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Mr. William F. Welch, Clerk ofthe Senate
State House, Room 335
Boston, MA 02133

Dear Clerk Welch,

Pursuant to M.G.L. Chapter 3, Section 63 as most recently amended
by Chapter 557 of the Acts of 1986, the Senate Committee on Post
Audit and Oversight respectfully submits to the full Senate the
following report: DOLLARS AND SENSE: The Need for Procurement
Reform in Massachusetts.

This report is based on research by the Senate Committee on Post
Audit and Oversight. The report provides an overview of how the
state purchases goods and services for more than 100 governmental
agencies. Through research and interviews the Committee discovered
procurement reforms that could save Massachusetts tens, if not
hundreds, of millions of dollars. Many of these initiatives have been
successfully implemented in other states as well as the private sector,
to reduce bureaucracy, duplication, and costs.

Respectfully filed by the Senate Committee on Post Audit and
Oversight:
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It shall be the duty of the Senate Committee on Post Audit and Over-
sight (established under Section 63 of Chapter 3 of the General Laws)
to oversee the development and implementation of legislative auditing
programs conducted by the Legislative Post Audit and Oversight
Bureau with particular emphasis on performance auditing. The Com-
mittee shall have the power to summon witnesses, administer oaths,
take testimony and compel the production of books, papers, docu-
ments and other evidence in connection with any authorized examina-
tion or review. If the Committee shall deem special studies or investi-
gations to be necessary, they may direct their legislative auditors to
undertake such studies or investigations.
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Director

Mary C. Turbert
Graduate Intern
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The Need for Procurement Reform in Massachusetts

Executive Sum.viary

With an annual budget of more than $23.1 billion, Massachusetts has
the purchasing power of a Fortune 500 Company but doesn’t use the
common sense procurement reforms adopted by other states and
private sector companies. Each year the state purchases thousands of
different goods and services everything from pencils to temporary
staffing to computers. But how efficient is our state government? Is
there coordination between the dozens of agencies, departments,
secretariats and commissions throughout the Commonwealth? Does
the state maximize its financial strength when negotiating with
vendors?

The operation of state and local government requires billions of
dollars of goods and services each year. The purchase of these goods,
also known as procurement, is managed by the Operational Services
Division (OSD), which contracts with thousands of vendors on behalf
of the state. The Senate Post Audit and Oversight Committee reviewed
how the state contracts with these vendors and what it pays for goods
compared to other states. The Committee determined that there is the
potential for tens, even hundreds, of millions of dollars in taxpayer
savings through procurement reform.

How does it work? Quite simply, Massachusetts is not getting the best
value for its dollar with private vendors. The state needs to improve
the coordination of purchasing for all government agencies, depart-
ments, secretariats, and commissions to ensure that it can maximize its
leverage for the best prices. For example, the state uses 13 different
vendors to purchase clothing and footwear for public sector agencies,
including seven that are not located in Massachusetts. By streamlining
the contracts and offering additional volume to vendors in exchange
for lower prices, the state can reduce costs and produce savings tor the
taxpayers. Massachusetts can also implement and expand reforms,
including use of procurement consultants, reverse auctions and equip-
ment warranty reform, which have produced substantial savings in
other states.

DOLLARS AND SENSE
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Below are some of the key Committee findings that identify how pro-
curement reform can lead to savings for the Commonwealth.

Kev Findings

• $250 million or more could be saved in Massachusetts through the
implementation of a comprehensive government-wide procurement
reform program.

• $4O million could be saved in 2004 through a pilot program in key
areas such as office supplies, information technology and temporary
staffing.

•Massachusetts does not get the best value on state contracts. For
example, the state currently pays up to $.60 for a light bulb, while
Virginia pays just $.24.

•The reform of maintenance warranties could save up to $5 million in
2004 in the higher education system alone and substantially more in
other areas of state government.

•Through better financial management, Massachusetts can eliminate
almost $1 million that was paid to vendors in late fees and interest in
2003 alone.

• The state could see savings of up to 20% on certain contracts by
increasing the use of “reverse auctions” to encourage increased
competition among vendors.

In 2000, government trade publications reported that states were
paying as much as 20% more for certain goods than private sector
companies, which often had less purchasing power. Since then, states
across the country have implemented procurement reforms to elimi-
nate unnecessary costs and improve negotiating leverage with ven-
dors. By coordinating state purchasing and renegotiating contracts, the
Commonwealth of Virginia was able to reduce the price of a light bulb
from $.37 to $.24. This appears insignificant until you apply the sav-
ings to tens of thousands of light bulbs each year. This program was
applied to key purchasing categories, including computers, copiers
and faxes, saving Virginia up to $23 million annually. Delawaie saved
almost 14% across more than a dozen key purchasing areas when
State Treasurer Jack Markell introduced the Partners in Procurement
program
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In the face of significant budget deficits and the prospect of either
increased taxes or service cuts, many state governments are re-
evaluating purchasing programs. Leading public policy organizations
have identified “smart procurement” as a key initiative by states to
help solve budget deficits. The Senate Post Audit and Oversight
Committee reviewed all state spending in Massachusetts and
researched other state policy initiatives in compiling this report. The
Committee recommends the implementation of the following reforms:

• Implement “smart procurement” reforms, including a review of the
procurement of goods and services, to ensure Massachusetts has
effectively identified and consolidated all purchasing volume.

