governmentattic.org

“Rummaging in the government ¥ attic”

Description of document: Eight (8) Pension Benefit Guaranty Corporation (PBGC)
Inspector General (OIG) Reports, 2006-2008

Requested date: 22-May-2016

Released date: 30-September-2016

Posted date: 17-October-2016

Source of document: Disclosure Officer

Pension Benefit Guaranty Corporation
1200 K Street, N.W., Suite 11101
Washington, D.C. 20005

Fax:  (202) 326-404

Email disclosure@pbgc.gov
FOIlAonline

The governmentattic.org web site (“the site”) is noncommercial and free to the public. The site and materials
made available on the site, such as this file, are for reference only. The governmentattic.org web site and its
principals have made every effort to make this information as complete and as accurate as possible, however,
there may be mistakes and omissions, both typographical and in content. The governmentattic.org web site and
its principals shall have neither liability nor responsibility to any person or entity with respect to any loss or
damage caused, or alleged to have been caused, directly or indirectly, by the information provided on the
governmentattic.org web site or in this file. The public records published on the site were obtained from
government agencies using proper legal channels. Each document is identified as to the source. Any concerns
about the contents of the site should be directed to the agency originating the document in question.
GovernmentAttic.org is not responsible for the contents of documents published on the website.

-- Web site design Copyright 2007 governmentattic.org --


mailto:disclosure@pbgc.gov?subject=FOIA%20Request
https://foiaonline.regulations.gov/foia

£\
PBGC Pension Benefit Guaranty Corporation

Protecting America’s Pensions 1200 K Street, N.W., Washington, D.C. 20005'4026
PBGC 2016-002653
September 30, 2016

Re: Request for Office of Inspector General Reports

I am responding to your request, dated May 22, 2016, to the Pension Benefit Guaranty Corporation
(PBGC). You requested records pertaining to the functions of the PBGC Office of the Inspector
General (OIG) and you agreed to pay $25.00 in fees. Specifically, you requested the following OIG

reports:
1. Incurred Cost Audit of PBGC Contractor for Systems Development Work, January 2006;
2. Audit of PBGC Contractor for Actuarial Services, January 2006;
3. Agreed-Upon Procedures Report on PBGC Actuarial Contractor, January 2006;
4. Procurement Cycle Performance Audit Report, March 2006;
5. Incurred Cost Audit of PBGC Contractor, September 2006;
6. Report on PBGC’s Administration of Contractor, December 2007;
7. Agreed-Upon Procedures for Incurred Cost Audit of PBGC Contractor, September 2008; and
8. Audit of the PBGC’s Fiscal Year 2008 and 2007 Special-Purpose Financial Statements,

November 2008.

Your request for information was processed in accordance with the Freedom of Information Act
(FOlIA) and PBGC’s implementing regulation. Pursuant to your request, the PBGC’s OIG conducted
a search of their files, and located the eight reports you requested consisting of 115 pages. It was
necessary to withhold portions of commercial or financial information and personal privacy
information (i.e. names) from the aforementioned records. We relied on two exemptions of the FOIA
to withhold this information.

The first applicable exemption, 5 U.S.C. §552(b)(4), permits the exemption from disclosure of
matters that are “trade secrets and commercial or financial information obtained from a person and
privileged or confidential.” The records you have requested contain “commercial or financial
information” within the meaning of the above-cited statutory language and the PBGCs regulation 29
C.F.R. §4901.21(b)(2) and, therefore, The Disclosure Officer has determined that these records are
exempt from disclosure.

The second applicable exemption, 5 U.S.C. § 552(b)(6), exempts from required public disclosure,
“personnel and medical files and similar files the disclosure of which would constitute a clearly
unwarranted invasion of personal privacy.” Some of the records you have requested contain “similar
files” within the meaning of the above cited statutory language and the PBGC implementing
regulation (29 C.F.R. § 4901.21(b)(4)). In applying Exemption 6, a balancing test was conducted,
weighing the privacy interests of the individuals named in a document against the public interest in
disclosure of the information. The public interest in disclosure is one that “sheds light on an agency’s
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performance of its statutory duties.” Dep ’t of Justice v. Reporters Committee, 489 U.S. 749, 773
(1989). The Disclosure Officer has determined that disclosure of this information would constitute a
clearly unwarranted invasion of an individual’s personal privacy.

Since this constitutes a partial denial of your records request, [ am providing you your administrative
appeal rights in the event you wish to avail yourself of this process. The FOIA provides at 5 U.S.C.
§ 552(a)(6)(A)(i) (2014) amended by FOIA Improvement Act of 2016, Pub. L. No. 114-185, 130
Stat. 538 that if a disclosure request is denied in whole or in part by the Disclosure Officer, the
requester may file a written appeal within 90 days from the date of the denial or, if later (in the case
of a partial denial), 90 days from the date the requester receives the disclosed material. The PBGC’s
FOIA regulation provides at 29 C.F.R. § 4901.15 (2015) that the appeal shall state the grounds for
appeal and any supporting statements or arguments, and shall be addressed to the General Counsel,
Attention: Disclosure Division, Pension Benefit Guaranty Corporation, 1200 K Street, N.W.,
Washington, D.C. 20005. To expedite processing, the words “FOIA Appeal” should appear on the
letter and prominently on the envelope.

In the alternative, you may contact the Disclosure Division’s Public Liaison at (202)326-4040 for
further assistance and to discuss any aspect of your request. You also have the option to contact the
Office of Government Information Services (OGIS) at the National Archives and Records
Administration to inquire about the FOIA mediation services they offer. The contact information for
OGIS is as follows: Office of Government Information Services, National Archives and Records
Administration, 8601 Adelphi Road-OGIS, College Park, Maryland 20740-6001; e-mail at i
ogis@nara.gov; telephone at 202-741-5770; toll free at 1-877-684-6448; or facsimile at 202-741-
5769.

This completes processing of your request. Your request has been categorized as “commercial.”
Commercial requesters are assessed search, review, and duplication fees. We have not assessed any
search fees.! Since the information is being provided in a digital format, the total cost for duplication
and review resulted in an amount below the PBGC’s nominal threshold of $25.00. As such, there are
no fees associated with your request.

For future requests for PBGC records, you may submit your request by accessing FOIAonline, our
electronic FOIA processing system, at https://foiaonline.regulations.gov, or via our agency’s website
at http://www.pbgc.gov/about/pg/footer/foia.html.

Michelle Y. Chase
Government Information Specialist

Enclosure (CD)

! The Open Government Act precludes an agency from charging search fees to a FOIA requester if the agency does not
meet the twenty-day statutory time limit for processing FOIA requests. As such, all associated fees have been waived.





































































Office of Inspector General
Pension Benefit Guaranty Corporation
Agreed-Upon Proce 1ires
For Costs Incurred by
Slabaugh, Morgan, White Ar Associates
Under Contract No. PBGC01-CT- 99- 0581
For the Fiseal Years ended
September .., 2003 d 2004

This report may contain proprietary information subject to the requirements of 18 U.S.C. 1905 or 4 U.S.C.
552a. This report is issued to the Office of inspector General (OIG) of the Pension Benefit Guaranty
Corporation (PBGC) for future distribution to PBGC’s Procurement Department. The report should not be
released to the public or other parties without the consent of the OIG after consultation with the Director
of the Procurement Department. The information in this report should not be used for other than
intended purposes without first discussing its applicability with the OIG.

OLLIE GREEN & COMPANY, CPA’s
Louisville, Kentucky

For Official Use Only
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Appendix 1 — Slabaugh, Morgan'’s Full Response to the Independent Accountants’ Report
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Scope

We have applied certain agreed-upon procedures solely to assist the OIG in evaluating whether
costs incurred by Slabaugh, Morgan in conducting appeals ser s for PBGC were allowable,
reasonable, supported and consistent with contractual provisions. This agreed-upon procedure
engagement covered the FYs ended September 30, 2003 1d 2004 and was performed in
accordance with attestations standards established by the Ameriran Institute of Certified Public
Accountants and Government Audi  Standards, issued bv the  >mptroller General of the
United States. It is understood that . report is solely 3 OIG’s information and is not to be
distributed for any other purpose or to anyone oisn ie lwith PBGC's OIG or PBGC's
Procurement Department without notification to us.

The following agreed-upon procedures were performed:

1. Obtained and reviewed copies of contracts, amendments, invoices and time records
provided by Slabaugh, Morgan and PBGC OIG for FYs 2003 and 2004.

2. Scheduled all personnel and labor hours selected in our 10 month sample (four months
for FY 2003 and six months for FY 2004) and evaluated the accuracy of billed labor
hours.

3. ompared the scheduled labor hours, by employee. selected in the sample months and
tested to time records provided by Slabaugh, Morg  and quantified discrepancies.

4. Examined timekeeping and other documentation to determine whether non-work related
activities were billed.

5. Obtained copies of invoices for other direct costs billed to PBGC in our sample months
and examined for support documentation and allowability.

6. Obtained copies of personnel files, and other documentation of employees billed to the
PBGC contract for the sample months and verified erience and education required
by the contract.

The total incurred costs billed by Slabaugh, Mnrgan to PBGC for the 10 sample months
reviewed were $721,368.54 (Exhibit2—Sch _ lle of In " es Sampled for FYs 2003 and 2004).
The total questioned costs resulting from the application ot our agreed-upon procedures is
$1,273,660.50 (Exhibit 5— Schedi- -* Total Questioned Costs for FYs 2003 and 2004). These
questioned costs represent 62 percent of t 8,309.25 billed to
PBGC for FYs 2003 and 2004 (Exh 1- FYs m™"" 1nd 2004).
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the form of computer data, or in any other form, and other supporting evidence to satisfy
contract negotiations, administration and audit requirements of the contracting agencies and the
Comp*ller General.” The FAR also states that this information/documentation should be

retain  for 3 years after final payment. If the contractor can now provide other mitigating
information/documentation to support its claim, it should be presented to the contracting officer
during the settlement phase of this. eed-Upon Procedure engagement.
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Mr. Luther Atkins
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5. Large purchases were not always closed-out within the time requirements established
by the FAR.

6. Simplified acquisition files maintained by PD, GAB, and the originator did not
contain documentation required by PBGC di  ives, policies and procedures, and the
FAR.

7. Blanket purchase agreements were not executed in accordance with the FAR.

8. Simplified acquisition files maintained by PD did not contain documentation that
simplified acquisitions were closed-out in accordance with the FAR.

We conducted our engagement in accordance with Government Auditing Standards
issued by the Comptroller General of the United States.

We were not engaged to, and did not perform a financial statement audit, the purpose of
which would be to express an opinion on amounts and disclosures in the financial
statements, in accordance with accounting standards generally accepted in the United
States of America.

This report is intended to meet the objectives described above and should not be used for
other purposes. This reported is intended solely for the information and use of PBGC’s
Office of Inspector General (OIG), Procurement Department, and General Accrrnting
Branch, and is not intended to be and should not be used by anyone other tha these
specified parties.

























































DCAA questioned $44,974 in Purchase Services as unreasonable compensation
5, page 7). The subcontractor billed higher rates than were contained in the sub«
agreements, see FAR 31.205 (f). Also, no consultant or subcontract agreement
provided for an employee.

DCCA further questioned $39,044 in Facility Costs that'  :not allocable to the
(see Note 4, page 5). DCAA found the contractor claimed facilities costs as if al
labor was performed at USFGG controlled office space location (there are five d

locations), when based on the contract’s terms and conditions all work was to be
performed at PBGC customer-site location.

The OIG recommends that you review the $146,628 in questioned costs to deterr
reasonableness, allocability and allowability (PD-"

If we can provide additional assistance, please call Henry Hopson, Audit Manage
extension 3547.

Attachment

¢: Martin Boehm, Director, Controls & Contracts Review Department
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PREPARED FOR: Pension Benefit Guaranty Corporation
Assistant, Office of Inspector General for Audit
ATTN: Mr. Luther Atkins
1200 K Street, NW, Suite 480
Washington, D.C. 20005-4026

PREPARED BY: DCAA Reston Branch Office
171 Elden Street, Suite 300
Herndon, VA 20170-4810
Telephone No. (703) 735-8221
FAX No. (703) 735-8234
E-mail Address  dcaa-fao6321@dcaa.mil

SUBJECT: Report on Audit of Incurred Costs on
Delivery Order No. PBGC01-D0-04-0143

REFERENCES: PCO: Prime Contract No. GSOOT99ALD0212
Relevant Dates: (See Page 13)

CONTRACTOR: Unisys Corporation
U.S. Federal Government Group (USFGG)
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Reston, VA 20190-4757
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REPORT RELEASE RESTRICTIONS: See Page 14
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S\ Office of Inspector General
g 1200 K Street, N.W., Washington, D.C. 20005-402¢

MEMORANDUM AUDIT REPORT

December 7, 2007

To: Susan Taylor
PBGC Contracting Officer

7 -

From; Luther Atkins 2
Assistant Inspector General for Audits

Subject: Audit of PBGC’s Administration of II...... Contract

This year we conducted an audit of the Integrated Management Resource Group
(IMRG) contract CT-03-0652 that was a five-year auditing services contract for
which PBGC paid more than $19 million. We recently provided you an audit
report of the costs incurred on this contract and identified questioned costs of
about $167,459 (2007-8/CA-0033-1). Your office and mine are currently
working to resolve those identified questioned costs.

