California reconsiders bulk-purchasing strategy for agencies

Small businesses say they are shut out by policy of bundling contracts
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The state Department of General Services will start examining whether it’s still saving money through bulk purchasing after some small-business owners have complained that the practice has shut them out.

Former Gov. Arnold Schwarzenegger in 2004 announced a strategic sourcing initiative that had been recommended by a commission as one way of several to save the state money. The idea is that combining contracts for materials from different state agencies and buying in bulk drives prices lower.

And it worked, according to the Department of General Services, which said its 33 strategically sourced contracts produced $160 million in savings over 29 months.

But the California Assembly’s Committee on Accountability and Administrative Review is taking a fresh look at the issue in the light of federal contracting procedures, where officials found savings evaporated over time due to decreased competition. General Services no longer tracks the savings to the state from the initiative.

The California State Auditor noted in a report that contract bundling results in a trade-off with conflicting goals — to save money but also to direct work to qualified small businesses and disabled veteran business enterprises.

After conducting several hearings, the committee last week recommended that the department resume tracking any savings from such programs while also determining whether the program has created harm.

“DGS will comply will all of the recommendations,” said Gretchen Zeagler, a department spokeswoman. In fact, it is already working on calculating the savings but will start looking into the effects on small businesses. It has until the end of January to report back its findings.

She said there are provisions in place that award preference to contractors who use small or disabled-veteran businesses in state contracts. They can also compete directly if they can match the prices of their larger competitors.

But assemblyman Roger Dickinson of Sacramento, who chairs the committee, said the provisions don’t always work.

“I had a meeting with local small business folks,” he said. “Some of them had lost state business while they knew of others that have been on the verge of shutting down because of this.”

He said it might make sense to award contracts to qualifying small businesses that are in California and employ California workers, even if the contract costs a little more than one awarded to a big company located out of state.

There could be a new direction with the arrival of Gov. Jerry Brown, who appointed a new director of General Services in May, former finance department chief operating officer Fred Klass.

The effect of Schwarzenegger’s policy was not broad-reaching, as strategic sourcing made up just 1.5 percent of the $9 billion in contracts during the 2008-09 fiscal year, or about $130 million, Zeagler said. Yet Dickinson said some business owners have felt the pain.

At a committee hearing, Joseph Johnson, chief economist and director of economic research at the U.S. Small Business Administration, testified that he conducted many studies on the issue and found that as contract size increases, small businesses are awarded fewer contracts and fewer dollars.

“The benefits of contract bundling are often not significant, while the effects of bundling on small business competitiveness are severe,” he said.

