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OFFICE OF B INSPECTOR GENERAL

TO: V. Stephen Carberry, Chief Procurement Officer, N
FROM: David J. Niemiec, Acting Didtrict Ingpector Generd for Audit, Mid-Atlantic,
3AGA

SUBJECT:  Internd Audit
Follow-up Review of HUD Contracting

We have completed an interna audit of HUD’ s contracting activity. Our report contains four sections
with recommendations requiring action by your office. The sections ded with the Contract Management
Review Board, the cost analyss and evauation of sgnificant contracting actions, indefinite quantity

contracts, along with contract monitoring and oversight.

Within 60 days please give us, for each recommendation in this report, a satus report on: (1) the
corrective action taken; (2) the proposed corrective action and the date to be completed; or (3) why
action is consdered unnecessary. Also, please furnish us copies of any correspondence or directives

issued because of the audit.

We gppreciate the cooperation of you and your staff during this audit. Should you or your staff have
any questions, please contact Allen Leftwich, Assgtant Didrict Inspector Genera for Audit at (215)

656-3401.
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Executive Summary

We performed an audit of the Department’s contracting initiatives. Our objectives were to assess the
affect of recent reform initiatives on the procurement process and to determine if the reform initiatives
were providing adequate controls and safeguards againgt fraud, waste and abuse. The audit was
undertaken to follow up on the corrective actions being taken in connection with the recommendations
inour prior audit of HUD’ s contracting (97-PH-163-0001), dated September 1997.

The Department’ s reform initiatives have laid the groundwork for an effective acquisition process. It has
hired a Chief Procurement Officer (CPO) and eevated the Office of Procurement and Contracts
(OPC) to alevd equivdent with program offices. Additiondly, the CPO and his principd saff have
implemented or are in the process of implementing reform initigtives thet provide for: full time
Government Technical Representatives (GTRs); GTR certification programs, a Contract Management
Review Board (CMRB); financia and procurement system integration; and cyclica monitoring of
program office GTRs.

Our review of the recently deployed HUD Procurement System (HPS) showed that substantia strides
have been made in automating the Department’s procurement data and establishing the necessary
financid linkages to fully integrate HPS with HUD’s core accounting system. Our andysis of HPS
showed that the system was capable of providing detailed information for both headquarters and field
office procurement actions and could track contract status from the advanced procurement planning
gsage through the request for contract services, solicitation, award, and post-award contract
adminigration. Queries made through the system’s standard reports module and its ad-hoc report
generation tool showed that information was reedily available and easily obtainable to assst day-to-day
users and senior officids in managing procurement activity.

While the CPO’s commitment to making the Department a model procurement agency is encouraging,
we are not yet convinced that the Department’ s overal contracting attitudes and practices have changed
sgnificantly.

Our review disclosed HUD needs to improve its acquidition
process by utilizing fully the new policies, procedures, and
procurement gtructure it isimplementing.

An important procurement reform initistive was the
esablisment of the CMRB to improve the planning,
implementation, and monitoring of HUD procurement actions.
However, the CMRB is not substantively involved in certain
facets of the procurement process and, therefore, is unable to
cary out its misson of ensuring HUD procurements represent
the best values.
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Executive Summary

Recommendations

99-PH-163-0002

We reviewed two dgnificant contract actions which are
expected to cost the Department about $400 million annualy.
The contracts involve the privatization of functions previoudy
performed in-house, i.e, the manage-ment and marketing of
HUD owned single family properties and the administration of
Section 8 contracts with owners of FHA insured multifamily
properties. Contrary to what is recommended in OMB
Circular A-76, the Department did not compare the costs or
effectiveness of having HUD gaff perform  these functions with
the associated costs of having contractors perform them.
During its awarding of the management and marketing contract,
the Department did not evaduate whether contractors had the
capacity to carry out their responsibilities under the contract and
now must dedl with the inadequate performance of its largest
contractor.

We reviewed multiple award indefinite quantity contracts
(1QCs) and found some of the awards incorporated €lements
that would provide HUD with procurement flexibility and the
benefits of an ongoing competitive environment, while others did
not.

We reviewed recent procurement actions to determine if the
cetification progran for GTRs was improving contract
overdght and monitoring.  While we found that some GTRs
were reviewing contractor invoices and mantaning file
documentation according to HUD guidelines, others were not
maintaining adequate file documentation or even carrying out the
most basc GTR responghilities.

We are recommending that the Department and OPC: have the
CMRB become more involved in the overdl procure-ment
process, fully evauate a contractor's ability or capacity to
perform prior to awarding any contracts, implement procedures
to ensure 1QC awards incorporate eements that provide the
Department with flexibility, while providing the best vaue to the
Depatment; and identify those GTRs who have developed
comprehensive contract monitoring plans and create and
distribute a modd plan.
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Executive Summary

Substantial improvement
isneeded in HUD’s
commitment to improving
the acquisition process.

The CPO has made progress in addressng the
recommendations in our prior audit of HUD contracting.
Additiondly, OPC has implemented reform initigtives that
provide a framework for subgtantidly improving the acquidtion
process. However, as detailed throughout the four sections of
this report, the procurement policies, procedures and
framework that are being established need to be routindy
followed and fully implemented at dl levelsin the Department.

We discussed the results of our review with the CPO’s dtaff
during the course of the audit and provided the CPO with a
draft report for comment. We discussed the draft report with
him a an exit conference on September 24, 1999. The CPO’s
complete written response is in Appendix D. Portions of the
response have been incorporated or summarized throughout the

body of this report.
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| ntroduction

The Office of the CPO was established in March 1998 as part of the HUD 2020 Management Reform
Plan to serve as the focal point to reform, streamline, and improve HUD' s procurement operations. Itis

headed by a CPO who reports to t

he Deputy Secretary. Its organizational structure is shown in

Appendix C. The CPO serves as the Department’ s senior procurement executive and is responsible for
the oversight and management of al departmenta procurement activities.

OPC is responsible for procurement operations and policy. Headed by a director, it awards and
administers dl departmental procurement contracts and related agreements through its headquarters and

field organizations.

Between October 1, 1997 and May 2
billion, asillustrated below:

6, 1999, OPC initiated 8,985 contract actions and obligated $1.3

Contract Actions By Office

Obligations By Office

(In Millions)
Denver
HQ's Denver
2069 2316 31755
New York
$155.7
HQ'S
$707.3
Atlanta New York Atlanta
0748 1852 $270.0
Audit Scope and We peformed an audit of the Department's contracting
Methodology activities to assess the affect of recent reform initiatives on the

procurement process and to determine if the reform initiatives
were providing adequate controls and safeguards againgt fraud,
wadte and abuse in HUD’s contracting activities.  The audit
was undertaken to follow up on the corrective actions being
implemented on the recommendations in our prior audit of
HUD’s contracting (97-PH-163-0001). To achieve the audit
objectives, we: (1) reviewed applicable regulations, policies,
procedures, and guiddines; (2) interviewed staff from HUD and
a contractor who had recently completed a procurement review
a HUD; (3) reviewed a variety of contracting actions initiated
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by both headquarters and fidd offices, and (4) reviewed
contract and GTR files, financid records, policies, procedures,
and prior reviews of HUD contracting.

We examined files maintained on contractors who provide
sarvices for various program offices. We aso performed a
comprehendve evduation of the CMRB and the drategic
planning process, reviewed the pre-award and implementation
files for two significant spending decisions expected to cost $2
billion; reviewed five multiple indefinite quantity contracts
(1QCe) with cumulaive maximum award authority exceeding
$500 million; and reviewed GTR monitoring and oversight of 12
contract actions worth $22.8 million.

The audit generdly covered the period from October 1997
through April 1999. We performed our on-site review from
May to September 1999. Audit tests were based on
judgmenta samples.  We conducted the audit in accordance
with generdly accepted government auditing standards.
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Section 1

Contract Management Review Board (CMRB)

Under the direction of the Chief Procurement Officer (CPO), the Office of Procurement and Contracts
(OPC) has taken a number of steps to address the recommendations in our prior contracting audit (97-
PH-163-0001). One sgnificant step involved establishing a Contract Management Review Board
(CMRB) to improve the Depatment's overal procurement efforts encompassing the planning,
Implementation, and monitoring of HUD procurements.

The CMRB’sprimary mission isto ensurethat procurement needs:

Arewedll defined and appropriatey jutified;

Mest the critical needs of HUD,;

Have sufficient staff resources devoted to achieve desired cost, schedule and performance
outcomes.

While the CMRB has successfully obtained program office cooperation in submitting strategic plans that
identify and value anticipated procurement actions, its lack of involvement has limited its success in other
agoects of contract adminigtration. Its only sgnificant involvement in procurement actions comes during
the planning stage, when procurement plans are described conceptudly, but lack the detall and
information that is available when task orders are being processed for award. Without being involved in
al facets of the procurement process, the CMRB will not be able to effectively carry out its misson.