This report presents our audit findings with respect to how well PBGC
administered this contract. As you know, contract administration is critical to
making sure that PBGC gets what it has contracted for and that the contractor is
held accountable for providing the proi  ts and services articulated in the
contract. Likewise, PBGC assigns Contracting Officer’s Technical
Representatives (COTR’s) and contract monitors to assist you in ensuring that
PBGC is not overcharged anc  :eives what it has paid for under the contract.
The overall objective of this performance review was to evaluate the effectiveness
of PBGC’s contract administration and oversight of IMRG contract CT-03-0652,
including determining whether:

1. The contractor verified qualifications and experience of their employees
assigned to the PBGC contract; and

2. The COTRs adequately monitored contractor performance and payment.

RESULTS IN BRIEF

PBGC needs to improve its administration of the IMRG contract by holding the
contractor accountable for complying with the contract terms and better
monitoring the performance and payment. We identified two root causes for the
$167,459 costs we questioned in the incurred cost audit report:

2008-4/CA-0033-2
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e The contractor IMRG) did not always verify qualifications and/or
experience of their employees:  :ned to the PBGC contract. We found
the COTRs relied on erroneous information provided by IMRG and did
not evaluate IMRG’s process for assigning personnel on the contract. This
resulted in improper payments of $147,681 for five (5) of IMRG’s
employees who were not qualif — under the t___ ; of the contract; and

¢ The COTRs did not adequately monitor IMRG’s nerformance and
payment resulting in unallowable costs of $19,, . ..

We are making recommendations that will strengthen the contract administration
function so the contractors will do a better job of verifying the education and
experience of their employees and PBGC CO.. ... and contract monitors will do a
better job of providing contrz  oversight. PBGC’s Contracting Officer agreed
with our recommendations and has started taking corrective actions.

BACKGROUND

PBGC entered into a labor-hour contract with IMRG to conduct auditing services
on trusteed plans and non-tru:  d standard terminations for the PBGC. This
contract required IMRG to provide professional staff to conduct a series of audits
relating to pension plan information that PBGC uses to determine the final benefit
for each plan participant.

Under a labor-hour contract, the contractor is reimbursed for every hour worked
by its employees at a fixed 1 for each position specified in the contract. The
fixed rate includes direct labor, associated indirect costs and fees. These rates are
often referred to as labor category rates.

Under these types of contracts, the government bears the performance risk in that
the contractor is only respansible for providing qualified personnel and does not
have any incentive for cost control or the efficiency of the work. As a result,
COTRs should place special emphasis on monitoring the work performed under
these types of contracts to ensure that efficient methods and effective cost controls
are being used. Any concerns should be raised to the Procurement Department.

AUDIT RESULTS

Verification of Education and Experience of IMRG’s Personnel Was
Inadequate

Overall, we found that PBGC and IMRG’s process for verifying the education
and experience of personnel assigned to the PBGC contract was inadequate and
needs improvement. The contractor, IMRG, did not always verify the accuracy of
education and experience information for each of their personnel. Adding to this
problem, we found the COTRs assigned to this contract were not required to
assess the contractor’s system of quality control to ensure that personnel assigned
to the PBGC contract met the requirements of the contract. We did not see any

2008-4/CA-0033-2
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independent verification on the part of PBGC or the COTR. Additionally, we
found erroneous informatior ded or = resumes and/or employment
applications. As a result, we questioned $147,681 in personnel costs.

Further, COTRs for the IMRG contract could have provided more oversight of the
contractor to prevent the assignment of contractor p  mnel who did not have the
required education or experience as required under the con = t. However, PGBC
does not provide its COTRs with a contract administ onfp  ora checklist to
guide them in carrying out this responsibility.

We tested the information for 132 employees from IMRG’s employment files and
found:

e Six (6) with erroneous information recorded on their resume and/or
employment application;

* Eight (8) who did not meet minimum education and/or experience
requirements under the terms of the contract; and

e Of the 8 employees who did not meet minimum contract requirements, we
could not question the costs for 3 empl :es because of an oversight by
PBGC staff when drafting a contract modification.

We found that IMRG did not always verify the accuracy of information for each
of their employees, or employment candidates, listed on  1mes and employment
applications before placing them on the PBGC contract. Such information that
may not have been verified included:

e college graduation;

e degree in accounting, or 24 hours in accounting courses;

e accuracy of employment history, such as type of business, dates of
employment, work performed, title/level in company, and
supervisory status; and

e reference check with past employer.

The COTR also relied on unverified information when IMRG used the
information to represent to PBGC that the proposed contractor employees met the
qualifications in specific labor categories. This condition resulted in the (1)
payment of PBGC funds to IMRG for unqualified personnel; and (2)
identification of a vulnerability or internal control weakness on the part of the
Procurement Department and the CC 1 1.

During the interview process, the COTRs stated they do not use a contract
administration plan that includes a set of instructions or work steps to monitor
contractor performance. The COTRs also stated they did not perform site visits at
IMRG’s central location, or any of the contractor’s locations, where financial and
payroll records are maintained to validate against the receipt of contractor
invoices and supporting documentation.

2008-4/CA-0033-2
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Additionally, the COTRs told us they rely on the resumes provided by IMRG
Canials to approve or disap;  ve of  sonnel placed onthe PBGC¢ r  and
that they did not evaluate IMRG’s process for assigning personnel on the contract.
Without collaborating evidence, there can be no assurance that information
reported on the resume is accurate.

The Office of Federal Procurement Policy (OFPP) states in their Best Practices
Guide that the development of a contract administration plan is essential for good
contract administration. The plan can be simple or complex but must specify
what the performance outputs of the statement of w ¢ are and describe the
methodology to conduct the inspections. It provides a systematic and structured
method for the CO.. .. to evaluate services and products that contractors are
required to furnish. It also includes appropriate use of pre-planned or
unscheduled inspections (i.e., site visits). This sav  :ime and resources because
the COTR is not monitoring the mundane, routine portions of the contract, rather
is focusing on implementing specific s | ; in the contract administration plan.
Contract administration plans are to be used by the CC 1 1S on a daily basis.

We did find that the COTRs are provided with a written document or letter which
outlines the responsibilities of the COTR for any given contract. However, we
believe that more specific work steps are needed. One alternative is to document
the steps in a uniform contract administration plan as suggested in the OFPP Best
Practices Guide.

The Contracting Officer stated resources are heavily devoted to pre-award
activities which become more imperative in meeting the agency’s mission. Asa
result, some post-award functions are accomplished based on the availability of
resources, and in some cases,  urces have not been available to fully perform
all oversight and monitoring activities. The Procurement Department is in the
process of developing a COTR Handbook and Checklist to assist them in
monitoring contractor performance. The Contracting Officer intends in the first
quarter of FY 08 to conduct post-award conferences for all new major awards to
help ensure that contractors fully understand their contract requirements from the

beginning.

We believe these planned corrective actions are good steps in the right direction.
The establishment of a COTR Handbook and Checklist will help all interested
parties understand the contr.  requirements and help do their jobs more
efficiently and effectively.

™-comm ~— - tions:

e We recommend that the Contracting Officer take steps to verify that
contractor personnel assigned to PBGC contracts meet the required
educational and experience requirements in the contracts.

e We recommend that the Contracting Officer develop a written document
or requirements, such as a contract administration plan, for COTRS use in
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determining the adequacy of the contractor’s process for assigning their
personnel to PBGC contracts.

Agency’s Comments

Management agreed with this recommendation and will revise their existing
COTR delegation letter to clarify and emphasize the requirement for the COTR to
review the contractor’s plan and process to meet the requirements of the contract
where required educational and experience requirements are included therein.
They expect to complete these corrective actions by the second quarter of this
fiscal year.

The agency requested that we consolidate both recommendations into a single
recommendation because they were interrelated.

OIG’s Response

We agree with the Agency’s comments that the recommendations above are
interrelated and will consolidate them into one recommendation as follows:

We recommend that the Contracting Officer take steps to verify that contractor
personnel assigned to PBGC contracts meet the required educational and
experience requirements in the contracts and develop a written document or
requirements, such as a contract administration plan, for COTRs use in
determining the adequacy of the contractor’s process for assigning their personnel
to PBGC contracts (PD 102).

The COTRs did not Adequz y Monitor IMRG’s Performance and Payment

Over the four year period audited (FYs 2003-2006), the COTRs assigned to the
IMRG contract, stated they did not formally evaluate contractor performance.
Specific task orders for contract deliverables were approved by managers of the
Trusteeship Processing Divisions (TPD) who requested the work. The TPD
managers periodically interacted with IMRG personnel about performing the
necessary steps to complete the specific task order. As a result, the COTR did not
always have up to date inform on or frequent communication with IMRG
personnel on the specific task order or the TPD managers regarding contractor
performance.

From our review of the contract, there are no provisions in the contract for anyone
other than the Contracting Officer or COTR to tfina" ceptance of any
reports or other deliverable items required under the contract. Rather, section E.2
states:

“All deliverable items are to be furnished to the Contracting
Officer’s Technical Representative (COTR) or to a PBGC
personnel designated by the COTR to receive a specific
deliverable...... ... Final acceptance of any reports or other

2008-4/CA-0033-2
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deliverable items required under this contract will be made in
writing and may only be made by the COTR or Contracting
Officer”.

The process to monitor performance and accept deliverables for this IMRG
contract diminishes the COTR’s contractual role. While the contract permits the
COTR to designate someone other than himself to receive a specific deliverable,
there is no authority in the c t for the TPD manager to approve and accept
contract deliverables. Morec |, the Contracting Officer has a direct relationship
with the COTR through her ¢ gation of responsibilities. We confirmed there
are no delegations from the Contracting Officer to the TPD managers.

Section 16.601(b)(1) of the Federal Acquisition Regulations (FAR)
states...”Government surveillance of contractor performance is required to give
reasonable assurance that efficient methods and effective cost controls are being
used.” Additionally, the OFPP states contract monitoring is enhanced when
COTRs report on the contractor’s performance. From lessons learned, the OFPP
states such review of and reporting on performance can include:

e periodic site visits where the COTR performs a head count of contractor
employees;

e examining time cards and sign-in sheets; and

« speaking with the contractor concerning the progress of their work.

Many agencies have found that documenting surveillance and monitoring is key
to the contract administration  >cess.

For the payment process, we concluded the COTRs can perform additional steps
which will aide them in ident _ ng and preventing the authorization of improper
payments, such as employees not accounting for a lunch period. From our sample
of 13 monthly invoices, we compared employees’ timesheets with IMRG’s
payroll records to ensure that the lunch period was not charged to the contract.
We found some IMRG employees working more than 5 hours and not recording
the required %; hour lunch break, thereby charging that time to PBGC in violation
of the contract. As a result, we questioned $19,778.

We did find that the COTRs reviewed invoice submissions for mathematical
accuracy and they ensured funds were available for payment. However, without
some IMRG record showing the total hours posted in their reporting system for
each employee to compare against the timesheets submitted, the COTR would not
be aware that the lunch period time was charged to the PBGC contract.

Based on discussions with the contract specialist, we also learned there is no
formal system for measuring the COTR’s performance on their monitoring of

contractor’s performance and payment.

Recommendations

2008-4/CA-0033-2
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* We recommend the Procurement Department issue written guidance to
persons acting as  ical monitors and assisting in the contract
deliverable process. The guidance should outline their duties and
responsibilities and also be linked to the terms and provisions of the
contract (PD 103).

e Werecommend the Contracting Officer and COTR for each department
collaborate to include procec s on the contract administration plan to

ensure contract employees who work 5 hours or more do not charge 30
minutes for lunch to the PBGC contract (PD 104).

¢ The Contracting Officer and officials for each department should
collaborate on developing a performance goal and objectives to assess the
COTR’s performa  on monitoring contractors (PD 105).

Agency’s Comments

Management agreed with each of the three (3) recommendations above and will
complete corrective action by the third quarter of this fiscal year.

Other Matters

Overtime Appr¢—~ ™1t Disallowed by the Conf

We found a provision of the contract that was not enforced because PBGC
officials stated it conflicted* hthe  tractor’s proposal that was incorporated
into the contract.

Specifically, section H.7 of the contract stated that no overtime was to be
authorized. However, the contractor’s proposal stated that overtime was
authorized. The COTRs and the contract specialist stated that overtime was
allowable based on a clause in the contract which linked the contractor’s proposal
to the contract. As a result, the COTRs and the TPD managers authorized
payments of $619,000. Because the . ..3C:,, ro  the payments, we could not
question these costs that viol: d the contract terms.

Section G.3 states:

The coniractor shall, in meeting the requirements of this contract,
perform in accordance with their technical and cost proposal to
the PBGC. That proposal is incorporated in this contract by
reference. However, to the extent that anything in the proposal is

in conflict or is incc  ° tent with the contract the clauses of this
contract shall be controlling and shall supersede anything in the
proposal.

