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June 21, 2017

Mr. John St. C. White

Materials Management Officer
Procurement Services Division
1201 Main Street, Suite 600
Columbia, South Carolina 29201
Dear John:

We have examined the procurement policies and procedures of the Office of the Adjutant
General for the period July 1, 2012 through March 31, 2016. As part of our examination, we studied
and evaluated the system of internal control over procurement transactions to the extent we
considered necessary.

The evaluation established a basis for reliance upon the system of internal control to assure
adherence to the Consolidated Procurement Code, State regulations and the procurement policy of
the Office of the Adjutant General. Additionally, the evaluation determined the nature, timing and
extent of other auditing procedures necessary for developing an opinion on the adequacy, efficiency
and effectiveness of the procurement system.

The administration at the Office of the Adjutant General is responsible for establishing and

maintaining a system of internal control over procurement transactions. In fulfilling this

responsibility, estimates and judgments by management are required to assess the expected benefits
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and related costs of control procedures. The objectives of a system of internal controls are to provide
management with reasonable, but not absolute, assurance of the integrity of the procurement process,
that affected assets are safeguarded against loss from unauthorized use or disposition and those
transactions are executed in accordance with management's authorization and are recorded properly.

Because of inherent limitations in any system of internal controls, errors or irregularities may occur
and not be detected. Also, projection of any evaluation of the system to future periods is subject to the
risk that procedures may become inadequate because of changes in conditions or the degree of
compliance with the procedures may deteriorate.

Our study and evaluation of the system of internal controls over procurement transactions, as well as
our overall examination of procurement policies and procedures, were conducted with professional care.
However, because of the nature of audit testing, they would not necessarily disclose all weaknesses in

the system.

.Robert J. ,éycoc 7 IV, Manager
Audit and Certification



We conducted an examination of the internal procurement operating policies and procedures of the
Office of the Adjutant General, hereinafter referred to as TAG. We conducted our on-site review from
May 15, 2016 through August 31, 2016 covering the audit period July 1, 2012 through March 31, 2016.

We conducted our audit under authority granted in Section 11-35-1230(1) of the South Carolina

INTRODUCTION

Consolidated Procurement Code and Section 19-445.2020 of the accompanying regulations.

The examination was directed principally to determine whether, in all material respects, the
procurement system's internal controls were adequate and the procurement procedures, as outlined in the

Internal Procurement Operating Procedures Manual, were in compliance with the South Carolina

Consolidated Procurement Code and its ensuing regulations.

Additionally our work was directed toward assisting TAG in promoting the underlying purposes and

policies of the Code as outlined in Section 11-35-20, which include in part:

(D

2)

3)

“)

to provide increased economy in state procurement activities and to
maximize to the fullest extent practicable the purchasing values of funds
while ensuring that procurements are the most advantageous to the State and
in compliance with the provisions of the Ethics Government Accountability
and Campaign Reform Act;

to foster effective broad-based competition for public procurement within the
free enterprise system;

to ensure the fair and equitable treatment of all persons who deal with the
procurement system which will promote increased public confidence in the
procedures followed in public procurement;

to provide safeguards for the maintenance of a procurement system of quality
and integrity with clearly defined rules for ethical behavior on the part of all
persons engaged in the public procurement process.



SCOPE

We conducted our examination in accordance with Generally Accepted Auditing Standards as
they apply to compliance audits. Our examination encompassed a detailed analysis of the internal
procurement operating procedures of TAG and its related policies and procedures manual to the extent
we deemed necessary to formulate an opinion on the adequacy of the system to properly handle
procurement transactions.

