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EXECUTIVE SUMMARY

PURPOSE

Pursuant to a request from Councilmember Jack Evans and in accordance with Section 455
of Pub. L. No. 93-198, the District of Columbia Auditor (Auditor) conducted an audit of contract
number DCFRA #99-C-004 to examine the effectiveness of contract administration and menitoring.
The District of Columbia Financial Responsibility and Management Assistance Authority (the
Authority) awarded this contract to Accenture (formerly Andersen Consulting) to develop and
implement an Integrated Tax System (ITS).

CONCLUSION

The Auditor’s examination of contract costs and administration for the Integrated Tax System
revealed significant weaknesses in internal controls and numerous deficiencies in contract
management. These conditions resulted in inadequate and inefficient contract moniforing and
presented opportunities for abuse and improper or questionable use of contract funds.

The Auditor found that inappropriate segregation of duties resulted in an ineffective system
of accountability in the administration of the contract. Specifically, the ITS Project Manager, an
Office of Tax and Revenue (OTR) employee, also served as the contract’s Contracting Officer’s
Technical Representative (COTR). In performing these conflicting duties, this one individual
handled the technical aspects of the contract while managing, on a daily basis, the progress of the
ITS project. Because this individual controlled many of the activities pertaining to the contract with
limited, if any, supervisory review, contract funds were vulnerable to mismanagement, abuse, or
improprieties.

Moreover, the Auditor found that as a consequence of inadequate 1TS project planning, the
scope of required work expanded and the associated costs increased significantly under the contract.
The Auditor noted that the amount of the contract awarded by the Authority was significantly less
than an independent pricing estimate provided by IBM. As a result, as the project progressed,
contract administrators made costly adjustments and modifications to the contract. For example,
Office of the Chief Financial Officer (OCFQ) officials added components to the contract costing
more than $8.1 million and spent approximately $8 million more for hardware and software than
originally anticipated.

The Auditor also noted that the contract labor rates were high and increased annually at an
excessive escalation rate of 7%. Furthermore, because Accenture personnel could be reimbursed for
other non-labor expenses, the actual rates paid by the District for certain contractor staff exceeded
the rates stipulated in the contract. The District reimbursed Accenture between $206,013 and
$717,705 annually for labor and other costs for some of its employees.



The Auditor further found that due to vague and unclear contract language, and inadequate
contract administration, the District reimbursed Accenture at least $1.8 million for questionable
expenses that were billed under the contract. Specifically, the District reimbursed Accenture for:
(a) temporary relocation assistance, $634,756; (b) apartment rentals, $615,395; (c) furniture rentals
and other costs related to furniture rentals, $7,206; (d) car rental fees, $63,300; (¢) travel, $289,130;
(f) per diem payments, $113,275; and (g) supplies, $30,280. Accenture purchased supplies needed
for the ITS project, on behalf of the District; however, Accenture was charged sales tax on the
purchases made. Accenture subsequently billed the District for the cost of the supply items,
including the sales tax incurred.

Moreover, the Auditor noted that Accenture billed the District for expenditures that were
unrelated to the contract or the ITS project, and in some instances, classified in an mappropriate
expense category. Specifically, the Auditor found the following unrelated or inappropriate expense
items: (a) $187,171 relating to an eProcurement Pilot System for the OCFO’s Mission Support
Office; (b) $9,670 associated with an OTR Managers Retreat; and (c) $4,650 for a CFO Meeting
Retreat. The Auditor also found $3,592.37 in furniture items, purchased for another location other
than OTR, that were billed as supplies for the ITS project.

The Auditor identified several instances of noncompliance with the contract and other
applicable legislation. OCFOQ staff did not pay Accenture in a timely manner in violation of the
contract and the District’s Quick Payment Act, resulting in potential interest penalty payments of
$395,347.11. Furthermore, contract administrators did not adequately monitor subcontractor
activities and expenses. Consequently, OTR staff were unable to substantiale that Accenture
complied with the contract’s subcontracting provisions and relevant Federal Acquisition Regulations
incorporated by reference in the contract.

MAJOR FINDINGS

1. Improper separation of duties caused by ineffective contract administration increased
the risk for wasteful use of the District’s resources.

2 Deficient ITS project planning, faulty project pricing, and meffective contract
administration exposed the District to cost escalations, unrealized project goals, and
questionable project expenditures,

3. The Authority awarded the ITS contract at a price significantly below the projected
cost estimated by IBM.

4, The Authority and OTR personnel added $8.1 million in new components {o the ITS
Project.
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Hourly contract labor rates were high, inconsistent, and inadequately negotiated by
OCFO management officials.

Accenture applied inconsistent discounting criteria to develop hourly labor category
billing rates.

Annual ITS contract labor rate escalation was higher than normal for the Washington
Metropolitan Area.

Accenture billed the District for questionable and excessive reimbursements to some
coniract employees.

Approximately $1.7 million reimbursed to Accenture for expenses incurred by its
staff that were not allowable, reasonable, or clearly defined in the contract.

Accenture purchased supplies for the District using practices that did not comply
with District regulations or the contract resulting in the District paying $7,700 in
sales tax.

Accenture charged unrelated and misclassified expenses to the contract.

ITS project staff did not independently track Accenture invoices received and paid.

OTR staff made delinquent payments to Accenture in violation of the contract and
the provisions of the District’s Quick Payment Act.

The Authority and accountable OCFO officials did not establish and implement
effective subcontractor monitoring policies and procedures.

The Project Manager/COTR and other accountable OCFO staff did not independently
monitor subcontractor costs and relied on the prime contractor to track these
expenses.

MAJOR RECOMMENDATIONS

OCFO officials should ensure that adequate separation of duties are in place that
include a Contracting Officer to negotiate the contract and manage the business
relationship with the contractor; a COTR to administer the technical aspects of the
contract for the Contracting Officer; and a Project Manager to manage the day-to-
day progress of the project.
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Prior to awarding a contract of this magnitude, OCFO officials should discuss the
anticipated project with other District officials who have engaged in similar projects
in the past.

QCFO officials should consult with the General Services Administration (GSA) or
the Defense Contract Audit Agency (DCAA) to ensure that the proposed billing rates
are reasonable and planned escalation factors are in keeping with standard practices.

If the District initially agrees to pay a contractor higher rates because the contractor
will assume certain risks by working on a project, District officials and contractor
personnel should periodically assess the risks involved and adjust the billing rates
accordingly.

The Office of the Attorney General (OAG) and OCFO officials should immediately
obtain detailed information on how Accenture’s billing rates were derived and
closely examine Accenture’s billing rates and other charges for reimbursable
expenses. To the extent that the District was overbilled or billed for expenses that
were not consistent with the contract, OAG and OCFO should seek full
reimbursement from the contractor.

Personnel in OAG, in conjunction with OCFQ officials, should immediately seek full
reimbursement from the contractor for all unallowable cost of living allowances or
relocation assistance, apartment rental costs, furniture rental and other occupancy-
related costs, per diems, and car rental costs paid through contract number DCFRA#
99-C-004.

If the contractor has offices throughout the United States, OCFO officials and the
Contracting Officer should gain an understanding of the confractor’s staffing plan
before the contract is awarded. The District should require the contractor to use its
locally-based personnel to the maximum extent possible. This will minimize the
contractor’s claims for temporary housing of staff.

The OCFO should immediately conduct a detailed review of all travel costs charged
to the contract, Separate analyses should be completed of airfares and trips; Amtrak
fares and trips; cab fares (both within the District and other cities); parking fees; and
claims for mileage reimbursement.

Personnel in the OAG, in conjunction with OCFO officials, should immediately seek
reimbursement for travel costs that were not in compliance with the contract.
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For future contracts, OCFO officials should refrain from allowing the contractor to
make purchases on the District’s behalf. If necessary, the coniractor may advise
OCFO officials on any needed purchases after reviewing the available alternatives
to ensure that supply items are obtained competitively.

OCFO officials should immediately review contractor invoices to determine the
amount of sales taxes billed to the District. OCFO officials should seek full
reimbursement from the confractor for all sales tax amounts billed to and paid by the
District.

OCFO officials should thoroughly review all technical instructions that were issued
by the COTR to: (a) identify services and items that were requested by the District
but unrelated to the ITS contract, and (b) determine the costs of such unrelated
services and items. District officials should consider requiring OCFO officials to
reduce OTR’s operating and/or capital budgets, as appropriate, by the amount of
unrelated costs charged to the ITS contract.

OTR and OCFO should use an automated invoice tracking process to ensure fimely
payment of invoices received from confractors.



PURPOSE

Pursuant to a request from Councilmember Jack Evans and in accordance with Section 455
of Pub. L. No. 93-198,' the District of Columbia Auditor (Audifor) conducted an audit of contract
number DCERA #99-C-004 to examine the effectiveness of contract administration and monitoring.”
The District of Columbia Financial Responsibility and Management Assistance Authority (the
Authority) awarded this contract to Accenture (formerly Andersen Consulting) fo develop and
implement an Integrated Tax System (ITS).*

OBJECTIVES, SCOPE, AND METHODOLOGY

The objectives of the audit were to determine whether:

1. oversight of the ITS project was adequate and effective to prevent over expenditure and
misuse of contract funds; and

2. costsbilled by the contractor and contract expenditures were reasonable and allowable,
consistent with the terms of the contract, and other applicable laws, regulations, and
guidelines.

