surplus Property statute during the next session of
the Generd Assembly, identifying CSPA as an operating unit within Cl and as
such shdl be a profit oriented entity.

Recommendation No. 12:

The Department of Corrections should establish proceduresto ensurethet al feescharged
by Surplus Property are based on documented, reasonable administrative costs.
Corrections should aso amend its Adminigtrative Regulations to diminate the 10 percent
surcharge againgt surplus property sales by other state agencies.

Department of Corrections Response:

Agree. Implementation datee August 1, 2003. CPSA will amend its
Adminidrative Regulation to diminate the 10 percent surcharge as recommended.
As discussed above, CSPA is an operating unit under Correctiona Industries.
We shdl seek darification during the next sesson of the Generd Assembly in the
Surplus Property statute which enables CSPA to operate as such. The current



A Correctiona Industries: Surplus Property and Furniture Production Performance Audit - June 2003

State Surplus Property statute is contradictory to the overal misson and statute
governing Correctiond Indudtries.
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Correctional I ndustries Furniture
Products

Chapter 2

Background

Correctional Industries operates asa TABOR enterprise. Its god isto generate enough
revenue to cover its operating costs, make capita investments, and partialy reimbursethe
Genera Fund for the use of inmate labor. Correctionad Industries employs about 1,200
inmatesin 43 separate businesses. Accordingto Section17-24-102, C.R.S,, Correctiona
Industries is meant to operate as a profit-oriented business. At the sametime, the statute
aso requires Correctional Indudtries to provide as many inmates as possible with
meaningful job training and skills to improve their future employment prospects.
Correctiona Industries representatives stated that due to these statutory requirements, in
generd, the individua businesses are expected to cover their costs and generate a profit,
but some may continue to operate even at a loss as long as they continue to provide
meaningful job skills to inmates. Between Fiscal Years 1998 and 2002, Correctional
Industries revenues increased 16 percent, but its overhead costs grew by 127 percent.
To continue to mest its statutory mandate to cover its costs and partidly reimburse the
Genera Fund, Correctional Industries needs to increase the revenue generated through
sales or decrease its expenditures and overhead codts.

Furniture Production

We examined the revenues and expenditures associated with Correctiond Industries
furnituremanufacturing shop because thereisagtatutory preferencethat state agenciesbuy
from Correctiona Industries. Section 17-24-111(1)(a), C.R.S,, requires state agencies
to purchase office furniture and office systems from Correctiond Industries. The only
exception to this requirement is if Correctiond Industries cannot produce the office
furniture or system at a comparable quality and price in atimely manner. In these cases,
agencies may seek awaiver that alows them to buy office furniture from another source.
The manufacture of office furniture and systems represents one of Correctiona Industries
largest manufacturing operations.  The furniture shop has seen itsrevenues decrease from
$5.4 millionin Fiscd Year 1998 to $3.7 million in Fiscal Year 2002. At the sametime,
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operating expenses have increased. Asaresult, the furniture shop experienced operating
lossesin both Fiscal Years 2001 and 2002. Thistrend is expected to continue in Fisca
Y ear 2003.

Correctiona Industries furniture shop is heavily dependent on purchases from Sate
agencies. Wefound that state purchasing agents are dissatisfied with thefurniture products
and office systems manufactured by Correctiond Industries. Surveyswe conducted with
asample of agency purchasing representatives indicated concerns regarding the cost of
officefurniture aswell asincong stent customer service. Wedso found that alarge number
of sate agenciescons stently seek waiversthat allow themto purchase officefurniturefrom
the private sector. Correctiona Industries representatives acknowledge that furniture
manufacturing revenues have decreased in recent years and that, overdl, the shop has
experienced operating losses. These representatives believe that despite the operating
losses the furniture manufacturing shop provides vauablejob skillsand training that cannot
be duplicated in a classroom setting.  Therefore, Correctiona Industries has made the
decison to continue operating this program. We bdieve, however, that Correctional
Industries needsto undertake an analysis of thefurniture purchasesby state agenciesto see
if opportunitiesexist for it to better meet the needs of state agencies. By meeting the needs
of state agencies, Correctiona Industries might be able to increase the amount of revenue
it generates through office furniture and systems sdes.

Analyzing Furniture Purchases

The New Century Colorado Final Report comments on the fact that the State lacks a
comprehensive integrated information system to support the procurement process. The
State's Bid I nformation and Ditribution System (BIDS) isaweb-based solicitation system
that must be supplemented by manua processes to enter purchasing documents including
purchase orders and payment vouchers into the Colorado Financia Reporting System
(COFRS). Asaresult, the New Century Colorado Final Report noted that the State
does not have aggregated information on commodity purchases, including officefurniture
purchases, to take advantage of volume discounts. We aso found that COFRS does not
record furniture purchases using one specific purchasng code, and this makes it difficult
to cdculatethetotad dollar amount spent on office furniture and systems by state agencies.

