March 29, 2002

KEITH STRANGE
VICE PRESIDENT, PURCHASING AND MATERIALS

SUBJECT: Management Advisory - Review of Contracts
Associated With Biohazard Threat
(Report Number CQ-MA-02-002)

This is the Office of Inspector General's (OIG) second and
final management advisory on its review of expedited
contracts the Postal Service issued to deal with the
biohazard threat facing the mail, employees, and the public.
This review was self-initiated by the OIG (Project

Number 02BG007CQ001). Our intent was to protect the
interests of the Postal Service by making recommendations
as soon as we identified issues. The purpose of the review
was to determine whether the Postal Service deviated from
standard purchasing procedures in response to the
biohazard threat and identify implications of any deviations.

Results in Brief

The review revealed that contracts and delivery orders were
awarded using deviated purchasing procedures. The Postal
Service used deviated procedures to award the contracts as
quickly as possible in response to the biohazard threat.
However, some of those deviations exposed the Postal
Service to increased financial risk.

The Postal Service issued several contracts and delivery
orders between October and November 2001. The first
report we issued summarized our review of one contract for
irradiation equipment. This report includes our review of
ten service contracts and delivery orders totaling

$70.3 million that were awarded during the same timeframe
as the irradiation equipment contract. Consequently, the
Postal Service did not have sufficient time to implement
corrective actions between the time we issued our first
report and award of the ten contracts and delivery orders
covered in this review. As a result, we identified some of
the same issues previously reported. These issues
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included deviations from standard indemnification
procedures; and contracts and delivery orders that did not
include determinations of price reasonableness, damages
or remedy provisions, and file documentation to support the
rationale for important contract decisions.

We also identified two new issues which included:

e Contract increases totaling approximately
$53.7 million, which lacked supporting documentation
of how the reasonableness of the increases was
determined.

e A $598,780 payment to a supplier for work, which we
were unable to determine was provided as required,
at the Morgan Station, New York Processing and
Distribution Center.

To address these issues and further protect the interests of
the Postal Service, we made six recommendations to
improve purchasing procedures for the contracts reviewed
and future expedited contracts. We recommended that
contract officials document the basis for important contract
decisions, including determinations of price reasonableness;
audit costs incurred by suppliers; and improve procedures
for certifying invoices. Management agreed with our
recommendations and has initiatives in progress,
completed, or planned addressing the issues in this report.
Management's comments, in their entirety, are included in
Appendix B of this report.

While we have made recommendations to improve
purchasing procedures, Postal Service contracting and
environmental officials stated, and we acknowledge, that the
Postal Service has instituted controls to assist with
monitoring contract work. However, the OIG has not
performed an in-depth review of the controls and, as such,
has not validated the effectiveness of these controls.

Background

The Postal Service expects to receive $675 million in
emergency funding from Congress in response to the
biohazard threat facing the mail, employees, and the public.
To deal with this threat, the Postal Service awarded
contracts and delivery orders for gloves and masks for mail
handlers; irradiation services; testing, sampling,
decontamination, and clean-up services; construction
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management; and transporting mail to irradiation facilities in
Lima, Ohio, and Bridgeport, New Jersey.

Of the ten contracts we reviewed, the Postal Service
awarded eight contracts directly to suppliers and used

two existing contracts awarded by other agencies. On
some of these contracts, the Postal Service issued delivery
orders. The two existing contracts awarded by other
agencies include a General Services Administration contract
with IT Corporation, and a United States Coast Guard
contract with Clean Harbors.

The Postal Service awarded the contracts and delivery
orders as quickly as possible because it was operating in an
emergency environment due to the deaths that occurred. In
addition, the Postal Service was receiving direction and
guidance from the White House Office of Science and
Technology Policy Group. As a result, the Postal Service
used expedited contracting procedures in awarding the
contracts and delivery orders. The vice president,
Purchasing and Materials, authorized contracting officers to
make noncompetitive purchases without higher-level
approval when necessary, but urged them to use normal
processes whenever possible.

