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BRIEFLY...

Highlights of Report Number 26-11-002-03-370, issued
to the Assistant Secretary, Employment and Training
Administration (ETA).

WHY READ THE REPORT

Adams and Associates, Inc. (Adams) operates the Red
Rock Job Corps Center (Adams Red Rock). This report
discusses how Adams did not ensure best value was
received by the government when awarding
sub-contracts and purchase orders. We questioned
costs totaling $334,675 due to non-compliance with
applicable sections of the Federal Acquisition
Regulations (FAR). The report also discusses process
improvements Adams Red Rock, ETA, and Job Corps
need to make to ensure Adams Red Rock’s future
sub-contract and purchase order awards comply with
applicable sections of the FAR.

WHY OIG CONDUCTED THE AUDIT
Our audit objective was to answer the following
guestion:

Did Adams Red Rock award sub-contracts and claim
costs in accordance with the FAR?

Our audit work was conducted at the Adams Red Rock
Job Corps Center in Lopez, Pa., and at the Philadelphia
Regional Office of Job Corps in Philadelphia, Pa.

READ THE FULL REPORT
To view the report, including the scope, methodology,
and ETA and Adams full responses, go to:

http://www.oig.dol.gov/public/reports/oa/2011/26-11-
002-03-370.pdf.

September 2011

ADAMS AND ASSOCIATES DID NOT ENSURE BEST
VALUE IN AWARDING SUB-CONTRACTS AT THE RED
Rock JoB CORPS CENTER

WHAT OIG FOUND

Adams Red Rock improperly awarded both of the
sub-contracts managed during our review period. For
the two sub-contracts, we questioned $216,780
because the center had not established fair and open
competition. Cost or price analysis and responsibility
checks of the sub-contractors’ ability to satisfactorily
perform the contracts were not performed. Both of
these sub-contracts were for physician services,
including mental health. As such, it was critical for the
center to ensure its students received adequate care by
evaluating the bids based on the quality of services to
be provided as well as cost.

Issues were found in the award of purchase orders to
vendors for 13 of the 54 expenditures more than $3,000
statistically selected. For 11 of these expenditures, the
center did not adequately justify selection of the food
vendor that was awarded a blanket purchase
agreement. For two expenditures, Adams Red Rock did
not adequately justify sole-source procurement as
required by the FAR. We questioned the $117,895 in
total costs for the 13 expenditures.

These conditions occurred because Adams Red Rock
did not establish a control environment, including
procedures and oversight, to ensure compliance with
the applicable FAR sections. In addition, neither ETA
contracting personnel nor Job Corps regional staff
adequately monitored Adams Red Rock procurement
activities.

WHAT OIG RECOMMENDED

We recommended the Assistant Secretary for
Employment and Training recover the costs we
guestioned, as appropriate; direct Adams and Adams
Red Rock to establish procedures, training, and
oversight to ensure compliance with the applicable FAR
sections; and direct ETA contract personnel and Job
Corps regional staff to review all future Adams Red
Rock sub-contracts for FAR compliance and approval
prior to award.

ETA generally agreed with our findings and accepted in
full or in part all of our recommendations. Adams
disagreed with our findings and stated that the FAR
pertains to contract award decisions by government
contracting officers and not to sub-contract award
decisions by Adams.
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U.S. Department of Labor Office of Inspector General
Washington, D.C. 20210

September 30, 2011

Assistant Inspector General’s Report

Ms. Jane Oates
Assistant Secretary

for Employment and Training
200 Constitution Avenue, N.W.
Washington, D.C. 20210

Job Corps is a residential training program for disadvantaged youth where employability
skills are developed. Its training activities and living facilities are housed within 125
centers throughout the country. The Job Corps program is administered by the
Department of Labor’s (DOL) Employment and Training Administration (ETA) per
authorization of the Workforce Investment Act (WIA). Within ETA, the Office of Job
Corps manages the program, and consists of a national office and 6 regional offices.
The Job Corps program’s budget for FY 2010 totaled about $1.7 billion.

Adams and Associates, Inc. (Adams) operates the Red Rock Job Corps Center (Adams
Red Rock). Adams’ contract with Job Corps to operate the center covers the 5-year
period from May 1, 2010, to April 30, 2015. The contract value totals approximately $49
million, including $19 million for the base 2-year period and $10 million for each of the 3
option years.