We selected samples for the period July 1, 2012 through March 31, 2016 of procurement
transactions for compliance testing and performed other audit procedures that we considered necessary
to formulate this opinion. Specifically, the scope of our audit included, but was not limited to, a review
of the following:

(1) Procurement transactions for the period July 1, 2012 through March 31, 2016 as
follows:

a) One hundred forty-nine payments each exceeding $2,500, with no
exceptions

b) A purchase order block sample review for the period July 27, 2014
through March 14, 2016 to check against the use of order splitting and
favored vendors, with no exceptions

c) Procurement card transactions for December 2015, January, and February
2016, with no exceptions

(2) All sole source, emergency, and trade-in sale procurements for the period July
1, 2012 through March 31, 2016, with no exceptions

(3) Indefinite delivery contracts for compliance with the Manual for Planning and
Execution of State Permanent Improvements, Part II with exceptions in Section
I of the report




(4) Minority Business Enterprise Plans and reports with the following activity
reported to the Governor's Office Division of Small and Minority Business
Contracting and Certification:

Fiscal Year Annual Goal Actual

2012-2013 $ 100,000 $ 380,505
2013-2014 $1,100,000 $ 278,043
2014-2015 $5,515,647 $1,340,600
2015-2016 $2,838,539 *$ 398,959

*FY 2015-2016 only captures information for the first three quarters.
(5) Approval of the most recent Information Technology Plan, with no exceptions
(6) Internal procurement procedures manual, with no exceptions
(7) Surplus property disposition procedures, with no exceptions
(8) Ratification of unauthorized procurements, with no exceptions
(9) File documentation and evidence of competition, with no exceptions

(10) Other tests performed as deemed necessary, with no exceptions



IL

SUMMARY OF AUDIT FINDINGS

[ndefinite Delivery Contract Audit Exceptions

. Suspiciously Low Bids of Cost Index Multipliers

The multipliers bid by TAG vendors were suspiciously low ranging from .12
to .44. While low multipliers would be advantageous to the State if the work
was done at those amounts, our audit revealed that was not necessarily the
case.

. Multipliers Not Used to Price Work

Vendors did not always use the guide and the vendor multipliers to price work
at TAG even though the contracts required that work be priced that way.

. IDC Cost Sheets

Most delivery orders in Appendix A did contain a RS Means (guide) IDC cost
sheet with vendor multipliers applied. It is our opinion that much of these
documents were created to give the appearance that pricing was derived from
the guide and vendor multipliers. Even those jobs that we did attribute some
pricing from the guide and the IDC vendor multiplier, we placed no
confidence in the documents.

. Delivery Orders Exceeded Agency Procurement Certification Limit

Forty-three delivery order transactions totaling $4,467,795 exceeded TAG’s
procurement certification limit of $50,000 for construction services.

General Recommendation

To the General Assembly, consider repealing Section 11-35-3310 of the
Consolidated Procurement Code, the section that authorizes Indefinite
Delivery Contracts.
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RESULTS OF EXAMINATION

L. Indefinite Delivery Contract Audit Exceptions

First and foremost, we must acknowledge that management at The Adjutant General’s Office
(TAG) requested this audit. Management saw irregularities that caused concern. Therefore, we were
requested to come in and take a look at the procurement system of TAG. Furthermore, the persons
directly responsible for the findings in this report are no longer employed at TAG.

The term “Indefinite Delivery Contract” (IDC) means a contract that does not procure or specify
a defined quantity of services and that provides for the issuance of delivery orders for the performance
of tasks during the period of the contract. It is an on-call construction contract that is limited to projects
of $150,000 or less with total projects not to exceed $750,000 over a 2 year period.

We have history with TAG’s abuse of IDCs. The last audit' we performed was so critical of the
mismanagement of these types of contacts that statewide policies were changed to tighten controls.
During the last audit, we met with key officials at TAG who managed IDCs to explain our findings.
Since that time, the State Engineer’s Office met with the same key officials to explain the proper use of
IDCs. These key officials were the same persons responsible for the findings in this report and are now
no longer employed by TAG. We believe these persons understood the rules but chose to ignore them
creating an environment of illegal contracting and collusive behaviors with vendors while spending
millions of dollars of taxpayer funds with essentially no competition. Non-compliance with State Laws,
Regulations and the State Engineer’s Manual were present in almost every IDC transaction we
reviewed.