Background

The CMRB was established in September 1998 to improve the planning, implementation, and
monitoring of HUD procurements. Under its procedures, program offices whose tota
procurement obligations are expected to be more than $1 million during a fiscd year are to
submit grategic plans outlining al procurement actions expected to exceed $100,000. In
addition to its role in procurement planning, the CMRB is to be involved in improving the
implementation and monitoring of procurement actions.

CMRB Objectives Areto Ensure That:

proposed contracting represents a critical need of the Department and does
not duplicate other proposed, ongoing or completed work

increases in contracting are well-judtified and that dternatives to reducing
costs have been fully consdered

aufficient staff have been identified to monitor the proposed contracting
satements of work will be of the highest quality (and performance based
whenever possble) so that the Department will get the highest maximum
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Section 1

return for itsinvesment
there has been sufficient analysis performed to support an independent
estimate for the proposed contract costs

the proposed outcome for each major procurement is described in terms of
cost, schedule and performance

Strategic Procurement Plan Andyds

Our andysis showed that the program offices submitted procurement plans which identified and vaued
their anticipated procurement actions for fiscd year 1999. Moreover, it was evident that staff from
OPC, Information Technology, and the Chief Financid Officer’'s office reviewed and andyzed the plans
to ensure program offices explained the basis for their procurement actions and provided additiona
information when requested by the CMRB.

Our andyds dso showed that the CMRB’s only sgnificant involvement in procurement actions occurred
a the planning stage when there was insufficient information available to assess whether or not
procurement actions were critica to the needs of the Department and represented the best vaue that
could be obtained. While existing procedures provide for the continued involvement of the CMRB in the
other stages of the procurement process, its involvement was not evident during the post planning phases
of contract adminigtration, which includes the award of contracts, monitoring/oversight, and outcome
assessment, for the following reasons:

most contract actions do not fal within CMRB review thresholds;

the CMRB does not review contract activity carried over from prior years because the
activity isnot detailed in the program offices' procurement plans; and

program offices are not implementing their planned procurement actions timely.

CMRB Review Thresholds

At contract award, the CMRB did not review individua contract actions taken by the field and
only reviewed individua contract actions processed by headquarters if they exceeded $5 million.
Strategic procurement plans provide a conceptua picture of anticipated procurement needs, but
do not include the amount of information that is avalable when task orders are awarded and
supported with detailed statements of work, Government cost analysis, and proposed outcomes.
Asillugrated in the following chart, only 1 of the 148 procurement actions undertaken during the
fisca year were subject to CMRB review when they were awarded.

99-PH-163-0002 Page 4



Section 1

Actions Taken Reviewed by CMRB
At Contract Award
Location No. Amount No. | Amount
(millions) (millions)
HQ's 88 $100 1 $13.25
Fdd 60 $224 0
Totd 148 $324 $13.25
Caryover Procurement

Fiscd year 1999 procurement plans included $84 miillion in prior years procurement items that
were not subject the CMRB’s review. As of April 29, 1999 these carryover obligations

represented most of the procurements made by some program offices.

Office New Actions Carryovers Obligated New
Reviewed By Actions
CMRB
CPD $31.1 Million $ 5,263,288 $ 100,000
Housing $73.6 Million $37,081,390 $15,802,054
PIH $65.8 Million $ 8,640,109 $ 5,151,920

Timdy Implementation of Procurement Plans

The fiscd year 1999 procurement plans that were approved for the Offices of Adminigtration,
Community Planning and Development (CPD), Housing, GNMA, Information Technology (IT),
Policy Development and Research (PDR), and Public and Indian Housing (PIH), as well as the
Enforcement Center (EC) and Real Estate Assessment Centers (REACS) identified $596 million
of planned contracting actions. At April 29, 1999, or seven months into the fiscd year, only
$258 million, or 43 percent, of these planned actions had been obligated.  The following
program offices obligated consderably less than 20 percent of their planned actions.

Planned Actual
Office Obligations Obligations
CPD $31.1 Million $.1 Million
EC $15.1 Million $1.1 Million
PIH $65.8 Million $5.2 Million
REACs $45.2 Million $8.2 Million

Pege 5

OPC agreed that some program offices are not carrying out their procurement actions as timely as they
should, but viewed this as an improvement over what had been happening in the past. OPC said that for
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Section 1

the firgt time there are planning documents and tracking mechanisms to hold Assstant Secretaries
accountable for their offices procurements and indicated that Assstant Secretaries will have to provide
explanations why planned procurement actions that were considered to be critica to the needs of HUD
at the beginning of the fiscal year did not result in contract awards.

OPC management did not fed that the CMRB needed to perform more thorough reviews a the time of
contract award. Since the CMRB reviewed the strategic plans, OPC felt the $5 million contract action
threshold was sufficient. In our view, the program office drategic procurement plans provide a
conceptua picture of anticipated procurement needs, but do not have the detail that is available when
task orders are awarded. The added detail would alow the CMRB to review procurement actions
according to its objectives and mission.

The CMRB'’s representative from the CFO' s office generdly agreed that the CMRB is not substantively
involved in certain facets of the procurement process. Additiondly, he described the CMRB'’s present
role in the process as more of a “rubber samp”. He stated the CMRB should require program offices
to identify their planned procurements much earlier to endble the CMRB to effectively andyze and
chdlenge planned procurements.

*x * * % % * *

In summary, we bdieve OPC has improved the procurement planning process and could smilarly
improve procurement implementation and monitoring if the CMRB was more actively involved in certain
facets of the procurement process, as provided for in its rules and procedures. Additiondly, as detailed
in other sections of this report, HUD program offices have been dow in recognizing and accepting the
CMRB's increased role in ensuring procurement needs are critical and represent the best vaue to the
Department.

Auditee's Comments The CPO agreed that strategic planning should be initiated early

enough to evauate dternatives, the CMRB should be involved
throughout the procurement process, and it should review some
completed actions to evaluate outcomes. However, he beieved
the CMRB did not need to be more involved at contract award
snce the Depatment's program offices and OPC ae
respongble for the day-to-day management of acquigtions,
induding writing effective work statements, andyzing/negotiating
costs, as well as awarding and administering contracts. Further,
the CPO believed more CMRB oversight a contract award
would not be beneficid and would tend to dilute his authority.

OIG Evauation of
Auditee' s Comments
99-PH-163-0002 Pege 6
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Recommendations

Additiond CMRB oversght at contract award would be
beneficid. While we agree that the Department’'s program
offices and OPC are responsible for the day-to-day management
of acquistions, the CMRB’s oversght of individua contract
actions is contemplated in its rules and procedures. Its
evauation of what the CPO has described as the two most
important acquisition decisons, what we buy and who we buy it
from, could strengthen the procurement process.

We recommend you assure thet:

1A.

1B.

1C.

1D.

The CMRB is activdy involved throughout the
procurement  process to  incdlude  planning,
implementation, and monitoring.

Strategic planning is initiated early enough so the CMRB
has the ability to review anticipated procurements and
viable dternatives,

The CMRB oversees the preaward of dgnificant
headquarters and field contracting actions (when
contract type, doatement of work, independent
Government estimate, etc., are available for review and
evauation); and

The CMRB reviews a representative sample of
completed actions to eva uate procurement outcomes.

Page 7 99-PH-163-0002
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Section 2

The Department’ s Cost Analysis and Evaluation
of Significant Contracting Actions

Even though prudent business practice and sound judgment dictate otherwise, the Department carried
out two sgnificant procurement actions without conducting OMB Circular A-76 cost comparisons.
The procurement actions involved the management and marketing of HUD owned sngle family
properties and the adminigiration of Section 8 housing assistance payments. These contracts are
expected to involve two hillion dollars in expenditures. The Department judtifies its actions by saying
that the A-76 cost comparisons were not legally required.

Even though the reinvented HUD has placed greater reliance on outside contractors to conduct its
business, it has not conducted an OMB Circular A-76 cost comparison in the past 11 years (including
management and marketing and Section 8 contract administration) to determine whether procurement
decisons were cogt-effective. In our opinion, these multi-billion dollar spending decisions are exactly
the type of decisions that were envisoned in OMB Circular A-76 and prudent management would
encourage careful analysis of such matters.  In pertinent part, the Supplement to Circular A-76 states
that the Circular is not designed to Smply contract out. Rather, it is designed to balance the interests of
the parties in a make or buy cost comparison; provide aleve playing field between public and private
offerors to competition; and encourage competition and choice in the management and performance of
commercid activities. 1t is designed to empower Federd managers to make sound and judtifiable
business decisions (underscoring added).