Center operators are required to adhere to applicable sections of the Federal
Acquisition Regulations (FAR) when procuring goods and services and claiming costs to
ensure best value is received by the Federal government.” In addition, center operators
are required to comply with Job Corps’ Policy and Requirements Handbook (PRH),
contract provisions specifying compliance with the FAR, and their own standard
operating procedures (SOP).

Our audit objective was to answer the following question:

Did Adams Red Rock award sub-contracts and claim costs in accordance with the
FAR?

' The OIG and ETA agreed that the FAR sections cited in this report are applicable to contracted center operators.
The OIG is conducting additional work to determine if other parts of the FAR are applicable and will report on these
issues separately.

1 Adams Red Rock Sub-Contracting
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To address our audit objective, we reviewed criteria that were applicable to Adams Red
Rock procurement activities as of May 2011. This included Job Corps’ Policy and
Requirements Handbook (PRH), FAR, contract provisions, and Adams Red Rock’s
standard operating procedures (SOP). We also analyzed Adams and Job Corps
Regional Office assessments of Adams Red Rock operations and performed process
walkthroughs with key Adams Red Rock and Adams officials, as well as ETA and Job
Corps regional office staff. We tested each of the sub-contracts and expenditures for
compliance with the sections of the FAR applicable to Adams Red Rock’s contract (Part
52, Solicitation Provisions and Contract Clauses and Part 44, Subcontracting Policies
and Procedures). Our testing determined whether sub-contracts were awarded based
on fair and open competition; whether cost or price analysis was performed and
documented; whether responsibility checks were executed to determine the
sub-contractors’ ability to satisfactorily perform the contract (e.g., past performance,
technical requirements, ability to comply with proposed performance and delivery
schedules); and whether documentation was maintained to support claimed costs.

The audit covered sub-contracts managed and expenditures incurred by Adams Red
Rock from May 1, 2010, to December 31, 2010. We examined both sub-contracts,
totaling $216,780, awarded by Adams Red Rock during this period. In addition, we
reviewed a statistical sample of 54 expenditures above $3,000, totaling $448,550, from
103 expenditures totaling $747,177. These expenditures were generally initiated by
purchase orders and were separate items from the two sub-contracts we reviewed.
Adams’ contract to operate Adams Red Rock was not included in our review because it
was awarded by ETA.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objective. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objective. Our
objective, scope, methodology, and criteria are detailed in Appendix B.

RESULTS IN BRIEF

Adams Red Rock did not ensure best value was received by the government when
awarding sub-contracts and purchase orders. We questioned costs totaling $334,675°
due to non-compliance with the FAR.

Adams Red Rock improperly awarded both of the sub-contracts managed during our
review period. For the two sub-contracts, we questioned $216,780 because the center
had not established fair and open competition. Cost or price analysis and responsibility
checks of past performance were not performed. Both of these sub-contracts were for
physician services, including mental health. As such, it was critical for the center to
ensure its students received adequate care by evaluating the bids based on the quality

2 A final determination will be made by ETA as to the amount of excess funds paid by contractor to be recovered
while recognizing the value of goods and services received.

2 Adams Red Rock Sub-Contracting
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of services to be provided as well as cost. Potential responsibility checks for physician
services included technical skills, experience, and past performance in the following
areas: providing services to a diverse student population, ages 16-24; completing
similar type contracts; writing and supervising treatment plans; and providing individual
and group therapy and training. Red Rock officials stated the center does not use
evaluation factors and awards sub-contracts to the lowest bidder.

Issues were found in the award of purchase orders to vendors for 13 of the 54
expenditures above $3,000 statistically selected. For 11 of these expenditures, the
center did not adequately justify selection of the food vendor that was awarded a
blanket purchase agreement (BPA). For two expenditures, Adams Red Rock did not
adequately justify sole-source procurement as required by FAR. We questioned the
$117,895 in total costs for the 13 expenditures. The $117,895 represented 26.3 percent
of the $448,550 in expenditures tested. Based on our statistical sample, we projected
that there were 22 expenditures where vendor selection did not comply with applicable
sections of the FAR, resulting in $196,606 in potential questioned costs.

These conditions occurred because Adams Red Rock did not establish a control
environment, including procedures and oversight, to ensure compliance with applicable
sections of the FAR. In addition, neither ETA contracting personnel nor Job Corps
regional staff adequately monitored Adams Red Rock procurement activities for
compliance with applicable sections of the FAR.