Based on the clear contract language above, we disagree with PBGC’s
interpretation that the contractor’s proposal allowing overtime took precedence
over the contract’s specific prohibition of overtime.

2008-4/CA-0033-2
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Additionally, in our draft audit report on IMRG, we identified 8 IMRG employees
that did not meet the minimum education and/or experience requirements. For
junior auditors, the contract required a Bachelor’s Degree in accounting. For
senior auditors, through a modification to the contract, 24 hours of courses taken
in accounting could substitute for a Bachelor’s in accounting. It seems
contradictory to have a lesser requirement for senior auditors than for juniors. For
this reason, we did not question costs for 3 junior auditors who did not have
accounting degrees (but did have the 24 hours of courses taken in accounting) as
failure to include junior auditors in the contract modification was likely an
oversight. :

Reco——endatic -

We recommend the Contracting Officer communicate to the IRMG COTR
that if there are conflic between the contractor’s proposal and contract
provisions, the contract provisions are controlling (PD 106).

To the extent this is a common contract clause, we recommend the
Contracting Officer communicate this conflict resolution to all COTRs
and require consultai  with the Procurement Department about
identified contract conflicts (PD 107).

We recommend the Contracting Officer strengthen its pre-award process
to include steps to review, note and resolve conflicting provisions between

the contractor’s proposal and the contract before contract award (PD 108).

Agency’s Comments

Management agreed with each of the three (3) recommendations above and will
complete corrective action in the third quarter of this fiscal year.

2008-4/CA~0033-2
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Pension Benefit Guaranty Corporation

Office of Inspector General

Agreed-Upon Procedures Report

TECHGUARD SECURITY, LLC.

Report for Costs Incurred by TechGuard Security under
Contract PBGCO1-CT-03-0739
For Fiscal Years ended September 30, 2006 and 2007

Notice: Distribution of This Report is Restricted

This report may contain proprietary information subject to the requirements of 18 U.S.C. 1905 or 5 U.S.C. 552a.
This report is issued to the Office of Tnspecter General (OIG) of the Pension Benefit Guaranty Corparation (PBGC)
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other parties without consent of the OIG. The information in this report should not be used for other than intended
purposes without first discussing its applicability with the OIG.
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Pension Benefit Guaranty Corporation

Office of Inspector General
1200 K Street, N.\W., Washington, D.C. 20005-4026

September 30, 2008

MEMORANDUM

To: Susan Taylor, Contracting Officer
Procurement Department

From: Luther Atkins W%{y

Assistant Inspector General for Audit

Subject: Agreed-upon Procedures Report for Costs Incurred by TechGuard under
Contract No. PBGC01-CT-05-0739 for Fiscal Years ended September 30,
2006 and 2007.

This memorandum transmits report number 2008-11/CA-0047 prepared by Williams,
Adley & Company, LLP at the request of the Office of Inspector General (OIG).
Williams, Adley & Company applied agreed-upon procedures to assist OIG in evaluating
whether costs incurred by TechGuard in the fiscal years ending September 30, 2006
and 2007 under Contract No. PBGC01-CT-05-0739 were allowable, reasonable,
supported and consistent with contractual provisions. The procedures performed and
results are discussed in the attached report.

Williams, Adley’s report questions $82,141 in costs related to the following issue:

s TechGuard did not meet the PBGC experience requirements for three employees
and education and prior employment verifications were not performed for two
TechGuard employees.

We recommend the Director, Procurement Department:

¢ Seek a refund of $82,141 from TechGuard (PD 118);

* Review invoices that were submitted and question all costs related to these
individuals (PD 119);

¢ Discuss the contract terms with TechGuard and inform them that the personnel
working on the PBGC contract must meet the specific PBGC requirements. If
applicable, TechGuard should reimburse PBGC for any additional costs for
positions that do not meet the minimum experience requirements (PD 120);

¢ Obtain documentation of employment/educational verification from TechGuard
officials for these individuals. Pending receipt of documentation, these
individuals should not be assigned to PBGC contracts (PD 121); and

s Determine the labor costs and total dollars billed to PBGC that should be
refunded for individuals whose employment and/or education cannot be verified.

FOR OFFICIAL USE ONLY
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Pending verification of authenticity, these individuals should not be assigned to
work on PBGC contracts (PD 122).

The report recommends corrective actions including your determination of the
allowability of the questioned costs and initiation of necessary collection actions. Both
the OIG and Williams Adley are available to discuss the report’s findings and provide
additional documentation.

Please respond within 30 days of receipt of this report on corrective actions planned
and/or taken to resolve the recommendations and questioned costs.

CC: Stephen Barber, Chief Administrative Officer
Patsy Garnett, Chief Information Officer
Marty Boehm, Director, Contracts and Controls Review Department

FOR OFFICIAL USE ONLY
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Williams, Adle&ompany, Le
CERTIFIED PUBLIC ACCOUNTANTS AND MANAGEMENT CONSULTANTS

INDEPENDENT ACCOUNTANT’S REPORT
ON APPLYING AGREED-UPON PROCEDURES

To the Inspector General of the
Pension Benefit Guaranty Corporation (PBGC)

We have performed the procedures enumerated on page 4, which were agreed to by your office
to assist you in evaluating whether costs incurred by TechGuard Security, LLC (TechGuard)
under contract number PBGCO01-CT-05-0739 were allowable, reasonable, supported and
consistent with contractual provisions for fiscal years (FYs) ended September 30, 2006 and
2007. This agreed-upon procedures engagement was performed in accordance with attestation
standards established by the American Institute of Certified Public Accountants and Government
Auditing Standards, issued by the Comptroller General of the United States. The sufficiency of
these procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the procedures described
on page 4 either for the purpose for which this report has been requested or for any other

purpose.

We were not engaged to, and did not perform an examination, the objective of which would be
the expression of an opinion on the incurred costs of TechGuard. Accordingly, we do not
express such an opinion. Had we performed additional procedures, other matters might have
come to our attention that would have been reported to you.

This report is intended solely for the information and use of PBGC’s Office of Inspector General
(OIG), PBGC’s Procurement Department and TechGuard and is not intended to be and should
not be used by anyone other than these specified parties.

Wi lliays ndla «Gapesg LUF

Washington, DC
July 29, 2008
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EXECUTIVE SUMMARY

We have applied certain agreed-upon procedures solely to assist the OIG in evaluating whether
costs incurred by TechGuard Security, LLC (TechGuard) in providing services on specific
projects and ongoing efforts that are targeted to provide technical support of PBGC’s
Information Systems Security Program were allowable, reasonable, substantiated and consistent
with contractual provisions for the FYs ended September 30, 2006 & 2007. Our approach to this
engagement entailed judgmentally selecting a sample from each FY, 2006 and 2007, and
evaluating the accuracy, reasonableness and allowableness of direct labor charges and other
direct costs billed to PBGC for FYs 2006 and 2007.

Based on the application of the agreed-upon procedures enumerated on page 4, we have
questioned costs relating to the following issues:

¢ TechGuard did not meet the PBGC experience requirements for three employees and
cducation and prior employment verifications were not performed for two TechGuard
employees. Questioned costs are $82,141.

Details, including quantification of the questioned costs, are discussed in the Findings and
Recommendations section of our report.
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BACKGROUND

The Pension Benefit Guaranty Corporation (PBGC) was established under Title IV of the
Employee Retirement Income Security Act of 1974 (ERISA), as amended, 29 U.S.C. Sections
1301-1461, ERISA Sections 4001-4402, to insure the pension benefits of participants in certain
defined benefit pension plans. PBGC protects the pensions of more than 44 million Americans
in approximately 35,000 defined benefit pension plans.

PBGC receives no funds from gencral tax revenues. Operations are financed by insurance
premiums set by Congress and paid by sponsors of defined benefit plans, investment income,
assets from pension plans trusteed by PBGC, and recoveries from the companies formerly
responsible for the plans.

PBGC has two major roles: (1) administering the plan termination process including providing
plan sponsors and administrators with guidance for compliance with legal termination rules: and
(2) paying ERISA Title [V benefits to plan participants and their beneficiaries when a plan
terminates with insufficient assets to pay the benefits. To carry out its operations, PBGC relies
heavily on the services of contractors whose headquarters and field employeces account for over
half of the workforce involved in processing PBGC’s workloads.

PBGC entered into a labor-hour contract with TechGuard to provide technical support of its
I[nformation Systems Security Program. Specifically, TechGuard was tasked with the following
requirements:

® Maintain a high level awareness of security regulations;

» Develop system configuration guidelines;

= Conduct and analyze risk assessments;

® Conduct penetration testing and analysis;

* Recommend security improvements based on government directives, guidelines, and industry
best practices; and

» Identify system vulnerabilities and recommend corrective action.

3
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SCOPE

We have applied certain agreed-upon procedures to assist the OIG in evaluating whether costs
incurred by TechGuard in providing services on specific projects and ongoing efforts that are
targeted to support the PBGC Information System Security Program were allowable, reasonable,
supported and consistent with contractual provisions. This agreed-upon procedures engagement
covered the FYs ended September 30, 2006 and 2007, and was performed in accordance with
attestation standards established by the American Institute of Certified Public Accountants and
Government Auditing Standards, issued by the Comptroller General of the United States. It is
understood that this report is solely for the PBGC OIG and Procurement Department’s
information and is not intended to be, and should not be, used by anyone other than these
specified parties.

The following agreed-upon procedures were performed:

1. Obtained and reviewed copies of contracts, amendments, invoices and time records
provided by TechGuard and PBGC OIG for FYs 2006 and 2007.

2. Scheduled all personnel and labor hours selected in our judgmental sample and evaluated
the accuracy of billed labor hours and billed labor rates.

3. Compared the aforementioned scheduled labor hours, by employee, selected in the
sample months to time records provided by TechGuard, and quantified and documented
any discrepancies.

4. Reviewed time sheets for non-work related activities billed during FYs 2006 and 2007
and calculated potential unallowable costs, if applicable.

5. Obtained copies of personnel files, and other documentation of employees billed to the
PBGC contract and verified experience and education required by the contract.

The cffective date of the base contract was August 1, 2005. At the end of the FY 2007, the
contract had been amended 12 times and obligations for all contract years totaled $2,929,508.
TechGuard billed PBGC approximately $1.3 million (Exhibit 1, Schedule of Invoices Billed).

The total incurred costs billed by TechGuard to PBGC reviewed for the sample months were
$602,239 (L:xhibit 2, Schedule of Invoices Sampled). The total questioned costs resulting from
the application of our agreed-upon procedures are $82,141 (Exhibit 4, Schedule of Total
Questioned _Costs). These questioned costs represent 6.25% of the total incurred costs of
$1,313,878 billed to PBGC for FYs 2006 and 2007 (Exhibit 1, Schedule of Invoices Billed).
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FINDINGS AND RECOMMENDATIONS

1. TechGuard Employees Did Not Meet Experience Requirements

We reviewed the resumes of five TechGuard employees working on the PBGC contract and
compared their education and experience to the qualification requirements stated in the contract.
We found that three of the five employees reviewed did not have the level of experience required
for the labor categories they were billed under. The table below summarizes the experience
requirements stated in the contract, the actual experience levels of the employees, and the
questioned costs associated with these individuals who were found not to meet the labor category
requirements.

Labor Category Required Experience Actual Experience Questioned Cost
15 years total experience
preferred with 10 years of IT | No documented IT
Program Manager _specific experience experience $ 5,834
8 years total IT experience
IT Security Technical | preferred with 4 years of IT | Approximately 1 year

Lead* specific experience total IT experience $ 23,643
4 years total IT experience
Network/System preferred with 1-2 years of Approximately 1 year
Security Analyst* IT specific experience total IT experience $43.461
8 years total experience with | 2 years total experience.
Subject Matter Expert | 5 years specific experience No specialized experience $ 9,203
Total Questioned Costs $ 82,141

*One of the employees worked as both the Network/System Security Analyst and the IT Security Technical Lead.

The total questioned costs of $82,141 are related to the 12 invoices we tested and represented
6.25% of the $1,313,878 paid by PBGC to TechGuard from October 2005 to September 2007.
Please see Exhibit 3 for a detailed computation of the questioned costs. We also found that
TechGuard did not routinely perform verification of prior employment or authenticity and
academic verification checks of its employees. Our review disclosed that the company did not
perform an employment suitability investigation for two employees assigned to the PBGC
contract. The individuals worked as the Program Manager/Network System Analyst/Subject
Matter Expert and the Information Security Engineer. We also noted that these individuals did
not have current security clearances when they were placed on the PBGC contract.

TechGuard officials indicated that all resumes were presented to and approved by the PBGC
COTR, however, Section H.2, paragraph (b) in the contract between PBGC and TechGuard
states:

“The Contractor shall be responsible for providing personnel under this contract who meet or
exceed the minimum criteria. The COTR reserves the right to evaluate the acceptability of all
Contractor personnel qualifications as they relate to the minimum qualifications stated.”

While the above contract requirement states that the COTR reserves the right to evaluate the
acceptability of all Contractor personnel qualifications as they relate to the minimum
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qualifications stated, it does not remove the burden from the Contractor to provide personnel
who meet or exceed the minimum qualifications. In fact, Section G.5 of the contract states that:

“The COTR is not authorized to sign any contractual instruments or to direct any action that
results in a change in the scope, price, terms or condition of the contract.”