• Work with industry consultants to analyze Massachusetts contracts,
benchmark value against other states, and assist in vendor negotia-
tions.
Initiate a Request For Proposal (RFP) for a pilot program to review
key purchasing categories, such as information technology, janitorial
supplies and temporary staffing, to provide immediate savings.
Expand the use of multiple-round RFPs and reverse auctions in the
state bidding process to increase competition among vendors and
deliver savings to the taxpayers.

• Review existing equipment maintenance programs and identify
opportunities for savings in state warranty agreements on IT,
printers, fax machines and other hardware.

These reforms will neither change state procurement laws nor lessen
the quality of goods and services the state purchases. This simply
combines the common sense purchasing concepts used by citizens
everyday with proven private sector techniques to ensure that Massa-
chusetts gets the best deal for its money. This entrepreneurial
approach to the way Massachusetts does business with the private
sector will result in tens, if not hundreds, of millions of dollars in
savings for the taxpayers.

"What is this procurement reform effort all about? Quite simply, it's
about paying less for goods of equal quality. Wouldn't your family
make a similar decision? ”

Jack Marked. Delaware Slate Treasurer
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With an annual budget of more than $23.1 billion, Massachusetts has
the purchasing power of a Fortune 500 Company but doesn’t use the
common sense procurement reforms adopted by other states and pri-
vate sector companies. Each year the state purchases thousands of dif-
ferent goods and services everything from pencils to temporary
staffing to computers. But how efficient is our state government? Is
there coordination between the dozens of agencies, departments, sec-
retariats and commissions throughout the Commonwealth? Does the
state maximize its financial strength when negotiating with vendors?

The operation of state and local government requires billions of dol-
lars of goods and services each year. The purchase of these goods,
also known as procurement, is managed by the Operational Services
Division, which contracts with hundreds of vendors on behalf of the
state. While there is one central purchasing agent for the state,
numerous guidelines allow the state’s more than one hundred different
agencies, departments, commissions, and secretariats to purchase
items in different ways and at different prices. Each of these entities
purchases goods through OSD, but according to their own needs. This
is important flexibility for each agency, but the state needs to gather,
analyze, and leverage all of this purchasing information to make sure
they are getting the best deal possible.

At a very basic level, state procurement reform is analogous to an
average family tightening its budget. The family must review in detail
how it spends its money before it can look for ways to save. For
example, if the family finds that each member is individually buying
cans of soda for lunch each day, it may opt to save money by pur-
chasing a case of soda at a discount at the beginning ol the week. It is
common sense that this is a more affordable approach to buying
goods. For this to happen, however, the family must communicate
about what soda they like, how much they drink, and how often they
want to buy it. State procurement is clearly more complex, but the
principles remain the same. Massachusetts can achieve savings by
improving coordination of state procurement to demand betlci pi ices
from vendors. For example, the state uses 13 different vendors to pur-
chase clothing and footwear, including seven that aic not located in

Introduction
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Massachusetts. By streamlining the contracts and offering additional
volume to vendors in exchange for lower prices, the state can reduce
costs and produce savings for the taxpayers.

In 2000, government trade publications reported that states were
paying as much as 20% more for certain goods than private sector
companies, which often had less purchasing power. 1 In light of
growing budget deficits, states across the country have implemented
procurement reforms to eliminate unnecessary costs and improve
negotiating leverage with vendors. The Senate Post Audit and Over-
sight Committee reviewed how Massachusetts purchases goods, what
it pays for goods compared to other states, and determined that there is
the potential for tens, even hundreds, of millions of dollars in taxpayer
savings through procurement reform.
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Similar to any private sector company, local, state and federal govern-
ment requires significant spending on goods and services for basic
operating needs. As with other states, Massachusetts uses a high quan-
tity of common items such as stationary, furniture, light bulbs, food,
telephones and fax machines. It also requires higher ticket items
including law enforcement vehicles, personal computers, and pre-
scription drugs for MassHealth residents. The Operational Services
Division (OSD) is the primary agency responsible for the purchase of
these goods, also known as procurement. The OSD, located within the
Executive Office of Administration and Finance, contracts with thou-
sands of vendors to facilitate state procurement. This agency is
responsible for most governmental procurement, including executive
branch agencies which comprise the majority of state spending.

