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Rick Wilde _ _

From: ASD Mail Account [asd@azauditor.gov] Sent: Wed 9/22/2010 3:09 PM
To: Undisclosed recipients

Cc:

Subject: USFR Memo No. 248-School District Procurement

Attachments: USFR Memo 248-Procurement. pdf(125KB)

Attached is USFR Memo No. 248-School District Procurement. This memo provides guidance to school districts concerning guidelines
for purchases below the procurement threshold for sealed bids and proposals. This memorandum also provides guidance for
obtaining quotations and awarding contracts, analyzing cumulative purchases, purchasing from employees and governing board
members, multiple year purchases, multiple awards, due diligence, and procurement of specified professional services and
construction services.

If you have any questions or need assistance, please contact Paula Gustafson or Michael Stelpstra at (602) 553-0333, or e-mail us at
asd@azauditor.gov.

It you no longer wish to receive school district e-mails from the Office of the Auditor General, please reply so we may remove you
from our distribution list.

http://outlook.sancarlos.k12.az.us/ exchange/r.wilde/Inbox/USFR%20Memo%20N0.%2024... 9/23/2010
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USFR MEMORANDUM NO. 248

TO: School District Administrators; County School Superintendents

FROM: Laura Miller, Office of the Auditor General
Vicki Salazar, Arizona Department of Education (ADE)

DATE: September 22, 2010

SUBJECT: School District Procurement (Supersedes USFR Memorandum No. 213)

The Arizona State Board of Education recently increased the procurement threshold for sealed bids and
proposals. As a result, guidelines for purchases below that threshold have been updated as discussed below.
This memorandum also provides guidance on obtaining quotations and awarding contracts, analyzing
cumulative purchases, purchasing from employees and governing board members, multiple year purchases,
multiple awards, due diligence, and procurement of specified professional services and construction

services.

Procurement Thresholds

Pursuant to Arizona Revised Statutes (A.R.S.) §15-213, the State Board has increased the threshold for
sealed bids and proposals to $50,000, effective for purchases made after April 20, 2010. For purchases
exceeding $50,000, districts must follow the School District Procurement Rules, which are available on the
Arizona Secretary of State’s Web Site (Www.azso0s. oov/public_services/Title_07/7 -02.htm). The Rules are

located in the Arizona Administrative Code in Title 7 Education, Chapter 2 State Board of Education,
Articles 10 and 11, School District Procurement.

Pursuant to A.R.S. §15-271, the Auditor General must prescribe and districts must comply with the
guidelines found in the Uniform System of Financial Records (USFR) (page VI1-G-8) for purchases below
the $50.000 threshold. The thresholds in those guidelines have been revised as a result of the higher
threshold for sealed bids and proposals. Effective September 22, 20 10, the required guidelines are revised

as follows:

e For purchases costing at least $25,000 but not more than $50,000, districts should obtain written price
quotations from at least three vendors.

» For purchases costing at least $5,000, but less than $25.000, districts should obtain oral price quotations
from at least three vendors.

Except as noted below for purchases from employees and governing board members, competitive
purchasing is not required for purchases less than $5,000. Districts should use reasonable judgment in
awarding such contracts to ensure they are advantageous to the district.
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Districts should review governing board policies to determine if revisions are necessary to allow the district
to follow the new thresholds. Any variations from these guidelines, such as lower dollar limits or higher
levels of required competition, must be reasonable and must be documented in the district’s governing
board minutes as a policy.

Obtaining Quotations and Awarding Contracts

Districts should issue requests for price quotations in sufficient time before the purchase is to be made and
in adequate detail to allow vendors to effectively respond. If the contract will be awarded based on price
and additional factors, such as quality of the product or work to be pertormed, those factors should be
included in the request for quotations. The request for quotations may also include:

I.  Offer submission requirements, including offer due date and time, where offers will be received, and
offer acceptance period;

2. Any purchase description, specifications, delivery or performance schedule, and inspection and
acceptance requirements;

The minimum information that the offer shall contain;
Whether negotiations may be held:

Any contract options, including renewal or extension:

Uniform terms and conditions by text or reference: and
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Any other terms, conditions, or instructions specific to the procurement.

The vendor name, person(s) contacted, telephone number, and price quotations or results of the request
should be documented and retained in a district procurement file or with the related requisition form or
purchase order. If three oral or written price quotations cannot be obtained, districts should document the
vendors contacted and their reasons for not providing quotations and retain this with the price quotations.
Districts should award the contract to the vendor determined to be most advantageous to the district in
accordance with the factors identified in the request for quotations. If a vendor is selected because of
factors other than lowest price, the reasons should be fully documented and retained with the price
quotations. If only one quotation can be obtained, the district should document why the contract award is
advantageous to the district before awarding a contract. After a contract 1s awarded, districts should issue a
written contract or prepare and approve a purchase order before goods or services are ordered.

