April 19, 2004

The Honorable Bill Purcell, Mayor
Ms. Nancy Whittemore, Director
Generd Services Department

222 3" Avenue North, Suite 350
Nashville, TN 37201

Report of Internal Audit Section

Dear Mayor Purcell and Ms. Whittemore:

We have recently completed a performance audit of printing and postal operations in the
Department of Generd Services and in other Metro agencies. Government Auditing

Sandards issued by the Comptroller Generd of the United States define performance
audits asfollows.

Performance audits entall an objective and systematic examination of evidence to
provide an independent assessment of the performance and management of a
program agang objective criteria as wedl as assessments that provide a
prospective focus or that synthesze information on best practices or cross-cutting
issues. Performance audits provide information to improve program operations
and facilitate decison making by parties with responghility to oversee or initiate
corrective action, and improve public accountability.

A peaformance audit is different than a financid <Statement audit, which is limited to
auditing financid daements and controls, without reviewing operaions and
performance. In performing this audit, we retained Maximus to work under our direction.
Their final report dated April 2004, Performance Audit of Printing and Postal Services,
accompanies this letter and is hereby submitted to you.
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The Genera Services Depatment serves dl of Metro's generd government departments
through a sysem of support savices induding building mantenance, radio
communications, flest management, security, postal pick-up and ddivery, photography
and printing. The focus of this performance audit was on the divisons of Centrd
Printing and Postd Servicess The purpose of Centra Printing is to provide printing,
publication, reproduction and consultation products to Metro departments and agencies
0 they can have professond printed products to efficiently and effectivdly meet ther
business objectives. Centrd Printing had a tota of 9 budgeted postions for fisca year
2003. Actud revenue was $542,484, and total expenses were $656,222, which included
personned expense of $406,230. The totd number of annua impressons printed by
Centrd Printing is approximately 11 million.

A few other Metro departments — including Schools and Hedlth - have szable printing
operations producing annua impressons of 31 million and 4 million, respectively.
Additiondly, a dgnificant volume of Metro's printing needs are met by outsde vendors
who collectivdly produce 16 million impressons annudly.  Induding both in-house
printing and outsde printing purchased through various vendors, Metro spent over $1.5
million for printing in fiscal year 2002.

The purpose of Metro Postd Services is to provide mail processing, ddivery and mail
consultation products to Metro departments and agencies so they can receive and send
mal in a timdy manner. Metro Postd Services has a total of 6 budgeted postions for
fiscal year 2003. Actud revenue was $846,166, and total expenses were $869,078, which
includes personnd expense of $£35,230. Severa Metro departments also use contracted
ddivery sarvices, and the totd spent on in-house and outside posta and delivery services
exceeded $1.7 million in fiscal year 2002.
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Objectives, Scope, and M ethodology

The primary objectives of this performance audit were asfollows:

Determine whether there are industry best practices, benchmarks, or peer group
comparisons that could be used to assess Metro’s printing and postal operations.

Obtain and assess dl rdevant planning and performance messurement data
currently captured and used to manage al areas of printing and postal operations.

Determine which functions are performed centrdly, a the department leve, and
which are outsourced; determine whether the current arrangements represent best
practices in terms of business risk and cost.

Evduate the opeationd feadshility and potentid cost impact of further
centrdization, further de-centrdization, employing more advanced technicad
solutions and/or further outsourcing.

Assess the cost effectiveness of purchase and maintenance contracts in place for
copiers and network printers and printer/copiers.

Compare the totd cost of printing and posta operaions to Smilar entities and
industry benchmarks, consider costs associated with copiers and network printers,
outsourcing printing, and central operations.

Determine the effectiveness of exiding interactions between the centrd Podtd
Services functions and other postal agencies, such as the U.S. Post Office and
State of Tennessee Postal Services.

Review the printing and postd equipment and technology used throughout the
Meiro depatments and assess whether  this functiond  capability most
appropriately meets the needs of Metro.