In 1996, OSD began to work with the Office of the State Comptroller
(OSC) to improve the procurement process for state agencies. This
allowed the agencies more discretion in purchasing, while maintaining
oversight in OSD and OSC. These departments work with individual
state agencies to help them review procurement practices. OSD is cur-
rently assisting the Executive Office of Health and Human Services to
review purchasing strategies and data coordination for the agencies.

OSD is comprised of three procurement areas: Infrastructure and Sup-
port, Professional and Institutional Services, and Information
Technology. Within these three areas are 18 procurement teams that
communicate w ith the purchasing manager of each agency, identify
and screen potential vendors, and negotiate contracts for commonly
used goods and services. 2 To facilitate this process, the OSD maintains
the Commonwealth Procurement & Access Solicitation System
(Comm-PASS). Comm-PASS is a state website that serves as an elec-
tronic procurement clearinghouse. It is used by state purchasing
agents and current and prospective vendors as a single point of entry
for all state contracts, RFPs and procurement rules and regulations.
The OSD has recently made improvements to the Comm-PASS web-
site that will soon facilitate electronic bidder s conferences and online
solicitations for municipalities.'

Current System
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OSD is the primary negotiator of state contracts. Approximately 80%
of all procurement contracts in Massachusetts are called “master” or
“statewide” contracts and the rest are individual contracts negotiated
by agencies for specific needs. 4 Master contracts are high volume con-
tracts negotiated with vendors in exchange for pricing discounts. Pro-
curement managers in state agencies are able to independently pur-
chase goods and services using the pre-negotiated rates established in
the master contracts. Master contracts are widely utilized and
generally successful strategies for government procurement that take
advantage of volume discounts while allowing agencies discretion in
procurement decisions. 5 Of all state contracts, 91 % are under
$lOO,OOO but only accounts for 7% of total state spending. 6 This
indicates that there is a high-frequency of low-dollar procurement, and
the vast majority of state spending is through relatively few contracts.

To identify and solicit vendors for state contracts, the OSD initiated
STAR, the Statewide Training And Resources Exposition. This is a
vendor sponsored trade show that allows Commonwealth purchasing
agents to meet and review vendor products and services. There are
nearly 300 exhibitors at this conference and attendees may participate
in procurement workshops during the event. This is an important con-
ference, that provides interaction between purchasers and vendors and
expands knowledge of products on the market.

The procurement process begins when a state agency communicates a
purchasing need to OSD. All contracts are competitively bid upon, but
contracts of more than $50,000 are required to be posted on Conun-
PASST OSD then posts the goods and services needed and a time-
frame for bid submission. OSD is not required to notify vendors ol
posted RFPs, and maintains that it is “your responsibility to watch the
open solicitation postings”. 9 For a $2OO subscription fee, vendors may
elect to be notified by email of new RFP solicitations.

While there are a significant number of master contracts, state pro-
curement managers are not mandated to use them. For example, in
“emergency” or “incidental” circumstances of up to $5,000 purchasing
managers may buy goods from individual sellers without a competi-
tive procurement process. 10 An agency may order light bulbs from
Home Depot or even the local hardware store it necessary. In any
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circumstance when the individual procurement manager does not

purchase from a master contract, he or she must negotiate indepen-
dently with the vendor. OSD provides on-site technical assistance and
“best practices” guidelines on the website tor state purchasing
officials but maintains “it is your [the purchaser’s] responsibility to
maximize your use of statewide contracts by becoming an educated
purchaser. It is important that, as a purchaser, you understand what is
required from the contractor and where you have flexibility to nego-
tiate within the contract specifications.” 11

It is important that agency purchasing managers maintain some inde-
pendence and discretion in the procurement process, as they are most
familiar with the needs of their departments. However, the National
Association of State Procurement Officials (NASPO) states that these
managers need help keeping up with the rapidly changing market for
commodities. 12 For example, without assistance, these managers must
understand the latest pricing and performance benefits for hundreds of
different goods ranging from computers to bottled water. It is critical
that these agencies communicate with OSD to ensure that it is
utilizing all of the market and product information available to secure
the best deal for goods and services on behalf of the state.

Massachusetts has adopted regulations that allow it to purchase on a
“best value” basis, rather than lowest cost. This approach considers
the “total cost of ownership” of goods, including life cycle costs,
quality of vendors, maintenance, and technical support. 1 The tempta-
tion during an economic downturn is to purchase the least expensive
products, but many industry experts have shunned this myopic
approach. NASPO recently stated that “when you award a contract
based on the lowest bid, too often you end up with a product that is
low in quality, high in risk, and fails to meet the needs ol the
agency.” I '' In fact, many reports indicate that higher quality goods
actually save the purchaser money over an extended period. In these
cases the purchaser may experience lewer repairs, a longer product
duration, and better performance, which result in avoided costs.