Procurement files, including quotations received and the district’s basis for contract award, are public
records and must be made available for public inspection after the contract is awarded or procurement is
cancelled.

In lieu of obtaining quotations as discussed above, districts may choose to follow the School District
Procurement Rules for purchases below the $50,000 threshold. For example, districts may follow the
School District Procurement Rules for cooperative purchasing agreements (R7-2-1191 et seq.), sole-source
procurement (R7-2-1053), and emergency procurements (R7-2-1056 and 1057 ), rather than following the
(GSA) contracts if authorized by the governing board. The governing board must determine in writing that
all of the criteria listed in A.R.S. §1 5-213(J) apply to a GSA contract before authorizing purchases under
the contract. Further, districts may purchase from Arizona Correctional Industries, Arizona Industries for
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the Deaf and Blind, or a certified nonprofit agency that serves individuals with disabilities without
competitive purchasing.

Analyzing Cumulative Purchases

When determining the level of competitive purchasing required (i.e., oral quotations, written quotations, or
sealed bids or proposals), districts should consider not only the dollar amount of the current purchase but
the total dollar amount of all like item purchases that might occur during the fiscal year. If the amount of
the good or service that will be needed during the year 1s uncertain, districts should estimate cumulative
purchases by analyzing cumulative purchases of like items for the previous fiscal year, adjusting for any
changes (e.g., increased enrollment, new school) that might affect the amount of the good or service
needed. An analysis of cumulative purchases should be based on like items rather than vendors.
Specifically, if the district purchased like items from multiple vendors, the total of all like item purchases
from all vendors should be considered. Also, if the district made nonlike item purchases from a vendor that
provides multiple types of goods or services, nonlike item purchases from the vendor should be considered
separately.

Competitive purchasing requirements must be followed regardless of the purchasing method (purchase
order, credit card, purchasing card, etc.) used for the purchase(s). Total like item purchases from all
purchasing methods should be considered in determining the appropriate level of competitive purchasing
required.

Districts are required to follow School District Procurement Rules for all purchases of goods or services
from district employees regardless of dollar amount. A R.S. §38-503(C) prohibits public employees from
providing their employers with any equipment, material, supplies, or services unless provided under an
award or contract let after public competitive bidding. Accordingly, Arizona Attorney General Opinion
106-002 states that districts must follow the School District Procurement Rules, regardless of the
expenditure amount, when purchasing goods or services from district employees. This applies to any
purchase using district monies, including extracurricular activities fees tax credit contributions and monies
held in trust by the district such as student activities monies. Although the School District Procurement
Rules exempt expenditures of student activities monies from the Rules, that exemption does not apply to
purchases in which a district employee acts as a vendor. F ollowing the guidelines for oral or written
quotations is not sufficient to comply with the requirements of A.R.S. §38-503(C).

Similarly, districts are required to follow School District Procurement Rules for all purchases of services

from district board members regardless of dollar amount. A R.S. $38-503(C) prohibits governing board
members from providing their district with any services, unless provided under an award or contract let
after public competitive bidding. However, for purchases of supplies, materials, and equipment from
district board members, districts are only required to follow School District Procurement Rules if the
purchase exceeds $50,000. Purchases below the $50,000 threshold must comply with the USFR guidelines
for oral and written quotations. For districts with 3.000 or more students, statutes limit purchases of goods
or services from board members to $300 per transaction and $1 ,000 total within any 12-month period, and
require that the governing board adopt a policy authorizin g such purchases within the preceding 12 months.
Districts with less than 3,000 students may make purchases of goods or services from governing board
members in any amount, provided each purchase is approved by the governing board and the amount of the

purchase is included in the board’s meeting minutes. Arizona Attorney General Opinions 187-035 and
106-002, and A.R.S. §§15-213, 15-323, and 38-503
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Further, districts should establish procedures to ensure that all employees and board members comply with
AR.S. §38-503 related to conflicts-of-interest. All employees or board members who have, or whose
relative has, a substantial interest in any contract, sale, purchase, service, or decision must file a conflict-ot-
‘hterest statement and refrain from voting upon or otherwise participating in any manner as an employee or

board member in that contract, purchase, or service.