We recommend the Assistant Secretary for Employment and Training recover the costs
we questioned, as appropriate; direct Adams and Adams Red Rock to establish
procedures, training, and oversight to ensure compliance with applicable sections of the
FAR; and direct ETA contract personnel and Job Corps regional staff to review all future
Adams Red Rock sub-contracts for FAR compliance and approval prior to award.

In response to the draft report, the Assistant Secretary for ETA agreed in full or in part
with our findings and accepted our recommendations. ETA will review ETR SOPs to
ensure they minimally meet the requirements of FAR Subparts 44.303 and 52.244-5,
ensure Adams provides appropriate procurement training, and provide additional tools
to ETA regional contracting officials to ensure a thorough review of potential
sub-contract agreements. In addition, ETA will provide Adams the opportunity to provide
additional information and will make a final determination as to the amount of excess
funds paid by the contractor to be recovered while recognizing the value of goods and
services received.

Adams disagreed with our findings and conclusions. Adams stated that each of the FAR
sections we cited pertained to contract award decisions by government contracting
officers at the prime contract level, and not to sub-contract award decisions by Adams.
Adams said the FAR requirements did not contractually flow-down to Adams and were
not relevant to Adams’ management and operation of Adams Red Rock.

3 Adams Red Rock Sub-Contracting
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See Appendix D for ETA’s response in its entirety. See Appendix E for Adams’
response in its entirety.

RESULTS AND FINDINGS

Objective — Did Adams Red Rock award sub-contracts and claim costs in
accordance with FAR?

Adams Red Rock JCC improperly awarded sub-contracts resulting in more than
$334,000 in questioned costs.

Finding — Adams Red Rock did not comply with applicable sections of the FAR
when awarding sub-contracts and purchase orders.

Based on our testing, Adams Red Rock maintained documentation to support claimed
costs had been incurred. However, the center improperly awarded the two
sub-contracts managed during our review period. We questioned $216,780 because the
center had not established fair and open competition. Specifically, cost or price analysis
and responsibility checks of the sub-contractors’ ability to satisfactorily perform the
contracts were not performed. Adams Red Rock officials stated the center awards
sub-contracts to the lowest bidder, unless there is a known problem with the lowest
bidder. Adams Red Rock also did not comply with FAR Subparts 44.202-2 (a) (7) and
(11) when awarding purchase orders to vendors for 13 of the 54 expenditures more
than $3,000 we statistically selected. Since the center did not adequately justify proper
procurement of the BPA for 11 expenditures and did not properly justify sole sourcing
for 2 expenditures, we questioned $117,895. In total, we questioned $334,675 in
claimed costs relating to Adams Red Rock’s non-compliance with applicable sections of
the FAR.

These conditions occurred because Adams Red Rock did not establish a control
environment, including procedures and oversight, to ensure compliance with applicable
sections of the FAR. Also, neither ETA contracting personnel nor Job Corps regional
staff adequately monitored Adams Red Rock’s procurement activities for compliance
with applicable sections of the FAR.

Job Corps Centers Are Required To Comply With Applicable Sections of the FAR

The FAR is applicable to Job Corps center operators because it is required by the PRH
and their contracts. The Adams contract to operate Adams Red Rock specifically states
in section E-6, Procurement and Property Management:

The center shall establish systems to procure property, services, and
supplies in a cost-efficient and environmentally-friendly manner in
accordance with government policies. The contractor shall also establish
systems to provide procedures for receipt and accountability of

4 Adams Red Rock Sub-Contracting
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government-owed property, material, and supplies, in_accordance with
PRH 5.6.

The PRH section 5.6 R1 states, “Center operators and OA/CTS contractors shall follow
all applicable procurement regulations, to include those contained in the FAR.”
Applicable FAR requirements for centers procuring supplies or services and claiming
costs include the following:

FAR Subpart 52.244-5, Competition in Subcontracting

FAR Subpart 52.244-5 as prescribed in FAR Subpart 44.204(c) — The Contractor
shall select subcontractors (including suppliers) on a competitive basis to the
maximum practical extent consistent with the objectives and requirements of the
contract.

FAR Part 44, Subcontracting Policies and Procedures

FAR Subpart 44.202-2(a) (5) — Obtain adequate price competition or properly
justify its absence.

FAR Subpart 44.202-2(a)(7) and FAR Subpart 9.104-1 — Obtain a sound basis
for selecting and determining the responsibility of the particular subcontractor,
including past performance, technical requirements, and ability to comply with
proposed performance and delivery schedules.

