
 

 
 
 
 
 
 
 
      
 
 
DATE:  August 14, 2009   
 
TO:  KEN NERLAND, Director 

JASON MACDONALD, Purchasing Manager 
 General Services Department 
   
THROUGH:  RENENA SMITH, Budget Director 
 Budget and Management Studies Division 
 
FROM:  BOB KOURY, Principal Internal Auditor 
 MARY VIANCOURT, Internal Auditor  
 Budget and Management Studies Division - Internal Audit 
 
SUBJECT: FOLLOW-UP AUDIT – LIMITED SCOPE REVIEW OF OFFICE DEPOT’S INVOICE 

PRICING/ DISCOUNTING  
 
Attached is the Final Follow-Up Audit Report with the current implementation status of the four 
recommendations made in the Purchasing Division’s Limited Scope Review of Office Depot’s Invoice 
Pricing/Discount Audit Report issued September 3, 2008.  The Follow-Up Audit was performed in 
accordance with AO 1-12 and Government Auditing Standards.  
  
Internal Audit has concluded the Implementation Status for the four Audit Recommendations to be as 
follows: 
 
 2 – Audit Recommendations Implemented 

2 – Audit Recommendations Not Implemented  
 
If you have any questions or we can be of any further assistance to you or your staff, please do not 
hesitate to contact Bob Koury, Principal Internal Auditor, at 621-7072.   
 
Attachments  
 
cc:    Ashley Swearengin, Mayor 
 Council Members 

Andrew T. Souza, City Manager 
Bruce Rudd, Assistant City Manager 
James Sanchez, City Attorney 
Karen Bradley, Interim Finance Director/City Controller 
Pedro Rivera, Senior Budget Analyst  
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Executive Summary 
 
Introduction: 
 
Internal Audit conducted a limited scope review of Office Depot’s Invoice Pricing/Discounting 
to the City of Fresno under a piggyback arrangement to the County of Los Angeles, California’s 
contract with Office Depot. This review was requested by the City of Fresno’s Purchasing 
Manager.     
 
Risk is the degree of or the lack of adequate internal controls, management oversight, and fiscal 
responsibility.  Based upon Internal Audit’s findings, Purchasing’s risk is low.  
 
 
 
 
 
 
 
Key Issues Identified: 
 

• The Purchasing Division does not have formalized (written) instructions for ordering 
Office Depot products. 

 
• The Purchasing Division has not conducted formalized training of Departmental 

personnel for ordering Office Depot products.  
 

• The City of Fresno does not have its own specific contract with Office Depot – It 
assumes a piggyback on the County of Los Angeles contract that appears somewhat 
difficult to enforce or comply with due to varying market conditions. 

 
Risks Identified: 
 

• Designated City personnel purchasing products from Office Depot need training to obtain 
adequate knowledge to perform their purchasing functions and ensure appropriate 
discounts are realized. 

 
• The existing piggyback arrangement is limiting for the City of Fresno. Specific 

conditions of compliance are drafted with the County of Los Angeles and may not be 
applicable locally.  The market conditions in Los Angeles County and Fresno also make 
the piggyback arrangement difficult to implement and monitor.  

  
Recommendations to Management: 
 

• The Purchasing Manager or designated employee should draft and distribute formalized 
(written) instructions to all City Departments for the ordering of Office Depot products to 
ensure consistency and cost savings citywide. 

1           2           3           4           5 
                                 
Low                                       High 
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• The Purchasing Manager or designated employee should conduct formal training sessions 
to ensure all designated Departmental personnel who order and pay for products from 
Office Depot have the knowledge to perform their purchasing functions to ensure 
appropriate prices/discounts are being realized citywide. 

 
• The Purchasing Manager should meet with the Office Depot representative to determine 

if the price paid was the discount price in accordance with the piggybacked County of 
Los Angeles and Office Depot Contract.  Additionally, all available discount options 
should be discussed as well as Office Depot reporting solutions to assist the Purchasing 
Division in monitoring the discounts. 