We recognize efforts made by Postal Service officials to
negotiate contract discounts and institute controls to assist
them in monitoring contract work. For example, according
to contracting officials:

e Postal Service representatives were on-site to
oversee decontamination and cleanup work at the
Morgan Station, New York Processing and
Distribution Center. The representatives provided
assistance with cost control and daily monitoring of
supplier performance. In addition, the Postal Service
negotiated: adjustments to the supplier's overtime
policy; a 10 percent discount on contract labor rates;
a 2 percent discount on invoices paid within 10 days
of receipt; and other credits. These negotiated items
saved the Postal Service approximately $1.66 million
through November 30, 2001.

e The Postal Service has representatives on-site who
will review decontamination work performed by
suppliers at the Brentwood and Trenton Processing
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and Distribution Centers. The representatives will
provide work inspections of security, sampling,
decontamination, remediation, and health and safety
practices and procedures. In addition, the
representatives will review supplier invoices and
monitor contract work.

Objectives, Scope,
and Methodology

The objectives of the review were to determine whether the
Postal Service deviated from standard purchasing
procedures in response to the biohazard threat and identify
implications of any deviations.

We reviewed ten major service contracts and delivery
orders totaling $70.3 million issued in response to the
threat, including contracts for irradiation services;
decontamination and cleanup; construction management;
testing, sampling, and bagging; and transportation.

To accomplish our objectives, we reviewed contract files
and purchasing policies and procedures used to issue these
contracts and delivery orders. We also interviewed Postal
Service contracting officials, management officials, and
Postal Service suppliers.

The review was conducted from November 2001 through
March 2002 in accordance with the President’'s Council on
Integrity and Efficiency, Quality Standards for Inspections.
We discussed our conclusions and observations with
appropriate management officials and included their
comments, where appropriate.

Prior Audit Coverage

The OIG reviewed the letter contract with the Titan
Corporation for the purchase of eight electronic beam
machines and issued Report Number CQ-MA-02-001,
December 28, 2001, on that review. We identified several
instances where contract provisions deviated from standard
contract language or were omitted from the contract. We
recommended that the Postal Service attempt to use
standard contract clauses in future expedited contracts for
irradiation equipment. Management's comments were
responsive to our findings and recommendations.

Previously Reported
Contract Deviations
Identified

We reviewed ten contracts and delivery orders totaling
$70.3 million that were awarded in response to the threat.
These contracts and delivery orders were issued during the
same timeframe as the Titan equipment contract we
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previously reviewed and reported on. Consequently, the
Postal Service did not have sufficient time to implement
corrective actions between the time we issued our first
report and award of the ten contracts covered in this review.
As a result, we identified some of the same issues
previously reported, as follows:

Two contracts totaling $3.8 million indemnify and hold
suppliers harmless for all losses, damages, costs, and
expenses, except to the extent they are negligent or
commit willful acts. According to senior Postal
Service officials, it is not the policy of the Postal
Service to include indemnification language in
supplies and services contracts. The Postal Service
Purchasing Manual addresses indemnification as it
relates to construction contracts but is silent as to
indemnification for supplies and services contracts.
Also, suppliers for these contracts would not provide
services related to the biohazard threat without being
indemnified.

Seven contracts and delivery orders totaling

$66.3 million did not include evidence, such as
technical analyses, to evaluate the reasonableness of
proposed labor hours and material costs. The
contracting officer relied on technical representatives
from the Environmental Management Policy or Safety
Performance Management Offices to determine if
proposed prices were reasonable. The contracting
officer requested documentation from the
representatives to support the price reasonableness
but did not receive it. The explanation the technical
representatives gave, for not providing the necessary
documentation, was that work under these contracts
was being driven by the Center for Disease Control
and other federal agencies. They also stated they
had no experience with this type of biohazard
emergency and, therefore, had no way to determine
the level of labor hours and materials necessary to
accomplish contract work.

