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Office of the Auditor

The missions of the Office of the Auditor are assigned by the Hawai‘i State Constitution
(Article VII, Section 10). The primary mission is to conduct post audits of the transactions,
accounts, programs, and performance of public agencies. A supplemental mission is to
conduct such other investigations and prepare such additional reports as may be directed
by the Legislature.

Under its assigned missions, the office conducts the following types of examinations:

1. Financial audits attest to the fairness of the financial statements of agencies. They
examine the adequacy of the financial records and accounting and internal controls,
and they determine the legality and propriety of expenditures.

2. Management audits, which are also referred to as performance audits, examine the
effectiveness of programs or the efficiency of agencies or both. These audits are
also called program audits, when they focus on whether programs are attaining the
objectives and results expected of them, and operations audits, when they examine
how well agencies are organized and managed and how efficiently they acquire and
utilize resources.

3. Sunset evaluations evaluate new professional and occupational licensing programs to
determine whether the programs should be terminated, continued, or modified. These
evaluations are conducted in accordance with criteria established by statute.

4. Sunrise analyses are similar to sunset evaluations, but they apply to proposed rather
than existing regulatory programs. Before a new professional and occupational
licensing program can be enacted, the statutes require that the measure be analyzed
by the Office of the Auditor as to its probable effects.

5. Health insurance analyses examine bills that propose to mandate certain health
insurance benefits. Such bills cannot be enacted unless they are referred to the Office
of the Auditor for an assessment of the social and financial impact of the proposed
measure.

6. Analyses of proposed special funds and existing trust and revolving funds determine if
proposals to establish these funds are existing funds meet legislative criteria.

7.  Procurement compliance audits and other procurement-related monitoring assist the
Legislature in overseeing government procurement practices.

8. Fiscal accountability reports analyze expenditures by the state Department of
Education in various areas.

9. Special studies respond to requests from both houses of the Legislature. The studies
usually address specific problems for which the Legislature is seeking solutions.

Hawai'‘i’'s laws provide the Auditor with broad powers to examine all books, records,

files, papers, and documents and all financial affairs of every agency. The Auditor also
has the authority to summon persons to produce records and to question persons under
oath. However, the Office of the Auditor exercises no control function, and its authority is
limited to reviewing, evaluating, and reporting on its findings and recommendations to the
Legislature and the Governor.
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Summary

In 2001, the State Procurement Office (SPO) established its Procurement Card
Program (pCard program). As defined by law, a procurement card, commonly
referred to as a purchasing card, pCard, or charge card, is a limited credit card
to be used by government agencies in place of cash or purchase orders for the
acquisition of goods, services, or construction. The pCard program was meant
to simplify the State’s small purchase operations and reduce the administrative
burden associated with issuing purchase orders and processing invoices for payment
without sacrificing controls. As of April 1,2005, executive branch agencies were
required to use pCards to pay for goods and services under $2,500.

Our program and management audit of the SPO’s Purchasing Card Program
focused on the procurement of goods and services by executive branch agencies
using pCards from July 2008 to October 2009. We focused on the three executive
branch agencies with the highest number of pCard transactions and largest dollar
volume of pCard expenditures for the period audited: the Departments of Health
(DOH), Human Services (DHS), and Transportation (DOT). In the case of DOT,
we focused on two of its four divisions—Administration and Highways.

We found that the pCard program has had some benefits: vendors get paid sooner,
cardholders receive their goods and services faster, and the State receives a rebate.
However, other benefits, including a more efficient and streamlined government
procurement system, have not been achieved. Although the procurement office
is ultimately responsible for the program, it has taken a hands-off approach to
administering the program by delegating significant responsibilities to the executive
departments.

We found that the procurement office has failed to adequately establish and
evaluate goals and objectives and meaningful performance measures for the
pCard program. In addition, the SPO does not properly evaluate and monitor the
program’s performance nor has it implemented an effective system for sharing
innovations and experiences. Until the SPO becomes more proactive, it will not
recognize and address the problems and concerns facing executive departments
and cannot make program improvements to realize the full potential of the pCard
program.

We also found that the executive branch agencies’ current card programs lack
streamlined procedures that could save time and money. Lacking guidance from
the procurement office, the DOH, DHS, and DOT structured their pCard process
to closely mirror that of the purchase order process. We found that the pCard
process had more steps than the cumbersome purchase order process, thereby
negating administrative efficiencies the program was intended to provide.
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Recommendations
and Response

Further, the SPO cannotidentify where nor quantify how much savings the program
has achieved. And finally, staff from the three executive departments we tested
could not say that the benefits of the program outweighed the administrative
burdens associated with the program.

We recommended the procurement office assume a more hands-on approach
and play a stronger role as the administrator by ensuring that the intent of the
pCard program is being met. We also made specific recommendations for the
procurement office to perform a re-engineering effort by formulating and adopting
clear guidance that will help the executive branch agencies in achieving consistency
and efficiency.

In its response to our draft report, the State Procurement Office claimed that our
report contains many misstatements and fails to take into account the limited
resources available. Although the SPO provided extensive comments to refute our
findings, the SPO acknowledged that there may be more that the pCard program
can do for the State and counties. The SPO also stated that it has focused more
on internal controls, which supports our findings that it has lost sight of what the
pCard program was designed to do. Thus, the pCard program has not realized
its potential for efficiency. A perceived shortage of resources does not relieve the
SPO of these responsibilities. The SPO acknowledged our recommendations but
stated that the recommendations have already been accomplished or it sees no
merit in complying. We stand by the findings and conclusions in our report.

Marion M. Higa Office of the Auditor
State Auditor 465 South King Street, Room 500
State of Hawai‘i Honolulu, Hawai‘i 96813

(808) 587-0800
FAX (808) 587-0830
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Foreword

This report was prepared pursuant to Section 23-4, Hawai‘i Revised
Statutes, which requires the State Auditor to conduct post audits

of the transactions, accounts, programs, and performance of all
departments, offices, and agencies of the State of Hawai‘i and its
political subdivisions. Additionally, Section 103D-107, HRS, Hawai‘i
Public Procurement Code, establishes a procurement compliance audit
unit within the Office of the Auditor to review and assess methods

of procurement in use in other jurisdictions, and those proposed to
determine whether they promote fairness, efficiency, and accountability
within the process.

