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Auditor of State David A. Vaudt today released a report on a Review of Statewide 

Procurement.  The review included contracts established between July 1, 2007 and 

December 31, 2008 and more recent activity for certain contracts.  The review was 

conducted in accordance with Chapter 11 of the Code of Iowa to determine the effectiveness 

of contracting controls and procedures associated with providers which have contracts with 

the Department of Administrative Services (DAS) to provide goods and services to multiple 

state agencies.  In addition, the review included evaluation of the effectiveness of the 

statewide contracts, referred to as master agreements, and the oversight performed by DAS. 

According to the DAS website, DAS has approximately 530 active master 

agreements and provides procurement services for 17,000 state employees representing 41 

state agencies.  Master agreements are defined in the Iowa Administrative Code as 

contracts competitively awarded which establish prices, terms and conditions for the 

purchase of goods and services of general use.  Master agreements were designed to 

expedite procurement by allowing state agencies to utilize them instead of conducting 

competitive bidding activities individually.   State agencies paid over $15 million in fiscal 

year 2008 to the 10 providers included in the review.   

In accordance with the Code of Iowa, DAS is required to procure goods and services 

of general use for all state agencies in the Executive Branch not exempted by law.  Contrary 

to these requirements, DAS operated under the premise state agencies have authority to 

procure services independently.  Therefore, DAS delegated oversight responsibilities for 

service procurements to state agencies.  Due to the lack of centralized oversight by DAS for 

service contracts, service contracts were the primary focus of the review.    

Vaudt recommended several improvements regarding the administration of master 

agreements and oversight activities related to statewide procurement at DAS and the 

participating agencies to ensure the proper use of master agreements and compliance with 

state guidelines.  Among the findings identified during the review were: 

• DAS did not have adequate internal controls over master agreements and did not 

adequately monitor activity against master agreements.  DAS established master 

agreements for services but delegated oversight of related procurements to state 



 
 

agencies, resulting in improper use.  In addition, state agencies utilized master 

agreement providers without verifying the terms of the payments were in accordance 

with the master agreements.  

• Some master agreements did not establish pricing.  In addition, some were not based on 

competitive pricing or negotiations.  As a result, state agencies using the master 

agreements purchase goods and services without competitive bidding procedures being 

performed. 

• Master agreements for certain goods and services were awarded to multiple providers at 

varying prices.  Some master agreements were awarded to all providers which submitted 

bids, regardless of pricing.  In these cases, master agreements often function as pre-

approved provider listings instead of competitively awarded contracts.  Current rules do 

not require competitive bidding procedures when using master agreements, which puts 

state agencies at risk they are not obtaining competitive prices when they utilize master 

agreements.  

• State agencies often operated under the assumption any purchases from the provider were 

covered by the terms of the master agreement if the provider had a master agreement.  

As a result, improper sole source orders were processed because they were not 

competitively awarded and were not in compliance with the terms of the master 

agreement.   

• Specific misuse of master agreements identified during testing included: 

o DAS misused a master agreement to procure software and associated services 

from a subcontractor to the master agreement provider at a cost of $253,677.00 

instead of conducting competitive bidding procedures. 

o The Alcoholic Beverages Division of the Department of Commerce misused 

emergency procurement authority and master agreements to procure significant 

construction services from 2 providers instead of conducting competitive bidding 

procedures.  Payments to the 2 providers totaled $2,118,788.10 and 

$398,007.83. 

o The Department of Corrections improperly referenced a master agreement to 

procure IT services and did not establish a contract with the provider.  From 

fiscal year 2000 through fiscal year 2010, the Department paid the provider 

more than $22 million without the benefit of a valid contractual relationship.   
In addition, the Department was initially entitled to receive 50% of all licensing 

fees the provider generated by selling certain software to other correctional 

institutions which the provider originally developed for the Department.  

However, the Department only received a few payments from the provider.  After 



 
 

multiple requests for an explanation, the Department produced a copy of an 

amendment canceling the Department’s rights to the licensing fees.  There was 

no accompanying support for the amendment and the amendment was not 

signed by the Director.  Instead, it was signed by the Assistant Director with the 

title “Director” shown below his signature.  The Assistant Director is now the 

Director of the Department.  The Department did not consult the Attorney 

General’s Office regarding the amendment as it did with the initial agreement.  

The cancelation of the initial agreement resulted in the loss of millions in 

potential revenues to the Department.  The current Director of the Department 

stated outdated programming language was the reason the Department was no 

longer entitled to half of all licensing fees.  However, programming language 

variances typically do not nullify copyright contracts.  Documentation was not 

sufficient to substantiate the Director’s explanation and he could not identify 

individuals with the State who could verify the explanation. 

o Several state agencies misused master agreements with targeted small 

businesses, which were limited to $10,000.00 per transaction.  The agencies 

split procurements to targeted small businesses in order to process payments in 

excess of the limitation. 

• Specific misuse of non-master agreement contracts identified during testing included: 

o The Department of Human Services misused emergency procurement authority 

to procure significant psychiatric services from 2 providers for an extended 

period of time. 

o The Human Resources Enterprise of DAS established statewide contracts for 

temporary staffing services.  However, the contracts established were not master 

agreements subject to DAS oversight.   

• Certain state agencies are exempt from centralized purchasing requirements even though 

the Iowa Administrative Code includes specific language which would permit exceptions 

to use of master agreements in certain circumstances.   

• Not all state agencies utilizing master agreements are required to pay fees to DAS.  In 

addition, the DAS fees are currently based on total payments to providers with master 

agreements, regardless of whether master agreements were actually utilized.   

• DAS currently retains a majority of provider rebate monies earned by state agencies when 

the state agencies procure goods and services from certain providers.    

On March 10, 2010, Governor Culver signed Senate File 2088.  The Senate File 

included new requirements for DAS regarding purchasing.  Although the outcomes of the 

new legislation were not included in our review, the results of the review lead to concerns 



 
 

regarding the potential implications of implementation of the Senate File.  Specifically, 

mandatory and/or increased usage of master agreements, as directed in the Senate File, is 

only effective if the master agreements have been established to ensure competitive pricing 

has been achieved.  As demonstrated in this report, master agreements need significant 

improvement in order for such requirements to be cost beneficial.   

The recommendations included in this report will improve the effectiveness of 

master agreements and statewide procurement controls and enhance the on-going efforts to 

identify potential cost savings in procurement and will help ensure state procurements 

result in competitive prices.   

A copy of the report is available for review in the Office of Auditor of State and on 

the Auditor of State’s web site at http://auditor.iowa.gov/specials/0960-8990-B0P3.pdf. 
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To the Governor, Members of the General Assembly 
and the Director of the Department of Administrative Services: 

In conjunction with our audit of the financial statements of the State of Iowa and in 
accordance with Chapter 11 of the Code of Iowa, we have conducted a review of the 
statewide procurement system, including master agreements established and administered 
by the Iowa Department of Administrative Services (DAS) and purchases made by state 
agencies.   

We reviewed selected purchases made by state agencies utilizing master agreements or 
providers used on a statewide basis for the period July 1, 2007 through December 31, 2008.  
The purchases reviewed were made during fiscal years 2007 through 2010.  We also 
reviewed policies and procedures followed by DAS at the time of our fieldwork and tested 
compliance with state procurement regulations as defined in the Code of Iowa, the Iowa 
Administrative Code and the Department of Administrative Services – General Services 
Enterprise Procurement Manual (DAS Procurement Manual).  In addition, we reviewed 
additional controls established in the Code of Iowa by Senate File 2088, a state government 
reorganization bill signed by Governor Culver on March 10, 2010.  In conducting our review, 
we performed the following procedures:  

(1) Interviewed personnel from DAS and selected agencies to obtain an 
understanding of procedures and internal controls over the use of master 
agreements for goods and services and evaluated the adequacy of the procedures 
and controls. 

(2) Reviewed master agreements between DAS and selected providers conducting 
business with multiple state agencies or providers with master agreements, 
including targeted small businesses, service providers and goods providers.  

(3) Reviewed the DAS-General Services Enterprise (GSE) Procurement Manual to 
determine the statewide policies established for procurement of goods and 
services, including, but not limited to, centralized procurement of goods and 
services, agency direct procurement of goods and services and required 
procedures for exemption from normal procurement procedures. 

(4) Reviewed statewide procurement regulations included in Iowa Administrative 
Code [11] Chapters 105, 106 and 107 and any other applicable laws, rules and 
guidelines related to procurement to obtain an understanding of applicable 
requirements. 

(5) Reviewed the DAS fee structure to determine how the oversight function of DAS is 
funded and to evaluate the fees and rebates utilized to fund DAS operations. 

(6) Evaluated multiple award and targeted small business master agreements to 
determine if competitive bidding procedures were properly completed. 
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(7) Examined selected transactions for agencies which process payments through 
Government Accounting Expenditure (GAX) forms only and transactions in I/3 
utilizing multiple provider codes based on risks discussed with DAS officials to 
determine whether the processing system allows for unapproved payments to be 
processed.   

(8) Evaluated selected contracts or provider relationships with state agencies to 
determine compliance with procurement requirements. 

(9) Evaluated new initiatives enacted in the Code of Iowa through Senate File 2088, 
the state government reorganization bill signed into law by Governor Culver in 
March 2010, to determine how the new initiatives would impact statewide 
procurement procedures. 

(10) Examined supporting documentation for selected purchases to determine 
compliance with state procurement regulations as defined in the DAS-GSE 
Procurement Manual and the Iowa Administrative Code.   

Based on these procedures, we developed certain recommendations and other relevant 
information we believe should be considered by the Department of Administrative Services, 
all participating state agencies, the Governor and the General Assembly.   

We extend our appreciation to the personnel of the state agencies reviewed for the courtesy, 
cooperation and assistance provided to us during our review. 

 DAVID A. VAUDT, CPA WARREN G. JENKINS, CPA 
 Auditor of State Chief Deputy Auditor of State 

 
May 2, 2011 
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Executive Summary 
State agencies spend millions of dollars each year procuring goods and services to operate 

and administer programs.  Especially during a time of economic strain, review of state 
procurement activities to identify potential cost savings is of particular value.  
Therefore, we conducted a review to assess statewide procurement activities and 
determine whether the State’s procurements are conducted as efficiently and effectively 
as possible. 

We conducted our review to determine the effectiveness of contracting controls and 
procedures associated with certain providers which deliver goods and services to 
multiple state agencies through contracts with the Department of Administrative 
Services (DAS).  The contracts DAS establishes for use by state agencies are called 
master agreements.  Our review also included evaluation of the effectiveness of DAS in 
its oversight role and the effectiveness of the master agreements DAS has established. 

DAS provides procurement services, including establishing and managing master 
agreements for goods and services of general use by state agencies, through the 
Procurement Services Division of the General Services Enterprise (GSE).  According to 
the DAS website, DAS provides procurement services for 17,000 state employees 
representing 41 state agencies.  In accordance with the Code of Iowa, DAS is required to 
procure goods and services of general use for all state agencies in the Executive Branch 
not exempted by law.  General use goods and services are those which meet the needs 
of multiple state agencies.   

According to the DAS website, DAS has approximately 530 active master agreements 
covering a wide range of goods and services of common use.  A master agreement is 
defined as “a contract arrived at competitively which establishes prices, terms, and 
conditions for the purchase of goods and services in common use.”  The primary 
purpose of master agreements is to provide pre-established contracts for state agencies 
to utilize which DAS has established in a competitive manner.  State agencies may 
purchase from a master agreement without conducting further competitive procedures 
and have unlimited authority to procure goods and services through utilization of 
master agreements.  

In accordance with the Code and the corresponding Iowa Administrative Code (IAC), DAS 
is required to procure goods and services of general use for all Executive Branch 
agencies which are not exempted by law.  Contrary to these requirements, DAS operates 
under the premise state agencies have authority to procure services independently.  
According to DAS officials we spoke with, services, by nature, are specific to each state 
agency’s specific needs.  As such, DAS has delegated oversight responsibilities for 
service procurements to state agencies.   

A DAS official we spoke with stated service procurements are to be established by each 
state agency in accordance with Executive Order 50, which has been in effect since 
January 12, 1983.  Therefore, DAS has not monitored the procurement activity of state 
agencies for services.  However, Executive Order 50 specifically names DAS as the 
agency responsible for adopting rules for procurement of services.  Therefore, DAS is 
responsible for providing oversight of procurements of services made by state agencies. 

In the event state agencies require goods or services specific to the agency which are not 
covered by a master agreement, the state agencies are permitted to procure goods and 
services valued up to $5,000.00 per transaction independently.  However, specific rules 
for procurement apply.  Purchasing agents not using master agreements are required to 
conduct competitive procurement procedures to purchase: 

• All goods, regardless of value and 

• All services which are equal to or greater than $5,000.00 ($15,000.00 for 
multiyear service agreements). 
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During the process of selecting providers and state agencies to include in the review of 
procurements, we reviewed the state payment database and current master agreement 
listing.  Based on that review and our evaluation of current controls and processes, we 
determined service contracts would be the primary subject of our review.  Testing 
procedures included review of master agreements and/or payments associated with: 

• A selection of 10 service providers and a total of 24 state agencies which utilized 
the service providers, 

• A limited selection of goods providers,  

• A limited selection of master agreements awarded to multiple providers, 

• A limited selection of master agreements awarded to targeted small businesses 
and 

• A judgmental selection of payments brought to our attention due to specific issues 
identified during our review. 

Findings Highlights 

As a result of our review, we identified several concerns regarding current procurement 
practices and believe improvements to address those concerns could significantly 
improve the effectiveness of statewide procurement.  Due to the number of findings 
identified, we have summarized the most significant below.  Additional findings and 
details regarding the review are contained in the body of this report. 

The findings, as shown below, are listed by category.  More detail regarding each of the 
findings is included in the Findings and Recommendations section of this report. 

Establishment of Master Agreements 

• Master agreements included in testing did not always establish pricing upon 
which orders were based.  Therefore, providers were not always held to specific 
pricing established by the master agreement.  There is significant risk in utilizing 
these master agreements because state agencies believe the prices have already 
been competitively established and the providers have sole discretion over the 
pricing they offer.  In fiscal year 2008, we identified millions in payments to 
providers from state agencies using master agreements which did not establish 
pricing. 

• Master agreements entered into by DAS were not based on competitive pricing or 
negotiations.  For example, many master agreements in our review were awarded 
to most or all participating bidders, regardless of pricing.  We found little evidence 
DAS conducted negotiations on the master agreements we reviewed.  In addition, 
DAS sometimes awarded master agreements after attempting to get competitive 
bids rather than actually receiving competitive bids. 

• Master agreements for the same goods or services were awarded to multiple 
providers at varying prices.  Some master agreements were awarded to all 
providers which submitted bids, regardless of pricing.  For example, DAS solicited 
bids and received 7 responses from providers to provide building and automation 
products and services.  All 7 providers were awarded a master agreement despite 
the varying price structures each provider quoted.  State agencies could then 
utilize any of the 7 providers, even though pricing varied significantly among the 
providers.  The provider’s master agreement most state agencies used to procure 
these goods and services did not provide the most competitive rates. 
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• Master agreements established with targeted small businesses did not establish 
competitive prices.  DAS officials stated master agreements with targeted small 
businesses are used to give the businesses visibility and state agencies are 
responsible for determining price reasonableness.  This practice is inconsistent 
with the purpose of master agreements. 

• DAS does not have buying leverage in negotiating master agreements because use 
of the master agreements is not mandatory for state agencies.  DAS officials stated 
providers are not motivated to provide deep discounts because sales volumes are 
not guaranteed. 

• Master agreements often function as pre-approved provider listings instead of 
competitively awarded contracts.  DAS recommends state agencies conduct 
competitive bidding procedures among certain master agreement providers.  In 
addition, DAS has established internal policies to conduct competitive bidding 
among architect and engineering providers who have already been awarded master 
agreements.  This illustrates DAS recognizes the master agreements may not 
provide the best pricing state agencies may be able to obtain.   

• Based on these findings, master agreements do not necessarily provide the most 
competitive pricing available and often do not meet the definition in the IAC, which 
defines master agreements as contracts “arrived at competitively.”  

Use of Master Agreements 

• State agencies misused master agreements by using them for orders not of general 
use or by using them to justify procurements from providers which were not in 
compliance with the terms of the master agreement.  These orders are improper 
sole source orders because they are not competitively awarded and are not in 
accordance with the terms of the master agreement.  For example, we identified a 
significant number of orders processed for a lump sum cost which was not 
itemized to detail the specific goods and services ordered.  Therefore, the goods 
and services ordered could not be verified to be priced in accordance with the 
master agreement.   

• State agencies used master agreements for services to procure goods not 
addressed in the master agreement.  Many master agreements for services also 
contain language to allow for goods at cost plus mark-up.  However, the provider’s 
cost and the mark-up rate is not readily available.  Agencies purchasing goods 
through master agreements for services do not have adequate information to 
confirm prices are in accordance with the terms of the master agreement.  
Further, since the goods are not the primary item covered by the master 
agreement, it is not clear prices are competitive. 

• DAS misused a master agreement to process an order for software with a master 
agreement provider’s subcontractor instead of conducting competitive bidding 
procedures.  The software and associated services cost $253,677.00 in the first 
year. 

• The Alcoholic Beverages Division of the Department of Commerce misused 
emergency procurement authority and improperly referenced master agreements 
to procure significant construction services from 2 providers instead of conducting 
competitive bidding procedures.  Total related payments were $2,118,788.10 and 
$398,007.83, respectively. 

• The Department of Human Services - Mount Pleasant Mental Health Institute 
misused emergency procurement authority to procure significant psychiatric 
services from 2 providers for an extended period of time instead of conducting 
competitive bidding procedures. 
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• The Department of Corrections improperly relied upon a master agreement to 
procure IT services and did not establish a contract with the provider.  From fiscal 
year 2000 through fiscal year 2010, the Department paid the provider more than 
$22 million to create and maintain the IT system.  The Department has since 
entered into a contract with the provider. 

In addition, the Department had a contract with the provider to share half of the 
fees generated by selling certain software to other correctional facilities beginning 
in 2000 since the Department was instrumental in creating the software.  
However, the Department did not receive its portion of the fees generated.  Upon 
request for an explanation, the Department produced a copy of an amendment 
canceling the Department’s rights to the licensing fees effective July 27, 2003.  
There was no accompanying support for the amendment and it was not signed by 
the Director.  Instead, it was signed by the Assistant Director at that time, but the 
title shown below his signature is listed as “Director.”  The Assistant Director who 
signed the amendment is now the Director.  In addition, according to a 
representative of the Attorney General’s Office, the Department did not consult the 
Attorney General’s Office prior to signing the amendment as it did with the initial 
agreement. 

The cancelation of the initial agreement resulted in the loss of millions of potential 
revenue to the Department.  The current Director of the Department stated 
outdated programming language was the reason the Department was no longer 
entitled to half of all licensing fees.  However, programming language variances 
typically do not nullify copyright contracts.  Documentation was not sufficient to 
substantiate the Director’s explanation and the Director could not identify 
individuals from the State who could verify his explanation. 

• Several state agencies split procurements from targeted small businesses into 
multiple orders to avoid the $10,000.00 single purchase limitation.  For example, 
the Department of Revenue made 3 purchases on the same day for chairs.  The 
payments totaled $26,332.00 and 2 of the orders processed were for $9,950.00, 
just under the single order limit.  The limitations are established to ensure larger 
purchases are made utilizing the benefit of competitive bidding procedures.  
Splitting procurements to avoid competitive bidding is improper. 

• Several agencies procured temporary staffing services improperly.  For example, 5 
agencies spent nearly $260,000.00 with Robert Half after making payments based 
on Robert Half’s pre-approved provider status, which only qualified Robert Half to 
be eligible for the opportunity to bid.  In addition, the DAS-Human Resource 
Enterprise (DAS-HRE) entered into a contract for temporary staffing for state 
agencies to use.  However, since DAS-HRE is not the DAS-General Services 
Enterprise, it should not have entered into the statewide contract.  No oversight 
was conducted over usage of the contract, resulting in multiple abuses of the 
contract. 

Procurement Oversight Responsibilities 

• DAS did not have adequate internal controls over master agreements and did not 
adequately monitor utilization of its master agreements. 

• DAS established master agreements for services but delegated oversight of 
procurements related to the master agreements to state agencies, resulting in 
significant misuse by state agencies. 

• Several state agencies were unnecessarily exempted from certain centralized 
purchasing requirements through DAS.  For example, the Department of 
Transportation, the Department for the Blind and the Iowa Communications 
Network were not required to pay the fees collected by DAS from all other state 
agencies for their use of DAS master agreements. 
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• State agencies utilized master agreements with providers without verifying the 
terms of the pricing were in accordance with the terms of the master agreements.  
If state agencies had performed due diligence to verify pricing was in accordance 
with master agreement terms and conditions, a majority of the concerns identified 
during testing could have been avoided. 

• Some exempt state agencies did not develop their own agency procurement rules 
to establish adequate internal controls and accountability. 

DAS Operational Funding 

• As previously stated, certain state agencies are arbitrarily not required to pay DAS 
master agreement fees, even though they utilize DAS master agreements.  For 
example, DAS officials stated certain non-exempt agencies are not required to pay 
the DAS fee because DAS can’t distinguish between procurements made by agency 
staff or through DAS master agreements and certain exempt agencies are required 
to pay DAS fees because they were required to under the prior billing structure.  
DAS did not utilize consistent rules when determining whether state agencies were 
required to pay DAS fees. 

• DAS master agreement fees are based on total payments made to providers by fee-
paying state agencies, regardless of whether the purchases are made under the 
master agreements.   

• DAS retains a majority of provider rebate monies earned by state agencies when 
the state agencies use certain providers.  Also, the rebates allocated to state 
agencies are not based on rebates each state agency earned through its master 
agreement purchases. 

New Legislation 

On March 10, 2010, Governor Culver signed Senate File 2088 (SF 2088), which addressed 
state government reorganization and efficiency.  SF 2088 included new purchasing 
requirements for DAS.  Although the outcomes of the new legislation were not included in 
our review, observations about the new legislation in conjunction with the findings of our 
review led to the following concerns: 

• Mandatory and/or increased use of master agreements is only effective if the master 
agreements established ensure competitive pricing has been achieved.  As 
demonstrated in this report, we identified significant concerns regarding master 
agreements which must be addressed before determining master agreement pricing is 
truly competitive. 

• SF 2088 gives DAS authority over procurement activities.  However, DAS currently 
does not have access to documentation to adequately oversee contract administration 
of service contracts because state agencies procure services and maintain 
documentation independently from DAS.  DAS should have the ability to monitor state 
agency procurements in order for this authority to be effective.  Controls should be in 
place which would preclude state agencies from purchasing services directly from 
providers unless they have DAS approval.  Without adequate ability to oversee state 
agency service procurement activity, the authority granted to DAS is useless. 
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Recommendations 
Based on the findings identified during the testing performed, we developed 
recommendations to improve controls as well as efficiency and effectiveness of statewide 
procurement processes.  Recommendations regarding specific findings are contained in 
the Findings and Recommendations section of this report.  A summary of 
recommendations is as follows: 

• DAS should evaluate current master agreements and ensure all active master 
agreements are consistent with the definition of master agreements outlined in the 
IAC.  Master agreements which should not be continued include master agreements: 

o Awarded to multiple providers at varying prices, 
o Awarded without establishing competitive prices in the terms of the agreement, 
o Awarded to providers when competitive bids were not received and negotiations 

were not conducted,  
o Awarded to targeted small businesses without establishing competitive prices, 

and 
o Awarded to allow pricing to be developed on a case-by-case basis.  

• DAS should implement adequate controls to monitor service contracting activities of 
state agencies utilizing master agreements and ensure its master agreements are 
utilized appropriately.  Delegated purchasing authority should not be authorized 
unless state agencies have demonstrated accurate understanding and compliance 
with procurement rules and regulations. 

• State agencies currently exempt from centralized procurement procedures should be 
required to follow centralized procurement procedures established by DAS when 
procuring general use goods and services.  

• DAS should assess its fees to all state agencies and ensure fees are based on each 
agency’s usage of the master agreements. 

• DAS should evaluate the current use of rebates with consideration of the impact of its 
use of rebates on individual state agencies to ensure use of rebates is equitable and 
efficient.  A possible option would be to consider using rebates for services which 
benefit all state agencies, such as for funding oversight activities.  Another possible 
option would be to return all rebates to the state agencies which earned the rebates.  
However, if DAS returned all the rebates, service fees for all state agencies would need 
to be adjusted. 

• DAS should clearly list the specific goods and services covered by the master 
agreements and the associated pricing for those goods and services.  For example, all 
provider price lists used as the basis of a cost plus mark-up pricing structure should 
be readily available for state agencies to verify provider billings are in accordance with 
the terms of the master agreements. 

• State agencies should be required to reconcile orders against master agreement terms 
and conditions prior to approval to verify the orders are in accordance with the master 
agreement. 

• Providers with master agreements should be held accountable for conducting 
business in accordance with the terms of the master agreements they have signed 
with DAS. 

• DAS-GSE should oversee master agreements with temporary staffing services 
providers, not DAS-HRE. 

• DOC should consult with the Attorney General’s Office to determine whether its 
current administration of the IT services contract is in accordance with contracting 
requirements and take any necessary action. 
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Background 

Department of Administrative Services – General Services Enterprise 

The Department of Administrative Services (DAS) operates the Procurement Services 
Division through its General Services Enterprise.  According to the DAS website, the 
mission for the division is “to facilitate a process that provides timely, cost-effective, high 
quality goods and services through cooperative and proactive procurement practices.”  
The procurement services include procuring specific goods and services on behalf of state 
agencies upon request and contracting for general use goods and services for multiple 
state agencies.  This is consistent with Chapter 105 of the Iowa Administrative Code 
(IAC), which states DAS shall procure goods and services of general use for all state 
agencies in the Executive Branch except those exempted by law. General use goods and 
services are those goods and services which meet the needs of multiple state agencies.  

Section 8A.302 of the Code of Iowa (Code) requires DAS to provide a system of uniform 
standards and specifications for purchasing physical resources.  The physical resources 
are specified as items of general use.  When Chapter 105 of the IAC was developed to 
establish rules related to Section 8A.302 of the Code, the IAC referred to the physical 
resources discussed in the Code as both goods and services.  Since all state agencies rely 
on the authority of the IAC, for the purposes of this report, DAS authority to procure for 
general use needs of state agencies includes both goods and services.   

The contracts established by DAS for goods and services of general use and procurements 
from providers providing the general use goods and services to multiple state agencies 
were the primary focus of our statewide procurement review.   

Agencies within the Judicial and Legislative Branches are not subject to general use 
contracting requirements established in Chapter 105 of the IAC.  In addition, Table 1 
lists the agencies within the Executive Branch which are exempt from the purchasing 
requirements established by DAS.  The Table also includes the specific Code sections in 
which the exemptions are provided.  Agencies designated as “charter agencies” were also 
exempted from contract requirements during the period of our testing.  Exemptions from 
general use contracting requirements are discussed later in this report. 

Table 1 

Agencies Exempt from General Use Contracting Requirements 

Elected Official offices (8A.101) Iowa Lottery Authority (899G.21) 

General Assembly (8A.101) Community Based Corrections (905.4(5)) 

Department for the Blind (8A.302) Iowa Prison Industries (*) 

Institutions under the Board of Regents (8A.302) National Guard (*) 

Department of Transportation (8A.302) Charter Agencies^ 

State Fair Authority (173.14A)  

* - DAS could not provide support for the authority granting the exemption from DAS general use contracting 
requirements.  DAS stated the agencies are no longer exempt in accordance with SF 2088, enacted by the 
2010 Legislature. 

^ - Includes Alcoholic Beverages Division of the Department of Commerce, Department of Corrections, 
Department of Human Services, Department of Natural Resources, Iowa Veterans Home and Iowa 
Department of Revenue.  Charter agency authority was effective for fiscal years 2004 through 2008. 

According to the DAS General Services Enterprise Procurement Manual  
(DAS Procurement Manual), the Iowa Communications Network (ICN) is exempt from DAS 
purchasing requirements.  However, ICN’s purchasing authority per the Code was limited 
to purchases directly related to telecommunications goods and services. Therefore, ICN 
should not have exempt status for goods and services not related to telecommunications.  
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An ICN representative we spoke with concurred ICN is not exempt from central 
purchasing requirements for general use items. 

Master Agreement Procurement 

According to the DAS Procurement Manual, DAS purchases goods on behalf of 41 state 
agencies and approximately 16,000 state employees.  In addition, political subdivisions 
(including cities, counties and school districts) may use many of the DAS contracts.  The 
contracts DAS maintains for general use goods and services are known as master 
agreements. 

In January 2009, DAS reported it managed approximately 429 active master agreements 
covering a wide range of products and services used by state government.  A master 
agreement, as defined in Chapter 105 of the IAC, is: 

A contract arrived at competitively which establishes prices, terms, and conditions 
for the purchase of goods and services in common use.  Agencies may purchase from 
a master agreement without further competition.  These contracts may involve the 
needs of one or more state agencies.  Master agreements for a particular item or 
class of items may be awarded to a single provider or multiple providers. 

All units of the Executive Branch, including a commission, board, institution, bureau, 
office, agency or department (except the agencies listed in Table 1), are required to 
purchase goods and services of general use as provided in Chapter 105 of the IAC.  
Chapter 105 of the IAC requires competitive procurement unless a permissible exemption 
is justified.  Specific product guidelines and solicitation requirements are also described 
in the IAC.  Participating state agencies utilize the centralized procurement efforts of DAS 
through master agreements to ensure their purchasing activities are in compliance with 
IAC requirements.  Exempt agencies may also use master agreements for purchasing.  
However, exempt agencies are not limited to master agreements and DAS has no 
oversight authority over exempt agency procurement practices.  However, exempt 
agencies are required to comply with procurement standards for services as established 
in Chapters 106 and 107 of the IAC, which establish Purchasing Standards for Service 
Contracts and Uniform Terms and Conditions for Service Contracts, respectively. 

Non-Master Agreement Procurement 

Agencies subject to centralized purchasing requirements may receive delegated authority 
to procure goods or services independent of DAS to acquire goods not available through 
master agreements or services unique to specific agency needs.  However, in accordance 
with IAC Chapter 105, DAS is required to establish guidance for those agencies consistent 
with centralized purchasing policy and procedures.  In order to make purchases 
independent of DAS, Chapter 105.14(5) of the IAC requires agencies to have internal 
controls in place to ensure procedures to initiate purchases, complete solicitations, make 
awards, approve purchases and receive goods are conducted in accordance with 
procurement laws.  In addition, in accordance with Chapter 105.15(5) of the IAC, 
“purchasing authority delegated to agencies shall not be used to avoid the use of master 
agreements.  Because it is cost-effective to purchase a good or service of general use from 
a master agreement, the agency shall do so.”  DAS has authority to rescind delegated 
purchasing authority if an agency is found to be misusing its delegated authority. 

Delegated procurement authority is also limited according to type of procurement.  Direct 
purchases of non-master agreement goods by agencies are limited to $5,000.00 per 
transaction unless the agency has been designated a “procurement center of excellence.”  
For these agencies, the limitation is extended to $50,000.00 per transaction. 
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In order to become a “procurement center of excellence,” a purchasing agent of the agency 
must complete training coursework from DAS to certify an understanding of procurement 
requirements.  Upon completion of at least 2 courses, they are given advanced purchasing 
authority and the agent must complete 4 courses in a 2-year period to maintain the 
designation.  When a purchasing agent receives advanced purchasing authority, the 
agency (or segment of an agency) which the purchasing agent represents becomes a 
“procurement center of excellence.” This allows the agency (or segment of an agency) to 
make purchases up to $50,000.00 without DAS assistance.  In January 2009, 43 
purchasing agents outside of DAS were certified with advanced purchasing authority.  By 
April 2010, the advanced purchasing authority was increased to 50 purchasing agents 
outside DAS.   

All non-master agreement procurements of goods, regardless of cost, must be conducted 
in a competitive manner in accordance with Chapter 105 of the IAC.  In addition, DAS 
must conduct all bids for non-master agreement goods valued over the agency’s 
purchasing authority on behalf of the agency because the agency does not have authority 
to make purchases in excess of the purchasing limitations. 

Agency direct purchases of non-master agreement services equal to or greater than 
$5,000.00 (or $15,000.00 for multiyear service contracts) must be conducted in a 
competitive manner unless there is adequate justification for a sole source or emergency 
procurement.  Procurements of non-master agreement services valued below $5,000.00 
do not require competition.  When utilizing sole source or emergency procurement 
authority, Chapter 106 of the IAC specifically states agencies are not relieved from 
requirements to negotiate fair and reasonable prices and thoroughly document the 
procurement actions taken. Service contracts exceeding $50,000.00 (or $150,000.00 for 
multiyear contracts) require completion of formal competition procedures.  In addition, 
Chapter 107 of the IAC specifies terms and conditions service contracts must include.  