Correctiona Industries needsto work with the Department of Personnel & Administration
(DPA) to devise a method to andyze the State's overdl furniture purchases and use this
informationto better meet the needs of state agencies. Our work indicatesthat some state
agencies may be purchasing asignificant amount of office furniture from private vendors
without recelving the statutorily required waivers. Statutes require agencies to annudly
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report purchases from Correctiond Industries to the Joint Budget Committee (JBC) as
part of ther yearly budget request. We found that agencies are not complying with this
requirement. Combined with the fact that COFRS does not record furniture purchases
usng one purchasing code, it is unclear how much non-Correctiona Industries office
furniture and systems are purchased by state agencies each year.

Knowing the actud amount of office furniture purchases made each year by Sate agencies
would help determine whether enough potentia revenue existsfor Correctiond Industries
furniture manufacturing shop to operate without a deficit. 1t would dso tdll the Generd
Assembly the actud amount state agencies spend on furniture a both Correctiona
Industriesand private vendors. Such information could be used by Correctiond Industries
to analyze the needs of state agencies and develop product lines to meet those needs. It
would aso provideinformation onwhether volume purchases could be made, whichwould
save the State money. Findly, comparing the totd dollar amount of office furniture
purchased by date agencies with the amount purchased from Correctiona Industries
combined with approved waivers would tell both Correctional Industries and DPA
whether dtate agencies are complying with the statutory purchasing preference. Such
andyss isparticularly important for DPA when it conducts peer reviews of its delegations
to State agencies to ensure compliance with statutory purchasing requirements.

We believe DPA and Correctiond Industries should work together to modify the current
reporting requirement. In addition, DPA could develop specific codes for furniture
purchases to be used in COFRS and other agency accounting systems and encourage
agenciesto useit. These changeswould alow the development of aggregate data on the
State's furniture purchases and would give Correctiona Industries and DPA the ability to
andyze purchasing trends and needs as well as compliance with statutory requirements.

Recommendation No. 13:

The Department of Personnd & Administration and the Department of Correctionsshould
work together to develop amethod to track statewide office furniture and office system
purchases including those from non-Correctiona Industries sources. Once a tracking
method is developed, Corrections and DPA should andyze the resulting data to better
address the needs of the State and its agencies and to ensure compliance with statutory
purchasing requirements.
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Department of Personne & Administration
Response:

Agree. Implementation date: August 1, 2003. The Department of Personnd &
Adminigration will develop an additiond object code that will differentiate non-
cgpitd furniture from other non-capital equipment. Thiswill be implemented for
use during Fiscd Year 2003-04 for those agencies using COFRS.
Implementation of atracking system for higher education inditutions that do not
use COFRS as the primary accounting system will require a separate tracking
sysdem. The Department will coordinate with higher education ingtitutions to
fadilitate this tracking mechanism. In addition, when the Department of Personnd
& Adminidration, State Purchasing Office conducts peer reviews, the State
Purchasing Office will review alig of al office furniture purchases and determine
whether the agency has a corresponding waiver for those not purchased from
Correctiona Industries to ensure compliance with statutory requirements.

Department of Corrections Response:

Agree. Implementation date: August 1, 2003. The Department of Corrections,
Divisonof Correctiond Industries will work with the Department of Personnd &
Adminidgration to develop systems to (a) track by agency the tota dollar amount
of office furniture and office systems purchased, (b) track by agency the totd
dollar amount of waivers requested and approved by the Division of Correctiona
Indusgtries, and () track by agency the tota dollar amount of office furniture and
office systems purchased from the Divison of Correctiond Indudtries. We will
further complete the cycle by caculating the difference between the three
components, which may identify agencies who are circumventing the statutory
purchasng requirements, sharing the information between us and reporting the
results to the Legidative Audit Committee through the Committee's established
follow-up process.

Purchase Waiver Process

Section 17-24-111(1)(a), C.R.S,, requires state agencies to purchase office furniture and
systems from Correctiond Industries unlessthey obtain a waiver. According to Statute,
waivers should only be granted if Correctiond Industries cannot produce the office
furniture or system at acomparable qudity and priceinatimely manner. Thewalversoffer
vauable information to Correctiond Industries regarding the types of furniture items
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purchased from private vendors and the state agencies that would rather have their
furniture needs met by the private sector. We examined the waiver process to determine
if it meets statutory requirements. Wefound alack of standards regarding the request for
and gpprova of wavers.