The scope of the audit covered the period October 1, 1998, through March 31, 2004. In
conducting the audit, the Auditor: (a) reviewed contract number DCFRA #99-C-004 and the
corresponding solicitation and contract file; (b) interviewed staff within the Office of Tax and
Revenue (OTR) and the Office of Management and Administration (OMAY; (¢) reviewed applicable
laws, regulations, policies, procedures and guidelines;(d) examined contractor invoices and
payments; and () reviewed relevant audit reports issued by other audit organizations.”

ISee section 455 (b) of the District of Columbia Home Rule Act, approved December 24, 1973 (Pub. L. No.
93-198; 87 Stat. 803); D.C. Code §1-204.55 (b) ( 2001) which states: “The District of Columbia Auditor shall each
year conduct a thorough audit of the accounts and operations of the government of the District in accordance with
such principles and procedures and under such rules and regulations as he {she] may prescribe. In the determination
of the auditing procedures to be followed and the extent of the examination of vouchers and other documents and
records, the District of Columbia Auditor shall give due regard to generally accepted principles of auditing including
the effectiveness of the accounting organizations and systems, internal andit and control, and related administrative
practices.”

z'l“hroughoui‘ this report, contract number DCFRA #99-C-004 is referred to as “the contract.”

? Andersen Consulting changed the company’s name to Accenture in January 2001, The contract was
modified in December 2002 to formally name Accenture as the contractor. Throughout this audit report, the
contractor is referred to as Accenture.

4 The Auditor reviewed the following reports: (a) Government of the District of Columbia, Office of the
Chief Financial Officer, Integrated Tax System (ITS), Final Assessment Report, dated December 13, 2000, issued by
the Information Technology Resources Board; (b) Report on Audit of Contract No. DCFRAH#99-C-004, dated May



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

BACKGROUND

Pursuant to the District of Columbia Financial Responsibility and Management Assistance
Act of 1995, the Authority was established to assist the District government in achieving financial
stability and management efficiency.” The Authority was empowered to enter into contracts to carry
out its legally mandated responsibilities. Public Law 104-8 exempted the Authority from District
procurement laws and regulations.® Additionally, federal procurement law and regulations did not
apply to the Authority because of its independent status.” As a result, the Authority possessed
unlimited flexibility and discretion in procuring and coniracting for goods and services.

During Fiscal Year (FY) 1997, the District’s Chief Financial Officer (CFO) and the Deputy
CFO for Tax and Revenue requested the Authority’s assistance in procuring services to develop and
implement the District’s integrated tax system. At the time, it was widely reported® that the
District’s tax system was outdated and dysfunctional, had automated system deficiencies, inefficient
internal processes, and was poorly managed.

On February 5, 1997, the Authority issued a Request for Proposals (RFP) for an mtegrated
tax system. On March 4, 1997, Accenture submitted the only proposal in response to the RFP.

31, 2001, issued by the Defense Contract Audit Agency; (¢) Final Report on Review of the Integrated Tax System at
the Office of Tax and Revenue, dated January 2003, issued by the Office of the Chief Financial Officer, Internal
Audit and Internal Security; and {d) Report on the Procurement Review on the Integrated Tax System Contract at
the Office of Tax and Revenue, dated July 2003, issued by the Office of the Chief Financial Officer, Office of
Integrity and Oversight.

3See the District of Columbia Financial Responsibility and Management Assistance Act of 1995, approved
April 17, 1995 (109 Stat.192; Pub. L. No, 104-8), §2 (b)1) - §2(b) (8).

®See the District of Columbia Financial Responsibility and Management Assistance Act of 1995, approved
April 17, 1995 (109 Stat.192; Pub, L. 104-8), §102(c)(2): “...The provisions of the District of Columbia Code
governing procurement shall not apply to the Authority.”

’See District of Columbia Financial Responsibility and Management Assistance Authority Procurement
Regulations, Chapter 1, Section A, Paragraph 3.

8See e.g., Brian Blomquist, “City Misses 6-Week Goal for Paying Tax Refunds,” The Washington Times,
June 9, 1995.
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In November 1998, the Authority awarded a $63,274,158 contract to Accenture to redesign
and modernize OTR’s computer based tax-processing systems, which included the Individual
Income Tax, Business Tax, and Real Property Tax Systems. The contract covered the period
November 17, 1998 to September 30, 1999, with four option years. At the time of the contract
award, the Authority had provided only $6,850,900 in contract funding.

The services to be provided under the contract were grouped in separate contract line item
numbers (CLINs). Each CLIN had an established ceiling amount and was designated as either fixed
price or cost-reimbursable, Accenture was required to provide services consistent with each CLIN’s
specific technical instructions (TIs). The Tls, which were developed by the Contracting Officer’s
Technical Representative (COTR), detailed the specific services to be performed by Accenture, and
the corresponding schedule, staffing, deliverables, and acceptance criteria.

Between FY 1999 and FY 2003, the Authority and the OCFO approved several confract
modifications to increase contract funding. The initial contract price of $63,274,158 was
subsequently increased by $41,800,296 to $105,074,454. The $41,800,296 increase resulted from
OCFO officials expanding the contract’s scope of work. Table I presents the contract modifications
including the $41,800,296 that increased the contract price to $105,074,454.

The additional $41,800,296 was to fund the following:

+  $500,000 - to develop and host an internet tax filing capability available to taxpayers
seven days per week, 24-hours per day;

«  $750,000 - to provide technical support services during the planning and assessment
phase of integrating the Real Property Tax system into ITS;

»  $39,675,296 - to develop the [TS Real Property Tax System; and

«  $875,000 - to provide oversight and management of tasks performed under the contract.



Table I presents the contract modifications that increased the price of the ITS contract.

Table 1
Contract Modifications That Increased the Contract Price

Action Number Effective Date Approved Amount Description
Date by Council

1 02/26/99 Processed by the $34,591,809 | To exercise option year 1,
Authority provide funding, and
restate Section B-Supplies
or Services and
Prices/Cost

2 09/30/00 08/01/00 $21,831,443 | To exercise option years 2
and 3, and provide
additional funding

3 09/18/02 09/18/02 To exercise option year 4,
modify the scope of
services to include
development of an internet
tax filing capability and an
ITS Real Property Tax
System, and provide
additional funding

Source: OTR’s files containing the contract agreement and subsequent modifications.

Action Numbers 2 and 3, totaling $63,631,739 were approved by the Council on August 1,
2000, and September 18, 2002, respectively, through the Council’s “passive [contract] approval
process.”' The passive contract approval process has often been used during Council recesses to

9Start-up funding for seven CLINs for the base period November 22, 1998 to September 30, 1999,
Additional CLINs were added during fiscal year 1999,

®See D. C. Code Section 2-301.05a (b} (2): “A proposed contract in excess of $1,000,000 during a 12-
month period shall be deemed approved by the Council if one of the following occurs: (a) during the 10-calendar-day
period beginning on the first day (excluding Saturdays, Sundays, and holidays) following its receipt by the Office of
the Secretary to the Council, no member of the Council intreduces a resolution to approve or disapprove the
proposed contract; or (b) if a resclution has been introduced in accordance with subparagraph (a} of this paragraph,
the Council does not disapprove the contract during the 45-calendar-day period beginning on the first day (excluding
Saturdays, Sundays, and holidays) following its receipt by the Office of the Secretary to the Council.”
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circumvent or avoid detailed Council scrutiny of a contract, coniract modification, pricing basis,
method of award, and scope of work.

District Staffing for Contract Administration and Monitoring

The Authority’s Executive Director was the initial Contracting Officer. As Contracting
Officer, the Executive Director was responsible for negotiating and execufing the contract, and
managing the relationship with Accenture. In June 1998, the OCFO hired an ITS Project Manager
to manage the project’s progress. In November 1998, the Authority’s Contracting Officer appointed
the ITS Project Manager as the Contracting Officer’s Technical Representative (COTR) to
administer the technical aspects of the contract. Additionally, the Project Manager/COTR
administered all provisions of the contract including initiating the procurement of goods by
Accenture, interpreting provisions of the contract, certifying the receipt and acceptance of goods and
services delivered by Accenture, and reviewing and approving Accenture invoices for payment
during most of the contract period. Accounts payable staff in the OCFO’s OMA processed the
invoices for payments made to Accenture.

The following District employees had contract administration responsibilities under the
contract:

+  Deputy CFO for Tax and Revenue was principally responsible for ensuring effective
management, administration, and successful completion of the ITS project. However,
during the seven-year period between February 1997 and February 2004, four different
individuals served in the position of Deputy CFO for Tax and Revenue. Thus, significant
turnover undermined continuity of leadership and executive supervision of this important
project.

» in July 2003, OTR’s Director of Information Systems Administration was appointed as
the contract’s COTR and the former Project Manager/COTR was reassigned to the
position of Director of OTR’s Returns Processing Admunistration.

» in August 2003, OTR officials designated a Senior Program Analyst as the Contract
Liaison Officer (CLO) for the contract. The CLO was to work with OTR’s newly
appointed COTR toreview Accenture’s invoices for reasonableness and compliance with
contract terms. The CLO also was to analyze the contract’s costs and monitor the rate
of spending because, during the former Project Manager/COTR’s tenure, these functions
had not been adequately performed.

+ in December 2003, the OCFQ’s Director of Contracts and Procurement designated the
Special Assistant to the Director as the Contract Administrator for the contract. The
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Contract Administrator: (a) monitored the contractor’s activities; (b) monitored
Accenture’s compliance with the contract; and (c) prepared contract modifications, when
needed, to reflect changes in scope, funding, or the relationship with Accenture.