After completing our review of selected master agreement and non-master agreement 
contracts and procurement controls performed at DAS and other state agencies included 
in our review, we analyzed the agencies’ compliance with these requirements and have 
included our results in the Findings and Recommendations section of this report. 

Oversight of Statewide Procurement 

DAS establishes and maintains the state’s master agreements in accordance with Chapter 
105 of the IAC.  As the contract holder, DAS is responsible for competitive pricing and 
compliance with procurement standards established by the IAC.  Further, DAS is 
responsible for ensuring contract terms and conditions are honored by the provider when 
utilizing DAS master agreements.  According to DAS purchasing agents we spoke with, 
DAS relies on state agency feedback to ensure providers are operating in compliance with 
master agreement contract requirements.   

DAS also has access to I/3, the State’s online payment processing system, which permits 
DAS representatives to view procurement details if the procuring agency processes the 
payments with a specific type of payment form, which is discussed in detail later in this 
report.  Purchases of goods exceeding $5,000.00, the purchasing authority threshold for 
non-master agreement goods purchases, are routed through a DAS purchasing agent, 
who verifies the procuring agency properly solicited competitive bids prior to processing 
the payment.  DAS has the authority to reject a payment in I/3 if it determines 
competitive measures were not taken.  However, a DAS representative stated agencies 
currently have the ability to bypass DAS approval by processing the payment in a 
different manner.  If the agency has not completed the order when DAS receives the 
system notification, DAS may assist with the procurement in order to ensure it is properly 
completed.  DAS representatives we spoke with stated a common problem they encounter 
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is agencies attempting to make purchases above purchasing limitations because the 
agencies were not aware of their spending limitations.   

DAS officials we spoke with stated service contracting is performed primarily by state 
agencies and DAS does not have knowledge of the specific procurement processes 
conducted by the state agencies.  In accordance with the IAC, DAS is responsible for 
purchases of services of general use except as exempted by law.  However, DAS most 
commonly delegates service contracting authority to the procuring agencies and, at the 
time of our review, did not have internal controls established to oversee service 
contracting activities conducted by other state agencies.  

DAS officials we spoke with stated Executive Order 50, which was issued on  
January 12, 1983, gives state agencies the authority to conduct service contracting 
activities. Therefore, DAS officials stated they do not have authority to oversee service 
contracting.  However, the Executive Order specifically names DAS, formerly operating as 
the State Comptroller, as the agency responsible for adopting rules for procurement of 
services.  In addition, as previously stated, the IAC requires DAS to manage master 
agreements for service contracts of general use.  Therefore, DAS does have responsibility 
for oversight of procurements of services of general use made by state agencies operating 
under centralized purchasing authority.  

State agencies subject to centralized purchasing requirements are also required to 
establish internal controls and procedures when contracting for services to initiate 
purchases, complete solicitations, make awards, approve purchases and receive goods in 
accordance with Chapter 105 of the IAC.  In addition, Chapter 106 of the IAC requires 
state agencies to maintain a contract file for each service contract signed by the state 
agency, including competitive bids solicited and received.  Therefore, all procurements 
made by state agencies independent of DAS are still bound by procurement rules and 
state agencies are still required to conduct competitive bidding procedures and maintain 
adequate records to verify compliance with procurement requirements.  We observed a 
number of state agencies’ procurement controls through evaluation of select 
procurements and address state agency controls in detail later in this report. 
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Objectives, Scope and Methodology 

Objectives  
Our review was conducted to determine the effectiveness of contracting controls and 
procedures associated with providers utilized by multiple state agencies which have 
master agreements to provide goods and/or services through DAS.   

In addition, our review included evaluation of the effectiveness of DAS in providing master 
agreements, which cover a range of products and services used by state agencies.  To 
make this determination, our objective is broken into the following sub-objectives:  

• To determine whether state agencies are utilizing the master agreements and 
providers are honoring DAS master agreement prices with state agencies.   

• To determine the effectiveness of DAS oversight of larger provider contracts and to 
determine if master agreement pricing is reflective of the statewide buying power 
established through consolidating the purchasing function for the State.   

• To determine whether the pricing of products and services awarded through multiple 
award master agreements are competitive and are adequately utilizing statewide 
buying leverage. 

• To evaluate DAS contract management of targeted small business contracts to ensure 
statewide buying power is leveraged. 

• To evaluate select sole source and emergency procurements conducted by state 
agencies and determine whether they were properly administered.  

• To evaluate procurement processes currently in place and provide recommendations 
to enhance current procedures, if warranted.  

Scope and Methodology 
To meet our objectives, we focused testing primarily on purchases from master 
agreements during the period July 1, 2007 through December 31, 2008.  However, we 
extended testing where necessary to ensure adequate coverage of issues identified 
regarding statewide procurement practices.  Our procedures included completion of the 
following: 

• Interviewed representatives of DAS and selected state agencies to obtain an 
understanding of procedures and internal controls over the use of master agreements 
for goods and services and evaluated the adequacy of these procedures and controls. 

• Reviewed selected goods and services master agreements between DAS and providers 
conducting business with multiple state agencies, including targeted small 
businesses.  

• Reviewed the DAS Procurement Manual to determine the statewide policies 
established for procurement of goods and services, including, but not limited to, 
centralized procurement of goods and services, agency direct procurement of goods 
and services and required procedures for exemption from standard procurement 
procedures.  

• Reviewed statewide procurement regulations included in IAC [11] Chapters 105, 106 
and 107 and other relevant procurement requirements. 

• Reviewed the DAS fee structure to determine how DAS funds its oversight duties. 

• Reviewed multiple award and targeted small business master agreements to evaluate 
competitive bidding procedures completed. 

• Reviewed selected transactions completed by agencies which process payments 
through Government Accounting Expenditure (GAX) forms only and transactions in 
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I/3 utilizing multiple provider codes based on risks discussed with DAS officials to 
determine whether the processing system allows for unapproved payments to be 
processed. 

• Reviewed judgmentally selected contracts or provider relationships with state agencies 
based on concerns identified while conducting our review.  

• Reviewed new initiatives enacted in the Code through Senate File 2088  
(SF 2088), the state government reorganization bill signed by Governor Culver in 
March 2010, which was effective July 1, 2010.  

• Examined supporting documentation for select purchases to determine compliance 
with state procurement regulations defined in the DAS Procurement Manual and the 
IAC.  

We met or corresponded on a regular basis with the DAS Procurement Services Division 
Director and other DAS officials and conducted interviews of purchasing agents at DAS 
responsible for procuring and managing master agreements.  In addition, we interviewed 
and corresponded with state agency representatives, as necessary, to gain an 
understanding of internal control procedures associated with specific procurements 
included in our testing.  

To review master agreements, we focused primarily on master agreements which 
corresponded with testing of procurements with certain service providers included in our 
testing.  In addition, we tested master agreement procurement procedures for select 
targeted small business master agreements and multiple award master agreements. 

Our review of laws and regulations was conducted in conjunction with testing of specific 
procurements included in our testing of providers holding master agreements with DAS.  
For each procurement tested, we compared procurement support to the laws and 
regulations related to the specific type of procurement made to determine compliance 
with procurement requirements.  

To review the DAS fee structure, we obtained documentation from DAS regarding fees 
charged to state agencies for the use of master agreements and provider rebates DAS 
receives under master agreements.  We utilized the information obtained to evaluate 
whether the services and fee structure at DAS is reasonable.  

To address concerns brought to our attention in regard to control limitations over GAX-
processed payments and specific service contracts, we reviewed selected procurements to 
determine whether required procedures were appropriately completed.  

Testing Selection 

In determining where to focus our review of statewide procurement, we looked at current 
operations to determine which areas would encompass the most state agencies and would 
cover the largest areas of potential risk in statewide procurement.  We analyzed current 
operations, spend data and procurement rules and discussed program operations with 
DAS officials.   

Service contracting requires more oversight than contracting for goods.  However, we 
determined DAS oversight of service contracts was limited.  As a result, we focused our 
review on service contracting practices.  In addition, we conducted limited testing of 
contracting practices for goods. 

Service Contracting Selection 

To identify a representative selection of service providers, state agencies and contracts to 
include in our testing procedures, we compiled a list of the 25 largest service providers 
reported in I/3 for fiscal year 2008 utilizing service-specific class codes within the I/3 
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system.  In order to develop the list of 25 service providers, we judgmentally removed 
service providers which were government organizations, such as universities and 
government agencies.  In addition, we removed service providers which were large due to 
the nature of managing funds, such as the provider providing fiscal manager services for 
the State’s Medicaid program.  Lastly, we removed all providers serving only 1 state 
agency in order to ensure our population was representative of providers serving multiple 
agencies within the State.   

Initially, we judgmentally selected 9 providers to include in our procurement testing 
procedures.  However, during fieldwork, we added another provider for a total of 10 
providers.  Table 2 summarizes the providers selected as the basis of our service 
contracting testing procedures with the associated total expenditures recorded in I/3 in 
fiscal year 2008 based on specific class codes.  Payments to providers of less than 
$100.00 were not included in the summary of amounts paid to the providers. 

Table 2 
Provider  Amount  

Advanced Technology Group, Inc.  $ 3,162,466.12  
Howard R. Green Company 2,395,677.69  
The Waldinger Corporation 2,391,392.49  
American Computer Services 1,735,720.75  
Quality Consulting, Inc. 1,650,799.90  
Robert Half International 1,030,483.24  
Adecco Employment Services 956,562.67  
Labor World of Iowa^ 921,300.20  
Baker Group 821,181.47  
Siemens Building Technology, Inc. 814,922.49  

  Total $ 15,880,507.02  

^ - Labor World was not in the initial selection, but was added due 
to questions we identified while testing other service contracts 
for temporary services.  

The selection of providers included in our testing procedures for service contracting 
represents approximately 27% of the total amount paid to the 25 top service providers 
utilizing the criteria previously described.  However, when we began testing, we adjusted 
the testing population due to factors such as the following: 

• Service contracts totaling less than $5,000.00 are not subject to competitive 
procurement requirements.  Therefore, we did not test payments totaling less than 
$5,000.00 if the payment was not a partial payment associated with a contract valued 
at $5,000.00 or greater. 

• If a payment included in our testing was an incremental payment attached to a larger 
contract, testing may have been expanded to include the contract as a whole.    

• Due to the volume of payments made to service providers in our selection, we 
judgmentally selected a limited number of payments from the state agencies included 
in our testing population to include in our testing procedures.  

Therefore, while the Table states payments totaling $15,880,507.02 were the basis of our 
testing procedures, the volume of procurements, number of state agencies involved and 
size of the specific payments required us to adjust our testing procedures to include 
judgmentally selected payments from totals included in the Table as the basis of our 
review. 
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As a result of selecting the 10 service providers for testing, we in turn selected a total of 
24 state agencies to include in our testing.  The agencies selected were the recipients of 
services provided by the providers listed in Table 2.   

Table 3 summarizes the testing selection by state agency and lists the 24 agencies we 
included in service contracting testing analyses.  There were an additional 15 entities, 
listed in the Table as “other agencies,” which we did not include in service contracting 
testing.  The largest agency excluded from service contract testing was DAS.  We elected 
not to test specific service contracts DAS administered since DAS master agreements 
were central to our review and coverage of DAS contracting procedures and controls was, 
therefore, already included in our review.  Other agencies were excluded due to the 
minimal nature of their expenditures or the nature of the agency.  For example, the 
Executive Council made significant payments to service providers on behalf of other 
agencies.  Therefore, the agency was not the initiator or the administrator of the 
procurements.  

Table 3 
Agency Amount 

Department of Corrections^  $   3,323,924.25  
Alcoholic Beverages Division* 2,542,220.49  
Department of Transportation 2,420,349.08  
Department of Human Services^  2,172,760.88  
Department of Natural Resources 614,242.39  
Department of Public Health 449,245.66  
Department of Public Safety 293,623.41  
Department of Public Defense 243,338.81  
Legislative Services Agency 216,216.00  
Judicial Department 154,262.40  
Department of Education -   
   Vocational Rehabilitation 151,789.28  
Iowa Workforce Development 137,055.39  
Department for the Blind 96,267.26  
Department of Economic Development 90,725.50  
Department of Inspections and Appeals 89,839.11  
Treasurer of State 53,642.76  
Department of Cultural Affairs 53,087.92  
Iowa Communications Network 46,319.54  
Iowa Insurance Division* 40,318.13  
Department of Agriculture and  
   Land Stewardship 34,666.12  
Ethics and Campaign Disclosure Board 31,135.00  
Veterans Affairs 16,416.61  
IPERS 14,969.20  
Department of Education - IPTV 5,297.00  
Other agencies~ 2,588,794.83  
  Total $ 15,880,507.02  

^ - The total includes payments from multiple divisions of the 
agency.   

* - Alcoholic Beverages Division and Iowa Insurance Division are 
divisions of the Department of Commerce. 

~ - Other agencies were agencies not included in service contracting 
testing. 
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Additional Testing  

In addition to procedures to test payments made to specific service providers on behalf of 
the state agencies summarized in the Table, we also performed limited procedures to 
assess controls on procurement of goods, targeted small businesses and multiple award 
master agreements.  Testing procedures over these areas were more limited in scope.  In 
addition, due to concerns identified during review of payment processing procedures, we 
expanded testing to include limited procedures to ensure payments to providers which 
were either consistently made with GAX payment forms or identified under multiple 
provider numbers in the payment processing system were consistent with master 
agreement terms and conditions. 

Procurement Process  

Procurement of Goods 

State agencies may purchase goods of general use through master agreements DAS has 
pre-established with providers to enable agencies to make purchases without following 
traditional competitive bidding procedures each time the agency needs supplies or 
equipment.  The purpose of the master agreements is to establish competitive pricing for 
goods of general use in advance of a state agency’s specific needs in order to simplify and 
expedite procurement of goods. There are no purchasing limitations or maximum 
purchasing amounts for purchases made against master agreements.  DAS has 
established hundreds of master agreements for the procurement of goods which state 
agencies may utilize when procuring goods.     

According to a DAS representative we spoke with, providers are required to honor master 
agreement pricing when conducting business with state agencies unless a specific 
contract between the state agency and the provider has been completed.  However, the 
DAS representative stated it is the state agency’s responsibility to verify the provider’s 
invoice is in accordance with the prices established under the master agreement.  Not all 
master agreements have established specific pricing in advance or have price lists readily 
accessible for state agencies to reference.  For example, many contracts with targeted 
small businesses (TSB’s), which are small businesses owned and operated by women, 
minorities or disabled individuals which receive contracts for use by state agencies for 
goods or services costing less than $10,000.00, do not specify unit pricing.  In those 
instances, state agencies have a responsibility to review pricing on invoices and 
independently evaluate the pricing to ensure it is reasonable.  In addition, providers 
providing a large number of products may not include specific product pricing in the 
master agreement.  In those instances, product pricing isn’t readily accessible.  However, 
state agencies should take steps to at least verify a selection of units purchased is priced 
in accordance with the master agreement. 

In addition, master agreements may not include all the goods the master agreement 
provider has available.  Pricing for goods not included in the master agreement must be 
purchased in a competitive manner.  For example, if an agency needs a total of 10 items 
and only 7 items are included in the master agreement, the agency is required to procure 
the non-master agreement items on a competitive basis.  In accordance with Chapter 105 
of the IAC, agencies may procure non-master agreement goods up to $5,000.00 per 
transaction in a competitive manner unless, as previously discussed, the agency has been 
designated as a “procurement center of excellence,” which increases the transaction 
maximum to $50,000.00.  Therefore, purchases from $1.00 to $5,000.00 are required to 
be purchased in a competitive manner.  Most agencies use informal competitive bids to 
meet this requirement.  Informal competition consists of acquiring 3 or more informal 
quotes.  In the event 3 quotes were not obtained, state agencies are required to maintain 
records of the competitive process completed and attach the documentation to the 
purchase order documentation.   



 

 22  

In accordance with Chapter 105 of the IAC, when state agencies need to make non-
master agreement purchases of goods greater than $5,000.00, DAS will conduct the 
procurement on behalf of the agency unless the agency is designated a “procurement 
center of excellence.” DAS will also conduct the procurement when a non-master 
agreement order greater than $50,000.00 is necessary for “procurement center of 
excellence” agencies. 

There are also specific permissible exemptions from competitive bidding requirements 
when purchasing goods and services of general use.  For each exception, state agencies 
must clearly document the reason for the exemption and maintain appropriate 
justification documentation demonstrating the exempt nature of the procurement.  The 
exemptions include:  

• Emergency procurements – Limited in scope and duration to meet the need of the 
emergency.  In the event an emergency procurement is necessary, state agencies 
must attempt to acquire goods of general use with as much competition as 
practicable under the circumstances, in accordance with the IAC.    

• Targeted small business procurements – Limited to purchases up to $10,000.  
State agencies must confirm the TSB is certified through the Department of 
Inspections and Appeals. 

• Iowa Prison Industries (IPI) procurements – Agencies are required to purchase 
products from IPI which are included in IPI’s catalog or obtain a written waiver 
from IPI.  However, state agencies may procure goods in IPI’s catalog from TSB’s 
without obtaining a written waiver, according to DAS.   

• Procurements based on competition managed by others – In accordance with 
Chapter 105.4(4) of the IAC, DAS may opt to join purchasing consortiums by 
establishing master agreements based on contracts, agreements or purchase 
orders issued by other government entities when it believes the other government 
entity established the relationship in a fair and competitive manner.  

• Sole source procurements – DAS or a state agency may exempt a purchase from 
competitive selection processes if it qualifies as a sole source procurement. State 
agencies should avoid sole source procurements unless clearly necessary and 
justifiable and must submit justification to the DAS Director or designee for 
general use purchases.  Use of sole source authority does not relieve the state 
agency from negotiating a fair and reasonable price, performing adequate review 
prior to award and thoroughly documenting the action taken.  The justification, 
response and order shall be available for public inspection in accordance with the 
IAC.  

Purchases of goods of general use are subject to centralized purchasing requirements 
unless the purchases are made by exempt agencies.  However, exempt agencies are still 
subject to the competitive requirements and must have adequate internal controls in 
order to ensure procurements are conducted in a fair and reasonable manner.  For 
example, when Charter Agencies were formed, the agencies were permitted to purchase 
goods outside of DAS authority.  However, they were required to maintain documentation 
of the cost benefit of purchasing outside of DAS.  In addition, Charter Agencies were 
required to maintain audit-worthy documentation when using sole source contracts.  
Exempt agency documentation findings are addressed in the Findings and 
Recommendations section of this report. 

Procurement of Services 

In accordance with Chapter 105 of the IAC, state agencies may purchase services of 
general use through master agreements DAS has pre-established with service providers to 
enable agencies to obtain services of general use without following traditional competitive 
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bidding procedures.  By utilizing master agreements for services, agencies rely on the unit 
pricing DAS has established in the master agreement to meet competitive pricing 
requirements.  There are no purchasing limitations or maximums for procurement of 
services under master agreements.  

Service contracting for general use services through master agreements is not centralized 
through DAS to the extent goods purchasing has been.  Chapter 105 of the IAC states 
DAS shall procure goods and services of general use for all state agencies, with the 
exception of those exempt agencies previously listed in Table 1.  However, state agencies 
may independently procure services unique to the agency’s programs or used primarily by 
the agency in accordance with Chapter 106.2(2) of the IAC.  In addition, as previously 
discussed, there are specific permissible exemptions from use of master agreements, such 
as emergency or sole source procurements.   

Purchasing authority delegated to state agencies can not be used to avoid the use of 
master agreements, in accordance with Chapter 105 of the IAC.  DAS officials stated DAS 
has delegated service contracting responsibilities to state agencies because service 
contracting needs are more specific to the individual needs of each agency.  However, 
during our review, we identified service contracts for general use services which state 
agencies entered into independent of DAS when the services were available in a master 
agreement.  This issue is addressed in the Findings and Recommendations section of this 
report.  

The IAC states delegation of procurement authority for services should be limited to 
services unique to the procuring agency and general use services, such as general 
maintenance and temporary staffing services, should be procured through pre-
established master agreements.  State agencies contracting for services are required to 
establish internal controls and procedures to initiate purchases, complete solicitations, 
make awards, approve purchases and receive services in accordance with Chapter 105 of 
the IAC.  In addition, Chapter 106 of the IAC requires state agencies to maintain a 
contract file for each service contract signed by the state agency, including competitive 
bids solicited and received.  Therefore, any and all procurements made by state agencies 
outside of DAS are still bound by procurement rules and state agencies are still required 
to conduct competitive bidding procedures and maintain adequate records to verify 
compliance with procurement requirements.  For all services procured, DAS and state 
agencies are required to comply with the provisions of Chapters 106 and 107 of the IAC.      

Chapter 106 of the IAC includes the following requirements: 

• State agencies shall use competitive selection to acquire services equal 
to or greater than $5,000.00 or when the estimated value of the 
multiyear service contract in the aggregate is $15,000.00 or higher. 

• State agencies shall use formal competitive selection procedures to 
procure the services if service contracts are equal to or greater than 
$50,000.00 or when the estimated value of the multiyear service 
contract exceeds $150,000.00. 

• Sole source procurements shall be avoided unless clearly necessary 
and justifiable.  When utilized, the head of the state agency or designee 
shall sign the sole source contract.  Use of sole source procurements 
does not relieve a state agency from negotiating a fair and reasonable 
price and thoroughly documenting the procurement action. 

• Emergency procurements shall be limited in scope and duration to 
meet the emergency.  When utilized, the head of the state agency or 
designee shall sign the emergency contract.  Use of emergency 
procurements does not relieve a state agency from negotiating a fair 
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and reasonable price and thoroughly documenting the procurement 
action. 

Chapter 107 of the IAC applies to all state agencies and details the specific terms and 
conditions required to be included in service contracts.  The terms and conditions 
generally require state agencies to include performance criteria when executing service 
contracts.  Examples of specific clauses required to be included in service contracts 
include: 

• Payment clause – Describes the amount of or basis for payment. 

• Monitoring clause – Describes the methods to effectively oversee the 
provider’s compliance with the service contract. 

• Review clause – Describes the methods to effectively review 
performance under the service contract. 

Due to delegating service contracting responsibilities to state agencies, DAS stated there 
is no central database of service contracts and DAS doesn’t receive information regarding 
service contracts established by the state agencies.  Therefore, DAS does not provide 
oversight controls over state agencies procuring services outside centralized purchasing 
procedures and internal control responsibilities are delegated to the state agencies 
making the procurements. 

Use of Master Agreements 

As previously discussed, master agreements may be utilized in lieu of performing 
competitive procedures each time a procurement of goods or services is warranted. 

In order to utilize the master agreements, state agencies submit orders to the master 
agreement providers and the providers extend pricing to agencies in accordance with the 
terms of the master agreement.  According to a DAS official we spoke with, providers 
should extend master agreement pricing to state agencies whether the agencies specify 
they are utilizing the master agreement or not.  Therefore, unless state agencies perform 
independent competition for an agency-specific procurement, providers should extend 
master agreement pricing to all state agencies. 

When utilizing master agreements, state agencies should verify the pricing extended by 
the providers is in accordance with the master agreement.  When utilizing service 
contract master agreements, for example, state agencies should be able to trace specific 
hourly rate pricing in the master agreement to the pricing in the quote provided by the 
provider.  If pricing to complete a service project is submitted to a state agency as a lump 
sum price, the service contract is a firm fixed price contract.  This means the provider has 
agreed to provide services to complete a specific task for a total pre-set price, regardless of 
the amount of resources provided by the provider.  As a result, the documentation for 
most firm fixed price contracts does not include detailed pricing which would indicate the 
hourly rate of specific services the state agency is to receive. 

Because most firm fixed price contracts include only the lump sum cost rather than unit 
pricing for labor, materials and equipment, it is not possible to ensure firm fixed price 
contracts comply with terms of the established master agreement with the provider.  For 
example, if a provider provides a quote of $30,000.00 to upgrade an agency’s security 
system, the quote is not written in accordance with the master agreement because the 
master agreement establishes the hourly rate of the security technician to be $49.00 per 
hour.  There is no way to verify the $30,000.00 quote provided by the provider was 
written utilizing an hourly billing rate for the security technician of $49.00 per hour. 
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Findings and Recommendations 

As stated previously, our testing was primarily limited to contracts between 10 of the top 
25 judgmentally selected service providers and a selection of state agencies utilizing those 
providers.  In addition, our testing included review of a limited number of goods 
contracts.  We also reviewed procurement documentation for a selection of large master 
agreements and specific types of master agreements, such as TSB and multiple award 
master agreements.  In addition, we identified specific procurements with potential 
weaknesses and performed limited testing of those specific procurements.  Due to the 
magnitude of procurements performed on a daily basis and the risks identified with 
specific types of procurements, we determined judgmentally selected contract testing 
would be more beneficial than statistical sampling.  Therefore, we judgmentally selected 
procurements to include in our review. 

As part of our review of statewide procurement, we reviewed internal controls and 
reported findings and recommendations for each of the following topics.  Table 4 
summarizes each topic discussed in detail in this section of the report: 

Table 4 

 
Topic 

Page 
Number 

A. DAS Internal Controls  26-29 
B. Contract Administration – Master Agreements  29-44 
 1. General 29-32 
 2. Master Agreement Contract Testing 32-35 
 3. Multiple Award Master Agreement Contract Testing 35-40 
 4. Targeted Small Business Master Agreement Contract Testing 40-44 
C. Goods Contract Testing 44-49 
D. Services Contract Testing 49-60 
 1. Sole Source Procurement 49-50 
 2. Misuse of Master Agreement to Award a Sole Source Procurement to 

Subcontractor Provider 50-52 
 3. Misuse of Emergency Procurement 52-55 
 4. Referencing Master Agreement on Non-Master Agreement Purchases 55-60 
E. Temporary Staffing Services and Consulting Contract Testing 60-70 
 1. Master Agreements for Professional Services 61-63 
 2. Invitation to Qualify (ITQ) Designations 63-66 
 3. DAS-HRE Contracts 66-70 
F. Architectural and Engineer Contract Testing 70-74 
G. Exempt Agency Contract Testing  74-77 
H. Non-Contract Procurement Testing 77-85 
I. Contract Clauses  85-86 
J. New Legislation 86-88 
K. Other Concerns  88-95 
 1. Payment Processing 

2. State Agency Fees 
3. Rebates 

88-90 
90-93 
93-95 
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A. DAS Internal Controls –  
The Code requires DAS to procure goods and services of general use for all Executive 
Branch agencies, with the exception of selected exempt agencies previously listed in  
Table 1.  According to DAS officials, agencies are responsible for their own service 
contracts and DAS does not have authority to monitor such contracts.  This is 
inconsistent with the IAC.  The IAC states only procurement of agency-specific service 
needs not of general use should be delegated to state agencies for procurement.  DAS has 
not monitored agency procurement activity to ensure general use services are being 
properly purchased through master agreements because it is not aware of contracting 
practices for services at other agencies.   

In accordance with Chapter 105 of the IAC, DAS is required to establish guidelines for 
implementation of procurement authority delegated to state agencies and is required to 
assist state agencies in developing purchasing procedures consistent with centralized 
purchasing policies and procedures at DAS.  State agencies utilizing delegated purchasing 
authority must establish adequate internal controls and cannot utilize delegated 
purchasing authority to avoid use of master agreements established by DAS.  DAS has 
authority, as stated in Chapter 105 of the IAC, to rescind the delegated authority of an 
agency if it misuses its authority. 

Findings – 

• According to a DAS official we spoke with, not all purchasing agents at state agencies 
are aware of specific procurement limitations.  For instance, they are not aware they 
are not authorized to make purchases of goods over $5,000.00 if the goods are not 
purchased through a master agreement.  In addition, as discussed throughout this 
report, we identified many orders state agencies made based on master agreements 
which were not in accordance with the terms of the master agreements.  As such, 
those purchasing agents misused master agreements.  Such misuse resulted in 
improper sole source orders.   

• DAS currently does not conduct sufficient oversight to ensure procurements of 
services of general use have been made in accordance with master agreement 
requirements because it delegates all service contracting authority to state agencies 
unless state agencies specifically request procurement assistance.  In accordance with 
Chapter 105 of the IAC, DAS is responsible for procurement of general use services for 
state agencies.  This responsibility includes oversight of the service contracts 
procured.  According to a DAS official we spoke with, DAS has delegated all service 
contracting responsibilities to state agencies, whether they are general use services or 
agency-specific services.  As demonstrated later in this report, state agencies have not 
demonstrated sufficient knowledge of or compliance with procurement requirements, 
which has led to significant risks in the procurements they have conducted.  

• State agencies place reliance on the providers to extend master agreement pricing to 
them and do not complete necessary steps to confirm the prices quoted are master 
agreement prices.  Although DAS stated providers which do not provide state agencies 
with master agreement rates get 3 chances to correct billing practices before losing 
their master agreements, this control is ineffective if DAS does not have adequate 
access and authority over service contracts established utilizing master agreement 
pricing.  We did not receive evidence master agreement providers have ever lost their 
contracts as a result of the 3-strikes rule.  When we asked for additional information 
from DAS, DAS provided information on suspension and debarment, which is 
unrelated to the issue of providers quoting prices not consistent with master 
agreements.  
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• As discussed in greater detail later in this report, state agencies improperly procure 
general use goods and services by referencing master agreements as the basis of their 
procurements even though the procurements are not in compliance with the pricing 
and terms of the master agreements.  As a result of procuring goods and services 
without proper utilization of the master agreements, state agencies are essentially 
awarding improper sole source contracts without DAS assistance and without 
establishing or utilizing sufficient internal controls at the agency level. 

• Agencies reference DAS master agreements when making large scale procurements of 
services which are agency specific in nature.  For example, a state agency may 
reference a master agreement with an electrical service provider to procure electrical 
services valued over $25,000.00.  A DAS official we spoke with stated master 
agreements were not meant to provide competitive prices for large scale service 
projects which would be more competitively priced through normal competitive 
bidding procedures.  Rather, master agreements were established to provide state 
agencies competitive pricing on smaller scale, more routine projects or product-
specific orders.  However, as detailed later in this report, state agencies often assume 
they are authorized to go directly to a provider and accept the bid presented by the 
provider simply because the provider has a master agreement.  DAS currently does 
not have adequate oversight capability to identify and correct such assumptions.  

During fieldwork, a DAS official stated DAS has internal procedures in which 
purchasing agents are required to solicit bids among master agreement providers 
eligible to perform the work when procuring services on larger projects.  In addition, 
DAS planned to establish limitations on master agreements, such as electrician 
services master agreements, to limit procurements using the master agreement to 
$25,000.00, which would result in all orders in excess of $25,000.00 being 
competitively bid.  However, the Code does not require such limitations, so this is a 
suggestion rather than a requirement.  

• During discussions with DAS officials, we determined the emphasis on serving state 
agency needs appeared to be a potential weakness in administration of oversight 
responsibilities.  Specifically, 

o The Procurement Services Division Director at DAS stated the strategy at DAS 
is not to tell state agencies they can’t or won’t work with an agency to get the 
agency’s desired outcome.  Rather, DAS tries to find ways to meet the agency’s 
specific requests.  The Division Director stated making state agency customers 
happy was a primary goal of DAS, particularly since DAS is not a required 
resource for contracting.   

o When discussing DAS authority to rescind authority delegated to purchasing 
agents in the event of misuse of the authority, the Division Director stated DAS 
doesn’t want to utilize this authority because the focus at DAS is on customer 
service and removing purchasing authority would not be a practice consistent 
with this philosophy.  However, as detailed in a subsequent finding of this 
report, we identified instances in which purchasing authority was not used 
properly.  As a result, procurements made by the agencies may not have been 
in the State’s best interest.   

o When discussing the common practice of providers to submit firm fixed price 
proposals to state agencies instead of providing detailed proposals which 
reconcile to master agreement pricing, the Division Director stated the practice 
has been to contact the provider and require resubmission of the bid with the 
necessary detail.  However, if the initial bid was developed on a firm fixed price 
basis, putting the initial bid total into a format which reconciles to the master 
agreement could incent providers to falsify the specific services to be provided, 



 

 28  

as the detailed rates and hours could be plugged into the bid in order to justify 
the initial price even if the amounts were not representative of the services the 
provider would ultimately provide. 

According to the Division Director, DAS warns providers there is a 3 strikes 
policy which can result in removal of the provider’s contract or disbarment in 
the event providers misguide state agency customers or don’t conduct 
business properly.  However, when we asked for additional information on this 
policy, DAS only provided the rules for disbarment, which did not address a 3 
strikes policy.  Rather, it addressed noncompliance with terms of contracts 
entered into instead of the method by which contracts are developed.  In 
addition, the Division Director stated she didn’t recall disbarring any providers 
recently. 