We wish to express our appreciation for the cooperation and assistance
extended to us by the director and staff of the State Procurement Office,
the Departments of Health, Human Services, and Transportation, and
others whom we contacted during the course of the audit.

Marion M. Higa
State Auditor
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Chapter 1

Introduction

This is a self-initiated audit of the State’s Purchasing Card Program,
undertaken pursuant to Section 23-4, Hawai‘i Revised Statutes (HRS).
Section 23-4 requires the State Auditor to conduct post audits of the
transactions, accounts, programs, and performance of all departments,
offices, and agencies of the State of Hawai‘i and its political
subdivisions. Additionally, Section 103D-107, HRS of the Hawai ‘i
Public Procurement Code (the Code) creates a compliance audit unit
within the Office of the Auditor to periodically review and audit the
State’s procurement practices to ensure compliance with the Code and
its rules and to advocate competition, fairness, and accountability in the
State’s procurement process.

Background

In 2001, the State of Hawai‘i’s State Procurement Office (SPO)
established the Purchasing Card Program (pCard program) to
economically streamline government procurement. The pCard program
was intended to help the State simplify the procurement of small
purchases and provide a more timely and efficient system of purchasing
and paying for goods and services. The program was to reduce the
administrative burden associated with issuing purchase orders and
processing invoices for payment without sacrificing controls over
safeguarding assets and preventing and detecting errors and fraud.
Section 103D-104, HRS, defines a “procurement card,” commonly
referred to as a “purchasing card,” “pCard,” or “charge card,” as a
limited credit card to be used by government agencies in place of cash or
purchase orders for the acquisition of goods, services, or construction.

In January 2002, the State of Hawai‘i contracted with First Hawaiian
Bank (FHB) to provide, implement, and support a pCard program.
Although the agreement was renewed through February 28, 2010, with
a final renewal to 2012, on March 23, 2009 the SPO put out a request
for proposals (RFP) for a contractor for the pCard program. The SPO
administrator indicated that although procurement officials are happy
with FHB’s performance, they wanted to find out if there was a better
administrator available.

As of April 1, 2005, executive branch agencies were required by the
comptroller to use pCards instead of purchase orders to pay for goods
and services under $2,500. Agencies could, however, use the pCard for
purchases above $2,500 if they chose.
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Organization

Statewide procurement is governed by the Hawai‘i Public Procurement
Code and the State Procurement Office. Together they provide a central
authority for procurement rules and procedures for all governmental
bodies in the State.

Hawai‘i Public Procurement Code

Chapter 103D, HRS, Hawai i Public Procurement Code, is based on the
American Bar Association’s Model Procurement Code and applies to
the procurement of goods and services by governmental bodies solicited
or entered into from July 1, 1994. Chapter 103F, HRS governs the
procurement of health and human services. Chapters 3-120 and 3-143,
Hawai‘i Administrative Rules (HAR) implement Chapters 103D and
103F, HRS, respectively.

State Procurement Policy Board

The procurement code creates an autonomous, seven-person State
Procurement Policy Board assigned to the Department of Accounting
and General Services (DAGS) for administrative purposes. The policy
board has the authority and responsibility to consider and decide matters
of policy and to adopt rules consistent with the procurement code that
govern the procurement, management, control, and disposal of goods,
services, and construction.

State Procurement Office

Chapter 103D, HRS also established the State Procurement Office, which
is administratively attached to DAGS. The SPO is the central authority
on procurement statutes and rules for all governmental bodies of the
State and its counties. The administrator of the office is designated as the
chief procurement officer for all executive branch agencies. In addition
to his duties as the State’s chief procurement officer, the administrator
must also:

» periodically review the procurement practices of all
governmental bodies;

» assist, advise, and guide governmental bodies in matters
regarding procurement;

* develop and administer a statewide procurement orientation and
training program; and

* develop, distribute, and maintain a procurement manual for state
procurement officials and a guide for vendors wishing to do
business with the State.
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Chief procurement officers

In addition to the State’s chief procurement officer, the Code also
identifies chief procurement officers (CPOs) throughout the state who
carry out procurement functions in their respective jurisdictions. Within
each jurisdiction, a chief procurement officer must procure or supervise
the procurement of all goods, services, and construction; exercise general
supervision and control over all inventories of goods; sell, trade, or
otherwise dispose of surplus goods; and establish and maintain programs
for the inspection, testing, and acceptance of goods, services, and
construction.

Exhibits 1.1 and 1.2 display the Department of Accounting and General
Services and the State Procurement Office’s organizational structure.
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Exhibit 1.1
Department of Accounting and General Services Organization Chart

State Foundation on For Administrative PUrbGses OFFICE OF THE For inistrative PUrooses King Kamehameha
Culture and the Arts {rorad poses) COMPTROLLER (rorAdmi poses) Celebration Commission

Procurement Policy Board

Stadium Authority

State Procurement Office

Office of Elections

Campaign Spending Wireless Enhanced 911
Commission Board

Information Privacy and

State Building Code
Council Security Council'
) Systems and Procedures Administrative Services
Personnel Office ) N
Office Office

Information and
Audit Division Accounting Division Communication Services Central Services Division
Division
Public Works Division Archives Division Automotlvg _M'anagement Land Survey Division
Division
Hawai‘i District Office Maui District Office Kaua'i District Office

1. Information Privacy and Security Council authorized by Act 10, 2008 Special Session.

06/30/09

Source: State Procurement Office
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Exhibit 1.2
State Procurement Office Organization Chart

State Procurement Office

Administrator

102616 (EX)

Private Secretary Management Analyst IV
103254 SR-22 52276 SR-22

Purchasing and Material Services

State Procurement Assistant

Administrator

12523 EM-07
Purchasing Specialist
102618 SR-NA
Secretarial and Clerical Services Policy and Rule_s Compliance
Services
Secretary Il Purchasing Specialist IV
14424 SR-16 18933 44651 SR-22