Finally, standard good business practice requires an employer to verify the authenticity of
employee background information prior to presenting and representing such information as
complete, accurate and reliable to the Government. Failure on the part of an employer to
perform background investigations on its employees could cause Government officials to make
decisions based on incorrect information.

Recommendations

We recommend that the PBGC Contracting Officer:

e Seek arefund of $82,141 from TechGuard.

e Review invoices that were submitted and question all costs related to these individuals.

e Discuss the contract terms with TechGuard and inform them that the personnel working
on the PBGC contract must meet the specific PBGC requirements. TechGuard should
reimburse PBGC for any additional costs for positions that do not meet th¢ minimum
experience requirements per the PBGC Defined Labor Category.

e Obtain documentation of employment/educational verification from TechGuard officials

for these individuals. Pending receipt of documentation, these individuals should not be

assigned to PBGC contracts.

Determine the labor costs and total dollars billed to PBGC that should be refunded for

individuals whose employment and/or education can not be verified. Pending

verification of authenticity, these individuals should not be assigned to work on PBGC
contracts.

TechGuard Response

With respect to the portion of the finding related to employees not meeting expcrience
requirements, TechGuard did not concur with the finding. In their written comments, TechGuard
said that they had provided “street” resumes to the auditors that did not reveal additional
experience or other pertinent information regarding the individuals® suitability for the position.
This additional experience information was obtained by TechGuard during interviews with the
candidates but was not documented in the resumes. Additionally in their written comments,
TechGuard provided detailed information regarding the education and experience qualifications
of the IT Security Lead, Network/System Security Analyst, Subject Matter Expert, and Program
Manager as justification for the employees’ suitability for the position. TechGuard said that the
COTR had determined that the individuals were qualified for the positions but their resumes
were not updated to reflect the additional information obtained during the interview process.

With respect to the portion of the finding related to not performing an employment suitability
investigation (background check) for two employees, TechGuard acknowledged in their written
comments that they were unable to provide a copy of the background check for two employees,
but did not concur with our statement that they did not routinely perform verification of prior
employment or education. TechGuard said that they began performing background checks of all
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employees in 2002 as an internal security best practice and example to the industry. TechGuard
said they have and continue to perform background checks or verification of security clearances
prior to hiring for any position at TechGuard security. The background check for one of the two
employees noted was redone subsequent to the audit, but TechGuard is unable to redo the other
background check because the individual is no longer an employee of TechGuard.

In their written comments, TechGuard also stated that subsequent to the auditor’s draft report
dated April 2008, they implemented corrective action to include: (1) hiring a new recruiter, (2)
updating resumes based on additional information obtained during interviews and formatting
resumes into uniform style prior to submission to the COTR, and (3) assigning its Controller to
head TechGuard’s Internal Quality Control Board.

TechGuard confirmed that its recruiting process already includes verification of active
government clearance or a background check before a candidate is submitted to the COTR for
approval. TechGuard also verified that all employees currently working on the PBGC contract
have had a background check or maintain an active security clearance.

IPA’s Analysis

While TechGuard has implemented controls to improve its recruiting process, we did not receive
any supporting documentation, to corroborate the experience documented in TechGuard’s
written response. In addition, the resumes that were originally provided do not fully support the
experience required. While they may be street resumes, they either show large breaks in
employment that the response is counting as full years [[§]@), they do not show any experience
related to the position[{IEJ the education received may not be in the related field and cannot
be used as a substitute for experience [[J@) and experience being counted is unrelated to the IT
field[[SYOW. Finally, we have received no evidence of the Contracting Officer’s approval of the
individuals that did not meet the education and experience requirements as stated in the contract.
As a result, this portion of the finding and questioned costs stand.

No further action is required with respect to performing background checks as a result of the
actions taken by TechGuard management.
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Pension Benefit Guaranty Corporation

Office of Inspector General
Agreed-Upon Procedures Report

Spectrum International, Inc.

Report for Costs Incurred by Spectrum International, Inc. under
Contract PBGC01-CT-03-0654
For Fiscal Years ended September 30, 2006 and 2007

Notice: Distribution of This Report is Restricted

This report may contain proprietary inforniation subject to the requirements of 18 U.S.C. 1905 or S U.S.C. 552a.
This report is issued to the Office of Inspector General (OIG) of the Pension Benefit Guaranty Corporation (PBGC)
for further distribution to PBGC’s Procurement Department. The report should not be released to the public or
other parties without consent of the OIG. The information in this report should not be used for other than intended
purposes without first discussing its applicability with the OIG.

September 30, 2008
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Pension Benefit Guaranty Corporation

Office of Inspector General
1200 K Street, N.W., Washington, D.C. 20005-4026

September 30, 2008

MEMORANDUM

To: Susan Taylor, Director
Procurement Department

From: Luther Atkins W %ﬁ/

Assistant Inspector General for Audit

Subject: Agreed-upon Procedures Report for Costs Incurred by Spectrum
International, Inc. under Contract No. PBGC01-CT-03-0654 for Fiscal
Years ended September 30, 2006 and 2007.

This memorandum transmits report number 2008-12/CA-0050 prepared by
WithumSmith+Brown (WSB) at the request of the Office of Inspector General (OIG).
WSB applied agreed-upon procedures to assist OIG in evaluating whether costs
incurred by TechGuard in the fiscal years ending September 30, 2006 and 2007 under
Contract No. PBGC01-CT-03-0654 were allowable, reasonable, supported and
consistent with contractual provisions. The procedures performed and results are
discussed in the attached report.

WSB's report questions $114, 225 in costs related to the following issues:

s Three Spectrum employees did not meet the minimum experience qualifications
required in the contract and results in questioned costs of $86,669; and

+ One Spectrum employee’s actual education did not correspond to the education
stated in an updated resume submitted to PBGC and results in questioned costs
of $27,556.

We recommend the Director, Procurement Department:

s Follow up on Spectrum officials responses that they have begun to implement
written procedures that will require any timesheet modifications to be initialed and
dated by the approving supervisor. In addition, they stated the employee
timesheet has been re-designed to include space for employees to date their
timesheets when signing them (PD 110);

+ Initiate collection efforts on $114, 225 for three employees that do not meet the
experience or education requirements of the contract (PD 111);

+ Follow up on proposed corrective actions by Spectrum officials for developing
and implementing written policies and procedures for comparing an applicant’s
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education and experience to the contract requirements and documenting the
analyses (PD 112);

Follow up on proposed actions to develop and implement written policies and
procedures for verifying the education and experience indicated by the applicant
on his or her resume and/or applications (PD 113);

Require Spectrum officials to provide evidence that the four individuals identified
in the report meet education and experience requirements of the contract (PD
114);

Spectrum officials provide to PBGC a detailed corrective action plan with
timeframes for completion for the necessary steps to implement written policies
and procedures for performing limited scope background checks prior to
submitting personnel for approval by PBGC; and that PBGC monitor the progress
of the corrective action plan and follow up when necessary (PD 115);

Follow up to ensure Spectrum’s employee handbook is updated to disclose a
requirement that a half hour lunch must be backed out for time worked in excess
of five hours per day (PD 116); and

Require Spectrum officials to develop written accounting policies and
procedures, to include such areas as payroll, timekeeping, invoicing, human
resources, and personnel files. These written procedures should provide for
independent checks of key accounting records, such as recalculating invoices
and tracing invoices to supporting documentation (PD 117).

The report recommends corrective actions including your determination of the
allowability of the questioned costs and initiation of necessary collection actions. Both
the OIG and WithumSmith+Brown are available to discuss the report’s findings and
provide additional documentation.

Please respond within 30 days of receipt of this report on corrective actions planned
and/or taken to resoive the recommendations and questioned costs.

Stephen Barber, Chief Administrative Officer
Judith Starr, PBGC General Counsel
Marty Boehm, Director, Contracts and Controls Review Department

FOR OFFICIAL USE ONLY

2008-12/CA-0050



AUP

FY
ERISA
GED
HR
OGC

0] (e
PBGC
Schedule

Spectrum

ACRONYMS AND ABBREVIATIONS

Agreed-upon procedures

Fiscal Year

Employment Retirement Income Security Act of 1974
General Equivalency Diploma

Human Resources

Office of General Counsel

Office of Inspector General

Pension Benefit Guaranty Corporation

Schedule of Claimed Costs

Spectrum International, Inc.

For Official Use Only



TABLE OF CONTENTS

Independent ACCOUNTANS” REPOTL....ccmuiiiiiiiiiiieit ettt ettt te st e e e bt e e et e e sabte st e senesesanenanene 1
EXECULIVE SUMIMATY ...oviiiiii et et e b et s s s e 2
BaCKGIOUNA ... ettt et e e ekt e et e ettt e n bt e e eab e et e e eabe e et n e nar e e et eerees 3
Objectives, Scope, and MethodOLOZY .....ccooriiiiiiiiii i 3
Agreed-Upon Procedures and RESUILS .......c.cecuiiiiiiiiieriiciirii ettt stees e steaeseaesee et aesee e saeess e ensesssesnsnensean 4-5

Findings and Recommendations

o Company Lacks Adequate Policies and Procedures Over TimeKeeping........ccccoecevrerverriviicrreeceenns 6-7

o Weaknesses'in HR Processes Resulted in Non-Qualified Personnel Billed to Contract ................... 7-10

o Labor Charges Related to Break Periods Not in Compliance with the Contract...........c.ccececcvvnecns 11

e Company Lacks Adequate Financial and Accounting Controls ........o.cccooivveriemrenenneenrrenecsceee 11-12
Appendix 1 — Schedule of Claimed COSES ..oi.uiiiiiiiiieiicircirre ettt e e e s taeree e be s e asaae e eeenneeeeas 14
Appendix 2 - Minimum Personnel Qualifications per COntract ............coccoceveeiimneiiinniiinnniccencec e 15
Appendix 3 — Questioned Costs — General CLerk ..........ccoriiiieiinineniicirceee e 16-17
Appendix 4 — Questioned Costs — Computer Operator A and B ............ccccocivviniiniiiiiccciniie e 18
Appendix 5 — Questioned Costs — Computer Operator C.......ccovviiiiiirieii e 19-20
Appendix 6 — Contractor’s Response to Findings and Recommendations ............cccecvvveveenennniinniecneeneenns 21-24

For Official Use Only



WithumSmith+Brown
A Professionai Corporation
Certified Public Accountants and Consultants

8403 Colesvilic Road . Suite 340

Silver Sprirg. Marvland 20910-6331 USA
301 585 7990 . fax 301 585 7975
www,withum.com

Adrniony G e N ey,

New York uret s=ee e 5

Independent Accountants’ Report
on Applying Agreed-Upon Procedures

Ms. Rebecca Anne Batts

Inspector General

Pension Benefit Guaranty Corporation
1200 K Street, NW

Washington, DC 20005-4026

Dear Ms. Batts:

We have performed the procedures described in the Agreed-Upon Procedures and Results section of the
report, which was agreed to by your office, to assist you in evaluating whether costs incurred by Spectrum
International, Inc. (Spectrum) under contract number PBGC01-CT-03-0654 were allowable, reasonable,
supported and consistent with contractual provisions for the fiscal years (FYs) ended September 30, 2006
and 2007. This agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants and with Government
Auditing Standards, issued by the Comptroller General of the United States. The sufficiency of the
procedures is solely the responsibility of the parties specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described in the Agreed-Upon Procedures and
Results section of the report, either for the purpose for which this report has been requested or for any
other purpose.

We were not engaged to, and did not perform an examination, the objective of which would be the
expression of an opinion on the incurred costs of Spectrum. Accordingly, we do not express such an
opinion. Had we performed additional procedures, other matters might have come to our attention that
would have been reported to you.

This report should not be used by those who have not agreed to the procedures and taken responsibility
for the sufficiency of the procedures for their purposes. This report is intended solely for the information
and use of PBGC's Office of Inspector General, PBGC's Procurement Department, and Spectrum, and is
not intended to be and should not be used by anyone other than these specified parties.

gy
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August 4, 2008
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EXECUTIVE SUMMARY

We have applied certain agreed-upon procedures (AUP) solely to assist the Pension Benefit Guaranty
Corporation’s (PBGC) Office of Inspector General (OlG) in evaluating whether costs incurred by
Spectrum International, Inc. (“Spectrum”) during the FY's ended September 30, 2007 and 2006, the last
two years of a five-year contract (PBGC01-CT-03-0654), were allowable, reasonable, sustainable, and
consistent with contractual provisions. Our approach to this engagement entailed selecting a random
sample of 25% of the total invoices billed to PBGC by Spectrum and assessing the accuracy,
reasonableness, and allowability of labor charges billed to PBGC for FY's 2007 and 2006.