As stated on the DAS website, the primary objective of DAS is to provide “timely, cost-
effective, high quality goods and services through cooperative and proactive 
procurement practices.”  In order to meet this objective, DAS must provide 
appropriate oversight of the procurement process.  If DAS focuses primarily on 
customer service goals, goods and services may not be procured in the most cost 
effective manner.  As determined during this review, state agencies often emphasize 
preference for specific providers over obtaining the best value.  In addition, due to the 
findings identified in this report, the procurement authority of DAS and the use of 
master agreements must be addressed in a manner which will prevent further 
concerns. 

Recommendations –  

DAS should: 

• Determine state agencies have adequate internal controls established before 
delegating procurement authority to them.  In addition, DAS should establish 
oversight procedures which give DAS the ability to verify compliance with 
procurement requirements at the agencies. 

• Implement procedures to ensure general use services are procured through master 
agreements or with DAS assistance in accordance with Chapter 105 of the IAC.  In 
addition, DAS should ensure agencies comply with Chapters 106 and 107 of the IAC 
when procuring services unique to state agencies and the agencies do not refer to 
master agreements if the service cannot be matched to the master agreement.  The 
existence of a master agreement between DAS and a provider is not an adequate basis 
to automatically award a service contract to a provider.   

Provide oversight of statewide procurements of general use goods and services and 
have adequate oversight controls over its master agreements in accordance with 
Chapter 105 of the IAC.  State agencies are responsible for ensuring their own 
procurements of services are conducted in accordance with the IAC and proper 
documentation is maintained.  However, as demonstrated by the findings of this 
report, state agencies are not conducting necessary procedures to adhere to 
purchasing requirements which has resulted in a lack of assurance prices paid are 
competitive.  DAS oversight would ensure consistency of procurement, proper use of 
master agreements and best use of state funds. 

• Assert its authority over service contracting for items of general use.  This includes 
developing oversight procedures to identify procurements using master agreements to 
ensure they are conducted properly.  In addition, DAS should exercise its authority to 
rescind delegated purchasing authority when improper contracting actions are taken.  
These consequences were included in the IAC to protect state agencies from 
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uncompetitive prices and to protect the State from poor use of State funding.  Possible 
oversight activities could include periodic review of procurements made by state 
agencies or purchasing agents which have made purchasing errors in the past, 
reviewing large-scale purchases, reviewing a selection of purchases made from 
providers which have previously billed state agencies incorrectly, etc. 

• Enforce its delegated authority to oversee contract administration and initiate 
consequences, such as rescinding purchasing authority when purchasing agents 
misuse their delegated authority.  Misuse of purchasing authority puts state agencies 
at unnecessary risk because purchasing agents award providers potentially 
uncompetitive contracts.   

• Develop and administer formal procedures addressing consequences for providers 
which fail to submit bids to state agencies in compliance with their master 
agreements.  The master agreements awarded to providers provide providers with 
significant business opportunities with state agencies and providers must fulfill their 
responsibilities and contractual obligations as master agreement holders.   

• Focus customer service goals on the needs of state agencies with consideration of the 
impact the customer service goals have on the cost to taxpayers.  As determined 
during this review, state agencies often prefer to conduct business with familiar 
providers rather than best value providers.  In order to fulfill its responsibilities as 
administrator of master agreements, DAS should ensure its customer service goals 
are consistent with its mission to provide timely, cost-effective and high quality goods 
and services through its master agreements. 

B. Contract Administration – Master Agreements 

1. General  

As previously discussed, a master agreement is defined in Chapter 105 of the IAC as a 
“contract arrived at competitively which establishes prices, terms, and conditions for the 
purchase of goods and services in common use.  Agencies may purchase from a master 
agreement without further competition.”  Competitive master agreements are to be 
utilized by Executive Branch state agencies to acquire goods and services unless agencies 
receive delegated authority to procure goods and services outside of DAS or unless the 
agencies have been exempted by law.  When state agencies receive delegated purchasing 
authority, DAS is to assist those agencies to ensure the agencies establish procurement 
procedures consistent with purchasing policies at DAS.  Agencies are not to utilize 
delegated purchasing authority to avoid use of master agreements.  In addition to 
assisting agencies utilizing master agreements and delegated purchasing authority, DAS 
may also procure goods or services more complex in nature on behalf of state agencies 
upon request. 

Findings –  

During discussion with DAS officials and purchasing agents, we identified weaknesses in 
the administration and effectiveness of master agreements which appear to be 
inconsistent with the intent of master agreements as defined in the IAC. 

• Although master agreements are defined as contracts which have been awarded 
competitively, we determined competition may not always occur.  The definition of a 
“competitive bidding procedure” in the IAC allows for “the advertisement for” and 
“solicitation of” bids in order to establish a master contract.  As a result, a master 
agreement may be established after only an advertisement or solicitation of bids and 
actual receipt of only 1 bid. 
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A DAS official stated there are some situations in which only 1 bid is received.  
However, the official stated competition has still been achieved as a result of the due 
diligence of the purchasing agent.  Examples of steps DAS procurement agents take to 
attempt to get competition include advertising for bids on the Bid Opportunities 
website, specifically contacting qualified providers with a request for a bid, following 
up with potential bidders which do not submit bids and benchmarking bid prices 
against market prices.  The DAS official stated after completion of steps such as these, 
the purchasing agent makes a decision whether the 1 bid received is in the best 
interest of the State.  However, she stated decisions are made on a case by case basis 
which would not be reflected in the contract file documentation.  We concur there are 
times DAS may not be able to obtain multiple bids.  However, in those situations, DAS 
should conduct and document additional procedures to achieve and confirm 
competitive pricing has been achieved.  Although the DAS official we spoke with 
stated additional procedures are performed when only 1 bid is received, 
documentation of procedures, such as market research and benchmarking, was not 
observed in the contract files we reviewed.  Contract files should clearly summarize 
the steps taken when soliciting and awarding contracts to justify the contracts were 
awarded competitively. 

If competitive bids are not actually received when soliciting bids to develop a master 
agreement, the quality of the pricing is questionable because pricing could not be 
evaluated in a competitive environment. 

• DAS does not have leverage to negotiate deep discounts for master agreements 
because master agreements are not mandatory sources of goods and services for state 
agencies.  Although the IAC states delegated purchasing authority may not be used to 
avoid use of master agreements, controls are not adequate to ensure delegated 
authority is being properly utilized.  Because DAS cannot guarantee specific spending 
levels to master agreement providers, DAS officials have stated DAS is not in a 
position to obtain deeper discounts from providers.  As discussed later in the report, 
SF 2088 gives DAS authority to designate certain master agreements as mandatory 
contracts.  However, mandatory contracts are only good in the event the mandatory 
contract provides competitive prices.  As discussed in other findings in this section of 
the report, the current language in the IAC and current practices of DAS to award 
master agreements when true competitive bids have not been received could result in 
mandatory use of contracts for which competitive prices have not been obtained. 

• DAS purchasing agents do not monitor activity against the master agreements they 
administer to verify providers are providing pricing as required by the master 
agreement.  Purchasing agents stated they rely on state agency assessments of 
providers and complaints reported by state agencies to determine whether the master 
agreements they administer are effective.  Because customer agencies do not monitor 
provider compliance with master agreements administered by DAS, reliance on state 
agency feedback is not sufficient to adequately oversee master agreements. 

• Although a few purchasing agents stated they conduct negotiations, the majority 
stated they typically do not conduct negotiations when awarding master agreements.    
We did not observe documentation supporting negotiations were conducted in the 
contract files we reviewed.  Although verbal negotiations could have occurred, results 
of negotiations should be maintained in the contract files to document due diligence 
by the DAS purchasing agent in pursuing competitive pricing.       

As discussed in Section B(3), many master agreements are awarded to multiple 
providers providing the same good or service.  If negotiations are not conducted and 
providers do not have to provide the lowest competitive price to obtain a master 
agreement, the master agreements cannot be relied on as contracts “arrived at 
competitively” as defined in the IAC.  For the contracts identified in Section B(3), we 
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did not identify any documented evidence of negotiations in the contract files we 
reviewed. 

• Many of the DAS master agreements we reviewed are functioning more as pre-
approved provider listings than competitively awarded master contracts which, when 
utilized, would result in competitively awarded pricing.  This is due to the lack of 
evidence the pricing arrived at for the master agreements is representative of the 
lowest price available for state agencies.  For example, during a procurement 
conducted by a state agency, staff researched pricing for a digital voice recorder and 
determined the price of an Olympus Digital Voice Recorder through OfficeMax’s 
website was $59.99.  However, the price of the same Olympus Digital Voice Recorder 
through the DAS master contract with OfficeMax was $90.89, an additional $30.90. 

OfficeMax stated the difference was because the state contract is based on the 2010 
OfficeMax Solutions catalog items and the catalog runs for an entire year.  Conversely, 
the OfficeMax retail website runs promotions regularly and routinely offers discounts 
on certain items.  Even if the item was not among the core items for which DAS 
negotiates deeper discounts, OfficeMax charging state agencies 34% more than a 
customer not guaranteeing volume sales is an example of the risk which exists with 
current master agreements. 

• As discussed in Section C and Section F of the Findings and Recommendations, we 
also identified certain master agreements DAS awarded which contained no specific 
pricing.  Section C includes examples of goods contracts established without specific 
pricing and Section F includes examples of service contracts established without 
specific pricing.  Master agreements awarded in which no specific pricing terms have 
been established are improper as they have not been awarded in a manner which 
“establishes prices, terms, and conditions” in accordance with the definition of master 
agreements included in the IAC. 

There are no assurances state agencies using the master agreements discussed in the 
findings above are obtaining competitive prices. While the master agreements selected for 
testing usually complied with the specific provisions of Chapter 105 of the IAC, the 
findings identified above illustrate not all master agreements are established after 
completion of a bidding process which is truly competitive.  Further, we identified specific 
master agreements which fail to establish any pricing in accordance with the definition of 
master agreements. 

Recommendations –  

• Exempt state agencies or other entities of the state, such as the Board of Regents and 
the Department of Transportation (DOT), should not be exempt from centralized 
purchasing authority for certain goods and services.  If all state agencies and entities 
used the same master agreements, deeper discounts could be achieved. 

• DAS should evaluate its usage of master agreements and ensure all active master 
agreements are consistent with the definition of master agreements in the IAC.  If 
master agreements are awarded to eliminate the need for state agencies to 
independently solicit bids for goods or services but are not awarded in a manner 
sufficient to ensure the pricing is competitive, then utilizing the master agreements 
may not result in savings to state agencies and the master agreements are not 
beneficial to the state agencies in regard to price. 

Any master agreements awarded without price discounts do not meet the intended 
purpose and should be canceled and rebid.  Master agreements without specified 
prices or prices which are not discounted merely identify a qualified provider and 
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result in agencies procuring from providers without following a competitive bid 
process. 

As a result, master agreements may be more effective as pre-certified contractor 
listings rather than contracts guaranteeing competitive procurement.  A pre-certified 
contractor listing would verify the contractor could provide the goods or services in 
accordance with State rules and regulations, but it would not serve to provide pricing 
guaranteed to be arrived at “competitively.”   

• As discussed later in this report, DAS received authority through SF 2088 to 
designate certain master agreements as mandatory use contracts after the time of our 
review.  In order to ensure mandatory contracts are the most cost effective option for 
state agency purchasing, DAS should implement controls to ensure master 
agreements are awarded based on true competitive procedures, meaning the master 
agreements are not awarded unless the provider has demonstrated through 
competitive pricing it is providing the lowest possible price.  In addition, as with other 
master agreements, state agencies should have the option to receive a waiver from 
master agreements when more competitive pricing may be achieved. 

DAS should ensure master agreement terms and pricing are actively negotiated.  
Advertising or soliciting for bids without subsequent receipt of multiple bids is not 
sufficient to ensure the master agreement awarded is truly competitive. 

• DAS should implement proactive controls over its master agreements versus waiting 
to hear of problems from state agencies.  Possible controls could include periodically 
sampling invoices submitted to state agencies by master agreement providers to 
ensure the providers are honoring the specific terms of the master agreement. 

• DAS should evaluate the effectiveness of current master agreements and determine 
whether changes need to be implemented in order to ensure established master 
agreements are competitive and purchasing agents are effective in managing the 
master agreements. 

• DAS should regularly conduct negotiations when awarding master agreements, 
particularly in instances in which the negotiated prices are a percentage off list price 
or when the master agreement discounts are not awarded for all goods and services 
available from the provider.  DAS should require providers which benefit from DAS 
contracts to offer state agencies pricing at the lesser of the DAS contract price or the 
market price the provider is currently charging. 

State agencies utilize master agreements, such as the OfficeMax master agreement, 
with the understanding the prices in the agreements have been awarded on a 
competitive basis.  However, the presence of a master agreement does not necessarily 
mean DAS has negotiated competitive discounted prices for all goods and services 
available from the provider.  As demonstrated by the finding related to the digital voice 
recorder pricing, negotiating pricing at the lesser of contract prices or current market 
prices could result in significant savings.  

2. Master Agreement Contract Testing 

Master agreements are contracts “arrived at competitively,” as defined in Chapter 105 of 
the IAC.  Master agreements are designed to satisfy competitive bidding requirements 
prior to an agency’s need so the agency can quickly procure the goods or services it needs 
in accordance with the pricing already competitively established through a master 
agreement.  DAS satisfies competitive requirements, as previously discussed, through 
solicitation of competitive bids, not necessarily through receipt of competitive bids, in 
accordance with the IAC’s definition of competitive bidding procedures.  Further, master 
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agreements may be entered into with multiple providers providing the same good or 
service.  Multiple award master agreements are discussed in Section B(3). 

Using fiscal year 2008 payment information, we judgmentally selected 17 of the largest 
master agreements to evaluate the level of competition completed during the solicitation 
process.  In addition, we performed limited procedures to research whether pricing 
independent of the master agreement could be found at lower prices.  Table 5 
summarizes the providers included in the testing and the related payments recorded in 
the I/3 system for each provider in fiscal year 2008.  

 Table 5 

Provider 
Fiscal Year  

2008 Payments 

Iowa Foundation For Medical Care*    $ 10,939,225.96  

Hewlett-Packard Company^ 5,497,742.05  

Neumann Brothers, Inc.*     5,034,358.48  

Diamond Pharmacy Service* 4,676,530.75  

IBM Corporation^          3,543,765.64  

OfficeMax Contract Inc*   2,473,447.45  

Electronics Research, Inc.* 2,126,599.75  

Karl Chevrolet, Inc.*     1,583,650.35  

Midland Systems Integ^    1,493,237.26  

Ikon Office Solutions*    1,358,426.92  

EmbarkIT Inc^             636,893.77  

Mail Services LC IA*      532,211.87  

Amec E&C Services Inc*    462,949.10  

Primary Source, Inc.~ 393,701.58  

Terracon Consultants, Inc.* 346,418.27  

Business Furnishings~   327,227.02  

Allied Construction Services*   293,504.88  

  Total $ 41,719,891.10  

* - Multiple bids received during solicitation. 
^ - Contracts through multi-state contracting. 
~ - Targeted Small Business provider. 

Of the 17 providers included in our testing, 11 received master agreements after bids 
were received by DAS.  In most cases, more than 1 qualifying bid was received and DAS 
performed bid analysis procedures to select the bidder to award a master agreement.  
However, Allied Construction Services was 1 of 3 bidders and all 3 bidders received 
awards.  This is discussed in Section B(3) as a multiple award master agreement.  
Electronics Research, Inc. was 1 of 3 bidders, but it was the only bidder with a qualifying 
bid.  In these 2 instances, when bid pricing received is not a determining factor in the 
award because all providers are approved or only 1 bidder is qualified, alternative fair 
pricing procedures, such as conducting negotiations, are particularly important.  
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Master agreements were awarded to the other 4 providers included in testing through 
multi-state contracts established by others.  All 4 contracts were Western States 
Contracting Alliance (WSCA) contracts, which are purchasing agreements WSCA 
establishes for use by multiple participating states.  In accordance with Chapter 105 of 
the IAC, procurements based on competition managed by other governmental entities are 
a permissible exemption from normal competitive bidding requirements. 

Of the 17 providers included in testing, 2 were targeted small businesses (TSB’s).  As 
discussed in Section B(4), DAS awards TSB’s master agreements without conducting 
competitive bidding procedures.  Our findings on this practice are discussed later in this 
section.   

Findings –  

• Of the 17 master agreements included in our testing, 5 (29%) did not have specific 
product and pricing detailed in the agreement.  If pricing is not included in the master 
agreement, state agencies using the master agreement cannot verify pricing on 
specific orders is in accordance with the competitively established pricing DAS agreed 
to. 

For example, Diamond Pharmacy Service’s master agreement bases product pricing 
on discounts applied to the average wholesale price, as updated by First Data Bank.  
In order for a state agency to verify pricing billed by Diamond Pharmacy Service is 
accurate, the state agency would need to find the drug in the First Data Bank listing 
and apply the master agreement discount to that price.  Such procedures make it 
difficult and less likely a state agency will exhibit due diligence in verifying the 
accuracy of the pricing obtained. 

• Electronics Research, Inc. was the only qualified bidder when DAS solicited bids to 
provide broadcast antennas.  Even though 2 unqualified bids were also received, 
receipt of those bids alone does not ensure the pricing of Electronics Research, Inc.’s 
bid was competitive and represented a fair and reasonable price.  Negotiations should 
have been conducted in order to ensure the pricing was fair and reasonable. However, 
according to the purchasing agent at DAS, the only thing negotiated was the terms 
and conditions, so DAS accepted the pricing quoted even though no competitive 
pricing was received. 

• As discussed in Section B(3), master agreements awarded to most or all participating 
bidders which allow for multiple providers to have master agreements need further 
controls in order to adequately establish the pricing is fair and reasonable and to 
determine the pricing impact when volume discounts are compromised. 

• As discussed later in Section B(4), TSB master agreements are not established 
consistently with the definition of “master agreement.” 

Recommendation –  

Master agreements should not be established if competitive bids are not received or if 
DAS intends to award contracts to multiple providers submitting bids.  If competitive bids 
are not received and DAS does not conduct alternate pricing activities to ensure the 
pricing is reasonable, the master agreement has not been awarded competitively.  In 
addition, when DAS awards multiple master agreements to providers providing the same 
goods or services, the prices awarded can vary significantly depending on the provider.  
However, by having a master agreement, providers may receive orders without having to 
grant price concessions to state agencies because they don’t have to be the lowest bidder 
to receive a master agreement. 
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Master agreements are established to save agencies time and effort by pre-establishing 
fair and reasonable prices.  If DAS is unable to establish pricing based on the results of 
competitive bids, DAS should not enter into a master agreement.  The purpose of the 
master agreement fails if fair pricing is not the end result.  Instead, agencies should 
independently obtain competitive bids as needed.   

By establishing master agreements with no set unit pricing or by establishing multiple 
master agreements for the same goods or services, DAS is essentially authorizing sole 
source procurements.  A provider may receive orders from a procuring agency even 
though the provider has not provided competitive pricing.  In addition, DAS loses its 
ability to negotiate volume discounts when multiple options are available. 

3. Multiple Award Master Agreement Contract Testing 

Multiple award master agreements are master agreements for a specific good or service 
which are awarded to multiple providers which provide the same good or service but at 
different pricing.  According to a DAS official we spoke with, there are reasons for 
awarding to multiple providers, such as geographical limitations of service providers, 
service needs in excess of availability of 1 provider or state agency needs for multiple 
brands of goods which are provided by multiple providers.  For example, 1 service 
provider may not be able to provide services across the state and 1 product provider may 
not carry all the brands necessary to meet the needs of multiple state agencies.  A DAS 
representative stated DAS “must have contracts for agencies that use various types of 
equipment” and 1 contract does not fit all the needs of the agencies.   

In the event multiple master agreements are awarded to provide the same goods or 
services, pricing may not be consistent between providers.  Therefore, state agencies have 
the option to select providers charging higher prices and are not required to obtain 
competitive pricing.  

We judgmentally selected 6 classifications for which multiple master agreements were 
awarded.  Table 6 summarizes the classifications, the number of providers which 
received master agreements and which were utilized by state agencies to provide the 
goods or services and the fiscal year 2008 payments associated with each classification 
included in our testing procedures.  

Table 6 

 
Classification of Goods or Services 

Master 
Agreements 

Fiscal Year 
2008 Payments^ 

Architectural and engineering (AE) services*~ 10 $   7,212,328.26 

Building automation products and services 7 6,526,787.01 

Electrician services 6 5,779,710.71 

Geospatial technology services, software or hardware 4 1,825,668.30 

Radio communications 5 1,778,652.78 

Roofing consulting~ 4 3,999,183.94 

  Total  $27,122,331.00 
^ - Based on payments limited to certain service codes and limited to payments in excess of 

$5,000.00. 
* - Total payments are all payments to the 10 providers holding master agreements.  Some providers 

provided other services in addition to AE services under separate master agreements. 
~ - Total includes overlap of payments of $3,847,465.46 to 3 providers which had master agreements 

under each category.   
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Findings –  

We evaluated the competitive solicitation and evaluation procedures DAS completed prior 
to awarding master agreements to multiple providers within each classification.  As a 
result of our procedures, we determined: 

• For 3 of the 6 classifications tested (building automation products and services, 
electrician services and roofing consulting), all providers submitting bids received 
master agreements.  The purchasing agent for the master agreements stated 
negotiations for hourly billing rates are not performed because providers won’t know 
the labor mix which will be required until the specifics of an order are known. 

He stated he assumed providers are giving DAS discounted rates, but he had not 
verified providers are doing so.  Total payments to the providers in these service 
classifications recorded in I/3 in fiscal year 2008 were $16,305,681.66. 

According to a DAS representative, the reason for awarding multiple master 
agreements varies based on the type of goods or services procured.  For instance, 
multiple radio communications master agreements are established because the type 
of equipment and level of technology required varies between procuring agencies.  In 
addition, construction related contracts, such as roofing consulting, may have 
multiple master agreements which are based primarily on geographical location within 
the State. 

A master agreement is an award arrived at on a competitive basis.  When the awards 
are not competitively bid, they do not meet the intent of Chapter 105 of the IAC.  As a 
result, multiple master agreements for a single classification of goods or services do 
not provide assurance the best pricing is obtained. 

For the same 3 classifications, the providers receiving the greatest payments were not 
the providers with the lowest hourly billing rates. There are no controls in place to 
give preferential treatment to providers with the lowest prices.  Therefore, state 
agencies utilizing master agreements are not necessarily getting the most competitive 
pricing available through master agreements in the specific classifications tested. 

Table 7 provides an example comparison of specific contract hourly billing rates 
among the 4 providers in the building automation products and services classification 
with the greatest payments.  The providers include Control Installations (CI), Siemens 
Building Tech (Siemens), Simplexgrinnell LLP (Simplex) and Baker Group (Baker). 

Table 7 
Category CI Siemens Simplex Baker 

Project Manager $  99.05 77.00 75.00 104.00 
Design Engineer 99.05 70.00 72.00 93.50 
CADD Operator 74.67 70.00 45.00 75.00 
Service Technician 110.21 70.00 79.00 87.50 

As summarized in the Table, hourly billing rates for the same job classification varied 
significantly between some of the master agreement providers.  Since each provider 
holds a master agreement, state agencies have the option to order directly from any of 
the master agreement providers regardless of the significant hourly rate variances.  
State agencies are not required to conduct competitive bidding procedures since the 
providers hold master agreements. 
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Table 8 summarizes the fiscal year 2008 payments to the providers listed in Table 7.  
The amounts listed in the Table may include projects which were independently 
competitively bid rather than based on terms of the master agreements.  Based on 
information which is readily available, we are unable to determine what amount, if 
any, was spent for projects which were independently competitively bid. 

Table 8 

Provider Fiscal Year 2008 Payments 

Siemens $  1,700,214.95 

CI 1,674,111.61 

Simplex 1,408,519.54 

Baker 1,098,257.76 

As demonstrated by the Table, state agencies did not consistently use the providers 
with the lowest hourly rates during fiscal year 2008.  A total of 8 providers were 
awarded master agreements for building automation products and services.  However, 
state agencies had the ability to go directly to higher cost providers without receiving 
competitive bids because DAS had established master agreements with the providers. 

• For the geospatial technology services master agreements, DAS recommends on its 
website: 

“…buyers shop among the contractors for the best price on the configuration 
or service they are looking for and negotiate prices for large volume buys.  The 
use of these contracts does not necessarily guarantee the lowest price 
available on any particular need.  Organizations purchasing from these 
contracts should exercise prudent business judgment.” 

Competition and negotiation should not be required when using master agreements, 
but DAS is recommending such practices.  If the contracts awarded do not obtain the 
lowest prices available, the contracts do not appear to meet the intended purpose of 
master agreements, which is to provide competitively awarded contracts for state 
agency use. 

• For radio communications, the purchasing agent stated contracts were awarded to all 
providers submitting bids to DAS.  In addition, the purchasing agent did not perform 
negotiations to ensure pricing was fair and reasonable.  He stated awards to multiple 
providers were necessary due to different brands needed for state agencies throughout 
the State. 

No pricing evaluation and no competitive pricing comparisons were utilized in 
awarding the contracts, which resulted in approximately $1.78 million in statewide 
procurements from 3 providers, with 2 providing a majority of the products 
purchased.  As shown in Table 6, DAS awarded radio communications master 
agreements to 5 providers.  State agencies utilized only 3 of the 5 providers and 99.5% 
of the total products purchased in the classification were from only 2 providers.  The 
necessity of the other 3 master agreements is not evident.  Further, DAS did not 
conduct negotiations and permitted all bidders to obtain a master agreement, 
regardless of pricing.  Therefore, the master agreements were not “arrived at 
competitively” consistent with the definition of master agreements in the IAC. 

• For architectural and engineering (AE) services, awards are not to be based solely on 
the lowest price, in accordance with Chapter 105 of the IAC.  Qualifications and 
professional capabilities and past performance must also be considered.  Findings 
associated with AE services are discussed in greater detail in Section F of the 
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Findings and Recommendations.  However, the primary finding when evaluating the 
master agreements for this service classification is the absence of pricing in the 
master agreements.  In addition, 10 of 11 bidders received master agreements. 

An example master agreement for AE services through Howard R. Green (HRG) is 
included in Appendix A.  According to the master agreement for HRG, state agencies 
utilizing the master agreement are supposed to negotiate fees on a project basis.  As 
discussed above in regard to the geospatial master agreements, if the master 
agreement does not provide assurance competitive pricing has been established, the 
master agreement is not meeting its intended purpose and is essentially permitting 
sole source awards to providers which are not bound by contractual pricing to provide 
competitive prices to state agencies. 

• Table 9 summarizes fiscal year 2008 payments to providers for roofing consulting.  All 
4 providers submitting bids received master agreements.  Of the 4 providers listed in 
the Table, the first 3 were also awarded master agreements for AE services. 

Table 9 

Provider Fiscal Year 2008 Payments 

Howard R. Green Company $  3,124,014.07 

Shive-Hattery, Inc. 380,073.48 

Genesis Architectural 343,377.91 

Keffer/Overton Associates, Inc.  151,718.48 

As with other multiple award master agreements, roofing consulting costs vary 
according to provider and state agencies are not required to seek competition between 
the providers or give preferential treatment to providers with lower costs.  Pricing is 
not established in the master agreements.  Therefore, roofing consultants are not 
bound by master agreement prices when developing bids for services to state 
agencies.   

In fiscal year 2005, DAS hired a consulting firm to complete a Strategic Sourcing 
Initiative to develop savings for the state.  One of those initiatives was in the area of 
roofing consulting.  According to the consulting firm, Genesis Architectural and 
Keffer/Overton Associates, Inc. were to be the primary providers and Howard R. Green 
Company and Shive-Hattery Inc. were to be the emergency providers.  According to 
the consultant, using the primary providers would result in significant savings.  
Although the total payments to the providers summarized above include all consulting 
services, state agencies spent significantly more with the emergency providers than 
the providers determined to be most cost efficient.    

The master agreements for roofing consulting do not meet the IAC definition of master 
agreements “arrived at competitively.”  Utilization of the master agreements as 
currently operating does not ensure pricing is competitive.  Instead, use of the master 
agreements results in bypassing competitive pricing requirements without holding 
providers to pre-established competitive prices.  If the nature of the services does not 
permit DAS to pre-establish competitive rates, the services are not suitable for 
procurement through master agreements.  

• In addition to testing the master agreements for the goods and services classifications 
summarized in Table 6, our testing selection of other master agreements, which are 
discussed later in this section of the report, included testing of a flooring installation 
contract awarded to Allied Construction Services.  When reviewing the contract file 
documentation, we determined 4 providers responded to the solicitation from DAS 
and all 4 providers submitting flooring installation bids received master agreements.  
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The purchasing agent stated multiple providers received awards due to geographic 
locations and the need to provide adequate coverage across the state.  However, we 
determined 2 of the providers, Allied Construction Services and Gilcrest/Jewett 
Lumber, serve the same general geographic area but prices vary between the 
providers. 

The purchasing agent stated since 1 provider was in Des Moines and the other was in 
Waukee, they represent different towns even though they are located in the same 
metropolitan area.  In fiscal year 2008, Allied Construction Services received 
payments of $109,341.78 which appeared to be related to flooring installation while 
Gilcrest/Jewett Lumber did not receive any payments which appeared to be related to 
flooring installation.  As a result, we disagree with the purchasing agent’s explanation 
and question the need for multiple flooring contracts. 

In summary, we determined the master agreements included in our testing awarded to 
multiple providers for the same goods or services did not represent “master agreements” 
as defined in Chapter 105 of the IAC because they are not contracts “arrived at 
competitively.”  Competitive bidding procedures should not be defined as attempts to 
obtain competitive bids.  Attempts without success give no assurance the prices 
submitted are fair and reasonable. 

In the case of multiple awards, many of the contracts tested were awarded to all the 
providers submitting bids for the subject classification and negotiations were not 
conducted.  As a result, each provider, regardless of bid price, was allowed to offer state 
agencies goods or services even though no price concessions were necessary to receive the 
contract. 

Recommendations –  

• DAS should not award multiple master agreements for the same goods or services 
unless multiple contracts are necessary to have 1 provider per geographic region.  
Only 1 provider per geographic area should be awarded a master agreement after 
competitive bidding procedures have established a provider as the best value.  If the 
master agreement provider is unable to meet the specific time requirements of a 
project or brand requirements for a commodity, the requesting state agency should 
solicit bids from other providers.  The IAC already has procedures outlined for 
deviating from the master agreement if a more favorable price can be achieved.  As a 
result, there is no need for multiple master agreements for the same goods or services. 
Multiple award master agreements are a risk to state agencies because they fail to 
provide assurance of competitive pricing. 

• DAS should consider removal of multiple award master agreements unless the rates 
established have been negotiated or are based on pricing as a result of receipt of 
multiple bids, not as a result of requests for multiple bids.  Negotiating rebates or 
discounts upon reaching certain spending thresholds would also be a way to ensure 
providers will provide deeper discounts based on usage of the master agreements.  
Such rebates and discounts should be returned to state agencies as an incentive to 
utilize the master agreements. 

• Master agreements should be developed with pre-established pricing included in the 
master agreement.  If the master agreement, which by definition is a contract arrived 
at competitively requiring no additional competitive procedures by a state agency, has 
no pricing providers are bound to, providers may submit any pricing and state 
agencies may accept any pricing regardless of whether the pricing is reasonable. 
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• Master agreements which do not include specific pricing or are not based on pricing 
established as a result of negotiations or competitive bids should be reevaluated and 
renegotiated or canceled when the current contract ends. 

• Master agreements not being utilized by multiple state agencies should be evaluated 
for necessity.  Consideration should be given to the resources necessary to maintain 
master agreements and the actual savings which could be derived from purchase 
volume discounts generated by utilizing the master agreements. 

4. Targeted Small Business Master Agreement Contract Testing 

Targeted small businesses (TSB’s) are defined by the Iowa Department of Inspections and 
Appeals’ (DIA’s) website as businesses owned, operated and actively managed by women, 
minority group members or persons with disabilities.  In order to be certified as a TSB 
through DIA’s targeted small business certification program, the business must meet the 
following minimum qualifications: 

• Be located in the State of Iowa, 

• Be operated for a profit,  

• Have a gross income of less than $4.0 million computed as an average of the 
preceding three fiscal years and  

• Be owned, operated and actively managed by a female, a minority group member 
or a person with a disability. 

In accordance with Chapter 105 of the IAC, state agencies may purchase from a TSB 
without competition for purchases up to $10,000.00 after confirming the TSB is 
registered with DIA. TSB providers are not required to have a master agreement to provide 
goods and services valued up to $10,000.00 to state agencies without competition.  TSB’s 
are required to receive 48 hours advance notice of state agency solicitations for bids or 
proposals through posting the solicitations on the TSB website. 

