


SCOPE STATEMENT

Kansas Use Law: Reviewing Issues Related to the Quality and Price of Goods
and the Compensation of Executives

State law (K.S.A 75-3317 through 75-3322) requires State agencies and school districts
to purchase products from a list of vendors incorporated in Kansas who primarily employ blind
or disabled persons and who have been approved by the Director of Purchases. The law exempts
school districts and State agencies from the requirement to purchase from these vendors under
certain circumstances, such as when a qualified vendor is unable to supply the needed product or
meet delivery deadlines.

This law was originally enacted in 1953 and has been amended numerous times over the
years. The Legislature most recently amended the law during the 2005 legislative session. Among
the more significant changes:

e responsibilities were shifted from the Department of Social and Rehabilitation
Services to the Director of Purchases,

e changes were made to the definition of a qualified vendor,

e language was added stating that the net income of the non-profit vendors couldn’t
be used to financially benefit any shareholder or other individual,

e anannual report showing the volume of purchases for each product was required to
be published annually,

e a nine-member State Use Law Committee responsible for advising the Director
of Purchases and for adopting regulations and policies to assure fair and effective
implementation of the Act was created.

Recently, legislators have heard complaints from school districts about the price and quality
of the products provided by the non-profit entities on the approved list of vendors. In addition,
school districts have expressed concerns about the size of the salaries being paid to the heads of
these non-profits. Legislators are interested in knowing how the amount of products or services
State agencies or school districts purchase from these non-profit entities has changed in recent years.
In addition, they want to know what issues exist about the quality and price of goods produced,
and what steps are being taken to address them. Finally, they are interested in knowing how the
salaries of the heads of the non-profits compare to the salaries being paid to the heads of the State
agencies who must buy their products.

A performance audit addressing these issues would answer the following questions:

1. What has happened to the quantity of goods and services public entities have purchased
from non-profits benefiting the disabled in recent years? To answer this question we
would query the State’s accounting system (STARS) to identify the amounts State agencies
have purchased from the qualified vendors over the past 3 years. In addition, we would
determine what information has been provided about State agency and school district
purchases in annual reports the Director of Purchases was required to publish for calendar
years 2006 and 2007. If necessary, we would contact the qualified vendors or a sample
of school districts to determine what additional information exists about amounts school
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districts have spent on products produced by the qualified vendors in years before the annual
reports were published. We would conduct additional work in this area as needed.

2. What concerns do those required to purchase goods under the Kansas Use Law
have about the price and quality of the products, and what steps have the Director
of Purchases and the State Use Law Committee taken to address those concerns? To
answer this question, we would conduct surveys or focus groups with a sample of school
districts and State agencies that purchase significant quantities of goods from the vendors.
In addition, we would review complaints filed with the Director of Purchases or the State
Use Committee. For a sample of items available from the vendors, we would determine
how the prices compare with available prices from other vendors for those same products.
Finally, through interviews and reviews of records, we would determine what steps the
Director or the State Use Committee have taken to address the price and quality issues raised
by purchasing officials in State agencies and school districts.

3. How do the salaries of the heads of the non-profit agencies who are qualified vendors
under the State’s Use Law compare with the salaries of the heads of State agencies
required to purchase their products? To answer this question, we would gather information
about the compensation of the chief executive officers directly from the qualified vendors
or from their latest Form 990’s filed with the Internal Revenue Service. In addition, we
would gather information about the types of activities those CEOs oversee, the amount of
revenues and expenditures they oversee, and the number of employees they are responsible
for. We would compare that information to the same type of information for a sample of
State agencies. We would conduct additional work in this area as needed.

Estimated time to complete: 4-8 weeks

(Staff note: The wide time estimate reflects uncertainty about how much of this information is readily
available.)
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APPENDIX B
Agency Response

On May 8, 2008 we provided copies of the draft audit report to the Department of
Administration. Its response is included as this Appendix.

The agency generally concurred with the report’s findings, conclusions, and recommendations.
We made some minor corrections and clarifications to the draft audit report as a result of the agency’s
review of the draft report that didn’t affect any of our findings or conclusions.

26 PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit
08PAO3 JUNE 2008



P i Kathlests Sabelivs; G
KANSAS O it Howe, Director

DEPARTMENT OF ADMINISTRATION

http://da.ks.gov/purch

May 15, 2008

Ms. Barbara J. Hinton
Legislative Post Auditor
800 SW Jackson St, Suite 1200
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Dear Ms. Hinton:

Thank you for the opportunity to respond to the Legislative Post Audit's report on Kansas State
Use Law: Reviewing Issues Related to the Quality and Price of Goods and the Compensalion

of Executives. We're pleased to present the following official response.

The audit confirms that the efforts of State Use Vendors and State Use Committee members,
among others, are moving the program forward in terms of expanding sales and in turn,

supporting employment opportunities for persons with disabilities.

| appreciate the recommendations of the auditors and expect that the implementation of the
reporting and procedural changes will benefit the State Use Program and assist the Division of
Purchases in its continuing effort to provide quality services for our state agency customers due

to their universal nature.

Thank you for your time and consideration.
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Chris Howe
Director of Purchases

DIVISION OF PURCHASES

900 S.W. Jackson Street, Room 102-N, Topeka, KS 66612-1286 ® (785)296-2376 ¢ Fax: (785) 296-7240

® e-mail: chris.howe@da ks.gov
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