The contract with Titan Scan Technologies for
irradiation services did not include provisions for
damages or remedies if services were not performed
as required. According to senior Postal Service
officials, they did not consider including this type of
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protection in the contract. However, the Postal
Service did include protection in a subsequent
contract awarded to lon Beam Applications for
irradiation services. This protection consisted of a
credit remedy in the contract to compensate the
Postal Service for each hour of downtime experienced
in the delivery of irradiation services.

While we understand the need to use expedited contracting
practices to award these contracts, the deviations and
omissions discussed above expose the Postal Service to
increased financial risk. To reduce the risk and further
protect Postal Service interests, we believe contracting
officers should use normal processes whenever possible.
According to senior Postal Service officials, they always
start with normal processes and standard clauses; however,
there are times when the Postal Service is forced to
negotiate with suppliers and deviate from standard contract
terms.

Recommendations

We recommend for the contracts reviewed and future
expedited contracts, the vice president, Purchasing and
Materials, should require contracting officers to:

1. Obtain documentation to support that determinations of
price reasonableness for labor hours and materials were
made and maintain that documentation in contract files.

2. Include provisions for damages or remedies in contracts,
whenever possible, to compensate the Postal Service
when services are not performed as required.

3. Document contract files to support important contract
decisions.

Management's
Comments

Management agreed with our recommendations and will:
(1) obtain documentation validating the hours and material
expended and billed, (2) include such documentation in the
contract files, (3) include provisions for damages or
remedies in contracts when it is considered in the best
interest of the Postal Service, and (4) document important
contract decisions. Within 30 days following receipt of the
final OIG report, a Purchasing Policies and Programs
electronic newsletter will be sent to purchasing employees,
highlighting concerns raised in the report.
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Evaluation of
Management's
Comments

Management's comments are responsive to our findings
and recommendations. The actions taken and planned
should address the issues identified in our report. While
management on the one hand states that very few of its
Purchasing Manual policies were deviated from, it admits on
the other hand that it did not follow normal contract
administration processes such as, obtaining documentation
supporting the reasonableness of labor hour and material
usage estimates prior to commencement of work, and
documenting contract files to support important contract
decisions. We continue to believe that as the immediate
threat subsides, management has the opportunity to award
contracts using standard contracting clauses and
procedures as much as possible, to further protect the
interests of the Postal Service.

Contract Increases
Lacked Supporting
Documentation

Three of ten contracts reviewed had contract increases after
award, totaling approximately $53.7 million that lacked
documentation showing how the reasonableness of the
increases was determined. The contracts were increased to
provide for additional work. While we are not questioning
the scope of work added to the contracts, we are
guestioning how the Postal Service determined the
reasonableness of the $53.7 million in contract increases.

For example, we reviewed the following three contracts
which had significant contract increases without
documentation showing how the increases were determined
to be fair and reasonable:

e Clean Harbors contract for decontamination and
cleaning of the Morgan Station Processing and
Distribution Center. The contract increased from
$5 to $22.8 million.

e |IT Corporation contract for testing, sampling,
decontamination and cleaning of various Postal
Service facilities. The contract increased from $3.3 to
$30.2 million.

e URS Group, Incorporated, contract for testing,
sampling, and bagging. The contract increased from
$525,000 to $9.5 million.
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All three contracts were time-and-materials type contracts.
According to Section 2.4.5 of the Postal Service Purchasing
Manual, time-and-materials contracts provide for purchasing
supplies or services on the basis of direct labor hours at
specified fixed hourly rates and material at cost. This type
of contract should only be used if no other type of contract
will do, because it does not encourage effective control by
suppliers. In addition, when the Postal Service increases
contracts without determining the reasonableness of the
increases, it becomes exposed to increased risk of the
supplier overspending or exaggerating expenses related to
the contracts.

Section 6.2.2.a of the Postal Service Purchasing Manual
states that all actions taken must be documented, and
Section 6.2.2.b of the manual states that records must be
maintained in an official contract file. In interviews, the
contracting officer acknowledged her understanding of this
requirement, but stated that, because of the deaths at the
Brentwood mail facility, she did not want to be responsible
for delaying the process. Therefore, the contracting officer
issued the modifications for contract increases as requested
by senior Postal Service officials, without receiving
documentation supporting the reasonableness of the
increases and including the documentation in contract files.