The gatute gives the Department of Personnd & Adminigtration (DPA) the authority to
grant thewaivers. DPA ddegated thisauthority to Correctiond Indugtries, snceitismost
familiar with its own products and the time it would take to fill an order. However, there
isno written del egation agreement that detail sthe responsibilities of Correctiond Industries
and DPA. We bdieve that awritten delegation agreement is necessary. In addition, we
found that neither DPA nor Correctiond Industries has published any guiddines or
Adminigrative Regulations detailing when to use the waiver process or how Correctiona
Industries determines when to grant awaiver. We found that agency personne are unsure
of certain aspects of the waiver process. For example, agencies have differing definitions
of “officefurniture’ that impact their decisions about whether or not to seek awaiver when
purchasng certain items. Agency representatives a so reported not seeking waiverswhen
they purchase additiond items for which they have dready received a previous waiver.
Fndly, agency personnd surveyed gave differing views regarding whether a waiver is
required when the agency knows that Correctiona Industries does not manufacture the
needed furniture product. The lack of standards and varying agency perceptions may
mean that sgnificant amounts of office furniture are being purchased from private vendors
outside of the waiver process.

Correctional Industries approves the mgjority of waiver requedts that it receives. From
Fisca Year 2001 through the first quarter of Fiscd Year 2003, 15 dstate agencies
requested atota of 592 waivers representing dmost $1.7 million. Correctiona Industries
approved 503 (85 percent) totaling $1.4 million. This represents an estimate of dollars
spent by state agencies to purchase office furniture or systems from non-Correctional
Industries sources. Wereviewed asample of 74 waiver requests to determinethe reason
for Correctiond Industries approva or denid of the waiver. For the sample, we found
that severa of the waivers represented furniture that Correctiona Industries offered but
could not manufacture and ddiver in the requested time frame. We could not, however,
determine fromtheinformation provided onthewai ver request whether agenciesrequested
the waiver in atimely manner. In addition, the waivers do not include any information
about how Correctiond Industries decides whether or not it can fill afurniture order ina
timely manner. We aso found that Correctiond Industries granted atotal of 12 waivers
(16 percent) without gtating the reason. Therefore, we don't know whether granting these
requests met statutory requirements.
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We believe that DPA and Correctiond Industries need to modify the current waiver
process. Firs, DPA should develop a written delegation agreement authorizing
Correctiona Industries to grant or deny waivers and detailing any appea processes
avalable to sate agencies. Second, since state agencies have differing views regarding
whenawaiver may be needed, DPA and Correctiona Industries should work together to
develop written guiddines governing the waiver process. Guidelines need to include a
definition of "office furniture’ as well as sandards for whether or not awaiver isrequired
if Correctiond Industries does not make the furniture or the agency is purchasing the same
type of furniture for which it was previoudy granted awaiver. This would provide state
agencies with clear guidance about when to obtain awaiver. Inaddition, we believe that
waiver guideines should dso include a requirement that agencies submit waiver requests
for a et period of time prior to actualy acquiring the furniture. This might reduce the
number of purchases from private vendors due solely to Correctiond Industries inability
to meet the specified timeframes. Third, the guideines need to discuss enforcement of the
statutory purchasing preference. For example, agencies should be required to show that
if the furniture purchase exceeds $5,000 that the agency complied with statutory
requirements for documented quotes or competitive bids after receiving the waiver.
Walvers requests contain information on why an agency believes Correctiona Industries
cannot provide the needed office furniture including price quotes and specifications from
a private vendor. Without clarification agencies might believe the waiver gives them the
right to purchase from this vendor even if thetotal amount exceeds $5,000. In addition as
part of itspeer review to ensure compliancewith the State's purchasing requirements, DPA
needs to review a sample of waivers. Findly, Correctiond Industries should include
information on the waiver request explaining the reason for ether granting or denying the
walver.

We bdieve that improving the current waiver process through the development and
enforcement of specific guiddines will moreeffectively meet both the statutory preference
to buy office furniture from Correctiona Industries and the DPA's duty to approve
exceptions.  These changes would dso diminate the problems we identified with an
undocumented and standard-deficient delegation of waiver authority by DPA to
Correctiond Industries.

Recommendation No. 14:

The Department of Personnd & Administration and the Department of Correctionsshould
work together to devel op awritten delegation granting Correctiona Industriesthe authority
to grant or deny waivers. In addition, these two agencies need to develop specific
guiddines for the waiver process. These guiddines should include, but not be limited to,
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adefinition of "officefurniture,” detail sregarding which furniture purchasesmight be exempt
from the waiver requirement, the timing of waiver requests, and how the requirement for
awaiver will be enforced.

