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SUBJECT Internal Audit Report Mlchlgen Pneoner Reentry Imtletwe Contrectmg
: Prectu:es :

Thls document eontams our audit repert of the Department of Cerrectmns (DOC)
Michigan Pneoner Reentry Initiative (MPRI) contre.ctmg practmee ‘

In addition to the 10 ﬁnchnge and 15 cerreepondmg recemmendatmns contained within,

- this report also includes the program description and background information; scope,
methodology, management responses, and noteworthy accomplishments. We segregated
our findings and recommendations by audit objective. ‘We ebtel,ned the management
responses from depertment staff subsequent to our audit field work.

Sun:m:tary of signifieant issues, conelueione, findings
We believe four of our ﬁndmge are material in nature: ‘

DOC did not ensure that sta.ff fully described centrﬂct chengee requeete and their
o _]uet1ficat10n when requeetlng approval from apprepnate author1t1ee See Finding

. DOC d1d not; eﬂectwely memtar MPRI contracts te ensure that contractors fulﬁlled
DOC’s expectations in an aceeptable and eatlsfe.ctory fashion, and that the contracts
were necesaery See Fmdmg #7 ‘

. DOC did not ensure that MPRI contractors effeetwely developed eubcontrecte end
memtored their subcontractere See Fmdmg #8 ' :

. DDG dld not ensure that 1te etaff ebtamed ‘and rev1ewed 1nv01cee and neceesery
~ supporting - documentation to ensure '~ that- contractor chargee were ehgﬂ:le,, “
. authorlzed fe.1r and aeeurate See Fmdmg #9. ' ‘ '

1 appremate the prefesemnel courtesy extended by your etaff clurmg the course of th1sl
. project. . We stand ready to provide counsel regarding eppmprlete cerrectwe ectlone to
‘ help m1t1gate the risks 1dent1fied in the ﬁndmge :

ce JohnE Nmen Nancy Duncan Cannie MacKenme ‘
- Russ Marlan ' Gary Manns Ken Brzomwslﬂ Barry chkman

REA GAPITOL « P.O. BOX 30025 . LANSING. MlCHlGﬁN 469&9 ‘
' : www.michisan.gay = (317) 37377560 . :
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Agencv Descrlptmn and Backe:reund Infematmn

‘ The Department ef Cerre«:tlcne (DOC) 1mp1ernented the Mrchrgau Pneoner Reerrtry
Initiative (MPRI) in 2005 to significantly reduce crime and enhance public zafety by -
‘ 1mp1erueut1ng a seamless system of services for offenders from the time they enter into
‘prlecn through their traneltmn remtegratmn and aftercare in their cornrnurutree '

. DOC established the Dﬂ"ender Reentry Servicee Secticn (ORSS) to cccrdin‘ate ‘the
. implementation of MPRI with department staff, community agencies, and the publie.
'ORSS is responsible for initiating and monitoring certain offender reentry contracts.
DOC’s Bureau of Fiscal Management (BFM) provides cverelght over the ccntractmg and.
contract ruenrtcrmg prDCESSes

L In March 2010, DOC recrgamzed and placed ORSS under the Ofﬁce of Comrnumty
Alternatwes which i is wrthrn the Executlve Bureau ‘

For ﬁsc_al year (FY) 2010, DOC budgeted $43.8 million for MPRI contracts as followe:

- Comprehensive Plan Services - :
$27 million for contracts with adrmmstratwe agencies who gerve as fiduciary agents
and subcontract with other agencies to provide MPRI services within a geographic ‘
-region. Of the $27 rrulhon administrative agencies retained $4.3 million for operations .
support expenditures. The remaining $22.7 million was for comprehensive plan
services provided through subcontractors, which related to residential stability,
employment readiness, social support, and behavioral health. :

Sneclal Need Servmee : :

© $10.4 million for contracts with agencies that expand statewide services for the special
needs population including mentally 111 develol:rmentally disabled, youth, or :rnedlcally
fragﬂe offenders. o ‘

Risk Reductrcn Servrces

~ $4.5 million for contracts with agencies that expand risk reduction services suth as
substance abuse treatment, sex offender treatment parule supervision, aud day
repertrng ‘

Capscity Building o
~ $1.9 million for contracts with agencies that provide capacity huﬂdmg and techrucal

" assistance services. These agencies help DOC with strategic planning, public
education and outreach etatew1de trarrung, aud enhancmg the MPRI data ccllectlon
eystern ‘ ‘ ‘

‘Offlii:eOquterualAudit'S‘erVices ‘ o - o 4
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Audit s'cc.‘ﬁe‘,*Methadology; and Noteworthy Accamplishmeﬁts -

‘Audit Scope - ‘ ' '

Our audit focused on DOC’S prectlces related to contractmg for certam MPRI support
gervices including comprehensive plan services; services to special needs population;
risk reductmn services; and capacity building amd technical assmtance Our audit N
procedures, conducted from October 2009 through September 2010 generally covered -
the penod Dctober 1, 2005 through February 28 2010

~ Audit Methodology ‘ .
'To gain an understanding ef DOC’s MPRI contracting pra,ctlces we mterwewed DOC

staff and rewewed departmental pohcles and program mfematmn .

To assess the effectwenese of DOC’S processes for developmg MPRI contracts and
selecting contractors, we reviewed DOC and Department of Technology, Management
and Budget (DTMB) policies and procedures related to procurement, contract '
development, solicitation, and evaluation of bid proposals. We interviewed DOC and
DTMBE staff. We judgmentally selected a sample of nine MPRI contracts to test

and other related decumentatmn

- compliance with pro¢urement procedures, and to examine the contractual requlrements

To azsess the effectiveness of DOC’S efforts to monitor and evaluate MPRI contracts,

~we reviewed DOC and DTMB policies and procedures related to contract monitoring.

We 1nterv1ewed DOC staff, and we examined documentation relating to DOC’s
menitoring practices for a sample of ten MPRI contracts.