DAS awards master agreements to TSB’s in order to allow TSB’s the opportunity to 
provide goods and services to state agencies and receive exposure to state agencies 
utilizing master agreements.  Many state agencies have spending goals with TSB’s to 
encourage agencies to utilize TSB providers. 

We judgmentally selected 8 master agreements with TSB’s to evaluate.  We selected the 5 
largest TSB’s and 3 TSB’s which were not on the DAS website to determine whether the 
contracts awarded represented best value for state agencies or were competitively 
awarded. 

In addition, we conducted a separate test of payments made to a judgmental selection of 
payments to 5 TSB’s to determine whether pricing appeared to be reasonable.  The 
selection of TSB’s tested included the 3 providers which received the most payments from 
the State in fiscal year 2008 and 2 judgmentally selected providers which received 
payments from the State after June 30, 2008.  A number of state agencies procured goods 
and services from the TSB’s selected for testing.  For selected payments, we contacted the 
procuring agency to request the related documentation.  However, the Department of 
Natural Resources and the Department of Public Safety did not provide the 
documentation requested.  As a result, the purchases these agencies made from the 
TSB’s were not tested. 
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Findings –  

• Master agreements with TSB providers are not negotiated and are established to give 
TSB’s visibility.  DAS officials we spoke with stated they often don’t establish contract 
rates with TSB’s.  Master agreements with TSB providers are not established based on 
competitive processes.  Therefore, master agreements entered into with TSB providers 
do not meet the definition of master agreements established in Chapter 105 of the 
IAC, which states master agreements are contracts “arrived at competitively.” 

Instead, master agreements with TSB’s are described on the face of the master 
agreement as contracts “to provide targeted small business purchases which total 
$10,000.00 or less per project, pursuant to targeted small business Legislation and 
TSB Certification.”  Purchases which total more than $10,000.00 are required to be 
competitively bid.  Appendix B includes an example of a master agreement with a 
TSB. 

• DAS officials stated procuring agencies are responsible for reviewing pricing to ensure 
they obtain acceptable prices from the TSB’s since DAS does not conduct pricing 
evaluations on TSB master agreements. 

Of the 8 TSB master agreements reviewed, 7 were awarded contracts without any 
evidence of competitive bidding or negotiations documented in the contract files.  By 
awarding master agreements to TSB’s without determining fair and reasonable 
pricing, DAS is allowing TSB’s to charge state agencies prices the agencies believe 
have been competitively established.  State agencies are not required to perform 
additional competitive procedures for purchases totaling less than $10,000.00 
because the TSB’s have master agreements, which are established in order to provide 
assurance pricing has been arrived at “competitively.” 

Although giving TSB’s visibility to increase business is a commendable goal, awarding 
contracts to TSB’s without assuring the pricing awarded is reasonable is not a good 
fiscal practice.  By signing the master agreement, DAS is responsible for the 
competitive procedures which are required for those procurements.  Although a DAS 
official we spoke with stated agencies should look at pricing before purchasing, the 
IAC specifically states master agreements have been established so state agencies 
don’t have to seek competitive bids. 

• According to a purchasing agent we spoke with, negotiations were not conducted with 
TSBs because DAS wanted to ensure TSBs would continue to do business with the 
State and wanted to ensure TSBs would not contract for pricing which would be so 
low a TSB would not be able to maintain operations.  We determined proper 
negotiations of pricing for the master agreements did not occur in 5 of the 8 TSB 
master agreements reviewed because pricing was not included in the master 
agreement. 

• State agencies are not required to perform competitive bidding procedures for 
purchases less than $10,000.00 from TSBs.  During our testing, we identified 
instances in which 3 state agencies purchased similar products in a relatively short 
time period.  While each purchase totaled less than the $10,000.00 limit, if the 
purchases by each agency had been combined, they would have exceeded the 
$10,000.00 limit.  As a result, the purchases appear to have been purposely split.  
Split procurements are made on or around the same date with the same provider in 
order to appear to be below the spending limitation of the contract.  The purchases 
identified are listed in Table 10 and discussed in detail in the paragraphs following 
the Table. 



 

 42  

Table 10 

Invoice 
Date 

Invoice 
Number 

 
Description 

 
Amount 

Iowa Department on Aging^  

12/26/07 15639 262 key tags and set-up $    454.90 
01/02/08 15640 5,000 magnets 1,250.00 
01/02/08 15641 10 wheeled duffels 403.80 
01/02/08 15643 10,500 dispensers 4,668.80 
01/02/08 15644 500 highlighters 668.80 
12/26/07 15645 300 calculators/leather folders  4,740.30 
12/26/07 15646 5,069 ballpoint pens  4,910.04 
01/02/08 15647 530 key tags 763.70 
01/02/08 15648 260 mouse pads 1,897.30 
12/20/07 15651 288 Travel mugs    2,174.24 
   $ 21,931.08 

    
06/30/08 16229 5,000 magnets $   1,250.00 
06/30/08 16271 1,000 cell phone holders 2,276.30 
06/30/08 16276 500 keynote business totes 3,188.80 
06/30/08 16304 5,000 ballpoint pens 4,815.00 

   $ 11,530.10 

Department of Human Services – Juvenile Home^   
06/26/08 2224 25 48” tables $   9,200.00 
06/26/08 2224 1 60” table 549.00 
06/26/08 2225 Oak desk 1,299.00 

   $ 11,048.00 

Department of Revenue^     
06/20/08 2215 16 chairs, plum color $  6,432.00  
06/20/08 2216 25 chairs, navy color 9,950.00 
06/20/08 2217 25 chairs, navy color 9,950.00 

   $ 26,332.00  
^ - We excluded shipping charges from the total invoice amounts for the purposes of determining 

the total amount purchased.   

The purchases identified were made from 2 TSB’s, Primary Source and Business 
Furnishings.  Primary Source and Business Furnishings received total payments of 
$393,701.58 and $327,227.02, respectively, in fiscal year 2008 from state agencies.   

o The Iowa Department on Aging purchased goods 2 different times and utilized 
split procurements in order to make the orders appear to be within the 
spending limitation of $10,000.00 per transaction.  The agency received 10 
separate invoices from Primary Source dated December 20, 2007 through 
January 2, 2008.  Most of the invoice numbers were consecutive and the total 
spent was $21,931.08.  In addition, 4 invoices totaling $11,530.10 from 
Primary Source were dated June 30, 2008.  The Department split the total 
purchase into multiple orders which made each order appear to be within the 
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maximum spending limitation of $10,000.00 per transaction.  In both cases, 
when processing payments to the provider, the agency consolidated the 
separate invoices into a single payment.  

A representative of the Department responded they do not dispute the findings 
but have benefited from a DAS representative who met with the Department to 
summarize procurement requirements for the Department’s staff to follow in 
the future. 

o The Department of Human Services – Juvenile Home purchased goods for 
$11,048.00 using the TSB sole-source authority, which is limited to 
$10,000.00.  The agency split the total purchase into multiple orders which 
made each order appear to be within the maximum spending limitation of 
$10,000.00 per transaction.   

The Juvenile Home representative we spoke with stated there were no split 
orders.  Rather, there were 3 separate orders which she filled on the same day.  
She stated she did not request the first 2 orders be placed on the same invoice.  
Rather, the provider chose to do so.  She said she immediately submitted 
orders to the provider as they came in throughout the day due to the limited 
time for processing as the agency was utilizing year-end funds and had to 
receive the ordered items by June 30, 2008.  She stated she consolidated 
payment of the invoices to the same payment document to expedite the orders.  
Regardless of the explanation, all items purchased from the provider were 
ordered on the same day and approved by the same manager.  As a result, the 
purchases should be considered to be a single order.     

o The Department of Revenue made 3 purchases on the same day for a 
combined total of $26,332.00.  A Department representative stated 1 of the 3 
purchases was ordered earlier in the year but coincidentally was processed on 
the same day since the space the chairs were needed for was not complete 
until the date the other 2 purchases were made.  The representative stated the 
internal purchase order numbers at the Department were not consecutive and 
maintained the orders were not split.  Despite this explanation, the internal 
purchase order numbers appear too close (2252, 2259 and 2262) to support 
the explanation of the coincidental nature of the transactions.   

All 3 purchases were for the same type of chair and were shipped and invoiced 
on the same day.  Further, the Department consolidated the invoices to make 
a single payment of $26,332.00 to the provider.  By splitting the total purchase 
into multiple orders, the Department made the purchases appear to be within 
the maximum spending limitation of $10,000.00 per transaction when, in fact, 
the purchases should have been processed as a single order subject to 
competitive bidding requirements. 

Recommendations –  

• All master agreements entered into by DAS should meet the definition of master 
agreements stated in the IAC, which defines master agreements as contracts “arrived 
at competitively.”  If DAS does not complete competitive steps consistent with the 
definition of the master agreement, a master agreement should not be established.   

Because master agreements established with TSBs have not been competitively 
awarded, they should not be classified as master agreements.  Instead, they should be 
classified as Invitations to Qualify (ITQ), which prequalify providers to participate in 
State bidding opportunities.  Establishing the providers with ITQ designations would 
be an acceptable way to give the TSBs visibility without providing false assurance DAS 
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has assessed the pricing of the TSBs. Without a master agreement as the basis for 
price reasonableness, state agencies using TSB providers will be responsible for 
ensuring price reasonableness. 

• DAS should evaluate all master agreements with TSB providers and cancel master 
agreements with TSBs which currently fail to meet the IAC definition of master 
agreements. 

• If DAS continues to utilize master agreements for TSB purchases up to $10,000.00, 
DAS should verify state agencies are not abusing the purchasing limitations through 
use of split procurements. 

C. Goods Contract Testing 

As previously explained, the purchase of goods of general use must be completed through 
use of DAS master agreements unless specific allowable exceptions exist and are 
documented.  All orders for goods must be competitively bid and state agencies not 
utilizing master agreements are limited to purchases of $5,000.00 or less per transaction 
unless they have received advanced purchasing authority through completion of 
coursework to obtain “center of procurement excellence” status, which increases spending 
authority to $50,000.00. 

Because we determined purchases of services had more associated compliance risks, we 
conducted limited testing of a selection of goods purchases to identify concerns regarding 
goods procured through master agreements or state agency contracts.  We judgmentally 
selected 3 providers and 3 state agencies and tested 2 orders for each contract or master 
agreement.  We did not identify any significant concerns regarding goods procured 
through master agreements or state agency contracts. 

However, in addition to testing specific goods contracts and invoices, we identified several 
payments included in our service contract testing selection which included purchases of 
goods.  The providers, Siemens Building Technology, Inc. (Siemens) and Baker Group, 
have master agreements which provide for both goods and services.  The Siemens master 
agreement specifically states goods are included in the contract and are to be offered to 
state agencies at discounted prices off list prices.  The Baker Group master agreement 
describes the contract as a services agreement but allows for related equipment provided 
by the provider at cost plus mark-up. 

Findings - 

During testing, we determined the master agreements for Baker Group and Siemens did 
not include specific prices for goods.  As a result, it was not possible to ensure prices 
included in invoices were in accordance with the master agreement. 

The purchasing agent for the Siemens master agreement stated contract users needed to 
contact Siemens to get master agreement pricing.  In accordance with the Baker Group 
master agreement, goods are provided at the provider’s cost plus 15% mark-up.  Neither 
of these pricing structures allow for confirmation of correct pricing without additional 
research.  If master agreement pricing is not clearly documented, it cannot be 
independently verified and is susceptible to unnecessary risk. 

Specific concerns identified with the use of the master agreements established with Baker 
Group and Siemens are discussed in the following paragraphs. 
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Baker Group - The master agreement with Baker Group states it is for “mechanical 
construction services.”  The master agreement also specifies plumbing equipment, 
fixtures and supplies may be purchased through Baker Group at the provider’s cost plus 
a 15% mark-up.  In addition, DAS publishes a discount spreadsheet summarizing specific 
brand discounts offered by Baker Group, which range from 6% to 38% off list prices, 
which, according to a DAS official, may be adjusted once annually by the provider with 
sufficient justification.  It is apparent the equipment purchases referred to in the master 
agreement are intended to be incidental to the services offered by Baker Group.  However, 
we identified an instance in which the Department of Public Defense (Public Defense) 
purchased only goods from Baker Group.  When questioned about the purchases, a 
representative of Public Defense stated each purchase from Baker Group was under 
$5,000.00 and agency policies do not require solicitation of bids if the purchasing agent 
feels the bid is reasonable.  Instead, Public Defense just relies on the master agreement. 

This is an improper use of the master agreement.  In accordance with Chapter 105 of the 
IAC, all goods purchased are required to be purchased through solicitation of bids or use 
of a master agreement.  Although Public Defense referred to the master agreement, the 
purpose of the master agreement was to provide services. 

It was not possible to confirm the equipment prices paid by Public Defense were in 
accordance with the master agreement because the master agreement’s terms only 
provided for the provider’s cost plus 15% mark-up.  However, no provider costs were 
included in the contract documents.  References to the initial list pricing and discount 
spreadsheet maintained by DAS were not included in the master agreement at the time of 
review.  Since then, DAS has added a reference to brand name discount information to 
the master contract.  The Brand Name Award Grid summarizing contracted discounts by 
brand for specific providers is included in Appendix C.  Although providing specific mark-
up or discount percentages is helpful, without list prices or provider costs, state agencies 
do not have adequate information to verify the discount percentages have been properly 
applied. 

Siemens – We identified concerns with 5 projects for which equipment was purchased 
from Siemens using the master agreement for goods and services.  For 4 of the 5 projects, 
the limited information contained on the invoices and the vague wording in the master 
agreement with Siemens did not allow for comparison of invoiced prices to the master 
agreement.  As with Baker Group, the Brand Name Award Grid shown in Appendix C 
summarizes brand discounts Siemens has agreed to extend to state agencies.  However, 
the base prices the discounts are applied to are not readily available.  Therefore, we were 
unable to determine whether the invoiced prices for goods were in accordance with the 
master agreement pricing.  If prices cannot be easily tied to the master agreement, there 
is no assurance the orders were in accordance with the master agreement.  If orders are 
not in accordance with the master agreement, the orders are improperly sole sourced 
without solicitation of bids or justification for sole source procurement.  The procuring 
agency for each of these 4 projects did not adequately determine the prices paid were fair 
and reasonable. 

The remaining project used a master agreement in lieu of completing the appropriate sole 
source justification documentation because, according to the procuring official, she had 
been directed to limit the use of sole source procurements.  The 5 projects are described 
in the following paragraphs. 

• The Department of Human Services (DHS) Eldora State Training School (ESTS) 
purchased $50,867.20 of cameras and related equipment from Siemens during 2007.  
A DHS representative we spoke with stated an updated camera security system was 
needed in a residential unit at the agency.  The purchase involved 5 invoices which 
are summarized in Table 11.  Payments were made after receipt and installation of 
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the equipment occurred.  As illustrated by the Table, the project was paid for over 2 
fiscal years. 

Table 11 

Invoice 
Date Description Amount 

01/29/07 
 

11 new cameras, 2 16-Channel digital recorders, plus 
30 hours labor, installation and warranty^ $ 24,619.00 

04/23/07 
 

Pelco Audio Interface and other interface equipment 
plus labor for programming, training and testing.*^ 2,796.00 

08/27/07 18 new cameras plus installation and 1 year 
warranty*^ 11,310.00 

11/02/07 
 

16 Channel 750GB DVD DVR plus installation plus 1 
year warranty 8,152.20 

11/27/07 
 

6 new day night mini-dome cameras plus installation 
and 1 year warranty. 3,990.00 

      Total  $ 50,867.20 
^ - Quote references Siemens master agreement contract as basis for pricing. 
* - These item descriptions were specific to allow reconciliation to item description on provider’s price list. 

According to the DHS representative, ESTS sought informal quotes and product 
demonstrations from several providers and determined the products Siemens offered 
were the best value.  In addition, the DHS representative stated ESTS believed the 
master agreement with Siemens permitted purchases of goods and ESTS believed it 
had properly and prudently utilized the master agreement. 

Of the 5 invoices from Siemens, 3 referenced the State of Iowa Contract CT2301 
master agreement and 2 did not reference the master agreement.  In addition, the 
ESTS representative we spoke with stated he recalled Siemens provided the goods at 
37% off the list price.  However, we were unable to verify ESTS received the 
appropriate discount. 

Only 2 of the 5 invoices were detailed enough to be traceable to a specific price list.  
However, because the master agreement did not include a price list and DAS does not 
maintain a copy of the provider list prices, we were unable to determine if the prices 
included in the invoices were the appropriate amounts.  The remaining 3 invoices did 
not include enough information regarding the products purchased.  For example, the 
November 27, 2007 invoice included 6 mini-dome cameras.  The specifics of the 
cameras, including product numbers or features, were not included on the invoice.  
Therefore, it would be difficult to confirm the pricing paid was appropriate. 

In addition to the goods valued at $50,867.20 initially ordered, ESTS added 4 new day 
night mini-dome cameras to the order on February 28, 2008 at a total cost of 
$2,600.00.  This amount was not included in the initial order and product 
information was not specific enough to allow for reconciliation to the master 
agreement. 

In accordance with the Siemens master agreement, brand name system/product 
pricing were to be offered with a discount off list price and generic products on the 
core list were also to be discounted.  Although the brand discount percentages are 
provided as an attachment to the master agreement, list prices are not provided.  
According to the purchasing agent for the Siemens master agreement, contract users 
can request provider price lists in order to verify the prices quoted are in accordance 
with the master agreement. 
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When asked about the process of ensuring pricing is competitive, the purchasing 
agent provided a copy of the request for proposal (RFP), which contained language 
requesting a price list with specific pricing which would be included in the evaluation 
process.  However, Siemens was awarded a master agreement, as were all the 
providers which submitted bids for building automation.  Therefore, we concluded: 

o The purchasing agent did not conduct specific procedures beyond issuing the 
standard RFP to ensure the products Siemens included in its bid were fair and 
reasonable. 

o The current practice to require state agencies to contact providers to obtain 
current price lists is not an adequate way to administer the contract because it 
puts the provider in the position of maintaining the contract prices and makes 
price lists inconvenient to obtain and impossible to independently verify. 

o Since all the providers which submitted bids for building automation goods 
and services received master agreements, the product prices awarded under 
master agreements were not based on competitive procedures and all providers 
submitting product price lists, regardless of prices submitted, were awarded 
master agreements. 

• On June 23, 2008, the DHS Iowa Juvenile Home (Juvenile Home) entered into a 
contract with Siemens to provide $37,635.00 of camera equipment using a statement 
of work.  Statement of work documents are typically for work orders, not purchases of 
equipment with incidental labor. 

On the same day, the Juvenile Home added $17,986.00 to the contract for additional 
equipment, which increased the total cost to $55,621.00.  According to a Juvenile 
Home official we spoke with, there were 2 separate orders because the $37,635.00 
was for cameras for 1 building while the $17,986.00 was for software for another 
building. However, the $17,986.00 order was defined as an addition to the initial 
contract of $37,635.00 on a contract document in the Juvenile Home contract file.  In 
addition, both orders were issued on the same day by the same person. 

According to the representative we spoke with, the agency solicited bids from 2 other 
providers, but neither provider was able to deliver the products to the Juvenile Home 
before the end of the fiscal year on June 30, 2008.  We did not receive documentation 
to verify the competitive bidding process was completed.  It appears time constraints 
to obtain the equipment by June 30, 2008 resulted in an unfavorable competitive 
environment. 

The Juvenile Home official stated the pricing was in accordance with the master 
agreement.  However, product descriptions were vague and would not be reconcilable 
to specific product numbers in a price list.  For example, the statement of work listed 
15 cameras, 11 audio recording, 1 encoder and 1 power supply without specific 
product numbers.  Further, as stated previously, the Siemens master agreement did 
not readily detail the specific discounts awarded to state agencies utilizing the master 
agreement. 

• The DHS Glenwood Resource Center purchased $16,939.60 of equipment from 
Siemens in 2 separate invoices for $12,449.60 and $4,490.00.  The invoices provide 
enough product information, such as quantity and product number, to allow for 
reconciliation, but the list prices used as the basis of relevant product discounts were 
not available to allow for independent reconciliation of pricing. 
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• The Department of Corrections (DOC) Iowa Medical and Classification Center (IMCC) 
paid Siemens $6,862.55 for purchases of equipment associated with repair work at 
the DOC North Central Corrections Facility (NCCF).  According to a representative we 
spoke with, the IMCC only processed the payment due to the availability of year-end 
funds.  Pricing detail was specific to allow for reconciliation to a price list.  However, 
we were unable to easily identify the master agreement pricing for Siemens and, 
therefore, could not reconcile the prices paid to the master agreement. 

• IMCC also purchased $2,156.25 of equipment from Siemens.  The DOC official we 
spoke with stated the procurement was required to be conducted through Siemens 
because Siemens owns the system for which the equipment was needed.  DOC 
provided documentation it had solicited TSB bids and informal bids.  However, a 
justification for a sole source purchase was not prepared. 

The DOC official we spoke with stated she had been directed to limit the use of sole 
source procurements, which is in accordance with the IAC.  Therefore, she elected to 
obtain informal bids to avoid a sole source award since the dollar amount was 
minimal.  While sole source procurements are to be limited, soliciting bids in a virtual 
sole source situation is improper.  When DOC has a qualified sole source procurement 
need, it should not conduct bidding procedures as they serve no purpose.  Instead, 
DOC must complete a sole source justification. 

In addition, in accordance with Chapter 105 of the IAC, “use of sole source 
procurement does not relieve the department or an agency from negotiating a fair and 
reasonable price.”  For Siemens, DAS stated agencies must go to the provider to 
request pricing information if they want to determine whether the prices extended to 
them are in accordance with the master agreement.  Although this process is not ideal 
for the state agency, agencies have a responsibility to confirm, when basing purchases 
on a master agreement, the prices extended are consistent with the master 
agreement. 

Recommendations – 

• All master agreement pricing should be verifiable through DAS.  In addition, state 
agencies should have access to current pricing in order to verify pricing on their 
orders is in accordance with the master agreement. A DAS official we spoke with 
stated DAS recently decided to require an electronic link, or catalog, detailing the 
master agreement pricing.  In contracts with extensive product lists, such information 
should be required on all similar contracts in order to ensure pricing is in accordance 
with the master agreement. 

• DAS should consider requiring use of I/3 to process orders for all goods purchased 
through master agreements.  If goods purchased do not reconcile to the I/3 pre-set 
pricing, agencies should verify the prices are in accordance with the master agreement 
or conduct competitive procedures to ensure the goods are purchased as required. 

• DAS should incorporate controls, such as an online payment authorization control, 
which would not allow purchasing agents to exceed purchasing limitations when 
making purchases. 

• Agencies should be required to maintain specific documentation to verify competitive 
procedures were completed when the agency does not utilize a master agreement.  
Such documentation should be included, for instance, in the documentation 
submitted when processing payments in I/3. 

• Master agreements established for services should not be relied on to provide 
competitive pricing for goods and vice-versa.  Incidental materials are not 
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inappropriate, but master agreements for services are not competitively awarded 
based on goods pricing. 

D. Services Contract Testing 

As previously explained, the purchase of services of general use must be completed 
through use of DAS master agreements unless allowable exceptions exist and are 
documented.  All orders for services of general use equal to or greater than $5,000.00 
($15,000.00 for multi-year services) not completed through the use of DAS master 
agreements must be procured through competitive procedures. 

According to section 8A.302 of the Code, DAS is required to provide a system of uniform 
standards and specifications for purchasing physical resources and state agencies are 
required to procure all items of general use through DAS.  Chapter 105 of the IAC 
describes physical resources as both goods and services of general use.  Chapter 105 of 
the IAC requires DAS to procure goods and services of general use for all state agencies, 
with the exception of exempt agencies. 

Although the IAC names DAS as the procuring agency for goods and services of general 
use and DAS establishes master agreements for services, DAS has delegated procurement 
responsibilities as they relate to services to state agencies.  A DAS official we spoke with 
stated service needs are unique to each agency, so those agencies need to conduct their 
procurements independently of DAS.  According to the DAS-GSE Procurement Manual, 
“all agencies are allowed to conduct their own solicitation and contracting for services.”  A 
DAS official we spoke with stated this delegation of authority was mandated in 
Executive Order 50 which was signed on January 12, 1983.  However, as previously 
discussed, the Executive Order specifically names DAS as the agency responsible for 
adopting rules for procurement of services.  DAS, as the agency responsible for developing 
rules over procurement, is also responsible for oversight and ensuring state agency 
compliance with those rules. 

Chapter 105 of the IAC states services of general use may be purchased outside 
applicable master agreements if, for example, the quantity required or an emergency or 
immediate need makes it cost effective to purchase from a non-master agreement 
provider.  However, the IAC specifically states purchasing authority delegated to state 
agencies shall not be used to avoid the use of master agreements.  It further states, 
“Because it is cost-effective to purchase a good or service of general use from a master 
agreement, the agency shall do so.”  DAS has the authority to rescind delegated 
purchasing authority from state agencies misusing delegated authority, as specified in 
Chapter 105.15(5) of the IAC. 

Because DAS has delegated service contracting to state agencies, except in cases where 
state agencies specifically request DAS assistance, DAS has very limited oversight 
capabilities on service contracts entered into by state agencies.  Due to the potential risks 
and the lack of centralized controls, we conducted testing of a selection of payments to 
providers which do business with multiple state agencies.  We previously listed the 
providers and state agencies included in our testing in Tables 2 and 3. 

Specific service contract testing included review of sole source procurements, professional 
services contracts, services procured by agencies exempt from DAS procurement rules 
and procurements through providers with ITQ designations. 

1. Sole Source Procurement 

Sole source procurements are defined in Chapter 106 of the IAC as purchases of services 
in which the state agency selects a service provider without engaging in a competitive 
selection process.  As discussed in detail in the Procurement Process section of the report, 
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sole source procurements require specific steps in order to ensure they are in the best 
interest of the State.  For example, sole source procurements require completion of a sole 
source justification form, which is signed by the Director of the state agency.  In addition, 
state agencies utilizing sole source authority must thoroughly document how they 
negotiated a fair and reasonable price in lieu of conducting competitive bidding 
procedures. 

Findings -  

As a result of testing a selection of procurements, we identified several types of sole 
sources during testing we determined to be improper. 

• Master agreement pass-through to procure specific services without competition, 

• Misuse of emergency purchasing authority, 

• Sole source award without support of authorization, and 

• Referencing master agreement for non-master agreement services. 

2. Misuse of Master Agreement to Award a Sole Source Procurement to a 
Subcontractor Provider  

DAS has a master agreement with Insight Public Sector (Insight) which allows agencies to 
purchase commercial off the shelf software (COTS) at discounted prices.  COTS, according 
to the online business dictionary, www.BusinessDictionary.com, is software commercially 
available, leased, licensed or sold to the general public and requires no special 
modification or maintenance over its life cycle.  Examples of COTS include Adobe® and 
Microsoft® software packages which have been pre-designed to be used by businesses 
rather than requiring the businesses to develop their own software. 

During a meeting with DAS officials, we learned of a software application DAS procured 
from Insight in December 2008, known as Ariba Spend Management Software® (Ariba 
software).  The Ariba software is licensed by Ariba, Inc.  Insight contracted with Ariba, 
Inc. to obtain the Ariba software for DAS.  It was during discussion of the capabilities of 
the Ariba software we became concerned with the procurement procedures used for the 
initial purchase totaling $253,677.00. 

The Ariba software is an online data analysis program which consolidates and 
manipulates spend data and financial information from data warehouses to develop 
meaningful spend reports for customers to utilize in decision-making.  For example, if 
DAS had a contract with a cellular phone service provider, the Ariba software might be 
used to determine whether state agencies were utilizing the correct service provider. 

In order to utilize the Ariba software, customers must provide their data to Ariba, Inc. for 
system set-up and data processing in preparation for utilization of the software.  Ariba, 
Inc. scrubs the data and loads it into the Ariba software in a manner that allows for 
meaningful comparisons and report generation.  As such, Ariba software is not a product 
similar to Adobe® or Microsoft® software packages which can be loaded onto customer 
computers for immediate use.  Instead, considerable costs are associated with services 
necessary to prepare the customer’s data for use through the Ariba software. 

According to a DAS representative we spoke with, a DAS purchasing agent attended a 
demonstration on the Ariba software and DAS determined it was a product DAS wanted 
to obtain.  Ariba, Inc. did not have a contract with DAS at the time.  Rather than 
completing typical procurement steps to solicit quotes or conduct a sole source 
procurement, DAS requested Insight add Ariba, Inc. as a COTS provider under its master 
agreement and requested a quote for the Ariba software through the Insight master 
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agreement.  An Insight representative we spoke with concurred the Ariba software is not 
typical of Insight’s other products. 

The purchasing agent stated he informally compared the amount quoted to pricing found 
on a multi-state contract DAS could have procured the software through.  However, Ariba 
software is customized to each customer’s specific needs.  According to the multi-state 
contract DAS reviewed, state agencies “may request changes to the size, scope, and model 
of this proposed solution; however, those requests may have a material impact on the 
price.”  Therefore, the quote DAS received for the Ariba software was unique to the 
specific needs of DAS.  Another customer purchasing the same software would not 
necessarily receive the same pricing.  The informal price comparison performed by DAS is 
not sufficient for a purchase exceeding $250,000.00. 

The purchasing agent stated DAS procured the Ariba software through Insight in order to 
expedite the procurement.  The purchasing agent also stated DAS subsequently received 
a 1% rebate from Insight for the purchase and Insight’s license management services.  
After completing the informal comparisons, DAS elected to procure the Ariba software 
through the Insight master agreement for $253,677.00.  The DAS purchasing agent 
stated DAS believed procurement of the Ariba software through Insight was an 
appropriate use of the Insight master agreement. 

Table 12 summarizes the specific items purchased by DAS from Ariba Inc. through the 
Insight master agreement.  Each line item on the supporting documentation included 
“product related services including training, configuration, etc.”  The breakdown of costs 
was listed on the delivery order. 

Table 12 

Description Quantity Total 

Software set-up 1 $   38,500.00  

Baseline one year spend 1 80,042.00  

Annual software subscription with quarterly refreshes 1 135,135.00  

  Total  $ 253,677.00  

As stated previously, Ariba software is owned and maintained by Ariba, Inc. and is used 
to analyze the spend data of its customers.  Customers, such as DAS, pay a yearly 
software subscription fee which includes Ariba, Inc. services to maintain data provided by 
the customer.  The annual fee incurred by DAS after the initial year will be $135,135.00, 
as illustrated by the Table. 

Findings -  

• DAS procured the Ariba software through the Insight master agreement even though 
the Ariba software is not a COTS product consistent with the other products offered 
through the Insight master agreement.  In addition to concerns regarding the Ariba 
software’s relevance as a COTS product, the Ariba software does not appear to be 
general use software, as no other state agencies had procured Ariba software through 
the Insight master agreement at the time of review. 

As discussed throughout this report, master agreements, by definition, are designed 
to establish contracts for goods and services of common use.  The Ariba software was 
added to the Insight master agreement specifically for 1 agency’s specific purposes, 
which is not consistent with the intent of master agreements. 
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• Because DAS purchased the Ariba software through Insight’s master agreement, DAS 
effectively awarded a sole source contract without negotiations or sole source 
justification.  Use of the master agreement eliminated the opportunity to obtain 
competitively bid prices.  When asked how the price reasonableness was determined, 
a DAS representative stated a separate price reasonableness evaluation was not 
required since the software was procured through a master agreement. 

Although a DAS official stated DAS conducted informal price comparisons and 
discussed the pricing informally with Ariba, Inc., the size and the nature of the 
procurement should have warranted additional steps.  Because the purchase 
exceeded $250,000.00 and the software is not a general use product or service 
competitively bid through the master agreement process, DAS should have followed 
bid procedures required by Chapter 105 of the IAC. 

• DAS processed the Ariba software procurement as a goods purchase, even though 
significant services were associated with the software.  A DAS official we spoke with 
stated DAS doesn’t see the services associated with the software as true services.  
Rather, those services are an element of the software. 

Prior to customer use of the Ariba software, Ariba, Inc. processes the customer’s data 
to integrate it into the software to allow for meaningful data analyses using the 
software.  A DAS representative stated it took significantly longer than anticipated for 
Ariba, Inc. to complete this process.  However, since the Ariba software was procured 
as a commodity, specific service deliverables, such as completion of installation dates, 
were not included in the terms of the procurement. 

• Ariba, Inc. provides services, including software set-up and product related services 
such as training and configuration, in order to utilize the Ariba software.  Ariba’s first 
year quote included significant services which are not typical to normal COTS 
packages.  The costs incurred to purchase the Ariba software are dependent on the 
specific needs of the customer.  Therefore, each customer will have a different pricing 
structure.  This is not consistent with typical goods master agreement pricing 
structures, which have been pre-established to ensure all customers utilizing the 
master agreement receive the price previously determined to be fair and reasonable by 
the DAS purchasing agent who solicited and awarded the master agreement.  Specific 
component pricing which could be reconciled to master agreement price lists was not 
included on the delivery order. 

