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The Honorable Speaker of the Assembly

The Honorable President pro Tempore of the Senate

The Honorable Members of the Senate and the
Assembly of the Legislature of California

Members of the Legislature:

Your Joint Legislative Audit Committee respectfully submits the Auditor
General's review of contracting practices for the 1976 primary election
voters pamphlet.

The state principals involved were the Secretary of State, the Director of
General Services, and the State Printer. Because of prior printing
commitments, the State Printer was unable to accept an order for the
primary election pamphlet but did take the general election order. The
low bid was submitted by a printing company in Indiana.

The Auditor General finds that the State Printer could not have taken the
primary election order at less cost to the State and that the State could
have realized savings by going to bid on the general election pamphlet. It
is recommended that the State Printer be required to bid on future
pamphlet printing.  Further, that the Legislature consider giving
California printers a five percent bid preference over non-California
printers.

The auditors are Robert M. Neves, Audit Manager; Curt Davis; Ron
Franceschi; and Don Truitt.
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MIKE CULLEN ‘
Chairman
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SUMMARY

The 1976 primary voters pamphlet printing contract was
awarded to an out-of-state firm. This report concerns why the
printing was done out-of-state, rather than by the Office of State
Printing or a California firm. According to officials at the Office
of State Printing, the decision was made to forego the pamphlet work at
the state plant because it was economically more feasible to print
school textbooks, and capacity limitations at the printiné plant
prevented doing both. Furthermore, under a 1970 opinion of the Attorney
General, the State cannot‘extend preference to vendors of California
manufactured products. Therefore, as the lowest bidder meeting job

specifications, an out-of-state firm was awarded the contract.

Our review revealed several deficiencies in the manner in
which the contract was awarded. These deficienéies may have prevented
the State from receiving a lower bid than the one accepted. Additionally,
we found that contracting for printing work of this type may be cost
beneficial to the State. Cost comparisons between private industry
and the State Printer indicate that substantial savings were realized by

contracting this work with a private firm.

To -determine the extent of the legal restraints that prevent
giving preference to California vendors, we requested the Legislative
Counsel to determine if factors other than the lowest direct amount bid

could be considered in determining contract awards. In an opinion
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issued in February 1977, the Legislative Counsel concluded that the
Legislature may provide by statute that a business firm located in
California can be given a percentage credit for purposes of determining
the amount of its bid. We believe thét legislation to provide business
preference to California firms would have a beneficial effect on the
State's economy and would also provide an opportunity for California
firms to better participate in the business affairs of the State of

California.
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INTRODUCTION

In response to a resolution of the Joint Legislative Audit
Committee we have reviewed the decision to have 9.9 million 1976 primary
election voters pamphlets printed by the R.R. Donnelley & Sons Company
of Warsaw, Indiana, rather than by the State Printer. This examination
was conducted under authority vested in the Auditor General by Section

10527 of the Government Code.

The report is in response to questions regarding (1) why the
job was not filled by the State Printer, (2) why the State Printer could
not do the job as quickly or as economically, and (3) why bids were not

limited to California firms.

Section 14860 of the Government Code authorizes the State
Printer to refuse printing orders as follows:

Whenever the Office of State Prinitng is not equipped

to fill an order for printing or other work, the Office

of State Printing shall so notify the state agency or

agencies submitting the order and the State agency or

agencies shall then make purchases of such printing or

other work directly through the Office of Procurement
of the Department [of General Services].

Under this authority the Office of State Printing and the Office
of Procurement decided to request invitations to bid on the 1976 primary
voters pamphlet printing work. Bid proposals were mailed to private
firms, and based on bids received, the R.R. Donnelley & Sons Company

was issued a purchase order as the low bidder.
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The total printing and delivefy cost of the pamphlets was
$1,009,000. About $793,000 of this amount was directly related to the
work done by the R.R. Donnelley & Sons Company on the English version
of the pamphlet. The remaining $216,000 accounts for printing and
delivery costs associated with the Spanish and Chinese versions of the
pamphlet and administrative charges assessed by the Department of

General Services.

The Office of State Printing printed the general election
pamphlets. The printing on the general election voters pamphlet was
started approximately four months after the printing of the primary

pamphlets. Total cost of printing and delivery was $1,220,000.

