




Vendor Overcharges on Computer Sales

An audit of state purchasing records shows that 10 computer vendors overcharged the
state more than $61,000 during the period of June 10, 1998 to Dec. 31, 1998.  These
overcharges are in addition to the previously reported $120,397 in overcharges by
Government Computer Sales, Inc. (GCSI), which have been repaid.

Our auditors found the overcharges are the result of an industry wide problem of
computer vendors failing to pass on all price reductions as required by their state
contracts.

This audit was done to determine if vendors other than GCSI also failed to invoice
correctly.  The time period was chosen because of the large number of contracts and
transactions.

Our findings indicate that similar pricing failures likely would be found in other time
periods.  It may behoove agencies with large purchases, such as from Dell Marketing, LP,
to request an audit by the company to determine if additional refunds are due.

Background     

This office has previously issued two reports on Oct. 11, 1996, and June 18, 1998,
concerning overcharges by Government Computer Sales, Inc. of the Gateway brand
computers.  That audit covered the two year period from August, 1995, to June, 1997.
Government Computer Sales, Inc. has recently refunded the state an additional $72,231.
This amount added to the previously paid $48,166 brings the total reimbursement by
GCSI to $120,397.  This audit consists of examining the state’s other personal computer
vendors for overcharges.

Micro-computer contracts are awarded by the Office of State Purchasing for all types of
computer equipment, accessories, parts and hardware.  Our audit was restricted to the 62
micro-computer contracts that deal mainly with the sale of personal computers and
related equipment.

The audit encompassed the period from June 10, 1998, to Dec. 31, 1998.  The audit
targeted purchases initiated by a contract release order through the Advanced
Government Purchasing System (AGPS) which had a price reduction between the release
order date and the receipt date. The release order is the document initiated by the
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department making the purchase, which begins the purchasing process.  Total value of all
release orders issued during this period amounted to $9,844,667.  However, total contract
sales to the state are substantially higher as many political subdivisions and some
departments are not on AGPS.

Standard bid specifications in the micro-computer contracts state:

“Price reductions must be received within two (2) weeks after general
announcements.  These price reductions must be granted on any order not
delivered.”

The responsibility to ensure correct pricing clearly lies with the vendor and is not
dependent on state auditors.

A highly competitive computer market has resulted in rapidly falling prices.  This
contract provision is intended to benefit the state in this type of market.

Companies Examined

At the time of this audit, the state had 62 micro-computer contracts.  Twenty companies
had no sales during the audit period and 12 had sales of less than $10,000.

Our audit focused on companies that averaged at least $30,000 a year in sales. The
contract for Gateway brand was not included as that contract had been previously
audited.  As a result, our audit covered 32 contracts consisting of 2,048 release orders
valued at $8,946,487.

Ten vendors with 11 contracts were found to have overcharged the state.  They were
asked to provide a response to this report.  Sivad, Inc., Time Trend Computers, RMD
Computers, American Office Machines, Inc., Associated Business Equipment, Micro
Technology Concepts, Inc., Comp USA, and Dell Marketing LP did respond.  Ameridata,
Inc., and Formosa Computers chose not to respond.
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The Process

Usually a company will notify State Purchasing of a price reduction via fax.  Purchasing
staff promptly inputs the reduced price into the AGPS.  When an agency needs to order a
particular product, it obtains a price from the AGPS and a release order is generated.
After the release order is approved it is sent to the vendor.  The vendor ships the products
and most invoice the state at the same price as the release order.  Problems occur when a
price reduction is sent to purchasing after a release order is generated but before the
product is received.  Here are some examples:

Example I

This example shows how a vendor prices an invoice prematurely.  In this
instance the invoice was generated more than a month before the order was
received.  During that time a price decrease occurred but is not reflected on
the invoice.  The overcharge on this invoice amounts to $2,676 or 36%.

Oct. 20, 1998 --  Louisiana Technical College Northeast Campus issued a
release order to Sivad Inc. for the purchase of  six computers, monitors,
sound boards and speakers for a total price of $9,960.

Oct. 23, 1998 --  Sivad prepared an invoice for $9,960.

Nov. 2, 1998 -- Sivad notified State Purchasing of a product price
reduction.  Accordingly the new price of the ordered equipment should
have been reduced to $7,284.

Dec. 1, 1998 --  LTC received the order in full.

Dec. 14, 1998 --  LTC received and approved the Oct. 23 invoice for
$9,960.

Example II

This example shows that the vendor reduced the price on an item and
produced an invoice after the reduction but failed to apply the price
reduction.  This overcharge amounts to $5,605.45 or almost 5%.
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Aug. 25, 1998 --  Department of Public Safety issued a release order to Dell
Marketing LP for 71 Dell computers and monitors for $119,063.10.

Sept. 1, 1998 --  Dell notified State Purchasing of a product price reduction.
Accordingly the new price for the ordered equipment should have been
reduced to $113,458.

Oct. 28, 1998 --  Dell prepared an invoice for one computer and monitor at
the original price of $1,676.95.

Oct. 30, 1998 --  Dell prepared  three separate invoices for 70 computers
and monitors at the original price of $117,386.50. Public Safety received
partial shipment of 1 computer and monitor.

Nov. 2, 1998 --  Public Safety received shipment of the remaining 70
computers and monitors.

Dec. 11, 1998 --  Public Safety received the Oct. 28 and Oct 30 invoices
totaling $119,063.45.  Ironically this was an increase of 35 cents over the
original price instead of the required price reduction.

Dec. 16, 1998 --  Public Safety approves the Oct. 28 and Oct. 30 invoices
for $119,063.45.