The contracting officer relied on technical representatives
from the Environmental Management Policy or Safety
Performance Management Offices to determine if proposed
prices were reasonable. The contracting officer requested
documentation from the representatives to support the price
reasonableness and did not receive it. The explanation
technical representatives gave for not providing the
necessary documentation, was that work under these
contracts was being driven by the Center for Disease
Control and other federal agencies. They also stated they
had no experience with this type of biohazard emergency
and, therefore, had no way to determine the level of time
and materials necessary to accomplish the work. The
technical representatives stated that they increased the
contract amounts based upon dollars expended under initial
orders. However, we could not find nor were we provided
with documentation to show how contract increases were
determined to be fair and reasonable.
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Recommendations

We recommend the vice president, Purchasing and
Materials:

4. Request contract audits of the costs incurred on all time
and materials contracts issued in response to the
biohazard threat.

5. Require contracting officers to obtain documentation
showing how they, or their representatives, determined
labor hours and material costs for the contract increases
were fair and reasonable and maintain the
documentation in contract files.

Management's
Comments

Management agreed with our recommendations and
because of the risks associated with using time and
materials contracts, will request the necessary contract
audits to protect the financial interests of the Postal Service.
In addition, management agreed to obtain and include
documentation verifying labor hours and materials billed in
contract files. These actions will be completed within

30 days following receipt of the final OIG report.

Evaluation of
Management's
Comments

Management's comments are responsive to our findings
and recommendations. The actions taken and planned
should address the issues identified in our report.

Payment of
Questionable
Invoice

The Postal Service contracted with IT Corporation to
perform decontamination and cleanup services at the
Morgan Station, New York Processing and Distribution
Center. However, based upon our review, we determined
that the supplier only provided equipment and set up a
decontamination area. We found no evidence that the
supplier actually performed decontamination and cleanup
services as required. As a result, we questioned the validity
of a $598,780 payment to IT Corporation for cleanup
services.

According to the contracting officer’s representative,

IT Corporation was not working in a timely manner;
therefore, the Postal Service obtained a new supplier to
perform decontamination and cleanup services at the
Morgan Station facility. The new supplier tore down

IT Corporation’s decontamination area and constructed a
new one before beginning their decontamination and
cleanup efforts. The contracting officer’s representative
believed IT Corporation did not provide the services it was
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contracted to perform. IT Corporation invoiced the Postal
Service for 9 days of cleanup services totaling $598,780.
The invoice was approved; however, we could not confirm
that the supplier actually performed decontamination or
cleanup services at the facility. The Postal Service
employee in Environmental Management Policy, who
approved the invoice for payment, was not on-site and could
not certify that the invoiced services were performed.

We discussed the validity of the invoice payment with senior
Postal Service officials. The officials informed us,
subsequent to our discussion, that the contracting officer
verified the services performed by IT Corporation at Morgan
Station are part and parcel of preparing a site for
decontamination and necessary for the safety of all
concerned. In addition, the contracting officer confirmed
with the on-site contracting officer's representative the
validity of the payment and determined that no
reimbursement to the Postal Service is warranted.

Recommendation

We recommend the vice president, Purchasing and
Materials:

6. Require contract invoices to be approved by the person
responsible for monitoring supplier performance prior to
payment, to ensure the Postal Service is not paying for
services it has not received, and document the file
accordingly.

Management's
Comments

Management agreed with our recommendation and stated
that although the individual and process for invoice
certification may vary from contract to contract, the Postal
Service official with first hand knowledge of contractor
performance should provide information and documentation
to the person responsible for certifying contract invoices.

Evaluation of
Management's
Comments

Management's comments are responsive to our findings
and recommendations. The actions taken and planned
should address the issues identified in our report.
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The OIG considers recommendations 1,2,4,5 and

6 significant and, therefore, requires OIG concurrence
before closure. Consequently, the OIG requests written
confirmation when corrective actions are completed. These
recommendations should not be closed in the follow-up
tracking system until the OIG provides written confirmation
that the recommendations can be closed.