Accenture Staffing for Contract Performance

To provide the services required under the contract, Accenture developed a staffing plan that
included a Project Director, Program Manager, Benefits Specialist, Functional Architect, Technical
Architect, Team Leader, Process Consultant/Software Engineer, Senior Analyst, and
Analysts/Programmers.



FINDINGS

IMPROPER SEPARATION OF DUTIES CAUSED BY INEFFECTIVE CONTRACT
ADMINISTRATION INCREASED THE RISK FOR WASTEFUL USE OF DISTRICT
RESOURCES

In order to establish an effective system of internal controls and accountability, the ITS
project team should have included, at a minimum, the following District personnel:

» acontracting officer,
« acontracting officer’s technical representative (contract administrator), and
* aproject manager.

Under this system of checks and balances, no single individual could exercise authority and
control over two or more functions associated with the project. However, under the weak and
ineffective system of internal controls and accountability that emerged under the Authority and the
CFO, the Project Manager/COTR exercised authority and control over numerous incompatible
functions relative to the ITS project that could be abused. As a result, District funds were used to
cover improper, unnecessary, or questionable expenditures, all of which were authorized by the
Project Manager/COTR.

The Auditor found that, under this ineffective and inappropriate project management
structure, the Project Manager/COTR supervised the project’s progress and worked closely with
Accenture project management staff on a day-to-day basis. Additionally, the Project Manager/COTR
administered all provisions of the contract including initiating procurements by Accenture, certifying
the receipt and acceptance of goods and services delivered by Accenture, reviewing and approving
Accenture invoices for payment, and interpreting provisions of the contract.

Close day-to-day supervision of and interaction with Accenture project management staff
may have compromised the Project Manager/COTR’s objectivity and ability to make impartial
decisions regarding the administration of the contract, interpretation of contract provisions, and
whether expenditures charged to the contract were permissible and appropriate. For example, the
Project Manager/COTR, who was not a lawyer, not a qualified or trained COTR, and not an
experienced contract administrator, improperly interpreted the contract in a manner which would
allow Accenture to bill the District for: (1) annual cost of living allowances for select Accenture
personnel totaling $634,756; (2) apartment rental costs for Accenture staff totaling $615,395; (3)
furniture rentals and other cost related to apartment rentals totaling $7,206; (4) car rental fees totaling
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$63,300, (5) travel costs totaling $289,130; (5) per diem payments totaling $113,275; and (6)
supplies totaling $30,280. As a consequence of the improper segregation of duties, the Project
Manager/COTR improperly authorized $1,753,342 in reimbursements for questionable expenses and
inappropriately approved for payment Accenture invoices containing these charges.

Ideally, in order to maintain a useful system of accountability, at least three positions were
needed to ensure effective contract administration. These positions include a qualified Contracting
Officer to negotiate the contract and manage the business relationship with the contractor; a qualified
COTR to administer the technical aspects of the contract for the Contracting Officer; and a Project
Manager to manage the progress of the project and work more closely with Accenture staff on a daily
basis. Under this structure, no one individual could administer all aspects of the project without the
scrutiny, knowledge, or approval of others. It is clear that accountable Authority and OCFO
personnel failed to establish adequate management and accounting controls for the ITS project."

In addition, the Authority and OCFO officials did not encourage or support the development
and implementation of sound financial management and contract administration principles and
practices for the ITS contract. It was also apparent that OCFO management failed to ensure that: (a)
the Project Manager did not exceed the authority of that position; and (b) the contract’s provisions
were objectively and impartially interpreted by independent personnel, other than the project
manager, such as legal counsel for the Authority, OCFO, or the District. Instead, Authority and
OCFO officials permitted the Project Manager/COTR fo interpret contract Janguage. As aresult of
inadequate segregation of duties, the Project Manager/COTR administered the contract, reviewed
and approved Invoices, and interpreted and administered the contract based on her personal
judgment.

RECOMMENDATION

For future contracts of this magnitude, OCFO senior procurement officials should ensure that
duties arc properly segregated whereby a Contracting Officer negotiates the confract and
manages the business relationship with the contractor; a qualified COTR administers the
technical aspects of the contract; and a Project Manager manages the day-to-day progress of
the project.

"Internal control is defined as “a process--cffected by an entity’s board of directors, management, and other
personnel--designed to provide reasonable assurance regarding the achievement of objectives in the following
categories: (a) reHability of financial reporting; (b) effectiveness and efficiency of operations; and (¢) compliance
with applicable laws and regulations.” See Vincent M. O’Reilly et al., Montgomery’s Auditing, 12" Edition, Wiley
Publishers, April 1998, p.9-2.



DEFICIENT ITS PROJECT PLANNING, FAULTY PROJECT PRICING, AND
INEFFECTIVE CONTRACT ADMINISTRATION EXPOSED THE DISTRICT TO COST
ESCALATIONS, UNREALIZED PROJECT GOALS, AND QUESTIONABLE PROJECT
EXPENDITURES

Effective project management involves, at a minimum, the competent execution of the
following four phases: initiation, planning, execution, and closeout. The planning phase is critical
to a project’s success because it provides an opportunity to gather information necessary to make
sound decisions regarding the project’s goals and anticipated outcomes. Additionally, effective
project planning provides the basis for thoroughly, accurately, and clearly defining the project’s
scope, objectives, and costs and establishing a sound approach for achieving project goals and
objectives on time and within budget."” Sound project planning includes developing and staffing a
project management team, composed of personnel who possess the requisite knowledge, skills, and
expertise appropriate for the project.

The Auditor found that the Authority and OCFO officials did not adequately plan the ITS
project, and thus, failed to fay the proper groundwork for effective contract administration and
project management. Poor project planning and execution, and inadequate supervision and
management of the project created a high risk that predicted goals and objectives of the project
would not be achieved within budget and that contract funding could be exposed to waste, abuse,
and misuse.

The Auditor found that accountable Authority and OCFO management officials failed to
adequately, accurately, and clearly define the ITS project’s scope, the objectives to be achieved by
the project, and poorly estimated the costs of the project. Further, accountable management officials
failed to establish and appropriately staff a project management team that was responsible for
properly supervising, managing, and administering all aspects of the project in a manner designed
and intended to assure the achievement of project goals and objectives in a timely manner within
budget. The Auditor further found that the Authority awarded the ITS contract at an unrealistically
low price at hourly billing rates that were unreasonably high and excessive in some instances.

e Project Management Institute, A Guide to Project Management Body of Knowledge, November 2004, p.38,
During the planning phase of a project, the organization should: develop and clearly define the project’s scope; define cach
required activity, determine the order in which they should be completed, and estimate the amount of time that will be needed for
each activity; develop a project schedule; pian necessary resources (staffing, supplies, equipment, etc.); estimate project costs and
develop a project budget; develop a project plan, organizational plan, and communications plan; identify and quantify potentiat
risks and develop a risk response plan; and complete procurement and solicitation planning.
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The Authority Awarded the ITS Contract at a Price Significantly Below the Projected Cost
Estimated by 1BM

Authority and OCFO management officials and staff lacked the expertise to thoroughly,
accurately and clearly define the ITS project’s scope of work and projected cost. 1t appeared there
was an unreasonably high degree of uncertainty regarding the specific services required to create an
ITS, the level of effort required to create an ITS for the District, and the projects potential cost.
Therefore, OCFOQ officials awarded a contract to IBM Global Consulting (IBM), atacost 0of $55,000,
to develop a baseline independent pricing estimate (IPE) for the ITS project."

In its October 8, 1997, IPE, IBM included the following components in its October 8, 1997
IPE: Asset Licensing; Asset Modifications; UNIX Conversion; Hardware/Software Purchases;
Hardware/Software Maintenance; Asset Maintenance; Tools; Operations; Integration and Testing;
Systems Engineering; Management and Support; Training; Travel/Per Diem Expense; General &
Adminisirative, Overhead, and Profit. IBM estimated that the price for a five-year fixed price
contract for the ITS project that included the above components should range between $71.5 million
and $89.2 million.

The Auditor found that the $63,274,158 contract ultimately awarded to Accenture contained
similar components for each of the Individual Income, Business Tax, and Real Property Tax systems.
The components included: Tax Administration System (TAS) Application Software Licensing; Data
Purification; Hardware/Software Acquisition; Hardware and Software Maintenance; General Design;
Testing; System Development and Implementation; Engineering and Technical Support; and
Training. Although the contract awarded to Accenture contained components that were sumilar to
those in IBM’s IPE, it appears that the Authority did not consider or disregarded IBM’s cost estimate
by executing a contract that was at least $8.2 million less than IBM’s lowest estimate. There was no
documentation available to the Auditor which documented the basis or justification for the
Authority’s decision to price the ITS contract at $63.3 million. However, this decision ultimately
resulted in expansion of the ITS project’s scope of work and costly contract modifications.

Bgee 27 DCMR §1625.2: “One (1) or more of the following techniques may be used to perform price analysis: (a)
comparison of proposed prices received in response to the solicitation; (b) comparison of prior proposed prices and contract
prices with current proposed prices for the same or similar items; {¢) application of rough yardsticks (Such as dotlars per pound
or per horsepower, or other units) to hightight significant inconsistencies that warrant additicnal pricing inquiry; {d) comparison
with competitive published price lists, published market prices of commoditics, similar indexes, and discount or rebate
arrangements, and {e¢) comparison of proposed prices with independent District cost estimates.”
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RECOMMENDATIONS

1. Independent pricing estimates prepared by experts in the subject arca at the request of
the District should be taken into consideration in gauging a project’s cost and the
reasonableness of a prospective contractor’s proposed pricing.