FAR Subpart 44.202-2(a) (8) — Perform adequate cost or price analysis or price
comparisons and obtain certified cost or pricing data and data other than certified
cost or pricing data.

FAR Subpart 44.202-2(a) (11) — Adequately and reasonably translate prime
contract technical requirements into subcontract requirements.

FAR Subpart 44.201-1(b) Consent requirements — If the contractor does not have
an approved purchasing system, consent to subcontract is required by the
contracting officer.

FAR Subpart 52.216-7, Allowable Cost and Payment

Subpart 52.216-7(a) Invoicing (sub-paragraph 1) — The Government will make
payments to the Contractor in accordance with FAR Subpart 31.2.

FAR Subpart 31.2 Contracts with Commercial Organization

e Subpart 31.201-2 Determining Allowability (sub-paragraph d) — A contractor is
responsible for accounting for costs appropriately and for maintaining records,

5 Adams Red Rock Sub-Contracting
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including supporting documentation, adequate to demonstrate that costs
claimed have been incurred, and are allocable to the contract. The
contracting officer may disallow all or part of a claimed cost that is
inadequately supported.

e Subpart 31.201-3(a) Determining Reasonableness — A cost is reasonable if,
in its nature and amount, it does not exceed that which would be incurred by
a prudent person in the conduct of competitive business. No presumption of
reasonableness shall be attached to the incurrence of costs by a contractor.

Adams Red Rock’s Non-Compliance Resulted In $334,675 In Questioned Costs

We reviewed the two sub-contracts, totaling $216,780, managed by Adams Red Rock
during May 1, 2010, to December 31, 2010. Additionally, we reviewed a statistical
sample of 54 expenditures more than $3,000, totaling about $448,550, from a universe
of 103 expenditures totaling $747,177.

Adams Red Rock did not consistently comply with applicable sections of the FAR
resulting in questioned costs totaling $334,675. Table 1 summarizes the types of
non-compliance by Adams Red Rock, as well as the number of instances and the
questioned costs for each type.

Table 1. Instances of FAR non-compliance resulting in questioned costs
Sub-contracts more
FAR than $25,000 /
Non-compliance amount of
guestioned costs

Expenditures more than
$3,000 / amount of
guestioned costs

Sub-contract award not based
on proper responsibility 2 of 2 (100%)
checks $216,780
FAR 44.202-2 (a) (7) and (11)
Blanket Purchase Agreement
award not based on proper
responsibility checks
FAR 44.202-2 (a) (7) and (11)
Inadequate sole source

Not Applicable

Sample: 11 of 54 (20%)

Not Applicable $97,198

Sample: 2 of 54 (4%)

justification. Not Applicable
FAR 44.202-2(a) (7) and (11) $20,697
Totals 2 of 2 (100%) Sample: 13 of 54 (24%)
$334,675 $216,780 $117,895
6 Adams Red Rock Sub-Contracting
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Sub-contracts more than $25,000 where FAR Non-compliance Resulted in Questioned
Costs

The two sub-contracts we questioned were for physician services, including mental
health. It was critical for Adams Red Rock to ensure its students received adequate
care by evaluating the bids based on the quality of services to be provided as well as
cost. We questioned the two sub-contracts because the center did not perform a cost or
price analysis. Additionally, the center did not develop a means of rating the bids or
performing responsibility checks on the past performance of the bidders. The
sub-contracts were for physician services for the center students. As such, it was critical
for the center to ensure students received adequate medical care by evaluating the bids
based on quality of services to be performed as well as cost. Possible responsibility
checks for physician services included past performance providing services to a diverse
student population, ages 16-24; evidence of performance on similar type contracts;
ability to conduct comprehensive mental assessments, write and supervise treatment
plans, and provide individual and group therapy and training; and evidence of a license
to practice in the state and of current liability insurance coverage. We based our
conclusions on the following:

e In 2010, Adams Red Rock awarded a 2-year, $131,108 physician services
contract to Pennsylvania College of Osteopathic Medicine (PCOM). PCOM had
been Adams Red Rock’s physician services provider under the last center
operator. In awarding the sub-contract, Adams Red Rock requested bids on the
FedBizOps website and received two bids. Adams Red Rock awarded the sub-
contract to PCOM even though they were the higher bidder. The center’s bid
records noted that the lower bidder was not awarded the sub-contract because
they were unable to identify a physician for the center and PCOM was a longtime
provider of student health care at the center.