Based on the application of the agreed-upon procedures detailed on pages four and five we have
questioned costs related to the following issues:

o Spectrum did not have policies and procedures to ensure that personnel hired met the minimum
personnel qualifications as specified in the PBGC contract relating to education and experience.
One employee did not meet the minimum experience qualifications required in the contract,
resulting in questioned costs totaling $30,381. In addition, two employees did not meet the
minimum experience qualifications required when originally hired. The two employees did meet
the requirement during our AUP period based on working on the PBGC contract; we therefore
only questioned $56,288 related to these two employees, resulting in total questioned costs of
$86,609.

e Spectrum did not adequately compare the résumé or application to the contract requirements,
resulting in non-qualified personnel being billed to the contract. One employee’s actual
education did not correspond to the education stated in an updated résumé submitted to PBGC,
therefore we questioned costs totaling $27,556.

The total amount of questioned costs relating to all the issues we identified is $114,225.

Details, including quantification of the questioned costs, are discussed in the Findings and
Recommendations section of our report. The contractor’s response and Independent Accountants’
comments on the contractor’s response are also included in the Findings and Recommendation section.

We also noted three additional findings, which did not result in any questioned costs:

e Spectrum does not have adequate policies and procedures over its timekeeping system, as
evidenced by the numerous instances of correction fluid being used indicating changes on
timesheets but with no initials or other acknowledgement of the changes. Specifically, we noted
61 of the 153 (40 percent) timesheets we tested had correction fluid on one or more entries.

e The PBGC contract requires a half-hour lunch break, which is not billable to PBGC, for any
employee who works over five hours. There were several instances where employees worked
(and billed to PBGC) over five hours and did not record a half-hour lunch break. Although the
total dollar amount associated with these instances was insignificant and therefore did not result
in questioned costs, Spectrum did not have adequate procedures in place to prevent or detect these
errors.

¢ We noted Spectrum does not have written accounting policies and procedures and has very little

segregation of duties, instead relying primarily on the president to perform almost all of the
accounting, human resource (HR), financial reporting, and contract management functions.
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BACKGROUND

PBGC was established under Title IV of the Employee Retirement Income Security Act of 1974
(ERISA), as amended (29 U.S.C. Section 1301-1461, ERISA Sections 4001-4002), to insure the pension
benefits of participants in certain defined benefit pension plans. PBGC protects the retirement incomes of
about 44 million American workers in more than 35,000 defined benefit pension plans.

PBGC receives no funds from general tax revenues. Operations are financed by insurance premiums set
by Congress and paid by sponsors of defined benefit plans, investment income, assets from pension plans
trusteed by PBGC, and recoveries from the companies formerly responsible for the plans.

PBGC has two major roles: (1) administering the plan termination process including providing plan
sponsors and administrators with guidance for compliance with legal termination rules: and (2) paying
ERISA Title IV benefits to plan participants and their beneficiaries when a plan terminates with
insufficient assets to pay the benefits. To carry out its operations, PBGC relies heavily on the services of
contractors whose headquarters and field employees account for over half of the workforce involved in
processing PBGC’s workloads.

The Office of the General Counsel (OGC) of PBGC contracted with Spectrum under a labor-hour contract
PBGCO01-CT-03-0654. The scope of this contract encompasses all activities necessary and sufficient to
operate and manage the OGC Communications Center in a highly competent, accurate, efficient, and
effective manner. The contract was amended 23 times over the contract term. The total amount obligated
under the contract was $3,476,626 for the period October 1, 2002 through September 30, 2007. The scope
of work and services as identified in the contract consists of services related to the:

¢ Preparing and maintaining hard copy files;

e Processing electronic and hard copy mail and other documents in connection with the OGC case
management system and document imaging system;

e Providing related corporate, legal and administrative services ;

e Utilizing available management tools and metrics to ensure maximum accuracy, efficiency and
productivity;

s Supervising contractor personnel; and

e Supporting other related agency initiatives using similar processes and systems.

OBJECTIVE, SCOPE, AND METHODOLOGY

The primary objective of the engagement is to evaluate the costs charged by Spectrum as evidenced by
their invoices presented for payment during I'Ys ended September 30, 2006 and 2007, the last two years
of a five-year contract (PBGCO01-CT-03-0654) with the PBGC. The contract is a labor-hour contract with
no other direct costs and expired September 30, 2007.

The specific objectives of the engagement are to:

1. Determine whether the billed costs are reasonable, applicable to the contract, determined under
generally accepted accounting principles and cost accounting standards applicable in the
circumstances;

2. Determine whether costs are not prohibited by the contract, by statute or regulation, or by

previous agreement with, or decision by, the contracting officer;

Determine whether the accounting system is adequate for subsequent cost determinations; and

4. Design the work to provide reasonable assurance of detecting abuse or illegal acts.

(O8]
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AGREED UPON PROCEDURES AND RESULTS

The following procedures were performed for the invoices billed to PBGC by Spectrum for FYs 2007 and
2006 and the related contract, as amended:

Agreed Upon Procedures Results of Procedures
1. Compared the total amounts invoiced The total amounts invoiced did not exceed the total amounts

from each fiscal year to the total amount | obligated under the contract for either FY 2006 or FY 2007.
obligated under the contract (including
any amendments) and noted any

discrepancies.

2. Randomly selected a sample from the We randomly selected six invoices billed to PBGC by
universe of FY 2006 and FY 2007 Spectrum. There were 24 invoices in our AUP period which
invoices billed to PBGC by Spectrum. totaled $1,385.574. Our sample of six invoices totaled

assuring a minimum of 25% of the total $348.623. which was 25% of the total.
invoiced amount was selected.
The six sample inveices covered the following periads:
Invaice Number: PBGC0307, 03/01/2007 - 03/31/2007
Invoice Number: PBGC0706, 07/01/2006 - 07/31/2006
Invoice Number: PBGC0807, 08/01/2007 - 08/31/2007
Invoice Number: PBGC0206, 02/61/2006 - 02/28/2006
Invoice Number: PBGC1206, 12/01/2006 - 12/31/2006
Invoice Number: PBGC0407, 04/01/2007 - 04/30/2007

The following procedures were performed for each of the sample invoices selected in procedure 2:

_Agreed Upon Procedures Results of Procedures
3. Recalculated each invoice to evaluate Each invoice was mathematically correct.
whether the invoice is mathematically
correct.

4. Compared the number of hours billed for | The total number of hours billed for each labor category
each labor category to the supporting time | agreed to the supporting timesheets for all employees billed,
records for all employees billed, and with one exception noted. On Invoice Number, PBGC1206,
quantified any discrepancies. the contractor overcharged PBGC 2.25 hours for Computer

Operator II. The error was corrected on the next inveice. We

verified that the correction was made by reviewing the

subsequent inveice (PBGC0107). The total amount of the
error was $69.

5. Determined whether the supporting time | Of the 153 timesheets for 14 employees included in our

records included any handwritten sample, we noted that 61 timesheets contained 178 instances
adjustments, correction fluid or other of correction fluid use. There were no initials or other
visible manipulation. acknowledgement of a correction next to the time entries with

correction fluid. (See Finding 1, pages 6-7)

6. Determined whether the supporting time | The timesheets in our sample were all signed by the employee

records contained evidence of an and supervisor without exception.
employee or a supervisor signature.

7. Determined for all days worked over 5 Of the 153 employee timesheets in our sample, there were four
hours, whether a 30 minute or longer instances where an emplovee worked over five hours a day
lunch break was reflected in the time and did not include a hatf hour for lunch.
records and not billed to PBGC.! (See Finding 3, page 11)

! According to the contract, when an employee worked over five hours, he or she is required to take a half hour for lunch, which is
non-chargeable to PBGC.
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AGREED UPON PROCEDURES AND RESULTS

education for each employee billed as
indicated in the personnel files and
related documentation met the minimum
requirements for the applicable labor
category billed as specified in the
contract and related amendments.

Interviewed selected employees and
determined if the education and experience
in the personnel files is consistent with the
education and experience explained in the
interview.

Quantified total amounts invoiced for FY
2006 and FY 2007 for employees who do
not meet the minimum qualifications.

Agreed Upon Procedures Results of Procedures

8. Compared the labor rates charged on each | The labor rates charged on each invoice agreed to the
invoice to the applicable labor rates for applicable labor rates for each labor category as defined in the
each labor category as defined in the contract and related amendments, without exception.
contract and related amendments,
including any overtime or premium labor
rates

9. Determined if overtime or premium labor | No overtime or premium labor rates were charged to PBGC
rates charged to PBGC was approved by for the invoices in our sample.
PBGC in accordance with the contract
and related amendments

10. Quantified all non-work related activities | No instances of non-work related activities included on the
included on the time records and billed to | timesheets and billed to PBGC were noted.
PBGC and calculated potential
unallowable costs.

11. Determined if the experience and There was no evidence in the files that indicated the

employees” experience and/or education were verified for all
14 items tested (e.g. phone calls to reference or prior
employers, etc.)

For one of the 14 employees, a General Clerk, the experience
did not meet the minimum qualifications required by the
contract. The employee had approximately four months of
office experience, while the position required one year of
experience. (See Appendices 2 and 3, pages 15-17)

For two Computer Operators (Computer Operator A and B),
there was no evidence in the persorinel files to indicate their
experience met the minimum qualifications when originally
hired. The personne] files did not include any information on
prior office experience. However, by working at Spectrum for
at least five years, they were able to meet the experience
qualification for their current position as Computer Operator
1l

Based on the interviews conducted, another Computer
Operator’s (Computer Operator C) education did not
correspond to the education stated in the résumé submitted to
PBGC for Contract RFP No. PBGCO01-RP-02-0010 in 2002.
The résumé submitted stated that she received her diploma
from Eleanor Roosevelt High School. The employee stated
and her self-prepared résumé indicated that she attended
Eleanor Roosevelt High School but did not graduate or receive
a diploma. A General Equivalency Diploma (GED) was later
obtained in 2007. (See Appendix 5, pages 19-20 and Finding
2, pages 7-10)

The total amount of questioned costs relating to all the issues
we identified was $114,225.
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FINDINGS AND RECOMMENDATIONS

1. Company Lacks Adequate Policies and Procedures Over Timekeeping

Spectrum keeps a manual daily sign-in log onsite at PBGC to record the start and end work time (as well
as lunch breaks) for each employee. The logs are signed each day by the employee and by the onsite
Spectrum project manager. In addition, each employee keeps their own individual timesheet covering
one-half of a month, which includes the daily start and end work times for that employee, as well as the
number of hours worked each day.

Of the 153 timesheets we tested, covering 12 different time periods, we noted 61 timesheets had one or
more instances of correction fluid used to change numbers on the timesheet. These 61 timesheets had a
total of 178 instances of correction fluid changes. None of the changes were initialed by the employee or
supervisor, or included any explanation for the change. However, we noted the number of hours on the
“corrected timesheets” agreed to the hours on the sign-in log.

FAR Part 52.232-7 Payments under Time and Materials and Labor-Hour Contracts requires contractors
to substantiate hours worked by individual daily timekeeping records. FAR Part 31.201-2 Determining
Allowability states that a contractor is responsible for maintaining records and supporting documents
which are adequate to demonstrate that costs claimed have been incurred and comply with applicable cost
principles, and it also requires costs to be in accordance with generally accepted practices appropriate to
the circumstances. Generally accepted practices do not permit the use of correction fluid on original
source documents without the initials of the person authorizing the change and an explanation for the
change if not evident.

Spectrum does not have any written procedures governing the treatment of timesheet changes. The
president indicated that because timesheets are used for employee payroll, timesheets are completed 2
days before the end of the pay period based on estimates, and then adjusted (with correction fluid) as
necessary based on actual. Also, the president indicated that employees are only allowed to use
correction fluid on an entry on a timesheet with a supervisor present. While many of the adjustments
were on the last two days of the pay period, a significant portion was performed on other days as well.
The president also indicated that other adjustments to timeshects include differences in rounding to the
quarter hour. If an employee signs in the daily log at 8:08, and rounds to 8:00 on their timesheet, the
supervisor will have the employee change it to 8:15.

Spectrum did not have a procedure in place to date the timesheets at the time that they are signed, as
required by generally accepted practices, making it impossible to determine if timesheets are being signed
prior to the completion of their timesheet.

Timesheets represent the document of record identifying the number of hours an employee has worked in
a given period which is then billed to PBGC. Timesheets with evidence of manipulation without
evidence of approvals or explanations of changes calls into question the accuracy of the time being
reported and billed, and can result in questioned costs.

Recommendation

We recommend that PBGC’s Procurement Director require Spectrum to develop and implement written
policies and procedures so that adjustments to timesheets do not need to be performed on a regular basis,
and that corrections to timesheets are initialed and dated by the appropriate person as evidence of
approval to the change.
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FINDINGS AND RECOMMENDATIONS

Contractor’s Response

With regard to corrections to employee timesheets, thesc changes were made for several important
reasons: 1) to ensure that the start and end times recorded on the timesheets matched the daily sign-in
logs; 2) to ensure that employee start and end times were in compliance with our timekeeping procedures,
which are based on quarter-hours; and 3) to correct instances in which an employee’s actual start and end
times differed from what had been recorded on the timesheets. All instances of whiteout and corrections
on the timesheets were authorized and witnessed by either the Communications Center Supervisor and/or
Project Manager. However, the changes were not necessarily initialed and dated to confirm the approval.