Office Assistant Il
12958 14425° SR-08

9717°

Office Assistant IlI

SR-08

Health and Human Services

State Procurement Manager

110943 SR-NA

Procurement Contract Specialist
110944 SR-NA

Purchasing Services

Purchasing Specialist V
94° SR-24

Purchasing Specialist IV

12957 15018 SR-22

92 144232
15016 33366

Purchasing Specialist |1l

SR-20

Inventory Management Services

Surplus Property Services

Inventory Management Specialist
12950 SR-22

Surplus Property Specialist
3997 SR-22

Office Assistant IV

46181 SR-10

Account Clerk 1l

SR-11 48155

Office Assistant IV

1. Position converted from temporary to permanent pursuant to Act 158/SLH 2008, effective 07/01/08.

2. Position 14423 reallocated to a Purchasing Specialist |, on 05/09/08, effective 05/12/08.

3. Position Nos. 94, 9717, 14425, and 98012M (not on organization chart) to be abolished on 07/01/09, pursuant to
Act 162/SLH 2009.

06/30/09

Source:

State Procurement Office

Procurement and Supply
Specialist Il

SR-20 10428

Heavy Truck Driver
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Small purchase
procurement structure

The Hawai‘i Public Procurement Code establishes six procurement
methods governmental bodies may use. One method is referred to as
“small purchase procurement.”

Under Section 103D-305, HRS, and Chapter 3-122, HAR, “small
purchases” are those of less than $50,000 for goods, services, or
construction. Procurements must be made according to rules adopted

by the policy board to ensure administrative simplicity and as much
competition as practicable. Expenditures of under $5,000 must be made
using procedures established by each chief procurement officer. For
expenditures of $5,000 to $14,999.99, at least three quotes must be
solicited; for expenditures of $15,000 to $24,999.99, at least three written
quotes must be obtained. For expenditures of $25,000 to $49,999.99,
procurements must be made through the Hawai‘i Electronic Procurement
System (HePS), which issues solicitations, receives responses, and posts
notices of awards.

As of July 1, 2012, the “small purchase” threshold for goods and services
will be $100,000 and for construction will be $250,000. Procurements
of under $5,000 are recommended to be made using “adequate and
reasonable competition.” For expenditures of $5,000 to $14,999.99,

at least three quotes must be obtained. Procurements of $15,000 to
$100,000 are to be made using HePS.

Payment methods

Executive branch agencies may use one of three methods to pay for
goods, services, and construction: 1) via a check requested from and
processed by DAGS; 2) via a pCard issued to authorized personnel; or
3) via petty cash held by each agency. Checks processed by DAGS must
be accompanied by a summary warrant voucher, a purchase order, and
other supporting documentation (i.e., an invoice). DAGS then prepares
a check and forwards it to the vendor. The Purchasing Card Program,
managed by the SPO, makes use of pCards in the same way a major
credit card would be used. Petty cash payments are limited to single
disbursements of less than $100 each.

Purchase orders

Purchase orders are documents authorizing the delivery of and payment
for specified merchandise or services. A purchase order records the
authorization for a purchase, availability of funds, reservation of funds
for the current month or quarter, and proves to the vendor the State’s
commitment to acquire the goods, services, or construction. Exhibit 1.3
displays a purchase order form.
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Exhibit 1.3
Purchase Order Form

STATE OF HAWAII @BEH“.?E ‘ j
REQUISITION & PURCHASE ORDER :
Date.
Deliver Before
ORGANIZATION FUNCTION AND ACTIVITY DELIVERY ADDRESS

NOTICE TO VENDORS
Conditions of purchase are listed on the back side of this purchase order. Please read
carefully. Payments may be detayed if all steps are not followed.

BILLING ADDRESS

The State of Hawaii is an EQUAL EMPLOYMENT OPPORTUNITY and AFFIRMATIVE ACTION employer. We encourage the
participation of women and minorities in all phases of employment.

QUAN. UNIT DESCRIPTION OBJECT UNIT PRICE AMOUNT
>
>
VOUCHER AUTHENTICATED BY:
REQUISITIONER TELEPHONE NUMBER
GOODS/SERVICES RECEIVED IN GOOD ORDER AND CONDITION BY DATE AUTHORIZED SIGNATURE
’/ 2 FOR DEPARTMENT USE ONLY
VENDOR
NUMBER SFX

XXXXXXXXXX[ XX

SFX| TC F | YR | APP D | OBJECT cC PROJ NO. | PH [ ACT ESTIMATED COST ACTUAL COST
XX XXX [ XXX XXX [XX]XXXX[XXXXEXXXXXXXXXXXXXXXXXXXXXXIXX[XXXXXXXXXXX{XX

=
Ed

OPT DEPT DATA
XIXXXXXXXXXXXX

STATE ACCOUNTING FORM C-03
JULY 1, 1983 (REVISED)

Source: Department of Accounting and General Services
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pCards

The pCard, which is similar to a credit card, is designed to streamline
the state and county governments’ small purchase payment process.

The pCard program was established to replace the laborious and costly
purchase order system by allowing employees to charge small purchases
without having to prepare a purchase order and process an invoice for
payment. pCards belong to the government but are issued to responsible
employees to make official purchases. The program is designed to
improve management controls, provide expenditure data, increase
purchasing efficiency, and allow payment to vendors by the card issuer
generally within a few days of the purchase.

The State’s pCard vendor, First Hawaiian Bank, uses the Pro Value
Services (PVS) Net software for transaction review, reporting,
accounting, and card management. The internet-based PVS Net system
allows users to review and report on pCard transactions. The State is
currently upgrading to the CentreSuite system, an internet-based platform
that will allow users to perform real-time reporting and transaction
management functions online. First Hawaiian Bank also offers the
Enhanced Merchant Reporting (EMR) system, which provides online
reporting tools for tracking purchasing card spending data.