While the management and marketing contracts and the Section 8 contract administration proposas
provide for the privatization of functions previoudy performed in-house, there was little evidence to
show that Department serioudy congdered the codis or effectiveness of HUD staff performing these
functions versus the cogts of contracting for these functions with the private sector, in compliance with
OMB Circular A-76 procedures. Simply spesking, it would follow that if top management’'s
reorganization policies provide for reductions in gaff and the privatization of HUD business, then these
decisions have been made without evauating the costs and bendfits of these actions. Ultimately, these
are the types of decisons that perpetuate the management problems that exis at HUD and will
continue, if management does not recognize the need for up-front cost analysis and sound business
decisions based on a disciplined approach, as provided for under A-76 requirements.

Regarding the management and marketing contracts, the Department stated that there is no requirement
to conduct an A-76 review if the Department is not affecting more than 10 HUD employees.
Additiondly, it sad that it is the program office's responghility to evaduae dl of the procurement
dternatives, and the contracting office' s responsibility to ensure that once the procurement decision is
made that the award is carried out efficiently. The Department also stated that the decision to contract

Pege9 99-PH-163-0002



Section 2

out project-based Section 8 is not even an gppropriate item for inclusion in this review because it is not
a Federal Acquisition Regulaion (FAR) compliant contract and therefore not subject to any OPC
oversght.

While we agree that these concerns involve program office fisca responsbility, we do not agree that
they are ingppropriate for OPC involvement or CMRB oversight, especidly in light of the recent
reforms initiated by the CPO. Clealy, OPC reform initigtives establish procedures for the
improvement of cost estimating and needs assessment through an acquisition process based on the
fundamentals of integrated project teams and the gpplication of business principles.

M anagement and M arketing Contracts

We reviewed the implementation and pre-award files for the recently awarded contracts for the
managing and marketing of HUD’s multi-billion dollar single family inventory. Prior to the awards,
these functions were handled by a combination of HUD staff and red estate management contractors
nationwide. Sixteen contracts were awarded to 7 different contractors with 5 year spending estimates
of $927 million.

Citiwest Properties (1) $ 41,582,249
Firgt Preston (3) 151,048,609
Golden Fezther (2) 282,820,352
Intown Management Group (7) 367,043,965
Michaelson, Connor (1) 2,828,132
PEMCO Ltd. (1) 2,889,406
O Citiwest Properties (1) W First Preston (3) S)Uthw Alli ance (1) —’—’—78 919,923
O Golden Feather (2) O ntown Management Group
M \ichaelson, Connor (1) BPpEMCO Ltd (1)
B Southeast Alliance (1) Total $927 132.636

Even though these procurements have five year spoending authority of approximately $1 billion and the
contractors have subgtantial control of HUD’s multi-hillion dollar single family inventory, the Office of
Housng did not adequately document or evaluate basic business decisions before executing
these contracts

The management and marketing contracts provide for the privatization of functions previoudy
performed in-house, but there is no evidence that HUD management consdered the costs of
performing these functions with HUD gaff versus the anticipated private sector costs, according to
OMB Circular A-76. Instead of preparing an A-76 cost study as it had contemplated at one time,
Housing requested a determination from the CFO that an A-76 study was not technicaly required,
since HUD was not going to reduce gaff. Additiondly, the memorandum that was sent to the CFO
indicated that Housing envisioned property sae contracts as needed, smilar to the pilot contracts that
dready exised. Nowhere in the memorandum was it explained that Housing was going to contract out

99-PH-163-0002 Peage 10
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the entire single family portfolio which would cost about $200 million. The CFO agreed with Housing
that, since the Department was not reducing staff, the study was not required and none was conducted.
This rationde is particularly questionable given dl the downsizing and restructuring that had been and
was being considered by the Department.

While this study may not legdly be required, good management and fisca responshbility would dictate
that some cost benefit analys's would be desirable and useful when HUD is considering a billion dollar
procurement which changes the way it does business in a significant way. Even the National Academy
of Public Adminigtration (NAPA), which praised HUD for its recent procurement reforms, stated “
HUD must have performance standards and operating principles for the new modd procurement
system that are based on sound business principles and replicate best practices in government agencies
and private sector firms.”

OPC management stated the decision not to conduct an A-76 study was made by the program office
and was supported by the CFO. Additionaly, OPC management stated its involvement was sufficient,
as the proposals pre-dated the CMRB, and that it is the program office' s repongibility to evauate al
of the procurement adternatives, and the contracting office's respongbility to ensure that once the
procurement decision is made that the award is carried out efficiently.

In addition to the absence of acost andysis for the management and marketing procurement, we noted
the following additional concerns during our review of the pre-award file and our andyss of the

acquired property inventory reports:

Financia and Operationa Capacity

Intown Management Group was awarded contracts for 7 of the 16 procurements and this
encompassed a sgnificant portion of HUD’s acquired single family portfolio. Contracting staff
were asked if they considered Intown’sfinancid capacity to manage such alarge portion of the
HUD portfolio, as these issues were not evident in the summary of negotiations or the technicad
evauation reports. The daff indicated these condderations were discussed and it was
determined that Intown had sufficient financing to manage these contracts.

Intown reduced its bids from $565.5 million to $367 million, or over 30 percent from its
origina proposds, during the negotiation process. Revised best pricing schedules provided by
Intown during the negotiation process may have been overly ambitious, asthey did not account
for any cost increases over the five year life of the contract, which included employee codts. In
fact, Intown’s estimated costs would actualy decrease due to improved efficiency and reduced
overhead and profit. OPC daff stated that Intown had the highest technically rated proposd,
and believed the negotiation process evidenced HUD' s interest in procuring the best value. A
comparison of Intown’s proposed costs with its negotiated costs follows:
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Performance |ssues

Our anaysis of acquired property inventory reports from the Single Family Acquired
Management System showed that there was alarge increase in property inventories during the
firgt four months of the management and marketing contracts:
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Number of Propertiesin HUD’ s | nventory
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While dl of the management and marketing contractors seemed to be having performance
difficulties, Intown’s level of performance was not approaching that of other larger contractors
a the time of our review. Additiondly, Intown’'s contract for the Denver Home Ownership
Center was canceled because of performance matters and the CPO indicated that there was a
posshility that Intown would lose additiona contracts as they had not sufficiently addressed
how they would correct ther performance. As shown in the following table and graph,
Intown’'s property inventory increased even more significantly than other management and
marketing contractors:

April August Inventory
Inventory Inventory Increase (%)
Intown 10,540 20,150 91%
Goldenfesther 10,542 14,370 36%
First Preston 4,082 6,911 69%
Citiwest 871 1,324 52%
Totds 26,035 42,755 64%
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Property Sales

As illugrated below, Intown sold only 2.8 percent of its assgned inventory. Management and
marketing contractors receive 30 percent of their fees when properties are listed and the remaining 70
percent when they are sold. Consequently, there was a concern that Intown would not be able to
adequately maintain the 20,000 HUD properties assigned to them without the revenues generated from
property sades. From April 1999 through July 1999:
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Citiwest sold 210 properties or 15.9% of
beginning inventory and acquisitions Citiwest

First Preston sold 1845 properties or 26.7%

of beginning inventory and acquisitions RISERTESIOn
I ntown property sold 569 properties or 2.8% Intown -
of beginning inventory and acquisitions

Goldenfeather sold 3391 properties or Goldenfeather
23.6% or 23.6% of beginning inventory
and acquisitions
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On September 23, 1999, HUD announced it had terminated Management and Marketing contracts
with Intown Management Group because the company did a poor job managing and marketing HUD
foreclosures.

Contract Administratorsfor Project-based Section 8 Assistance Payments

In May 1999, HUD issued a request for proposas (RFP) for outside contractors to administer about
18,000 of the Department’ s project-based Section 8 contracts. These contracts account for about $8
billion in annua housing assistance payments. Because HUD determined this action was not a formd
procurement within the meaning of the Federd Acquidtion Regulations (FAR), OPC was not
sgnificantly involved in the technica procurement aspects of this contract. Even though the contract's
expected annua cost of $209 million represents one of the Department’s most significant contractua
actions, it was not subject to CMRB procedures. Multiple contracts are expected to be awarded late
in 1999.

The RFP represents a viable option and an innovative approach to conducting HUD business,
however, the decison to contract did not adequately consider cost-benefit issues and may adversdy
affect the integrity of HUD’s Section 8 program. While HUD determined that the RFP and the
subsequent contract award process did not require forma OPC oversight and management, we believe
the gpparent desire to contract out regardless of cogt isindicative of the environment within HUD.