Among other responsibilities, OSD administers sevcial impoitant
provisions to ensure fair contracting and equal opportunities foi all
in-state businesses. The agency oversees the Affirmative Maikcl Pro-
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gram with the mandate “to promote equality in the market and, to that
end, to encourage full participation of minority and women owned
businesses in all areas of state contracting.” 15 The State Office of
Minority and Women Business Assistance certifies businesses that are
eligible to receive consideration under this program. This program has
shown encouraging progress during the economic downturn with a
14% increase in expenditures on minority and minority owned busi-
nesses since 2002.“’ The OSD is also required to abide by the state’s
mandate to use recycled products and environmentally preferable
products and services (EPPs ). 17 Vendors that appropriately minimize
waste and promote the use of recycled goods are given preference in
the bidding process. These are important social protections in the state
procurement process and are instituted in the majority of state govern-
ments. 18

OSD and OSC have made important progress in procurement over the
past several years. The introduction and subsequent enhancement of
Comm-PASS provides an important electronic interchange for state
procurement, saving time and money. The best-value initiative and
quality assurance program are also important components to state
procurement. With relatively limited staff the agency has the signifi-
cant mandate to partner with more than 100 state agencies to under-
stand each one’s purchasing needs, identify appropriate vendors, and
compile data to ensure an efficient and accountable contracting
process. The reforms offered by the Committee are intended to com-
plement and expand on many of the efforts of OSD and OSC.
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Real Reform

The Committee's research on procurement indicates that state and
federal governments have been paying as much as 20% more tor
certain goods and services than private sector companies, which often
have less purchasing power. 1’ Corporate executives targeted procure-
ment as a high expense area and began implementing reforms years
ago. Abbott Laboratories implemented reverse auctions to increase
vendor competition and streamline their procurement system.’" In
2000, five leading health care manufacturers formed a purchasing col-
laborative for hospital supplies, resulting in cost savings and critical
new purchasing information. 21 In fact, thousands of businesses across
all industries have adopted reforms to reduce the time, cost, and risk
involved in procurement.

Now state governments are beginning to follow suit. Jack Marked, the
Treasurer of Delaware recently stated “How has the state improved its
purchasing? It’s not rocket science, but it’s also not by doing business
as usual. We’re following practices used in the private sector.” 22 In the
face of significant budget deficits and the prospect of either increased
taxes or service cuts, many state governments are re-evaluating pur-
chasing programs. Leading public policy organizations have identified
“smart procurement” as a key initiative by states to help solve budget
deficits.25 States across the country are analyzing how they purchase
goods and services and are looking for ways to eliminate unnecessary
costs and inefficiency.

In addition to saving money, NASPO stated that “these states send out
a positive message to the business community, showing how economi-
cally savvy they are, while governments that operate using decade’s
old procurement processes based on manual systems are less likely to

have such an impact”. 24 By demonstrating compatibility with the pri-
vate sector, Massachusetts can use a state of the art procurement
system to further improve its business-friendly environment.

The following are examples of how states have succeeded using these
reforms:
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Through the Partners in Procurement program, Delaware consoli-
dated the state’s health insurance plans and increased vendor compe-
tition to save approximately $lO million. It saved an additional $2.5
million on common procurement items such as computers, paper,
and office furniture. It has reduced costs for office supplies by
nO/ 25 26
iZVo.

Virginia announced a “spend management” program in July 2003
with projected savings of $25 - $3O million each year, including $6
million in office supplies alone. By coordinating state purchasing
and renegotiating contracts, Virginia identified the following sav-
ings: 27

- Staplers were reduced from $10.36 to $5.57 a 46% reduction.
- Light bulbs were reduced from $.37 to $.24 each a 43% reduc

tion.
Janitorial Poor wax/fmish was reduced from $60.30 per 5 gallon
supply to $47.80 a 21% reduction.
Desktop computers were reduced from $l,OOO to just over $BOO

a 17%> reduction.

The United States Navy streamlined their procurement process,
saving 29% in the procurement of ejection seat components and 22%
on “thousands of desktop computers, printers and laptops”. 28

The state of New York restructured its equipment maintenance war-
ranties to save 20% on piloted contracts. State officials are consid-
ering expanding this reform to more of the state’s estimated $750
million spent on warranty contracts, potentially saving the taxpayers
tens of millions of dollars.2l)

Missouri saved $lO million over 5 years by establishing a single
point of entry for all IT purchases. 30

Connecticut’s “Buy Smart, Buy Together” initiative has reduced the
cost of police cruisers by 13% and has saved the state $742,000.’