3. Misuse of Emergency Procurement 

Agencies are not required to procure services in a competitive manner in the event of an 
emergency need.  In accordance with Chapter 105 of the IAC: 

“An emergency procurement shall be limited in scope and duration to meet the 
emergency.  When considering the scope and duration of an emergency 
procurement, the department or agency should consider price and availability of 
the good or service procured so that the department or agency obtains the best 
value for the funds spent under the circumstances.  The department and 
agencies shall attempt to acquire goods and services of general use with as 
much competition as practicable under the circumstances. 

Justification for the emergency purchases shall be documented and submitted 
to the director or designee for approval.  The justification shall include the good 
or service that is to be or was purchased, the cost, and the reasons the purchase 
should be or was considered an emergency.” 
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Findings -  

We identified several sole source procurements state agencies described as emergency 
procurements during our testing procedures of service contracts for which we identified 
concerns.  The instances are described in the following paragraphs. 

• The Alcoholic Beverages Division (ABD), a division of the Department of Commerce, 
entered into an emergency procurement with Waldinger on November 12, 2007 for 
$1,897,795.00.  According to an ABD official we spoke with, ABD had emergency 
needs due to a failing heating system which needed repair prior to winter.  The ABD 
official stated ABD did not bid the contract due to the limited time to make the 
repairs.  ABD did not provide any documentation indicating the procurement was an 
emergency.  However, ABD made payments related to the contract from November 14, 
2007 through November 10, 2008 and included goods and services not related to the 
heating system. 

The ABD official we spoke with stated DAS told ABD it could select any of the master 
agreement providers who could provide the needed services since it was an emergency 
procurement situation.  The DAS purchasing agent for the Waldinger master 
agreement stated he didn’t recall discussing the project with ABD and could not locate 
any documentation related to the project. 

Although a DAS employee worked as the project manager for ABD, DAS stated ABD 
was ultimately responsible for the procurement.  ABD selected Waldinger because, 
according to the official we spoke with, Waldinger was the only provider capable of 
completing all the tasks necessary for the project. 

During our review of the contract file, we determined change orders were made to the 
contract between February 15, 2008 and November 10, 2008.  The change orders 
included parking lot lighting and fire and security alarm equipment.  As previously 
stated, these changes are not related to the heating system repair which ABD stated 
was the reason for the emergency procurement.   

Including change orders and additional payments, ABD paid Waldinger a total of 
$2,148,249.57, which is approximately 13% more than the original contract amount.  
This contract was discussed in greater detail in the Report of Recommendations to the 
Iowa Department of Commerce issued by the Office of Auditor of State on July 2, 
2010. 

Because the contract included services beyond the heating system repair and the 
duration of the contract was approximately 1 year, it does not appear it was an 
emergency procurement. 

In addition, ABD did not provide any documentation to confirm ABD evaluated master 
agreement pricing in lieu of competitive bids to ensure it received the best value.  In 
addition, costs were not submitted to ABD in a manner which would allow 
reconciliation to master agreement pricing. 



 

 54  

Table 13 summarizes a few of the master agreement cost categories in comparison to 
the pricing included on an invoice from Waldinger. 

Table 13 

Waldinger Master Agreement Amount Invoice Description Amount 

Plumber-Apprentice hourly rate $ 49.60  Mechanical/Electrical Systems $ 115,000.00  

Pipe-fitter hourly rate 64.48  Warehouse Lighting 125,000.00 

Construction materials costs  Cost + 15%  Add: Patch Work 8,592.00 

As demonstrated by the Table, Waldinger did not submit invoices to ABD in a manner 
consistent with the master agreement.  As a result, if ABD attempted to determine if 
the contract prices were in accordance with the master agreement, it would not have 
been possible. 

In addition, a DAS representative we spoke with stated the mechanical services 
master agreements, such as Waldinger’s electrician services master agreement, were 
not intended to be utilized for large scale projects.  DAS established these master 
agreements to allow state agencies to order more routine services without the 
requirement of obtaining bids.  DAS has since limited usage of master agreements for 
mechanical services to $25,000.00 or less.  If state agencies need services in excess of 
$25,000.00, the Waldinger contract now states, “projects with an estimated value of 
$25,000.00 or more must be competitively bid.” 

The DAS representative we spoke with stated the usage limitation cannot be enforced 
for construction procurements because different competitive bidding thresholds exist 
for construction.  According to Chapter 26 of the Code, state entities may procure 
construction services up to $36,000.00 without obtaining competitive bids or quotes.  
As a result, the DAS official stated DAS can only strongly suggest competitive bidding 
procedures but cannot require them because it would conflict with construction 
procurement rules.  This is only true for construction procurements up to $36,000.00 
which are subject to construction rules, in which case use of master agreements 
would not be required at all.  However, state agencies procuring construction services 
of more than $36,000.00 should not be permitted to satisfy competitive bidding 
requirements by utilizing master agreements DAS has determined are not designed to 
ensure price reasonableness for larger projects. 

Although it is true construction projects have different competitive thresholds, as the 
administrator of master agreements DAS established for smaller projects, DAS has 
authority and responsibility to control master agreement usage.  State agencies are 
not required to utilize master agreements for services which are not of general use.  
Construction projects specific to a state agency are not general use service projects. 

 In summary, we determined: 

o ABD improperly sole-sourced the procurement without completing emergency 
procurement documentation, ensuring the price represented the best value or 
limiting the emergency procurement exclusively to emergency needs. 

o Even though ABD selected a provider with a master agreement to provide the 
goods and services, the contract approved was not in accordance with the master 
agreement.  Therefore, the fact Waldinger holds a master agreement through DAS 
provides no assurance the pricing of the contract was in accordance with master 
agreement pricing. 



 

 55  

An ABD official we spoke with stated ABD has improved controls since these orders 
were completed and believes such procurement weaknesses have been addressed and 
rectified.  In addition, in ABD’s response to the Report of Recommendations to the 
Iowa Department of Commerce issued by the Office of Auditor of State on July 2, 
2010, it stated internal controls have been implemented by the new Division 
administrator to ensure strict adherence to all procurement policies and ABD will 
follow the policies outlined in the IAC.  We will review internal controls at ABD to 
confirm implementation and effectiveness of new internal controls when we conduct 
the fiscal year 2011 financial audit. 

• The Department of Human Services - Mt. Pleasant Mental Health Institute (Mt. 
Pleasant MHI) entered into 2 emergency procurements for psychiatric consultation.  
Both emergency procurement justifications stated the agency was actively pursuing 
permanent recruitment but needed coverage during the interim. 

o Unnachi Psychiatric Services, PC signed a contract with Mt. Pleasant MHI on 
January 14, 2008 for up to $157,000.00 annually.  The contract was for 1 year 
plus 3 contract renewal options.  Payments in fiscal years 2008 and 2009 
totaled $104,708.25.    The emergency procurement justification was signed by 
the head of the agency or a designee. 

o Mt. Pleasant MHI entered into a contract with Meadowlark Psychiatric 
Services, PC on February 4, 2008, which was extended through June 30, 
2009.  The initial contract was for $199,500.00 for the first 5 months with an 
extension for fiscal year 2009 in the amount of $475,000.00.  These amounts 
were later amended to $145,500.00 and $304,250.00, respectively.  Payments 
in fiscal years 2008 and 2009 totaled $375,400.00.   The emergency 
procurement justification was not signed. 

After multiple attempts to obtain supporting documentation, Mt. Pleasant MHI did not 
provide any documentation to verify pricing was evaluated and determined to 
represent the best value for Mt. Pleasant MHI.  In addition, the contracts were 
extended with optional renewals.  The IAC requires emergency procurements to be 
limited in scope and duration to meet the immediate emergency needs.  Signing a 
contract with 3 option years is not consistent with the requirement to limit the 
duration of the awards based on the emergency.  Mt. Pleasant MHI had adequate time 
to conduct competitive bids prior to extending the contracts. 

• The DOC Newton Correctional Facility paid Baker Group $22,796.71 on June 11, 
2008 to conduct emergency repairs on a hot water line.  The representative we spoke 
with stated the only documentation on hand was an email from the warden at the 
facility stating an emergency shutdown of the hot water lines was required.  No 
emergency justification or other documentation was provided.  In accordance with the 
IAC, justification for the emergency purchases must be documented and include the 
item purchased, the cost and the reason the purchase is classified as an emergency. 

Since Baker Group has a master agreement with DAS, we compared the pricing of the 
invoice from Baker Group to the master agreement and could not reconcile billing 
units between the master agreement and the invoice.  Therefore, the existence of a 
master agreement between DAS and Baker Group provided no assurance pricing was 
in accordance with a pre-established master agreement. 

4. Referencing Master Agreement on Non-Master Agreement Purchases 

Use of master agreements to procure goods and services results in an improper sole 
source if the procurement is not conducted in accordance with the specific pricing and 
terms of the master agreement.  Sole source procurement, as stated in Chapter 105 of the 
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IAC, shall be avoided unless clearly necessary and justifiable.  However, certain 
purchases may be exempted from competitive selection processes if they qualify based on 
any of the following circumstances: 

• Only 1 provider is qualified, eligible or is obviously the most qualified or eligible to 
provide the good or service, 

• The procurement is of a specialized nature or is in a specific geographic location 
which limits the procurement to a single source, 

• Applicable law requires, provides for or permits use of a sole source procurement, 

• The federal government or other provider of funds for the goods and services being 
purchased has imposed clear and specific restrictions on the use of the funds, or 

• The procurement involves information technology specific to certain software or 
compatibility issues make it necessary to go with a specific provider. 

When state agencies improperly reference master agreements to order goods and services 
which are not consistent with the terms of the master agreements, the agencies do not 
verify any of the above circumstances existed to allow the sole source procurement. 

As previously discussed, master agreements should establish prices, terms and 
conditions for the purchase of goods and services commonly purchased by state agencies.  
The master agreements are required to be arrived at competitively.  By using master 
agreements, state agencies should be assured they are receiving competitive prices on the 
goods and services of general use they have procured.  Master agreements do have 
limitations in their effectiveness, however.  Assuming the master agreements were 
awarded in a truly competitive manner and established specific unit pricing, they still 
offer no assurance of price reasonableness when: 

• Goods or services purchased are not covered by the master agreement, 

• The provider submits a quote on a firm fixed price basis in which no specific unit 
pricing is provided, and 

• The goods or services needed have a significant cost in which specific competition 
would result in deeper discounts. 

Findings - 

We identified misuse of master agreements during our review of service contracts.  During 
testing of master agreement procurements, we identified state agencies commonly 
operating under the assumption if a provider had a master agreement, the state agency 
was authorized to order any goods or services directly from the provider without seeking 
competitive bids.  While this is the intent of master agreements, agencies should not be 
able to utilize a master agreement to purchase goods and services which are not specified 
in the master agreement.   

We identified providers which provided firm fixed price quotes to state agencies to 
complete specific service projects.  Firm fixed price quotes are quotes without line item 
pricing.  Rather, the quotes are single dollar amounts encompassing all goods and 
services needed to complete a specific project.  Master agreements, in contrast, have 
established unit rates.  It is not possible to reconcile a firm fixed price quote to master 
agreement unit pricing because the firm fixed price quote is not broken down by unit.   

Firm fixed price quotes approved on the basis of the provider holding a master agreement 
result in improper sole source contracts to providers without: 

• Competition, 

• Verification pricing is fair and reasonable, or 
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• Posting solicitation to the TSB website, which is required by the IAC. 

As previously discussed, a DAS official we spoke with stated master agreements were not 
designed to ensure price reasonableness on large projects.  As such, competition should 
be utilized when procuring goods or services of a significant value.   

Table 14 summarizes contracts we identified which state agencies established without 
obtaining competitive bids.  Instead, they awarded the contracts to providers because the 
provider had master agreements with DAS.  The contracts were not written in a manner 
to allow for comparison to the master agreements.  Therefore, the contracts were 
improperly sole sourced with no verification prices were fair and reasonable and failed to 
comply with TSB posting requirements. 

Table 14 

Agency Provider Amount 

Alcoholic Beverages Division^ Waldinger $  2,148,249.57 

Alcoholic Beverages Division Siemens 398,007.83  

Iowa State Penitentiary  Siemens 60,023.25  

Newton Correctional Facility Siemens 14,040.00  

Glenwood Resource  Center Siemens 42,897.00  

Woodward Resource Center Siemens 35,712.00  

Woodward Resource Center Waldinger 26,820.95  

Iowa Veterans Home Baker Group 7,400.00  

IPTV Siemens 11,358.00  

Secretary of State Quality Consulting 7,420.00  

Vocational Rehabilitation Siemens 7,548.00  
^ - Previously discussed as unsupported emergency procurement on pages 53-55. 

We identified a number of contracts with Siemens and Waldinger, 1 project with Baker 
Group and 1 project with Quality Consulting which could not be reconciled to a master 
agreement.  In addition, many of the procurements were large enough to have been best 
procured in a project-specific competitive environment.  As such, the master agreements 
were improperly used in the procurements summarized in the Table. 

The Siemens master agreement was for building automation products and services.  The 
master agreement included specific hourly rates for labor disciplines and states product 
pricing is provided at a discount as well.  However, the contracts included in the 
Table did not include line item detail to allow for verification labor rates and product 
prices were in accordance with the master agreement.   

Waldinger also received significant contracts without competition with the master 
agreement as the basis for the contracts.  As with Siemens, the Waldinger contracts 
identified during testing were written in a manner in which pricing in the contract could 
not be compared to pricing in the master agreement. 

Of the 11 contracts listed in Table 14, 4 are discussed in detail in the following 
paragraphs.  Of the 4 contracts, none were awarded competitively, 2 were for work 
performed at the Alcoholic Beverages Division (ABD), 1 was for a project at the Iowa State 
Penitentiary and 1 was for a project at the Glenwood Resource Center. 
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• As discussed previously, ABD entered into an emergency procurement with Waldinger 
in November 2007 for $1,897,795.00.  An ABD official we spoke with stated the 
master agreement with Waldinger was the basis of the contract.  According to the ABD 
official, it was an emergency procurement due to a failing heating system which 
needed repair prior to winter.  However, the ABD official’s explanation for the 
emergency was inconsistent with the services rendered and the duration of the 
project.  After considering change orders and additional payments for which change 
orders were not prepared, the total cost of the contract was $2,148,249.57. 

According to the ABD official, since DAS provided project management services, all 
procurement documentation for the projects were maintained by DAS.  However, the 
Waldinger contract with the initial contract price of $1,875,795.00, eventually growing 
to $2,148,249.57, was signed by the ABD administrator.  We previously discussed the 
Waldinger contract as an unsupported emergency procurement.  Additional 
information regarding the contract is discussed on pages 53-55. 

Use of master agreements for projects of this size is not in the best interest of the 
state. ABD should have conducted formal competitive bidding procedures.  In the 
event the project had been a legitimate emergency, price reasonableness evaluations 
should have been conducted and documented. 

• Table 14 also includes a contract ABD established with Siemens.  As illustrated by 
the Table, the contract plus change orders totaled $398,007.83.  With additions and 
deductions to the work order, the final project amount was nearly 75% greater than 
the initial contract amount of $230,649.10.  This contract was also discussed in detail 
in the Report of Recommendations to the Iowa Department of Commerce issued by the 
Office of Auditor of State on July 2, 2010. 

Due to the size and specific nature of the procurement, ABD should have conducted 
formal bidding procedures and entered into a contract after completion of competitive 
bidding procedures.  Instead, ABD entered into a large contract with Siemens and 
continued to add work to the initial project.  The pricing of the contract was firm fixed 
price and, therefore, was not in accordance with the master agreement terms and 
conditions.  As such, the total value of the project was improperly sole sourced. 

Records provided for our review were limited to payment documentation and invoices 
for change orders and were not sufficient to demonstrate due diligence by ABD in 
procuring the services for a fair and reasonable price.  Documentation of price 
evaluation or competitive bidding procedures was not provided. 

ABD utilized a DAS employee to perform project management duties on the project.  
DAS stated ABD was responsible for the procurement and DAS only provided project 
management after the procurement was conducted.  However, an ABD official we 
spoke with stated the only document signed by ABD was the initial contract and 
documentation of subsequent invoices shows the DAS project manager routinely 
signed change orders on behalf of ABD on the Siemens project.  DAS should not have 
provided support services on a procurement improperly awarded with no basis for 
price reasonableness unless part of the involvement included assisting in corrective 
actions to ensure fair and reasonable pricing was achieved or risks associated with 
the procurement were mitigated. 

• For the Iowa State Penitentiary in Fort Madison, we identified 3 orders for goods and 
services through Siemens totaling $60,023.25 which were awarded on a firm fixed 
price basis and were not consistent with the unit pricing in the master agreement.  
Purchases identified included: 

o $18,028.25 for 2 quarters’ service for a building automation service agreement, 
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o $39,400.00 for a construction project related to the Iowa State Penitentiary 
Infirmary and Visitors Center, and 

o $2,595.00 for 1 quarter of service for a building automation service agreement. 

The DOC official we spoke with provided all the documentation he had on file.  None 
of the payments could be reconciled to the master agreement and evidence of 
competitive bidding procedures was not provided.    

• DHS ordered goods and services totaling $58,854.51 for its Woodward Resource 
Center from Waldinger for a steam safety valve and line replacement project.  Of that 
amount, $32,033.56 was for labor billed at an hourly rate in accordance with the 
master agreement.  The remaining $26,820.95 was billed as follows: 

o Equipment - $8,518.21, 

o Materials used - $15,915.43, 

o 15% markup on materials and subs - $2,387.31. 

There was no breakdown detailing the equipment or materials purchased.  The 
Waldinger master agreement allows for materials and equipment rental for cost plus 
15%.  However, without documentation detailing the equipment and materials 
included in the invoice and support for the base costs, the amount billed cannot be 
reconciled to the master agreement. 

The examples identified illustrate state agencies are not consistently complying with the 
sole source and emergency procurement requirements established by Chapter 105 of the 
IAC.  As a result, we determined state agencies are either intentionally or unintentionally 
misinterpreting the purpose of master agreements, resulting in improperly sole sourced 
orders which have not been determined to be fairly and reasonably priced.  Providers are 
benefiting from state agencies’ failure to procure from master agreements or, in 
emergency or sole source situations, to perform due diligence to ensure procurements are 
in the best interest of the agency and, in turn, the taxpayer. 

Without adequate training to ensure all purchasing agents are aware of their 
responsibilities when making procurements, even when utilizing master agreements, and 
without oversight of DAS because service contract responsibilities have been delegated to 
state agencies, the State is put at undue risk of procuring goods and services in an 
uncompetitive manner. 

Recommendations –  

• In order for state agencies to be able to utilize master agreements as the basis for 
contract awards, DAS should consider implementing controls which require state 
agencies to reconcile the contents of the order to the unit pricing in the master 
agreements.  In instances where the goods and/or services purchased are not in the 
master agreement, agencies must make the award based on competitive solicitation 
and should consider performing negotiations with the provider which submits the best 
offer. 

The presence of a master agreement does not permit procurement of any goods or 
services from the provider.  Rather, the master agreement is limited to the specific 
goods and services DAS has negotiated as part of the master agreement. 

• Sole source justifications should be avoided whenever possible because pricing of sole 
source awards is not based on competitive procedures.  However, if a sole source is 
necessary, it should be pre-approved by DAS, whether for goods or services.  Under 
SF 2088, state agencies previously exempt from centralized purchasing requirements 
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are no longer exempt.  Therefore, DAS is responsible for procurements of goods and 
services of general use.  DAS should implement controls to evaluate use of sole source 
authority and follow through on procedures put in place to discourage misuse of 
purchasing authority, such as suspension of purchasing license.  

• On March 10, 2010, Governor Culver signed SF 2088.  The legislation requires DAS to 
provide training to certain purchasing agents on a periodic basis.  DAS should provide 
education to purchasing agents regarding sole source authority, how to properly use 
master agreements, how to establish fair and reasonable pricing, how to perform 
negotiations and what documentation to include to maintain adequate contract 
documentation.   

• Providers which have master agreements with DAS have contractually agreed to 
specific terms and conditions for providing services to state agencies.  The providers 
should be held accountable for conducting business with state agencies in a manner 
consistent with their master agreements.  DAS should consider adopting rules for 
master agreement providers which include repercussions for providers who conduct 
business with state agencies which is not consistent with the terms and conditions 
agreed to in the master agreement.  For example, providers who do not honor master 
agreement pricing should not receive master agreement renewals.  In addition, 
providers should be required to refund any overbillings as a result of failure to comply 
with the terms and conditions of the master agreement.  The providers receive 
substantial business from state agencies as a result of the master agreements they 
have entered into and should conduct business within the parameters of the master 
agreements. 

All master agreement providers should honor master agreement pricing by bidding on 
projects in a manner consistent with the basis on which the master agreement was 
awarded. For example, if an electrical services provider receives a master agreement 
establishing specific hourly billing rates for services, the provider should not bill 
agencies for orders placed against the master agreement with a firm fixed price bid 
which is not based on the hourly billing rates established in the master agreement.  
The bill should clearly establish pricing on an hourly billing rate basis consistent with 
the terms of the master agreement. 

• State agencies should also only utilize master agreements for services if they can 
reasonably estimate the cost of obtaining services.  If the agency can not estimate the 
cost of services needed, competitive bidding is necessary.  If the approximate cost of a 
project is unknown, the state agency is at risk. 

E. Temporary Staffing Services and Consulting Contracting Testing 

During our fieldwork, we identified a number of providers which provided temporary 
staffing or consulting services to various state agencies.  We included payments to 5 of 
the providers in our service contract testing. 

We determined a master agreement had been established for only 1 of the 5 providers.  Of 
the 4 remaining providers, 2 had Invitation to Qualify (ITQ) designations and 1 had a 
contract established by DAS - Human Resource Enterprise (DAS-HRE).  The remaining 
provider did not have a current contract, but had previously held a contract established 
by DAS-HRE.  However, the contract expired in June 2004. 

The 5 providers included in our testing are listed below and described in more detail in 
the following paragraphs.  The providers are categorized by the type of procurement 
document available for their services. 
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Master Agreements/Multi-agency contracts 
• Quality Consulting, Inc. (QCI) provides geospatial technology consulting services.  

DAS established a master agreement with this provider. 

• Labor World of Iowa, Inc. (Labor World) provides temporary staffing services.  
DAS-HRE established a contract with this provider, but the contract is not 
identified as a master agreement.  However, because it was established for state 
agencies to procure temporary staffing services, it shares the primary 
characteristics of a master agreement and was reviewed as a master agreement 
during our fieldwork. 

ITQ Designations 

• American Computer Services (ACS) provides IT consulting and staff 
augmentation.  While a master agreement had not been established, the provider 
had ITQ designation. 

• Robert Half International (Robert Half) provides IT consulting and staff 
augmentation. While a master agreement had not been established, the provider 
had ITQ designation. 

Contract established by DAS-HRE 

• Adecco Employment Services (Adecco) provides temporary staffing services.  DAS-
HRE established a contract with this provider which expired in June 2004.  
Records available for our review indicated Adecco did not have a currently valid 
contract with DAS and DAS representatives were unable to locate a current 
contract with Adecco. 

Invitation to Qualify (ITQ) designations may not be utilized to procure directly from the 
provider.  Rather, ITQ designations only serve to establish terms and conditions.  State 
agencies must then conduct solicitations among the ITQ providers prior to award of a 
contract. 

We identified consistent concerns with procurements of consulting services and 
temporary staffing services.  Procuring agencies did not properly complete a competitive 
process for temporary staffing services, misused master agreements or DAS-HRE 
contracts or did not ensure invoices were in compliance with the master agreements or 
base contracts. 

1. Master Agreements for Professional Services 

As stated above, QCI was the only professional services provider with a master agreement 
included in our review of service contracts related to personal services.  During testing of 
procurements from QCI, we identified concerns with state agency payments to QCI by the 
Division of Vocational Rehabilitation of the Iowa Department of Education, also known as 
Iowa Vocational Rehabilitation Services (VRS) and the Insurance Division of the Iowa 
Department of Commerce. 

Findings –  

• In March 2007, VRS sought proposals for system development support to complete 
the Iowa Rehabilitation Services System (IRSS), which is to help VRS operate more 
efficiently to serve clients quickly and effectively.  A representative we spoke with 
stated VRS informally solicited bids from 3 providers.  VRS also posted the solicitation 
on the TSB website.  However, in the TSB solicitation, VRS specifically stated the bid 
could not exceed $50,000.00.  As a result, potential bidders were aware bids up to 
$50,000.00 would be considered, regardless of the true value of the services to be 
provided. 
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QCI was the only provider to submit a proposal.  Its proposal included a project 
manager VRS had worked with previously on another project.  The $49,980.00 
proposal was based on an hourly rate of $105.00.  According to a VRS representative, 
this was the hourly rate QCI charged for Project Management services at the time the 
proposal was prepared.  However, the master agreement in place with QCI at the time 
of the proposal included Project Management services for $100.00 per hour. 

When conducting competitive bidding procedures, pricing is not required to be in 
compliance with master agreement pricing because the result of competitive bids is 
the basis of price reasonableness on competitively bid projects.   However, since QCI 
was the only responding bidder, VRS should have used alternative methods to 
determine the price was reasonable.  The hourly rate quoted by QCI exceeded the 
hourly rate VRS could have received if it had utilized master agreement pricing.  
Therefore, it was not in the State’s best interest to accept the single proposal obtained 
as a result of the solicitation for competitive bids.  If VRS had compared the bid to 
master agreement pricing, VRS could have obtained the services for a lower price. 

VRS accepted the proposal for system development support from QCI and 
subsequently paid QCI a total of $49,547.50 under the contract. 

Because the only bid received was just $20.00 less than the $50,000.00 maximum 
VRS specified in its solicitation, the reasonableness of the price cannot be 
independently verified.  It is not good business practice to specify the maximum 
amount the state agency is willing to spend. 

The VRS representative we spoke with stated he limited the price to $50,000.00 in 
order to avoid specific bidding requirements.  The VRS representative later stated the 
agency put the $50,000.00 limitation in the solicitation because it estimated it would 
not need more services than those it could acquire with $50,000.00 and planned to 
use internal staff for any work needed beyond that threshold.   However, the goal of 
the state agency should be to procure services at the most economical prices possible.  
It should not be to avoid formal bidding requirements.  The requirements have been 
established to ensure state agencies conduct adequate competitive bidding procedures 
when making substantial procurements. 

• In November 2006, the Insurance Division (Division) of the Department of Commerce 
sought proposals for professional consulting services to help with system development 
on the Surplus Lines software program.  A representative we spoke with stated the 
Division rejected all the bids initially received for the project because the bids were too 
costly.  After receipt of the initial bids, Division officials determined they did not have 
the expertise needed to properly develop a Request for Proposals (RFP) for the project 
with adequate detail.  As a result, the Division hired QCI to assist with the 
development of the RFP.  According to the representative, QCI was familiar with the 
Division’s computer system and had prior experience with the Division. 

After issuing the RFP prepared by QCI, the Division received 3 proposals, 1 of which 
was from QCI.  Table 15 lists the total amounts of the proposals.  As illustrated by 
the Table, the amount of the proposal submitted by QCI was significantly less than 
the other providers.  It appears the proposals received from other providers may be 
significantly greater than QCI’s proposal because they had a different understanding 
of the requirements. 
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Table 15 

Provider Amount 

QCI $  22,400.00 

Provider 2* 150,000.00 

Provider 3* 313,000.00 
* - Redacted because certain information 

in proposals is considered proprietary. 

The Division awarded the contract to QCI after completing the competitive bidding 
procedures.  A month after QCI received the contract, the Division approved a change 
order for $4,995.00, extending the total cost of the project to $27,395.00.  The 
Division representative we spoke with stated it was possible QCI’s familiarity with the 
Division’s computer systems may have helped QCI submit a more accurate proposal, 
but the representative did not believe it gave QCI an unfair advantage. 

However, due to the significant proposal discrepancies, it appears QCI received an 
unfair advantage as the author of the contract specifications which allowed it to 
submit a proposal significantly less than the other bids.  Further, the Division should 
have recognized the obvious proposal variances and should have taken further steps 
to ensure the proposals received were based on the same understanding of the 
solicitation.  Provider 3’s proposal was nearly 14 times larger than QCI’s proposal and 
Proposal 2’s proposal was nearly 7 times larger than QCI’s proposal. 

2. Invitation to Qualify (ITQ) Designations  

In accordance with Chapter 105 of the IAC, DAS prequalifies certain providers and makes 
a list of the providers capable of providing certain services available to the state agencies.  
The classes of providers for which DAS performs prequalifications include: 

• Information technology consulting, 

• Architectural services and 

• Engineering services. 

Providers which successfully complete the ITQ process are designated as providers who 
have been vetted in a manner which provides assurance they are eligible to provide 
services to state agencies.  However, the ITQ designation is not a contract agencies may 
utilize to procure directly from the provider.  State agencies wishing to procure services 
from a provider with an ITQ designation are required to complete a competitive process 
prior to awarding a contract.  However, the IAC also allows agencies to select, in a 
competitive manner, a prequalified provider without public notice.  The solicitation may 
be restricted only to the prequalified providers, in addition to the TSB notification 
required by IAC. 

According to the IAC, DAS is to use the ITQ process to facilitate subsequent solicitations 
which use a procurement method allowed by the IAC (competitive, sole-source or 
emergency).  The purpose of the ITQ process is to: 

1. Standardize terms and conditions relating to all services provided by providers, 
thereby avoiding repetition and duplication. 

2. Accomplish specific service assignments in a manner consistent with State 
standards. 
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3. Implement a pay for performance model directly linking payments to providers 
and defined results as required by section 8.47 of the Code, (the 
Accountable Government Act.)  

4. Consolidate records, including performance assessments, in one location for 
reference and review. 

5. Reduce time required for solicitation of proposals from providers for individual 
projects. 

ITQs are not to be used as typical master agreements which can be used without seeking 
competitive bids.  They are pre-qualifications to allow ease in soliciting proposals, not 
contracts, according to DAS.  However, at the time of review, the ITQ designations were 
maintained on the same forms as master agreements which are titled, “State of Iowa 
Master Agreement” at the top of the form.  Appendix D is a copy of the Robert Half ITQ 
and demonstrates the ITQ designation appears to be a master agreement.  As a result, it 
would not be difficult for a state agency to confuse an ITQ with a master agreement. 

Because ITQs have not been established through competitive bidding procedures 
necessary to ascertain competitive prices, purchases made by agencies from ITQ 
providers without a competitive process are improperly sole sourced. 

We reviewed payments made to 2 providers, Robert Half and ACS, which had completed 
the ITQ process for information technology consulting services.  Procurements from ACS 
identified during our review were based on competitive bidding procedures, as required.  
However, we identified multiple concerns with procurements from Robert Half. 

Findings -  

As previously stated, Appendix D is a copy of the Robert Half ITQ and demonstrates 
pricing was not established in the ITQ.  As demonstrated in the Appendix, the ITQ clearly 
states, “For Complete Instructions On How To Use This Contract Contact The Department 
Of Administrative Services, GSE Purchasing Division...”  Although it does not specifically 
state on the document competition must be obtained, it does indicate the ITQ cannot be 
used to directly purchase goods or services and further guidance should be obtained from 
DAS. 

Table 16 summarizes a selection of payments to Robert Half made during fiscal year 
2008 and included in our testing procedures which were processed without state agencies 
conducting competitive bidding procedures between Robert Half and other ITQ providers. 

Table 16 

Agency Amount 

Department of Public Safety $  92,258.54  

Department of Education -   

   Vocational Rehabilitation 87,983.84  

Department of Economic Development 45,848.50  

Department of Natural Resources 18,741.00  

Department of Public Defense 12,750.00  

  Total $ 257,581.88  

We contacted a representative of each agency listed in Table 16 to determine why a 
competitive process had not been completed prior to procuring services from Robert Half.  
The responses we received from the agencies’ representatives are summarized as follows: 
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• A Department of Public Safety representative reported the procurement official 
involved in the purchases had retired but the agency operated under the 
assumption an ITQ was a legitimate contract. 

• A VRS representative replied VRS checked with DAS and understood it didn’t have 
to go through a DAS master agreement exclusively and thought it could enter into 
a contract with Robert Half because it had used Robert Half before.  According to 
the VRS representative, VRS has since changed its process to a competitive 
bidding process. 

• A representative of the Department of Economic Development responded it didn’t 
bid out services at the time of the procurement from Robert Half but DAS has 
since explained how to correctly bid out services.  The agency has changed its 
procedures to comply with guidance from DAS. 