As noted in the State’s agreement with FHB, the Executive Branch,
Judiciary, Senate, Office of Hawaiian Affairs, Department of Education,
Counties of Hawai‘i, Maui, and Kaua‘i, Honolulu City Council, County
Councils of Hawai‘i, Maui, and Kaua‘i, Honolulu Board of Water
Supply, Maui Department of Water Supply, Kaua‘i Department of Water,
and Hawai‘i Health Systems Corporation all agreed to participate in the
SPQO’s pCard program. The University of Hawai‘i did not participate as
it already had a pCard-type of program in place.

The SPO administers the contract with FHB and manages the overall
state program by providing guidance and training to relevant employees.
It has authority to direct the executive branch agencies in the use of the
pCard, but not other jurisdictions (such as the Judiciary and counties).
The other jurisdictions are responsible for their own pCard programs.

According to the SPO, the pCard program has numerous advantages. It
can:

»  Eliminate purchase orders and processing of individual invoices;
* Eliminate individual checks to vendors—all of an agency’s

payments are made via one monthly check to the financial
institution (in this case, FHB), similar to paying a credit card bill;
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* Increase efficiency for the state and business community;

*  Reduce expenses (a purchase order costs between $100 and $150
to process);

* Improve efficiency—S80 percent of checks generated represent 20
percent of all expenditures;

» Significantly reduce late payment fees to vendors;
* Increase employees’ available time for core activities;

*  Expedite payment to vendors to within three days instead of 30
days;

* Decrease costs by eliminating invoicing, accounts receivables,
and deposits; and

¢ Eliminate credit risk to businesses.

Responsibilities

The purchasing card administrator of each executive branch agency
serves as that agency’s primary administrator for the pCard program.
Each administrator’s duties include developing purchasing card
procedures for their agency, approving cardholder agreements, and
coordinating training pCard users.

The CentreSuite administrator, who may be the same as the pCard
administrator, is responsible for the daily pCard duties within each
executive branch agency. This work can be divided among employees,
branches, or offices and includes reviewing pCard transactions for proper
use.

Each cardholder must ensure that his or her pCard is used in accordance
with the pCard program’s policies and procedures. Cardholders are
accountable for all charges made to their pCards.

Exhibit 1.4 summarizes the executive branch agencies’ pCard use by
number of transactions for the period July 2005 through September 2009.
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Exhibit 1.4
Executive Branch Agencies’ pCard Use by Number of
Transactions, July 2005 — September 2009
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Source: Office of the Auditor. Data obtained from First Hawaiian Bank and the State
Procurement Office quarterly reports.

Exhibit 1.5 displays the executive branch agencies’ pCard use by dollar
amount of expenditures for the period January 2005 through September
20009.

Exhibit 1.5
Executive Branch Agencies’ pCard Use by Purchase Volume,
January 2005 — September 2009

$70
60 -
gﬁ $
Eg $50
o= $40 -
& E
§ £ $30
g $20 -
$10 -
2005 2006 2007 2008 2009
1st, 2nd, & 3rd
Quarters only

Source: Office of the Auditor. Data obtained from First Hawaiian Bank and the State
Procurement Office quarterly reports.
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Exhibit 1.6 shows the executive branch agencies’ number of pCard
holders for 2005 through September 2009.

Exhibit 1.6
Executive Branch Agencies’ Number of pCard Holders, 2005 —
September 2009

2,101
2,039
1,940

1,909
3 I I
2005 2006 2007 2008 2009

as of September
2009

Source: Office of the Auditor. Data obtained from First Hawaiian Bank and the State
Procurement Office quarterly reports.

Rebate program

The pCard program as administered by FHB includes a cash incentive
program that pays quarterly cash rebates to the State based on the
combined net purchases volume for all agencies. The rebates are
treated as revenue to the State, so general-funded programs are required
to deposit their rebate checks into the general fund. Non-general

fund programs must comply with applicable statutory requirements.
Exhibit 1.7 illustrates the growth of the rebate program for the period
2005 through September 2009.

11
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Exhibit 1.7
Executive Branch Rebate Program, January 2005 -
September 2009
$391,619
$226,147 $233,618
$187,157
$72,897
2005 2006 2007 2008 2009
1st, 2nd, & 3rd
Quarters only

Source: Office of the Auditor. Data obtained from First Hawaiian Bank and the State
Procurement Office quarterly reports.

Top three executive The departments of Health, Human Services, and Transportation are
branch agencies’ the three executive branch agencies with the highest number of pCard
pCard program transactions and dollar amount of expenditures, as shown in Exhibits 1.8
structure and 1.9. Exhibit 1.8 shows the five executive branch agencies with the

highest number of pCard transactions for the period July 2005 through
September 2009.
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Exhibit 1.8
Top Five Executive Branch Agencies By Number of pCard
Transactions, July 2005 — September 2009

165,862
131,737
84,369
69,573
I l ~
Dept. of Health Dept. of Human Dept. of Dept. of Land & Dept. of Accounting
Services Transportation  Natural Resources and General
Services

Source: Office of the Auditor. Data obtained from First Hawaiian Bank and the State
Procurement Office quarterly reports.

Exhibit 1.9 shows the five executive branch agencies with the highest
amount of pCard expenditures for the period January 2005 through
September 2009.

Exhibit 1.9
Top Five Executive Branch Agencies By pCard Purchase
Volume, January 2005 — September 2009

$59,150,786
$37,475,010 $35,676,222
$21,223,905
. $16,135,581
Dept. of Health Dept. of Dept. of Human  Dept. of Land & Dept. of Accounting
Transportation Services Natural Resources and General
Services

Source: Office of the Auditor. Data obtained from First Hawaiian Bank and the State
Procurement Office quarterly reports.
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Department of Health

The Department of Health (DOH) has approximately 3,000 employees,
of which about 229—just under 8 percent—are pCard holders.

The pCard program is centrally administered by the department’s
Administrative Services Office (ASO), with the administrative services
officer responsible for the proper operation of the program within the
department. The department’s procurement and supply specialist is the
pCard administrator; numerous CentreSuite administrators are located
within the DOH’s divisions, branches, and administratively attached
agencies and state offices (collectively, “DOH’s agencies”), and are
either the public health administrative officer or the program supervisor
for each of those agencies. A public health administrative officer is
similar to an ASO, overseeing budgets, contracts, personnel, etc., within
a DOH agency. Each DOH agency that has a cardholder also has a
CentreSuite administrator.