We inc]uded the fellewing contracts in our review:

Vendor o

~ Area Community Services Employment/

Training Council ‘
Capital Area Michugan Werke

" Hilladale Intermediate School District

United Way of Seutheastern Michigan
Lifeways ..

Prﬂfessmna.l Consulting Services

New Creations - Male (formerly T.Q.F 5. )

- New Creationis — Female (formerly T.0.P.8.)
. Goodwill (Employment/Residential Detroit)* -

Michigan Council on Crime & Delinquency

Tvpe

Comprehensive Flan
Comprehensive Plan

Comprehensive Plan

Comprehensive Flan

Special Needs
Special Needs
Risk Reduction

‘Rizk Reduction
_Risk Reduction -
Capacity Building .
* included in audit objective #2 only - . :

Contract Period

10/01/09 - 09/30/12,

10/01/09 — 09/30/12

10/01/09 — 09/30/12°

10/01/09 — 09/30/12 -
10/01/05 — 09/30/09
10/01/09 - 09/30/12
10/0 /05 — 09/30/10

- 10/01/05 - 09/30/10

10/01/05 — 09/30/10
09/24/07 — 09/23/10

Office' of Internal Audit S.elrvicee". o
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Noteworthy Accomphshments L : : 2

‘DOC changed the FY 2010 comprehensive plan contracts to require administrative

" agencies to-work with DOC to'develop performance indicators and measures iri terms of
achieving the outcome of pubhc safety. DOC also restructured the admlmstratwe agency
FY 2011 funding requests to include performance targets including input measures, '
intermediate outcome measures and end putcome measures for many of the MPRI
servwes : :

In Or:tobm 2010, DOC 1n1tmted the Lean Process ImprDVEmEHt PI'DJeCt for obtmnmg direct
. human service contracts under DOC’s autharity. The goal of the project was to design a

more efficient procurement process, increase consistency.and standardization in contracts

department—wide and decrease process cycla time., |

Durmg our audlt ﬁeldwork DDC made various unprovements to ltB contract development
o and momtorlng processes

© Office of Internal Audit Services . T S T
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Objectives, Conclusions, Findings, Recommendations,
and Management Responsges

o ,Effeetlvenees of Developlng M'PRI Contracts and Seleetmg Contreetorsl :

. Background T : R ‘ ‘
DTMB - Procurement and Real Estete Servn:es Admmlstretmn poeseesee the authonty to
procure goods and services for the State. DTMB delegated the authority to procure

~ human services and medical services to individual State departments through the
Administrative Guide to State Government Procedure 05 10.15.

Ee.ch of the comprehenmve plan special needs, and risk reductmn -type contracte that we
selected for review were procured by DOC under their delegated authority. The capaclty o
bulld.lng contract that we selected for TEVIEW Was procured through DTMB. '

Audlt ObJectlve #1 ‘
To assess the effectiveness of the DOC processes for developlng MPRI contrecte and
‘ selec‘nng contractors. :

Coneluelon '

We concluded that the DOC processes for developing MPRI contracts and selecting
contractors were not effective. We identified one material condition concerning contract
changes and advance requests. We also identified five additional reportable conditions.

FINDING #1 : : :
. Contract Changes and Advance Requeets
- DOC did not ensure that staff fully described requcsted contract changes and their
justification when requesting approval from the DOC Director, and/or DTMB- ‘
Procurement and Real Estate Services Administration and the State Administrative
. Board. Also, DOC d1d not alwnys obtain DTMB approval for advances to con’cractors as
requlred ‘ : .

We noted the following-

‘a. Canecltv Buﬂdmg Contract -
- DOC staff did not fully disclose the purpose of a contract amendment and the
- expected deliverables on the DTMB justification forms that it submitted to DTMB
and/or the State Adminietretive Board regerding a capacity building contract.

o A purchase request form eubrnltted n Aug‘ust 2008 stated that $679 800 of
additional funding was neceseery to make up for the loss of foundation grant funds
that the contractor was using to support their work under the contract. However,

. we found that the deliverables described in the purchase request form did not
. match the deliverables described in the funding application filed with the:
. foundation in November 2007. The primary objective listed on the funding

© Office of Internal Audit Services o T
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: epphcetmn was te obtam fundmg for the contractor to h1re three specmhsts
~Documentation obtained from departmental emazils indicated that the change order
| was primarily for other services that DOC wanted the contractor to perform. The

. additional zervices that DOC wanted were not deecnbed on the change request form

or the contraet ﬂmendment : -

B |

'b. Risk Reduetlon Contraete . :
. DOC staff did not disclose rate increases, ehanges in pricing methode or the . -
" reasons for them on four of five contract change requests for two risk reductlon

- contracts.. The contracts and amendments totaled apprommetely $2.7 mﬂllen overa
five year perlod

DOC, solicited bids and awarded two contracts for services relating to male and

.. female day reporting, based upon a unit rate per day. Within the first year of the
“contract, DOC amended the male day reporting contract twice to reflect a rate
‘increase from $17. 46/day to $38.50/day. Elght menths later, DOC amended the
contract to a eost re1mbureement basis.

Within the first year of the contract, DOC alsa amended the female day repot‘ting
. contract to reflect a rate increase from $31.99/day to $45.54/day. Elght months
leter DOC ernended the contract to a cost reimbursement basis.

e, S_QEClal Neede Contracts
- 1. DOC staff did not fully disclose rate Increases, added services, retroectlve
‘charges, or increased administrative costs on eight change requests for a ePecml
 needs statewide contract. The original contract was for one vear and totaled
- approximately $2.4 million. Contract amendments increased the funding for
three additional years and adjusted the contraet amount to appremmately $16
mllllon ‘ :

- DOC solicited bids and awarded a ene-year statew1de contract for epeelal need

- gervices. During the first year of the contract, DOC amended the service fee
schedule. Starting the second year of the contract, DOC renewed the contract:

- and added additional service areas to the contract. During year two of the

_contract, DOC amended the service fee schedule. During the third year, DOC

. retroactively amended the contract to allow hilling for services not previously
included. To start the fourth, year, DOC renewed the contract and amended the

- service fee schedule. During year four of the contract, DOC approved a-
'elgnlﬁeant increase for admmmtratwe cogt a,nd al],owed retroactwe b1111ng

= "Te _}uetlfy the ‘amendment requests DOC etaff repeated the 1mpaet and cost -
savings statements that they used to justify the original contract. DOC staff
also attached appendixes such as fee schedules to the amendment requests )
However, DOC staff did not disclose that the changes involved rate increases,
- additional services; retroactive payments, and mcreaeed administrative costs.