We appreciate the cooperation and courtesies provided by
your staff during the review. If you have any questions or
need additional information, please contact Kim H. Stroud,
director, Consulting and Quick Response, at (703)
248-2100, or me at (703) 248-2300.

Ronald D. Merryman
Acting Assistant Inspector General
for eBusiness

Attachment

cc: Richard J. Strasser, Jr.
Susan M. Duchek
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APPENDIX A

CQ-MA-02-002

SUMMARY OF CONTRACTS AND DELIVERY ORDERS REVIEWED

Contract or

Delivery Standard Standard Price Damages
Contract | Supplier Period of Description of Order Indemni- Standard Payment | Reason- and Sufficient
Number Name Performance Services Amount fication Termination Terms ableness | Remedies | Warranty
512593-
02-F-0308 Titan 10/25/01 — Irradiation $1,344,000 No Yes Yes Yes No Yes
4/25/02 Services
512593-
02-F-0394 IBA 11/7/01 — Irradiation $2,475,000 No Yes Yes Yes Yes Yes
2/7/02 Services
483083-2-
N-0099 IT Corp. 10/23/01 - Decontamination | $30,200,000 Yes Yes Yes No *N/A N/A
10/22/01 & Cleanup
483083-
02-N- Clean 10/31/01 - Decontamination | $22,880,000 Yes Yes Yes No *N/A N/A
0108 Harbors 10/30/02 & Cleanup
483083-
02-N- Berger 10/31/01 - Construction $300,000 N/A Yes Yes No N/A N/A
0146 10/30/02 Management
483083- Testing,
02-M- URS 10/19/01 - Sampling, & $9,501,000 Yes Yes Yes No Yes N/A
0086 Corp. 10/18/02 Bagging
483083-
01-Q- Weston 10/24/01 - Testing & $172,000 Yes Yes Yes No Yes N/A
0354 10/23/02 Sampling
FedEx
G8893860 | Custom 11/20/00 — Transportation $148,419 Yes Yes Yes N/A Yes N/A
Critical 10/31/02
483083-
02-M- Earth 10/29/01 - Testing & $1,250,000 Yes Yes Yes No Yes N/A
0135 Tech 10/28/02 Sampling
483083-
02-M- DPRA 10/19/01 - Testing & $2,003,200 Yes Yes Yes No Yes N/A
0081 12/31/02 Sampling
Total $70,273,619

N/A — Clauses or provisions may not have been appropriate for this type of service.

*N/A — These procurements represent orders placed against other agency contracts.
The Postal Service could not add new clauses or provisions to the existing master

contracts.
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APPENDIX B. MANAGEMENT’'S COMMENTS
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UNITED STATES

POSTAL SERVICE
March 26, 2002

DONMA L. EDSALL

SUBJECT: Dratt Managerment Advisary—Revicw of Controcts Associated with iohazar Threat
(Renart Mumber CO-MA-O2.DRAFT)

W welcome the oooartunily w respond Lo lhe subject audil report, and sppreciasle e
caoperation providad by the Office of the Inspector General's {O1G) Censulting ane Quick
Srsponse toam during this rovicw procoss. The nature of the roperd's findings and coneusions
aflirm that even though the Postal Service was haifdling an unprecedented avent in our country's
hislary, we we-e able to uge our oxist ng purchasing polic o3 ard processes to respord efficiently
and effectively to the crisis.

The CHG is aware that our efforts te reacl oomplly to he anthres conlaeinglion in poslal Roililes
in ardar i save lives, were under intense scrating and pressace for quick reaction from a variety
of soLrces including COC, NMIGSH, ERPA, [ocal and state health departments, postal unions, the
mediz, and Homeland Security. Complicating the ssue further, as the siluztion progressed and
krowledye was ga rec, lhe Postal Service had Lo act cellectively anc in concert with multipie
goveriing agencies thal wers praviding at times conf igting guidance to the Fostal Service in
developing the necessary requirements, specifications and pratocals.