Wisconsin used reverse auctions to acquire reflective sheeting, the
metal used for license plates and traffics signs, and saved 20% ot the
total cost.32
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• A county in North Carolina had been buying ink cartridges locally
for approximately $ll each, but through procurement reform
reduced quotes by more than 40% to $5.95 each. 33

How does this work? There are numerous tools and reforms that states
have employed to find these savings, but they all focus on buying
smarter and improving the state’s purchasing power. There is no “one
size fits all” solution, as strategies must be designed around each
state’s particular procurement system. One key characteristic neces-
sary to successful procurement reform, however, is an objective
“out-of-the-box” approach to reforming the state’s business practices.

The following are some key examples of common procurement
reform strategies and tools:

Massachusetts has more than one hundred different governmental
entities including secretariats, departments, agencies, and commis-
sions, and each has different procurement needs and patterns. A
spending analysis will provide transparency into state purchasing,
including a review of each detailed product specification and contract.
Understanding exactly how and where the state is spending money is
a key to successful reform. With this information, a state can assess
where purchasing volume can be consolidated, which areas have too
many or too few suppliers, which contracts can be renegotiated, and
what areas are operating efficiently. For example, this process will
dissect “blanket” contracts with vendors in which a flat rate covers
several services. By itemizing each purchasing need, the state can
better quantify its expenditures and determine if it is receiving proper
value compared to other states. This information can then be parlayed
into more favorable contract terms with vendors and ultimately addi-
tional savings.

This analysis will also include an in-depth review of product specifi-
cations to make sure that purchasing is aligned with the state s needs.
For example, two different agencies may need oltice tile cabinets.
While the agencies may have identical filing needs, one may request a

two-drawer cabinet, while the other may request a three-drawer cab-

inet. This may require two separate contracts with different vendors

Spending Analysis
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and bidding processes, which results in additional bureaucracy and
ultimately lost purchasing volume. Once these inefficiencies are dis-
covered, the state can renegotiate contracts with vendors and demand
better prices. This process produces incremental savings for each item,
but when applied to billions of dollars in state spending it produces
tangible results. It was through spend analysis and reform that states
such as Delaware and Virginia have saved tens of millions of dollars.

Analysis of all state spending is clearly a very complicated and time-
consuming analysis. “The unique nature of government purchasing
and its correspondingly complex object codes had failed to provide the
state necessary insight into what it was buying and from whom”.34

Many states lack the available resources and expertise to perform this
task and have contracted with private sector industry consultants.
These firms generally operate on a guaranteed savings basis, in which
a savings target or threshold is agreed upon following a preliminary
review of state contracts and procurement practices. The firms work
closely with state procurement officials and, in many cases, assist in
the actual vendor negotiations to achieve the savings. Other states
have reported return on investment of up to 10:1 when using these
firms. 35 This process does not displace or outsource workers, it simply
empowers procurement managers with additional resources to gain
savings for the state.

As all states make substantial expenditures on computers, fax
machines, copiers, audio/visual equipment, and other electronic hard-
ware, there are very expensive warranty or maintenance agreements
needed. The companies that sell the equipment (e.g. computer
vendors) generally build the warranty agreements into the overall
purchase or lease price. The warranty work is then delegated to autho-
rized service providers at a lower rate, allowing the company a profit.

In response, several states have identified their equipment warranty
costs and worked with industry specialists to manage the equipment
maintenance program themselves. These states use a consulting firm
to develop the systems to track equipment maintenance, train staff,

and develop relationships with vendors. In doing so, the state can

eliminate the “middle man”, work directly with service providers (the

Warranty Reform
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same ones if desired) and achieve considerable savings. For example,
when a state purchases or leases copier machines, a warranty agree-
ment is generally included in the contract pricing. The consulting firm
would review the contract to determine the actual maintenance agree-
ments and then transfer these provisions to the state. The consulting
firm would work closely with the state to monitor all equipment
service needs and contract directly with the service providers to
ensure equal or better service for the state.

In addition to reducing equipment maintenance costs by as much as
20%, states that reform their warranty contracts have access to new
information about equipment maintenance costs. The consulting firm
provides the state with valuable equipment information, including
product durability and life cycle, which will improve future pur-
chasing decisions. Importantly, there is no interruption in services or
depreciation in quality, as the states often use the same service
vendors. The state of New York recently enacted these reforms and is
saving approximately 20% in several piloted program areas with no
change in quality of service.