© Office of Internal Audit Services EE S
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2. DOC made contract advances totaling $964,910 to two vendors that provided
services to special needs offenders: however, these contracts were not included

~ . on the advance exception request letters that DOC subm_itted to, and were -
‘approved by DTMB ‘

| The Admlnletratlve Guide to State Government Procedure 1270.03 allows for the )
| payment of contract advances under certam condltmne if prior approval 18
~ obtained from DTMB. ' :

The le.ck ef complete disclosure of the purpose and impact of the contract changes may.
have precluded approvers from providing appropriate serutiny over the requested
changes. Alse, the approvers may not have approved the contract changes, and/or may
have required re-bidding of the contracts to engure competitive pricing and fairness to -
all original bidders. In addition, DOC may not be able to effectively enforce the
contreete because the contract changes were not adequately descrlbed in the contract
amendmente -

We noted that the DOC eontractlemendinent juetiﬁcatio‘n form did not r‘equire staff to |
explain the description, purpose, and expected outeomes of the requested amendments.

- Btaff also' informed us that it is sometimes difficult to fully disclose details of the
- change and the rationale for them on the forms due to space limitations. DOC’s form

dit‘l not, inetruct staff to attach additional documentation to the forms if necessary.

Recom_mendatlon : - o :
We recommend that DOC ensure the prepnety of contract changes by ensurmg that
staff fully describe requested changee and their justification when requesting approval

fmrn the DOC Director and/or DTMB and the Sta’te Administrative Board.

| In e.ddltlon, we recommend that DOC ohtain DTMB approvel for e.dve.neee to

contracters as required

, Management Response

DOC agrees that the contract /amendment justifi catwn form (the Purchasing Request

- Form, or PREF) could be improved by inclusion of instructions that pmuided additional

guidance on details to be incorporated into the justification summary, and allowed the
writer to attach additional pages as necessery in support of the PRF. Under the Lean

. Process Improvement Project for procurement processes, the PRF form will be revised fo

provide the recommended instructions. DOC annually requests authorization for cash
advances through the State Budget Office. DOC did receive an authorization letter for
FY 2008; however, the letter did not include the specific contract cited by the euditors. |

FINDING #2

Approved Prog‘ram Rules for Comprehenswe Plan Sewmes : o .
- DOC had not fully developed program rules or guidance for its comprehensive plan for
administrative agencies and subcontractors to follow when providing services to

Office of Internal Audit Services
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offenders. In eddltmn DDC had nut estebhehed a process thet 111c1udee eppropnete |

: management or lee.dere}np team rev1ew and epproval ef the rulee or guldance

For FY 2010, DOC ewarded $27 mllhon to admlmetratlve agenelee and' eu'bcontrectere '-
to provide comprehensive plan services to offenders. DOC staff provided guidance to

~ the administrative agencies, as concerns regarding certain services or costs were

o brought to DOC’e attention. In addition, DOC included a basic list of unallowable costs

in the contracts. However, DOC had not established rules or gmdence to address other
key eepecte of theee contracte mcludmg

. Rulee or guidance to encure that subcontractors only b111 for services to an
offender thet DOC} ﬁeld egente have authorized.

. ’ Rulee or guldenee regardmg howllong or how often offendere may perticipe.te in
' reei'dential employment readineee and traneportetion aszistance programs. .

. Rules or guidance for procuring and paylng for SErVices When foender non~ |
part1c1pat10n or low partlmpatmn e}uete e :

« Rules or guidance for procurmg and paying for reserved capacity such as empty
apartment units.

DOC eteff informed us that it is difficult to establish rules until questions or issues

“present themselves and the challenge with establishing firm but flexible rules, because

of varying offender needs. We noted that DOC staff had not taken sufficient steps to
familiarize themselves with comprehensive plan service activities, because they had
not obtained and reviewed subcontracts, conducted performance reviews, and required
adequate eupportmg documentation for invoices. '

‘Without including a elearly defined, approved set of program rules or guidance in the
contracts, DOC cannot ensure that admlmetratwe agenmee and their subcentractore ‘

 are aware of DOC manegement’e expeetatlone

Recnmmendatmn
We recommend that DOC fully develop program rules or guldance for its

- comprehensive plan administrative agencies :-md eubmntrecturs to follow When

prowdmg MPRI services s to offenders.

We also recommend the.t DOC eetabheh a proceee in which approprlate me.negement or
' leaderehlp teeme review end approve the prograrn rulee or gmdanee

Management Reeponse : .
DOC agrees. Although FY 2010 pmgram rulee addreeeed aZluwable Seruzces and were

improved in 2010 to provide greater detail for FY 2011, DOC agrees that rules did not -

3 prouzde guzclanc:e on all of the aspecte cited by the audztors

) f-\_‘QfﬁceofmternaleuditSefvices;[7'u e
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Fer 2011 DOC is contmumg to evaluate and i zmpmue u‘:e MPRI related pmceduree ancl
preceeeee; meludmg the eetablzehment of rules to: .

Ensure that eentractore only bill fer eﬁ’ender services that huve been referred by DOC
field agents

. Set forth allowable dumtwn and frequency ef oﬁender paﬂlezpafzen m reezdentzal
employment and trensportatzon assistance programs.
Specify etanclarcle and processes for procuring and paying for services when there L5

. low or no oﬁ'emler parmezpatmn or for reeervecl capae;ty such as empty apartment
" umts : ‘ :

- FINDING #3 . . . '

.Approved Prog‘ram Rules for Adrmnlstratlve Agency Operatmns Suppurt
‘DOC had not established approved program rules or gnidance for funds that it -
awarded to admmlstratlve agencies for operations support. In addition, DOC.did not
‘always adequately scrutinize these funding requests before e.wardmg the- ﬁmdmg As
a result, DOC did not ensure that State funds used for administrative agency
operations support were appropriate and reasonable.