Efforts to gain insight and infornation are ongoing and our knowledge is constantly imaraving.
Tre Postal Service is developing an expedited lessans earncd and best management practices
tor bislegical testing and remediation from our experiences in New York, New Jersey, and
Washinglon, D.C. The Poslal Service is also working wilh the Federal National Resporse Team
to produce a consensus document governing naticnal response to anthrax attacks.

While it is always easier when look.ng back to see what 2ould have heer done or done better, 1he
tacl re~1a ns that in spite of these unprecedented conditions. tne cont-acts were awardes t mely
arc provided the abor, material and sxpertise necessary to perform the required sampling,
cleanup and Baeaing of the mail in & sale manner. I addition, we believe (hat the centracis
contzin appropriate safeguards .nohuding audit rights, if noccssary, 10 protect i Postal Service's
financial inwzresls.

While we concur witn e reporl’s recommendationg, it is imporlard 1o note that very few
Puichiasiog Manual solicies were deviated Trom in ihe aware of 2 cant-acts and orders covered
by this report. =or the most part, the reportad issues are normal y addressed through the coniract
acministration process. Ouor spocific responses are included in e attachod.
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This repert containg proprielary or otnes business information thal may ke exempt from disclosure
uncear the FOIA, If any of the dellar ameunts ciled in this repord will appear in the Inspectar
General’s Semi Annuzl Reporl tn Congress, plesse gdvise in lhe fnal reparl how they will be
discuszed and categorized. If you have any questions zbout this response, please contact

Marie Marlinez at (202) 26847 7.

bk AT

e
Attachment (‘ﬁ

co Richard J. Slrasser, Jr. {al wialtachirenl)
Patrick R. Donahoa
Thomas . Day
John R, Gunnels
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Attackment
OIG Managemeant Advisory CQA-MA-02-DRAFT
Review of Cortracts Associated with Biohazurd Threal

PREVIOUSLY REPORTED CONTRACT DEVIATIONS IDENTIFIED

Comments gr Findings and Conclusions

« As dscussed by the Ofice of the Inspector General {DIG!, findings and recommendations related
la Titan sqgu pmenl conlracl were addressed in a separate report and response to the OIG. They
will not be re-addrassed in this resporsc, (O3 report number CQ-MA-02-001, dated 12/28/01.}

o With regacds lo lhe two contracts for $3.8 milion, management ggress with the CHG findings.

& The eport correctly ima es that in order to dotormine i a contractors estimnated hours and
material for required wark were reasonable, & contracting officer (CO) would rely on Postal
lechnical representativas, and in this situation, the adw.ce erc guidence from assisting agencies
was also to be considerec. Since there had never been a simi ar event on which to draw
comparisens, it is a reasonan’e conclusion that advance independert estimales of requirec labor
hour and material ussge could not be prepared in any effectve manner. The CO will be able to
validate the hours and material expended and billed by virtue of the presenos of on site pestal
lechnical representatives during all contractor activities Appropriate documentation wil be
included in the conract file and, a3 noted by the OIG, has been requested by the CO to verify
labor hours and malsial usage billed.

In seditian, at any tine or times befere final payment under a time-anc-raterals cantract, Imuice
2LCIs are often requested Dy contracling officers to validate thal the invoices are approgriate. As
necessary, cantracting officers witl request rvaice audits to protect the Postal Scrv ce, These
zudits, coupled with the on site monttoring of supplie- actvities, should =inimize ar negate the
QIG’s concern that we have exposed the Paslal Service o increased financial risk.

+  With regards to the OIG's discussion of the Titan Scan Technalogies irradiation services contract,
the Pastal Service always has the right ta dispiile payment for sevices nat performed in
aceordance with cantrac: requizernents. We agree that inclusian of special prowvisions covering
damages and/or ‘emadies for nonperdarmance mey be considered by the cantracting ofticer.
However, we musl carefully assess Lhe risks and cosls associatad with inclusion in each
sluation.