We concluded that Adams Red Rock did not comply with FAR Subparts 44.202-
2(a) (7) and 44.202-2(a) (11) when selecting PCOM. The center did not perform
a cost or price analysis, did not properly document responsibility checks, and did
not properly justify the selection of a higher bid. The lower bidder’s proposal
package did, in fact, identify a physician for the center. Additionally, Adams Red
Rock’s records did not include any documentation indicating the quality of past
services provided by PCOM (e.g., prior center operator assessments, student
surveys) and the center did not obtain approval by a Job Corps Contracting
Officer before awarding the sub-contract to PCOM as required by Adams’
contract to operate the center. As such, we questioned the cost for the
sub-contract of $131,108.

e In 2010, Adams Red Rock awarded a 2-year, $85,672 mental health services
contract to Behavioral Health Services. In awarding the sub-contract, Adams Red
Rock requested bids on the FedBizOps website and received three bids. The
center awarded the sub-contract to the lowest bidder, Behavioral Health
Services. Adams Red Rock officials stated the center awards sub-contracts to

7 Adams Red Rock Sub-Contracting
Report No. 26-11-002-03-370



U.S. Department of Labor — Office of Inspector General

the lowest bidder, unless there is a known problem with the lowest bidder.
Additionally, the center did not obtain approval by a Job Corps Contracting
Officer before awarding the sub-contract to Behavioral Health Services as
required by Adams’ contract to operate the center. As such, we questioned the
cost for the sub-contract of $85,672. We concluded that Adams Red Rock did not
comply with the following FAR Subparts 44.202-2(a) (7) and 44.202-2(a) (11)
when selecting Behavioral Health Services.

Expenditures More Than $3,000 That Resulted In Questioned Costs

As noted, Adams Red Rock did not comply with applicable sections of the FAR when
awarding purchase orders to vendors for 13 of the 54 tested expenditures more than
$3,000. For 11 expenditures in our sample, the center did not perform responsibility
checks on the sub-contractors’ ability to satisfactorily perform the contracts by
developing and employing responsibility checks to assess bids and award the BPA. For
the two other expenditures, the center did not properly justify sole sourcing. The
following summarizes each type of non-compliance:

Improper Awarding of BPA — From our sample of 54 expenditures, Adams Red
Rock purchased food from US Foods under a BPA for 11 expenditures in our
sample. In 2010, Adams Red Rock posted on the FedBizOps website a Request
for Quotation for Food Services and received three bids from US Foods, Sysco,
and Keyco. Upon request by the center, the bidders submitted price quotes for
various food products. The vendors were not consistent in the food products for
which they quoted prices and we found no documentation in the file to support
how the price quotes were used in vendor selection. Adams Red Rock entered
into two separate BPAs with US Foods and Sysco. We found no documentation
in the file to support the rationale for the awarding of the BPAs or to support the
use of responsibility checks (FAR Subpart 44.202). As such, we questioned the
$97,198 paid for food under the BPAs.

Inadequate sole-source justification — From our sample of 54 expenditures,
Adams Red Rock sole sourced two purchases. In both instances, the center was
not in compliance with the FAR (Subparts 44.202-2(a) (7) and 52.244-5 (a))
requirement for fair and open competition. Specifically, the center sole sourced
two purchases of dormitory curtains and comforters from the vendor Skyline
Mills. Justification for the sole-source purchases was documented as the vendor
being the only company able to match the curtains and comforters already in the
dormitories and the price was reasonable. We found no indication in the center
records, such as a price or cost analysis, supporting the price paid was the best
value to the government. Adams Red Rock’s justification for its sole-source
purchases was not adequate justification for a sole-source purchase. As such,
we questioned the $20,697 paid for the comforters.

In total, we questioned $117,895 in costs for the 13 expenditures ($97,198 +
$20,697). The $117,895 represented 26.3 percent of the $448,550 in expenditures

8 Adams Red Rock Sub-Contracting
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tested. Based on our statistical sample, we are 95 percent confident there were
between 16 and 28 expenditures where vendor selection did not comply with
applicable sections of the FAR, resulting in between $141,499 and $251,713% in
improperly awarded purchase orders. Together with the two improperly awarded
sub-contracts, the total cost for improperly awarded purchase orders and
sub-contracts may be as high as $468,493 ($216,780 plus $$251,713).