We found no evidence of fraud or other criminal activity. However, the high degree of non-
compliance and collusive behaviors were so prevalent, that the risk of fraud or other criminal activity

would be considered greatly increased. We place no confidence in the procurement system at TAG over

! The last procurement audit report covered the period July 1, 2005 — December 31, 2006 and can be found here:
https://procurement.sc.gov/files/TAG06.pdf.
7



IDC use, the procurement files used to support IDC transactions or the persons who were directly
involved with managing this aspect of procurement.

A. Suspiciously Low Bids of Cost Index Multipliers

TAG used a cost guide and vendor multiplier to determine awards of IDCs. Under this method,
the agency selected a published or specially prepared cost data guide, in this case the RS Means Cost
Guide, as a basis for determining the price of work (delivery) orders. The agency solicited a multiplier
from bidders that the bidder would apply to the cost published in the cost guide for determining the cost
of its work. The typical base bid would be a decimal number. For instance, a multiplier of 1.00 will
reflect the same unit price as shown in the cost guide. A multiplier of 0.75 will reflect a price 25%
lower than the unit prices listed in the cost guide. TAG awarded IDCs to the bidder (bidders) with the
lowest multiplier(s). When pricing work, unless the IDC contractor proposed to provide work at a lower
price, the vendor must use its multiplier and the cost guide to price delivery orders assigned under its
contract. The contractor may not add any additional mark-up to its price.

The multipliers bid by TAG vendors in our sample were suspiciously low. Please refer to
Appendix B, column 2 titled IDC Multiplier to see the actual multipliers. The reader will note in the
appendix that multipliers ranged from .12 to .44. To explain the significance of this, the RS Means Cost
Guide contained the average construction cost for cities across the United States. The guide also
provided individual city indexes of over 750 cities in the US. The city index provided a percentage ratio
of a specific city’s cost to the average construction cost for the United States published in the guide.
This index is used to help estimate the fair market price of work in a particular city. To give an
example, the indexes for certain cities in South Carolina in the 2016 RS Means Cost Guide were as

follows:



City Average Cost Index

Columbia .85
Florence .847
Greenville .839
Rock Hill 797
Spartanburg .846
Aiken .847
Beaufort .788
Charleston .849

So for the City of Columbia, the average fair market price of construction work using RS Means
Cost Guide (guide) would be .85 multiplied times the amount published in the guide. The TAG IDC
vendors, however, bid from .12 to .44 of the amount published in the guide. To illustrate the point, take
a $100,000 project priced out of the guide which represented the average construction cost for cities
across the United States. Multiply the $100,000 by the city index for Columbia and the cost estimate
would be $85,000 ($100,000 x .85). TAG IDC vendors bid as low as .12 or $12,000 ($100,000 x .12) or
at the most, .44 or $44,000 for that same job. While that would be advantageous to the State if the work
was done at those amounts, our audit revealed that was not necessarily the case.

Today, TAG no longer uses multipliers and the State Engineer’s Office (OSE) no longer
approves requests to use multipliers for IDC contracting. The Manual for Planning and Execution of
State Permanent Improvements, Part II (OSE Manual) provides other ways of awarding these contracts
that also provides a competitive means of awarding individual delivery orders. Section 9.3.2 of the OSE
Manual, Bid and Award of Construction IDC, provides the Low Bid of a Representative Project method.
Under this method, the Agency uses an actual project (representative project) to solicit bids. The
Agency awards an IDC to the lowest responsive and responsible bidder and may also award an IDC to

other bidder’s starting with the second low bidder, then the third low bidder and so forth. The Agency



must contract with a minimum of three contractors for each category of work (general construction,
mechanical, etc.) for which it intends to issue delivery orders. When the Agency wants to issue a
delivery order, it must seek quotes from all IDC contractors awarded a contract and award the delivery
order to the contractor submitting the lowest quote.