 
• The Purchasing Manager and staff should initiate a Request for Proposal process to 

identify the most cost effective and efficient office supply vendor for the City of Fresno.  
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INTRODUCTION 
 

Background 
 
The Purchasing Manager contacted and met with Internal Audit on April 11, 2008 to discuss the 
feasibility of Internal Audit conducting a limited scope review of Office Depot products 
purchased to determine whether the City of Fresno received the appropriate discount prices.  The 
City of Fresno’s Purchasing Division currently piggybacks onto the County of Los Angeles, 
California’s Office Depot Contract, which is effective January 2, 2006 through January 1, 2010.   
 
Audit Objectives 
 
Internal Audit’s primary objectives for this limited scope review were: 1) To determine if the 
City of Fresno is paying the discount price for the 500 Core Items listed on Office Depot’s 
website; and 2) To determine whether the City of Fresno is paying the discount price per the U.S. 
Communities Blue Book Catalog; and 3) To determine whether the City of Fresno is receiving 
the discounts listed in the County of Los Angeles’s Office Depot Contract Exhibits for items not 
discounted on the Web or in the Blue Book. While performing this review, we also considered 
whether improvements could be made to strengthen internal controls related to the Office Depot 
office supplies processes and to enhance the operational efficiency and effectiveness of such 
processes for the City of Fresno. 
 
Audit Scope and Methodology 
 
Internal Audit performed the following procedures to understand how Office Depot products are 
purchased within the City and whether the amount paid is the discount price per the County of 
Los Angeles/Office Depot Contract.  
 

• Received and reviewed the County of Los Angeles, California Office Depot Contract 
dated January 2, 2006 through January 1, 2010. 

• Received and used the Office Depot Big Solutions Catalog dated June 2007 through June 
2008 and the U.S. Communities Blue/Green Catalog dated January 2008 through June 
2008 for List and Discount Prices. 

• Received and used the Office Depot Online list of 500 Core products. 
• Interviewed the Purchasing Manager and Supervising Buyer regarding the piggybacked 

Office Depot Contract and discounting procedures.  
• Interviewed and observed the Purchasing Administrative Clerk II’s processes and 

procedures for ordering supplies from Office Depot.    
• Interviewed the Budget Division’s Management Analyst I regarding her process for 

ordering supplies from Office Depot.    
• Reviewed purchases ordered/paid for by the Purchasing Division from July 26, 2007 to 

February 22, 2008.  
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• Obtained and reviewed a sample of purchases ordered/paid for by the Parks Department 
from December 6 through 22, 2007 and the Police Department from November 1, 2007 to 
January 3, 2008. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

  3 
 
 

RESULTS OF LIMITED SCOPE REVIEW  
 
 
Finding 1 – Lack of Formalized (written) Instructions for Ordering Office Depot Products 
 
The Purchasing Manager and staff indicated some Departments/Divisions order products online 
from Office Depot whereas others order by sending a FAX, calling the Office Depot 
representative and/or using the Office Depot Card or the new Cal Card. 
 
The Purchasing Division has not established formalized (written) instructions for all City 
Departments/Divisions to follow when purchasing products from Office Depot.  Per the 
Purchasing Manager, when the City initially piggybacked onto the County of Los Angeles Office 
Depot Contract, a memo was sent to all Departments.  
 
The Purchasing Manager discussed with Internal Audit annual figures from Office Depot for the 
total purchases made by all City Departments, which differed from what was recorded in the 
PeopleSoft System.  Therefore, the Purchasing Manager is not sure and Internal Audit was 
unable to determine whether all Office Depot purchasing methods resulted in the City 
Departments receiving the appropriate discounts in accordance with the Office Depot contract.   
 
Recommendation 1 – The Purchasing Manager or designated employee should draft and 
distribute formalized (written) instructions to all City Departments for the ordering of 
Office Depot products to ensure consistency and cost savings citywide. 
 
Original Management Response to Recommendation 1  
 
Prior to August 16, 2000 a City wide memo was distributed by the previous Purchasing Manager 
informing City staff that Office Depot held the contract for office supplies.  The memo stated the 
discounts offered by Office Depot and other pertinent information such as core item pricing and 
discounts offered from the Office Depot catalog (Exhibit A).   The Office Depot representative, 
Ken Mueller, has been the designated liaison representative to respond to departments needs, 
assist with their orders and provide samples, etc.   Mr. Mueller notifies the Purchasing Manager 
of any issues or concerns regarding the office supply contract. 
 