This report deals only with the circumstances surrounding
the printing of the voters pamphlet. A more thorough review of the
State Printer's operations and related communications subjects is

currently under way.
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AUDIT RESULTS

INADEQUATE BIDDING PROCEDURES MAY HAVE
PREVENTED THE STATE FROM OBTAINING A
LOWER BID

Bidding procedures used in éwarding the 1976 primary voters
pamphlet printing and delivery contract were inadequate and may have
prevented the State from obtaining a lower bid than the one accepted

from the R.R. Donnelley & Sons Company.

Data provided by private printing firms in response to our
bid process survey indicate that (1) the bid invitation was not sent to
some qualified bidders, (2) the time allowed for response to the bid
invitation and the time allowed between the bid response deadline and
the contract start-up date were inadequate, (3) the printing specifications
in the bid offering were unclear, and (4) the size 6f the printing order

was too large for most California printing firms to manage individually.

Two of the firms that did not receive the original bid
invitation supplied us with data that indicate that had they been
notified of the bid order, each might have submitted a bid lower in
overall cost to the State than the one accepted from R.R. Donnelley &
Sons Company. Both of these firms are California-based and would have

performed the printing work within the State.
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In September 1975, four months before the invitation to bid
was mailed, the State Printer had indications that the production
capacity of the State Printing Plant might be insufficient to produce
the 1976 primary voters pamphlet within the time required by the Election

Code.

Between September 1975 and February 1976 the pamphlet size
was uncertain and estimates of size ranged from 72 pages to 432 pages.
The confusion over the size of the pamphlet was not settled until
February 5, 1976, when the Secretary of State advised the State Printer
that separate pamphlets for English and non-English translations would
satisfy the requirements of the federal Voting Rights Act. According
to the State Printer the uncertainty of size and quantity prompted the
need to contract the job to private printers because it was impossible
to schedule production of this work and other agency work. Although
the State Printer knew that it might be impractical for him to do the work,
no action was taken by either the State Printer or the Office of Procurement
to inform private printers of the potential order or to ensure that a

bidders list of qualified printing firms was available.

In January 1976, nearly four months after the State Printer
first had indications he might be unable to produce the pamphlet, the
decision was made to contract for the English version of the pamphlet.
The bid invitations were prepared and mailed on January 9, 1976, 27 days

before the final size of the pamphlet was determined.
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Under the terms of the invitation to bid, firms were required
to submit bids on a 10-million-pamphlet order to be produced within a
33-day period between March 15, 1976 and April 17, 1976. The bid was to
include estimates based on 64 pages with added sizes of 8 to 144 pages.
The due date of the bid response was January 19, 1976, ten days after the
original mailing. A bid change order clarifying pamphlet size, delivery
schedule and the method of computing the award was mailed on January 1k,
1976 (five days prior to the bid due date); however, the bid response

date remained unchanged.

According to the State Office of Procurement, bid proposals for
the voters pamphlet were sent to 47 firms. Only three firms submitted
bids, however, and one of these stated it would only be able to accept

‘one-half the order.

Bid Survey Questionnaire

As a part of our study we sent a questionnaire to those firms
on the bidder list supplied by the Office of Procurement that did not
respond to the original bid invitation. These firms were asked to respond
to several questions concerning bid procedures. In addifion, we asked
these firms to provide us with bid estimates for printing a full and

partial order.

Four of the questionnaires were returned to us because of un-
deliverable addresses. Of the remaining firms, 17 responded to the
questionnaire. A compilation of these résponses indicates the procedures
used in developing the bid proposals and carrying out the notification
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and selection process were inadequate for a job of this magnitude. The
following deficiencies in the bid process were cited by the responding

firms:

- Six firms indicated they never received the original

invitation to bid.

- Six firms indicated they did not receive the addendum

to the original invitation.

- Six firms indicated the quantity requirements were

too great.

- Seven firms indicated the time allowed to respond was

inadequate.
- Two firms stated the specifications were incomplete.

- Four firms stated the time allowed for planning was

inadequate.