• A Department of Natural Resources representative stated the agency was not 
subject to DAS rules because of its designation as a charter agency.  However, a 
representative initially responded it was acceptable to use the ITQ to procure 
services.  Regardless, charter agencies were still required to maintain auditable 
documentation of procurement actions, including documentation to support the 
cost benefit of purchasing outside master agreements. 

• A representative of the Department of Public Defense responded the agency had 
no additional information to provide. 

State agencies should not have procured temporary services from Robert Half without 
conducting competitive bidding procedures since Robert Half only had an ITQ designation 
and not an actual contract.  Because the ITQs were not based on competitive pricing, the 
rates billed to the agency could not be confirmed to be fair and reasonable prices. 

We also determined the Robert Half invoices submitted to the Department of Public Safety 
(DPS) included significantly different hourly rates for the same employee.  Table 17 
includes examples of the various billing rates identified in the invoices for one employee. 

Table 17 

Week  
ending 

Number 
of Hours 

Hourly 
Rate 

Total 
Charge 

10/26/07 10 $  92.50  925.00  

11/02/07 33 185.00  6,105.00  

11/09/07 32 200.00  6,400.00  

11/16/07 40 200.00  8,000.00  

11/23/07 21 200.00  4,200.00  

As summarized in the Table, the hourly rate of the Robert Half employee varied by over 
$100.00 per hour during the 1-month period summarized. 

We also identified contracts between Robert Half and DPS for the same employee covering 
different time periods.  According to a DPS representative, the employee was a consultant 
working for significantly different hourly rates depending on the job order.  Table 18 is a 
summary of the hourly rates in the contracts between Robert Half and DPS by job order 
and date. 
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Table 18 

Job Order Start Date Hourly 
Rate 

A 03/05/07 $ 200.00 

B 03/19/07 100.00  

C 09/07/07 100.00 

D 09/07/07 200.00 

Due to the inconsistent hourly rates contracted through Robert Half for the same 
employee in the same time period, the improper use of the Robert Half ITQ designation 
and the lack of support for the rates established in the contracts, it appears the 
Department of Public Safety improperly procured the services of the Robert Half employee 
and did not employ adequate procedures to ensure pricing paid was reasonable. 

When we discussed these findings with a DPS official, the official stated DPS operated 
under the understanding Robert Half had a master agreement with DAS.  The official 
stated the purchasing agent for DPS who processed the payments to Robert Half was no 
longer with the agency and, therefore, DPS presumed the improper use of the ITQ was a 
misunderstanding on behalf of the purchasing agent.  DPS should have had internal 
controls in place to recognize there were no established contract rates for Robert Half 
through DAS and the hourly rates paid for the services of the individual varied 
significantly from job to job without justification.  

3. DAS-HRE Contracts 

According to a DAS-GSE official, temporary staffing service contracts are not managed 
through GSE, which is responsible for procuring master agreement goods and services for 
general use.  Rather, these contracts are administered by a different division of DAS, the 
DAS Human Resources Enterprise (DAS–HRE), and DAS-GSE does not issue master 
agreements to these providers.  However, since HRE is part of DAS and the contracts 
specify multiple state agencies may utilize the contracts, we concluded the temporary 
staffing service contracts through DAS-HRE are functioning as master agreements.   

The DAS-HRE contract with Labor World states its purpose is “providing temporary 
staffing services to State of Iowa agencies.”  Although this contract was not developed as a 
master agreement through DAS-GSE, it was written to allow multiple agencies to utilize 
the contract. We also located an expired contract with Olsten Staffing Services, which 
merged with Adecco in 2000.  The contract was from July 1, 2002 through June 30, 2004 
and included an attachment listing 36 state agencies covered by the contract.  DAS-HRE 
was unable to locate a current contract with Olsten/Adecco which was in place during 
the review period.  We did not observe oversight activities in which DAS-HRE reviews 
activity against its contracts to ensure the provider is following contract requirements and 
agencies are properly utilizing the contracts.  This function is under DAS-GSE’s role as 
the master agreement issuing entity, yet DAS-GSE has no first-hand knowledge of the 
contracts entered into by DAS-HRE.   

Findings -  

As a result of our review of Labor World and Adecco purchases included in our testing, we 
determined: 
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General 

• All purchases greater than $5,000.00 from Adecco which were not based on 
competitive solicitation were improperly sole sourced to Adecco since there was no 
current DAS-HRE contract with Adecco during the time period under review.  

Department of Inspections and Appeals 

• The Department of Inspections and Appeals (DIA) had an arrangement with Adecco in 
which Adecco agreed to match DAS-HRE’s current contract rates with Labor World so 
DIA could continue to utilize Adecco to provide its temporary staffing service needs.  
In fiscal year 2008, DIA made payments to Adecco of $89,839.11 without a valid 
contract.  

In accordance with Chapter 105 of the IAC, state agencies may not use their delegated 
purchasing authority to avoid use of a master agreement.  Whether or not the Labor 
World contract was a master agreement, DIA still improperly procured significant 
services without a valid contract.   

• During review of a selection of invoices to DIA included in our review, we identified 
multiple labor rates Adecco billed to DIA which were higher than those in the Labor 
World contract.  For example, Adecco billed for the labor category called Clerk at 
$14.08 per hour, yet the Labor World contract hourly rate maximum was only $9.71 
per hour.  As previously stated, DIA had an informal arrangement with Adecco to 
purchase temporary staffing services through Adecco at rates matching those of Labor 
World.  Although this informal arrangement was violated, DIA has no legal basis to 
claim an overbilling because DIA improperly entered into an informal agreement for 
the services.   

• In addition to billing DIA for hourly rates in excess of the Labor World contract rates, 
Adecco also billed for labor disciplines not covered by the Labor World contract.  For 
example, Adecco billed for the labor category called Support at a rate of $17.92 per 
hour.  However, Support is not a labor category in the Labor World Contract and the 
highest hourly rate in Labor World’s contract is $15.87.  Further, we identified an 
invoice in which multiple temporary staff members were listed and included on the 
billing, but no labor discipline was assigned to the staff.   

Although the Labor World contract allowed for other labor categories not specifically 
included in the contract listing, we were unable to obtain documentation to confirm 
the rates billed were in accordance with the contract.  Further, allowing for labor rates 
not pre-established in the contract puts the purchasing agency at undue risk because 
the provider can develop labor categories and billing rates at its discretion. 

DIA responded to these findings by stating Adecco had a contract with DAS at the 
time DIA entered its agreement with Adecco.  Further, DIA stated Adecco staff was 
experienced in the services DIA required and Adecco was providing outside reviewer 
services as required by federal law.  We are not questioning the quality of services or 
the necessity of the services.  The informal agreement with Adecco to match Labor 
World contract rates not only put DIA at risk due to the lack of a written contract, but 
it also negates the purpose of establishing statewide contracts awarded to the 
providers DAS procurement officials have determined are the best value for the State.   

DIA stated it would review current temporary staffing services agreements to ensure 
the agreements meet necessary requirements. 
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Department of Natural Resources 

• DNR made several payments to Labor World for services in fiscal year 2008.  We 
identified multiple invoices in our testing which were billed at a significantly higher 
hourly rate than any labor rates included in the Labor World contract.  DNR classified 
the temporary staff member as “all other job titles” and paid $29.12 per hour for the 
services.  The highest hourly rate in the Labor World contract through HRE was 
$15.87.  While the Labor World contract allows for negotiated rates for job titles not 
contained in the contract, a rate nearly double the highest hourly rate contained in 
the contract indicates the temporary staff member may have been placed with Labor 
World in order to process the order when a specific contract with the temporary staff 
member may have been more appropriate.   

DNR stated its authority as a charter agency provided DNR with flexibility in matters 
of human resources, information technology and procurement pursuant to Section 
7J.1 of the Code of Iowa.  While this is correct, DNR’s Charter Agency Agreement 
states, in part, it “may purchase goods and services outside General Services 
Enterprise (GSE) contracts provided the charter agency can document the cost 
benefit.”  DNR did not provide support to demonstrate the cost benefit of the 
arrangement.  As such, documentation was not sufficient to justify the payments 
made to Labor World. 

Iowa Veterans Home 

• The Iowa Veterans Home (Vets Home) made a series of payments to Adecco during our 
testing period at a total cost of $5,227.45.  As previously stated, Adecco had no 
master agreement or contract through DAS-HRE at the time.  When asked for the 
basis of the hourly rate of $18.77 per hour billed for Clerk services, which was 
significantly higher than the Clerk hourly rate in the expired contract between DAS-
HRE and Adecco which ended in fiscal year 2004, the Vets Home official we spoke 
with stated she had heard Adecco charges a mark-up of 40%.   

Since there was no valid contract with Adecco and the purchase was in excess of 
$5,000.00, the purchase of Clerk services was an improper sole source purchase.  A 
Vets Home representative stated the Vets Home was operating with the understanding 
Adecco was under State contract with DAS.  However, state agencies have a 
responsibility to confirm rates paid to contractors are consistent with current 
contracts.  Had the Vets Home taken steps to confirm the order was in compliance 
with the contract, it would have determined Adecco did not have a contract with DAS.  

• No Vets Home purchasing agents had advanced purchasing authority through 
designation as a center of excellence.  Therefore, the purchasing agent improperly 
exceeded the $5,000.00 purchasing limitation established in the IAC for purchases 
made without utilizing a master agreement. 

Iowa Vocational Rehabilitation Services 

• Iowa Vocational Rehabilitation Services (VRS) made payments of $42,427.70 to 
Adecco in fiscal year 2008 for temporary staffing services.  However, we were unable 
to identify a contract between Adecco and VRS.  In addition, Adecco did not have a 
contract with DAS.  Therefore, all orders over $5,000.00 VRS placed with Adecco in 
fiscal year 2008 were improperly sole sourced. 

A VRS representative responded VRS checked with DAS-HRE on this matter and 
understood there was flexibility to employ temporary staff from providers other than 
those under contract with DAS-HRE as that contract was not required to be the 
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exclusive contract.  As previously discussed, the VRS representative stated VRS has 
changed its processes and most recently solicited bids prior to hiring temporary staff.  
The representative stated VRS’s previous misunderstanding has now been corrected.  

Department of Cultural Affairs 

• The Department of Cultural Affairs made payments of $6,744.80 to Adecco for 
services provided in a 5 week period in fiscal year 2008 without the use of a contract 
and there was no valid master agreement through DAS with Adecco.  A Department 
representative we spoke with stated the Department is currently working with DAS on 
its temporary staffing needs to ensure it procures the services in accordance with 
applicable requirements. 

Iowa Workforce Development 

• Iowa Workforce Development (IWD) made payments of $1,677.60 to Labor World for 
services of a Utility Office Worker at a rate of $20.97 per hour.  However, the highest 
hourly rate approved in the DAS-HRE Labor World contract for a Utility Office Worker 
was $9.81.  Although the DAS-HRE contract isn’t a typical master agreement because 
it was not managed by DAS-GSE, it was functioning as such.  Therefore, Labor World 
should have complied with its contract terms, even if the total amount paid was under 
the $5,000.00 competitive bidding requirement threshold.   

In summary, we identified significant weaknesses during our testing of professional 
services procurements.  Weaknesses identified included: 

• Multiple work agreements directed to providers with ITQ designation without evidence 
of competitive bidding or price evaluations and without consistent pricing structures, 

• Multiple orders for services without valid contracts or master agreements in place, 

• Procurements beyond purchasing agent authority,  

• Payments to providers for labor disciplines not covered by a master agreement with no 
evidence of due diligence of the state agency to ensure pricing was fair and reasonable 
and  

• Accepting a bid from the provider which developed the specifications when the other 
provider bids were clearly not based on the same understanding of the requirements. 

State agencies misused ITQ designations and did not have sufficient internal controls in 
place to control invoices submitted by providers.  In addition, it is unclear which 
responsibilities should have been handled by DAS-HRE and DAS-GSE on the temporary 
staffing services contracts entered into by DAS-HRE.  As a result, oversight of the 
contracts was not conducted and agencies improperly awarded professional services 
contracts.   

Recommendations –  

• DAS should implement controls over ITQs in which DAS can oversee ITQ activity to 
ensure agencies are using ITQs as required and should offer training and education 
regarding the contracts.  Further, DAS should clarify on the face of the ITQs the 
limitations of the ITQs and state they may not be utilized without first conducting 
competitive bidding procedures.  In addition, DAS should remove the “Master 
Agreement” designation from ITQ designations to clarify the ITQs are not master 
agreements.  During a discussion with DAS officials to review preliminary findings, 
they stated they removed ITQs from the DAS website to eliminate confusion.  
However, they stated misuse was still a concern. 
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• When state agencies solicit bids and do not receive more than 1 bid, additional price 
analysis or negotiations should be conducted.  When the single bidder holds a master 
agreement with DAS, the master agreement should be compared to the bid for 
reasonableness.  Bids using rates higher than the master agreement rates should not 
be accepted. 

• If multiple state agencies would like to utilize Adecco for their temporary staffing 
needs, DAS should conduct competitive bids and complete a master agreement with 
Adecco in which specific prices are established.  If Adecco is not awarded a master 
agreement, state agencies should not procure temporary staffing services through 
Adecco over $5,000.00 unless they do so through the competitive bidding process 
required by the IAC.   

• DAS-HRE and DAS-GSE need to discuss roles and responsibilities regarding 
temporary service contracts.  Each division of DAS must clearly understand its 
oversight responsibilities and conduct oversight procedures to ensure state agencies 
and providers are properly utilizing the DAS contracts.  All master agreements for 
utilization by multiple state agencies should be conducted through DAS-HRE and 
should be made in accordance with IAC requirements. 

• DAS should implement control procedures to identify when state agencies violate 
authorized spending limitations or improperly procure services through ITQ contracts.  
When violations occur, DAS should have procedures in place to educate the 
purchasing agents and implement purchasing authority suspensions in the event of 
repeat violations. 

• In accordance with the IAC, DAS is responsible for establishing guidelines for 
implementation of procurement authority delegated to agencies and should assist 
agencies in developing purchasing procedures consistent with centralized purchasing 
policy and procedures and recommended procurement standards.  Therefore, DAS 
should ensure state agencies have adequate internal controls in place to oversee 
procurement activity prior to DAS delegating procurement responsibilities to state 
agencies. 

• General use service contracts for services such as temporary staffing or professional 
services should be administered by DAS and state agencies should utilize those 
contracts in order to: 

o Leverage buying power, 

o Confirm competitive pricing exists and 

o Ensure consistency in services provided by the providers.   

F. Architectural and Engineering Contract Testing 

DAS had 10 active master agreements with providers to provide architectural and 
engineering (AE) services during the review period.  All 10 providers received payments 
from the State for their services.  However, a majority of payments specified as AE service 
payments were made to a few providers.  In fiscal year 2007, HRG received 70% of total 
AE service payments.  In fiscal year 2008, HRG received 43% while 2 other providers 
received 11% each of total AE service payments.  

As previously discussed in Section B of the Findings and Recommendations, AE master 
agreements were awarded to multiple providers providing the same service.  Although the 
10 providers provided different AE services based on 5 different types of services, there 
were multiple options for each type of AE service.  Master agreements were designed so 
they could be used without conducting additional competitive bidding procedures.  
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Therefore, state agencies in need of AE services may utilize any of the AE master 
agreements DAS has entered and do not have to conduct further competitive procedures.  
However, the master agreements DAS entered into with AE providers were not awarded 
on a competitive basis and did not establish contract pricing.  As a result, state agencies 
awarding contracts to AE firms through use of master agreements have no assurance the 
prices paid are competitive because the master agreements have no pre-negotiated hourly 
rates by which AE firms are bound and, therefore, the contracts are ineffective in 
assuring price reasonableness.  Further, as previously discussed, DAS determined state 
agencies were responsible for oversight of procurements made for services.  Therefore, 
even though DAS entered into the master agreements with the AE providers, DAS did not 
conduct oversight activities related to use of the master agreements. 

As previously stated, Appendix A includes a copy of the HRG AE master agreement which 
was in place during the period under review.  As shown in the Appendix, the 2 services 
offered are architectural services and engineering services.  The master agreement states, 
“Owner will negotiate projects on a case-by-case basis with consultant” and “Consultant 
will negotiate fees specific to each Delivery Order based on the available information and 
the Master Agreement.” 

Although no specific pricing was established in the master agreements with the AE 
providers, a DAS official we spoke with stated any contracts awarded to AE providers 
through use of the master agreements could be considered fair and reasonable because 
DAS received pricing information when the AE providers responded to its solicitation for 
bids for master agreements.  The DAS official reasoned since the master agreement was 
awarded after bids were received and evaluated, subsequent orders placed against the 
master agreements were fair and reasonable and no further pricing evaluations by state 
agencies was required.  As discussed in the Findings below, there are significant risks 
with such rationale.  Specifically,  

• No pricing is established in the master agreements binding the providers to rates 
previously determined to be fair and reasonable, so there is no basis for pricing future 
orders against the master agreements. 

• The master agreements were not established as a result of competitive bidding.  All 
the providers which provided bids to DAS received master agreements to provide AE 
services.  Therefore, it was not necessary to provide competitive prices in order to 
receive a master agreement. 

• Since AE providers have master agreements, state agencies are not required to 
conduct additional procedures to ensure prices are fair and reasonable.  The state 
agencies operate under the assumption DAS has already completed the necessary 
steps to ensure purchases using the master agreements are fair and reasonable. 

Findings –  

• The final AE master agreements do not establish and bind the AE provider to specific 
pricing quoted in the bidding process to obtain the master agreement.  However, DAS 
officials we spoke with stated AE prices are fair and reasonable because the AE 
providers participated in competitive bidding procedures in order to obtain master 
agreements.  Based on the contents of the AE master agreements, it is unclear why 
DAS has concluded the AE prices charged by providers are fair and reasonable.  For 
example, if HRG submitted a proposal during the master agreement solicitation 
process quoting a specific billing rate for a Senior Engineer, HRG would not be bound 
by the quoted pricing and could propose any rate it deems appropriate when 
proposing a specific price for a project to be completed under the master agreement.    

According to a DAS official we spoke with, DAS concurs there is a potential weakness 
in relying on master agreements without further pricing analysis.  As a result, DAS 
has in-house procedures for purchasing agents to obtain multiple quotes from master 
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agreement AE providers in order to establish competitive pricing on all orders 
administered by DAS.  However, soliciting competitive bids among master agreement 
AE providers is not a requirement for use of the master agreements and the internal 
practices at DAS do not extend to other state agencies.  State agencies may select any 
AE provider with a master agreement with no further competition required.  In 
contrast, DAS is treating its own master agreements as ITQ designations by having in-
house requirements to solicit bids among the master agreement providers.  If AE 
master agreements which DAS has entered into do not give DAS adequate assurance 
of price reasonableness, they are also not sufficient for other state agencies to verify 
price reasonableness and should not exist as currently structured. 

• State agencies may select any of the AE providers with a master agreement to procure 
services from, regardless of whether the AE provider can provide the most competitive 
price. Even though the master agreement for HRG states the pricing is to be 
established on a project by project basis, the existence of a master agreement is used 
for justification of price reasonableness. 

A DAS representative we spoke with stated it is difficult to consider price for AE 
master agreements due to Code requirements for AE contracts.  Per the Code of Iowa 
(section 8A.311.b), AE services are professional services to be awarded on the basis of 
competence, qualification for the type of services required and (emphasis added) a fair 
and reasonable price.  If specific pricing cannot be established for AE master 
agreements, the master agreements should not be established.  After collecting 
information on AE services, including the specific IAC rules, project specific nature of 
the services, and the multiple providers necessary to meet the needs of state agencies, 
it is apparent AE providers should not be awarded master agreements.  Rather, as 
established in the ITQ rules, AE providers should be pre-qualified but additional price 
reasonableness procedures, such as competition, should be required on a project by 
project basis. 

• Documentation provided by DHS Glenwood Resource Center to support fiscal year 
2008 payments to HRG indicated DHS submitted a delivery order to HRG to provide 
services totaling $120,200.00 for 6 miscellaneous projects, ranging in cost from 
$10,000.00 to $25,000.00.  Documentation provided indicated the pricing quoted by 
HRG was firm fixed price, lacking a breakdown of unit costs which were the basis of 
each project estimate.  In addition, there was no documentation to confirm price 
reasonableness procedures, competitive bidding or negotiation activities had been 
conducted.  Because the master agreement contains specific hourly rates for services 
by job category, it is unlikely proper use of the master agreement would result in 
pricing in even increments, such as $10,000.00 or $25,000.00.   

When we asked DHS for additional information regarding the projects, the DHS 
official we spoke with stated the projects were complete and payments related to the 
projects totaled only $87,072.00.  We were unable to identify the reason additional 
payments were not made.  In addition, it was not clear which projects were completed 
or how much each project cost compared to the amounts submitted on the delivery 
order.  However, according to the DHS official, the projects were complete and no 
additional payments would be necessary.  

• ABD, with DAS assistance, awarded a Roof Replacement Project for $30,450.00 and a 
Window Replacement Project for $7,000.00 to HRG.  We did not identify any evidence 
of fair and reasonable price evaluation procedures conducted when selecting HRG as 
the AE provider.  Although competition isn’t specifically required when purchasing AE 
services using master agreements, state agencies are required to determine the 
pricing received is fair and reasonable.  The DAS official who selected HRG was no 
longer with DAS at the time of our review and DAS could not determine the basis of 
HRG’s selection to complete the project.  A DAS official we spoke with stated the 
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contract was appropriate and considered fair and reasonable because the master 
agreement was based on competitive procedures.  However, we identified the following 
concerns with this conclusion:   

o As previously discussed, multiple AE firms with varying pricing structures 
received master agreements.  Thus, AE firms didn’t have to provide the best 
pricing to receive a master agreement.  As such, master agreements have not 
been established in a manner to ensure fair and reasonable prices are 
achieved. 

o AE master agreements do not establish any pricing as a result of the 
competitive procedures completed.  Therefore, the presence of a master 
agreement between HRG and DAS does not affect the prices HRG quotes to 
state agencies against the master agreement. 

o Even if the AE master agreements had established pricing, the bid accepted 
was firm fixed price and was specific to the project bid.  Therefore, the pricing 
could not have been verified against a master agreement. 

As illustrated by these concerns, AE master agreements do not ensure competitive 
pricing has been achieved.    

• According to DAS officials we spoke with, DAS plans to limit construction and AE 
master agreements to services under $25,000.00.  DAS also plans to “strongly 
suggest” anything over $25,000.00 be competitively bid.  Although we observed 
language specifying the $25,000.00 limitation on a construction master agreement, 
we have not identified such language in an AE master agreement.   

Recommendations - 

• All master agreements which were not awarded on a truly competitive basis or do not 
establish binding master agreement pricing should be reevaluated.  Master 
agreements which permit pricing subsequent orders on a case-by-case basis should 
be canceled.  In addition, if competitive bids were not obtained and additional 
competitive pricing procedures were not conducted, master agreements should be 
renegotiated or canceled.  Further, any master agreements which do not include 
pricing which providers must honor should be cancelled or reclassified as ITQ 
designations only, which require users to conduct competitive pricing procedures 
prior to awarding a project to a provider. 

Master agreements should not be established simply to allow agencies to avoid 
competitive procurement requirements which have been established to ensure state 
agencies obtain the most competitive prices possible. 

• DAS should negotiate hourly labor rates which are pre-established in the master 
agreements.  In addition, providers should be required to submit billings consistent 
with the master agreement if agencies intend to utilize the master agreement.  Any 
invoices which are submitted in a manner inconsistent with the master agreement 
should be rejected by the state agencies unless those invoices were derived from 
competitive bidding. 

• As previously stated, master agreements for services should only be utilized if the 
state agency can estimate the value of the services prior to requesting a quote.  If the 
agency can not estimate the value of the services needed, competitive bids are 
necessary to protect the state agency from providers inflating their quotes. 

• Firm fixed price quotes or bids and subsequent invoices which only include a single 
price for the project as a whole should not be accepted if the basis of price 
reasonableness is a master agreement.  When pricing is fixed price, there is no way to 
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verify the price is in compliance with a master agreement.  As such, firm fixed price 
quotes or bids should not reference master agreements unless itemized pricing detail 
is also provided and determined to be in accordance with master agreement pricing.  

G. Exempt Agency Contract Testing 

During review of purchases of goods and services, we selected certain providers to include 
in our testing procedures and evaluated purchases by state agencies from each selected 
provider.  Several state agencies included in our testing procedures were exempt from 
DAS centralized purchasing requirements in accordance with Chapter 105 of the IAC, 
which states DAS shall procure goods and services of general use for all state agencies 
with a few exceptions, as previously listed in Table 1.   

Based on statutes related to the exemptions and discussion with DAS officials, the 
rationale for giving certain state agencies exempt status was because of the agencies’ 
need to make unique purchases.  We were unable to determine why it was necessary for 
certain state agencies to be exempt from centralized purchasing requirements when 
procuring goods and services of general use.  In accordance with Chapter 105 of the IAC, 
goods and services unique to state agencies may be procured independently of DAS.   

In addition, Senate File 2088, which was enacted into law after completion of our 
fieldwork, permits bypassing requirements to purchase from master agreements when 
more favorable pricing is obtainable.  With these allowances available, exempt status from 
centralized procurement standards is unnecessary.  In addition, exempt status of state 
agencies reduces accountability and removes the oversight DAS can provide to ensure 
state agencies utilize proper procurement standards.   

Although we did not conduct substantial testing procedures of specific contracts of 
exempt agencies, we did test contracts held by some of the exempt state agencies for 
general use items.  In addition, we determined many of the exempt state agencies relied 
on DAS master agreements to meet agency needs.   

Findings –  

• As stated previously, exempt status of state agencies reduces accountability and 
eliminates oversight controls of DAS, thus causing unnecessary risk to procure 
general use goods and services.  Further, we did not identify adequate justification of 
the necessity of procuring general use goods or services independent of centralized 
purchasing authority. 

• During our testing, we identified 3 exempt agencies which cited DAS master 
agreements as the basis of their procurements.  Table 19 summarizes the details of 
the specific procurements identified. 

Table 19 

 Agency Provider Amount 

(a) Department of Transportation* Siemens $ 177,746.69  

(b) Iowa Communications Network Waldinger 63,213.00  

(c) Department for the Blind Baker Group 6,815.69  
* - The amount paid to Siemens is the total of 4 separate contracts. 

Each agency listed in the Table is exempt from centralized purchasing requirements.  
However, each agency stated master agreements were the basis of price 
reasonableness when procuring the goods and services needed.  Consistent with state 
agencies with centralized purchasing requirements which improperly referenced the 
master agreements, these state agencies signed contracts with the providers based on 
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a firm fixed price which could not be verified against the master agreements.  
Additional information for the purchases is included in the following paragraphs.   

(a) The Department of Transportation (DOT) placed 4 separate orders with Siemens 
and stated the master agreement was the basis of the contracts.  However, each of 
the 4 orders was also firm fixed price in nature and could not be reconciled to the 
Siemens master agreement.   

A DOT representative we spoke with stated 2 of the 4 orders went through DOT 
internal purchasing procedures, which include evaluation of the bids for 
reasonableness through comparison of the bids to in-house cost estimates 
completed prior to the request for bids.  The other 2 orders were not processed 
through DOT’s internal purchasing procedures.  Due to the firm fixed price nature 
of the bids, price reasonableness of the 2 orders not reviewed by DOT’s internal 
purchasing department could not be verified.  

In addition, the largest of the 4 projects totaled $75,861.69.  DOT has its own 
procurement requirements established in the IAC.  Specifically, DOT’s 
procurement requirements state a “limited solicitation method of procurement 
may be used if formal advertising is not feasible or practicable, or the estimate, 
aggregate amount of purchase is less than $50,000.00.”  According to the IAC, the 
“limited solicitation” method is to obtain a sufficient number of quotations or bids 
from qualified sources.  Since the master agreement was improperly referenced, 
DOT failed to conduct formal advertising procedures as required.  A DOT 
representative stated DOT has addressed this issue and the order should have 
been processed through DOT’s internal purchasing department in accordance 
with IAC requirements.   

(b) ICN signed a contract with Waldinger for a firm fixed price of $63,213.00.  
Although the contract referenced the master agreement and a request for bids, 
ICN did not provide any documentation to show it solicited bids from providers 
other than Waldinger.  In addition, when questioned regarding the basis of the 
pricing, an ICN official we spoke with stated ICN used the master agreement and 
was not required to obtain bids.  As previously explained, firm fixed price 
contracts are not verifiable against master agreements and, therefore, are not in 
accordance with master agreements. 

(c) The invoice the Department for the Blind received from Baker Group was billed as 
follows: 

8 hours labor used at $89.00 per hour $    712.00 

12 hours labor used at $99.00 per hour 1,188.00 

Material used  4,915.69 

   Total $ 6,815.69 
The invoice did not define the labor discipline provided or the specific materials 
provided.  The master agreement with Baker Group does not include labor rates of 
$89.00 or $99.00 per hour.  In addition, materials are to be billed at the 
contractor’s cost plus 15% or in accordance with the award grid summarized in 
Appendix C.  The information provided on the invoice was not sufficient to ensure 
the materials were properly billed to the Department for the Blind.   

As a result of our review, we determined the 3 state agencies improperly used DAS 
master agreements as the basis of the contracts they entered into with master 
agreement providers.  As a result, master agreement providers received improperly 
sole sourced contracts awarded without competitive bidding procedures and without 
master agreement pricing.   
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• We determined 2 exempt state agencies we spoke with do not have their own 
procurement policies.  Although we did not have specific concerns with the 
procurements we reviewed, exempt agencies should either adopt centralized 
procurement policies or develop their own policies if the agencies continue to be 
exempt. 

• We tested 4 invoices with Adecco, a temporary staffing services agency.  As previously 
discussed, Adecco did not have a valid contract through DAS at the time of our 
review.  Although DOT is not subject to DAS procurement standards, we were unable 
to identify: 

 Signed contracts with Adecco, 

 Evidence of competitive bids or 

 Price evaluations or negotiations on terms of payment. 

DOT purchasing procedures require auditable documentation be maintained to show 
it was not possible to competitively bid or negotiate the terms of certain contracts.  
However, documentation was not available for the services procured from Adecco.  As 
a result, DOT should have conducted competitive bidding procedures prior to 
selecting Adecco to provide services. 

In addition, we identified hourly billing rate variances for the same labor discipline.  
Adecco billed for a Clerk at rates ranging from $11.85 per hour to $18.89 per hour, 
indicating a lack of controls or oversight to ensure consistent billings were received.  
In fiscal year 2008, DOT paid Adecco $76,135.71 for “miscellaneous” services, as 
documented in DOT’s voucher payment system. 

In addition, in accordance with DOT procurement requirements, competition should 
be used to the maximum extent possible and negotiations or limited solicitations 
should be used to the maximum extent possible. 

• We compared DAS and DOT procurement requirements as summarized in sections 
105 and 20, respectively, of the IAC.  As a result of the comparison, we determined 
DOT procurement requirements are more general in nature and give purchasing 
agents more discretion on whether to conduct competitive bidding procedures and to 
what extent. 

According to Chapter 20 of the IAC, procurement of equipment, materials, supplies 
and services is to be done in the “most efficient and economical manner possible” and 
“procurement shall be competitive to the maximum practicable extent.”  In contrast, 
Chapter 105 of the IAC definitively states procurement of goods and services must be 
competitive for all goods purchases and services purchases over $5,000.00.  By 
operating under DOT procurement rules, DOT purchasing agents are permitted to use 
their discretion to decide how to procure goods and services and whether it is 
“practicable” to seek competitive bids for the procurements. 

In addition to the example provided in the previous paragraph, DOT also permits 
purchasing agents to define the “sufficient number of prospective bidders” to include 
in formal bidding opportunities and allows purchasing agents to utilize formal bidding 
procedures when “feasible and practicable under the existing conditions and 
circumstances.”  In contrast, DAS procurement rules require public bid openings and 
do not provide procuring officials the option to opt out of formal bidding procedures. 

DAS procurement rules were developed to protect state agencies from uncompetitive 
pricing and to ensure taxpayer funds benefit the public to the maximum extent 
possible.  By permitting exempt state agencies to utilize procurement standards which 
do not protect taxpayer funds to the same extent, the state is exposed to unnecessary 
risk. 
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Recommendations -  

• There is no independent benefit for state agencies to be exempt from centralized 
procurement procedures established by DAS for general use goods and services.  SF 
2088, which was enacted after completion of our testing, has eliminated exempt 
status for most of the previously exempt agencies.  The Legislature should evaluate 
whether allowing any state agencies to be exempt from centralized purchasing 
requirements is collectively in the best interest of the state when considering 
leveraged buying power. 