Recommendations

We recammend for the contracts sviewed and future expedited contracts, the vice president,
Purchasing and Matenals, should require conlracting officers ta:

1. Obtain documentafion fa supnart ihat dotorminations of price ressonableness for fabor hours and
materials were mede and maintain that docdrmentation in contract flles.

Management agrees with this racemmendation. In line wilh the discussion above, inclugion of this
doca-entalion is 2 slandard purchasing practice, Under normal circumstances, contracting officers
reproscntatives (GOR) provide decumentation by the conlracling officer supporting the
reasonableness of labar hadr and material usage estlirmates pricr to the commencement of wuark.
Howover, for the reasons autlined in the ©1G report and thls response, it was not possible for the
GOR to do so in this case. Appropriate docurnentation verifying labor hours and materials will be
‘heluded in the contract file and as noted by :he OIG, has slready beer requestad by the CO. A
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Attackment
TG Managemeant Advisory CO-MA-02-DREAFT
Review of Cortracts Associated with Richazard T hreat

notice wil: be sent with a copy of the final OIG audit report to those cortracting officers responsible lor
contracts reviewed under this audit effort. With regards ta future expedited contract efforts, a
Purchasing Palicies and Programs electromic newsledter will be sent to purchasing employees,
rerninding them of this standard practice. This newsletter will be iszued within 30 days follawing
receigt of the final repart,

2. Include provisions for damages or remodios in sontracts, whengver possibie, o compensate the
Pastal Barvice when services are nof performed a5 required.

Management agrees with this recommendation. Provisions for damages or remadies wil be
neloded in contracks whenever adrchase eams cdnsider these provisions to be in the best interest of
the Postal Service. Alsc, lhe Postal Sarvice elways has the righl o dispule or withhold payament for
services nat poformed in accordance with contract requirements. While the inclusion of these
special pravigions may be considered, the purchase team must carchilly assess the assoclatad costs
and risks when making thei- decision. A Purehasing Policies and Programs electranic newsketter will
be sen* to purchasing employees, highlighting this and other concerns raised in the OIG repart. Thig
aclion will be campleted within 30 days follow.ng receip: o° the final report.

3. Docurnent confract fites to support imporfant contract docisions,

Management agrees with this recommendation. Linder nomal contract administration acthitiss,
cantractng officers should document contract files to support important cantract decisions. Again,
this er-ergency situation made it difficu or impossible te document files contemporanesusly with all
lhe acl'ons laken, Contracting officers were told to do what was necassary lo suppert Operaticns in
dealing with the emergercy and prepare lile documentalion when time allowed. A notice wil be sert
with a copy of the final CIC audit report to those centracting officers respersible for contracks
reviewed under th's aucil effort, With regards ke future expedited contract efforts, a Purchasing
Policies and Pregrams electronic newsletter will be sent to purchasing emplayees, highlighting thiz
and plbher voncerns raised in the OI1G repart. These actions will be comaleted within 30 days
following recaipt of the final repaort.

CONTRACT INCREASES LACKED SUPPORTING DOCLIMENTATICN
Zomments on Findings and Conelusions

*+  The QIG foous in this section is on contract increases In three of the previously discussed
contracts/orders beyand Lheir original award values. The ©IG states, “While we are not
cuestioning the scope of wark addec to the contracts, we are guestioning how the Pestal Service
detarmined -he reasonablensss al the $53.7 millien i1 contract increases.” These increases
represent funding increases made to ensure money was availsble to cover he continually
expanding scope of work. Under narmai circurrstances thesa increasses could appear significant.
Howeyer, that is not the case in this He-threatening situatioen where we had to assure adverse
conditions were immece slely addressed. The Postal Service could not afford unnecessary delays
associated with processing piece meal requests for add tional funds ta support these efforis.

As appropriate, contract funding will be decreased in thess conracts. For example, the fi-st bullet
in this secton seems to imply that $22.8 milion was spert wilh Clean Harbors, The valle otth s
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Altachmend
OIG Managemenl Advisary SO-MA-DZ2-DRAFT
Review of Cantracts Associaied with B ohazard Threat

contract will ba decreasad by approximately 2.8 million upoen receipt of notice from the
cantractirg officer's representative (COR) that the work 1s complete.