This audit focused primarily on fiscd year 2002 and 2003 financid transactions and on
performance and processes in place during the audit. Certain andyses required the
congderation of financid results, performance and operations outsde of that time period.
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The methodology employed throughout this audit was one of objectively reviewing
vaious forms of documentation, including written policies and procedures, financid
information and various other forms of daa, reports and information maintained by
Centrd Printing and Pogtd Services and including data collected from other Metro
depatments through a survey insrument.  Management, adminigtrative and operationd
personnel, as wdl as personne from other Metro departments and other stakeholders,
were interviewed, and various aspects of printing and postal operations were directly
observed. Data obtained from various sources were anadyzed, and various aspects of
performance, cost and practices were compared to those of peers and to best practices.

We peformed the audit procedures in accordance with generdly accepted government
auditing standards.

Findings and Recommendations

The accompanying Maximus report addresses the printing and postal operations and the
resulting findings and recommendetions in detail. Following is an oveview of some of
the more ggnificant findings and recommendations surrounding Metro's printing and
postal operations.

1. Because Centrd Printing's costs per impression are excessve, their machinery
and equipment are outdated, and the mgority of Metro's printing needs are
currently being met by 57 different outsde vendors, Maximus recommends an
entirdly new modd for printing services. They recommend a fully contracted
printing operation — including convenience copiers throughout Metro
buildngs - which would require a smdl contract management daff to
adminiger the contract and dandardize interna policies relating to printing
functions.  This modd would include magser contracts that would be
competitively bid, and would require dl Metro departments to go through the
contract management staff for dl of their printing needs. Exceptions could be
made for Schools, Hedth and other departments with high-volume printing
capacity, provided the cost of those in-house printing operations is less than
the cost of contracted printing, as determined by OMB'’s cost accountant. The
anticipaed annud savings resulting from implementation of this new modd
for printing services is approximately $196,000.
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2.

Metro should maintain the podta operations in the Generd Services Department,
with two notable operationd changes. The firg is that Metro should reduce the
level of ddivery and pick-up currently provided. Current levels are high and can
be reduced to achieve cost savings without a significant impact on meeting
customer needs by limiting ddiveries and pick-ups to once per day and by
providing those ddivery/pick-up services a one centrd location in each building,
as opposed to making deliveries to the various offices in each building. The
second operational change is the recommended use of contract services to process
the mail for postage so that Metro can achieve the savings available from posa
presorting.  These actions ae edimaed to result in anua savings of
approximately $62,000.

Maximus dso recognized that much of what is currently printed and mailed could
be done dectronicdly once additional technology infresructure is in place
Examples include expanded use of the intranet Ste for forms, posting more citizen
information to the web, eectronic routing of contracts for approva and of
vouchers for payment, expanded eectronic payments to vendors, and incressng
the use of direct deposit for active and pension payroll.

In addition to Maximus work, Internd Audit daff reviewed procedures and
controls surrounding financid and other operations and have two primary
recommendations resulting from that work. The firg is that we noted errors in
payroll processing and record keeping, particulaly with regard to leave
accounting. We have provided gaff with the specific exceptions noted. These
erors should be corrected, and the payroll process should be more closdy
supervised and reviewed in the future. The second is that we noted severd
ineffidencies  and  incondsencies  surrounding  billing  and  collection  of
photographic  services, which is currently being done through the Parks
Department.  We recommend that this process be streamlined and brought into the
Shared Business Office as soon as practical.

Detailed explanations of the above findings and the related recommendations, as well as

sved

other findings and recommendations, are included in the Maximus report. A

detaled review of printing and posta operations can be found in Chapters 1l and 11l of
the Maximus report.

* %k * % %
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Management’ s response to the audit recommendations is attached to this report.

We agppreciate the cooperation and help provided by dl printing and posta staff members
throughout severd Metro departments.

Thisreport isintended for the information of the management of the Metropolitan
Government of Nashville and Davidson County. Thisredtriction is not intended to limit
the digtribution of this report, which is a matter of public record.

Internal Audit Section

Kim McDoniél
Internal Audit Manager

Copy: Mr. Karl F. Dean, Director of Law
Mr. David L. Manning, Director of Finance
Mr. Eugene Nolan, Associate Director of Finance
Ms. TdiaLomax-O’ dnedl, Deputy Director of Finance
Dr. Stephanie Bailey, Metropolitan Public Hedth Department
Dr. Pedro Garcia, Metropolitan Nashville Public Schools
Metropolitan Council Audit Committee
Mr. Richard V. Norment, Assigtant to the Comptroller for County Audit
KPMG, Independent Public Accountant