As previously listed in Table 1, several state agencies were exempt from centralized 
purchasing requirements prior to SF 2088.  Under SF 2088, however, only the Board 
of Regents and institutions under the control of the Board of Regents are exempt.  In 
accordance with the new legislation, DAS may authorize the Department of 
Transportation, Department for the Blind and any other agencies otherwise exempted 
by law from centralized purchasing to directly purchase items used by those agencies 
without going through DAS if DAS determines such purchasing is in the best interest 
of the state.  However, with the provisions of the IAC and SF 2088, which allow for 
alternative procurement processes in the event better pricing can be achieved or in 
the event a good or service is specific to the needs of the agency, authorizing state 
agencies to be exempt from centralized purchasing requirements is unnecessary.  

• Whether exempt from DAS authority or not, state agencies should be required to 
confirm pricing of orders placed against master agreements are, in fact, in accordance 
with the master agreement pricing.  If pricing is not consistent, state agencies cannot 
rely on master agreements to verify price reasonableness and need to ensure through 
other methods the pricing they have obtained is fair and reasonable. 

• All purchasing agents, whether serving exempt agencies or not, should be required to 
receive specific training each year regarding procurement requirements and best 
practices.  This training should include specific limitations of master agreements so 
agencies utilizing the master agreements understand their responsibilities when 
utilizing master agreements.  SF 2088, which was enacted after completion of our 
testing, now requires procuring officers for state agencies which procure services to 
receive annual training on procurement rules and regulations and procurement best 
practices. 

• All state agencies, whether exempt or not, should have specific standards of 
procurement in their written policies which will guide procurement decisions of 
purchasing agents representing the agencies.  In addition, a centralized entity should 
be designated to provide oversight to ensure the standards established are 
appropriate and complied with.  Based on the procurement expertise at DAS, 
consideration should be given to charging DAS with this responsibility.   

H. Non-Contract Procurement Testing 

We determined the Department of Corrections (DOC) made significant payments to 
Advanced Technology Group (ATG) without valid, current contracts or contract 
documentation on file.  Because of the significant payments made, we conducted 
additional procedures to determine the circumstances of the procurement. 

From fiscal year 2000 through fiscal year 2010, DOC paid ATG $22,384,821.00.  
Table 20 summarizes the yearly payments DOC made to ATG. 
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Table 20 

Fiscal Year Amount 

2000  $  1,483,126.00  
2001    1,388,716.00  
2002    2,780,855.00  
2003    2,787,070.00  
2004    2,043,439.00  
2005    1,313,900.00  
2006    1,315,894.00  
2007    1,990,126.00  
2008    3,128,400.00  
2009    2,334,530.00  
2010    1,818,765.00 

  Total  $ 22,384,821.00  

In fiscal year 2008, the time period under review for service contracts, DOC paid ATG 
$3,128,400.00.  Payments to ATG are for hosting the ICON system, developing updates to 
the system and making system modifications to provide better information as DOC’s 
needs change.      
Due to concerns raised by DAS in regard to the significant payments to ATG by DOC and 
insufficient documentation identified in the files requested, we requested a meeting with 
the DOC Director and corresponded with him and other DOC officials in order to 
understand the relationship between DOC and ATG. 

Appendix F is a letter provided by the DOC Director in March 2009 regarding the history 
of the ATG working relationship.  According to the DOC Director, ATG has been providing 
technology services to DOC for over 10 years.  When DOC originally contracted with ATG 
to develop DOC’s initial unified banking program, ATG was a TSB providing IT services 
through what was then the Department of General Services (now DAS-GSE).   

The DOC Director stated ATG was the only provider interested in working with DOC.  
Since the initial work began 10 years ago, ATG has worked with DOC to create, according 
to the DOC Director, “the nation’s premier offender management system,” Iowa 
Corrections Offender Network (ICON).  According to the Director, DOC has always used 
the DAS master agreements for IT services.  His letter stated, 

“Over the years a virtual sole source relationship has developed between ATG and 
the DOC.  While never the goal or intent of the DOC to become so closely tied to a 
single IT provider, the unique public/private partnership has been beneficial to 
this State.  Every project has been on-time, well-received by end-users and met 
project goals.”   

Throughout the review, we requested contract documentation beyond the DAS master 
agreement to support the relationship between ATG and DOC.  DOC did not provide any 
documentation indicating a contract existed.  However, we obtained documentation which 
referred to a contract between ATG and DOC and requested a copy of that contract from 
the Attorney General’s Office.   

The contract identified was signed on March 23, 2000 and established ownership of the 
ICON banking system and ICON offender management system with ATG in exchange for 
ATG splitting all profits with DOC from marketing the system to other correctional 
institutions.  Appendix G is a copy of the contract between DOC and ATG detailing the 
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agreement to share the profits of marketing the software.  When we requested 
documentation, such as modifications or cancelation of the contract from DOC, DOC did 
not respond.  The contract established did not include specific terms and conditions 
relating to ATG’s services to DOC or the costs of providing such services. 

Findings –  

Based on information obtained from DOC and DAS officials and a review of related 
documentation, we identified several concerns regarding the relationship DOC developed 
with ATG.   

• Prior to September 23, 2010, DOC utilized ATG services without a formal contract.  As 
previously stated, according to the DOC Director, DOC initially secured ATG’s services 
when ATG was a TSB provider under contract with the Department of General 
Services over 10 years ago.  However, ATG is no longer designated as a TSB because 
the provider no longer meets TSB qualifications.  Later, DOC officials and ATG stated 
the basis of the relationship was ATG’s ITQ designation through DAS.  Neither the 
TSB contract nor the ITQ designation referenced is relevant to ATG’s specific services 
to DOC and relying on such contracts as a basis for price reasonableness is improper.  
The reasons they are not relevant include: 

o ATG has not been a TSB provider for many years.  As such, relying on a TSB 
contract as the basis of any current pricing would be improper.  DOC could 
not provide original documentation of the initial contract DOC established with 
ATG for services when ATG was a TSB provider. 

o As discussed previously in this report, the ITQ designation is merely a pre-
certification to allow providers to participate in competitive bidding 
opportunities when they become available.  ITQs have not been awarded to 
providers in a competitive manner and utilization of ITQs as a basis of pricing 
does not meet the procurement requirements of the State. Appendix H is a 
copy of ATG’s ITQ designation.  As shown in the Appendix, no pricing is 
included in the ITQ.   

In April 2009, we requested a copy of the original contract between DOC and ATG but 
DOC did not provide the contract.  DOC also did not provide any statements of work.  
As a result, we were unable to determine if DOC followed adequate procedures to 
ensure payments to ATG were based on pre-established requirements.  We again 
requested the contract in June 2010.  DOC again did not provide a contract.  Instead, 
DOC provided documentation to demonstrate it is now tracking approval of 
expenditures with ATG, as discussed later in this section.  Because a contract was not 
provided, we determined DOC had been making payments to ATG for an extended 
period with no established contract in place.  Although DOC officials have stated DOC 
had a contract with ATG when the relationship began, such documentation has not 
been provided.  In addition, service contracts are limited to 6 years.  Since there was 
no contract, DOC had no assurance the prices paid were appropriate for the services 
received. 

• DOC has not provided adequate documentation to support the $3,128,400.00 DOC 
paid ATG during fiscal year 2008.  Appropriate documentation should include items 
such as statements of work, signed agreements listing the goods and services 
provided and the terms of the projects ATG completed in exchange for the payments 
made.  We found no evidence of price evaluation, sole source justification, statements 
of work or evidence of DOC oversight to ensure services ordered were provided in 
accordance with pre-established terms and conditions prior to payment for services.    
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Further, even if the TSB contract or the ITQ designation were relevant, DOC still must 
maintain documentation of the specific deliverables ATG is providing in the form of 
statements of work and other appropriate contract documentation.   

• According to the DOC Director, DOC is completely dependent on ATG for IT services 
as they relate to ICON because DOC does not have an IT department.  The Director 
stated ATG is essentially DOC’s IT department.  As a result, a majority of IT services 
DOC needs are provided by ATG.  A DOC representative we spoke with stated when 
DOC ICON system users identify a need within the system, DOC and ATG meet to 
discuss the system needs and ATG proposes a firm fixed price proposal to meet the 
needs identified.  DOC officials then determine whether or not to approve the funds to 
meet the need.  We were unable to ensure DOC performs price negotiations or 
independent verification the price proposed is fair and reasonable.  In addition, due to 
the customized nature of the software and services needed by each customer, it would 
be very difficult to determine price reasonableness in a non-competitive environment. 

• ATG provides hosting services to DOC for the ICON system for $9,000.00 per month.  
Upon request, ATG provided a summary of daily management tasks for the ICON 
system as well as specific listings of work performed during specific months included 
in our testing.  Based on the documentation, ATG averages 3 hours per day on 
hosting activities, or 60 hours per month, which is billed at an hourly rate of $150.00.   

The explanation and the summary of daily management tasks are not included in a 
contract between ATG and DOC.  In addition, since a contract for hosting services was 
never established and competitive bids for hosting services were never received, we 
could not determine if the hosting fee of $9,000.00 per month is reasonable for the 
services provided.   

In addition to paying monthly hosting fees, DOC paid ATG $3,029,400.00 for other 
services during fiscal year 2008.  Appendix I includes an example of an invoice from 
ATG for a project.  As illustrated by the Appendix, ATG billed $150.00 per hour for 
services.  This hourly rate is consistent with the other ATG invoices we reviewed.  
However, it is not consistent with payments made when work is conducted on a firm 
fixed price basis, which is the type of proposal ATG stated it typically provides. 
According to ATG, it does not bill DOC until each project is completed.   

As illustrated by Appendix I, the invoice does not reference a contract or statement of 
work which provides the detail necessary to ensure the services received by DOC are 
for a fair and reasonable price.  The specific services to be received by DOC for the 
project payments were not documented in a written agreement with ATG.  In addition, 
an agreement was not developed which specified the number of hours to be incurred 
on the project.   

Although ATG stated it utilizes firm fixed price contracts, contracts documenting the 
prices agreed to were not provided by DOC or ATG.  In addition, the ATG 
representative stated ATG does not provide progress reports or deliverable reports due 
to the additional administrative costs they would require.  Instead, ATG proposes a 
date of completion and total project cost and then delivers the product in accordance 
with those terms.   

• As previously stated, DOC initially procured services from ATG to create the ICON 
system over 10 years ago.  During discussion with DOC officials, we learned DOC 
received credits from ATG in the past as a result of releasing the ICON program to the 
Federal government for use.  However, the DOC Director stated the receipts DOC 
received in past years are no longer received.  According to a representative of ATG we 
spoke with, ATG gave DOC approximately $400,000.00 in credits to its billings in 
2001 and 2002 to share some of the benefit of selling the products DOC assisted in 
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developing. During our discussions with representatives of ATG and DOC, neither 
party referenced a formal agreement or contract established between ATG and DOC 
associated with the credits ATG extended to DOC. However, when reviewing contract 
file documentation, we identified a reference to a contract and requested a copy of the 
contract from the Attorney General’s Office, which was provided. Appendix G is a 
copy of the contract provided by the Attorney General’s Office. 

According to the contract signed on March 23, 2000, DOC agreed to transfer its rights 
to the ICON-Banking system and ICON-Offender Management system to ATG in 
exchange for 50% of any licensing fees (less 50% of marketing expenses) ATG received 
as a result of selling the systems to other correctional institutions.  The representative 
of the Attorney General’s office we spoke with did not have any record of amendments 
to the contract which would indicate the contract was no longer valid.  However, when 
we asked the DOC Director, John Baldwin, about the contract, he stated he would get 
back to us on the issue.   

Nearly a month later, Director Baldwin provided a copy of an amendment to the initial 
contract which canceled DOC’s rights to 50% of the licensing fees.  Director Baldwin 
did not provide any supporting documentation to justify why DOC would agree to 
forfeit its rights to those fees and did not provide the contract file for our review, even 
though we requested the file.  Appendix J is a copy of the amendment to the initial 
contract which cancels DOC’s rights to 50% of the licensing fees established in the 
March 23, 2000 contract included in Appendix G.   

Upon receipt of the amendment canceling DOC’s rights to half of all licensing fees 
generated for ICON-Banking and ICON-Offender Management systems, we requested 
additional information regarding the circumstances of the amendment.  Additional 
information gathered includes the following: 

o The amendment does not have a date the amendment was signed, as is 
typically included on contracts and amendments.  Instead, it only has an 
effective date.  When we asked Director Baldwin when the contract was signed, 
he stated it was signed at the same time as the effective date.  As shown on 
Appendix J, the effective date is July 23, 2003.  At that time, John Baldwin 
was an Assistant Director and Gary Maynard was the Director of DOC.  
Current Director Baldwin and former Director Maynard did not provide an 
explanation for why the Assistant Director signed an amendment on behalf of 
DOC as the Director.  In addition, former Director Maynard could not recall 
the circumstances of the amendment.  He stated he recalled the arrangement 
with ATG changing, but he could not recall participating in establishing the 
amendment.  

o During discussion with former Director Maynard, he stated he recalled DOC 
was not happy about the arrangement with ATG changing.  Director Baldwin 
made no mention of being dissatisfied the amendment was signed. 

o Director Baldwin could not recall who specifically was involved in developing 
the amendment.  According to a representative of the Attorney General’s office, 
the Attorney General was not aware of the amendment.  In addition, Director 
Baldwin initially could not recall who located the amendment.  Later, after 
multiple requests, he stated ATG provided the copy of the amendment. 

o We worked exclusively with a liaison at DOC on this review.  However, when 
asked about the amendment, the liaison stated she was not involved in 
locating the amendment and must have been on vacation when the request 
came in.  However, as previously stated, Director Baldwin did not respond for 
nearly 1 month. 
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o Director Baldwin stated DOC had to amend the contract because the 
programming language, Visual Basic, was outdated and no longer attractive to 
other correctional institutions.  Since the initial contract wasn’t going to make 
any money, DOC decided to amend the contract.  However, Visual Basic is still 
a valid programming language today.  In addition, updating programming 
language typically does not result in cancelation of copyright laws.  The initial 
contract stated, “This license also includes any enhancements, updates, and 
improvements to the software program or programs covered by this 
Agreement.” In addition, prior to discussions regarding the amendment, 
representatives of DOC and ATG never discussed issues with programming 
language.  Further, there would be no reason to amend the arrangement just 
because the specific software wasn’t purchased by other correctional 
institutions.  Rather, DOC simply would not be paid. 

o At this time, there is no documentation to demonstrate signing the 
amendment canceling DOC’s rights to licensing fees was beneficial to DOC.  In 
addition, no parties other than Director Baldwin and ATG have been identified 
with which to discuss the circumstances of the amendment. 

After obtaining the information regarding the contract and subsequent amendment to 
cancel rights to licensing fees, certain questions remain unanswered, as follows: 

1) Why would an Assistant Director sign a significant contract amendment as the 
Director? 

2) Why didn’t DOC consult the Attorney General’s Office before forfeiting its 
rights to licensing fees granted to DOC in an original contract reviewed by the 
Attorney General’s Office? 

3) Why would an amendment to cancel all rights to licensing fees be necessary if 
the software covered by the original contract was no longer being sold? 

4) Why would DOC willingly give up its rights to licensing fees with no 
comparable compensation in return? 

5) Why are the only people able to recall the events of the amendment the 
Director of DOC and ATG, the parties who signed the amendment? 

6) Are there unknown conflicts of interest which would cause DOC to forfeit its 
rights to licensing fees and fail to require contracts for all services for over 10 
years? 

• In regard to specific services provided to DOC by ATG related to software usage, DOC 
did not have, and had not previously had, a valid contract established with ATG in 
regard to the specific services it received from ATG on an annual basis.  In addition, 
the documentation for payments made to ATG was not sufficient to ensure the cost of 
services provided is fair and reasonable. 

In April 2009, the DOC Director stated he concurred DOC needs to have better 
documentation of payments made to ATG.  As a result, the DOC Director stated DOC 
will utilize a form referred to as a change order form to support future change orders.  
Appendix K includes a copy of the change order form the DOC Director provided.  
However, a change order is not valid if it is not a change order referencing an original 
contract.  We discussed this concern with the Director at the time and recommended 
DOC must award a base contract before beginning a change order process.  However, 
DOC continued to use its change order forms and did not establish a base contract 
until September 23, 2010. 
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According to a DOC representative we spoke with, the only change DOC has made to 
its processes and procedures in the last several years has been to track and sign the 
change order documents.  When asked if additional documentation was maintained 
for each project, the DOC representative provided copies of project scope reports 
developed by ATG, but these documents did not include completion dates, costs or 
proof DOC conducted appropriate processes to ensure the prices paid were fair and 
reasonable.  In addition, no sole source justifications have been identified.  The DOC 
representative stated she could provide copies of email correspondence to document 
communications regarding each project.  However, she stated the correspondence 
would not support the costs.  In addition, she stated minutes of meetings DOC holds 
with ATG officials when developing project scopes are not prepared.    

• DOC provided a summary of change orders it has processed since it implemented 
procedures to track change orders.  However, DOC has not provided documentation 
supporting the costs of each change order, such as documentation to confirm specific 
deliverables were provided for the cost agreed upon prior to completion of the project 
or documentation DOC evaluated the cost proposal and verified it was reasonable.  
Change orders not based on a current, valid contract are invalid.  

The change order listing did not include project dates or summaries of the dates 
agreed to and the dates the projects were completed.  According to the DOC Director, 
implementation of change order tracking began on May 1, 2009.  The change order 
summary included 1 change order listed for fiscal year 2009 and 74 change orders 
listed for fiscal year 2010.  The total change orders listed as “signed” since change 
orders were initiated is $722,110.00.  Appendix L includes a copy of the change order 
summary DOC provided. 

• IMCC processed payments to ATG on behalf of DOC’s Central Office, which typically 
pays a majority of the ATG billings.  According to payment records, the DOC utilized 
funding from multiple DOC facilities from fiscal year 2000 through 2009 to pay ATG.  
Based on documents we reviewed, IMCC paid ATG $2,009,250.00 for services ordered 
through DOC’s Central Office in fiscal year 2008.  IMCC did not request or maintain 
documentation to support the payments made to ATG on behalf of Central Office.  

• In accordance with Chapter 105 of the IAC,  

o State agencies may procure services unique to the agency’s specific needs and 
procurement of services by a state agency shall comply with Chapters 106 
and 107 of the IAC. 

o Agencies shall establish internal controls and procedures to initiate 
purchases, complete solicitations, make awards, approve purchases and 
receive goods. 

o Purchasing authority delegated to state agencies shall not be used to avoid 
use of master agreements.   

In addition, Chapter 106 of the IAC requires state agencies to use competitive 
selection to acquire services equal to or greater than $5,000.00 unless there is 
adequate justification for a sole source or emergency procurement and use of a sole 
source procurement does not relieve a state agency from negotiating a fair and 
reasonable price and thoroughly documenting the procurement action.  Chapter 107 
of the IAC requires specific contract clauses for service contracts.     

DOC misused its delegated purchasing authority.  As discussed previously, DOC 
processed payments of nearly $22 million over an 11 year period without a valid 
contract in place to cover the services received in exchange for the payments made.  
In addition, DOC could not provide documentation to indicate internal controls and 
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contract management activities were conducted in accordance with state procurement 
requirements.  

• After discussing our findings with DOC officials and expressing our concern regarding 
the lack of a valid contractual agreement with ATG on a number of occasions, DOC 
developed a contract with ATG which became effective on September 23, 2010.  The 
contract provides for software maintenance and server administration and hosting 
services for monthly fees of $76,400.00 and $9,000.000, respectively.  This 
arrangement equates to an annual cost of $1,024,800.00 with an annual fee increase 
limitation of 6%.  Any additional enhancements to the ICON system are not included 
in the contract.  Instead, the contract allows for change orders.  DOC did not complete 
a sole source justification when it signed the contract with ATG.  After we requested a 
copy of the sole source justification, DOC drafted a justification and provided a copy 
to us on January 10, 2011.  However, completing a sole source justification after the 
contract has been awarded is not sufficient. 

When asked how DOC determined the amounts specified in the contract, DOC 
officials responded we should observe the ICON system to understand its functionality 
and we should understand it’s not something that can be transferred to another 
provider.  In addition, DOC provided information to show another state paid 
considerably more than DOC for its inmate management system.  However, given the 
significant differences in capabilities and the significantly larger inmate population of 
the other state, we were unable to make a comparative analysis. 

A DOC official we spoke with also stated DOC does not operate with specific 
deliverables required.  DOC receives a specific budget for ICON each year and does 
not spend more than the amount budgeted.  The official explained if DOC doesn’t have 
the money in the budget to complete a desired upgrade, the upgrade is not 
implemented until the following fiscal year.  Although DOC is spending within the 
parameters of its budget, the budget amount does not relieve DOC from the 
responsibility to obtain the best price for the services received.   

• As previously discussed, we discussed our concerns with DOC regarding its lack of 
contract with ATG in April 2009 and recommended DOC take action to develop a 
contractual relationship with ATG.  In July 2010, we again advised DOC it was at risk 
given its lack of contractual relationship with ATG and recommended DOC establish a 
contract with ATG.  As a result of these recommendations, DOC signed a contract 
with ATG on September 23, 2010. 

According to a DOC official, due to the sole source nature of the relationship with 
ATG, DOC could not solicit competitive bids.  In addition, in a conversation with an 
ATG official, the official stated DOC is a small customer and ATG would not be 
significantly impacted if DOC was no longer a customer.  As such, DOC’s ability to 
negotiate may be minimal.  However, DOC did not provide sufficient documentation to 
demonstrate it conducted negotiations and price reasonableness procedures to ensure 
the contract signed was determined to be fair and reasonable.  In addition, we did not 
receive documentation DOC developed a sole source justification for the procurement 
prior to signing the contract.   

Recommendations –  

• DOC should consult the Attorney General’s Office to determine whether further review 
of the procurement activities between DOC and ATG is necessary to ensure DOC is 
properly administering its contracts and taking corrective action to ensure its 
procurement activities are conducted in accordance with centralized procurement 
procedures.   
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• DOC should take action to ensure all future payments to ATG are based on pre-
established deliverables and pricing based on negotiations and DOC’s verification 
prices are fair and reasonable. 

• DOC should evaluate costs associated with ATG services and determine if hiring 
permanent staff to handle routine IT tasks would be financially beneficial.  The DOC 
IT staff hired should also have an understanding of the ICON system which would 
allow the staff to provide expertise to assist DOC in ensuring the proposals submitted 
by ATG for specific future projects are fair and reasonable. 

• DAS should implement control procedures over service contracting activities at all 
state agencies and utilize its authority over procurements to ensure agencies are in 
compliance with purchasing requirements. 

• DAS should perform additional review procedures of DOC procurement activities with 
a selection of other providers to determine if DOC is properly administering its 
contracts in other areas.  If DOC does not have adequate controls in other 
procurement areas, DAS should suspend DOC’s delegated authority to procure goods 
and services without DAS assistance.  In addition, DAS should train DOC 
procurement officials and work with DOC to implement contracts with other 
providers, if any, currently operating without the benefit of valid contracts.  Further, 
DAS should work with DOC to initiate adequate internal controls so improper 
payments to providers without valid contracts will be identified and immediately 
stopped in the future. 

• DOC procurement staff should continue to receive training and instruction from DAS 
on the documentation required prior to processing payments.  In addition, DOC 
purchasing agents should not process payments for goods or services unless they 
have and approve of the supporting documentation associated with the purchase. 

I. Contract Clauses  

Chapters 106 and 107 of the IAC include specific contract requirements which are to be 
included in all contracts.  We included compliance with these requirements in our review 
of service contract documentation.  Specifically, we reviewed the contract requirements 
listed in Table 21.  We also determined whether the contract file reviewed included 
documented approval of renewal options for the next period. 

Table 21 

 Requirement IAC Reference 

Bid was advertised or a sole source procurement was adequately 
justified 105 

Contract has a specific start and end date and is not self-renewing 106.11 

Contract duration does not exceed 6 years 106.16(8a) 

Payment clause was included in the contract 107.4(1) 

Contract is signed by both parties 106.12(3-4) 

Contract was marketed to small businesses 106.12(1) 

Contract file includes appropriate monitoring and review clause 107.4(2-3) 
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Findings -  
We identified several service contracts which were awarded without contract clauses 
required in the IAC.  The contracts identified are discussed in more detail in the following 
paragraphs.   

• We identified 8 service contracts which were awarded without monitoring and review 
clauses.  Table 22 lists the 8 contracts identified.  

Table 22 

                   Agency Provider 

Department of Natural Resources American Computer Services 

Department of Public Health American Computer Services 

Iowa Vocational Rehabilitation Services Siemens Building Technology, Inc. 

Fort Dodge Correctional Facility Baker Group 

Iowa Public Television Siemens Building Technology, Inc. 

Iowa State Penitentiary Siemens Building Technology, Inc. 

Iowa Workforce Development Robert Half International 

Newton Correctional Facility Siemens Building Technology, Inc. 

• We identified 2 contracts which did not include a start or stop date.  The contracts 
were between the Iowa Department of Public Health and American Computer Services 
and Iowa Vocational Rehabilitation Services and Robert Half International. 

• We identified multiple employment contracts for employees of Robert Half 
International through the Department of Public Safety which did not specify an end 
date. 

• As discussed in previous sections of this report, we regularly identified contracts 
entered into by improperly referencing a master agreement.  Each time a master 
agreement was improperly referenced, the result was an improper sole source 
procurement, which in turn means the state agency did not properly solicit bids and 
notify TSB providers of the solicitation as required by the IAC.   

Recommendations –  

Based on our review of compliance with the requirements established by Chapters 106 
and 107 of the IAC, DAS should: 

• Designate resources to oversight and compliance activities to ensure state agencies 
are operating in compliance with the IAC.   

• Include specific contract clause requirements in the training material and online 
procurement resources available to purchasing agents to ensure purchasing agents 
are aware of the required contract language for service contracts.  Possible 
procurement aids could include procurement checklists with appropriate examples of 
documentation necessary to complete the procurements attached to the checklist.  

J. New Legislation 

On March 10, 2010, Governor Culver signed SF 2088.  The legislation addressed state 
government reorganization and efficiency.  Included in SF 2088 were new requirements 
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for DAS in the area of purchasing.  The portion of the legislation related to DAS 
purchasing is included in Appendix M. 

Although the changes provided in SF 2088 were not in effect at the time of our review, we 
determined changes required by SF 2088 were related to specific areas of purchasing we 
included in our testing procedures of statewide procurement.  Therefore, while we did not 
specifically test controls over newly enacted requirements of SF 2088, we have 
commented on the changes implemented in SF 2088 based on the information we 
gathered during our fieldwork. 

Observations -  

• Section 70 of SF 2088 states after a system of uniform standards and specifications 
for purchasing is developed, “all items of general use shall be purchased by state 
agencies through the department (i.e. DAS), except items used by the state board of 
regents and institutions under the control of the state board of regents.”  

As addressed previously in this report, master agreements are often not awarded in a 
truly competitive manner, meaning DAS has not awarded master agreements based 
on receipt and review of multiple bids and selection of the single provider meeting 
qualifications at the lowest price as the sole winner of the bid.  Instead, many master 
agreements are awarded on the basis of soliciting bids even if only 1 bid is received.   

In addition, many master agreements are awarded to multiple providers.  According to 
DAS officials we spoke with, it is their intent to have a number of qualified service 
providers available from which agencies can procure services.  However, when 
multiple providers offering the same goods or services receive awards, pricing varies 
by provider and there are no requirements to go to the lowest price provider to obtain 
services.   

We also found little evidence negotiations are conducted as a regular part of DAS 
procurement procedures to ensure the prices in the master agreements are fair and 
reasonable.  In addition, we identified master agreements which do not establish 
pricing at all.  Rather, pricing is to be negotiated between the provider and the state 
agency on a case by case basis. 

Given these circumstances, mandatory use of master agreements provides no 
guarantee state agencies are receiving prices which have been based on truly 
competitive pricing.  Therefore, mandatory use of master agreements by state agencies 
may not achieve the desired result of improving pricing for state agencies. 

In addition to concerns with the quality of master agreements, DAS’ ability to obtain 
competitive pricing may be hindered by the State’s segregated purchasing processes.  
By exempting the Board of Regents and institutions under the control of the Board of 
Regents, the State is reducing its ability to leverage volume discounts obtainable when 
guaranteeing volume sales to vendors. 

• Section 71 of SF 2088 states DAS may grant approval to state agencies to purchase 
directly from providers if DAS deems it more economical for the agency to do so. 

Currently, there are no controls in place which would allow DAS to identify purchases 
made by state agencies for which it should be granting approval prior to purchase.  In 
order for this control to be effective, DAS must have the ability to monitor state agency 
procurements and controls should be in place which would preclude state agencies 
from purchasing directly from providers unless they receive DAS approval. 
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• Section 72 of SF 2088 states DAS may designate specific goods or services of general 
use as goods or services which are required to be purchased from the master 
agreements. 

Master agreements must be entered into based on true competitive bidding 
procedures.  If they are not, pricing established in the master agreement does not 
represent the best value to state agencies and should not be mandatory.  Prior to 
designating certain master agreements as mandatory, DAS must first establish pricing 
through true competitive means.  In addition, DAS should establish controls which 
will preclude procurement outside of DAS master agreements without DAS approval. 

• Section 75 of SF 2088, in part, requires DAS to take the following actions:  

o Require state employees who conduct bids for services to receive training about 
procurement rules and regulations and procurement best practices on an annual 
basis and  

o Establish a work group to collaborate on best practices to implement the best cost 
savings for the state concerning purchasing. 

Requiring mandatory training for purchasing agents procuring services should 
improve service contract documentation and purchasing agent understanding of 
requirements.  In addition, it should allow DAS more authority to step in and suspend 
purchasing agent activity in the event they improperly conduct procurements because 
DAS will have adequate verification the purchasing agent received training which 
clearly instructed the purchasing agent of specific actions which are improper.  

Work groups should also serve to enhance oversight of procurement activity.  
Specifically, if work group leaders are dispersed throughout state agencies, they 
should be more accessible and there should be more knowledge of procurement 
requirements throughout state agencies rather than concentrated at DAS.   

Recommendations –  

Based on our observations of the new legislation with consideration of the findings and 
recommendations we identified during our review, DAS should implement the following:  

• Master agreements should include specific pricing established as a result of true 
competitive bidding procedures.  No master agreements should be established without 
specific pricing or outside a competitive bid. 

• Internal controls to preclude state agencies from procuring goods or services outside 
of mandatory master agreements should be implemented if DAS is required to approve 
procurements outside of master agreements. 

K. Other Concerns   

During our fieldwork, we identified the following concerns regarding the payment 
methods related to the use of master agreements.  The concerns include how state 
agencies pay for goods and services and additional fees incurred.  The operational budget 
of DAS is based on fees collected from state agencies and rebates collected from providers.    

1. Payment Processing 

As part of its responsibilities for managing master agreements, DAS utilizes the I/3 online 
payment processing system to review payments state agencies make to providers.   
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When state agencies place a delivery order for goods against a master agreement in the 
I/3 system, the system automatically calculates the master agreement pricing of the 
products purchased in accordance with the master agreement which allows DAS to 
confirm the state agency paid the price for the goods which was established in the master 
agreement.  The system will not process payments not in accordance with the unit prices 
of the master agreement pre-loaded in the I/3 system.   

The I/3 system also processes payments for purchase orders, which are stand alone 
contracts not associated with a master agreement.  In accordance with Chapter 105 of the 
IAC, purchase orders may be placed for goods or services not covered by master 
agreements.   

For goods purchases, competitive bidding documentation should be included in the I/3 
system.  For service purchases, competitive bidding documentation is not necessary 
unless the order is greater than $5,000.00.  All purchase orders for goods greater than 
$5,000.00 are routed to DAS purchasing agents for approval because orders greater than 
$5,000.00 are not permissible outside DAS unless the state agency has been authorized 
as a procurement center of excellence.   

I/3 system payments related to service contracts are not routed through DAS.  Rather, 
DAS has delegated oversight responsibility for service contracting to individual state 
agencies because of the specific nature of the service needs of each state agency.   

Findings –  

• According to DAS officials we spoke with, the ability to provide oversight of statewide 
procurements of goods is largely dependent on the way state agencies input data and 
process payments in the I/3 system.  For example, if state agencies process orders 
utilizing General Accounting Expenditure (GAX) forms, DAS cannot review the detail 
of the orders.  If the payment is processed using a GAX form, the payment is 
processed without DAS approval and the only way to determine the amount of the 
payment is to do a payment search of the system for the provider paid.  By that point, 
the payment has already been processed and DAS has no authority to deny the 
payment, even if the procuring state agency should have obtained DAS approval prior 
to processing the order.  

GAX forms are the main payment form used by the I/3 system to process payments to 
providers.  DAS purchasing agents believe removal of agency authority to process 
payments utilizing GAX forms would serve to increase the effectiveness of DAS in 
providing oversight by ensuring DAS can access contract information in the  
I/3 system.  However, an official from the State Accounting Enterprise of DAS  
(DAS–SAE) stated it is not realistic to remove the system’s main payment form.  
Instead, the DAS-SAE official stated if DAS needs agencies to process payments using 
forms other than the GAX form, it should implement requirements in its 
administrative rules and monitor usage of its contracts to ensure state agencies using 
its contracts are following requirements to use specific forms. 