The reason for lack of supporting docurnentation coverirg reasonablensss (leker hours and
malerial prices) of the coqtract increases was discussed under the previous section, Apprapriate
varif.cation documentation wilt be incladed in the contrac: file and es noted by the OIG, has been
requeasted by the CO. As necessary, the contracting offices will also equest inve.ca aucits o
protect tho Postal Scrvice. Agan. thosc audits, coupled with on site monitoring of supplisr
ativities, shauld minimize o negate the CIG™s corcern that we have exposed the Postal Service
to increasad firancial risk. ’

« The repert also discusses the risks associated with using time and materials type contracts, Ina
new, dangerous, and constanty changing situation, itis a prudent business practice to use a
contract vekicle that provides the flexkility 1o ensure that any type of 1akar, equipment and
rmaterial necessary can be readily obtained, The time and materials contract type affords this
needed flexibility to the Pastal Service and its suppliers.

Becammendations
We recommeamt the wice president, Purchasing and Materisis:

4. Reguest contract audits of the cosfs incurred on all time and maleriais contrects issued in
response ta the biohazand threat.

Management agrees with this recommendation. Because of the risks associoted wilh using lime
and mater #ls contracts, cont-acting officers will request the necessary contract audits (o protect the
financial interests of the Postal Service. Conlract audits should be requested if the contracting officar
or purchase teams have any uncertanty over the appropriateness of supplier invaicas. A notice will
b sent wilh & copy of the final ©1G aadit repo o those contracting officers responsible for the
contracts reviewsd undar this audit effort. This sclion will be compleled wilhin 30 days Tollowing
receipt of the final report.

5 Require confracting cfficers #o oblam documentation showing how ey, or their representatives.
determined fabor hours and matenial cosfs tor the contract fncroases wera falr and reasonable
and maittain the dosumentafion in the confrect flas.

Management agrees with this recommendation. Inclusion of this documendation is a standand
purchasing practics. Under normal cireumatanseas, coqlrasting offlcet’s representatives (CORS)
provide documentation o the contracting officer sLpparting the reascnableness of lahor hoor and
material usage estimates prior to commencement of wark. Far the reasons outlined in the OIG report
and noted herain, ilwas not possible for the COR to submit this documentation supporting the
contract increases. Approprigle doocumentalion verilying labor hours and malerials billed will be
included ir the contract file and as noted by tha OIG, has already bean requested by the CO,

A notice will he sent with a8 copy of the fimasl O1G audit “gporl in the contracting officers responsisle for
the three cantracls mentlionad in this audit section. This action will be completed within 30 days
following receipt of the final report.
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PAYMENT QF QUESTIONABLE INVQICE

As ciscussed it the conclusion of this section, this invoice is no longer cansidered nusestionable, arc
as noted by the CIG, the CC has verified that the services performead by IT Corporation at Morgan
Slation are part and parcel of preparing a site for decertamination and necessary for the safety of all
concerned. In zddition, the COR hos attested to the validity of the payment 2nd no reimiasemeant 1o
the Fastal Service is warrantec.

Becotmendation

We recommend ihe wice gresident, Purchasing and fMaferfals,

£ Roquine corfract invoices o he approved by #e person respensible for monitoring supofier
performance prive to payment, to ensure ihe Postal Service is not paying for service | has not
received, and document the file accordingly,

Marnagement agrees with this resommendation. The individual and process for invoice
cerification ~may vary from coriract to contrac:. The Peostal Scrviee official with first hand knowledge
of contracter performance shadld provide infarmation/cocumentation to the person -esponsible for
certifying cantract invoices. Responsibikty for invoice certification should always be cloarly
communicated by the cantracting oficer. iypically this will be dene in the contract or via a COR
appointmenl. Te ansure compliance with this recommendation a nolice will be sentwith & copy of the
final ©1G aJadit report to those contracting officars responsible for the contracls reviewsd under this
audit efforl. This zelion will be completed within 30 days following final reporl issuanca.