Increasing Vendor Competition

State contracts can be much larger than private sector contracts and
are thus very desirable to vendors. State procurement officers must
therefore increase vendor competition for contracts, which drives
down costs and increases total value. One increasingly popular
method of doing this is through the use of the “reverse auction” and
multiple-round RFPs, which features one buyer and multiple sellers in
an electronic commerce bidding process. This begins when an agency
identifies a procurement need and posts an RFP on a website, such as
Comm-PASS. At this point, pre-approved vendors can view and
respond to competitor bids for a designated period of time. In this
process the vendors compete in a real-time, on-line auction to secure
the lowest qualified bid. Multiple round RFPs work in a similar
fashion. The state may re-submit an RFP alter vendors have aheady
placed bids, with the goal of obtaining a lower cost. In 2001, Massa-

chusetts initiated an RFP to begin reverse auctions that was imple-
mented in December 2003. In November, the contracts were released
and initial projections highlighted 20% savings on contracts lot snow

removal materials and sheet metal."’



20 | AprilSENATE —No. 2316

Also, increasing the number of vendors involved in the bidding
process is more likely to produce a vendor with low prices, quality
goods and a relationship that matches the state’s long-term procure-
ment vision. The state currently has several successful strategies for
identifying vendors, including the STAR exposition, but industry con-
sultants that work across the country can be an important asset to state
purchasing agents. Many of these consulting firms work with vendors
from other states and can increase the pool of bidders for state con-
tracts, which makes the procurement process more competitive.

The effective coordination of state purchasing is a key strategy to
increase competition among vendors and to save the state money. As
increased quantity produces new economies of scale for vendors, they
are apt to lower prices in exchange for a larger volume of goods. Cur-
rently, the state purchases almost exclusively through master
contracts, which allow important flexibility but do not always reflect
the volume of state purchases. By effectively identifying all of the
state’s volume, procurement managers can offer increased quantity in
return for bigger discounts.

15 states collaborated to form the Western States Contracting Alliance
(WSAC), which has secured steep discounts for goods and services.
Through this arrangement, the state of New Mexico has saved more
than $1 million per year on information technology purchases and
achieved discounts of 8% over customary large orders. 37 These
reforms to help states identify and maximize state purchasing leverage
have provided similar results.

For several years the Massachusetts Legislature has advocated for a
bulk purchasing of pharmaceutical drugs for state sponsored health
insurance programs. The Senate sponsored language in Fiscal Year
2000 budget that authorized the Secretary of Administration and
Finance to issue an RFP to establish a Pharmaceutical Benefit
Manager (PE3M) for the Senior Pharmacy Program, the Group Insur-
ance Commission, and the Medicaid program. 38 Despite similar
successful efforts elsewhere, this bulk purchasing directive was never
implemented by the Executive Office. Recently, the Administration
seized this idea and issued an RFP similar to the Legislature’s initial

Volume Purchasing
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budgetary language. 39 While the size of the potential discount depends
on the structure of the PBM and the formulary guidelines, even a
small percentage discount on the state’s $1.2 billion in drug expendi-
tures can generate significant savings.

These are just a few of numerous strategies employed to streamline
state procurement and save money for taxpayers. State procurement
reform consists of several principles and tools rather than one uniform
approach. The state must create true price transparency, so it may
understand its needs and adjust its expenditures. The state must
embrace electronic procurement strategies to reduce paper transac-
tions and costly bureaucracy while simultaneously generating
valuable procurement information. Massachusetts already has Comm-
PASS, a strong electronic procurement platform that can facilitate
much reform. It should continue to explore ideas such as online state
purchasing a pilot program implemented by OSD several years ago

that allows state managers to view and order products over the
Internet rather than through paper based catalogs. Finally, state man-
agers have to embrace the reform process and work with experts
outside of state government that can empower them to change archaic
procurement practices and produce savings for the taxpayers. The
Delaware Partners in Procurement program replaced the “culture of
buying” with a “culture of savings”. 40
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The Senate Post Audit and Oversight Committee conducted extensive
research on the Massachusetts procurement process and various
reform strategies. This process included a detailed review of the Com-
monwealth’s spending, interviews with private sector “spend manage-
ment” consulting firms, and research on reforms implemented by
other states. With this background, the committee found that procure-
ment reforms could provide the Commonwealth with tens, and
possibly hundreds of millions of dollars in savings.

• $250 million or more could be saved in Massachusetts through the
implementation of a comprehensive government-wide procurement
reform program.

• $4O million could be saved in 2004 through a pilot program in key
areas such as office supplies, information technology and temporary
staffing.

The reform of maintenance warranties could save $5 million in the
higher education system alone and substantially more in the judi-
ciary and executive branch agencies.

• Massachusetts currently pays up to $.60 for a standard light bulb,
which is more than double the $0.24 price paid by Virginia. This
indicates that Massachusetts may be able to improve the value it
receives for common goods and services.