TAG’s Response

Finding “A” (Suspiciously Low Bids of Cost Index Multipliers), the finding is no longer an issue as the
agency has changed its procedures on how we award Indefinite Delivery Contracts. As recommended,
we now solely rely on a representative project, or “seed project”, as our selection method. Indefinite
Delivery Contracts are awarded to the lowest bidders. Furthermore, the Agency requires a minimum of
three of the Indefinite Delivery Contract contactors to bid on all projects, with the lowest bidder
receiving the award for that specific project.

B. Multipliers Not Used to Price Work

Appendix A showed that vendors did not always use the guide and the vendor multipliers to
price work at TAG even though the contracts required that work be priced that way. We believe this is
one reason why the vendor multipliers were suspiciously low. The practice at TAG did not always hold
vendors to the low multipliers. But bidding low multipliers ensured vendors received contracts. Most of
the jobs we tested in Appendix A had 0% of the pricing derived from the guide multiplied times the
vendor multipliers. Even those jobs that we did attribute some pricing from the guide and the vendor
multiplier, we placed no confidence in the validity of the documents. Our testing revealed an overall
pattern unique to TAG of how vendors priced jobs among the different IDC vendors. Vendors priced
the work the same unique way which is why we believe collusive behavior existed between certain TAG
employees and the IDC vendors. For most of the transactions we tested in Appendix A, the IDC
vendors used subcontractors to perform the work with the IDC vendors self-performing none or very
little of it. TAG allowed the IDC vendors to obtain a quote (1 quote) from subcontractors for the jobs up
to $150,000 in cost, the delivery order limit of IDC contracts. The IDC vendors would typically mark-

up the subcontractors’ pricing by 13% and add for cost of bonds if they were provided for the job.

10



Under this scheme, there was no incentive for IDC vendors to obtain the lowest pricing from
subcontractors.

Section 9.3.3(A)(5) of the Manual for Planning and Execution of State Permanent
Improvements, Part II (OSE Manual) states:

Before an agency issues a delivery order where more than 20% of the work is not
covered by unit prices in the Data Guide ..., the agency should determine whether the
scope of work is within the scope of the solicitation for IDC construction services. If
not, the agency should not issue a delivery order for the work under that IDC. If the
Agency determines that the proposed delivery order is within the scope of the
solicitation for IDC construction services and decides to proceed using an IDC
contractor selected under the solicitation, the agency must solicit competitive quotes
on the work from multiple IDC contractors. The quote provided by each IDC
contractor should be divided to separate work covered by the Cost Guide ... and work
not covered. The covered work should be priced at or below the value derived by
applying the contractor’s multiplier to the Cost Guide price ... for the covered work.

Section 9.3.2 Bid and Award of Construction IDC, section 2.e. further states,
If the contractor chooses to subcontract some or all of the work, the contractor must
still use its multiplier with the cost data guide for pricing the subcontracted work.
However, if the subcontracted work is outside the contractor’s license, the contractor
may include a markup of 13% on the price of the subcontracted work.
None of the delivery orders issued in Appendix A complied with the State Engineer’s Manual.
Any of the delivery orders where less than 80% was priced out of the guide should not have been

awarded through the guide and vendor multipliers. Competition should have been solicited.

TAG’s Response

Finding “B” (Multipliers Not Used to Price Work) is not an issue as the Agency no longer uses the
multipliers. As recommended, we now solely rely on a representative project as our selection method.
Indefinite Delivery Contracts are awarded to the lowest bidders. Furthermore, the Agency requires a
minimum of three of the Indefinite Delivery Contract contractors to bid on all projects, with the lowest
bidder receiving the award for that specific project.