2. Ifcontracting and knowledgeable agency officials determine that an independent pricing
estimate is unrealistic, that determination should be clearly documented and placed in the

solicitation file.

The Authority and OTR Personnel Added $8.1 Million in New Components to the ITS Project

The Auditor found that OTR officials and the Authority’s Contracting Officer subsequently
added $8,126,711 in new components to the ITS project as follows:

«  $2,152,093 for an Electronic Taxpayer Service Center (eTSC);
«  $2,986,338 for an Imaging System;

«  $412,280 for an Executive Dashboard; and

» $2,576,000 for a Contact Tracking System.

Table 11 presents the components added to the coniract.

Table 11
$8.1 Million New Components Added to the ITS Project

Component Name Component Description Cost of Component
Electronic Taxpayer Service Allows taxpayers to file returns $2,152,093
Center (eTSC) electronically; provides OTR staff and

taxpayers the capability to review taxpayer
accounts on-line

Imaging System Provides scanning and long-term retention $2,986,338
(Tmplementation) of returns and other documents received
from taxpayers and processed by OTR

Executive Dashboard Reporting System that produces routfine $412,280
productivity reports to be used by
management and reports that are needed
for financial reporting purposes
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Component Name Component Description Cost of Component

Contact Tracking System Provides means for tracking number of $2,576,000
inquiries made by taxpayers and how such
inquiries were handled and/or resolved,
used not only by OTR’s Returns
Processing staff’ but also by Customer
Service Division staff to monitor the
performance of that office

TOTAL COSTS $8,126,711
Source: Interviews with OTR managers and information received from OTR staff.

RECOMMENDATIONS

1. For future similar projects and confracts managed by the OCFO, accountable
management officials should hold regular (at least bi-weekly) project/contract status
meetings. The Contracting Officer, COTR, Contract Liaison Officer, Budget Officer, a
financial manager, District legal counsel, Contractor representatives, and designated
appropriate qualified District information technology personnel should attend these
meetings to review and discuss contractor performance, project and contract issues and
problems, and necessary modifications.

2. For {uture information technology projects, accountable OCFO management officials
should consider establishing an on-going project advisory team consisting of qualified
District information technology personnel or a qualified consultant. The advisory team
should advise on contract modifications necessitated by advances and changes in the
information technology industry. Additionally, the advisory team should assist
responsible management officials to obtain requisite services, hardware, and software at
the most economical prices.

HOURLY CONTRACT IL.ABOR RATES WERE HIGH. INCONSISTENT, AND
INADEQUATELY NEGOTIATED BY OCFO MANAGEMENT OFFICIALS

The Auditor found that the contract’s hourly labor rates were high and based on an
inconsistent unclear rate development process. Appendix II presents Accenture’s hourly labor rate
development process used for pricing its ITS proposal. Moreover, the Auditor found no documented
evidence that Authority or OCFO management officials adequately scrutinized or sought salient
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information regarding how the hourly billing rates were developed.” Table TIT presents the
contract’s nine labor categories and the associated hourly billing rates.

Table 111
Labor Categories and Hourly Billing Rate

Labor Category Hourly Hourly Hourly Hourly Hourly
Billing Rate Billing Rate Billing Rate Billing Rate Billing Rate
Base Year Option Year 1 Option Year 2 Option Year 3 Option Year 4

Escalation Rate 7.0% 14.49% 22.50% 31.08%
Project Director $368.00 $393.76 $421.32 $450.80 $482.37
Program Manager $356.00 $380.92 $407.58 $435.49 $466.64
Benefits Specialist $308.00 $329.56 $352.63 $308.00" $403.73
Functional Architect $300.00 $321.00 $343.47 $367.50 $393.24
Technical Architect $300.00 $321.00 $343.47 $367.50 $393.24
Team Leader $286.00 $306.02 $327.44 $350.35 $374.89
Process Consultant $216.00 §231.12 $247.30 $264.60 $283.13
/Software Engineer
Senior Analyst $160.00 $171.20 $183.18 $196.00 $209.73
Analyst/Progranuner $107.00 $114.49 $122.50 3131.08 5140.26

Source: Contract file maintained by the Office of Tax and Revenue,

In a report dated July 2003, the OCFO’s Office of Integrity and Oversight (OlO) also noted
that Accenture’s hourly ITS coniract labor rates were high.'® QIO auditors recommended that the
Contracting Officer renegotiate labor rates when preparing any future contract modifications. The

MSee contract number DCFRA # 99-C-004, Attachment 8, “Agreed Upon Labor Rates.”

B The tasks to be performed by the Benefits Specialist were changed significantly and there was turnover in
this position. The hilling rate was adjusted to the base year rate to reflect these changes.

18See Office of the Chicf Financial Officer, Office of Integrity and Oversight (OI0), “Report on the
Procurement Review of the Integrated Tax System Contract at the Office of Tax and Revenue, dated July 2003, p.
12. OIO officials requested that the Defense Contract Audit Agency (DCAA) review the I'TS contract and verify the
costs incurred under the contract. DCAA found that the labor rates were high for the labor categories which they
observed. OIO discussed DCAA’s findings in O10’s July 2003 audit report.
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Auditor found that hourly contract labor rates were renegotiated in July 2003, approximately five
years after the contract was awarded."”

Accenture Applied Inconsistent Discounting Criteria to Develop Hourly Labor Category
Billing Rates

Accenture representatives indicated that the company’s commercial billing rates were
discounted by approximately 30% in developing the ITS contract’s hourly labor billing rates, The
Auditor found that the discounts were not the same for each labor category and ranged from a low
of 3% to high of 38.7%. Table IV presents a comparison of Accenture’s gross commercial billing
rates and the discounted rates billed to the District.

Table 1V
Accenture’s Gross Commercial Billing Rates and the Calculated Discount Rates

Labor Category Accenfure’s Gross Rate Billed to Amount Discount Rate
Commercial District Discounted Percentage
Billing Rate (b) (ay-(b)={c) (c)/(a)
(a)
Project Director $600.00 $£368.00 §232.00 38.7%
Program Manager $450.00 $356.00 $94.00 20.9%
Benefits Specialist $425.00 $308.00 $117.00 27.5%
Functional Architect $385.00 $300.00 $85.00 22.1%
Technical Architect $385.00 $300.00 $£85.00 22.1%
Team Leader $345.00 $286.00 $59.00 17.1%
Process Consuliant/ $244.00 $216.00 $28.00 11.5%
Software Engineer
Senior Analyst $165.00 $160.00 $5.00 3.0%
Analyst/Programmer $85.00 $107.00 {22.00) (25.9%)

Source: Discussions with Accenture personnel and information compiled from Accenture’s invoice files and contract number DCFRA
#99-C-004.

17 See contract number DCERA # 99-C-004, Modification #6, effective July 2003. See also contract
number CFOPD-04-C-007, effective November 26, 2003,
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Annual ITS Contract Labor Rate Escalation Was Higher than Normal for Washington
Metropolitan Area

The Auditor found that the ITS contract hourly labor billing rates were allowed to
automatically increase annually at a 7% escalationrate.'® Ina May 2001 report, the Defense Contract
Audit Agency (DCAA) found that Accenture’s 7% ITS contract escalation rate was higher than
normal for the Washington Metropolitan Area.'” According to DCAA, the customary escalation rate
for the Washington Metropolitan Arca ranged between 3.2% and 3.6%. Rate escalation factors are
generally based on the type of labor categories or positions involved and the location where the work
is performed. In certain situations, such as when a position is deemed hard to fill, the contractor
could apply a higher escalation rate.

At the time the Authority evaluated Accenture’s contract proposal, the Authority’s Price and
Compensation Panel found Accenture’s hourly labor billing rates to be excessively high. Despite
this significant finding, the Authority awarded the contract to Accenture anyway. It appears that the
Authority disregarded the Price and Compensation Panel’s finding which should have been
addressed before awarding the contract. This indicates that the Authority did not acquire services,
on behalf of the District, at the most economical price.

RECOMMENDATIONS

1. Priorto awarding a contract for a project as significant as the ITS project, the proposed
project should be thoroughly examined and discussed by all accountable, experienced,
and qualified District management personnel. Such dialogue is needed to define the
purpose, scope, and objectives of the project, determine the most effective competitive
contracting process to use, the agreed-upon labor categories appropriate to the project,
and the billing rate structure to be applied under the contract.

2. Contracting personnel and management officials should consult with the General
Services Administration (GSA) or the Defense Contract Audit Agency (DCAA) to ensure
that proposed billing rates are reasonable and planned escalation rate factors comply
with applicable guidelines and standards.

"¥See Contract Number DCFRA #99-C-004, Attachment 8, Agreed to Direct Labor Rates, dated October 2,
1998.

PSee Report on Audit of Contract No. DCFRA#99-C-004, dated May 31, 2001, issued by the Defense
Contract Audit Agency.