Adams Red Rock Obtained Adequate Support Prior To Payments for Purchase Orders
between $3,000 and $25,000

We examined a statistical sample of 54 purchase orders between $3,000 and $25,000.
For all 54 purchase orders examined, Adams Red Rock obtained the required
supporting documents prior to payment.

FAR Non-Compliance Caused By Weak Control Environment

These conditions occurred because Adams Red Rock believed that the FAR applied
only to government contracting officers and were not applicable to Adams Red Rock. As
such, Adams Red Rock had not established a control environment, including
procedures and oversight, to ensure compliance with applicable sections of the FAR.
Adams did conduct a Corporate Program Assessment at Adams Red Rock from
February 28 - March 4, 2011. As part of the assessment, sub-contracts and blanket
purchase agreements were reviewed to determine if the sub-contracts were prepared
and executed in accordance with company and DOL policy; if they were signed by
authorized parties prior to performance of services; if goods and services were received
as stipulated in scope of work; and if center goals were met as specified in its center
contract. However, the assessment team did not review the sub-contract files to
determine if they were awarded in compliance with applicable sections of the FAR.

In addition, neither ETA contracting personnel nor Job Corps regional staff monitored
Adams Red Rock’s procurement activities. The Job Corps regional office did not review
the procurement process at Adams Red Rock since Adams was awarded the center
operator contract May 1, 2010. Adams Red Rock did submit its two sub-contracts to the
ETA contracting officer for approval prior to the center awarding the sub-contracts.
However, the contracting officer did not review the sub-contracts to ensure that they
were awarded in compliance with applicable sections of the FAR or to ensure that best
value was obtained. Prior to approval of a center-awarded sub-contract, the contracting
officer reviews the documents provided and signs off on a sub-contractor review
checklist. Per FAR Subpart 44.2, under the terms of cost reimbursable sub-contracts,
the contractor must request the Contracting Officer’'s consent prior to entering into
specified sub-contracts. Prior to approving center sub-contracts, the Contracting Officer
is responsible for reviewing the request and supporting data.

® The midpoint estimate was $196,606.
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RECOMMENDATIONS

We recommend that the Assistant Secretary for Employment and Training require
Adams Red Rock to:

1. Strengthen Adams Red Rock SOPs pertaining to procurement. Revisions need
to include the required documentation and evaluator signatures and the specific
steps to ensure all sub-contracts and purchases resulting in expenditures
between $3,000 and $25,000 are advertised, evaluated, awarded, and costs
supported as required by the FAR.

2. Repay questioned costs as appropriate. This includes ETA making a final
determination as to the amount of excess funds paid by the contractor to be
recovered while recognizing the value of goods and services received.

3. Provide training as needed to ensure procurement staff are proficient on FAR
requirements.

4. Develop procedures for providing and documenting supervisory oversight of
center procurement.

Also, we recommend that the Assistant Secretary require the Regional Job Corps Office
and ETA contracting officer to:

5. Strengthen procedures to ensure Adams Red Rock complies with the FAR when
awarding sub-contracts and purchase orders and claiming related costs. This
should include reviewing Adams Red Rock’s procurement activities for FAR
compliance during on-site center assessments.

6. Review all future Adams Red Rock sub-contracts for FAR compliance prior to
approval.

We appreciate the cooperation and courtesies that ETA personnel and Adams officials

extended to the Office of Inspector General during this audit. OIG personnel who made
major contributions to this report are listed in Appendix F.

Elliot P. Lewis
Assistant Inspector General for Audit
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Exhibit

11 Adams Red Rock Sub-Contracting
Report No. 26-11-002-03-370



U.S. Department of Labor — Office of Inspector General

PAGE INTENTIONALLY LEFT BLANK

12 Adams Red Rock Sub-Contracting
Report No. 26-11-002-03-370



U.S. Department of Labor — Office of Inspector General

Exhibit

Sub-Contracts Awarded Not Using Best Value

Sub-Contractor Total Costs Questioned Costs
Philadelphia College of Osteopathic Medicine $131,107 $131,108
Behavioral Health Services $85,672 $85,672
TOTALS $216,780

Philadelphia College of Osteopathic Medicine (PCOM)

FAR Subpart 44.202-2(a) (5) requires adequate price competition be obtained or
its absence properly justified. We found no evidence within the file to support
adequate price competition.