In response to this finding, Spectrum has begun to implement written procedures that will require any
timesheet modifications to be initialed and dated by the approving supervisor. In addition, the employee
timesheet has been re-designed to include space for employees to date their timesheets when signing
them.

Independent Accountants’ Comments on Contractor’s Response

The contractor’s proposed actions are responsive to our recommendation. We reaffirm that PBGC’s
Procurement Department should follow-up to ensure the proposed actions have been implemented.

2. Weaknesses in HR Processes Resulted in Non-Qualified Personnel Billed to Contract

Spectrum does not have adequate policies and procedures to ensure that personnel hired meet the
minimum education and experience qualifications specified in the PBGC contract. This issue was pointed
out in the 2002 CCRD report on Spectrum. Although there was no follow-up done by PBGC contracting
officials, these problems should have been corrected. In addition to not verifying information provided on
an employee’s résumé or application, Spectrum does not adequately compare the résumé or application to
the contract requirements. Finally, Spectrum does not have a procedure to perform its own background
check or investigation, but instead relies on the government’s process.

Spectrum’s PBGC contract Part H.6 PBGC-37-002 Staffing Approval, states the contractor is responsible
for providing personnel under this contract who meet or exceed the minimum requirements, and that
dollars associated with personnel found not to meet the labor catcgory qualifications will be disallowed.

As aresult of these and other weaknesses, we noted the following from documentation in Spectrum’s files
and inquiries of Spectrum personnel’:

a. For one (General Clerk) of the 14 employees, the experience did not meet the minimum qualifications
for the general clerk position. The employee had approximately 4 months of office experience, while
the position required 1 year of experience (see Appendix 2). We are therefore questioning cost for the
employee's first eight months, which were needed to give him the one year of experience prior to
being charged to the PBGC contract. The questioned cost is $30,381 (see Appendix 3).

b. For two (Computer Operator Il) of the 14 employees, the experience did not meet the minimum
qualifications for experience needed when originally hired at a Clerk position.

One of these employees was hired in 1999 as a Record Clerk (equivalent to General Clerk), which
required a high school diploma and one year of experience in an office environment (see Appendix
2). The application in the personnel file did not contain any evidence of office experience. During

? We did not independently verity any representations of experience or education.
7

For Official Use Only



FINDINGS AND RECOMMENDATIONS

our AUP period (October 1, 2005 to September 30, 2007), the employee was billed to PBGC as the
Computer Operator Il position, though there was no evidence in the file when the employee was
promoted to this position. The Computer Operator 11 position requires three years of experience (in
lieu of additional education), which the employee did fulfill by the beginning of our AUP period
(October 1, 2005), by virtue of working at Spectrum on the PBGC contract for approximately six
years (see Appendix 2).

The second employee was hired in 2001 as a Record Clerk, and was promoted to Computer Operator
Il in 2002. The application in the personnel file did not provide evidence of office experience to meet
the requirements for a Records Clerk in 2001 nor the requirements of the Computer Operator 11
position in 2002. During our AUP (October 1, 2005 to September 30, 2007) period, the employee
was billed to PBGC at the Computer Operator Il rate. By the beginning of our AUP period (October
1, 2005), the employee fulfilled the experience requirements for the Computer Operator Il position by
working at Spectrum on the PBGC contract for approximately four years.

As a result, for these two employees billed to PBGC during FY 2006 and FY 2007, Spectrum was not
in compliance with contract terms and requirements. Therefore, for the AUP period (October 1, 2005
to September 30, 2007) we are questioning the difference in the labor rates between the Computer
Operator [I position billed and the lower position General Clerk I, for a total of $56,288 (see
Appendix 4).

Based on the interviews conducted, one employee’s (Computer Operator [I) education did not
correspond to the education stated in the résumé submitted to PBGC for Contract RFP No. PBGCO!-
RP-02-0010 in 2002. The employee stated that she went to high school; however she never graduated
but completed her GED certificate in 2007. Therefore, Spectrum misstated the qualifications of the
employee when it submitted the résumé. The résumé, as of 2002, stated that she received her diploma
from Eleanor Roosevelt High School. For the AUP period, we are questioning the difference between
employee's current position and the position’s lowest labor category, which is General Clerk I. We
are questioning a total amount of $27,556. (See Appendix 5)

In four of the 14 files we reviewed, we could not locate the original résumé or application. We
subsequently interviewed three of the employees to inquire of their experience and education. Based
solely on these interviews, these three people appear to meet the education and experience
requirements of their position. The fourth employee only works 20 hours per week and was not
present at the time of our interviews. We did not question any costs related to these individuals

Spectrum’s Human Resources (HR) policies and procedures do not include procedures for validating the
information on an application or résumé, do not include comparing the validated information on the
résumé to the contract requirements, and do not include any type of background check, such as credit
history or criminal check. Without adequate controls to ensure that personnel working on the contract
meet the minimum qualification requirements, PBGC may be paying for inferior services, and the
Contracting Officer may disallow costs associated with unqualified personnel.

Recommendations

We recommend that PBGC’s Procurement Director require Spectrum International Inc. to:

1.
2.

Reimburse PBGC for the questioned costs identified above, totaling $114,225.

Develop and implement written policies and procedures for comparing an applicant’s experience
and education to the experience and education requirements established in the contract, and for
documenting this comparison.
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FINDINGS AND RECOMMENDATIONS

3. Develop and implement written policies and procedures for verifying the education and
experience indicated by the applicant on his or her résumé or applications. The verification, such
as obtaining copies of diplomas, and performing reference checks, should be documented clearly
in the personnel files (e.g. name, date and phone numbers of person’s contacted, details of items
discussed, etc.)

4, For the four individuals in 2(d) above. provide to PBGC evidence supporting that the actual
education and experience met requirements in the contract.
5. Develop and implement written policies and procedures for perfonning limited scope background

checks prior to submitting personnel for approval by PBGC.

Contractor’s Response

In response to Finding 2, Spectrum has begun to document procedures to be used in checking references
during the hiring process and ensuring compliance with contractval education/experience requirements.
We are also investigating the possibility of using a third party for limited background checks, although we
want to make sure that such checks can be done legally, for reasonable cost, and without exposing the
company to additional liability. To date, we have not had a single employee assigned to the PBGC
contract fail the Government background check. We will also be working to supplement current employee
files with original applications and/or resumes where they do not already exist.

Spectrum is very fortunate to have built a staff in support of PBGC that is qualified conscientious, and
which consistently produces high quality work. We believe that PBGC has been pleased with our
performance over the years and with qualifications and work product of our staff. Prior to being awarded
Contract No. PBGCO1-CT-03-0654,Spectrum submitted resumes of all proposed staff. These were
accepted by PBGC, and included Computer Operators A and B cited in the draft report:

o Computer Operator A: At the beginning of Contract No.PBGC-01-CT-03-0654 on Octaber 1,
2002, Computer Operator B had worked as a Record Clerk for Specirum for 3 years and 3
months. Thus, from the start of the contract. he_met the contractual requirements of: 1) “Three
years of demonstrated self motivation and ability to work independently..” and 2) One_year of
experience handling the processing. coding, scanning. etc..” By October 2005, the beginning of
the contract period in question, he had acquired three additional years of experience in each of
these areas. During his employment with Spectrum, this individual fulfilled all responsibilities of
his position as a Computer Operator 11 and performed his duties in a manner satisfactory to both
his supervisors and the agency.

e Computer Operator B: At the beginning of Contract No. PBGCO01-CT-03-0654 on October 1,
2002, Computer Operator A had worked as a Records Clerk (the precursor to the Computer
Operator II position) for Spectrum for one year and five months. He reported to Spectrum that he
had attended the University of MD for one year and brought more than a year of clerical
experience when hired by Spectrum in 2001, thus meeting the one year college/twa year
experience requirement of the contract. His resume was approved for Computer Operator II when
submitted with Spectrum’s proposal for PBGCO01-01-CT-03-0654. By October 2005, the
beginning of the contract period in question, he had acquired three additional years of experience.
During his employment with Spectrum, this individual fulfilled all responsibilities of his position
as a Computer Operator 11 and performed his duties in a manner satisfactory to both his
supervisors and the agency.

Our General Clerk I is our lowest ranking employee in terms of pay scale and education/experience
requirements, but he is a valuable member of our team nonetheless. At the time he was hired, in
December 2006, Spectrum was locking to replace our longtime clerk within a short period of time so as to
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FINDINGS AND RECOMMENDATIONS

minimally disrupt project operations. The individual hired had a high school diploma, as required by the
contract, and approximately ten months of work experience in various clerical positions. His experience
also confirmed his ability to perform the lifting and moving of boxes which are key duties of the clerk
position. He was approved by PBGC, stepped into the General Clerk I role, and has been performing his
job well ever since.

For the Computer Operator 11 who did not complete her GED certificate until 2007, Spectrum was under
the impression, based on her job application, that she has received a high school diploma. It was for this
reason that the diploma was listed on the resume provided to PBGC in 2002. We regret this misstatement,
and have since requested that she provide us with a copy of her GED certificate for her employee file. A
note has also been placed in her file regarding the education level discrepancy. At the beginning of
Contract No. PBGCO01-CT-03-0654, this individual had worked as a Record Clerk ( the precursor to the
Computer Operator 11 position) for three years and five month on the previous PBGC contract, and thus
met the requirement of: 1) “Three years of demonstrated self motivation and ability to work
independently...” and 2) One year experience handling the processing, coding, scanning,” etc.. By
October 2005, the beginning of the contract period in question, she had acquired three additional years of
experience in each of these areas. During her employment with Spectrum, this individual fulfilled all
responsibilities of her position as a Computer Operator Il and performed her duties in a manner
satisfactory to both her supervisors and the agency.

In summary, Spectrum is confident that all members of the staff serving PBGC in the Communications
Center on Contract No. PBGCO01-CT-03-0654, including those noted above, had the experience necessary
to perform their assigned duties and proved themselves to be qualified for their positions through previous
experience and on-the-job performance.

Independent Accountants’ Comments on Contractor’s Response

The contractor’s response did not specifically address Recommendations 1 and 4 and no additional
support was provided to verify the contractor’s statements that Computer Operators A and B or the
General Clerk were qualified when originally hired. In addition, the contractor’s response acknowledges
that the Computer Operator 11 who did not complete her GED until 2007 was not qualified when
originally hired. Therefore we reaffirm our positions that PBGC should be reimbursed $114,225 and that
the contractor should provide additional documentation to PBGC supporting the education and experience
were met. Because we recognize that by virtue of their on-the job time at Spectrum working for PBGC,
the employees in question do appear to meet the education/experience requirements during our AUP
period (October 1, 2005 to September 30, 2007), we only questioned the difference between the labor rate
billed and the lower labor rate, rather than questioning the entire amount billed for each of these
employees.

The contractor’s response to Recommendations 2 and 3 are responsive and we reaffirm our position that
PBGC’s Procurement Department should follow-up to ensure the proposed actions have been adequately
implemented.

In response to Recommendation 5, we recognize that there are additional steps the contractor may need to
go through to fully implement the recommendation. We therefore further recommend that Spectrum
provide to PBGC a detailed corrective action plan with timeframes for completion for the necessary steps
to implement the policies and procedures, and that PBGC monitor the progress of the corrective action
plan and follow-up when necessary.
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FINDINGS AND RECOMMENDATIONS

3. Labor Charges Related to Break Periods Not in Compliance with the Contract

We noted instances on four of the 153 timesheets we tested where a person worked more than five hours
and did not subtract a half-hour for lunch, as required by the contract. The total dollar amount charged to
PBGC and related to these excess charges is insignificant (less than $100); therefore we are not
questioning any costs associated with these charges.

These timesheets were all signed by the employees’ supervisor. Although Spectrum’s employee
handbook notes that employees will normally receive a half-hour lunch break, neither the handbook nor
the Project Timesheet Procedures memo dated July 26, 2004, contain a requirement for employees to
back out a half hour on their timesheets for hours worked in excess of five hours per day. In all four of
these instances, the employee did not work a full eight-hour day; therefore it appears that employees and
supervisors were not aware of this contract requirement.

The PBGC contract Section H.4 PBGC-31-002 Lunch Period states:

Contractors [sic] employees who work on site five hours or more must take at least a 30
minute lunch hour which will not be billable to the contract.

Although the amounts associated with these four instances are not significant, without awareness of the
requirement on the part of employees and supervisors, and adequate controls to prevent these errors from
occurring, future non-compliance with this requirement could be significant. This issue was pointed out in
the 2002 CCRD report. Although there was no follow-up done by PBGC contracting officials, these
problems should have been corrected.

Recommendation

We recommend that PBGC’s Procurement Director require Spectrum to modify their written policies and
procedures to ensure that a haif-hour is backed out for lunch for time worked in excess of five hours, and
that the supervisor ensure that timesheets are appropriately notated. Spectrum should make sure
employees and supervisors are fully aware of this requirement, especially when working less than a full
eight hours.

Contractor’s Response

Spectrum will update our employee handbook and timekeeping procedures to indicate that a half hour
lunch must be backed out for time worked in excess of five hours per day. Employees and supervisors
will be reminded of this contractual requirement.