For FY 2010, DOC awarded $4 3 million to administrative agencies for operations

support. Operations support includes expenditures for items such as community

coordinators; administrative personnel; public education and sutresch; supplies and
. me.ter1als and travel. During our review of these contracts, we noted: :

a. DDC did not establish work-hour limits or compensation reimbursement limits

for positions it funded. DOC funded a community coordinator position as one

~ full-time position for $100,000. DOC also awarded funding to the administrative

agency for thiz same person to serve as the community coordinator for two
federal grants for an additional £30,000. Through other inquiries, we learned
that this person also served as a paid executive director.of a non-profit agency.

DOC should consider establishing reimbursement limits pertaining to funded
positionz. DOC should also limit funding for any person to one full-time
position. In addition, DOC should also require administrative agencies to ensure
that fully funded full- t1me p031t10ns each prow_de 2,080 hours

. ' DOC had not estebhshed rules for other admmlstratwe chargee For example,

DOC informed us of an instance in which an administrative agency planned to

~ expend monies for out-of-state training. DOC should establich rules or
" restrictions for adm1n1strat1ve char*ges smnlar to these that pertam to State
. 0perat1ens ' :

Recommendatmn ‘ :
- We recemmend that DOC eetahhsh approved program mlee or g*mdance for funde that -
11; ewerds to edmmletratlve agenmee for operatmns euppert ‘ :

‘"‘,"';OfﬁeedentemalAuditServiees\‘ B A A
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We also recommeénd that DOC adequately scrutinize funding requests for
administrative agency oPeration support expenditures before it awards funding.

Management Res:ponse ; . x :
boc agrees that there were no program rules or guzclance that sstabl;shed work-hour |
- limits or compensation reimbursement limits for positions it funded, and that such rules.
should be established. DOC will issue a program rule that limits DOC funding to 1.0
full-time position per individual, but allows funding from othEr sources for hours in
- excess of the equivalent to 1.0 position, with prmr czppmuel :

In Moy 2010, DOC notiﬁed dll administmtive egencies tha,t prior approvel must be
obtained for out-of-state travel for which reimbursement with state funds would be
sought and specz)‘“ ed criteria far approvdl consistent with procedures pertdmmg to stote
operetwns

- DOC agrees that program rules or gmdance on MPRI opsmtwns support fundmg s
. necessary under the current reimbursement-for-expenses model. Guidance.was in place
for development of FY 2010 MPRI comprehensive plans, improved for FY 2011
comprehensive planning procsss and will be reviewed and improved for FY 2012
eomprehenswe plans.

DOC incorpordted various existing' financial procedures into a Financial Guide thdt\ .
was distributed for comment to all MFRI Administrative Agencies in October 2010. The
Financial Guide is being revised and expanded, and will be reissued by March 2011,

FINDING #4

. Obtaining Supplemental Informatmn frem Bidders and Cnntraetors
DOC did not obtain supplemental information from bidders and contractors that could
assist DOC with identifying posaible irregularities prior to awarding contracts or
throughout contract periods. As a result, DOC did not take the opportunity to identify
“potential issues such as overlapping funding seurces unexpended fund balances, '
potential conflicts of interest, unstable financial v1ab111ty, Weaknesses in the financial .
controls or practices, or to verify 1nformat10n contained w1th1n b1ds

We ubtamed and reviewed avaﬂable Supplemeatal 1nfo:rrnatmn for some of the MFRI
~ contractors and neted : . : :

a “Disclosure of Funding Sourees . :
A not-for-profit agency contractor. reeelved fundmg ﬁ'om a federal grant n
- addition to the funding it received from DOC, for staff that DOC fully funded.
- After we brought this to management’s attention, DOC adjusted the contractor’s
- billings to recover a $13, 500 overpayment and adJusted the emtractor s
. .authorlzed budget Co

. " DOC had not required b1dders and ecnntraetnrs to report aﬂ fundlng sources for
”.servmes that are funded by DOC |

,OfficeofIaternalaudipsewines S o T
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b Fmancml Stetemente :
A not-for-profit contractor’s financial statements showed that the contractor

collected excess revenues from DOC totahng $4’79 DOU over a two-year perlod

Because DOC had not obtamed contrectore financial statemente DOC was
unaware that this contractor’s MPRI revenues significantly exceeded its MPRI-
related expendltux‘fes and had not taken steps to resolve the funding dispamty.

¢. Form 990s, Return of Organization Exempt from Income Tax
- A not-for-profit contractor that was responsible for reviewing the progress of

MPRI administrative agencies had a board director who also served as the
commumty‘ coord:mator for one of the admmletratwe agencies.

While this may not heve created a oonﬂlct,of 1ntereet, information such as the
names and compensation of officers, directors, trustees, and key employees is . |
available on the federal Form 990 as are the names of key contributors.
Obtaining Form 990s from contractors that are required to file the form may
help DOC to identify potential conflicts of interest, verify compensation

- information for positions that DOC funds, and 1dent1f_v potent1al overleppmg
fundmg SOUFCES.