Three of the firms supplied us with bid quotations on either
partial or full orders. Two of these quotations were competitive with
the contract bid price awarded to R.R. Donnelley & Sons Company. With
adjustment for the reduced transportation and delivery costs associated
with the work, the bids of both firms may have been under the total cost
of the bid awarded to the R.R. Donnelley & Sons Company. For example,
the total estimated bid cost under the Donnelley order was approximately
$731,000. The estimated bid costs under the quotations provided to us
in our questionnaire by the two competitive firms were $713,000 and

$724,000.
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In drafting the job specifications, important alternatives that
would have permitted more firms to bid were overlooked. Had the bid
order been separated into two orders of 5 million or four orders of 2.5
million copies each, rather than the one order size for 10 million copies,
four California firms indicated they would have submitted a bid. Under
this procedure the State would still have been obligated to accept the
lowest overall bid whether as a single bid for the entire ordér of 10
million copies or a combination of several smaller orders by different
companies under separate bids; however, more firms would have had an

opportunity to participate in the bidding process.

Two firms indicated that the sbecifications of the pamphlet's
size were too restrictive. The 8-3/8" x 11" size required in the bid
specifications greatly reduce the tolerances with which these firms
prefer to work. A more flexible size enables firms to print at greater
speeds at significant reduction in costs. According to these firms,

tolerances of up to %' are usually given for most booklet work.

CONCLUSION

Competitive bidding procedures used by the Office of
Procurement were ineffective and may have prevented the
State from obtaining the most economical bid for the

. primary voters pamphlet printing. These procedures also
prevented some qualified California businesses from

bidding.



RECOMENDAT I ONS .

We recommend that the Office of Procurement:

- Develop lists of prequalified bidders, matching
firm capability and interest according to the

type of printing work required.

- Conduct more research on firm capability well in

advance of the date for sending bid invitations.

- Develop contingency plans with the Office of State
Printing in advance of bidding and printing deadlines
to determine what portions of the work might be

completed by the State Printer.

- Establish less restrictive bid specifications to enable
more firms to participate in the competitive bidding

process.

- Determine how large orders can be separated into multiple

smaller orders to enable more firms to bid.
- Maintain bidders lists that include current addresses.

- Follow up on bid invitations sent to ensure that firms

listed actually received them.

_]0_



BENEFIT

California firms will have increased opportunity to be
awarded state contracts, thereby improving the overall
business climate within the State. More qualified firms
competitively bidding for the work could effectively

result in lower contract prices to the State.

_‘]"_
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LEGISLATION COULD EXTEND CONTRACT
PREFERENCE TO VENDORS OF CALIFORNIA
PRODUCTS

As a result of a 1970 opinion of the Attorney General (Appendix A),
the State does not extend contract preference to vendors of California
manufactured products. This opinion indicates that the lowest responsible
bidder meeting job specifications must be awarded the contract. Accordingly,”
based on the lowest bid submitted, the 1976 primary voters pamphlet
printing contract was awarded to the R.R. Donnelley & Sons Company of

Warsaw, Indiana.

To determine the extent of the legal restraints regarding this

opinion, we requested the Legislative Counsel of California to determine
if factors other than the lowest direct amount bid could also be considered
in determining contract awards. Specifically, we requested that the
Legislative Counsel determine whether the Legislature, by statute, may
provide that a business firm located in California could receive a percentage
credit for purposes of determining the amount of its bid on any state
contract for construction of public works or the purchase of materials for
public use. In Opinion No. 987 (Appendix B), issued February 23, 1977,
the Legislative Counsel concluded:

The Legislature may provide by statute that a

business firm located in California shall

receive a percentage credit for purposes of

determining the amount of its bid on any state

contract for construction of public works or
the purchase of materials.
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In view of this opinion, it seems that the State may ensure that
its interest is best served by giving a preference to California firms
in cases where the State is performing a proprietary function such as

awarding contracts for its printing.

The California Legislature has facilitated small business
participation in state procurement and construction contracts by providing
eligible small businesses a five percent preference. Legislative intent
states:

The Legislature hereby declares that it serves a public
purpose, and is of benefit to the state, to promote

and facilitate the fullest possible participation by
all citizens in the affairs of the State of California
and it is desirable to improve the economy of the

State of California in every possible way. It is

also essential that opportunity is provided for full

participation in our free enterprise system by small
business enterprises.

Legislation could also grant a percentage credit to California
firms, as opposed to out-of-state firms, for purposes of determining the
lowest bidder. |If a California-based firm and an out-of-state firm each
submitted a bid of $100,000, a credit of five percent applied to the
California-based firm bid would reduce its bid to $95,000, although the

firm would be paid $100,000.