Department of Personne & Administration
Response:

Agree. Implementation date: August 1, 2003. The Department of Personnel &
Administration will work with Correctiona Industriesto develop aforma waiver
delegationby August 1, 2003. Thisdeegation will include requirements agencies
mugt follow in submitting waiver requests and guiddines for granting or denying
waivers. When conducting peer reviews, the State Purchasing Office within the
Department of Personnel & Adminigtration will review a sample of waivers to
ensure that agenciesfollow proper procurement procedures when not purchasing
from Correctiond Indudtries. In addition, the State Purchasing Office will include
information in its Basic Procurement Training course reminding agencies that a
Correctional Industries waiver triggers the requirement to select a vendor in
compliance with Title 24 vendor sdection methods.

Department of Corrections Response:

Agree. Implementation date: August 1, 2003. The Division of Correctiona
Industries will work with the Department of Personnd & Adminigration to
develop acomprehendvedefinition of officefurnitureand guidelinesfor thewaiver
process. Additiondly, the two agencies will develop written delegation to the
Depatment of Corrections, Divison of Correctiond Industries to grant or deny
waivers for furniture purchases on behalf of the Department of Personne &
Adminigretion.

| mproving Marketing Practices

Correctiond Industries produces over 5,000 individua office furniture products or
components. Correctiona Industries representatives maintain that it can produce any
office furniture item or system at comparable prices and qudity to that available through
the private sector. Correctional Industries also advertises its many value-added services
induding free pace design assistance, freefurniturerepair, online purchasing, and potentia
rebates. It has seven FTE dedicated to marketing and sdlling office furniture products
including working directly with representatives of individud State agencies.
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We found that state purchasing agents have anegative impression of thefurniture products
produced by Correctiond Industries. We surveyed purchasing agents from severa sate
agencies to determine product acceptance, customer service, and sales and marketing
efforts. Overdl, wefound that for avariety of reasonsthe purchasing agents we surveyed
generdly had a low opinion of both Correctiond Industries products and services.
Specificdly, these representatives commented that Correctiona Industries office furniture
and systemstend to be lower qudity but more expensive than smilar items available from
the private sector. In addition, five of the nine survey respondents stated that it takes
longer for Correctiona Industries to ddliver purchased products than it does for private
companies. Three agency representatives commented that contacts with their sdes
representativesareinfrequent, and one noted that the representatives do not follow through
when they promise to provide information. We dso found that some of the purchasing
agents we spoke with were unaware of Correctional Industries value-added benefits.
Hndly, two agency representatives reported that they only purchase furniture from
Correctional Industries because they are required by statute to do so. Correctional
Industries, through a combination of telephone surveys and survey cards, seeks customer
service information from the recipient of its furniture products. Our review of this survey
information shows that for the first three quarters of Fiscal Year 2003 Correctiona
Industriesreceived on averagea 17 percent responserate. Survey responseselicited very
favorable comments. Thisinformation may indicate adisconnect between state purchasing
agents who in many cases control furniture purchases and those individuas who actualy
use Correctiond Industries furniture products.

It is gpparent that Correctiona Industries current marketing efforts need to be improved.
Each year, sate agencies apply for waivers to purchase office furniture from the private
sector. According to waiver requests received by Correctiond Industriesin Fiscd Year
2002 aone, state agencies bought at least $500,000 worth of office furniture and systems
fromthe private sector. Correctiond Industries furniture shop is heavily dependent upon
purchases made by state agencies. Correctiona Industriesrepresentatives estimatethat 80
percent of dl furniture shop sales are to date agencies. The furniture shop has seen its
revenues decrease from $5.4 million in Fisca Year 1998 to $3.7 million in Fiscd Year
2002. Thefurniture shop experienced an overal operating lossof $745,000inFisca Y ear
2001 and lost an additional $205,000 in Fiscd Year 2002. Given the State's current
economic Studtion, it isunlikely that state agencies will be able to increase their furniture
purchasesin the next few years.

Correctional Industries needsto develop methodsto demonstrate the vaue of itsfurniture
through comparison with private vendors products and tracking itsfurniture repair history
to show that Correctiona Industriesfurniture lastslonger with fewer repairs. Correctiona
Industries can dso use its sdes information and the waiver requests to determine if
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additional types of furniture are needed. For example, agencies may be seeking lower-
priced items than are available through Correctiona Indudtries, indicating a need to
develop aline of inexpensgive office furniture. Correctiond Industries should aso expand
its marketing to eligible non-state agency customers to increase its sales and reduce its
dependence on state agencies.

Recommendation No. 15:

The Divison of Correctiona Industries should improve its marketing practices to better
meet the needs of Sate agencies. In addition, Correctiona Industries should increase its
marketing activities to non-gate agencies.

Department of Corrections Response:

Agree. Implementation date: July 1, 2003. The Divison of Correctiond
Industries will begin July 1, 2003 to andyze its current marketing practices and
identify improvements necessary to meet the needs of our customers. Wearenow
in the process of modifying our product offering aswel asworking to expand our
customer base to include non-state agencies.
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