Department of Human Services

The Department of Human Services (DHS) has approximately 2,500
employees, of which about 405—just under 17 percent—are pCard
holders. DHS’ pCard program is centrally administered through its
Fiscal Management Office (FMO).

The department’s procurement and supply specialist serves as the pCard
administrator and is responsible for the proper operation of DHS’ pCard
program. In addition to the procurement and supply specialist, two other
employees—the FMO pre-audit staff supervisor and the FMO money
payments staff supervisor—have oversight of the program as CentreSuite
administrators. The CentreSuite administrators are responsible for
reconciling cardholder statements to division statements. The FMO
pre-audit staff supervisor and her staff reconcile administrative purchases
such as office supplies; the FMO money payments staft supervisor and
her staff reconcile client-related purchases, such as clothing for foster
children.

Department of Transportation

The Department of Transportation (DOT) has approximately 2,200
employees, of which about 182—just under 8.5 percent—are pCard
holders. DOT’s pCard program is centrally administered by its Business
Management Office (BMO), which is part of its Administration Division.

The department is comprised of four divisions: Administration, Airports,
Highways, and Harbors. Each division is responsible for the proper
operation of its pCard program. Each division also has its own pCard
coordinator, Administrative Services Office, and fiscal office.
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Prior audits

Objectives of the
Audit

The audit supervisor of the Business Process Improvement and

Internal Control Staff is the pCard coordinator for the department’s
Administration Division and the O‘ahu Metropolitan Planning
Organization. The business management officer of the Administration
Division is responsible for issuing and cancelling pCards as well as
serving as the liaison between the State Procurement Office and the DOT.

The pCard coordinators perform some of the duties of both the pCard
and CentreSuite administrators as defined in the SPO’s Purchasing Card
Program and Procedures. In addition, some of the duties outlined for the
pCard and CentreSuite administrators in the SPO’s procedures are also
performed by cardholders or the department’s fiscal offices.

Our office has conducted two audits relevant to the pCard program. In
Report Nos. 09-03, Procurement Audit of the Department of Education:
Part 1, and 09-04, Procurement Audit of the Department of Education:
Part 2, we found that the Department of Education (DOE) lacked
proper leadership and controls over its procurement process, resulting
in errors and violations of the State’s procurement code. We found

that single pCard purchases exceeded the $2,500 purchase limit. We
also found that cards were used both to purchase prohibited items and
by personnel other than registered cardholders. We recommended
strengthening the department’s control environment over procurement,
including developing an effective internal control system through formal
and enforceable policies and procedures and continuous procurement
training, adopting a code of ethics, and establishing a risk management
program to assess and implement the department’s fraud risk.

Other audits

The Department of Accounting and General Services’” Audit Division
issued Internal Audit Report Number 09-41, State of Hawai ‘i State
Procurement Office Review of Procurement Practices June 30, 2007,
dated June 26, 2009. In relation to pCards, the audit found there was
non-compliance with the preparation of transaction logs; it recommended
training employees on state law and pCard procedures, and implementing
a system to monitor compliance.

1. Assess the adequacy of the SPO’s management oversight and
internal control system over the pCard program.

2. Evaluate whether executive branch agencies’ purchasing card
practices are in compliance with laws, rules, policies and procedures.

3. Make recommendations as appropriate.

15
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Chapter 1: Introduction

Scope and
Methodology

This audit focused on the procurement of goods and services by
executive branch agencies using pCards from July 2008 to October 2009.
We included prior years as deemed necessary. We conducted interviews
with the State Procurement Office, First Hawaiian Bank, and department
managers and personnel of selected executive branch agencies involved
in the pCard program, including those responsible for management and
oversight of the program. We focused on the three executive branch
agencies with the highest number of pCard transactions and largest
dollar volume of pCard expenditures for the period audited, namely: the
Departments of Health, Human Services, and Transportation. In the
case of the Department of Transportation, we focused on two of its four
divisions: Administration and Highways.

Our audit work included a review of policies and procedures, training
logs, reports, and other documents to assess compliance with statewide
policies and procedures. We tested a sample of pCard transactions,
reviewing items for compliance with applicable state procurement laws,
rules, policies and procedures, as well as the agencies’ internal policies
and procedures. We performed data mining to help identify instances of
potentially improper purchases. Data mining is the act of searching, or
“mining,” data to identify transactions or patterns of activity exhibiting
predetermined characteristics, associations, or sequences, and anomalies
between different pieces of information. We relied on First Hawaiian
Bank to provide complete and accurate records; we did not seek to
validate the integrity of the data provided.

The audit was conducted from October 2009 to February 2010
according to generally accepted government auditing standards. These
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions
based on our audit objectives.



Chapter 2

The State’s Purchasing Card Program Has Not
Realized Its Full Potential for Success

More than eight years after contracting for the Purchasing Card (pCard)
Program, the State Procurement Office (SPO)’s vision of an efficient,
cost-effective purchase and payment process remains uneffectuated.
Designed to streamline the State’s small purchase payment process, the
pCard program has instead become almost as onerous as the purchase
order system it was intended to replace. The SPO has not focused on
pCard program performance and efficiencies, and it could do more to
guide executive branch agencies on program implementation. The SPO
needs to re-engineer its stalled pCard program and realize the pCard’s
potential. With an emphasis on doing more with fewer resources, the
procurement office can assist by being more responsible for program
implementation and improving its training and guidance to executive

agencies.
Summary of 1. The State Procurement Office’s hands-off administration of the
Findi ngs statewide Purchasing Card Program has limited the program’s

broader benefits.

2. Executive branch agencies’ individual purchasing card programs lack
streamlined procedures that could save time and money.