Independent Accountants’ Comments on Contractor’s Response

The contractor’s proposed actions are responsive to our recommendation. PBGC’s Procurement
Department should follow-up to ensure these procedures have been implemented.

4. Company Lacks Adequate Financial and Accounting Controls

Spectrum has very little segregation of duties (such as independent checks) because they have a small
organization. The headquarters staff consists of the president, plus one other person. The president keeps
the books, prepares invoices, manages the human resources function, processes payroll, and performs
other functions. In addition, the president’s sister works for Spectrum as the project manager on the
PBGC contract, potentially eroding any segregation of duties and increasing the risk of collusion.
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Generally accepted practices require certain duties be segregated so that no one person can initiate,
process, record and report transactions and also have access to assets and the accounting system. In
addition, generally accepted practices include procedures for independent review or verification of key
accounting activities (such as the preparation of significant government invoices).

Because this is a small operation, there are no written accounting policies and procedures, other than
detailed timekeeping procedures included in the Employee Handbook and further detailed in a separate
memo. Without adequate policies and procedures, inconsistent or improper treatment of accounting and
related activities may occur.

Recommendation

We recommend that PBGC’s Procurement Director require Spectrum to develop written accounting
policies and procedures, to include such areas as payroll, timekeeping (incorporating as necessary the
items from the memo on Project Timesheet Procedures), invoicing, human resources, and personnel files.
These written procedures should include controls to ensure compliance with contracting requirements. In
addition, these procedures should provide for independent checks of key accounting records, such as
recalculating invoices and tracing invoices to supporting documentation.

Contractor’s Responsc

Spectrum is a small business, and we try to utilize our corporate resources in the most efficient and
effective manner possible. Our corporate staft must handle many responsibilities which would be divided
amount different departments in a larger company. This is simply the reality of operating a small
business. The president of Spectrum is responsible for handling the accounting, payroll and HR duties,
and has been doing so since 1993. As was evident in the sampling review of Spectrum’s invoices, there
has not been a problem with incorrect calculation of invoices or with invoices conflicting with supporting
documentation. For eleven years, Spectrum has been providing PBGC with fair and accurate invoices.
Our time records on site at PBGC are always open and available for inspection. Further, during our first
two contracts covering 1997 through 2007, which was based on labor hours, multiple copies of the source
timesheets were provided to PBGC with each invoice.

As for segregation of duties, the project manager is responsible for managing all PBGC contract activitics
on-site. The president does not get involved in thesc at all. The president’s duties are at the corporate level
(i.c., final review of timesheets for accuracy before processing of payroll and submission to PBGC) do
not cross over into on-sitc project activities, including initiation and first level approvals of employce
timesheets. This arrangement has served PBGC well since 1997. It is true that the president of Spectrum
and the project manager assigned to PBGC are related. However, we are a company that takes a great deal
of pride in our professionalism. There has never been even a suggestion of “collusion,” and it certainly
has not occurred during our long tenure at PBGC.

Independent Accountants’ Comments on Contractor’s Response

Although Spectrum is a small business, we reaffirm our position that Spectrum should develop written
accounting policies and procedures. It is important to have written accounting policics and procedures no
matter the size of the organization. Even though Spectrum has not had any issues with incorrect
calculations of invoices, therc should still be independent checks of key accounting records.
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Pension Benefit Guoronfy,Corpofoﬁon

Office of Inspector General
1200 K Street, N.W., Washington, D.C. 20005-4026

September 30, 2008

MEMORANDUM

To: Susan Taylor, Contracting Officer
Procurement Department

From: Luther Atkins Wéﬁé/

Assistant Inspector General for Audit

Subject: Agreed-upon Procedures Report for Costs Incurred by Paragon under
Contract No. PBGC01-CT-06-0757 for Fiscal Years ended September 30,
2006 and 2007.

This memorandum transmits report number 2008-13/CA-0046 prepared by Williams,
Adley & Company, LLP at the request of the Office of Inspector General (OIG).
Williams, Adley & Company applied agreed-upon procedures to assist OIG in evaluating
whether costs incurred by Paragon in the fiscal years ending September 30, 2006 and
2007 under Contract No. PBGC01-CT-06-0757 were allowable, reasonable, supported
and consistent with contractual provisions. The procedures performed and results are

discussed in the attached report.

Williams, Adley's report questions $51,786 in costs related to the following issues:

+ Paragon’s Project Manager had unsupported time billed during FY 2007 and
questioned costs are $21,164; and

» Paragon employees did not meet the PBGC experience or education
requirements. Also, education and prior employment verifications were not
performed for five Paragon employees. Total questioned costs are $30,622.

We recommend the Director, Procurement Department:

+ Determine the extent to which reliance will be placed on the buiiding access
report and whether to seek a refund of $21,164 from Paragon officials (PD 123);

« Initiate collection efforts to recover $21,164 (PD 124);

¢ Conduct a detailed audit of all hours worked by the PM to determine if additional
questioned costs exist (PD 125);

+ Seek a refund of $30,622 from Paragon officials (PD 126);

e Review invoices that were submitted and question all costs related to the
individual identified in the report (PD 127);

o Discuss the contract terms with Paragon officials and inform them that the
personnel working on the PBGC contract must meet the specific PBGC
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requirements. If applicable, Paragon officials should reimburse PBGC for any
additional costs for positions that do not meet the minimum experience
requirements (PD 128);

Obtain documentation of employment/educational verification from Paragon
officials for individuals identified in the report. Pending receipt of documentation,
these individuals should not be assigned to PBGC contracts (PD 129);

Obtain evidence verifying the authenticity of degrees awarded abroad. Pending
verification of authenticity, these individuals should not be assigned to work on
PBGC contracts (PD 130); and

Determine the labor costs and total dollars billed to PBGC that should be
refunded for individuals whose employment and/or education cannot be verified
(PD 131). '

The report recommends corrective actions including your determination of the
allowability of the questioned costs and initiation of necessary collection actions. Both
the OIG and Williams Adley are available to discuss the report's findings and provide
additional documentation.

Please respond within 30 days of receipt of this report on corrective actions planned
and/or taken to resolve the recommendations and questioned costs.

Stephen Barber, Chief Administrative Officer
Patsy Gamett, Chief Information Officer
Marty Boehm, Director, Contracts and Controls Review Department
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INDEPENDENT ACCOUNTANTS’ REPORT
ON APPLYING AGREED-UPON PROCEDURES

To the Inspector General of the
Pension Benefit Guaranty Corporation (PBGC)

We have performed the procedures enumerated on page 4, which were agreed to by your office
solely to assist you in evaluating whether costs incurred by Paragon Technology Group, Inc.
(Paragon) under contract number PBGCO01-CT-06-0757 were allowable, reasonable, supported
and consistent with contractual provisions for fiscal years (FYs) ended September 30, 2006 and
2007. This agreed-upon procedures engagement was performed in accordance with attestation
standards established by the American Institute of Certified Public Accountants and Government
Auditing Standards, issued by the Comptroller General of the United States. The sufficiency of
these procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the procedures described
on page 4 either for the purpose for which this report has been requested or for any other

purpose.

We were not engaged to, and did not perform an examination, the objective of which would be
the expression of an opinion on the incurred costs of Paragon. Accordingly, we do not express
such an opinion. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you.

This report is intended solely for the information and use of PBGC’s Office of Inspector General
(OIG), PBGC’s Procurement Department and Paragon, and is not intended to be and should not
be used by anyone other than these specified parties.

Wi lians, Prd% &&mf«g, LLP

Washington, DC
July 29, 2008
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EXECUTIVE SUMMARY

We have applied certain agreed-upon procedures solely to assist the OIG in evaluating whether
costs incurred by Paragon Technology Group, Inc. (Paragon) in providing services on specific
projects and ongoing efforts that are targeted to improve the PBGC corporate data layer were
allowable, reasonable, substantiated and consistent with contractual provisions for the FYs ended
September 30, 2006 and 2007. Our approach to this engagement entailed judgmentally selecting
a sample from each FY, 2006 and 2007, and evaluating the accuracy, reasonableness and
allowableness of direct labor charges and other direct costs billed to PBGC for FYs 2006 and
2007. : -

Based on the application of the agreed-upon procedures enumerated on page 4, we have
questioned costs relating to the following issues:

e Paragon’s Project Manager had unsupported time billed during FY 2007. Questioned
costs are $21,526 (see Exhibit 3).

s Paragon employees did not satisfy the PBGC Defined Labor Category Education and or
Experience Requirements. Also, education and prior employment verifications were not
performed for five Paragon employees. Total questioned costs are $30,622. (see Exhibit

4

Details, including quantification of the questioned costs, are discussed in the Findings and
Recommendations section of our report.
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BACKGROUND

The Pension Benefit Guaranty Corporation was established under Title IV of the Employee
Retirement Income Security Act of 1974 (ERISA), as amended, 29 U.S.C. Sections 1301-1461,
ERISA Sections 4001-4402, to insure the pension benefits of participants in certain defined
benefit pension plans. PBGC protects the pensions of more than 44 million Americans in
approximately 35,000 private single-employer and 1,600 multi-employer defined benefit plans.

PBGC receives no funds from general tax revenues. Operations are financed by insurance
premiums set by Congress and paid by sponsors of defined benefit plans, investment income,
assets from pension plans trusteed by PBGC, and recoveries from the companies formerly
responsible for the plans.

PBGC’s primary responsibility is to collect premiums and assume administration of under-
funded plans that either terminate or become insolvent. In the event of plan termination, PBGC
assumes control of plan assets, calculates benefit amounts, and pays plan participants a
guaranteed benefit. PBGC’s work is performed at its Washington, DC headquarters and 11
contract offices located throughout the country, known as field benefit administration (FBA)
offices. To carry out its operations, PBGC relies heavily on the services of contractors whose
headquarters and field employees account for over half of the workforce involved in processing
PBGC’s workloads.

PBGC entered into a labor hour contract with Paragon to provide services on specific projects
and ongoing efforts that are targeted to improve the PBGC corporate data layer, in six related
areas. The contractor is to: design enterprise common services and databases specifically
targeted at improving data quality and standardizing corporate data; conduct data quality audits
for legacy databases; support data quality best practices by introducing lifecycle processes and
artifact templates to the Systems Life Cycle Methodology; establish and develop, extract,
transform, and load processes that integrate with data quality software for data transformation
and movement, maintain and enhance the Enterprise Data Model; and perform enterprise data
management services.
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FINDINGS AND RECOMMENDATIONS

1. Paragon Billed PBGC for Unsupported Time Worked by the Project Manager

We reviewed the sign-in/out sheets and the PBGC building access reports for February and
March 2007 for the Paragon Project Manager (PM) and noted 36 discrepancies between the sign-
in/out sheets and the building access report. The discrepancies resulted in unsupported billing
and payment by PBGC to Paragon for hours (rounded) or $21,526.

All Paragon personnel working on the PBGC contract are required to sign in and out each day on
a roster maintained at the PBGC worksite. In addition, all PBGC and contractor personnel
access the PBGC building using an electronic access card. We compared the data from the sign-
in/out sheets to the PBGC building access report. Although the building access report cannot
provide complete information as to the PM’s entry and exit times because of piggybacking -
when one person swipes their badge and another person comes in behind them withcut swiping
their own badge - and the report does not provide exit times because employees do not swipe
their badge when they leave the building - it provided us with a pattern of the PM’s entry times
and showed us days that the building was accessed.

Paragon invoiced and received payments for 152 and 121.5 hours for the PM in February and
March 2007, respectively. The days and hours reflected on the sign-in/out sheets agree to the
days and hours invoiced to PBGC. However, we found that the building access report indicated
that the PM was on-site for 64.3 hours and 66.25 hours in February and March 2007,
respectively, for a total of 130.55 hours. We noted that the PM signed in and out on the sign-
in/out sheets for seven days in February yet the building access report did not record any access
made by the PM to the building on those days. In addition, there were five days on which the
building access report recorded that the building had being accessed by the PM, but the PM did
not sign the sign-in/out sheets for those days. When reviewing the building access report, we
assumed an exit time of 5:30PM since this is the time recorded as the exit time on the sign-in/out
sheets.

The PM’s billing rate was S in February 2007 and S in March 2007. The calculated
difference in hours worked per the sign-in/out sheet and the building access report is [}
(rounded) hours for the two month period;llllhours in February and [liljhours in March. This
resulted in questioned costs of $13,022 and $8,504 for February and March, respectively, for a
total of $21,526. Paragon management stated that they did not bill PBGC for 32 hours worked in
March 2007; specifically the 1, 5" 9% and 28 However, our review of the access report
showed that the PM was not in the building on those days, except for 4 hours on February 28",
therefore we could not verify Paragon’s assertion that these 32 hours were worked. We reviewed
invoices for February and March 2007 because the PBGC Contracting Officer’s Technical
Representative on the Paragon contract raised questions about invoices submitted during those
two months. Please see Exhibit 3 for the detailed computation of questioned costs associated

with this finding,
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Paragon officials disputed the reliability of the access card report. However, in this instance it is
incumbent upon Paragon to prove the accuracy of its billings by reconciling information
contained in the sign-in/out sheets, access card reports, and invoices.