-15-



3. When negotiating contracts, OCFO management and contracting officials must obtain
and appropriately scrutinize all information that is necessary to fully understand how a
offeror’s proposed billing rates were derived and whether the rates offer the best value
and economical use of District funds. Ifrates are not based on a reasonable methodology
and sound assumptions, are not fully explained, or include costs which the District is
unwilling to pay, OCFO officials should negotiate lower rates in a timely manner. If
more favorable rates cannot be negotiated, the District should not award the contract to
the offeror and seek more competitive proposals from other qualified vendors.

ACCENTURE BILLED THE DISTRICT FOR QUESTIONABLE AND EXCESSIVE
REIMBURSEMENTS TO SOME CONTRACT EMPLOYEES

In accordance with Accenture’s internal policies, certain Accenture personnel working on the
ITS project were compensated for cost of living allowances, apariment rental expenses, travel
expenses, and per diem payments. These costs were not included in Accenture’s TS contract hourly
billing rates for labor but were categorized as other reimbursable expenses on invoices submitted by
Accenture.

Although the contract failed to clearly state that these costs were reimbursable under the
contract, Accenture billed the costs to the District and the District paid. Thus, as a consequence of
the ITS Project Manager/COTR approving payment of invoices containing these questionable costs,
certain Accenture personnel received significantly more compensation than provided by their hourly
contract billing rate. Among a sample of seven Accenture employees, the Auditor’s review revealed
that the District may have improperly reimbursed Accenture between $2006,013 to $717,705 annually
in questionable labor costs, cost of living allowances, relocation expenses, apartment rental expenses,
travel expenses, and per diem payments. *

Table V presents a detailed analysis of billable rates in excess of allowable hourly contract
billing rates for seven Accenture employees in our sample that exceeded hourly billing rates in the
ITS contract. The Auditor determined that the District paid an average cumulative otal of $2,742,177
per vear, including labor costs and other expenses, for the services of the seven employees in the
sample.

20, . .
These tota} reimbursements included labor charges for the contract employees as well as expenses such as
relocation assistance, apartment rentals, car rental fees, and travel expenses.
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RECOMMENDATIONS

i. When billing rates are proposed by a contractor, OCFQ senior contracting officials should
obtain sufficient information to fully understand the methodology used for rate
development and the components of the rates. If a planned contract will contain cost
reimbursement provisions, OCFO officials should fully understand the nature and total
anticipated costs of the reimbursable expenscs.

2. The Office of the Attorney General and OCFO senior contracting officials should
immediately obtain detailed information on how Accenture’s billing rates were derived.
OAG and QCFO officials should closely examine and determine the legitimacy of
Accenture’s billing rates and reimbursable expenses under the ITS contract. To the extent
that the District was over-billed or billed for expenses that were not permissible under the
ITS contract, OAG and OCFQ should promptly seek full reimbursement from Accenture.

APPROXIMATELY $1.7 MILLION REIMBURSED TO ACCENTURE FOR EXPENSES
INCURRED BY ITS STAFF THAT WERE NOT ALLOWABLE, REASONABLE. OR
CLEARLY DEFINED IN THE CONTRACT

The ITS contract stipulated that costs billed by Accenture were to be reasonable; however, the
contract failed to define the word “reasonable” and did not establish the criteria for assessing
reasonableness. Additionally, the contract failed to clearly state the costs that were reimbursable
under the contract.

For example, the Auditor questioned the permissibility of costs billed by Accenture. Table
VI presents questionable costs billed by Accenture.

Table V1
Questionable Costs Billed by Accenture
(by Cost Category)

Cost Category Amount
Temporary Relocation Assistance $634,756
(Annual Cost of Living Allowances)

Apartment Rental Costs $615,395
Furniture Rentals and Other Costs $7,200

Related to Apartment Rentals

Car Rental Fees $63,300
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Cost Category Amount
Travel Expenses $289,130
Per Diem Payments $113,275
Supplies $30,280
TOTAL $1,753,342

Of the 296 invoices reviewed by the Auditor,” 134, or 45.3%, included contractor charges
questioned on the basis of reasonableness™ and their non-capital nature, as discussed in more detail
below.

Temporary Relocation/Cost of Living Allowances. The Auditor found that Accenture paid
certain employees cost of living allowances, which the Contractor referred to as “temporary relocation
assistance.” These allowances were typically paid to employees who chose to live on a temporary
basis at the location of their assignment. Cost-of-living allowances required the approval of
Accenture’s ITS Project Manager and the appropriate Accenture Human Resources representative.”

The Auditor reviewed temporary relocation assistance agreements and found $634,756 m cost-
of-living allowances that were billed to the ITS contract and paid by the District. In one case,
$198,778 was paid to a single Acceniure employee.” Appendix III presents a list of Accenture

2The Auditor was not provided supporting documentation for five invoices: #0215351379 for
$583,141.02, dated 02/06/01; #0215353687 for $447,216.62, dated 08/08/01; #0215353985 for $448,074.31, dated
09/13/01; #0215353994 for $170,000, dated 09/13/01; and #0215354420 for $211,092.72, dated 01/22/02.

BTo assess the reasonableness of the costs billed by Accenture, the Auditor used the following criteria: (a)
the nature of the goods or services acquired or applied, and the amount involved reflected the actions that a prudent
person would have taken under the circumstances prevailing at the time the decision to incur the cost was made; (b)
the individuals invelved acted with due prudence under the circumstances, considering their responsibifities to the
District government, its residents and employees, and the public at large; (c) the cost was of a type that is generally
recognized as necessary to the successful performance of the contractor completing a project of this magnitude and
complexity; (d) the actions taken with respect to the incurrence of the cost were consistent with established District
policies and practices; and (e) to the fullest extent determinable, the cost incurred was comparable to that incurred
under other similar projects.

“The following categories of Accenture employees were eligible for cost of living allowances: (1)
managers, consultants, and analysts who were assigned to out-of~town engagements for more than one year; and (2)
managers, consultants, and analysts who were on an existing engagement and were expected to remain for at least an
additional year,

25Although all signed agreenments totaled $969,323, the Auditor could only verify billing and payment of
$634,756 through a review of the paid Contractor invoice files located at the Office of Tax and Revenue.
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employees who temporarily relocated to the District while working on the ITS project and the annual
cost of living allowances paid to these employees.

The Auditor found that the ITS contract did not explicitly address the allowability of cost of
living allowances. As a result of the contract’s vague language on this matter, the Project
Manager/COTR determined that these costs were reasonable and allowable and approved Accenture’s
requests for reimbursement,

Apartment Rentals. The contract provided for Accenture to be reimbursed for reasonable
subsistence costs.?® Subsistence may include food, clothing, shelter, and other essential needs. The
Auditor found that the contract did not explicitly establish criteria for determining the reasonableness
of subsistence costs or the allowabilily of apartment rental expenses. The Auditor questions the
appropriateness of including a subsistence provision in a contract with a locally-based firm.

The Auditor found that Accenture housed contract personnel in apartments located 1n the
metropolitan Washington, D.C. area. In accordance with Accenture’s internal policy, managers,
analysts, and consultants assigned to an out-of-town project for one year or more were eligible for
temporary housing assistance. Personnel residing in temporary housing were not eligible for cost of
living allowances. Instead, they were to receive per diem payments. Appendix IV presents the
apartments which Accenture used to temporarily house its personnel.

Some apartment rental agreements were between Accenture and the leasing company. Other
rental agreements were signed by Accenture employees as the parties responsible for payment. None
of the rental agreements reviewed by the Auditor showed the District of Columbia government as a
liable party.”” Nonetheless, Accenture paid the associated rental costs and charged approximately
$615,395 in rental expenses to the ITS contract during the audit period. In most cases, Accenture paid
and billed the District an average of $3,000 per month for each of these rental units.

Housing Furniture and Other Costs. The Auditor found that Accenture billed the District
$7,206 in occupancy costs including $4,932 for furniture rental, $1,656 for utility bills, $486 for
telephone charges, and $132 for cable television. However, the contract did not explicitly indicate
that such occupancy costs were allowable expenses.

2500 Webster’s New World Compact Office Dictionary, Wiley Publishing, Inc., Cleveland, Ohie, 2003, p.643, which
defines subsistence as “the mcans of support or fivelihood.”

2_"According:{ to Accenture’s representatives, Accenture did not enter into the lease agreements as an agent of
the District of Columbia government.

20-



Per Diems. Accenture employees working on out-of-town assignments and temporarily living
in the location of the assignment could be paid a per diem in lieu of reimbursement for any additional
expenses incurred.?® The per diem, which was paid to cover the cost of meals, was based on several
factors, including: (a) the county in which the out-of-town accommodations were located; and (b)
whether or not the employee had access to cooking facilities. Accenture employees were paid per
diems at the following rates: (a) $42 per day, if they did not have access to a kitchen; or $29 per day,
if they had access to akitchen. The Auditor found that the contract did not explicitly indicate whether
per diems were allowable charges, although the District was billed and paid at least $113,275 for such
charges.

Car Rental Fees. The Auditor found $63,300 in car rental costs that were billed to the ITS
contract by Accenture. The Auditor reviewed one case where the District paid rental car fees totaling
$11,570 for one employee for a year.

Accenture’s transportation expenses were to be supported by a detailed statement of
reasonable actual costs 1o substantiate the amount invoiced.?” Other than copies of paid car rental
receipts, no further justification for the use of rented vehicles was available for examination. This
documentation proved that vehicles were rented and used but did not fully substantiate that they were
used for legitimate business purposes related to the ITS contract. Without such information, the
Project Manager/COTR could not assess the need for the vehicles or verify the validity of the costs
claimed.