Since some time has elapsed since the August, 2000 City wide notification regarding the Office 
Depot contract, the Purchasing Manager will issue an updated City wide announcement to all 
City employees as soon as the Office Depot discount issues are resolved and the U.S. 
Communities audit is finalized. 
 
Finding 2 – Lack of Formalized Training of Departmental Personnel for Ordering Office 

Depot Products  
 
The Purchasing Manager indicated informal or formal training meetings have not been held with 
the designated Departmental personnel ordering Office Depot supplies.  Approximately four 
years ago, Purchasing stopped ordering, receiving, and paying for all City Departments’ Office 
Supply orders and then distributing the products and ID billing each customer.  Each 
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Department/Division was given the authority and responsibility to order, receive and pay for 
their supplies from Office Depot.   
 
Purchasing staff indicated they still receive some Departments’ Office Depot bills versus the 
bill(s) going directly to the Department(s).  Occasionally, Purchasing receives a supply order for 
another Department/Division and must determine whose order it is and call the respective 
Department/Division to pick up the order. 
 
In addition, Internal Audit learned that Departments/Divisions may not know how to obtain a 
free Office Depot Catalog online.  Therefore, Departments/Divisions may be using outdated 
catalog(s) especially if not ordering online. 
 
Recommendation 2 - The Purchasing Manager or designated employee should conduct 
formal training sessions to ensure all designated Departmental personnel who order and 
pay for products from Office Depot have the knowledge to perform their purchasing 
functions to ensure appropriate prices/discounts are being realized citywide. 

 
Original Management Response to Recommendation 2  

 
Following issuance of the City wide memo to remind/advise staff of the Office Depot contract, a 
training class for City employees regarding the procedures for ordering office supplies and 
available discounts being offered will be scheduled by the Purchasing Manager in conjunction 
with the Office Depot representative.  
 
PURCHASING MANAGER’S CURRENT STATUS OF RECOMMENDATIONS 1 & 2  
 
In a concurrent effort to meet the recommendations in Finding 1 & 2, Purchasing coordinated 
City wide training for all designated Departmental points of contact which was conducted by the 
Office Depot Account Manager and his assistant along with Purchasing staff.  This training was 
completed in Fall 2008 and was held at City Hall and the MSC.  Additional remote site training 
was conducted by the Account Manager as needed to ensure 100% coverage with all City 
departments. 
 
At this training, documentation was provided to each participant, which illustrated the easiest 
way to access and use the online ordering method.  Since this method ensures the greatest 
discounts are taken and the best price is obtained for the City, Cal Card is the preferred method 
of payment.  Some departments have not issued Cal Card to those employees tasked with Office 
Depot ordering and thus still use the invoice method.  This remains an issue and the potential to 
create a past due balance situation if the department isn’t timely on their payment.  Past due 
balances creates an issue for Purchasing in that there are no contract provisions to carry account 
balances.  Purchasing is actively monitoring this issue with the Office Depot Account Manager 
to ensure no invoice balances become past due.   
 
Current Status of Recommendation 1 Per Internal Audit – Not Implemented 
 
Internal Audit received a copy of a PowerPoint Presentation that was given to each employee 
who attended an Office Depot Training session.  The PowerPoint Presentation consists of 
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statistical information related to sales, i.e.  no written detailed instructions for the ordering of 
Office Depot products and no other instructional documents were provided to the City 
Employees who attended training as per audit recommendation 1. 
 
Current Status of Recommendation 2 Per Internal Audit – Implemented 
 
Finding 3 – Inconsistency in Office Depot Catalog Prices, Online List Prices, and Discount 

Prices 
 
Internal Audit selected a sample of 25 out of the 500 online Core Products to determine whether 
the List Price and Discount Price was the same between the Catalogs and Online.  Internal Audit 
found: 
 

• Seven (7) out of the 25 Core online products were not listed in the Big Solutions 
Catalog (List Prices only). 