Accordmg to the Federal Acquisition Regulations, Part 31.201-2(d), “a contractor is responsible
Jor accounting for costs appropriately and for maintaining records, including supporting
documentation, adequate to demonstrate that costs claimed have been incurred, are allocable to
the contract, and comply with applicable cost principles in this subpart and agency
supplements.”

Recommendations

We recommend that the PBGC Contracting Officer:

e Disallow questioned costs of $21,526.

o Initiate collection activity to recover the full $21,526 from Paragon.

e Conduct a detailed audit of all hours worked by the PM to determine if additional
questioned costs exist.

Paragon Response

Paragon did not concur with the findings and recommendations. In their written response dated
September 22, 2008, Paragon disagreed with the finding based on three genéral premaises:

e Incorrect hourly rate used in calculation of questioned costs for March 2007 — Paragon
stated that auditors used a rate of $153.93 rather than the correct coniract rate of ${{IEOM
when calculating questioned costs.

e Incorrect calculation of hours used to determine questioned costs for March 2007 -
Paragon does not agree with the hours used to calculate the questioned costs and feels
that the start time used in the calculation was one hour behind the hours reported on the
access card reader report.

o Inability to rely on the building access report — Paragon cited inaccuracies in the building
access report and noted an email from the COTR in March 2007 in which the COTR
stated he did not completely trust the data from the card access reader.

IPA’s Analysis

Based upon further review, the IPA has recalculated the March 2007 hours for discrepancies
related to differences between the sign-in/out sheet and the building access report and notes that

the revised number of hours over-billed decreased from (b)(4) to (b)(4) Also, the IPA
acknowledges an error in the contract rate used to calculate the questioned costs and notes that

the correct contract rate for March 2007 is {(YENllnot $153.93. As a result, the total revised
questioned cost was reduced from $8,505 to $8,142.
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Finally, the IPA maintains that they have presented the facts with respect to the sign-in/out sheets
and the building access report, and acknowledges that the accuracy of the building access report
is disputed by Paragon. The IPA respectfully requests that the PBGC COTR determine the
extent to which PBGC will rely on the building access report and whether PBGC will question
total costs of $21,164.

2. Paragon Employees Did Not Meet Education and Experience Requirements

We obtained and reviewed the resumes and PBGC contract labor categories for the Paragon
employees working on the PBGC contract. During our review, we identified one Paragon
employee, the Project Manager (PM), who did not meet the education and experience
requirements. As noted in the contract, the requirements for the PM are a Master’s Degree or 15
years equivalent industry experience. Based on our review of the PM’s resume, the PM had a
Bachelor’s Degree in Cost Accounting and 13 years experience. We assessed $30,622 in related
questioned costs for all hours billed by Paragon for this individual. Please see Exhibit 4 for
computation of the questioned costs.

We also found that Paragon did not routinely perform verification of prnior employment,
employment suitability investigations, or authenticity and academic verification checks of its
employees. Our review disclosed that the company did not perform an employment suitability
investigation on five of six Paragon employees that worked on the PBGC contract. For example,
we found that the Senior Data Modeler possessed a Mechanical Engineering and Physics degree
from a foreign university. Also, the PM obtained a Bachelor’s of Science in Cost Accounting
from a foreign university. There was no documentation of verification of the degree in either
employee’s personnel file. Also, no evidence of a course criteria or qualification equivalency
evaluation was provided.

The Paragon Human Resources Manager confirmed that there was no documentation of the
individuals’ degrees in the employees’ personnel files and thus could not confirm that the
degrees were independently verified. We were told that Paragon implemented an employment
background investigation process in September 2007.

Paragon officials indicated that all resumes were presented to and approved by the PBGC COTR,
however, Section H.9 of the contract between PBGC and Paragon states:

“The Contractor is responsible for providing personnel under this contract who meet or exceed
the minimum qualifications. All Contractor personnel assigned to this contract will be subject to
review by the Contracting Officer or his representative. Contractor personmel found not to meet
qualifications or performance standards shall be removed from performing under this contract.
Dollars associated with personnel found not to meet the labor category qualifications will be
disallowed.”

While the above contract requirement states that all Contractor personnel assigned to this
contract will be subject to review by the Contracting Officer or his representative, it does not
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remove the burden from the Contractor to provide personnel who meet or exceed the minimum
qualifications. In fact, Section G.5 of the contract states that:

“The COTR is not authorized to sign any contractual instruments or to direct any action that
results in a change in the scope, price, terms or condition of the contract.”

Finally, standard good business practice requires an employer to verify the authenticity of
employee background information prior to presenting and representing such information as
complete, accurate and reliable to the Government. Failure on the part of an employer to
perform background investigations on its employees could cause Government officials to make
decisions based on incorrect information.

Recommendations
We recommend that the PBGC Contracting Officer:

o Seek a refund of $30,622 from Paragon.

¢ Review invoices that were submitted and question all costs related to this individual.

¢ Discuss the contract terms with Paragon and inform them that the personnel working on
the PBGC contract must meet the specific PBGC requirements.

e Obtain documentation of employment, experience and employment suitability
verification for the five Paragon employees from Paragon. Pending documentation on
verifications performed, these individuals should not be assigned to PBGC coniracts.

¢ Obtain evidence verifying the authenticity of degrees awarded abroad.

o Determine the labor costs and total dollars billed to PBGC that should be refunded for
those individuals whose employment and/or education can not be verified.

Paragon Response

Paragon does not concur with the finding. Paragon stated in their written response that the
resume for the Project Manager (who in fact performs as a “Subject Matter Expert” and not a
“Project Manager™), showed 14 years of continuous relevant experience and two additional years
of experience at Pizza Hut that were not included on the resume.

With respect to the Senior Data Modeler’s degree, Paragon provided a copy of the individual’s
mechanical engineering and physics degree from a foreign university. Also, Paragon provided a
Strayer University transcript for the Project Manager to indicate classes required to obtain a
Bachelor’s of Science in Cost Accounting from a foreign university.

Further, Paragon acknowledges that while they began performing background checks on
employees in September 2007, they were under no contractual obligation by PBGC to do so and
any background checks requested must be obtained from PBGC.
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IPA’s Analysis

While Paragon contends that the Subject Matter Expert had approximately two years of
managerial experience at Pizza Hut, the IPA notes that this experience was not reflected on the
individual’s resume, nor was any type of supporting documentation provided to the IPA to
validate this experience. Therefore, the portion of the finding and questioned costs related to
failure to meet experience requirements remains.

We reviewed and accept as satisfactory the diplomas and transcript for the Senior Data Modeler
and Project Manager, respectively, and no further action is required by Paragon.

Finally, while the contract does not specifically require that Paragon perform background checks
on employees working on the contract, the IPA maintains that this is standard best practice and
encourages this practice. Paragon began to perform such background checks in September of
2007 and the IPA contends that retroactive application to employees currently assigned to the
engagement is not required of Paragon.
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Independent Auditor’s Report on Special-Purpose Financial Statements

To the Board of Directors, Management,
and Inspector General of the

Pension Benefit Guaranty Corporation

Washington, DC

We have audited the accompanying reclassified balance sheets as of September 30, 2008 and
2007 and the related reclassified statements of net cost and changes in net position for the years
then ended (hereinafter referred to as the special-purpose financial statements) contained in the
special-purpose closing package of Pension Benefit Guaranty Corporation (PBGC). These
special-purpose financial statements are the responsibility of PBGC’s management. Our
responsibility is to express an opinion on these special-purpose financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applic le to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and Office of
Management and Budget (OMB) Bulletin No. 07-04, as amended, Audit Requirements for
Federal Financial Statements. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the special-purpose financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the special-purpose financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall special-purpose financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

The accompanying special-purpose financial statements and accompanying notes contained in
the special-purpose closing package have been prepared for the purpose of complying with the
requirements of the U.S. Department of the Treasury’s Financial Manual (TFM) Volume I,
Part 2, Chapter 4700 solely for the purpose of providing financial information to the U.S.
Department of the Treasury and U.S. Government Accountability Office to use in preparing and
auditing the Financial Report of the U.S. Government, and are not intended to be a complete
presentation of PBGC’s financial statements.

In our opinion, the special-purpose financial statements and accompanying notes referred to
above present fairly, in all material respects, the financial position of PBGC as of September 30,
2008 and 2007, and its net costs and changes in net position for the years then ended in
conformity with accounting principles generally accepted in the United States of America and
the presentation pursuant to the requirements of the TFM Chapter 4700.

11710 Beltsville Drive, Suite 300
Calverton, Maryland 20705

tel: 301-931-2050 1 rombar o
301-931-1710
www.cliftoncpa.com HLB International
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By law, PBGC’s Single-Employer and Multiemployer Program Funds must be self-sustaining.
As of September 30, 2008, PBGC reported in its general purpose financial statements net deficit
positions (liabilities in excess of assets) in the Single-Employer and Multiemployer Program
Funds of $10,678 million and $473 million, respectively. As discussed in Note 8 to the general
purpose financial statements, loss exposure for the Single-Employer and Multiemployer
Programs that are reasonably possible as a result of unfunded vested benefits are estimated to be
$46,732 million and $30 million, respectively. Management based the Single-Employer
Program estimate on data for fiscal years ending in calendar 2007 that was obtained from filings
and submissions to the government and from corporate annual reports. Subsequent adjustment
for economic conditions through September 30, 2008 has not been made and as a result the
exposure to loss for the Single-Employer Program as of September 30, 2008 could be
substantially different. In addition, PBGC’s net deficit and long-term viability could be further
impacted by losses from plans classified as reasonably possible (or from other plans not yet
identified as potential losses) as a result of deteriorating economic conditions, the insolvency of a
large plan sponsor or other factors. PBGC has been able to meet their short-term benefit
obligations. However, as discussed in Note 1 to the general purpose financial statements,
management believes that neither program at present has the resources to fully satisfy PBGC’s
long-term obligations to plan participants.

The information included in the Other Data is presented for the purpose of additional analysis
and is not a required part of the special-purpose financial statements, but is supplementary
information required by the .../4 Chapter 4700. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding methodology and presentation
of this information. We also reviewed such information for consistency with the related
information presented in PBGC’s special-purpose financial statements. However, we did not
audit this information, and accordingly, we express no opinion on it.

In accordance with Government Auditing Standards and OMB Bulletin No. 07-04, as amended,
we have also issued a combined report dated November 12, 2008, which presents our opinion on
PBGC's financial statements; our opinion on management’s assertion about the effectiveness of
PBGC'’s internal control over financial reporting; and our consideration of PBGC's compliance
with certain provisions of laws, regulations, and other matters. That report is an integral part of
an audit of general purpose financial statement reporting performed in accordance with
Government Auditing Standards and OMB Bulletin No. 07-04, as amended, and should be read
in conjunction with this report in considering the results of our audit.

In planning and performing our audit of the special-purpose financial statements, we also
considered PBGC’s internal control over the financial reporting process for the special-purpose
financial statements and compliance with the .. 1 Chapter 4700. Management is responsible
for establishing and maintaining internal control over financial reporting, including Other Data,
and for complying with laws and regulations, including compliance with the TFM Chapter 4700
requirements.

Our consideration of internal control over the financial reporting process for the special-purpose
financial statements would not necessarily disclose all matters in the internal control over the

This document was produced for the PBGC Office of Inspector General. It may not be disclosed,
reproduced, or disseminated without the express permission of the Office of Inspector General.
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financial reporting process that might be significant deficiencies. Under standards issued by the
American Institute of Certified Public Accountants, significant deficiencies are deficiencies in
internal control, or a combination of deficiencies, that adversely affects PBGC's ability to
initiate, authorize, record, process, or report financial data reliably and in accordance with
accounting principles generally accepted in the United States of America such that there is more
than a remote likelihood that a misstatement of the special-purpose financial statements being
audited that is more than inconsequential will not be prevented or detected. Material weaknesses
are significant deficiencies, or combination of significant deficiencies, that result in more than a
remote likelihood that material misstatements in relation to the special-purpose financial
statements being audited will not be prevented or detected.

We found no material weaknesses in internal control over the financial reporting process for the
special-purpose financial statements, and our tests of compliance with the TFM Chapter 4700
requirements disclosed no instances of noncompliance t  are required to be reported under
Government Auditing Standards and OMB Bulletin No. 07-04, as amended. However, providing
opinions on internal control over the financial reporting process for the special-purpose financial
statements or on compliance with the TFM Chapter 4700 requirements were not objectives of
our audit of the special-purpose financial statements and, accordingly, we do not express such
opinions.

This report is intended solely for the information and use of PBGC’s Office of Inspector General,
Board of Directors, management of PBGC, the U.S. Department of the Treasury, the Office of
Management and Budget, the U.S. Government Accountability Office, the United States
Congress, and the President in connection with the preparation and audit of the Financial Report
of the U.S. Government and is not intended to be and should not be used by anyone other than
these specified parties.

%WMALA

Calverton, Maryland
November 17, 2008

This document was produced for the PBGC Office of Inspector General. It may not be disclosed,
reproduced, or disseminated without the express permission of the Office of Inspector General.
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