Multiple Year Purchases

School District Procurement Rule R7-2-1093 allows districts to enter into contracts for up to 5 years if the
terms and conditions of renewal or extension, if any, are included in the solicitation for bids or proposals
and monies are available for the first fiscal year at the time of contracting. Districts may also solicit oral or
written quotations to cover purchases up to 5 years if monies are available for the first year at the time of
contracting. When determining the level of competitive purchasing required, a district must consider the
total expenditure that will be made over the multiple years. For example, if a district wanted to obtain
pricing for 3 years on an item, it could do so by written quotations if the total anticipated expenditures over
the 3 years were expected to be less than the threshold for sealed bids and proposals.

Refore multi-term contracts are used for purchases over $50,000, the district’s governing board must
determine in writing that: the estimated requirements cover the contract period and are reasonable and
continuing; a multi-term contract will serve the district’s best interests by encouraging competition or
promoting economies in procurement; and if monies are not appropriated or available in tuture years, the
contract will be canceled. If multiple-year quotations are used, districts should document the time period
that the pricing is valid, that the vendor will honor the pricing for that time period, and that, while the
district intends to purchase certain quantities, all purchases are subject to funds availability.

Multiple Awards

A multiple award is defined as an award of an indefinite quantity contract for one or more similar materials
or services to more than one bidder or offeror. In general, districts should not use multiple awards allowing
more than one vendor to supply the same goods or service. However, there are instances in which districts
may make multiple awards. For example, multiple awards may be made if one vendor 1s unable to provide
the total quantity of goods or services requested by the district, or if geographic distance precludes the use
of one vendor throughout the district. In these instances, the request for proposals or invitation for bids
should clearly state whether multiple awards may be used so that bidders can take that into consideration
when pricing their proposals or bids.

Before a multiple award is made, the district should determine, and document the specific reason(s) in
writing, that a single award is not advantageous 1o the district. The district should also limit the contract
awards to the least number of suppliers necessary to meet the district’s requirements.

Due Diligence

Districts are responsible for ensuring that procurements, whether done independently or through a
cooperative purchasing agreement, are done in accordance with School District Procurement Rules. The
appropriate amount and complexity of due diligence to be performed by a district will vary based on the
procuring entity with which the district is participating. A.R.S. §15-213(F) requires school districts and
school purchasing cooperatives, in connection with any audit conducted by a certified public accountant, to
have a systematic review of purchasing practices. The Office of the Auditor General has prescribed
suidelines for performing these reviews as part of the Procurement Compliance Questionnaire for
cooperatives and the Expenditures section of the USFR Compliance Questionnaire for districts. A
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of the compliance questionnaire as documentation for the results of the review. However, an entity that did
not have areview or had a review with significant findings, would require a greater amount and complexity
of due diligence. Districts should also consider any other information available on the entity’s procurement
practices.

Districts may, but are not required to, perform due diligence for every contract procured through
cooperative purchasing. If an entity had no findings as a result of the review discussed above, districts may
not need to review a particular contract except to ensure that the specific good or service to be purchased
from the vendor is part of that contract. For an entity where more due diligence is required, it may be
adequate to perform due diligence on a sample of contracts procured by the entity if that sample provides
reasonable assurance that the entity’s procurement practices comply with the School District Procurement
Rules. To perform due diligence, districts may want to consider using the procurement questions in the
compliance questionnaires as a guide in reviewing cooperative purchases.

Districts must use their judgment in determining the appropriate amount and complexity of due diligence
required for each procuring entity with which they participate. For audit purposes, districts should retain
documentation of the due diligence performed and its results in a procurement file.

Procurement of Specified Professional Services and Construction Services

Laws 2010, Chapter 283, which is available on the Arizona State Legislature’s Web Site
(www.azleg.gov/F ormatDocument.asp?inDoc=/ legtext/49leg/2R/laws/0283.htm), revised state procurement
statutes related to specified professional services and construction services and requires that any school
district procurement conducted under a rule based on statutes amended by Laws 2010, Chapter 283 that is
commenced by publication of notice or issuance of a request for qualifications after July 29, 2010, be
conducted pursuant to the amended statute, regardless of whether an applicable rule has been amended to
conform to the changes. Since the School District Procurement Rules for specitied professional services
and construction services are based on some of these statutes, districts procuring these types of services
should refer to Laws 2010, Chapter 283 for the amended guidelines until the Arizona State Board of
Education incorporates the changes into the School District Procurement Rules.

If you have any questions or need assistance, please call the Office of the Auditor General, Accounting
Services Division at (602) 553-0333, or ADE School Finance at (602) 542-5695.