• Thirteen (13) out of the 25 Core online products were not listed in the U.S. 
Communities Catalog (Discount Prices only).     

• Eight (8) out of the 25 products’ List Price was higher online than in the Big 
Solutions Catalog. 

• One (1) out of the 25 products’ Discount Price is lower online than in the Big 
Solutions Catalog.   

• Seven (7) out of the 25 products’ Discount Price was higher than the discount 
price in the U.S. Communities Catalog. 

• One (1) out of the 25 products’ Discount Price was lower online than the 
discount price in the U.S. Communities Catalog. 

 
The inconsistency in the printed Office Depot Catalog prices, online list prices, and the discount 
prices makes it difficult to follow the expenditure trail to determine which amount is appropriate 
to charge the customer. 
 
The Purchasing staff indicated they believe there is a mid year price (or possibly more frequent) 
increase on some products and therefore the online List and Discount Prices are probably the 
most current prices. 
 
Recommendation 3 – None at this time. 
 
Management Response to Finding 3 
 
See response to Recommendation 4 
 
Finding 4 – Unclear and Confusing Discount Percentages 
 
Internal Audit selected a limited sample of invoices to examine the prices paid and the discounts 
received.  The sample of invoices contained 408 products: 
 

• 147 by Purchasing during July 26, 2007 to February 2, 2008  
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• 164 by Parks during December 6 through December 27, 2007  
•   97 by Police during November 1, 2007 to January 3, 2008.   

 
Internal Audit located thirty-seven (37) of the products on the online Core Items List; seventy-
eight (78) of the products in the U.S. Communities Catalog; and 350 products in the Office 
Depot Big Solutions Catalog. 
 
Internal Audit noted seven (7) products where the invoice was priced higher than the discount 
price in the U.S. Communities Catalog by a total of $3.81.  These seven products were purchased 
in 2008 that might come under a New Year pricing increase by Office Depot.  
 
Discount arrangements, called for in the piggyback contract, are complicated. In order to attempt 
to calculate the discount received, Internal Audit compared the invoice price to the Big Solutions 
Catalog price to determine if the discount received was per the piggyback contract.  Internal 
Audit noted that the discount percentage ranged from 6.7% to 93.5%. 
 
Internal Audit was unable to conclude whether the appropriate discount price was received per 
the piggybacked County of Los Angeles, California Office Depot Contract. 
 
Recommendation 4 – The Purchasing Manager should meet with the Office Depot 
representative to determine if the price paid was the discount price in accordance with the 
piggybacked County of Los Angeles and Office Depot Contract.  Additionally, all available 
discount options should be discussed as well as Office Depot reporting solutions to assist 
the Purchasing Division in monitoring the discounts. 
 
After concluding the audit fieldwork, the Purchasing Manager indicated she would meet with the 
Office Depot representative for clarification on the vast range of the discount percentages noted 
by Internal Audit. 
 
Original Management Response to Recommendation 4 
 
Prior to the Purchasing Manager requesting that an Office Depot pricing audit be performed by 
City Internal Audit, the U.S. Communities representative was contacted by the Purchasing 
Manager to inquire if they had experienced any pricing problems with their Office Depot 
contract.  The Purchasing Manager was informed that U.S. Communities are conducting an 
internal audit, as well as an outside audit, of the Office Depot contract and results would be 
available in June, 2008.  Also, the Purchasing Manager informed the Office Depot representative 
Mr. Mueller that she had requested the City’s Internal Audit group to conduct an audit to verify 
that pricing being provided to the City from the U.S. Communities piggyback contract was 
accurate.  A meeting with Mr. Mueller and the regional Office Depot representative is scheduled 
June 9 to review their pricing discounts relative to the contract and to assure methodology is in 
place so the City receives the contract discounts to which it is entitled. 
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PURCHASING MANAGER’S CURRENT STATUS OF RECOMMENDATION 4 
 
In response to the finding regarding unclear and confusing discount percentages, the Purchasing 
Division used Internal Audit’s review as well as the US Communities own internal audit of the 
pricing under the Office Depot contract to determine if best pricing was consistently obtained by 
the City.  It is Purchasing’s evaluation that the pricing currently being realized by the City is 
achieving the contractual discount.   
 