Recommendatmn

‘We recommend that DOC take steps to 1dent1fy poss1b1e contractor irregularities prior
to awarding contracts and throughout the contract perlod by requiring bidders and
contractors to: : -

A Dlsclose amounte that they receive from other fundmg soumee for services
pertammg to the bid or contract.

b. Provide copies of financial audits eovering their orgenization Or Programs.

c.' Provide federal Form 990 Return of Orpganization Exempt from Income Tax from
~ contractors who are required to file the form. ' ‘

Management Response : :

- DOC agrees that contractors should provide the specified dzsclosures and documents

~ from bidders when awarding confracts and from contractors throughout the contract
period. However, the DOC disagrees that the process used during this audit period was
not effective, nor was it wholly DOC’s process. The. Invitation to Bid was processed
aceording to Department of Technology, Manogement and Budget (DTMB) procurement
procedures, Further, in FY 2010, DOC collected programmatic and financial audits -
from contractors and mquzred about other fundmg sources for costs funded under
MPRI : : ‘

For FY 2012, this irtforntation will be used to identify possible oont-rdctor irresularities "
- when awarding contract ennual funding. Regarding future bids, DOC will consult with

HOfﬁceofInternal‘Au.dit'Se.rYiceS I i o 13
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. Joint Evaluatmn Committee (JEC) Member Selection
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DTMB to make &Eaﬁges to ReQue'st fdf Pmpﬁsczf Boil‘efplaté‘ Zanguage within Article 5
Requtred Bidder Inﬁ:rrmatmn requiring bidders to disclose the results of ﬁnancml

“audits, provide federal Form.990, when appropriate, and disclose alternative funding
- 80UTCes pertammg to thzs de for whmh DOC will eval uate in defermmmg bid-awards.

DOC did not always comply with the Administrative Guide to State. Government

‘because some JEC members had direct Supervlsory respon51b1l1ty pver other J EC

members.

We reviewed the JEC member selection process for eight contracts. For one of the
special needs contracts, we found that two of the five JEC members who. evaluated the
contract proposal had. a dlrect supervmory relat10nsh1p over two other JEC votmg
members. :

: Admmmtratiim Guide Procedure 0510. 34 states that no person repreéenting the

requesting agency may serve on a JEC as a voting member if they are in a direct
supervisory relationship to another JEC voting member. DTMB Purchasing
(Operations may grant exceptions to this requlrement however DOC dld not request
an exception. - :

~ This requirement is in place to ensure that the subordinate person's ability to

obhjectively review the proposal iz not unduly influenced due to supervisory pressure
and serutiny. ' :

Recommendatlon ‘
We recommend that DOC ensure that 1t cnmphes w1th the State pohmes regardmg J EC

member selectlon

- Management Response -

DOC agrees and will ensure. that an exception is sought cmd granted prmr toa
supervisor and subordinate serving en the sume JEC, Through the Lean Process -
Improvement Project, JEC procedures will include the necessary instructions.

FINDING #6

Gomprehenswe Plan Fundmg Alloeation and AdJustment Processes
DOC had not estabhshed a documented governance or oversight process to review and

. evaluate comprehenswe plan funchng allocations and significant adjustments to -

funding categories. As a result, DOC cannot ensure that it awarded comprehensive -
plan funding using processes that bear mtegrlty, and are founded on 3ppropnate ‘

~ criteria and demsmn makmg

OfﬁcéofInternal:Aﬁdit-Sérvices B . o - R S 14'
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‘For FY 2010, DOC awarded $27 n-nlhon to 18 oomprehenswe plan contractors. Dumng a
our review of those contracts we noted . : |

a. DDC had not estabhshed a governance process to review and’ ev.aluete
comprehenswe plan funding alloeetmns '

DDC obtamed 1ts MPRI eomprehenewe pl&n gervices through a competitive b1d
process. Once DOC received bids, a joint evaluation committee evaluated the

 hids and recommended an administrative apency for each of the 18 geographic

~ areas. Because the bid proposals received from successful bidders exceeded the
amount that DOC had available to award, ORSS staff informed us that they
determined the contract awards for each successful bidder based on several
factors including current capacity, MPRI parolee population demographice.‘
needs of retumlng offenders, eost d1ffereneee between regons, and other factors

DOC could enhance the c:red1b111ty and integrity aeeoerated with comprehensive

plan fundmg allocations by creating a documented governance process to review

and evaluate the allocations before submitting the contracts to the DOC Directoer .
| for approval. ‘ '

b. DOC had not established an over51ght process to review and evaluate significant
adjustments to funding categorlee

Section 2. 141 of the DOC’s compreheﬁeive plan contracts requires DOC to
approve all funding adjuetment requests that shlfi: funding for a service oetegory
by more then 10%.

An ORSS program manager approved several FY 2010 ad]ustrnente that shifted .
funds between service categories by more than 10%, For example, we noted a
$67,000 adjustment. We did not find evidence that the adjustments were
reviewed and approved by a higher level of ORSS management,

DOC could improve its process for making signiﬁcent funding adjustments by
creating a documented oversight process to review end evaluate the adjustments
-and the reason for DOC’s decision. -

Reuommendatmn ' - :

We recommend that DOC establish a doeumented governance or over31ght process to
review and evaluate comprehensive plan fundmg allocetlons and significant
edjuetments to fundmg eategorles

Managmnent Response :

DOC agrees with the recommendotmn cmd establzshed r/ system to document the

comprehensive plan review process for FY 2010, improved the process for FY 2011, and "
- will contmue to be evaluoted cmd meroved for FYEQIB o ‘

DfﬁceOflhternelAuditSerVices T 15
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' ORSS works with DOC’s Bureay of Fiscal Maﬁogé}nent to review fund odjuctmcnts .
_ With the outhortty to shift funding rcszdmg with the DOC's contract complionce

mspector Changes resulting in contract increases have always been reviewed by thc '
appropriate administrators overseeing oﬁéndcr reentry services and fiscal monogcment

- DOC also melementcd an improved methodology for setting FY 2011 annual funding.

levels for MPRI eontracts. DOC will develop a written procedure to document the

onnual comprehcnswe plan review process and the budgct odjustmcnt request process

Effectweness of Mon1t0r1ng and Evaluatlng MPRI Contracts

Aud].t Objective 42
To assess the effectiveness of the Department of Corrections efforts to momtor and
evaluate MPRI contracts |

' Conclusmn ' |

We concluded that the Department of Correctl,onc efforts to monitor and evaluate MPRI

contracts were not effective. We identified three material conditions concerning contract
compliance monitoring, subcontractor monitoring, and invoice review and approval. We

identified one reportable condition concerning data collection and reporting capacity.