Questionable Travel Costs. Accenture was to be reimbursed for reasonable actual travel
costs as accepted by the Project Manager/COTR.*® Reimbursable travel costs were to include
expenses related to travel from Accenture’s facility to the worksife, in and around the worksite, and
from the worksite to Accenture’s facility.”! Moreover, Accenture could not be reimbursed for: (a)
travel where District Government transportation was available; (b) travel performed for personal
convenience/errands, including commuting to and from work, and (c) travel costs incurred in the
replacement of personnel when such replacement was accomplished for the Contractor’s or
employee’s convenience.” The Auditor found $289,130 in questionable travel expenses that did not
appear to be relevant to or in compliance with the contract.

#gee Accenture Policy Document, D, C. Office of Tax and Revenue, Integrated Tax System Project.
HSee Contract Number DCFRA #09-C-004, Invoices and Payments, page B-11.

HSee Contract Number DCFRA #99-C-004, Travel Costs, Paragraph (a), page B-12.

3 See Contract Number DCFRA #99-C-004, Travel Costs, Paragraph (b), page B-12.

*3¢e Contract Number DCFRA #99-C-004, Travel Costs, Paragraph {c)(ii), page B-12.
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Some of the questionable travel costs noted by the Auditor included:

+  Cab fares and mileage to/from the homes of Accenture personnel, to/from airports in non-
local areas such as Chicago, Indianapolis, Newark, Tampa, and New York. The Auditor
found that internal controls over cab fares were inadequate to prevent misuse and abuse
of contract funds.

For example, one staff member spent $752 in one month for cab fares to and from her
home in Newark, New Jersey as well as to and from the Newark airport.* At that pace of
spending, she would have spent over $9,000 in travel expenses by the end of the year if
this practice had not been halted. The Auditor determined that Accenture should nothave
billed the District, and the District should not have paid, for cab fares and mileage
reimbursements for Accenture personnel.

+ Parking fees incurred by Accenture staff when leaving personal vehicles in airport lots in
other cities. The Auditor found that the Project Manager/COTR approved payment of
invoices which included parking fees at airport parking lots. The Auditor determined that
these parking fees were not associated with transporting staff from Accenture’s facility
to the worksite. The contract does not address parking fees; therefore, Accenture or its
personnel should have paid these fees with no reimbursement from the District.

« Travel agency service fees. Accenture used the services of via World Network to make
travel arrangements for contract staff. The travel agency charged $20 to $60 for each trip
arranged. If Accenture personnel changed travel arrangements after a trip was planned,
the travel agency also assessed an additional fee of $20 to $60. The Auditor found that
the District reimbursed Accenture for such fees. In passing the cost on to the District
government, Accenture inflated the actual travel costs incurred.

« Excessive airfare for employees. One Accenture employee traveled several times from
Dulles International Airport to San Juan, Puerto Rico, the cost of which was charged to
the ITS contract. The Auditor noted that the District paid for this employee’s travel to
Puerto Rico several times during the same month or billing cycle. Some of the trips noted
by the Auditor included:

33See documents supporting Invoice # 0215348474, dated February 9, 2000, in the amount of $454,750.66.
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Date Expense Description Expense Account

10/01/01 One Way Airfare: San Juan to Dulles $266.59

10/05/01 - Round Trip Airfare: Dulles to San Juan $679.96

10/07/01

10/19/01 - Round Trip Airfare: Dulles to San Juan $833.70

10/21/01

10/26/01 - Round Trip Airfare $820.41

10/29/01

12/23/01 Airfare: Dulles to San Juan $946.45
TOTAL $3,547.11

Source: [nformation extracted from invoice # 0215354808, dated 12/12/01 and #0215355381, dated 01/31/02.

RECOMMENDATIONS

1. OAG and OCFO should officials immediately seek full reimbursement from Accenture
for all unatlowable cost of living allowances, apartment rental costs, furniture rental, and
other occupancy-related costs, per diems, and car rental costs paid through the contract.

2. OCFO senior officials should discontinue the practice of paying for cost of living
allowances, apartment rentals, furniture rental and other occupancy-related costs, per
diems, car rental costs, and non-project related travel for the contractor’s staff.

3. Ifthe contractor has offices throughout the United States, contracting officials should gain
an understanding of the contractor’s staffing plan before the contract is awarded. The
District should require the contractor to use its locally-based personnel to the maximum
extent possible to limit the contractor’s need to temporarily house staff.

4. TFor future contracts, OCFO senior officials and the Coniracting Officer should require
contractors to use District-supplied transportation and the local transit system to the
maximum extent possible to minimize costs.

5. OCFO staff should immediately review all travel costs charged fo the contract. Separate
analyses should be completed of airfares and trips; Amtrak fares and trips; cab fares (both

within the District and other cities); parking fees; and claims for mileage reimbursement.

6. OAG and OCFO officials should immediately seek renmbursement for travel costs that
were not in compliance with the contract.
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7. For future similar contracts, OCFO senior officials and the Contracting Officer should
ensure that the contract clearly defines allowable costs. After contract work commences,
OCFO senior officials and the Contracting Officer should modify the contract in a timely
manner to reflect changes regarding allowable expenses.

ACCENTURE PURCHASED SUPPLIES FOR THE DISTRICT USING PRACTICES THA'T
DID NOT_ COMPLY WITH DISTRICT REGULATIONS OR THE CONTRACT

RESULTING IN THE DISTRICT INCURRING $7.700 IN AVOIDABLE SALES TAX FEES

The contract provided that Accenture was to purchase supplies needed for the ITS project.
The Project Manager/COTR submitted written requests to Accenture staff to make supply purchases.
Accenture staff then purchased supplies using credit cards, making telephone orders or completing
on-line purchases.

The Auditor found no evidence that Accenture sought to obtain items competitively or at the
most economical prices. Accenture was charged sales taxes on the purchases made and billed the

District at least $7,700 in sales taxes which violated the contract.™

RECOMMENDATIONS

I. For future contracts, OCFO contracting officials should discontinue allowing contractors
to purchase supplies for the District. The contractor should advise project staff on
purchases, when needed, after reviewing the available alternatives to ensure that supply
tems are obtained competitively.

2. OCFO staff should immediately review Accenture’s invoices to determine the total
amount of sales taxes billed to the District. The OAG and OCFO should seek full
reimbursement from Accenture for all sales tax paid by the District.

ACCENTURE CHARGED UNRELATED AND MISCLASSIFIED EXPENSES TO THE
CONTRACT

The Auditor found that the Project Manager/COTR requested that Acceniure develop an
eProcurement Pilot system for Mission Support, the OCFQO’s procurement and human resources

345ee Contract Number DCFRA #99-C-004, Payment of Invoices, page B-14, paragraph (a): “As the
Authority and the Government of the District of Columbia are not subject to Federal, State, or Local taxation, the
Contractor shall not include Federal, State, or .ocal taxes in invoices under this contract.”
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office.” The cost ceiling for the eProcurement Pilot project was $337,097. The eProcurement Pilot
project was to provide Mission Support buyers (procurement staff) with certain electronic
procurement capabilities.’”® The Auditor determined that the cProcurement Pilot project was not
related to the ITS project. Therefore, the cost of developing the eProcurement Pilot system should
not have been underwritten with ITS capital project funds. The Auditor found $187,170.58 m costs
relating to the eProcurement Pilot System that were inappropriately paid through the ITS contract.

The Auditor also found three additional charges for meetings that appeared {o be unrelated
to the ITS project, unallowable, and erroncously billed as “supplies.”™ The details regarding these
charges follow:

e QOTR’s Managers Retreat $9,676: On October 16, 2000, a retreat was held at Gallaudet
University’s Kellogg Center. Documentation indicated that this retreat was held to
provide OTR managers with essential information and training needed to support the on-
going functions of the ITS project office. The Auditor determined that the retreal’s costs
were not valid capital expenditures and should not have been charged to the ITS contract.

® CFO Meeting Retreat $4,650: October 20, 2000, a retreat was held at Gallaudet
University’s Kellogg Center. Documentation indicated that this retreat was needed to
conduct a senior level seminar to provide information essential to the on-going functions
of the ITS Project Office. The total cost of this one-day session was $4,650. The Auditor
found that this cost was unallowable because the retreat expenses were not capital
expenditures.

® Furniture Items (Delivered to Location Other Than OTR) $3.592.37: On October 10,
2000, the Project Manager/COTR requested that Accenture staff purchase office supplies
needed for the ITS Project Office. The memorandum of request indicated that these
supplies were to support the administrative functions of the ITS Project Office. Accenture
staff purchased ten tables from a Staples Office Superstore. The Project Manager/COTR,

¥ 5ee letter from the Office of Tax and Revenue to Accenture, dated August 15, 2000, See also ITS
Technical Instruction, HR Program Development (eFProcurement “Quick Start Pilot), Office of Tax Revenue,
Contract # DCFRA #99-C-004, T1 # ITS 2000-0207. See also letter from the Office of Tax and Revenue to
Accenture, dated April 16, 2001, See also ITS Technical Instruction, HR Program Bevelopment (eProcurement
“Quick Start” Pilot), as modified on 04/16/01, Modification 2, Office of Tax and Revenue, Contract # DCFRA #99-
C-004, T1#1TS 2000-0207.

**The eProcurement Pilot Project was to provide Mission Support staff with the following capabilities:
electronic quote, electronic shopping, elecironic requisitions, and purchase orders, order status tracking, and
complete order auditing.