Example III

This example shows again that the vendor did not generate the invoice until
after the latest price change but failed to apply the price change.  This
overcharge amounts to $125.

July 30, 1998 --  Department of Natural Resources issued a release order to
Dell Marketing LP for one Dell computer at $1,703.

Sept. 1, 1998 --  Dell notified State Purchasing of a product price reduction.
Accordingly the new price for the computer should have been reduced
to$1,578.

Sept. 2, 1998 --  Dell prepared an invoice for $1,703.

Sept. 4, 1998 --  DNR received the computer.

Sept. 8, 1998 --  DNR received and approved the invoice for $1,703.
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These are the common type of  failures found during our audit.  Other examples are more
complex with multiple receiving dates, substitute products, returned items, and
insufficient price reductions.

Refunds Due

Twelve of the 32 contracts audited had products ordered and received on which a price
reduction occurred before the receiving date.  Our audit revealed that of the 12 contracts
having price reductions prior to the receiving date, only Apple Computer Inc. correctly
passed on the savings in all instances.

The following schedule shows the computer brand name, the vendor name, the number of
release orders/invoices reviewed, the number of  invoices that needed a price adjustment
for at least one item, the number of invoices on which the adjustment failed to be
included, the total value of all release orders/invoices reviewed, and the amount of refund
due the state.

Summary of Computer Contract Overcharges

Brand Vendor         Release    Adj.     Adj.  Amount     Refund
Name Name   Orders   Needed Failed Reviewed Due

Dell
ACT
Comp USA
IBM
RMD
Compaq
American Patriot
Hewlett-Packard
ADS
DLC
MTC
Apple

Brands – 12

Dell Marketing LP
Sivad, Inc.
Comp USA
Time Trend Computers
RMD Computers
Ameridata, Inc.
American Office Machines, Inc.
Comp USA
Associated Business Equipment
Formosa  Computers
Micro Technology Concepts, Inc.
Apple Computer, Inc.

Vendors – 11                     Totals

389
12
23
79
22
18
35

775
99

167
26
11

1,656

55
6
3

11
1
1
1
4
1
5
1
3

92

51
6
3

11
1
1
1
4
1
3
1
0

83

3,372,715
146,864
147,012
408,966
120,329

69,862
83,816

869,711
299,917
394,271

59,441
24,752

$5,997,656

36,468
12,728
4,815
2,675
2,295
1,654

600
237
150
80
20
0

$61,722
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The 12 brand name contracts listed comprised more than half of the total dollar value
ordered from all computer contracts.  Out of the 92 invoices that needed to be adjusted 83
did not reflect the adjustment for a 90% failure rate.  This resulted in overcharges to the
state amounting to $61,722.

Conclusions

1. At least ten vendors have failed to abide by contract requirements to grant
price reductions effective prior to the state receiving the equipment purchased.
This failure has resulted in overcharges totaling $61,722 during the period
from June 10, 1998, to Dec. 31, 1998.

2. Further auditing of another period of time would likely find significantly more
overcharges by micro-computer vendors.  Additional auditing of non-AGPS
departments would also likely find similar overcharges.

3. Vendors are not meeting their obligation to ensure that the state is granted the
lowest price through delivery date as required in the contracts.

Recommendations:

1. State Purchasing should immediately notify the appropriate agencies so they
may make demand to recoup the overcharges from the vendors.

2. State Purchasing should request all micro-computer contract vendors to
conduct a self audit for the length of term of the contract, report to State
Purchasing and refund any overcharges.  The audit reports will be subject to
review.

3. State Purchasing should require all computer equipment vendors to delay
invoicing the state until the vendor has determined the receipt date and applied
all price reductions.

IG Comments:

In reading three of the responses received it is apparent that those vendors have
interpreted the state’s actions to mean that a price reduction does not become
effective until the data is input into the state’s AGPS.  Dell Marketing LP
suggested modifications to the  AGPS so that price reductions become effective
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immediately.  However, the contract currently states that price reductions become
effective immediately and this is an independent function from any data entry.
The micro-computer contracts make no mention of state’s necessity to
acknowledge and input data in order to receive the benefits of a price reduction.
All responsibility clearly lies with the vendor and is reinforced by the contract’s
usage of the terminology “must be presented directly to..., must be immediately
extended to...., and failure to offer the benefit ... within a two week period may
result in the cancellation of this contract.”

Furthermore, Dell has failed to address a major shortcoming  shown in examples II
and III which we feel their invoicing system should correct.  In these examples an
order is not shipped until a month or two after the release order date and is
invoiced in one case a day and the other two months after the price reduction
notification.  It is obviously Dell’s shortcoming in failing to access its own system
for current pricing information.  While Dell may have indeed given other
discounts to the state it was not the intention of this audit to balance Dell’s account
for them.  Our intent was to measure the performance of vendors in meeting the
contract provisions to provide all required price reductions per line item.

It is obvious to us that the failure by vendors to comply with contractual pricing
obligations is a problem that can only be resolved by a change in the billing
process.  Although it is the vendor’s obligation to submit the proper pricing, the
present system with its unique pricing clause lends itself to continued abuse,
intentionally or otherwise, in the absence of a costly monitoring system.  There is
no reason for the state to have to ferret out inaccurate pricing months or years
down the road.  The state may be able to resolve this problem with a contractual
requirement that invoices be submitted after verification of the receipt date in
order for the state to be billed correctly.

Management Response:

See attached responses.  Ameridata, Inc., and Formosa Computers chose not to
respond.
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