‘Enmmoﬂ

‘Contract Compliance Momtormg

DOC did not effectively monitor MPRI contracts to ensure that contractors fulﬁlled

" DOC’s expectations i in an acceptable and sattst'actory fashmn and that the contracts |
were necessary. - |

The Ad1n1n1strat1ve Guide to State Government Procedﬁrc 0510.37 descnbcls the duties
and responsibilities of the Contract Compliance Inspector The Inspector 18 responsible

‘ to énsure successful completion of a contract including:

~'» Maintaining accurate and thorough documentation 1nc1ud1ng contract
compliance reports and vendor performance data.
+ Monitoring contracts to ensure compliance with all contract prov131ons
» Monitoring progress of work to ensure that services are performed according to -
 the quality, quantity, timeframes and manner spec1ﬁed in the’ (:ontract
" = Reviewing and approving contract. deliverables. |
. ' El‘LEul‘lng that vendor payments are commensurate W1th the level of goods and
- services received.
"« ‘Reporting vendor performance in MAIN, both POEIthE and negatwc comments. -

; » Holding regularly schecluled meetlngs w1t11 the contractor to review progress and -

e .docutncnt results

- In',nddition, Section 8 of DOCs direct human service contracts‘reqnired DOC to

~conduct performance reviews of the contractor quarterly, semi-annually or annually, to |

Office of Internal Audit Services - . - .
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. assess quahty, tlmelmeee cempletmn of work, accuracy v of bilhngs, custOmer eervwe
: cornp]etmn and submlsemn of requlred paperwork etc - :

 ORSS mfermed us. thet they dld net have eufﬁment eteff to conduct effectlve contract

. mponitoring and performance evaluation of contractors. We also noted that various
DOC units shared responsibility for certain contract compliance 1nspect0r dutlee but

‘the dutles of each unrt were net cleerly deﬁ_ned and aeelgned

For FY 2010, DDC budgeted $43 8 million fer MPRI centrecte Dur,mg our rev1ew ef
| cﬂntracts we noted the following wealm.eseee N

| Comprehensive Plans

Program Areas DOC did not:

Impacted: - o , N
Special Needs, Rlsk Assess the quality, timeliness, and effectiveness of services
Reduction,

provided, This could be done threugh eurveys of effenders

and DOC ﬁeld agente

Special Needs, Risk. |
Reduetion (fee-for-
service contracts)

Verify that brlled services were provided to offenders. This
could be done by 1:1‘:5»Lc:11r.e,r billinge to ’effender ease records. ‘

Ensure that the contractor prewded the full realm of reqmred
services. This could be done hy reviewing the contractor’s
processes, .

"Risk Reduction,

| Comprehensive Plans

(cost reimbursement
basis contracts)

Verify that contractors’ billings for salaries and other

administrative costs were commensurate with the level of

service provided. This could be done by reviewing pereonnel

and ﬁnencml recerdsr

Special Needs

' Aseese the quality of offeniders’ case management plans that
| were developed by the contractor. This could be done

through peer reviews of case management plans.

| Verify that services were provided according to the offender’s

prescribed plan. This could be done by comparing offender

| file informiation to the offenders’ plan.

| :Aesees the qeelity of the contractor’s cepeei.ty' develepmerlt

efforts. Thrs muld be done by reviewing prog’rees reports

Risk Redﬂctiqn :

' Aeseee the quallty end thoroughness of programs. This could

be done by revmwmg the contrector § program manuals.

Verlfy thet the contractor eubmrtted requrred reports to |

DC)C
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= ) ’_ x : : Enzure that the services provided by the contractors were

' .ceordmated through the approprlate admlmstratlve agen(:les

Determine that the contract pricing structure was cost
effective. ‘This could be done by reviewing program =
participation and utlllzatlon rates. For example, our review
of the October 2009 invoice and supporting documentation for
one risk reduction contract disclozed that DOC was fully
funding a contractor’s day reporting program but only a -
portion of the participants were DOC offenders. DOC or its
fiscal agent had only referred 18 of the 26 female offenders
listed on the attendance sheets. Of the 18 offenders, only 12
attended sessions during the period. We noted similar
underutilization and non-participation‘for another risk
reduction contract. After we brought this to DOC’s attention,
DOC cancelled the two contracts for which DOC had
budgeted $550, 000 for FY 2010 ‘

Capacity Building - | Ensure that the contractor prewded requlred dehverables
: 1nc1ud1ng

-Plang of actic::b, : .
~Training to the 18 comprehensive plan administrative
agenmee on how to perform subcontractor performance
TeVIEWS

-Slte visits at each of the 18 administrative agencies.

DoC ceuld employ many of the a,beve momtormg techmquee by using eamphng

. methode.

Recnm_mendatmn ‘ '
We recommend that DOC clearly deﬁne and agzign reeponelblhty to ensure that DOC

. staff effectwely manitor MPRI contractors for fulfillment of DOC’s e:cpectatmne in-an

| eer:eptable and satlsfactory fashion, e.nd that the contracts were necessary.

Ma.nagement Response

" The DOC agrees with this reeammendatmn and ha:e mcreaeed etaﬁ‘" wzthm the ORSS ta

properly monitor contracts, discontinued risk reduction contracts, and strengthened

contract development and monitoring processes for the ea:paewy buzldmg, epeeza‘.l neede o

- and comprehenewe plan contracts under C)RSS management

DOC memved the MPRI cemprehenewe plannmg process farFY 2011 co'ntmete' by‘ :

developing and disseminating detailed program guidance on allowable MPRI program

costs and program performance Iargete and conducting annual contractor tmmmg in ‘f ‘

. the summer2010. DOC developed improved programmatic and financial review
N protoeole for CDnductmg on-site revzebus of MPRI c.'ontmctore with advice from the -

'fOfﬁce ‘deﬂtETRal. Al‘ldifSErvicgs.ﬂ | ) - 1
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auditors. Financial site visits were made to all MPRI administrative e:geﬁeiee'by the
end of December, 2010. Program ezre vzerre are underwey cmd are echeduled to be
‘ cemplete by Aprrl 2011. ‘ : :