Cog-Benefit Andyss

We recognize that the decision to contract out the administration of the project-based Section
8 contracts was not driven solely by cost/benefit consderations. It was readily evident the
decison was based primarily on policy decisons to reduce the size of HUD’s workforce and
the corresponding need to identify workload that could be shifted to HUD intermediaries,
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After requests from the U.S. Congressiond Appropriations Committees and HUD-OIG, HUD
provided an August 1997 cost andysis that compared the cost of funding an adequately staffed
work force to perform the function versus the anticipated contract costs. HUD’s andysis
reflected that the in-house cost would be $38 million less than the cost of contracting out the
function. Even though HUD’s own andyss showed it was dgnificantly less expensve to
perform the function in-house, the methodology used to compute the in-house estimates may
have sgnificantly overstated the amount of in-house resources actualy needed. For example,
the analysis assumed:

an additiond 1,400 full time gaff equivdents, or eight times the current full time staff
equivaents were needed to perform the functions. Other estimates indicate that only
500 were required.

the average number of contracts assgned per full time equivadent (FTE) was 14,
sgnificantly below State Housing Financing Agency reasonable portfolio guidelines of
20 - 25 projects.

atota project inventory of 22,100. This figure supported the staffing basis for severd
cost dements. The actua project inventory is 18,000.

Although HUD’s andyss appeared to sgnificantly overdate in-house requirements, it ill

showed that the estimated cost of performing the work in-house was $38 million less than the
cost of contracting out. HUD defended the more costly option on the assumption that a
number of identified risks would be lowered. However, documentation supporting these risk

assessments was not available.

Because cost congderations were not adequately studied, and given a higher priority, there are
minimal assurances that contracting out of HUD’s Section 8 contract adminigtration duties isin
the best interest of the Department.

Program Integrity

Currently, HUD gaff administers about 20,000 Section 8 contracts. These contracts account
for over $8 hillion in anua housng assgance payments to owners on behdf of digible
tenants. The RFP essentidly puts out for bid a core HUD business function thet, for the most
part, is done in-house. Because of daffing shortages and other higher priority duties, the
Department has been unable to devote sufficient resources to effectively perform the required
functions. In its cost-benefit analyss, HUD edtimated the required internd staffing needs to
adequately perform Section 8 contract administration duties were about 1,600 full time
equivaents (FTES). Rather than build-up HUD' s capacity to do the work, the Department has
opted to contract out the function in its entirety.  Outsourcing a mgor function of HUD’s
multifamily business could adversdly affect the integrity of the Section 8 program because:
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contracted services are typicaly used to enhance in-house capability, not replace an

entire business function.

contracting out subjects the entire program to uncertainty.

the contract cost will be absorbed by the Section 8 program, reducing the amount of
funds that could be provided to intended beneficiaries.

HUD’ s ability to monitor contractor performance is questionable.

* * * * * *

Although the Department is improving its procurement processes, we are concerned that these two
procurements show that the Department is not redly changing the way it decides what activities to
contract out and how the contracting negotiations are to take place. Decisions are based on what is
expedient and can be characterized as legd rather than what is shown to be the most prudent and cost
effective business decison. It gopears that the Department may Hill have along road to trave in this

regard.

Auditee' s Comments

Evaluation of
Auditee' s Comments

Recommendations

The CPO reterated its podtion that this entire section was not
gppropriate for incluson in this review. He dated that there
was no suggesion tha any exiding legd or regulatory
requirement was ignored and if the OIG feds tha the
Depatment did not conduct sufficient andyss before
proceeding with its decisons then it would be more
gppropriately discussed with Housing management.

This section is gppropriate for incluson in this report. We
believe the CPO through its reform initiatives is committed to
improving the acquidtion process, which incudes review and
oversght of its sgnificant spending decisons.  These reform
initiatives are based on an overdl acquisition process based on
sound business principles and are intended to improve past
deficiencies which include inadequate needs assessment and
codt estimating in the acquisition process.

We recommend that you have the Department:
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2B.

2C.

2D.

2E.
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Conduct OMB Circular A-76 cost benefit studies
when dgnificant spending decisions are evauated. In
the future the CMRB should be involved in the review
and overgght of these decisions.

Provide us with any subsequent information or revised
plan of action regarding management and marketing
contractors, as there was uncertainty regarding a
current contractor's performance and ability to
continue in operation. Additionaly, it was unclear how
the Depatment was going to award additiond
contracts, if necessary.

Evduate the performance of the management and
marketing contractors in meeting contract objectives
prior to optioning additiona years on existing contracts
or awarding additiona contracts.

At a minimum, the andyss should evduae the
performance of the contractors in: reducing HUD’s
sngle family inventory; reducing the period of time a
property isin the inventory; and increasing the net sales
proceeds to HUD (net proceeds less the clam paid
and dl other expenses including contract costs).

Evauate Section 8 contract adminidiration proposas
to ensure prospective awardees have the financid and
operationa capacity to perform contract tasks.

Develop a comprehensve monitoring plan to ensure
Section 8 contract administration services are provided
in accordance with contract provisons.
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Indefinite Quantity Contracts (1QCs)

Multiple awards of contracts for indefinite quantities (IQCs) are procurement vehicles which are
intended to give agencies flexible contracting tools. Their use is encouraged in the Federad Acquisition
Regulations (FARS) and the Office of Federa Procurement Policy’s Best Practices Guide. The
Department utilizes these vehicles so it can respond quickly to its procurement needs.

Abuse of 1QC flexibility has been discussed in prior audits of HUD procurement. Therefore, we
proactively reviewed five recent multiple awards of 1QCs to ensure they were not vulnerable to smilar
abuses. These 1QCs encompassed 20 contracts with maximum award authority exceeding $500
million. Two of the IQCs incorporated eements that would provide HUD with procurement flexibility
and the benefits of an ongoing competitive procurement environment. However, there were dements
in the other three awards which raised questions about whether the awards provided HUD with
adequate competition to ensure it was mesting its procurement needs and obtaining the best vaue.
These three 1QCs were awarded with broad statements of work and undefined maximum award
authorities. We aso observed that:

contract files lacked details of maximum and minimum award determingtions;

clear statements were lacking about whether maximum awards were for each contract or
cumulative and how OPC was going to assure that maximum amounts were not exceeded;
the description of services to be provided by the contractor were too broad and could
probably fit any future task;

awards were made to an insufficient number of contractors, and

some contract awards took more than one year.

OPC did not agree with our observations indicating they provided the necessary review and oversight
to ensure the 1QC process was used efficiently and effectively. OPC said it often advises program
offices to establish maximum amounts under 1QCs that are high enough to avoid any possibility of
exceeding the maximums. Regarding 1QCs not being awarded to a reasonable number of companies,
OPC dated the competitions were advertised and therefore the number of respondents were outside
of its control.

As previoudy noted, we found that some of the 1QCs generdly followed the best practices
recommended by the Office of Federa Procurement Policy. OPC daff responsible for awarding
GNMA contracts stated that 1QCs should be designed to maximize competition by incorporating a
clear satement of work, and that overly broad statements of work tend to limit competition as you
would amog totaly exclude the smal busness sector. This Staff person generdly agreed with our
overal assessment of multiple awards of 1QCs, stating the awards might not aways result in best value
procurements if program offices use them as avehicle to fit virtualy any future need.

Pege 19 99-PH-163-0002



Section 3

Our comments on the 1QCs we reviewed are in Appendix A. A summary of our observations

follows.
Summary of Multiple |OCs Reviewed
Multiply Awarded Award Date Maximum | Observations
1QC No. of Award
Awar dees Authority {12 3 4 5 6
Contract Nos. | Awarded to
Date
Research Sept & Dec 1998 | $75Million | g C| C G
Information Services | 2 Awardees
Clearinghouse OPC #'s 21229 | $2.8 Million
(RISC) & 21146
Technicd Assstance | May 1998 $25Million | @ C
-IHA’s 5 Awardees
OPC #'s 21170, | $3.6 Million
21171, 21172,
21174 & 21175
Program Evaudtion- | August 1998 $25Million | d G c|C
Multifamily Housng | 6 Awardees
OPC #'s 00089, | $300,000
21192, 21193,
21194, 21195 &
21196,
Business Conaulting | October 1998 $6.7 Million
(GNMA) 4 Awardees
OPC #'s 21403, | $1.3 Million
21404, 21405 &
21406
Advisory Services | October 1998 $23 Million
(GNMA) 4 Awardees
OPC #'s 21414, | $2.7 Million
21415, 21416 &
21417
1 Contract files did not detail maximum award authority determinations
2 Sstatement of work
3 1QC not awarded to areasonable number of contractors
4 HUD bound by potentidly high IQC minimums (exceeding $50,000)
5 Contract award process exceeded one year
6 Multiple |QC competed with task not suited for multiply awarded 1QC
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Auditee’' s Comments

The CFO genedly disagreed with our observations in this
section of the report indicating that OPC has sufficient
procedures to ensure these procurement vehicles are not
abused and the section did not detaill specific deficiencies
resulting from OIG concerns.

Evauation of
Auditee’ s Comments

We have modified this section to darify that our review was
proactive, and was intended to identify potentid vulnerabilities
associated with these awards.

Recommendations

We recommend that you:

3B.

3C.

3D.