FAR Subpart 44.202-2(a) (7)) requires the contractor to have a sound basis for
selecting and determining the responsibility of the particular subcontractor. We
found no evidence within the file to support selecting the sub-contractor.

FAR Subpart 44.202-2(a)(8)) requires the contractor to perform adequate cost or
price analysis or price comparisons and obtain certified cost or pricing data and
data other than certified cost or pricing data. We found no evidence within the file
to support cost or price analysis.

In addition, the sub-contract between Adams Red Rock and PCOM was signed
by the Center Director and PCOM on September 27, 2010, and the Philadelphia
Regional Contracting Officer did not approve the consent to place sub-contract
until November 22, 2010.

Behavioral Health Services

FAR Subpart 44.202-2(a) (5) requires adequate price competition be obtained or
its absence properly justified. We found no evidence within the file to support
adequate price competition.

FAR Subpart 44.202-2(a) (7)) requires the contractor to have a sound basis for
evaluating and selecting the particular sub-contractor. We found no evidence
within the file to support selecting the sub-contractor.

FAR Subpart 44.202-2(a)(8)) requires the contractor to perform adequate cost or
price analysis or price comparisons and obtain certified cost or pricing data and
data other than certified cost or pricing data. We found no evidence within the file
to support cost or price analysis.

In addition, the sub-contract between Adams Red Rock and Behavioral Health
Services was signed by the Center Director and PCOM on August 31, 2010, and
the Philadelphia Regional Contracting Officer did not approve the consent to
place sub-contract until November 22, 2010.
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Appendix A
Background

Job Corps is authorized by Title I-C of WIA of 1998 and is administered by ETA'’s Office
of Job Corps under the leadership of the National Director and supported by a National
Office staff and a field network of 6 Regional Offices. The Job Corps program’s budget

for FY 2010 totaled about $1.7 billion.

The purpose of Job Corps is to assist disadvantaged youth ages 16 through 24 who
need and can benefit from a comprehensive program, operated primarily in the
residential setting of a Job Corps Center (JCC), to become more responsible,
employable, and productive citizens by developing employability skills. Its training
activities and living facilities are housed within 125 centers throughout the country.

Adams Red Rock is located in Lopez, Pa., at the top of Red Rock Mountain, 2,449 feet
above sea level, on a former United States Air Force base. On March 15, 2010, Adams
was awarded contract number DOL-J10-PA-0001 to operate Adams Red Rock effective
May 1, 2010. The contract was for operation of Adams Red Rock for the base 2-year
period May 1, 2010, through April 30, 2012, at an estimated cost of $19 million. In
addition, Adams was awarded the 3 option years, for the period May 1, 2012, through
April 30, 2015, at a cost of approximately $10 million per year. Adams Red Rock has an
authorized On-Board Strength of 318 students.
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Appendix B
Objective, Scope, Methodology, and Criteria

Objective
Our audit objective was to answer the following question:

Did Adams Red Rock award sub-contracts and claim costs in accordance with the
FAR?

Scope

The audit covered sub-contracts managed and expenditures incurred by Adams Red
Rock from May 1, 2010, to December 31, 2010. We reviewed the two sub-contracts,
totaling $216,779, managed by Adams Red Rock during this period. In addition, we
reviewed a statistical sample of 54 expenditures more than $3,000, totaling $448,550,
from 103 expenditures totaling $747,177. These expenditures were generally initiated
by purchase orders and were separate items from the two sub-contracts we reviewed.
Adams’ contract to operate Adams Red Rock was not included in our review because it
was awarded by ETA. In addition, no Adams Red Rock sub-contracts were awarded by
ETA.

We performed field work at the Red Rock JCC located in Lopez, Pa., where we
reviewed files, supporting documents, and performed interviews. In addition, we
interviewed the ETA contracting officer located in Philadelphia, Pa.

We considered the internal control elements of control environment, risk assessment,
control activities, information and communication, and monitoring during our planning
and substantive audit phases.

We conducted this performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on the
audit objectives.

Methodology

To accomplish the audit objective, we obtained an understanding of FAR, Job Corps,
and Adams Red Rock’s procurement regulations and policies. We conducted interviews
with Adams Red Rock officials responsible for procurement and invoice payment.