- s the agency with overall responsibility for implementing the
SPO’s Hands-off As th ith overall ibility for implementing th
Administration of pCard program and assuring it achieves its intended results, the State
the Purchasi ng Procurement Office needs to assume a more hands-on approach to

planning and managing the program and play a stronger role as the

Card Prog ram program administrator. Because the procurement office has decentralized

Has Limited Its the pCard program and delegated significant pCard responsibilities to

Broader Benefits the executive branch agencies, it has not embraced its administrator role
and has failed to identify meaningful program goals and objectives. As a
result, executive branch agencies are not held accountable and are left to
determine for themselves how best to ensure controls and processes are
adequate, working properly, and cost efficient. In addition, the SPO does
not properly evaluate or monitor the program’s performance. Until the
SPO becomes more proactive, it will not be able to recognize and address
the problems and concerns executive branch agencies are facing.

17
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The pCard program
has realized some
projected benefits, but
not others

SPO is the
administrator of

the pCard program
but has shifted its
responsibilities to the
executive departments

18

Use of the pCard for state purchases has had some benefits. Department
fiscal personnel that we interviewed said vendors are paid sooner and
cardholders receive their goods and services faster. In addition, the State
receives a rebate from its pCard vendor, First Hawaiian Bank, based on
the State’s net purchasing volume. Executive branch agencies received
total rebates of $72,897 in 2005; $187,157 in 2006; $226,147 in 2007,
and $391,619 in 2008. First Hawaiian Bank has also waived some fees
for the program, such as implementation fees, and has not invoiced the
State since the program’s inception. It is the bank’s policy to waive
various fees if a customer meets certain criteria.

Some of these benefits were identified by the State Procurement Office in
a 2001 letter to chief procurement officers statewide, encouraging their
participation in the pCard program. That letter noted that with the pCard,
vendors are paid quickly without the necessity of a check being mailed
to each of them; and that the bank offers a rebate based on the volume of
purchases put on the card. Also, in late 2002, the then-state comptroller
said the decision to implement the pCard program was based, in part, on
its ability to reduce the administrative burden of processing invoices and
its increased benefits to vendors, who would be paid within two to three
days of purchase instead of the usual 30 days.

Although these benefits have been realized, other program benefits

and goals have not. By replacing the laborious and costly purchase
order system, the pCard program was also supposed to build a more
efficient and streamlined procurement system, primarily for small
purchases. Prior to pCard’s implementation, the SPO estimated the cost
of processing a purchase was between $130 and $190, which can exceed
the cost of merchandise purchased. This vision of a more timely and
efficient system, however, has remained elusive.

The State Procurement Office, in its capacity as the central authority

on procurement practices and the pCard program administrator, is
ultimately responsible for the State’s pCard program. Yet we found that
the SPO has taken a hands-off approach to administering the program by
delegating its responsibilities to the executive departments.

The SPO assistant administrator told us the SPO chose to decentralize
administration of the pCard program because it lacked the resources

to administer the program centrally. According to the assistant
administrator, decentralizing made the most sense because it gave
executive departments the flexibility to tailor the program to their needs.
The assistant administrator also stated that the pCard is similar to a
purchase order or petty cash—it is a means of payment and thus not part
of procuring the purchase.
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At present, the SPO’s purchasing specialist serves as the statewide
manager for the pCard program. A part-time employee who works six
hours a day, she splits her time between managing the pCard program
and other responsibilities. She devotes 30 to 40 percent of her time—
less than three hours per day—to the pCard program. In this brief
period she is expected to carry out her program manager duties, which
include initiating studies; providing analysis of other states’ programs;
participating in working groups with other states to assist in improving
and managing the program, including auditing program progress; and
providing training.

The purchasing specialist is also responsible for administering the pCard
contract with First Hawaiian Bank. In this capacity, she must ensure
compliance with the terms of the contract both with the vendor, FHB, and
executive departments. According to the SPO’s contract administration
training materials, a contract administrator’s responsibilities include
managing the day-to-day oversight of a contract, providing technical
guidance to the contractor and users, and ensuring goods and services
are received in accordance with the contract. A contract administrator’s
duties also include ensuring other relevant personnel (in this case,

fiscal and procurement staff, program managers, etc.) are informed

of significant events, issues and problems, and monitoring contractor
performance.

We question whether the part-time purchasing specialist is able to
fulfill all of the responsibilities of pCard program manager and contract
administrator. She has stated that she wants to do more for the pCard
program but does not have the time. Thus, although the purchasing
specialist and the SPO administrator both agree they would like to

do more, legislative funding was not received and there are no other
resources to support the program.

Unable to devote more resources to the program, the SPO delegated

its responsibilities to the executive branch agencies. In its view, each
executive department has its own pCard process and is responsible

for that process. However, the procurement office is still ultimately
responsible for the pCard program even though it has decentralized

the program’s management. As the pCard contract administrator, the
procurement office is the state agency with ultimate responsibility for
ensuring the program is running according to the terms of the contract.
It is the agency best suited to guide the program statewide. Further, the
SPO administrator, who is the chief procurement officer for all executive
branch agencies, has a statutory obligation to oversee and review the
State’s procurement practices. The SPO’s shifting of its program
responsibilities leaves the pCard program without oversight or goals and
with vague objectives, ineffective action plans, and empty performance
measures.
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SPO has no overall
plan for the pCard
program and is not
measuring its progress

The State Procurement Office has failed to adequately establish,
monitor, or evaluate goals and objectives for the pCard program. It

has not established meaningful performance measures to indicate
whether objectives are being met. The pCard program manager said the
SPO does not have an overall plan nor is it measuring progress of the
program. Additionally, the SPO administrator’s statutory responsibility
for periodically reviewing procurement practices as they relate to the
pCard is not conducted systematically; the SPO administrator has said
that his office does not have a formal process to evaluate the program.

pCard program lacks overall planning

Every year, the Department of Accounting and General Services (DAGS)
is required to submit a goals and objectives report for its various
programs, including the SPO, to the Legislature. For 2010, the report
did not include objectives for the pCard program although it was part of
reports from 2005 to 2009. The SPO assistant administrator told us there
are no objectives for 2010 because of the possible transition to a new
pCard vendor as a result of the Request for Proposal (RFP) issued on
March 23, 2009. As of February 26, 2010, the SPO was in the process of
evaluating the RFP and could not comment any further on its progress.