Implement procedures to ensure tha 1QCs
incorporate e ements that provide the Department with
the needed flexibility while providing the best vadue to
the Department. Contract files should provide an
andyds of how maximum awards were determined
and whether the maximum awards were intended to be
for each contract or cumulaive. Additiondly,
minimum 1QCs should not unnecessarily commit the

Department.

Congder usng ord presentations and limited written
proposals to reduce the length of the contract award
Process.

Solicit input from awardees on ways to improve the
ordering process.

Make a reasonable number of awards to ensure that
there is competition throughout the ordering process.
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Contract Monitoring and Oversight

Recognizing the need to improve its contract monitoring capecity, the Department has initiated new
programs to enhance and support the roles and responsibilities of its GTRs. Since March 1998, HUD
edtablished a certification program to standardize GTR training requirements, established full-time GTR
positions, and developed performance dements and standards to assess the job performance of
individuds assgned GTR responghilities. Additiondly, the CPO increased its efforts to monitor their
performance.

The Depatment has made a significant effort to increase the qudity and frequency of contractor
overdght. Over 180 GTRs were trained and certified and 81 full-time GTR positions were crested.
While senior management commitment remains high, implementation of these reforms a the lower levels
isdow. Sgnificant improvements were noted in some program offices. In others, mid-level and lower-
level managers inadequately emphasized the GTR’srole in the contract monitoring process.

Background

Because of the significant weaknesses noted in our prior contracting audit (97-PH-163-0001), the
Department initiated several key measures to improve the contract monitoring process.  Most notably,
it placed emphasis on strengthening the GTR role and holding them formally accountable for performing
their duties.  In a memorandum dated March 26, 1998, then Acting Deputy Secretary Ramirez
announced the cregtion of the certification program. The program, implemented by the CPO, was
designed to:

dandardize training requirements

ensure GTRs acquire a solid fundamental understanding of the Federa contracting process
asimplemented by HUD

provide GTRs with sufficient procurement ingtruction so they are prepared to perform their
duties

Additiondly, the memorandum required that specific GTR performance eements and standards be
included in the job performance evauations of al personnel who were assgned GTR duties.

In coordinaion with the CPO, each program office was responsible for identifying al staff members
who would be serving in a GTR capacity and monitoring their progress through the certification process.
Additiondly, because of the volume of contract activity, seven of the program offices were required to
edablish full time GTR pogtions. Asof July 15, 1999, 187 GTRs were certified.
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Part-time | Full-time

Program Office GTRs GTRs Total
Adminigtration 0 15 15
Chief Finandid Officer 6 0 6
Community, Planning and Deve opment 7 2 9
Enforcement Center 1 2 3
Fair Housing and Equa Opportunity 2 0 2
Government Nationd Mortgage Association 4 8 12
Housing 18 36 54
Employment and Equa Opportunity 2 0 2
Inspector Generd 5 0 5
Lead Hazard Control 7 0 7
Policy, Development and Research 42 0 42
Public and Indian Housing 4 15 19
Public Affars 1 0 1
Real Egtate Assessment Center 7 3 10

Total 106 81 187

Additionaly, the CPO increased its oversight of program office contract activity and established
procedures to conduct periodic reviews of GTR files a headquarters.

Reinforced GTR procedures and increased CPO oversight should improve HUD's ability to monitor
contractor performance over time. However, contract monitoring deficiencies were dill pervasive
because some program managers have not sufficiently emphasized the newly established GTR roles and
respongbilities.

Using HUD'’s Procurement System (HPS) report and data extraction cepability to identify recent
contract actions that obligated at least $100,000, we determined that 88 new contract awards with a
totd vaue of about $100 million were made by headquarters during fisca year 1999 (through 26 May).
We reviewed 12 of these actions that were valued at $22.8 million and administered by certified GTRs
to evaduate the effectiveness of newly implemented contract monitoring reforms. Our review showed
that most GTRs did not: (1) develop and implement forma monitoring plans to ensure the contractors
performed and were paid in accordance with their contracts, or (2) maintain files in accordance with
HUD guiddines,

GTR Oversgght of Contractor Parformance and Payment

The GTRs had not developed or properly implemented formal, comprehensive monitoring plans for 11
of the 12 contracts. Often, they relied on informa contact to keep abreast of contractor activity. In
some cases, the GTRs developed spreadsheets to monitor costs and deliverables, or included pro
forma contractor performance reportsin their files. However, they falled to make effective use of these
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tools to implement a comprehengve oversght program for their contracts.  Because plans were not
developed and implemented, GTRs lacked a structured gpproach for enforcing contract provisions and
could not adequately protect HUD’ sinterests.

Asdiscussed in the following paragraphs, some GTRs did not adequately monitor the status of contract
deliverables and did not review and approve contractor invoices prior to payment. In addition, because
2 of the 12 contracts were interagency agreements, we assessed HUD' s progress in resolving prior
audit recommendations relating to the need and cost basis for these agreements.

An analysis of the statement of work and contract provisions for the 12 contracts showed
that 223 key ddiverables should have been provided at the time of the review. However,
GTRs could provide evidence that only 163 were delivered in accordance with contract
gpecifications. In one contract action, a key deliverable was not provided.

GTRs effectively reviewed and gpproved contractor invoices in only 6 of the 12 contracts.
In 3 cases, the GTRs recaived invoices, but did not vaidate invoiced amounts as being
reasonable and cons stent with the services provided or the contract terms. In each of the 3
cases, the GTRs approved invoices for payment even though they did not contain sufficient
information to permit a proper evauation of the costs that were clamed. In 3 cases, GTRs
did not receive invoices and were not involved in the review and gpprova of payments.

In response to our prior report, HUD indicated that an interagency agreement needs and
cost analysis would be accomplished by May 30, 1999. While the CPO conducted a July
1999 preliminary review of 56 interagency agreements and identified 12 that were no longer
needed, sufficient analys's had not been accomplished to: identify and review the universe of
interagency agreements (reviews were only completed in seven program offices); and to
fully demondrate the cogt efficency of maintaning many of the remaning 44 agreements
identified as critical to HUD’ s needs.

In its Best Practices Guide for Contract Adminigtration, the Office of Federd Procurement Policy
dates that GTRs should develop a comprehensive monitoring plan for each contract they adminigter.
The plan must identify the performance outputs and describe the ingpection methodology in sufficient
detall so it can serve as the badis for conducting systematic and structured evauations of contractor
performance. Since our review showed that one GTR successfully developed and implemented a
contract monitoring plan, we believe the Department could benefit by analyzing those plans dreedy in
place and develop a mode contract monitoring plan for Department-wide GTR use.  Additiondly, the
CPO should continue its assessment of interagency agreements and ensure that those identified as
needed are sufficiently justified as the most cost efficient means of acquiring the services.

GTRFiles
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HUD Handbook 2210.3, Chapter 12, describes GTR contract administration roles and responsibilities.
Section 12-4 requires that GTRs create and maintain a file for each contract under their adminigtration.
Depending on the contract stage, the file must contain up to 14 items that are essentia to monitoring and
documenting the history of contractor performance. Our review of the GTR files for the 12 contracts
showed that there were deficienciesin dl but one of the files. While some files were well-organized and
contained mogt of the important contract monitoring and historicaly significant documents, others were
not maintained. A summary of the 12 contract reviews follows:

Number of ItemsIn GTR Files

Contract Number Required | Maintained Mailr\:toz;ined
C-OPC-21077 Task Order 2 13 4 9
C-OPC-18521 Task Order 5 13 0 13
C-OPC-21297 Task Order 1 13 7 6
C-OPC-21289 Task Order 1 14 5 9
C-OPC-21289 Task Order 2 13 6 7
C-OPC-18397 Task Order 75 11 9 2
C-OPC-18363 Task Order 11 12 9 3
C-OPC-21359 Task Order 1 12 12 0
C-OPC-18462 Task Order 8 12 11 1
[-OPC-21351 12 7 5
[-OPC-21354 13 3 10
C-OPC-21147 12 10 2

Appendix B provides further details on our review.

In response to our recommendations addressing contract administration weaknesses and the need for
OPC oversight of program office contract activity, the CPO implemented an oversight program to
monitor GTR files at headquarters. Review teams were formulated, a GTR working file checklist was
created, reporting procedures were established, and a monitoring schedule developed. As of July 21,
1999, the team conducted reviews at three program offices (Administration, GNMA, and Housing) and
evduaed 59 GTR files The CPO's reviews disclosed deficiencies which were smilar to the
deficiencies that we noted.
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While the CPO's €fforts a improving GTR overdght have been patidly successful, GTRs seemed
more concerned about making sure files had the correct documents to pass a perfunctory checklist
ingoection than they were with using the files for substantive monitoring.  Increased program office
emphasisis needed to ensure GTR files are properly maintained and used. Requiring program offices to
implement a amilar GTR oversght program could hep achieve this end. Additiondly, future CPO
and/or program office reviews should include provisons to vaidate the devel opment and implementation
of comprehendgve contract monitoring plans.