DOC strengthened its eonrmet develapnienr and monitoring for the capacity-building
contract by working wzth auditors to successfully implement improved work planning,
‘billing review, and Uerrﬁcatwn protocols. DOC successfully elosed- oLt the risk reduction.
contracts (T.O.P. S cmd Goadwzll) by March 201 0. '

FINDING #8
Subcontractor Monitoring- : ‘ ‘

- DOC did not ensure that MPRI contractors effeetwely developed eubcentrac:te and
monitored their subcontractors. As a result, DOC staff were not familiar with
MPRI eubcontractere scope of services, performance reqmremente and billing

: etrueturee o :

For FY 2010 DGC budgeted at least $22.7 million that was peeeed threugh to
_ eubcentraf..tere We noted the following by program area:

Comprehensjve Plansg Cagacitz Building and Special Needs |

1. DOC did not obtain and review eubeontraete prior to eommencement of Werk
80 that 11: eould 1f necessary '

Instract the contractor to clarl,fy the euhcontractore performance |

‘requirements.

Instruct the contractor to clarify deeumentetmn requlrements for
subcontractors’ monthly i invoicing. ‘ ‘

Instruet the contractor to remove services listed in the subcontracts that
are not allowed or not preferred. :

-Assess the need for the subcontractor’s services, end/er dleappreve the

subcontract.

Identify unfavorable pricing and instruct the contracter to b1d or re-bid
and/or disapprove the subcontract. . .

Aszgess the subcontractor's ability to prov1de the deelred eermeee and/er

-disapprove the subecontract.

Clarlfy guidance concermng unalleWed Or non- preferred MPRI services.

When the contractors prowded subcontratte Upon aur: request we, along Wlth :
DOC staff, questmned whether the prlclng was fair and whether the services
Were Necegsary.. | :

Provisions of each contract required the contractors to submit eepiee of all
subcontracts to DOC for review.. The contracts also reeerved the State sright
to dizapprove fundmg fer eubeontrect provlelens ‘ I :

Dfﬁee'efInrernalAudit'S'erViees . R o e So19
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2 DOC did not obtain and review documentatmn to verlfy that subcontractors
were Eelected on a compeutwe basm :

The contracts I'Eq‘l.ured the contractors to select subcontractors on'a
competltlve basis to the extent practicable. -

DOC could perform this task on a sample of subcontracts or those that it
‘ determlnee to be of hlgherq'lsk for each contractor

b, Comprehenswe Plans

l DQC dld not obtain and review requlred 0n-51te Teview reports that ‘
contractors prepared of then' Subcontractors so that it could, 1f necessary

« Provide guidance to contractors concerning their on- site reviews of
-subcontractors’ quality of work, tlmehness comp]etmn of Work and cost-
effectiveness. :

. Manljzor.contractor follow up of subcontractor deficiencies.

o Take action to address common subcontractor deficiencies.

‘Provisions of the comprehensive plan contracts required the contractors to at
least annually conduct formal on-site reviews of each subcontractor’s
.operations and fiscal administration. The contractors were also required to

- provide copies of the site review reports to the State, to include review of-
compllance with financial requirements, programmatic reqmrements and
pragress in resalvmg deﬁmenmes

Once DOC obtaina the on—site review reports, DOC ghould conduet steps to ..
obtain assurance that information provided in the contractor’s on-site reports
of subcontractors is complete, reliable, and accurate. DOC could perform this
- task on a sample of subcontracts or those that it determuxes to be of higher- -
| nsk for each contractor. : :

2. DOC did not require 'contra'ctnrs to periedically submit subcontractor invoices
and/or other supporting documentation to demonstrate that the contractors
had determmined whether their subcontractors’ monthly charges were eligible,

- authorized, fair, and accurate. DOC should require contractors to obtain and
review information from subcontractors such as lists of offenders served;

 dates, types, and locations of services, cost of services, and referral
information. DOC should require contractirs to periodically submit this

~ information to DOC for each subcontractor to provide proof that the ‘

" contractors reviewed and appropnately approved the subcontractOrs monthly‘

N c:harges ;

When contractors subrmtted thls 1nformat10n along w1th then' invoices, DOC .
was able to questmn some subcontractor charges o

'OfﬁceDfIntérna]-Audit‘SerVicés‘ o A . 20
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;
DOC staff informed us that they did not have sufficient staff to ensure that
contractors Were effectively develdplng subcontracts and monitoring their
subcontractors. We also noted that various DOC unite shared responsibility for |
certain contract comphance ingpector dutles but the dutlee of ear:.h unit were not
clearly deﬁned and asalg'ned : :

Recommendatlon

We recommend that DOC clearly define and asgign respon51b111ty to ensure that -
DQC obtains subcontracts, subcontractor bid information, subcontractor monitoring

. reports, and subcontractor invoices from MPRI contractors to ensure that the

contractors effectively developed subcontracts and monitored thelr subcontractors

Management Response : : ‘
DOC agrees that subcontracts, a selected samplmg of subcontmctor bid mfermatmn -
and subcontractor monitoring reports should be obtained from MPRI contractors.

- For regular review ef monthly MPRI reimbursement requests, DOC requires that
- agencies submit copies of detailed general ledgers together with summary

spreadsheets that identify expenditures by subcontractor or service category, and that
detailed invoices be submitted only as needed. This approach enables DOC to more
readily identify duplicate billings, excessive charges, and other issues that may arise.
Additionally, during financial site visits, DOC staff review sampled expenditures for
each subcontract and trace supporting documentation to the original CFJ-140 '
request for services to ensure that the services were requested, approved, and paid in-
compliance with the contract or subcontract, Further, in 2010, DOC hired and
assigned to ORSS two contract monitors who are obtammg and revr,ewmg
subeentruete and subcontractor monitoring reports.

DOC has developed a dmﬁ written procedure to formalize the subcontract review
and approval process which incorporates the review criteria. recommended by the
auditors for use on reviewing FY 2011 subcontracts.