Additionally, Purchasing has initiated regular monthly meetings with the local Office Depot 
Account Manager to review pricing and contract issues.  This allows Purchasing to highlight any 
issues raised by departments and exchange information on what additional items or services are 
being offered under the contract pricing agreement. 
 
For clarity, Office Depot has two catalogues from which we may order supplies.  For the City of 
Fresno to receive the best possible price, we need to use the “Blue Book” which is the US 
Communities catalogue.  While the Big Solutions book contains the core items which are in the 
US Communities catalogue, the discount on the remaining items outside the US Communities 
contract pricing is closer to 45% off the catalog pricing.  Also, ordering online will assist staff in 
choosing the core items which are the best value.  These items are labeled as best value and 
Office Depot has created a shopping list for the City with these items.  The catalogs, due to the 
nature of being “hard copy” never contain the most current pricing and should only be used as a 
guide for item selection or comparison.  As indicated above, the Office Depot Account Manager 
has included a best value designation on the website to indicate when users have included such 
items in their search. 
 
Current Status of Recommendation 4 Per Internal Audit – Implemented 
 
Recommendation 5 – The Purchasing Manager and staff should initiate a Request for 
Proposal process to identify the most cost effective and efficient office supply vendor for the 
City of Fresno. 
 
Original Management Response to Recommendation 5 
 
Historically the Purchasing Division has bid out office supplies and the last bid process was 
conducted in 2000.  Due to serious issues with bidders being non-responsive and non-responsible 
the previous Purchasing Manager recommended that Council reject all bids and piggyback the 
National Association of County Organizations (NACO) contract with Office Depot for office 
supplies (see Exhibit B) which offered discounts based on much larger purchasing power than 
the City of Fresno alone.   
 
Since that time the Purchasing Manager has chosen to continue to piggyback the NACO contract 
for office supplies.  The City’s past history has shown that the undertaking of bidding out office 
supplies, which consumes approximately a six month process, does not provide the savings that 
can be achieved by piggybacking a contract which has the office supply volume of several large 
Cities and Counties.   
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Original Internal Audit Comment 
 
Internal Audit recognizes the time and effort to conduct a Request For Proposal, (RFP) Bid 
Process and Preparation and Presentation of these processes to the City Council for approval of a 
Vendor Contract.  However, since an RFP/Bid Process has not been conducted by Purchasing for 
an Office Vendor Contract for the City of Fresno since 2000 (eight years), Internal Audit still 
recommends: 

a) A new RFP/Bid process be initiated by Department Management; or if no RFP 
initiated by Management, then, 

 
b) The Purchasing Manager should appoint one Purchasing Division Employee to 

monitor the prices charged/paid by the various City Departments on a monthly basis 
to ensure the City is not being overcharged under the current piggyback arrangement 
to the County of Los Angeles, California’s contract with Office Depot. 

 
PURCHASING MANAGER’S CURRENT STATUS OF RECOMMENDATION 5  
 
In lieu of conducting a new RFP for office supplies, the division’s assigned MA II is now the 
appointed contract administrator for the OfficeDepot contract. 
 
A new RFP process will be considered upon conclusion of the current US Communities contract 
which has January 2010 expiration with the possibility of two one year extensions.  The 
complexity and time required of an office supply bid must also be weighed when considering the 
recommendation to conduct an RFP. 
 
Purchasing remains committed to ensuring the City’s office supply needs are met and that the 
best contractual pricing is obtained.  Purchasing is working closely with Office Depot to ensure 
all departments are using the online ordering system to achieve best discount and any issues are 
timely resolved.   
 
Current Status of Recommendation 5 Per Internal Audit – Not Implemented 
 
Internal Audit strongly recommends that Purchasing should conduct an RFP for an Office 
Supply Vendor prior to the contract end date of January 1, 2010 to ensure the City of Fresno is 
receiving the best pricing and discounts for Office Products purchased by City Departments. 