* * * * * *

In summary, 6 of the 12 contracts were administered by full-time GTRs. Monitoring was gresatly
improved when contracts were administered by full-time GTRs in program offices where their roles and
responsihilities were emphasized and supported. In view of this, the CPO should consider expanding
the number of program offices with full-time GTRs. While the overal GTR assessment of the CPO’s
traning and certification program was mixed, some program offices supplemented this training with
other courses specificdly talored to HUD’ s procurement policies. The full-time GTRs who participated
in this supplementd training and were interviewed during our audit indicated that it was extremey
beneficid in conducting ther day-to-day GTR duties.  All program offices should make this training
avalableto their GTRs when feasible.

Auditee s Comments The CPO agreed with our observations and recommendations.

Recommendations We recommend that you:

4A. ldentify those GTRs who have developed and
implemented comprehensive contract monitoring plans,
andyze plan srengths, and incorporate the best ideas
into a modd plan. Disseminate the modd plan for
HUD-wide GTR use.

4B.  Advise program offices to develop and implement GTR
oversght procedures for conducting periodic and
systemdtic reviews of GTR files and monitoring plans.

4C. Incorporate an evduation of GTR contract monitoring

plans as an additiond review item in the CPO’'s GTR
oversght program.

Page 27 99-PH-163-0002



Section 4

99-PH-163-0002

4aD.

4E.

4F.
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Fully implement planned actions to review interagency
agreements and ensure that a thorough assessment of
need and cost efficiency is performed and documented.

Evduate the feaghility of increasng the number of
program offices with full-time GTRs.

Advise program offices of the availability of exceptiond
GTR training and encourage its use when feasible.



Management Controls

In planning and performing our audit, we obtained an understanding of the management controls that
were relevant. Management is responsible for establishing effective management controls. Management
controls, in the broadest sense, include the organizationa plan, methods, and procedures adopted by
management to ensure that its gods are met. Management controls include the process for planning,
organizing, directing, and controlling program operations. They include the sysems for measuring,
reporting, and monitoring program performance.

Significant Controls

Significant Weaknesses

We determined that management controls over the following
areas were relevant to our audit objectives.

Implementation of contract reform initiatives
Acquistion planning

Evauation of procurement decisons
Monitoring and oversight of contractors

We evduated dl of these controls by determining the risk
exposure and assessing control design and implementation.

It is a dgnificant weskness if internad controls do not give
reasonable assurance that resource use is consstent with laws,
regulations, and palicies; that resources are safeguarded against
wadte, loss and misuse; and that reliable data is obtained,
maintained, and fairly disclosed in reports. Based on our
review, we beiieve HUD had sgnificant weeknesses in its
acquistion planning, evauation of procurement decisons, and
its monitoring and oversight of contractors.
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Follow Up On Prior Audits

This review was undertaken to follow-up on the corrective action that was implemented in connection
with our prior report on HUD Contracting Activity (97-PH-163-0001) issued on September 30, 1997.
There were 18 recommendations in the report covering eight areas.  All audit recommendations were
closed based on completed or promised corrective action.

Recommendations (97-PH-163-0001)

AREA NO. STATUS
Need Determination 1A Completed
Panning and Periodic 1B Completed
Assessment 1C Completed
1D Completed
1E Completed
Cost Consciousness | 2A | Complete by 10/30/99
Contractor Oversight 3A Complete by 5/30/99
and monitoring 3B Completed
3C Complete by 5/30/99
3D Complete by 4/30/99
3E Completed
Prohibited Services 4A Complete by 2/10/2000
4B Completed
Financid Systems | 5A | Complete by 7/30/99
Closeout Procedures | 6A | Completed
Interagency Agreements | 7A | Complete by 5/30/99
Review of Individud 8A Completed
Contract Actions
3B Completed

Our primary objective in conducting this review was to determine if the recent contracting reforms
implemented by HUD provided adequate controls and safeguards to prevent fraud, waste and abuse,
and have improved procurement systems and controls. We reviewed recent procurement activity that
addressed our previous recommendationsin the following aress.
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Need Determination, Planning and Periodic Assessment;
Cost Consciousness,

Contractor Oversght and Monitoring;

Financid Systems,

Interagency Agreements, and

Individual Contract Actions

We determined tha the Depatment had implemented or was implementing action to address the
recommendations in our prior report. However, we adso determined that the Department <till needs to
make sure that the new policies and procedures being implemented were being followed consstently by
al organizations in the Department. Further, it must take action to assure that procurement decisons
are based on sound business judgments, not expediency.

99-PH-163-0002 Page 32



Appendix A

|QC Reviews

Multiple | QCs - Resear ch Information Services and Clearinghouse Oper ations

Contracts 21229 and 21146 are multiple awards for indefinite quantities of clearinghouse services for
research information.

Award Date Contractor Term IQC Taskd/
Award Obligated
Amount
September 30, Aspen 60 Months $500,000- |5
1998 Systems $75,000,000 | $ 2,832,310
December 23, ICF 60 Months $500,000 - 0
1998 $75,000,000 | $0
Obsarvations
Contract files did not detaill maximum award authority determinations
Statement of work was broad
IQC not awarded to a reasonable number of contractors
HUD bound by high 1QC minimums (exceeding $50,000)
Task competed for IQC award may not be appropriate

Maximum award authority not detailed

Contract files did not document how the maximum award authority of $75 million was cdculated. The
request for contract services and independent government estimate only included estimated costs of
$2.9 million for the firgt task which was competed &t the time of initial awvard. A pre-award contract file
checkligt listed $50 million, not $75 million, but beyond thet there was no explanation of how the
maximum award amount of $75 million was determined. A broad statement of work combined with a
high maximum ordering authority alows program offices to fit virtudly any task into an exigting 1QC.

Broad statement of work

The contract description of services (Section B-1) states the contractor shall provide research
information services and clearinghouse operations for adl HUD initiatives and programs (underline
added). Discussons with the contracting specidist indicated HUD could award virtualy any task
associated with research information and dissemination from this award.
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Reasonable number of contractors

There were only three bidders, two of whom were determined to be acceptable. Competition may be
difled by awarding an 1QC with potentid contract authority of $75 million which is predicated on a
contractor’s ability to perform a specidized task that the GTR believed may not be gppropriate for
incluson in amultiply awarded 1QC.

HUD bound by high |QC minimums

HUD isrequired to award the minimum amount to al contractors in multiply awarded 1QCs. Therefore,
HUD must award at least $500,000 in contract tasks to both contractorsin this IQC.

Task competed for IQC award may not be appropriate

GTR correspondence in the contract file questioned the agppropriateness of a HUD user task being
included in a multiply awarded 1QC, as the anticipated work tasks could not be tasked to different
contractors.
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Multiple |QCs - Technical AssistancelHAs

Contracts 21170, 21171, 21172, 21174 and 21175 are multiple awards for technical assistance to
IHAS.

Award Date Contractor Term IQC Tasksd/
Award Obligated
Amount Amount
May 6, 1998 | Johnson, Bassn | 60 Months $50,000 - 1
& Shaw $25,000,000 | $ 300,000
May 6, 1998 | Pricewaterhouse | 60 Months $50,000 - 6
$25,000,000 | $ 1,315,379
May 6, 1998 | ICF 60 Months $50,000 - 3
$25,000,000 | $1,273,733
May 6, 1998 | Steven Winter 60 Months $50,000 - 1
$25,000,000 | $ 300,000
May 6, 1998 | ACKCO 60 Months $50,000 - 1
$25,000,000 | $ 400,000
Obsarvations
Contract files did not detall maximum award authority determinations
Contract award process exceeded one year

Maximum award authority not detailed in contract files

Contract files did not contain documentation detailing how the maximum award authority of $25 million
was determined. The request for contract services listed $10 million in anticipated procurement needs,
but the derivation of that amount was not detailed ether. The former GTR stated she did not recall how
the $25 million maximum was determined but thought it was probably a best guess which included a
“safety net” of award authority to alow the program offices to procure tasks without going through the
lengthy competitive process.

Contract services were requested more than a year before the contract was executed

The request for services was dated July 1996 amost two years prior to the May 1998 award date.
The former GTR dstated that it seemed to take forever to award contracts as it was very time consuming
to arrange times when the Technicd Evauation Panels could meet and review contractor proposas.
Additionaly, the former GTR sated that OPC was understaffed and it was difficult to obtain OPC's
timely input into procurement needs.
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Multiple | QCs - Program Evaluation

Contracts 00089, 21192, 21193, 21194, 21195 and 21196 are multiple awards for evaluations of
multifamily programs not to exceed $25,000,000.