According to references cited by the Legislative Counsel,
several state statutes that limit the administration of public business

have been court-tested. 1In American Yearbook Co. v. Askew, the U.S.

Supreme Court affirmed a District Court decision that held constitutional
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certain Florida statutes that require all public printing of the state

to be done within the State of Florida. The authority of this case was
cited in two recent State Supreme Court decisions. The courts upheld
Arizona statutes giving resident contractors a five percent preference

on bids submitted for public work to be paid from public funds and I1linois

statutes giving preference to residents for employment on public works.

The Florida statutes provide that public printing shall be
awarded to the lowest responsible bidder, and at the same time require
that all state printing shall be done in the state. Had a similar
provision been in the California statutes, the 1976 primary voters pamphlet
printing work would have been done in California by the second lowest
bidder. In this case, after consideration of all factors involved in the
job, including printing, binding, material and delivery, the additional
cost to the State (applying the concepts of the Florida preference law)
would have been approximately four percent, or $29,000, higher than the

contract executed with the R.R. Donnelley & Sons Company.

Although the direct cost would have been higher, the positive
effect on the California economy would offset such costs. Under current
procedures, accepting a bid from an out-of-state firm may result in
economic losses to California. |In addition to the direct loss of tax
receipts to state and local governments, there is a reduction in other
economic activities as a result of the loss of revenues generated from
the ""multiplier effect.'" The multiplier effect is an economic theory

which accounts for the increased circulation of dollars spent within the
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economy of a given area. According to estimates by the Department of
Finance, Financial and Economic Research Unit, the increased dollar
flow for state functions, such as printing, may range from 2.5 to 3 times

the original dollar value.

CONCLUS ION

The Legislature could provide California business firms
with a percentage credit for purposes of comparing the

amount of bids.

RECOMMENDAT I ON

We recommend that the Legislature consider providing
business preference to California firms in those cases
where the State is performing a proprietary function

and the interests of the State are best served.

BENEFIT

The State will provide an opportunity for California
firms to better participate in the business affairs
of the State of California and thereby realize gains
from the multiplier effect that the program would

have on the State's economy.
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STATE PRINTER'S COSTS
EXCEED PRIVATE INDUSTRY

The State Printer's decision to contract to a private firm
for printing the June 1976 primary voters pamphlet resulted in
substantial cost savings to the State even though a lower price may have
been achieved. Had the November 1976 general election voters pamphlet
work also been contracted, additional cost savings would have been

realized.

The cost savings realized from contracting for the primary
election pamphlet printing work were twofold. First, the costs of going
to bid were $38,600 less than if the State Printer had done the work.
Second, it was more economical for the State Printer to manufacture
textbooks instead of voter pamphlets. During the 40-day period that
would have been needed for the State Printer to print the pamphlets, the
State saved approximately $686,000 by printing textbooks at the State

Plant rather than purchasing them.
Additional cost savings of approximately $91,000 would have
been realized had the State Printer contracted for the November 1976

general election pamphlet printing work.

Primary Pamphlet

The State Printer's decision to contract for the printing work

on the June 1976 primary voters pamphlet was based on the determination
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that it was more economical to go to bid on the voters pamphlet than on

the textbooks.

Capacity limitations at the State Printing Plant prevented
the State Printer from printing both the voters pamphlet and the entire
textbook orders. In the case of the voters pamphlet work, the Election
Code requires that the printing and delivery be completed within a
specific 40-day period of each election year. This time period coincided
with the State Printer's peak textbook production schedule. The time
requirement that would have been necessary to print the primary voters
pamphlet would have allowed him to accept only part of the textbook
order. (To understand the magnitude of the job requirements for the
voters pamphlet work, the State Printer required 42 days, using his two
largest presses, to complete the printing on the November general

election pamphlet.)

Textbook Savings

According to the State Printer's estimates, he saves the State
money by printing textbooks. Savings are realized whenever the State
Printer's manufacturing and royalty costs are under the publisher's
selling price. During fiscal year 1975-76, for example, the State
Printer manufactured 3.7 million textbooks and according to his estimates
saved the State $2.6 million. We estimate that approximately $686,000
of this savings was realized during the 40-day period that would have

been needed to print the primary voters pamphlet.
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