Public program managers should fully understand the operations of
programs they manage. The National State Auditors Association
(NSAA) states in its publication, Best Practices in Performance
Measurement, Developing Performance Measures, that measuring

the performance of a program is a critical element of accountability

for public resources. Before beginning the process of developing
performance measures, the NSAA recommends that public program
managers first know what they are measuring. This involves developing
a mission statement, establishing goals, setting objectives, and
developing an action plan.

We found that the SPO’s planning is inadequate. The SPO administrator
told us his office would like to conduct studies on each department’s use
of the pCard, but that he has neither the staff nor resources to do so.

As manager of the pCard program, the SPO should develop a mission
statement, establish goals, set objectives, and develop an action plan

for its program. Moreover, as the program’s initiator, the procurement
office must set the tone and direction for the program with adequate

and meaningful planning. According to Sections 6 and 7, Act 100,
Session Laws of Hawai‘i (SLH) 1999, every state department and
agency is required to submit an annual planning report to the Legislature
addressing the following:
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»  Statement of short- and long-term goals;

*  Objectives and policies setting forth how each goal is to be
accomplished;

* Action plan with a timetable indicating how objectives and
policies will be implemented in one, two and five years; and

*  Process to be used for measuring performance in meeting stated
goals.

In enacting Act 100, SLH 1999, the Legislature believed the development
of goals and objectives is essential for state departments and agencies to
determine priorities, guide their decisions, and measure the effectiveness
of their programs and services. Without setting a clear course or
measuring program milestones, however, the SPO is unaware whether

or not the pCard program is operating at its full potential. This leaves its
accountability as a public program in question.

Goals are nonexistent

Because the SPO did not include objectives for the pCard program in
its 2010 report to the Legislature, we reviewed its 2009 report, which
did include program objectives. In addition to objectives, the report
outlined policies, an action plan, and performance measures as required
by Act 100, SLH 1999. It also highlighted the overall goals for the
procurement office. However, there were no goals specific to the pCard
program. The pCard program manager confirmed that the procurement
office does not have formal written goals for the program.

To determine priorities, guide decisions, and measure the effectiveness of
programs and services, state law requires every department and agency
to submit an annual report of goals and objectives to the Legislature.
Additionally, the National State Auditors Association (NSAA) states
that public agency managers should develop clear goals for their
organization as a whole as well as for the individual programs within
their organization. Among the things to be considered in developing
sound goals are the following: goals must support the mission; each
goal should represent a desired result that can be measured; goals must
be realistic and achievable; and each goal should make sense to others
outside the organization.

Even purchasing card industry standards recommend the development of
specific and measurable goals and objectives. Purchasing card program
goals should be actionable and allow for tracking and monitoring,

which may include goals for increased discounts received from vendors;
increased speed of vendor payment; lower transaction processing cost;
and improved employee purchasing effectiveness and efficiency.
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Without goals for the pCard program, fulfillment of the vision of a more
efficient and cost-effective procurement system remains nebulous and
unattainable.

Objectives and policies are vague

We found that the objectives and policies of the pCard program are
stated, but the SPO has not identified how they are to be accomplished.
In its 2009 report, which repeats the language of its 2006 through 2008
reports, the procurement office states the following objectives and
policies for the pCard program:

*  Continue to provide training and support for departments to
maintain and increase levels of efficiency for small purchase
procedures with the use of pCards;

»  Establish annual meeting of fiscal officers to network, open
discussion of issues or concerns, and provide management reports
to assist in the analysis of purchasing activities;

* Integrate the pCard as the preferred method of payment into price
list contracts and HePS purchases; and

*  Develop a program to conduct periodic audits of compliance with
program procedures.

We asked the SPO how it determined the objectives and action plan
stated in its annual report. The program manager responded that the SPO
administrators simply decided what objectives they wanted to have in the
plan, and included them in the report; she confirmed that the SPO did not
use a model pCard program on which to base its objectives.

Act 100, SLH 1999, requires that objectives and policies be set

forth identifying how each goal is to be accomplished. In addition,
according to NSAA’s best practices, good objectives have the following
characteristics: they are clear, concise, and presented in a logical
sequence; specific results are identified in each objective; results for each
objective are measurable; each objective has a specific timeframe for
completion; and completion of each objective leads to the attainment of
stated goals.

Exhibit 2.1 compares the SPO’s objectives and policies against the
requirements of Act 100 and NSAA best practices.
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Exhibit 2.1
Comparison of SPO Objectives and Policies With Act 100 and NSAA Best Practices

Act 100

. NSAA Best Practice
Requirement

Objectives

SPO Objective or policy for In(_ilt_:ates how _a_nd Results Results are | Timeframe

the pCard program itis to be policies are are measurable | is specified

accomplished clear and | identified
concise

Continue to provide training
and support for departments
to maintain and increase No Yes No No No

levels of efficiency for small
purchase procedures with the
use of pCards

Establish annual meeting
of fiscal officers to network,
open discussion of issues
or concerns, and provide No Yes No No No
management reports to assist
in the analysis of purchasing
activities

Integrate the pCard as the
preferred method of payment

; o No Yes No No No
into price list contracts and

HePS purchases

Develop a program to

conduct periodic audits of No Yes No No No

compliance with program
procedures

Source: Data compiled by Office of the Auditor
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The SPO’s written objectives are clear and concise. However, the SPO
does not identify specific results for its objectives. For example, there
is no definable, measurable result for the pCard becoming the preferred
method of payment (such as, “80 percent of all purchases under $X are
made via a pCard.”). There are also no timeframes (such as, “By 2012,
90 percent of all purchases are made via a pCard.”). Since there are

no goals stated for the program, it is difficult to know if achieving the
objectives would lead to fulfilling the program’s broader goals.

When we asked the SPO personnel how they were achieving the
objectives and policies for one of their stated objectives, their answers
were vague. For example, in relation to continued training, we asked
how this was being achieved and what type of training the SPO was
conducting. The SPO program manager told us this was being achieved
through the SPO’s small purchase training, and is mentioned in relation
to payment procedures. When asked to elaborate, the program manager
told us it is the departments’ primary responsibility to train their
cardholders and ensure they attend all applicable training.

