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BACKGROUND

The Mental Health and Mental Retardation Authority of Harris County (MHMRA) usage of the Purchasing
Card (P-Card) began April 1, 2004 as a pilot program. The P-Card is an innovative product offered by JP
Morgan Chase — Bank One in partnership with the State of Texas. The purpose of the Purchase Card
Program (PCP) is to provide the Agency with an efficient and controllable method of making small dollar
commodity purchases, and to reduce the cost of small dollar purchases. The card policy is not intended to
replace, but rather, supplement existing purchasing and other Agency policies. A senior buyer in the
Purchasing Department acts as the Purchasing Card Program Coordinator to administer the program.

The goals of the program are to:

. Allow goods and services to be obtained faster and easier

. Reduce paperwork and processing time in the departments

o Enable employees to be more efficient and to focus on the more value added aspects of their jobs
. Provide cost savings by consolidating payment to one vendor

The product offers purchase limits and reports/data not available with a traditional credit card. Cards are
issued to employees, who use them to purchase goods or services from any merchant that accepts
MasterCard credit cards. Settlement is performed electronically, thereby, eliminating the need to process
supplier invoices and in-turn draft checks to pay each supplier.

Each designated employee receives a P-Card. The card is embossed with their name and MHMRA of
Harris County’s name. The State of Texas is a custom card with the State Seal in the upper left corner and
the verbiage “Tax Exempt” and “For Official Use Only.”

As of December 2004, active P-Cards total 54 for MHMRA employees. Each card has a designated single
transaction limit and a monthly spending limit. The purchase of certain goods and services using the card
is prohibited by use of Merchant Category Codes (MCC). The MCC is a four-digit code assigned to a
merchant by its merchant bank. It identifies the type of business the merchant conducts. These codes are
established by the credit card industry. When a merchant is set-up to accept MasterCard, its acquiring
(merchant) bank assigns a MCC to the merchant.,
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MHMRA has limited cardholder purchases to certain merchant types by allowing (including) or
disallowing (excluding) MCCs for each cardholder. Therefore, each time a merchant requests an
authorization, the P-Card system checks the merchant’s code to ensure that the cardholder is allowed to
purchase at that type of merchant. If the MCC is not an allowed MCC, the request will be declined.

The MasterCoverage Liability Protection is limited to $40,000 on a cardholder who is terminated from the
organization. Other employees are not included in the coverage. JP Morgan Chase — Bank One is
responsible for all transactions made after a card has been reported lost/stolen. MHMRA is liable for all
charges prior to the notification.

Each MHMRA employee that is issued a P-Card must attend mandatory training and sign a user agreement
form. A purchase using the card does not bypass the Agency’s purchasing authorization and approval
process.

STATISTICS

The Purchasing/Contracts Department of MHMRA identified, as one of the goals in implementing the PCP,
ways to streamline the purchasing business process and, therefore, had to identify potential cost savings
that justify the effort. One tool used was the PROCARD — Procurement Card Cost Study and Value
Proposition, as well as professional and educational experience.

The process study used provided a P-Card cost analysis of side-by-side, detailed comparison of the steps
and costs involved in both the traditional and P-Card environment. By using the study, the Agency was

saved the time and expense of preparing their own study.

Graph 1 presents only a summary of the results of the study using MHMRA defined data for the Audit
Period April 2004 through December 2004.
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{The $18.95 cost estimate is based on PROCARD study provided by JP Morgan Chase. Purchasing/Contracts reduced the study net
savings rate of $23.69 by 20% to reflect lower Agency labor rates. These savings are soft. meaning they allow greater productivity

but have contributed to the administrative suppaort group's ability to meet continuing needs with recent staff reductions. }

Source: MHMRA Purchasing/Contracts Department
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Table 1 presents transaction activity for selected months used as the test sample selected from the
population.

Table 1
Transaction Activity for Months Sampled
July, September, December 2004 i -
" CardsUsed~ Cards Without . Average - Total Charges

Transactions. © With Activity . Activity Transaction 3
July 2004 22 12 40 $194.96 $4,289.12
Sept 2004 80 24 35 $146.48 $11,718.36
Dec 2004 110 27 27 $119.01 $13,804.89

Source: Program Summary Report and BankOne Account Statement

Graph 2, 3, and 4 present the departmental activity for selected months used as the test sample selected
from the population.

Graph 2
Departmental Activity for Month Sampled
July 2004
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Graph 3
Departmental Activity for Month Sampled
September 2004
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