• Because DAS has delegated service contracting oversight to individual state agencies, 
there is no central oversight body for service contracting within the State.  As 
demonstrated throughout this report, there are several findings regarding service 
contracting which could have been avoided if adequate oversight procedures were 
conducted.  

• DAS officials we spoke with stated if DAS denies approval of a payment to a provider 
because documentation was not adequate to verify the procurement was appropriate, 
the purchasing state agency currently has the ability to reprocess the payment to the 
provider in I/3 by utilizing a GAX form which circumvents DAS approval.  An official 
we spoke with stated there was an instance she was aware of when DAS denied 
approval of a payment.  The state agency responded by processing the order through 



 

 90  

utilization of a GAX form and DAS didn’t become aware of it until after the payment 
was processed. 

Due to the risks DAS stated exist with payments processed using GAX forms, we 
tested a selection of payments made with GAX forms by state agencies DAS stated 
historically process all payments with GAX forms.  Of the 7 payments tested, 2 
payments were related to non-master agreement purchases and were not required to 
be conducted in accordance with the master agreement.  Consistent with concerns 
previously addressed, 1 payment could not be reconciled to the master agreement 
because the master agreement did not specify unit pricing.  The remaining 4 
payments tested were consistent with master agreement pricing.  Therefore, we found 
limited concerns in the payments tested and did not expand testing. 

Recommendations -  

• DAS should work with DAS-SAE officials to modify GAX forms to allow for collection of 
procurement data necessary for DAS to perform its oversight function.  Utilizing 
separate forms may cause confusion and allow state agencies the option of selecting 
the form requiring information not adequate for DAS to utilize in its oversight 
activities. 

• As discussed in Finding J, on March 10, 2010, after completion of our fieldwork, 
Governor Culver signed SF 2088, which included new Code language requiring 
mandatory annual training for purchasing agents responsible for service contracting 
at state agencies.  In addition to training on service contracting rules and regulations, 
DAS should consider including I/3 payment processing training and providing 
instruction to purchasing agents so they are aware of their specific spending 
limitations and responsibilities for inputting data into the I/3 system.   

• By obtaining records of course completion or signatures of purchasing agents stating 
they understand their responsibilities, DAS could discern whether purchasing agents 
were uninformed or attempting to circumvent DAS internal controls.  If purchasing 
agents continued to process orders without processing them through DAS, DAS would 
have more reason to utilize the authority given to it to rescind delegated purchasing 
authority. 

2. State Agency Fees  

As previously discussed, Chapter 105 of the IAC states DAS shall procure goods and 
services of general use for all state agencies in the Executive Branch except those 
exempted by law, as listed in Table 1.  DAS does not receive an appropriation for 
operations of DAS-GSE, which is responsible for administration of the general use master 
agreements.  Fees billed to state agencies are utilized to provide funding for DAS 
operations.  Certain exempt agencies are not required to pay the fees to DAS.   

State agency fees are based on each state agency’s proportion of state spending with 
master agreement providers.  For example, if an agency’s purchases represented 15% of 
the total state purchases from master agreement providers, that agency would be charged 
15% of the DAS fee amount, which was $1,011,146.00 for fiscal year 2010.  Schedule 1 
is a listing of the state agency fees by agency which were collected for fiscal year 2010.   

DAS does not distinguish between master agreement purchases and non-master 
agreement purchases.  For example, if an agency solicits bids on an agency-specific 
project and a provider which holds a master agreement with DAS wins the contract, the 
amount of the contract will be included in the agency’s total purchases from which DAS 
determines its fees, even though the procurement was not associated with a DAS master 
agreement.  

A DAS official we spoke with stated some state agencies exempt from DAS authority pay 
DAS fees but others do not.  The DAS official stated some exempt state agencies pay the 
fee because they paid the fee under the previously utilized billing structure.  However, 
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other state agencies are exempt because they have their own purchasing staff and aren’t 
likely to utilize DAS master agreements.  The DAS official stated there is no way to 
determine whether procurements were originated by a DAS contract or the agency’s 
purchasing staff.  Therefore, DAS does not assess the agency the DAS fee.   

Table 23 summarizes the amount of state agency purchases made with DAS master 
agreement providers which were not assessed the DAS fee and the amount DAS would 
have collected in fees from those agencies had it allocated the agencies their portion of the 
$1,011,146.00 total fee collection.    

Table 23 

State Agency Purchases 
Potential 
DAS Fee 

Department for the Blind^ $  247,366.70   1,653.45 
Department for the Blind - Capitals^ 245,377.80 1,640.15 
Corrections Farm Account^ 146,700.22 980.57 
Iowa Communications Network^ 2,619,748.15 17,510.92 
Judicial Department^ 826,108.30 5,521.87 
Legislative House^ 29,354.72 196.21 
Legislative Senate^ 32,260.88 215.64 
Legislative Joint Express^ 227.47 1.52 
Legislative Citizens Aide^ 7,960.97 53.21 
Legislative Services Agency^ 345,196.26 2,307.36 
Parole Board~ 3,505.69 23.43 
Public Defense – Capitals~ 187,475.24 1,253.12 
Public Safety - Capitals* 2,778,747.80 18,573.71 
Board of Regents^ 843.75 5.64 
Iowa Lottery Authority^ 232,804.00 1,556.11 
Executive Council^ 317,157.02  2,119.94  
   Total  $8,020,834.97   53,612.85 

^ - Per DAS, state agencies do not pay the DAS fee because they are exempt from 
centralized purchasing requirements. 

~ - Per DAS, these state agencies were missed or not charged due to the minimal 
amount of purchases.   

*  -  During fieldwork, we asked DAS why Public Safety – Capitals was not assessed 
the DAS fee.  Upon evaluation, DAS responded it addressed the issue and 
started collecting fees from the state agency upon discovery. 

On March 10, 2010, Governor Culver signed SF 2088, titled Reorganization and Efficiency 
Act, on March 10, 2010.  SF 2088, which became effective July 1, 2010, provides DAS 
with authority to designate specific goods and services of general use as items agencies 
are required to purchase through master agreements established by DAS.  This 
requirement extends to state agencies previously exempt from DAS procurement 
requirements.  Therefore, the state agencies specifically exempted in Table 1 may no 
longer be exempt from centralized purchasing requirements and should pay the DAS fee.  
SF 2088 also introduces additional DAS procurement changes, which have been 
discussed throughout this report.  

Findings -  

• DAS bases its fees on total payments to providers with master agreements.  DAS does 
not distinguish between master agreement purchases and non-master agreement 
purchases.  DAS should not be entitled to fees for contracts managed by other state 
agencies and other state agencies should not have to pay DAS fees on contracts 
entered into independent of DAS. 

• State agencies exempt from DAS purchasing requirements often depend on master 
agreements to meet competitive procurement requirements.  However, they do not 
have to pay the DAS fee.  If all state agencies utilizing DAS contracting services 
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through use of master agreements were required to pay the DAS fee, $53,612.85 of 
the total DAS fee for fiscal year 2010 would have been allocated to the agencies 
currently not paying a fee.   

• DAS stated it does not charge certain state agencies a fee due to their exempt status 
from centralized purchasing requirements.  However, DAS is not consistent in this 
practice as many exempt state agencies pay the DAS fee.  For example, elected 
officials are charged the fee even though they are exempt from centralized purchasing 
requirements.  According to a DAS official, DAS assesses these offices the DAS fee 
because they were required to pay the fee in the previous billing structure.  Further, 
the DAS official stated, in most cases, elected official offices do not have their own 
purchasing staff and, therefore, rely on DAS master agreements or request assistance 
from DAS purchasing agents.  The DAS official then stated some of the larger exempt 
state agencies have their own purchasing staff and, since DAS cannot distinguish 
between procurements made by the state agency or made through master agreements, 
it does not assess a fee.  We determined these explanations were inconsistent.  
Specifically, 

o If the explanation DAS officials gave for not charging certain state agencies the 
DAS fee is due to the inability to determine if the payments made to providers 
are related to master agreements, none of the state agencies would be 
assessed the fee.  During our testing, we identified significant payments to 
providers with master agreements which were unrelated to master agreements.  
As a result, total purchases upon which DAS is assessing its fees are 
significantly different than the purchases specifically related to master 
agreements.  Some of the largest procurements from those providers, 
particularly in the area of construction, are not related to master agreements.  
As a result, DAS fees are not consistent with master agreement usage.  Some 
state agency fees may be too high and some may be too low.  

o If DAS assesses fees based on the whether the state agency has dedicated 
procurement staff, it would need to make significant adjustments because 
many state agencies currently paying the fee are large enough to employ 
dedicated procurement staff and other state agencies not paying the fee are 
smaller and most likely don’t have dedicated procurement staff.  DAS is not 
consistently applying this methodology when determining whether state 
agencies are required to pay the DAS fee. 

• In accordance with documentation provided by DAS, fiscal year 2010 fees were 
based on total state agency purchases of $142,491,293.40 recorded for fiscal year 
2007.  However, this total excluded purchases by state agencies listed in Table 23 
which currently are not required to pay the DAS fee.  Inclusion of all state agencies 
conducting business with master agreement providers would have resulted in total 
fees of $53,612.85 being allocated to the agencies in Table 23 instead of agencies 
not exempt from the fee.  As currently operating, agencies subject to the DAS fee 
were allocated $53,612.85 in fees which would have been allocated to the agencies 
in Table 23 had they been included in the allocation of fees to state agencies which 
utilize master agreements.  

• In addition to specific agencies not paying the DAS fee, the fees are determined 
through an extraction of payment data from the I/3 system.  Several state agencies 
or state authorities do not track payments in the I/3 system.  Therefore, any state 
agency utilizing the master agreement providers which does not track payments in 
the I/3 system was also not assessed a fee for DAS services.  DOT, for example, was 
not included in Table 23 because it does not track payments in the I/3 system.  
DOT currently does not pay the DAS fee even though DOT frequently bases 
procurements of general use goods and services on master agreements.  In addition, 
DAS does not have information regarding the purchasing DOT does with master 
agreement providers.   
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• According to a DAS official we spoke with, DAS currently does not plan to adjust the 
DAS fee structure to require all state agencies to pay DAS fees, even though DAS 
will be managing general use contracts all state agencies will be required to use for 
specific general use goods and services.   

According to the DAS representative we spoke with, it would be difficult to assess 
fees to exempt agencies due to the lack of procurement data available to DAS.  As 
previously discussed, some exempt agencies do not use I/3 to process payments to 
providers and I/3 is the tool DAS currently uses to determine the level of usage of 
master agreements by each state agency which is used to calculate each agency’s 
fees.   

• The DAS calculation of total purchases from master agreement providers used as 
the basis of its fees assessed to state agencies does not distinguish between master 
agreement purchases and non-master agreement purchases.  Therefore, agencies 
conducting their own solicitations for contracts are assessed fees based on all 
purchases from master agreement providers. 

• During review of the larger state agencies assessed fees, we determined Public 
Safety - Capitals was not paying DAS a fee, even though the state agency was a 
participating Executive Branch agency.  DAS followed up with Public Safety - 
Capitals and later told us they had corrected the error and were now collecting the 
required fees from the agency.   

Recommendations –  

After review of the current DAS fee structure, we have developed specific 
recommendations to ensure fees are allocated consistently among master agreement 
users.  Recommendations related to continuation of master agreement usage should be 
considered in conjunction with changes to master agreements which have been 
recommended throughout the body of this report. 

• DAS should develop procedures to assess fees in a consistent manner for use of 
master agreements.  State agencies utilizing the master agreements save time and 
resources by utilizing the master agreements and, therefore, should share in the costs 
to maintain the master agreements.  This includes state agencies which currently do 
not track provider purchases in the I/3 system.  

• DAS should reassess its current billing structure and ensure it is billing state 
agencies based on consistent methodology.   

All state agencies now required to utilize centralized procurement as a result of SF 
2088 should be assessed the DAS fee.  By assessing all state agencies the DAS fee, 
the DAS fees will be fairly distributed.   

• DOT should be required to report its purchases from master agreement providers to 
DAS and should be assessed the DAS fee for general use goods and services.  
According to section 314.1 of the Code, DOT’s procurement responsibilities are for 
“construction, reconstruction, improvement, or repair or maintenance of a highway, 
bridge, or culvert.”  Although it is exempt from centralized purchasing requirements 
for these specific areas of procurement, it is not necessary for DOT to be exempt from 
centralized purchasing requirements on general use goods and services.   

3. Rebates 

In addition to receiving fees from state agencies utilizing DAS master agreements, DAS 
also receives provider rebates to supplement its operational budget.  DAS has negotiated 
a 1% rebate with specific providers, payable to DAS based on total usage of provider 
contracts, including state agencies and political subdivisions.  The DAS official we spoke 
with explained this has allowed DAS to recover expenses related to services DAS provides 
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to agencies currently not paying DAS fees or political subdivisions which are not required 
to pay usage fees.  Depending on the amount of rebates received, state agencies may 
receive a portion of the rebates from DAS and the remaining portion is used to 
supplement the DAS budget.  

Table 24 lists the rebates received from providers in fiscal years 2009 and 2010 and how 
the funds were allocated.  

Table 24 

 
Description 

Fiscal Year 
2009 

Fiscal Year 
2010 

Rebates received $ 970,712.00 819,332.00 

Rebates retained by DAS 610,712.00 719,332.00 

Rebates disbursed to agencies $ 360,000.00 100,000.00 

As summarized in the Table, DAS retains a majority of rebates received from providers.  
In fiscal years 2009 and 2010, DAS retained 63% and 88%, respectively, of the total 
rebates received.  A majority of the rebates retained are used to supplement the operating 
budget of DAS.  The difference between the DAS budget and the amounts collected 
through fees and rebates is adjusted through use of a revolving fund. 

Table 25 summarizes the DAS budget and total revenues for fiscal years 2009 and 2010.  

Table 25 

Description 
Fiscal Year 

2009 
Fiscal Year 

2010 

Budget $  1,691,355.00 1,835,204.00 
Revenues:   
  Fees collected   1,010,686.00 1,011,133.00 
  Rebates retained 610,712.00 719,332.00 
  Reimbursement from SSI* - 120,384.00 
    Total revenues  1,621,398.00 1,850,849.00 
  Adjustment to/from revolving fund $     (69,957.00) 15,645.00 

 * - Strategic Sourcing Initiative 

DAS provides rebates to state agencies by crediting the agencies utilizing the same 
allocation process utilized to calculate agency fees.  For example, the Iowa Veterans 
Home’s (IVH’s) purchases were approximately 5% of the total purchases for the State.  
Therefore, IVH paid 5% of the $1,011,146.00 total DAS fee.  IVH then received a rebate of 
5% of the $100,000.00 rebate DAS extended to state agencies in fiscal year 2010.  IVH 
receives rebate monies regardless of whether it utilized the providers specifically offering 
the rebates.  Only state agencies paying fees to DAS receive rebates.  State agencies listed 
in Table 23 and political subdivisions earning rebates through use of providers offering 
rebates currently are not eligible to receive rebates.   

DAS stated it calculates the amount to return to state agencies by first assessing the 
financial and operational needs of DAS and returning the amount in excess of needs to 
state agencies.  Rebates utilized to supplement the budget at DAS go to funding salaries, 
conference and training costs and new technologies DAS will utilize.  Any excess funds 
collected go to the revolving fund to be utilized in the future.  A DAS official we spoke with 
stated the rebate program has been very effective and rebates could eventually grow to an 
amount which would allow DAS to be fully funded by provider rebates, thus eliminating 
the need for DAS fees to state agencies. 
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Findings –  

• Rebates provided currently do not offer state agencies an incentive to utilize the 
master agreements.  Since state agencies will not receive the full amount of the 
rebates and the rebates are not returned to state agencies in accordance with the 
state agencies rebate-eligible purchases, the rebates are not tied directly to the 
purchases.   Further, a majority of rebates received supplement the DAS budget and 
are not returned to the state agencies or political subdivisions which made the 
purchases earning the rebates. 

• In accordance with Federal requirements, costs paid with Federal funds must be net 
of all applicable credits, including rebates, in order to be allowable under Federal 
awards.  Therefore, when state agencies use Federal funds to pay for goods or services 
from providers which provide rebates, they should only use Federal funds for the 
costs net of the rebates earned.  

DAS believes this is not an issue because DAS returns a portion of the fees it collects 
to state agencies.  In addition, a majority of rebates retained by DAS are from political 
subdivision purchases, not state agency purchases.  DAS also provided 
documentation from a Federal auditor related to purchase card rebates.  However, 
purchase card rebates are not the same as master agreement rebates.  Therefore, 
sufficient documentation to verify retaining master agreement rebates related to 
Federal funding is appropriate was not provided.   

• State agencies which do not pay DAS fees, as summarized in Table 23, earned 
rebates of $12,816.37 in fiscal year 2007 by utilizing DAS master agreements which 
offer a 1% rebate.  However, because those state agencies are not currently paying 
DAS fees, the agencies did not receive a portion of the rebates.   

Recommendations – 

• DAS should evaluate the current use of rebates with consideration of the impact of its 
use of rebates on individual state agencies to ensure use of rebates is equitable and 
efficient.  Options considered should include using rebates for services which benefit 
all state agencies, such as for funding oversight activities, and returning rebates to 
the state agencies which earned the rebates.  However, if DAS returned all the 
rebates, service fees for all state agencies would need to be adjusted. 

• If DAS continues to retain rebates, it should consult with Federal officials to ensure 
its planned use of those rebates is in accordance with Federal requirements.   

COMMENTS ON RESPONSES TO FINDINGS AND RECOMMENDATIONS 

DAS 

Throughout the audit process, DAS officials provided pertinent information regarding 
procurement procedures, goals and challenges facing DAS and state agencies.  In 
addition, we kept DAS officials informed of preliminary issues and concerns we identified 
as we conducted the review.  The cooperation and assistance received from DAS officials 
gave us a better understanding of the complex issues facing DAS and other state agencies 
in the area of procurement.  In addition, as a result of receiving the preliminary results of 
our review, DAS was able to be proactive in implementing changes to improve 
procurement processes.  We provided a copy of this report to DAS officials for their review 
and response to the findings and recommendations.  A copy of the response is included in 
Appendix N.    As summarized in the Appendix, DAS has taken significant actions to 
address findings and recommendations contained in the report.  For example, DAS has 
been providing service contract training to State employees in an effort to educate them 
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on the unique nature of service contracting.  In addition, architect and engineering 
master agreements were not renewed due to the concerns identified in the report.  These 
examples demonstrate DAS’ proactive efforts to implement the recommendations and 
improve procurements, not only at DAS but at all state agencies. 

Appendix N includes a listing of specific improvements DAS has implemented since 2008.  
Although the time period for the specific contracts, master agreements and invoices 
included in our testing was fiscal year 2007 through fiscal year 2008, many of the 
findings identified were procedural or demonstrated the problems associated with certain 
processes.  Therefore, the specific date of the contract, master agreement or invoice was 
not as important as the procedures used to award or process it.  For this reason, the 
findings included in this report could be applied to contracts, master agreements and 
invoices occurring at later dates.    

However, certain responses included in DAS’ written response warrant additional 
comment. 

• DAS stated ITQ agreements were changed in August 2009 and were no longer 
available for use by agencies without a competitive selection process (page 144.)  
However, during our testing, we identified an ITQ agreement which continued to be 
the basis for large payments made to an ITQ provider well after this time.  Although 
we believe DAS has taken steps to remove ITQ agreements from availability, DAS 
should continue to monitor ongoing contracts which were established on an improper 
basis of an ITQ agreement.   

• DAS stated DAS purchasing agents were required to benchmark pricing on large 
dollar contracts as part of the competitive procurement process beginning in 2009 
(page 144.)  According to a DAS official we spoke with, this requirement is included on 
the internal contract checklist each purchasing agent is required to complete for their 
master agreements.  While this is a positive change, this requirement is limited to 
DAS purchasing agents and there are no requirements for other state agencies to 
perform benchmarking analyses when making purchases independent of DAS. 

• DAS stated TSB contracts will not be renewed (page 145.)  Agencies planning to 
purchase goods and services from TSBs will be directed to the Department of 
Inspections and Appeals’ website.  We concur the master agreement title should be 
removed from TSB contracts since the contracts were not arrived at competitively.  
However, this change will not eliminate state agencies exceeding the $10,000.00 per 
transaction limitation.  DAS should evaluate whether the examples we identified in 
the report where state agencies exceeded the $10,000.00 purchasing threshold are 
representative of further abuses or whether they are isolated instances.  If further 
abuses exist, DAS needs to address those issues.        

• DAS stated it will continue to classify solicitations only receiving 1 bid as 
competitively awarded because more than 1 supplier was given the opportunity to bid 
and because the industry classifies this as a competitive contract (page 145.)  While 
we understand the industry position and the challenge of awarding contracts when 
multiple bids are not received, additional support is warranted to ensure prices 
awarded are truly competitive.  On page 144 of DAS’ response, DAS stated its 
purchasing agents are required to conduct benchmark pricing on large dollar 
contracts as part of the competitive procurement process.  If this process is completed 
and documented in the contract file, it would provide the additional support 
warranted in these instances. 
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DOC 

We provided a copy of Section H of this report to DOC officials for their review and 
response to the findings and recommendations.  A copy of DOC’s response is included in 
Appendix O.  While DOC officials responded to each of the 6 specific recommendations 
included on pages 84 through 85, Section H includes several significant findings to 
which DOC officials did not respond.  Specific recommendations were not developed for 
all findings in Section H because it is not anticipated these findings will occur in the 
future.  Based on the testing we performed, the nature of the concerns identified are 
unique to the development of the relationship between DOC and ATG.   

One of the findings not responded to pertains to the amendment to the ATG contract 
which canceled DOC’s rights to 50% of ATG’s licensing fees.  No supporting 
documentation has been provided to justify why DOC agreed to forfeit its rights to the 
fees and the Attorney General’s Office did not have any record of amendments to the 
contract.  Specifically, the unanswered questions concerning the contract amendment are 
listed as numbers 1 through 6 on page 82.   

As illustrated by Appendix O, in addition to replying to the 6 specific recommendations 
made in Section H, DOC included an “Overview” section of their response.  Certain 
contents of the “Overview” section warrant additional response.   

• DOC stated we began correspondence with DOC in April 2009 to review current 
practices related to ICON and by July 2010, after several communication exchanges, 
recommended the development of a formal contractual relationship with ATG which 
was accomplished in September 2010 (page 150.)   

In a meeting with the DOC Director on March 16, 2009, we explained DOC was 
improperly referencing the DAS ITQ agreement and a base contract with ATG was 
necessary.  This was reiterated to the DOC Director in an email dated April 23, 2009.  
Therefore, we do not understand why it took DOC until September 2010 to establish a 
formal contract with ATG.  

• DOC’s response states DOC did not discover a sole source justification was required 
until after it awarded a contract to ATG on September 23, 2010 (page 150.)  DOC 
stated the Auditor’s Office informed DOC of the requirement and DOC completed and 
submitted the sole source justification in January 2011.      

Sole source justification requirements have been in place for many years.  In addition, 
several DOC staff have achieved advanced procurement certifications, which means 
they have received training on the IAC and should be aware of sole source 
procurement documentation requirements.  Therefore, it is unclear why DOC was 
unaware of this requirement. 

• DOC stated it implemented a change order process in November 2009 (page 152.) 

While we acknowledge DOC’s efforts to improve accountability and tracking of specific 
deliverables, the Auditor’s Office did not participate in recommending or developing 
the change order process.  Rather, the change order process was DOC’s effort to 
improve oversight of projects it paid ATG to complete.  We did not evaluate the change 
order process DOC implemented.  DOC should consult DAS to ensure the change 
order process is compliant with procurement requirements and all necessary actions 
are taken when approving additional services. 

As illustrated by Appendix O, after the “Overview” section of its response, DOC included 
responses to the 6 specific recommendations made in Section H.  The following 
conclusions are made to the 6 responses.   

• Response regarding additional follow-up from the Attorney General’s Office is 
accepted.   
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• Response regarding steps to enhance documentation procedures is accepted.  As 
stated previously, we did not review the change order process implemented by DOC.  
However, we concur a change order process implemented to modify existing contracts 
is a good control.   

• DOC provided a summary of benefits and cost savings DOC has achieved as a result 
of the ICON system maintained by ATG (page 152.)   

This response does not address the recommendation on page 85 that DOC evaluate 
costs associated with ATG services to determine if hiring permanent staff to handle 
routine IT tasks would be financially beneficial.   

• Response regarding working with DAS to implement control procedures for service 
contracting activities is accepted.   

• Response regarding additional review of procurement activities is accepted. 

• Response regarding DOC’s plan to continue to seek advanced procurement authority 
is accepted. 
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A Review of Statewide Procurement 

Summary of State Agency Fees Paid to DAS 

Fiscal Year 2010 

Agency Monthly Fee Annual Amount

Department of Administrative Services 11,815.35$             141,784.19           

Department of Agriculture and Land Stewardship 410.58                    4,926.95              

Agriculture Development Authority 9.74                        116.87                 

Attorney General 60.21                      722.52                 

Attorney General - Consumer Advocate 9.06                        108.70                 

Auditor of State 21.92                      263.02                 

Ethics and Campaign Disclosure Board 22.25                      267.04                 

Civil Rights Commission 4.26                        51.14                   

Department of Commerce - Alcoholic Beverages 1,162.40                 13,948.77            

Department of Commerce - Banking 144.37                    1,732.47              

Department of Commerce - Credit Union 6.85                        82.21                   

Department of Commerce - Insurance 142.42                    1,709.01              

Department of Commerce - Professional Licensing 25.61                      307.36                 

Department of Commerce - Utilities 51.91                      622.90                 

Department of Corrections - Central Office 274.84                    3,298.06              

Department of Corrections - Ft. Madison 2,324.30                 27,891.61            

Department of Corrections - Anamosa 1,510.00                 18,120.03            

Department of Corrections - Oakdale 3,067.04                 36,804.46            

Department of Corrections - Newton 1,516.51                 18,198.13            

Department of Corrections - Mt. Pleasant 1,026.88                 12,322.55            

Department of Corrections - Rockwell City 425.29                    5,103.50              

Department of Corrections - Clarinda 767.65                    9,211.84              

Department of Corrections - Mitchellville 869.45                    10,433.38            

Department of Corrections - Industries 778.02                    9,336.23              

Department of Corrections - Ft. Dodge 1,714.64                 20,575.65            

Department of Corrections - Capitals 186.48                    2,237.73              

Department of Cultural Affairs 175.44                    2,105.29              
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A Review of Statewide Procurement 

Summary of State Agency Fees Paid to DAS 

Fiscal Year 2010 

Agency Monthly Fee Annual Amount

State Historical Society 11.11                      133.38                 

Department of Economic Development 891.39                    10,696.68            

Department of Education 387.12                    4,645.41              

Department of Education - Vocational Rehabilitation Services 379.50                    4,554.00              

College Aid Commission 63.28                      759.32                 

Department of Education - Iowa Public Television 3,187.31                 38,247.69            

Department on Aging 57.29                      687.51                 

Iowa Workforce Development 1,735.69                 20,828.32            

Department of Adminstrative Services - Capitals 7,735.11                 92,821.31            

Governor 53.64                      643.72                 

Department of Human Rights 94.20                      1,130.39              

Department of Human Services - Central Office 2,328.97                 27,947.61            

Department of Human Services - Area and County 1,149.62                 13,795.39            

Department of Human Services - Toledo 398.34                    4,780.12              

Department of Human Services - Eldora 311.28                    3,735.37              

Department of Human Services - Civil Commitment Unit 25.23                      302.78                 

Department of Human Services - Cherokee 255.20                    3,062.34              

Department of Human Services - Clarinda 1,519.32                 18,231.79            

Department of Human Services - Independence 442.03                    5,304.41              

Department of Human Services - Mt. Pleasant 902.23                    10,826.74            

Department of Human Services - Glenwood 5,256.36                 63,076.33            

Department of Human Services - Woodward 4,622.24                 55,466.88            

Department of Human Services - Assistance Payments 1,575.76                 18,909.07            

Department of Inspections and Appeals 397.95                    4,775.41              

Department of Inspections and Appeals - Public Defender 168.28                    2,019.35              

Department of Inspections and Appeals - Racing and Gaming 113.64                    1,363.71              

Law Enforcement Academy 97.47                      1,169.60              
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A Review of Statewide Procurement 

Summary of State Agency Fees Paid to DAS 

Fiscal Year 2010 

Agency Monthly Fee Annual Amount

Department of Management 22.91                      274.90                 

Department of Natural Resources 3,179.31                 38,151.76            

Department of Natural Resources - Capitals 4.00                        48.03                   

IPERS 518.20                    6,218.39              

Public Employment Relations Board 20.96                      251.50                 

Public Defense 1,287.08                 15,444.97            

Department of Public Defense - Emergency Management 582.97                    6,995.70              

Department of Public Health 5,857.52                 70,290.18            

Department of Public Safety 2,782.97                 33,395.62            

Department of Revenue 2,783.28                 33,399.34            

Secretary of State 38.63                      463.51                 

Governor's Alliance on Substance Abuse 160.31                    1,923.66              

Treasurer of State 68.07                      816.81                 

Department of Veterans Affairs - Vets Home 4,272.95                 51,275.35            

Department of Veteran's Affairs - Capitals -                          -                       

     Total 84,262.17$             1,011,146.00        
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A Review of Statewide Procurement 
 

Staff 
 
This review was conducted by: 

Annette K. Campbell, CPA, Director 
Tina Stuart, Senior Auditor 
Alison Herold, Staff Auditor  
Jessica Green, Staff Auditor  
Gabriel Stafford, CPA, Staff Auditor  
 
 

 
 
 
Tamera S. Kusian, CPA 
Deputy Auditor of State 
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A Review of Statewide Procurement 

Architectural and Engineering Mastering Agreement 
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A Review of Statewide Procurement 

Architectural and Engineering Mastering Agreement 
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A Review of Statewide Procurement 

Architectural and Engineering Mastering Agreement 
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A Review of Statewide Procurement 

Targeted Small Business Master Agreement 
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A Review of Statewide Procurement 

Targeted Small Business Master Agreement 
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A Review of Statewide Procurement 

Targeted Small Business Master Agreement 
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A Review of Statewide Procurement 

Targeted Small Business Master Agreement 
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A Review of Statewide Procurement 

Targeted Small Business Master Agreement 
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A Review of Statewide Procurement 

Targeted Small Business Master Agreement 
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A Review of Statewide Procurement 

Brand Name Award Grid 
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A Review of Statewide Procurement 

Brand Name Award Grid 
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A Review of Statewide Procurement 

Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Invitation to Qualify Contract 

 



Appendix D 

 119  

A Review of Statewide Procurement 

Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Example Invoice from Robert Half International 
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A Review of Statewide Procurement 

Copy of Letter from Department of Corrections Director 
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A Review of Statewide Procurement 

Copy of Contract Between ATG and DOC 

 



Appendix G 

 125  

A Review of Statewide Procurement 

Copy of Contract Between ATG and DOC 
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A Review of Statewide Procurement 

Copy of Contract Between ATG and DOC 
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A Review of Statewide Procurement 

Copy of Contract Between ATG and DOC 
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A Review of Statewide Procurement 

Copy of Contract Between ATG and DOC 
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A Review of Statewide Procurement 

Copy of Contract Between ATG and DOC 
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A Review of Statewide Procurement 

Advanced Technology Group Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Advanced Technology Group Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Advanced Technology Group Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Advanced Technology Group Invitation to Qualify Contract 
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A Review of Statewide Procurement 

Example Invoice from ATG to DOC 
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A Review of Statewide Procurement 

Copy of Amendment to Contract Between ATG to DOC 
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Department of Corrections Change Order Example 
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A Review of Statewide Procurement 

Department of Corrections Change Order Example 
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A Review of Statewide Procurement 

Copy of Change Order Summary Provided by DOC 
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A Review of Statewide Procurement 

Copy of Change Order Summary Provided by DOC 
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A Review of Statewide Procurement 

Copy of Change Order Summary Provided by DOC 
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A Review of Statewide Procurement 

Copy of Senate File 2088 Excerpt 
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A Review of Statewide Procurement 

Copy of Senate File 2088 Excerpt 

 



Appendix M 

 143  

A Review of Statewide Procurement 

Copy of Senate File 2088 Excerpt 
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A Review of Statewide Procurement 

Copy of DAS’ Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DAS’ Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DAS’ Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DAS’ Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DAS’ Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DAS’ Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DOC’s Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DOC’s Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DOC’s Response to Findings and Recommendations 
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A Review of Statewide Procurement 

Copy of DOC’s Response to Findings and Recommendations 

 

 