3See Accenture invoice number 0215350755, dated November 13, 2000, in the amount of $200,509.55.
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in an e-mail, indicated that these tables were to be delivered to the Office of Financial
Operations and Systems (OFOS), 810 First Street, 2" Floor. The Auditor questioned
whether these furniture items were actually used for the ITS Project because they were
delivered to an office separate from OTR. There was no indication in the supporting
documentation that OFOS performed any functions related to the ITS Project requiring
furniture purchases.

RECOMMENDATIONS

1. OCFO senior contracting officials should thoroughly review all technical instructions that
were issued by the COTR to: (a) identify services and items that were requested by the
District but were unrelated to the ITS contract, and (b) determine the costs of such
unrelated services and items. District officials should consider requiring OCFO officials
to reduce OTR’s operating and/or capital budgets, as appropriate, by the amount of
unrelated costs charged to the ITS contract.

2. For future contracts, the COTR should thoroughly review the contractor’s invoices to
ensure that costs are allowable and charged to the appropriate line items. Unallowable
costs should not be reimbursed by the District. Costs billed in the wrong line item should
not be paid by the District until billed appropriately.

ITS PROJECT STAEF DID NOT INDEPENDENTLY TRACK ACCENTURE INVOICES
RECEIVED AND PAID

OTR staff provided the Auditor with a Price and Schedule Performance Report (PSPR)
showing Accenture invoices billed and paid. The Auditor found that Accenture prepared the PSPR’s,
at least quarterly. However, OTR staff did not independently prepare a report on the status of
invoices received from Accenture. As such, the District relied heavily on Accenture to maintain and
routinely provide invoice information. Ifthe District’s relationship with Accenture had discontinued,
the District would not have been able to easily access information for auditing or verification
PUrPOSES.

Moreover, OTR staff also did not adequately track actual contract expenditures against the
budget. As previously stated, the contract had multiple CLINs designed to provide for efficient
contract management. A ceiling amount was established for each CLIN to enhance budgetary control
for the contract. The Auditor found that OCFO staff did not establish a separate budget for cach
CLIN in the System of Accounting and Reporting (SOAR) but recorded the total contract amount.
Without the ability to monitor the budget at the detailed CLIN level, it was possible for OTR staff to
overspend one CLIN and subsequently reduce spending under another CLIN to compensate for
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shortages. This budget monitoring process did not provide the necessary means for holding OTR staff
accountable for expenditures for specific CLINs.

RECOMMENDATIONS

1.

For future contracts, OCFO staff should establish an automated invoice tracking system
that captures: the Invoice Number, Invoice Date, Invoice Amount, CLIN, Date Invoice
Was Received From Contractor, Date Approved/Rejected by COTR, Reasons for
Rejection, Date Forwarded to Accounts Payable for Payment, Purchase Order Number,
Date Paid, Amount Paid, and Amount Qutstanding. OCFO officials should use this
tracking system to monitor the timeliness of invoice processing.

Using the automated tracking system, OCFO staff should generate monthly contract-to-
date reports that show the payment status of all contractor invoices received. The COTR,
Contract Liaison Officer, and the Contract Administrator should review, reconcile, and
certify the monthly report.

For contracts of this size and complexity, OCFO staff should enter all budget information
into SOAR by CLIN to more effectively track CLIN budgets and actual CLIN
expenditures.

OCFO managers should designate Budget Staff to closely monitor spending at the CLIN
level to allow timely identification of potential areas of overspending.

OTR STAFF MADE DELINQUENT PAYMENTS TO ACCENTURE IN VIOLATION OF

THE CONTRACT AND THE PROVISIONS OF THE DISTRICT’S QUICK PAYMENT ACT

The contract stipulated that the District was to pay Accenture no later than 30 calendar days
after the submission of a certified and approved invoice.” Of the 296 invoices examined by the
Auditor, 107, or 36.1% were paid late in violation of the District’s Quick Payment Act.* The Auditor
determined that $593,021 in interest penalties were due to Accenture for the 107 late payments.
Appendix V presents the invoices that were paid late and the associated interest penalty calculations.

In April 2003, Accenture requested that the District pay $448,832 for interest penalties relating
to late payments and $2,985,867 for invoices that were outstanding as of March 31, 2003. These
invoices were outstanding an average of 197 days. In July 2003, Accenture, agreed to waive the

385ee contract number DCFRA #99-C-004, Submission of Invoices, page B-13.

¥See D. C. Code Section 2-221.02(a)(2)(A)i).

27



requested interest penalties and provide, at no additional costs to the District, $120,000 worth of
Taxpayer Service Center support services if the outstanding invoices totaling $2,985,867 were paid.

If the contractor, in fact, waived interest for specific outstanding invoices, the waiver would
only apply to those invoices. If Accenture agreed to waive interest on all delinquent invoices, the
Contracting Officer should have formally modified the contract to reflect this change. OTR officials
did not provide the Auditor with a contract modification that reflected a waiver of interest penalties.

RECOMMENDATIONS

1. OTR and OCFO personnel should use an automated invoice tracking process to ensure
timely payment of invoices received from contractors.

2. If, under any future contract, an agreement is reached between the contractor and the
District regarding a waiver of interest penalties, the Contracting Officer should modify the
contract in a timely manner.

3. OCFO staff should record a liability to the contractor for interest accrued on delinquently
paid invoices, that also excludes interest for which the contractor has agreed to waive
payment.

THE AUTHORITY AND ACCOUNTABLE OCFO OFFICIALS DIDNOT ESTABLISH AND
IMPLEMENT EFFECTIVE SUBCONTRACTOR MONITORING POLICIES AND
PROCEDURES

The Auditor found that the Authority and accountable OCFO staff failed to establish and
adhere to internal control policies and procedures governing the monitoring of subcontracior activities
and expenses. As a conscquence, there was a high degree of risk as to whether: contract funds were
being expended for valid and allowable subcontractor costs; Accenture was adequately monitoring
subcontractors and timely reporting potential problems to the District; Accenture and subcontractors
acted in good faith under the contract; and senior management adequately supervised the Project
Manager/COTR on matters relating to subcontractors. As a result of OTR’s poor internal control
environment, Accenture was able to award subcontracts, monitor subcontracts, and approve
subcontractor expenses with little, if any, oversight or monitoring by accountable OCFO management
officials. Thus, OCFO officials failed to ensure the appropriate use of contract funds and District
resources.
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The Project Manager/COTR and Other Accountable OCFO Staff Did Not Independently
Monitor Subcontractor Costs and Relied on the Prime Contractor to Track These Expenses

Accenture was to manage subcontractor relationships® and certify subcontractor expenses
before presenting them to the District for payment.*’ The project team, consisting of both OTR staff
and Accenture personnel, was to monitor the activities and performance of subcontractors to ensure
conformance with the project’s requirements.

Based upon the information made available for review,*” the Auditor found that the OCFO
relied solely on Accenture to manage subcontractor relationships and review subcontractor expenses.
Although invoices containing subcontractor expenses included Accenture’s certification, and in most
instances, the subcontractor’s timesheets supporting labor charges, OTR staff did not perform
periodic, independent reviews, analyses, or verifications of the subcontractors” expenses.

RECOMMENDATIONS

1. The COTR should request the same level of detail to support subcontractor expenses
as is expected of the prime contractor.

2. The COTR should discontinue the practice of relying solely on a contractor to review
and monitor subcontractor expenses. Project Office staff should review subcontractor
expenses for reasonableness, proper supporting documentation and compliance with
the contract. Questionable expenses should be discussed with the COTR, who inturn
should inform the Contracting Officer and the prime contractor of the issue.

3. Project Office staff should develop a series of worksheets to track the costs incurred
by each subcontractor. The COTR or designated staff should periodically compare
and reconcile these worksheets to the information maintained by the prime contractor.

40 Accenture was to: (a) negotiate and monitor subcontracts in accordance with the approved Subcontracting
Plan and corresponding contract provisions; and (b) provide a semi-annual Subcontractor Small Business and
Mincrity Business Report that defined the total contract obligation that was to be disbursed in each category and a
comparison of the disbursement to the Subcontractor Plan requirements identified in the contract.

HSee contract number DCFRA #99.C-004, Submission of Invoices, page B-13.

*OTR did not provide the Auditor with (a) copies of subcontractor agreements; and (b)information on the process
used to compile, review, and monitor subcontractor costs.
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OTR Officials Could Not Provide Evidence That Accenture Complied With Federal Acquisition
Regulations (FAR) on Subcontracting

The contract allowed Accenture to subcontract with other firms as needed to fulfill the
contract’s requirements.” Consistent with Accenture’s Subcontractor Designation Report, dated July
3, 2002, Accenture was to subcontract $11,451,970 of the work under the contract as follows:

(1) $5,464,941 was to be awarded to small business enterprises;
(2)  $1,161,992 was to be awarded to local, small, disadvantaged business enterprises; and
(3) $4,825,037 was to be awarded to large business concerns.

By the end of November 2003, the District had paid approximately $11.3 million fo
Accenture’s subcontractors.

The contract’s requirements included several important Federal Acquisition Regulation
provisions pertaining to subcontracting that were incorporated by reference.* The Auditor requested
documentation to determine whether the Authority, OCFO, or Accenture personnel, as appropriate,
complied with FAR 52.219-14, Limitations on Subcontracting; FAR 52.222-28, Equal Opportunity
Pre-Award Clearance of Subcontracts; and FAR 52.244-5, Competition in Subcontracting. The
Auditor noted that accountable OTR staff could not provide the Auditor with evidence that the
Authority, QCFO, or Accenture personnel had complied with the FAR cited above.