To assess Adams Red Rock’s internal controls over procurement, we interviewed key
center staff; reviewed applicable Job Corps requirements, including the Job Corps PRH,
applicable sections of the FAR, contract provisions, and Adams Red Rock’s SOPs;
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analyzed the most recent Job Corps Regional Office Center Assessment and Adams
most recent corporate center assessment and performed a walkthrough of the
procurement process. We identified and evaluated the internal controls that Adams Red
Rock, Adams, and Job Corps had in place over the monitoring and approval of sub-
contracts as of May 2011.

Specifically, we obtained all supporting documents pertaining to the announcing,
evaluating, awarding, and payment of invoices of the two sub-contracts and 54
expenditures. We tested the two sub-contracts’ files for completeness by conducting a
meeting with the Adams Red Rock contracting officer and reviewing the contract files.
We tested the check register for completeness by verifying check dates that were
issued during our audit period, by verifying that all checks were in sequential order, and
by verifying that missing checks had been voided by Adams Red Rock.

The universe used in our audit consisted of the two sub-contracts and the 103
expenditures more than $3,000. We tested the two sub-contracts. For expenditures we
stratified the universe into 5 strata. Each of the 5 strata was based on the dollar amount
of the expenditures. The schedule provides details on the strata’s range of
expenditures, the number of expenditures in each strata, and the expenditures selected
for audit within each strata.

Number of Number of Checks
Strata Range of Checks Checks in the ;
Selected For Audit
Strata

1. $18,000 - $32,087 2 2

2. $14,000 - $17,999 3 3

3. $9,900 - $13,999 20 12

4. $5,000 - $9,899 36 19

5. $3,000 - $4,999 42 18

Totals 103 54

For sub-contracts issued by Adams Red Rock, we obtained the contract file and all
supporting documentation provided by Adams Red Rock. We reviewed the two sub-
contracts, totaling $216,780, managed by Adams Red Rock during May 1, 2010, to
December 31, 2010. We tested each of the sub-contracts and expenditures for
compliance with applicable sections of the FAR, including awarding sub-contracts
based on fair and open competition, cost or price analysis, and responsibility checks
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(FAR Subpart 44.202-2). We reviewed 100 percent of the invoices for the two sub-
contracts to determine whether payments were supported as required by FAR Subpart
52.216-7.

For purchase orders issued by Adams Red Rock, we obtained the check register for the
audit period. From the check register we removed checks related to payroll, checks less
than $3,000, payments related to the two sub-contracts reviewed, and payments for
utilities. This left a universe of 103 expenditures, totaling $747,177. We used stratified
random sampling to select a sample of 54 expenditures, totaling $448,550.

A performance audit includes an understanding of internal controls considered
significant to the audit objective and testing compliance with significant laws,
regulations, and other requirements. In planning and performing our audit, we
considered whether internal controls significant to the audit were properly designed and
placed in operation. This included reviewing Adams Red Rock’s policies and
procedures related to procurement. We confirmed our understanding of these controls
and procedures through interviews and documentation review and analysis. We
evaluated internal controls used by Adams Red Rock for reasonable assurance that the
awarding of sub-contracts and payment of invoices were done according to Federal and
Job Corps requirements. Our consideration of Adams Red Rock’s internal controls for
awarding of sub-contracts and payment of invoices would not necessarily disclose all
matters that might be reportable conditions. Because of inherent limitations in internal
controls, misstatements, losses, or noncompliance may nevertheless occur and not be
detected.

To achieve the assignment’s objective, we relied on the computer-processed data
contained in Adams Red Rock’s check register. We assessed the reliability of the data
by (1) performing various tests of required data elements, and (2) interviewing Adams
Red Rock financial officials knowledgeable of the data. Based on these tests and
assessments, we concluded the data was sufficiently reliable to use in meeting the audit
objective.

Criteria
We used the following criteria to perform this audit:

e Federal Acquisition Regulations,
e Job Corps Policy and Requirements Handbook, and
e Adams Red Rock Standard Operating Procedures
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Appendix C

Acronyms
Adams Adams and Associates, Inc.
Adams Red Rock Red Rock Job Corps Center, operated by Adams
DOL U.S. Department of Labor
ETA Employment and Training Administration
FAR Federal Acquisition Register
oIG Office of Inspector General
PCOM Philadelphia College of Osteopathic Medicine
PRH Policy and Requirements Handbook
SOP Standard Operating Procedures
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Appendix D
ETA's Response to Draft Report
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Appendix E
Adams Response to Draft Report
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