FINDING #9

Invoice Review and Approval ‘
DOC did not ensure that its staff obtalned and reviewed invoices and necessary
supporting documentation to ensure that contractor cherges were eligible, anthorized,

~fadir and aceurate.

For FY 20 10,,‘DOC‘budgeted $43.8 millien for MPRI contracts. Our review disclosed: = -

. Al Comprehenswe Plan Invmces ‘

DOC has not required the contractors to submit mformetmn 1dent1fy1ng eeeh

- gubcontractor emdlthe amount paid to them for each eerﬂ_ce cetegory. :

- When cdntrectdfe sﬁbmitted‘general '1edger' expenditure data for each subcontractor' .
by service category level, DOC was able to more effectwely review, analyze and
: evaluate the eontractor g mvmces : ‘

~ Office efInternal-Audit.Sewices" o A B
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The avefége monthly FY 2010 'billi'n‘g‘s for the four‘ contractors that we selected for-
" review ranged from $102,000 to $545 000 per rﬂonth of Whlch apprommate],y 0%
wag passed through to subcnntractors o

b. Spec:al Need Invmce ' : : :
DOC did not review special needs mntractor mcrnthly invoices and supporting

documentation to ensure that the listed offenders were eligible and billed at the
- proper rate., DOC sataff should review internal records to vemfy the offenders’
eligibility and b111111g catego:ry '

The average Y 20[}9 monthly hilling for one contractor was apprommately .
$467,000. The average FY 2010 monthly blllmg for the other contractor was .
approximately $700 000

c. Rlsk Reductmn Invmces : - :
DOC did not review the monthly invoices for one risk reductmn contract to ensure
that the listed offenders met the minimum participation requirements prior to
~ billing. DOC ghould review OMNI to verlfy that the offenders met the minimum
partml,patmn requlrements :

| The avemge FY 2010 monthly billing for the contraet was apprommately $15, 000

d. Capacity Bmld_m,q Invmces -
DOC did not require the capacity bulldlng cantractor to submlt Suppﬂr’tmg
documentation along with their monthly invoices, When the contractor provided
* this information because of our review, we, along with DOC staff, guestioned
.whether the invoiced itemns were cornmensurate with the level of goods and service
received and whether the contractor s organizational hourly rates, Wh1ch were ag
. high as $350 per hour, were reasonable

The contract required the contractor. 'to submit invoices that showed the level of
detail reasonably necessary to ersure that the inveoice was fair and accurate, |
ineluding hours worked and hourly billing rates for services performed on a time
and materials basis. DOC chould enforce the contract and require the contractor to
submlt information that identifies who prowded the service, the type of service -~
" provided, dates of services, location of service, and progress reports related to the
contract service categories, including services provided by subcontractors.

. THe,aVérage FY 2010 monthljr Billing‘fbr the confract was a'pproxima'tely $54 000.‘ ]

| We noted that various DOC unlts shared rESponSIblllty for certaln contract comphance
inspector duties, but the duties of each unit were not clearly defined or assigned,

- particularly relating to offender ellg1b111ty verlﬁcatmns and enfnrcement of i 1nv01cmg
requirements.
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Recommendatmn

“We recommend that DOC clearly deﬁne and asmgn respon51b111ty to ensure that DOC

staff obtain and review general ledgers invoices and other necessary supporting ‘
documentatmn to ensure that contractor charges were ellglble authorlzed fair, a_n,d

. accurate,

| Management Response |
- DOC agrees that staff roles and responmbzlttz;es whzle rwt il- deﬁned could be more

clearly defined through a written document. DOC’s Offender Reentry Services Section

and Financial Services Section are developing procedures that will more clearly asstgn
relative roles and responsibilities..

- However, MPRI monthly contractor invoices are reviewed dpon receiplt for accuracy, .
- adequacy of documentation, and allewability of costs under comprehensive plans and

the MPRI contract. Financial Services Section confirms invoice accuracy, collects

. supporting documentation, analyzes records to identify duplwate billings, and. Ldenfzﬁes

| potential areas of conflict with the contract or comprehensive plan, ORSS cross- checks

referral information and determines allawabzlzty of muozced expenses

DOC is developmg a written pmcedure to formalize MPRI Involce processing in support

of ej‘j"ectwe cantract management and timely mumce processmg

FINDTNG #10

~ Data Collection and Reportmg Capamty

DOC had not established the capacity to collect and report data related to services
provided to offenders by MPRI contractors and subcontractors. As aresult, DOC is
limited in its ability to monitor and report statistics relating to delivered services and
to evaluate the cost-effectiveness of each service compcnent | :

In order-to establish datﬂ collectmn and reporting capacity, DOC needs to 1dent1fy and .
define the monitoring and reporting needs of management and other interested parties.
DOC informed ug that it established a workgroap to develop a system-wide -
management information system. DOC also informed us that in the interim,
administrative agencies have begun their own effort to create a small seale, short-terrmn
information system to collect some basm 1nf0rmat10n coucernmg contractor

o erformance

DOC should continue its efforts to bmld its capacity to collect and report data relatmg

o services provided to offenders by contractors and subcontractors such as:

«  Number of oﬂ'enders served (L.e. referred, admltted dlscharged) by program
componhent.

L .i " Number of offender’ readmmsmns to program compcment

+  Number of program components utilized by DHEnders
& Cost per offender served by program component. |
. Length of t1me offenders spent in a program compmnent
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Recammendatlon o :
We recommend that DOC contlnue its eiforte to establish the eapamty to collect and

- report data related to eervmes provided to foendere by MPRI contr&ctare end
submntractors

: Management Respcmee | SR ‘
DOC agrees The DOC 15 in the process of enhancmg its departmental database intwo
key areas: .

- a. Enhanced Case M anagenient Systemn — Web-based appiication will allow
. contractors to enter service utilization and coet data for. contract—funded services.

b. Development of a Management Information Systern Development of reports need
by contractors and the DOC to monitor service utilization and cost. DOC will
have the capability to create reports by contractor for billing review and approval.
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