• By continuing to improve fiscal practices, Massachusetts could elim-
inate almost $1 million in late fees and interest paid to vendors each
year.

• The state could see savings of up to 20% on certain contracts by
increasing the use of “reverse auctions” which encourage increased
competition among vendors.

Massachusetts currently has a solid infrastructure in place and, as

mentioned, has made valuable improvements to the procurement
process. Master contracts provide an important foundation for estab-

FINDINGS
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lishing leverage with vendors, but should not be considered a final
solution. Leading experts in state procurement have stated “while
master contracts are a grand idea, there is room for potential problems
with their overuse. Some governments have found themselves with so
many master contracts in place that they begin to lose their natural
efficiencies.”41 The Committee’s analysis indicates that there are many
reforms that can complement OSD’s efforts and the existing procure-
ment infrastructure, which would produce additional savings for the
taxpayers

The estimates of potential savings through procurement reform are
based on a review of Fiscal Year 2003 state spending as reported by
the Office of the State Comptroller. The Committee used conservative
estimates based on research of other state initiatives and interviews
with industry consultants. These assumptions were applied to the total
state spending categories and the savings were extrapolated. Total
state spending includes the state operating budget, trust fund accounts,
capital budgets, and federal grant programs. Therefore, while the state
budget is approximately $22 billion, the state actually spent or trans-
ferred more than $53 billion in FY2003. It is important to note the
distinction that the majority, but not all savings, will be realized in the
state operating budget.

Methodologies

Much of the state spending is not subject to procurement reform as it
is a direct payment, operating transfer, salary or pass-through cost
(such as Medicaid payments). For example, the state makes more than
$6 billion in intergovernmental transfers between agencies that cannot
be reformed. There is more than $5 billion in “cherry sheet” distribu-
tions that are direct cash payments to cities and towns. Also, more
than $3 billion in lottery prizes are awarded to citizens each year that
are not subject to this reform.

Therefore, the estimates used in this report are an extrapolation ot

“reformable” budget items using common results from similar initia-
tives, The Committee’s research and interviews indicate that other
states have utilized procurement reform to save as much as 32% in

office supplies, 10% in computer hardware, 13% in office lumituie,

14% in janitorial supplies, and 9% in lab supplies. The Committee
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understands that the OSC and OSD have made credible progress in
procurement reform and it is unlikely that Massachusetts will achieve
the same margins as other states. Accordingly, more conservative sav-
ings estimates were used for the implementation of similar reforms in
Massachusetts.

In the review of state spending, the Committee identified more than $1
million for late payments and interest charges to vendors. These
penalties and interest were paid by state agencies for non-compliance
with vendor agreements and state purchasing policies. The OSC’s
recent four-year effort to improve agency payments has resulted in a
91% on-time compliance rate.42 Most recently, the office issued a
memo to the entire state government relative to late payments stating
“departments are expected to take all steps necessary to ensure that the
Commonwealth’s obligations are paid on a timely basis”. 41

While this is a relatively small amount of money in relation to total
state spending, the success of procurement reform depends upon
aggregating as many savings opportunities as possible. The Com-
mittee understands that there are unavoidable instances, such as
department closings and intergovernmental transfers, which may
result in occasional late payments and penalties. The OSC however,
has undertaken a successful campaign to improve the state’s fiscal
policies in recent years and departments and agencies should work
closely with this office to further reduce these penalties.

During the investigation, the Committee discovered the state of
Virginia pays approximately $.24 for a standard 100 watt light bulb. 44

The Committee’s research of Massachusetts contracts for light bulbs
indicated prices for identical light bulbs ranging as high as $.47 or
$.60. While there may be some fluctuation depending on the size ot
the order, there is clearly a considerable discrepancy in this instance.
Virginia, with a state budget approximately half that of Massachusetts
and accordingly less negotiating power, is purchasing a common item
such as a light bulb for approximately one half the cost paid by
Massachusetts. 45

Late Payments

Purchasing Power
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Prior to the Fiscal Year 2004 budget deliberations, the Senate Com-
mittee on Post Audit and Oversight contacted a Massachusetts state
college to analyze the value of a pilot program. A review of these
agreements indicated the college can save between 15-24% on
warranty contracts for items such as printers, fax machines, laptop
computers, audio/visual systems, and copiers. In fact, an initial assess-
ment indicates that as much as $24,000 can be saved on telephone
equipment alone. It was determined that a limited program of reform
for one state college would produce savings in excess of $200,000. A
full implementation of this program through the rest of the higher
education system, including the University of Massachusetts system
and community colleges, could easily achieve $5 million in savings
with no disruption in service or quality.