RECOMMENDATIONS

1. For future contracts that contain subcontracting provisions, OCFO contracting officials
should require the prime contractor to submit all necessary documentation of compliance
with the provisions of FAR pertaining to Subcontracting.

2. OCFO contracting officials, also by specific contract provisions, should ensure that
documentation relating to subcontractors is retained for at least three years after final
payment is made under the contract or consistent with the specific records retention
provisions of the contract.

See District of Columbia Financial Responsibility and Management Assistance Authority Request for

Proposals for the Integrated Tax System, dated February 5, 1997, See also contract number DCFRA #99-C-004,
Submission of Invoices, paragraph (a), page B-13. See also contract number DCFRA #99-C-004, Section I-1,
Clauses Incorporated by Reference, page I-1.

#gee contract number DCFRA #99.C-004, Section I-1, Clauses Incorporated by Reference, page -1.
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CONCLUSJON

The Auditor’s examination of contract costs and administration for the Integrated Tax System
revealed significant weaknesses in internal controls and numerous deficiencies in coniract
management. These conditions resulted in inadequate and inefficient contract monitoring and
presented opportunities for abuse and improper or questionable use of contract funds.

The Auditor found that inappropriate segregation of duties resulted in an ineffective system
of accountability in the administration of the contract. Specifically, the ITS Project Manager, an
Office of Tax and Revenue (OTR) employee, also served as the contract’s Contracting Officer’s
Technical Representative (COTR). Inperforming these conflicting duties, this one individual handled
the technical aspects of the contract while managing, on a daily basis, the progress of the ITS project.
Because this individual controlled many of the activities pertaining to the contract with limited, if any,
supervisory review, contract funds were vulnerable to mismanagement, abuse, or improprieties.

Moreover, the Auditor found that as a consequence of inadequate ITS project planning, the
scope of required work expanded and the associated costs increased significantly under the contract.
The Auditor noted that the amount of the contract awarded by the Authority was significantly less
than an independent pricing estimate provided by IBM. As a result, as the project progressed,
contract administrators made costly adjustments and modifications to the contract. For example,
Office of the Chief Financial Officer (OCFO) officials added components to the contract costing more
than $8.1 million and spent approximately $8 million more for hardware and software than originally
anticipated.

The Auditor also noted that the contract labor rates were high and increased annually at an
excessive escalation rate of 7%. Furthermore, because Accenture personnel could be reimbursed for
other non-labor expenses, the actual rates paid by the District for certain contractor staff exceeded the
rates stipulated in the contract. The District reimbursed Accenture between $206,013 and $717,705
annually for labor and other costs for some of its employees.

The Auditor further found that due to vague and unclear contract language, and inadequate
contract administration, the District reimbursed Accenture at least $1.8 million for questionable
expenscs that were billed under the contract. Specifically, the District reimbursed Accenture for: (a)
temporary relocation assistance, $634,756; (b) apartment rentals, $615,395; (c) furniture rentals and
other costs related to furniture rentals, $7,206; (d) car rental fees, $63,300; (¢) travel, $289,130; (f)
per diem payments, $113,275; and (g) supplies, $30,280. Accenture purchased supplies needed for
the ITS project, on behalf of the District; however, Accenture was charged sales tax on the purchases
made. Accenture subsequently billed the District for the cost of the supply items, including the sales
tax incurred.
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Moreover, the Auditor noted that Accenture billed the District for expenditures that were
unrelated to the contract or the ITS project, and in some instances, classified in an inappropriate
expense category. Specifically, the Auditor found the following unrelated or inappropriate expense
items: (a) $187,171 relating to an eProcurement Pilot System for the OCFO’s Mission Support Office;
(b) $9,676 associated with an OTR Managers Retreat; and (c) $4,650 for a CFO Meeting Retreat. The
Auditor also found $3,592.37 in furniture items, purchased for another location other than OTR, that
were billed as supplies for the ITS project.

The Auditor identified several instances of noncompliance with the contract and other
applicable legislation. OCFO staff did not pay Accenture in a timely manner in violation of the
contract and the District’s Quick Payment Act, resulting in potential interest penalty payments of
$395,347.11. Furthermore, contract administrators did not adequately monitor subcontractor
activities and expenses. Consequently, OTR staff were unable to substantiate that Accenture
complied with the contract’s subcontracting provisions and relevant Federal Acquisition Regulations
incorporated by reference in the contract.

Respectfully submitte

Deborah K. Nichols
District of Columbia Auditor
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APPENDICES



1TS Contract DCFRA # 99-C-004
Accenture U, S. Temporary Relocation Agreements

APPENDIX 1

sreem
Tohn C. Stauffer Program Manager 01/01/99 $47,000
John C. Stauffer Program Manager 01/15/01 $£47.000
John C. Stauffer Program Manager 01/15/02 $47,000
Program Manager 01/15/03 547,000

John C. Stauffer

318,000

Jeffrey Sherow

Technical Architect

06/16/99

$41,000
Increased to $47,000
{effective 09/01/99)

Tara L. Kline

Process Consultant/
Software Engineer

04/30/00

$23,000

Tara L. Kline

Process
Consultant/Software
Engineer

04/30/01

$23,000

TFara L. Kline

Process
Consultant/Software
Engineer

03/15/02

$27,000

E s

Justin R. Whitehead

Process
Consultant/Software
Engincer

(7/16/00

$23,000

'Calculated on a pro rata

basis.



APPENDIX I

Agreemer
George A. Love, 111 Team Leader 11/15/00 $37,000
George A. Love, 111 Team Leader 11/15/01 $37,000

Guy Kirtley

Team Leader

11/15/00

$41,000

Guy Kirtley

Team Leader

11/15/01

$41,000

341,000

Richard E. Finley Team Leader 01/15/00

Richard E. Finley Team Leader 02/15/01 $41,000
Richard E. Finley Team Leader (2/15/02 $41,000
Richard E. Finley Team Leader (01/15/03 $41,000

Engineer

Richard $164,00(

Jose L. Mercado Process Consultant/ 11/30/00 $33,000
Software Engineer

Jose L. Mercado Process 01/15/02 $33,000
Consultant/Software
Engineer

Jose L. Mercado Process 01/15/03 $34,573
Consultant/Software

$37,000

Loc X. Nguyen Technical Architect 12/15/00
Loc X. Nguyen Technical Architect 09/15/01 $43,000
Loc X. Nguyen Technical Architect 02/15/02 $47,000




APPENDIX I

agre

Senior Analyst

10/15/01

$23,000

Hilary Nguyen

Shannon N. Johnson

Analyst/Programmer

Shannon N. Johnson Analyst/Programmer 07/15/01 $23,000
Shannon N. Johnson Analyst/Programmer 01/15/02 $23,000
$23,000

01/15/03

TOTAL

$969,323

Sourge: Information compiled from the paid Contractor invoice files at the Office of Tax and Revenue. Amount for J. Sherow’s

6/16/99 agreement of $45,750 was calculated on a pro rata basis based on effective date of the increase,



ITS Contract DCFRA # 99-C-004
Apartments/Temporary Residential Facilities

APPENDIX II

Potential
Average | Average
Property Property Address Daily Rate | Monthly Annual
Rate Rental
Amount
The Lexington at 400 8" Street, NW
Market Square Washington, D. C. 20004 $105.87 $3,282 $39,384
Parc Vista Arlington, Virginia $106.65 $3,306 $39,672
Village at Potomac | 2507 Farmerest Drive $92.00 $2,760 $33,120
Falls Herndon, Virginia 20171
Village at McNair 2511 Farmcrest Drive $97.00 $3,000 $36,000
Farms Herndon, Virginia 20171
The Landsburgh 420 7% Street, NW $108.45 $3,362 $40,344
Washington, D. C. 20004
Summit Reston 11709 Olde English Drive $90.00 $2,790 $33,480
Reston, Virginia 20190
Wynne Residential | 1794 Jonathan’s Way approx. $2,915 $34,980
Suites Reston, Virginia $94.00
Westbrooke Place 2201 N Street, NW approx. $2,428 $29,136
Apartments Washington, D. C. 20037 $78.00

Sourece: Lease agreements provided by the Contractor and leasing companies and compiled data using apartment rental receipts
found in QTR’s Contractor invoice files.
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AGENCY COMMENTS



AGENCY COMMENTS

On May 17, 2006, the District of Columbia Auditor (Auditor) submitted this report in draft
for review and comment to the Office of the Chief Financial Officer and the Office of Tax and
Revenue. On June 2, 2006 a written response was reccived from the Deputy Chief Financial Officer
and the Office of Tax and Revenue that included an attached response from Accenture. The written
response, however, did not appropriately address the recommendations set forth in the report.

On November 9, 2007, the Auditor submitted the report again in draft for further review and
comment to the Chiefl Financial Officer. The Auditor specifically requested the submission of
comments addressing the recommendations contained in the report. On November 23, 2007 a
written response was received from the Chief Financial Officer supplementing the June 2, 2006
response received from the Deputy Chief Financial Officer, Office of Tax and Revenue.

As appropriate, the Auditor made revisions to the final report based on all comments. Both
the June 2, 2006 and November 23, 2007 written comments received by the Auditor are attached in
their entirety.