Action plan is ineffective

The SPO’s 2009 report included the following action plan and timetable
for the pCard program:

*  One Year: Refine management reports to assist departments
in analyzing purchasing activities and to detect unauthorized
purchases, fraud and abuse;

e Two Years: Establish the pCard as the primary form of payment
for small purchases; and

*  Five Years: (a) Devise an audit program to assist departments in
verifying purchases and to corroborate cash rebates; (b) Encourage
and promote enhanced online systems; and (¢) Integrate the pCard
as the primary form of payment for purchases made on HePS.

We found that the SPO’s action plan is outlined with a requisite
timetable; however, there is no indication of how the plans will be
implemented nor who will be responsible for their implementation.
There are no detailed action steps. The timeframe does not coincide
with actual progress to be made. Further, there is no identification of
resources to be used or anticipated savings.

State law requires an action plan to include a timetable indicating how
its objectives and policies will be implemented in one, two, and five
years. Additionally, according to NSAA’s best practices, objectives
should be established through the development of an action plan which
includes, for each objective: identification of who will be responsible
and accountable for implementation; detailed action plan steps; expected
start and finish dates for each step; timeframe for completion of entire
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action plan; what resources are needed to implement the objective; and

identification of any anticipated savings.

Exhibit 2.2 compares the SPO’s action plan against the requirements of
Act 100 and NSAA best practices.

Comparison of SPO Action Plan With Act 100 and NSAA Best Practices

Act 100
Requirement

NSAA Best Practice

and promote enhanced online
systems; and (c) Integrate the
pCard as the primary form of

payment for purchases made
on HePS

. . Provides Identifies
Indicates how | Identifies who . -
, . L. . . detailed steps | Identifies start resources
SPO’s Action Plan for the the objective | is responsible .
L on how to and finish needed and
pCard program is to be for the . .
- L achieve the dates savings
accomplished objective DY . .
objective anticipated
One Year: Refine
management reports to assist
departm.ents in gqaly2|ng No No No No No
purchasing activities and
to detect unauthorized
purchases, fraud and abuse
Two Years: Establish the
pCard as the primary form of No No No No No
payment for small purchases
Five Years: (a) Devise
an audit program to assist
departments in verifying
purchases and to corroborate
cash rebates; (b) Encourage No No No No No

Source:

Data compiled by Office of the Auditor
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The SPO’s comments on the progress of the action plan were not
definitive. Regarding the one-year plan to refine management

reports to assist departments in analyzing purchasing activities and

to detect unauthorized purchases, fraud and abuse, the SPO pCard
program manager said that the procurement office provided training to
departments via webinar (web seminar) before the launch of CentreSuite.
Departments can generate their own management reports using
CentreSuite. Regarding the two-year action plan to establish pCard as
the primary form of payment for small purchases, she said the pCard is
already the primary form, including the price list and three quote small
purchase methods. Regarding the five-year action plan, she said there is
currently no audit program. However, the RFP that was issued in 2009
for a new card vendor requires an audit program to allow departments to
perform audits. With the launch of CentreSuite, the procurement office
has enhanced the online capabilities of the pCard program. However,
not all departments have converted from the old PVSnet system to the
CentreSuite system. Furthermore, integration of the pCard with HePS
will take more than five years because HePS is currently not integrated
with the state accounting system. Since the SPO’s action plan for the
pCard program lacks steps for implementation, identifying program
accomplishments is difficult and unclear.

Performance measures are deficient

In its 2009 Act 100 report, the SPO listed the following performance
measures for the pCard program:

*  Conduct analysis of expenditure and pCard usage reports obtained
from the pCard system; and

*  Review the number of purchasing cards being used by the agencies
and the dollar value of pCard purchases annually.

We evaluated the SPO’s performance measures by assessing whether

the measures 1) met the Act 100 requirement by stating the process by
which performance in meeting the stated goals would be measured and
2) were developed as part of the action plan, as recommended by NSAA.
According to NSAA, a comprehensive and balanced set of performance
measures should compare actual performance with expected results.
Performance measures should be defined so that all users can understand
the: a) source of the data for the measures; b) methods used to calculate
the measure; and c) timeframe over which the measure will be reported.
Performance measures should also be meaningful and the data should
enable comparison over time.

Overall, we found that the SPO’s pCard program performance measures
are deficient. Although processes are stated briefly (i.e., conduct
analysis and review), there is no reference to the SPO’s pCard program
goals. The SPO’s assistant administrator acknowledged that the SPO
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is the responsible agency for meeting pCard’s goals; however, the

SPQO’s program manager confirmed that the procurement office has not
developed such goals. As such, the SPO’s Act 100 report falls short of its
reporting requirement. And without goals, the SPO cannot identify what
it is hoping to achieve.

We also found that the pCard program’s performance measures have not
been developed as part of an action plan. The measures do not identify
what outcome is expected, source of data to be measured, methodology
for calculation, or timeframe. When we asked how performance was
being measured, the pCard program manager stated that there is no
“grand plan” and that the SPO is not measuring the pCard program’s
progress or work performance.

Exhibit 2.3 compares the SPO’s pCard program performance measures
against the requirements of Act 100 and NSAA’s best practices.

Comparison of SPO Performance Measures With Act 100 and NSAA Best Practices

Act 100
Requirement

NSAA Best Practice

and the dollar value of pCard
purchases annually

Identifies Identifies Identifies |dentifies Is a meaningful
SPO’s Performance Measures for source of period g
the pCard program process to data to be method of to be measure of
P prog measure calculation - performance
used examined
Conduct analysis of expenditure and
pCard usage reports obtained from No No No No No
the pCard system
Review the number of purchasing
cards being used by the agencies No No No No No

Source:

Data compiled by Office of the Auditor
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SPO'’s oversight and
monitoring of the
executive branch
agencies could be
improved

In the absence of a proper plan and the process by which to measure
performance, the SPO is unable to lead the pCard program on an efficient
and meaningful course.

Although the SPO is responsible for managing and administering the
pCard program, it does not review reports, policies and procedures,

or training materials developed by executive branch agencies. It

also does not utilize bank reports for monitoring purposes, has not
performed risk assessments, and has