A study of warranty reform was included in FY2004 budget for both
the Board of Higher Education and the Massachusetts Trial Court. 46

Governor Romney vetoed the provision for the Board of Higher Edu-
cation stating “it inappropriately imposes legislative controls on exec-
utive branch management decisions”. 47 A study of a very limited
sample of trial court contracts indicated a savings of 24.7%. Specifi-
cally, the savings on maintenance contracts included: 48

Printers 17%reduction
• Notebook computers 24% reduction
• Servers, Networks, Controllers 22% reduction
• Audiovisual Systems IB%> reduction
• Telephone Switches & Telephones 24%> reduction
• Library Equipment 15%reduction
• Copiers 20% reduction
• Fax Machines 18% reduction
• Security 18%reduction

Vending and Dining Hardware 19%reduction
Facility Related Equipment 18%j reduction

• Mail Equipment 18% reduction

The state of New York successfully implemented this program in 2002
and has expanded roll-out to several key agencies since then. Ihe

Office of General Services (OGS), Division ol Motor Vehicles, SUNY

Warranty Reform
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Stonybrook, Department of State, Division of Housing and Commu-
nity Renewal, Technology & Academic Research and Environmental
Facilities Corporation, and the Division of Criminal Justice all cur-
rently participate in this program and have realized savings of approx-
imately 20% on warranty costs. Several other agencies, authorities and
public benefit corporations have recently expressed interest in this
program. This program is voluntary to state agencies, but includes
incentives such as a percentage of retained savings, that have enticed
agencies to participate. 49 “This is a program that if successful, could
save the State millions of dollars in service contract costs,” OGS
Commissioner Kenneth J. Ringler, Jr. said. “Governor Pataki has con-
tinually urged State government to find ways to cut costs, while main-
taining the same level of service. This program is helping achieve
those goals.” 50
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Recommendations

1. Massachusetts should implement procurement reforms that will
leverage the states purchasing power to achieve savings for the
taxpayers. A comprehensive review and reform of government
spending will help maximize leverage with vendors and secure
quantifiable savings. This process should include benchmarking
contracts against other states and identifying new relationships
within and outside the Commonwealth to expand leverage and pro-
duce savings. The state should review and renegotiate contracts, as
applicable, to leverage this information and any new efficiencies.

2. The state should deploy new, and expand existing, strategies to
increase vendor competition, including reverse auctions and mul-
tiple-round RFPs. These strategies have proven successful in cre-
ating savings in the private sector as well as state and federal gov-
ernment. The state has recently shown promising results with
reverse auctions, and the expansion to other areas should provide
“hard dollar” savings.

Massachusetts should reform warranty agreements for state equip-
ment maintenance contracts. The Committee’s research of warranty
reform and an initial review of two state agencies’ contracts indi-
cate potential savings for the Commonwealth. New York has
implemented this program in several key agencies and is realizing
savings of approximately 20% on state warranty contracts. The
administration should issue an RFP for a designated agency as a
pilot program to begin warranty reform.

4. The state should issue an RFP for private sector consultants and
industry specialists to examine state spending and implement pro-
curement reforms. Massachusetts procurement officials may not
have the industry expertise or resources available to conduct the
detailed analysis required for complex procurement reform. Many
states have successfully contracted industry consultants to provide
spending analysis, benchmarking, quantification ol savings, imple-
mentation of reforms, and even vendor negotiations. 411656 hints
are able to provide real dollar savings in a timely fashion that can

be applied in the current budget process. I hese consulting films
should be paid on the basis of guaranteed savings to minimize the

state’s risk and increase incentives for savings and reform.
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5

6

7

Initiate a pilot program ofseveral key categories, such as informa-
tion technology, office supplies, and/or temporary help to provide
immediate savings. Prior to the full-scale implementation of pro-
curement reform, the Commonwealth should consider initiating a
pilot program in key areas such as office supplies and information
technology. This can be designed and executed within several
months, providing immediate savings to the taxpayers and estab-
lishing the viability ofreform for other areas of government.

Procurement reforms should not change any statutes, particularly
as they relate to minority and women owned business, and environ-
mentally preferable goods. The state has implemented important
provisions to ensure equality and environmental consideration in
the state procurement process. These are important social consider-
ations that exist in many other states, and should not be compro-
mised by procurement reform. The state should continue to work
with Massachusetts vendors, and should maintain the current
provisions for minority owned businesses and other special
considerations.

Massachusetts should continue to purchase services on a “best
value” approach that includes an assessment of the total cost of the
goods. While there is a natural tension between lowest price and
best value, it is important to consider other factors of purchased
goods including life cycle costs, quality of vendors, and technical
support. 51 While the state has tremendous budgetary concerns,
accepting the lowest bid may result in poor quality goods and
services that ultimately cost the Commonwealth more money.
Therefore, cost should not be the sole consideration in procurement
reform or any negotiations, bids or policy changes.
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