Award Date Contractor Term 1QC Taskd/
Award Obligated
Amount Amount

August 14,1998 | ABT Associates 60 Months $250,000 - 2
$25,000,000 | $55,400
August 14, 1998 | Booz, Allen 60 Months $250,000 - 0
$25,000,000 | $0
August 14,1998 | Pricewaterhouse | 60 Months $250,000 - 0
$25,000,000 | $0

August 14, 1998 | Coopers & 60 Months $250,000 - Coopers &
Lybrand $25,000,000 | Price merged
August 14,1998 | Aspen 60 Months $250,000 - 2

$25,000,000 | $254,763
August 14,1998 | Ervin & Associates | 60 Months $250,000 - 0
$25,000,000 | $0

Observations

Contract files did not detaill maximum award authority determinations
Broad Statement of Work

HUD Bound by High 1QC Minimums (exceeding $50,000)
Contract award process exceeded one year

Maximum award authority not detailed

Contract files did not contain documentation detailing how the maximum award authority of $25 million
was caculated. The request for contract services listed $19 million in anticipated procurement needs,
but no details were provided for that amount. The independent Government cost estimate of $165,000
only applied to thefirgt task. The GTR stated he did not know how the total amount was determined as
he was just recently appointed as the contract GTR.

Broad statement of work

The contract scope of work states the services required may cover any of the functions for which the
Office of Multifamily Housing is responsible and may be requested on short notice a any time during the
contract period. The GTR did not believe this scope of services was too generd and stated he recently
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reviewed statements of work which were being developed and were origindly planned as tasks for this
contract, but were determined to be outside of the scope of services.

HUD bound by high |QC minimums

HUD is required to award the minimum amount to al contractors in multiple IQC awards. Therefore,
HUD must award at least $250,000 in contract tasksto dl five contractorsin this IQC.

Request for contract services to executed contracts exceeded one year

The request for services was dated February 1997, or 18 months prior to the August 1998 award.
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GNMA Multiple | OC

We reviewed two GNMA awards of 1QCs prior to its contracting divison reporting to HUD OPC.
Generdly, we did not observe the same problems identified during our reviews of the other multiply
awarded 1QCs. In fact, it appears that GNMA had adopted many of the best practices recommended
by the Office of Federd Procurement Policy. Specificaly:

to streamline procurement award time and reduce proposal costs, GNMA required written
proposals not to exceed 30 pages and then held ora presentations with bidders determined
to be in the competitive range. OPC daff responsible for awarding GNMA  contracts
provided feedback from one contractor that stated they had reduced their proposal costs
$200,000 or 67 percent through this process.

minimum 1QC amounts were routinely set at $10,000 to make the contracts vaid and to
avoid binding the government to higher amounts.

the request for contract services provided detailed cost estimates how the maximum award
amounts were determined.

Multiple | QCs - Business Consulting

Contracts 21403, 21404, 21405 and 21406 are multiple awards for indefinite quantities of business
consulting services.

IQC Taskd
Award Obligated
Award Date Contractor Term Amount Amount
October 9,1998 | BErvin& 60 Months $10,000 - 2
Associates $6,700,000 | $ 1,000,000
October 9, 1998 | Channd Link | 60 Months $10,000 - 0
Capital $6,700,000 | $0
October 9, 1998 | Engineered 60 Months $10,000 - 0
Business $6,700,000 | $0
Sysems
October 9, 1998 | Touchstone 60 Months $10,000 - 1
Fnancid $6,700,000 | $ 300,000
Group
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Multiple |QCs - Advisory Services

Contracts 21414 through 21417 are multiple GNMA awards for advisory services.

IQC Taskd
Award Obligated
Award Date Contractor Term Amount Amount
October 13, 1998 | Erngt & Young 60 Months $ 10,000 - 1
$23,000,000 | $1,931,020
October 13, 1998 | Ervin & 60 Months $ 10,000 - 0
Associates $23,000,000 | $0
October 13, 1998 | KPMG Peat 60 Months $ 10,000 - 0
Marwick $23,000,000 | $0
October 13, 1998 | Pricewaterhouse | 60 Months $ 10,000 - 1
Coopers $23,000,000 | $ 731,021
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Individual Contract Actions

CONTRACT|C-OPC-21077||C-OPC-18521||C-OPC-21297
TASK 2 TASK 5 TASK 1

PROGRAM OFFICE CPD CPD HOUSING
FILE REQUIREMENT
Request Y|Y Y NI Y]Y
Proposal Y N || Y N JY N
Work Plan Y | Y Y NI Y]Y
Contract/Mods Y| Y Y N|Y]|]Y
Deliverables Y | Y Y N | Y N
Notes - Contractor Y N [Y NI Y]Y
Deliverable Acceptance Y N [|Y NJ|Y]|]Y
Inspection Reports Y N [Y N | N
Status Reports to Program Y N Y N Y N
Status Reports to Contracting Y N [Y N Y N
Deliverable Distribution List Y N || Y N | Y N
Final Assessment N Y N (Y N
Payment Register Y N [|Y NJ|Y]|]Y
Contracting Admin Recommendations Y N || N Y| Y
SUMMARY: REQUIRED 13 13 13

MAINTAINED IN FILE 4 0 7
NOT MAINTAINED IN FILE 13 6
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CONTRACT|C-OPC-21289|C-OPC-21289|C-OPC-18397
TASK 1 TASK 2 TASK 75
PROGRAM OFFICE| PD&R PD&R ADMIN
FILE REQUIREMENT
Request Y| VY Y| Y Y| Y
Proposal Y| Y Y| Y Y N
Work Plan Y| Y Y| Y N
Contract/Mods Y| Y Y| Y Y N
Deliverables Y NI Y]Y Y| Y
Notes - Contractor Y N Y NI Y]Y
Deliverable Acceptance Y N |[lY NI Y]Y
Inspection Reports Y N [|Y NJ|Y]|]Y
Status Reports to Program Y N [Y N[|Y]|Y
Status Reports to Contracting Y N Y NI Y]Y
Deliverable Distribution List Y N [|Y NI Y]Y
Final Assessment Y N [ N N
Payment Register Y| Y Y | Y Y| Y
Contracting Admin Recommendations Y N [|Y N [ N
SUMMARY: REQUIRED 14 13 11
MAINTAINED IN FILE 5 6 9
NOT MAINTAINED IN FILE 9 7 2
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CONTRACT|C-OPC-18363||C-OPC-21359|C-OPC-18462
TASK 11 TASK 1 TASK 8
PROGRAM OFFICE]| HOUSING HOUSING ADMIN
FILE REQUIREMENT
Request Y| VY Y| Y Y| Y
Proposal N Y| Y Y| Y
Work Plan Y| Y Y | Y Y| Y
Contract/Mods Y| Y Y| Y Y| Y
Deliverables Y| Y Y | Y Y| Y
Notes - Contractor Y|Y Y| Y Y| Y
Deliverable Acceptance Y NI Y]|]Y Y| Y
Inspection Reports Y Nf[|Y]|]Y Y N
Status Reports to Program Y| VY Y| Y Y| Y
Status Reports to Contracting Y|Y Y| Y Y| Y
Deliverable Distribution List Y| Y Y| Y Y| Y
Final Assessment N N N
Payment Register Y NI Y]Y Y| Y
Contracting Admin Recommendations Y| Y N N
SUMMARY: REQUIRED 12 12 12
MAINTAINED IN FILE 9 12 11
NOT MAINTAINED IN FILE 3 0 1
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CONTRACT]| I-OPC-21351 || I-OPC-21354 |C-OPC-21147
PROGRAM OFFICE]| HOUSING PD&R CPD
FILE REQUIREMENT
Request Y| VY Y| Y Y| Y
Proposal N Y NJ|Y]|]Y
Work Plan Y| Y Y NI Y]Y
Contract/Mods Y| Y Y| Y Y| Y
Deliverables Y| Y Y NI Y]Y
Notes - Contractor Y|Y Y| Y Y| Y
Deliverable Acceptance Y N |[lY NI Y]Y
Inspection Reports Y N [|Y N [ Y N
Status Reports to Program Y N [Y N[|Y]|Y
Status Reports to Contracting Y N Y NI Y]Y
Deliverable Distribution List Y| Y Y N || Y N
Final Assessment N N N
Payment Register Y| Y Y NI Y]Y
Contracting Admin Recommendations Y N [|Y N [ N
SUMMARY: REQUIRED 12 13 12
MAINTAINED IN FILE 7 3 10
NOT MAINTAINED IN FILE 5 10 2
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Asof March 1999

L sy |

| Deputy Secretary |

Office of the Chief Procurement Officer

N
V. Stephen Carberry
|
Office of Procurement and Contracts
NC
Craig E. Durkin
|
[ I ]
Administrative Support Division OPC Policy and Field Program Support Division
NCA Operations Division NCS
NCP
I
[ | 1
Administration and New York Contracting Atlanta Contracting Denver Contracting Administration and
Operations Branch Operations Operations Operations Operations Branch
NCAA 2ANC 4ANC 8ANC NCSA
Planning and Award Branch Planning and Award Branch
NCAP New York Philadelphia Atlanta Fort Worth Denver Denver Contract NCSP
Operations Branch Operations Branch Operations Branch Operations Branch Placement Branch | | Administration Branch

2ANCO 3ANCO 4ANCO 6ANCO 8ANCP 8ANCA

New York Philadelphia Atlanta Fort Worth Denver Denver

Team Team Team A Team A Team A H Team
2ANCOA 3ANCOA 4ANCOA 6ANCOA 8ANCPA BANCAN

Chicago Chicago Atlanta Fort Worth Denver Kansas City

Team B Team A Team B Team B Team B H Team

5ANCB 5ANCA 4ANCOB 6ANCOB 8ANCPB TANC

Seate

- Team

0ANC
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Auditee Comments

Comments

Introduction:

L] First paragraph: Although the CPO was hired in March 1998, the Office of the
CPO and its reporting structure was not approved until June of 1998.
Delegations of authority for the new structure took effect in October of 1998.
The chart depicted in Appendix C should read “as of March, 1999."

Section 1-Contract Management Review Board (CMRB)
u Page 3, middle paragraph reads as follows:

While the CMRB has successfully obtained program office cooperation in submitting
strategic plans that identify and value anticipated procurement actions, its lack of
involvement has limited its success in other aspects of contract administration. Its only
significant invoivemnent in procurement actions comes during the planning stage, when
procurement plans are described conceptually, but lack the detail and information that is
available when task orders are being processed for award. Without being involved in all

facets of the procurement process, the CMRB will not be able to effectively carry out its
mission.

This paragraph captures the main theme of this section of the IG report, and (in
our view), its central misunderstanding. First, the main purpose of the CMRB is
to strengthen the Department’s needs assessment and procurement planning
processes. The draft report seems to acknowledge significant improvement in
these areas. The CMRB was never conceived as a vehicle for “contract
administration” or day to day management of the Department's acquisitions.
The Department's program offices and the Office of Procurement and Contracts
are (and should remain) responsible for writing effective work statements,
analyzing/ negotiating costs, awarding and administering contracts. The current
Inspector General strongly supported the establishment of the CPO position and
the notion that the CPO have operational control of contracting and be
accountable for its operations. |t is paradoxical that this report recommends
subordinating much of this control and accountability to members of a Board who
have neither the time nor expertise to assume these responsibilities.

n Page 4-The paragraph at the bottom on CMRB thresholds is misleading. All
planned actions over $100,000 contained in the strategic procurement plans
were reviewed by the CMRB. In addition, actions over $1 Million contained zero-
based needs assessments. Therefore, the last sentence should be revised to
indicate that what is being discussed is CMRB review of actual work statements.
That sentence and the subsequent chart should also indicate an “as of” date,
since more than one specific action has been reviewed at this point.
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Page 5-the chart on Carryover Procurement is terribly misleading. The CMRB
reviewed and approved "New Actions” for CPD of $31.1Million {nct $100,000),
for Housing Headquarters of $73.6 Million (not $15.8 Million), and for PIH of
$65.8 Million (not $5.1 Million).

Page 6-Recommendations:

1A-"The CMRB is actively involved throughout the procurement process to
include planning, implementation and monitoring.” We concur.

IB-"Strategic planning is initiated early enough so that the CMRB has the ability
to review anticipated procurements and viable alternatives.” We concur.

IC-"The CMRB oversees the pre-award of significant Headquarters and field
contracting actions (when contract type, statement of work, independent
Government estimate, etc., are available for review and evaluation).” We
disagree for the reasons outlined above. Contracting in the Field is almost
exclusively in support of the Office of Housing's mortgage insurance and real
estate owned operations. Contract types are well-established and needs are
market-driven. Although the CMRB has reviewed Housing’s overall estimates
for this activity, their review of individual contract actions would add no value and
most likely impair the Field’s ability to react in a timely and effective manner.
The draft also provides no findings regarding deficient work statements or cost
estimates which could conceivably have been rectified by CMRB review.

ID-"The CMRB reviews a representative sample of completed actions fo
evaluate procurement outcomes.” We concur.

Section 2-  The Department’s Cost Analysis and Evaluation of Significant Contracting

99-PH-163-0002

Actions

We believe that this entire section should be removed from the report. The draft
report argues that the Department did not conduct sufficient analysis before
proceeding with the decision to proceed with the management and marketing
(M&M) procurement and the solicitation for contract adminstrators for project-
based Section 8 Assistance payments. The M&M procurement was approved by
the CMRB. The contract administrator requirement is not a Federal
pracurement. However, the Office of Housing has solicited our advice
throughout the process to assure that appropriate safeguards are built into the
evaluation process and the resulting agreements. The decisions to proceed with
both requirements were vetted at the highest levels of the Department. There is
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no suggestion that any existing legal or regulatory requirement was ignored. If
the authors of the report continue to believe that the Department should have
done more that it was required to do, we suggest you address this matter to the
Assistant Secretary for Housing. In any event, we do not believe that the
Department should conduct an A-76 cost comparison when none is required.

Section 3-Indefinite Quantity Contracts

Page 17-1G observations and our comments (which also apply to the relevant
examples in Appendix A) are as follows:

“Contract files lacked details of maximum award authority determinations”
There is no existing requirement that such determinations be documented.

“Clear statements were lacking about whether maximum awards were for each
contract or cumulative and how OPC was going to assure that maximum
amounts were not exceeded”

We disagree. Contracts are very specific about the maximum ordering limitation
that applies to that contract. Contract specialists routinely check to assure that
there is sufficient ordering authority before processing a new task order. Where
is there an example of exceeding the maximum?

“The description of services to be provided by the contractor were too broad and
could probably fit any future tasks”

We disagree that the statements of work are too broad. They are certainly more
defined than numerous GSA schedule contracts which are routinely recognized
by OFPP as fine examples of reinvention and much-needed procurement
streamlining.

«Awards were made to an insufficient number of contractors”

Strongly disagree. After a full and open competition which complied with all
requirements concerning solicitation and advertising, we awarded contracts to 2
of the 3 offerors (the third was technically unacceptable). Previously, there had
only been one incumbent of this IQC. Competition was increased 100% and we
awarded contracts to all the offerors who could perform the work.

“Minimum order quantities were unnecessarily high”
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Disagree. Where is the basis for this conclusion. If the ordering period of these
contracts had expired without our ordering the minimum the observation would
be valid. They haven't and it isn't.

“Some contract awards took more than cne year”

Agree.

Page 17-The third paragraph indicates that we often advised program offices to
establish maximum ordering that “are artificially high to avoid any possibility of
exceeding the maximums.” We have had several experiences with including a
relative low estimate for the maximum in the RFP only to have the ordering
ceiling reached very quickly due to the development of legitimate requirements
which could not have been anticipated at the time we solicited for proposals.
Because the ordering period often extends over a 5 year period, we do advise
our clients to consider these uncertainties and not artificially constrain
themselves by providing a low estimate which would compel us to conduct a
time-consuming and costly full and open recompetition well before the ordering
period has expired. We believe that this is sound advice, does not inhibit
competition (if anything it makes the requirement more attractive), and does not
affect the Department’s ability to entertain other procurement options if
necessary.

Page 17-The fourth paragraph should be deleted. There is no position of GNMA
Director of Contracts. The individual who is quoted is an employee of OPC who
reports to the Director of the Administrative Services Division. These are the
CPO/OPC official comments concerning the draft reports observations and
recommendations.

IG recommendations and our responses are as follows:

“3A-Implement procedures to evaluate IQC awards to ensure they incorporate
elements that provide the Department with the needed flexibility while providing
the best value to the Department. Contract files should provide an analysis of
how maximum awards were determined and whether the maximum is to be
intended for each contract or the cumulative total. Additionally, minimum IQCs
should not necessarily commit the Department.”

We believe that existing procedures are sufficient to achieve the objective noted
in the first sentence of the recommendation. We will develop guidance related to
establishing a maximum. We have always agreed that minimums should not
unnecessarily commit the Department. Absent an observation that this has

Page 50



Appendix D

5

occurred, we do not believe that any additional controls are necessary.

“3B-Consider using oral proposals and limited written proposals to reduce the
contract award process.”

We have not only considered it, we have done it. It is more cften effective in
dealing with task order or Federal Supply Schedule competitions when the
known universe of prospective offerors is relatively small.

“3C-Solicit input from awardees on ways to improve the ordering process”

We concur.

“3D-Make a reasonable number of awards to ensure competition throughout the
ordering process’

We believe that we have done this and that existing policies and practices will
assure that we continue to do it.

Section 4-Contract Monitoring and Oversight

We concur completely with the observations and recommendations contained in
this section. We only suggest that references to OPC be changed to CPO.
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