C. IDC Cost Sheets

In the previous section, we said most of the jobs we tested in Appendix A had 0% of the pricing

derived from the guide. Even those jobs that we did attribute some pricing from the guide and the IDC

11



vendor multiplier, we placed no confidence in the documents. Most delivery orders in Appendix A did
contain a RS Means IDC cost sheet with vendor multipliers applied. It is our opinion that much of these
documents were created to give the appearance that pricing was derived from the guide and vendor
multipliers. Some of the line items on these cost sheets were obviously made up such as cost to rent a
generator followed by cost to operate the generator for painting inside a hanger that had electrical
service. We saw the same thing for cost to rent a pressure washer and another line item for cost to
operate the pressure washer. This was done for other equipment too. Some of the files revealed that
IDC vendors obtained subcontractor quotes and then the very next day, prepared an IDC cost sheet
allegedly based on the guide and the vendors’ multipliers that would just so happen to be in the same
amount as the subcontractors’ quotes plus a 13% mark-up. The IDC cost sheets gave the false
appearance that pricing was derived through the guide and vendors’ multipliers in accordance with the
contracts.

IDC delivery orders must be issued in accordance to the terms of the contracts. Any delivery
orders where less than 80% was priced out of the guide should not be awarded using the multiplier.
Instead, competition should be solicited.

TAG’s Response

Finding “C” (IDC Cost Sheets) is also no longer an issue as the Agency no longer uses the multipliers or
RS Means to determine the cost of a project. As recommended, we now solely rely on a representative
project as our selection method. Indefinite Delivery Contracts are awarded to the lowest bidders.
Furthermore, the Agency requires a minimum of three of the Indefinite Delivery Contract contractors to
bid on all projects, with the lowest bidder receiving the award for that specific project.

D. Delivery Orders Exceeded Agency Procurement Certification Limit

Forty-three delivery order transactions totaling $4,467,795 exceeded TAG’s procurement
certification limit of $50,000 for construction services, the basic limit allowed in section 11-35-1550 of
the Procurement Code. Section 9.3.1(C) of the Office of State Engineer’s Manual states “Unless OSE
delegates its authority as the building official to the Agency or the work is within the Agency’s

construction procurement certification, all work to be performed under a delivery order must be

12



reviewed and approved by OSE for compliance with applicable building codes before the delivery order
is issued”. Also, section 7.8.2(A)(2) of the OSE manual states in part, “If the change order causes the
total construction contract amount to exceed the Agency’s construction procurement certification limit,
then OSE must approve the change order....” And section 7.8.3(A)(1) states in part, “If the Change
Order has any item or change in work exceeding the Agency’s change order certification limit, then
OSE must authorize the change order....”. See Appendix B for delivery order detail.

We recommend TAG comply with its IDC delivery order certification limit of $50,000 for
construction services as established by section 11-35-1550 of the Procurement Code. Delivery orders
over $50,000 must be authorized by the State Engineer.

TAG’s Response

Finding “D” (Delivery Orders Exceeded Agency Procurement Certification Limit), in addition to the
removal of the personnel responsible for the findings, the Agency has initiated oversight in every branch
of the Construction and Facilities Management Office. Upon notification of the requirements for
approval of delivery orders exceeding the Agency’s certification limit of $50,000, all such delivery
orders are authorized by the State Engineer’s Office. Documentation of Office of the State Engineer
approval is attached to all purchase orders prior to the purchase order being issued for all projects
exceeding $50,000.

1. General Recommendation

To the General Assembly, consider repealing Section 11-35-3310 of the Consolidated
Procurement Code, the section that authorizes Indefinite Delivery Contracts. We continue to find abuses
over the use of these contracts. See Attachment C for a listing of the findings. A more simplified
approach could be used similar to that found in 11-35-1550(2)(b) that ensures fair and open competition
for minor construction projects up to $100,000. Instead of IDCs, authorize a task-order contracting
process. Under this process, task-order contractors would be selected on the basis of qualifications.
Work would be awarded to these contractors in the form of task-orders. Task-orders would be awarded
to task-order contractors solely on the basis of price competition. Task-order contracting would apply
only for task orders valued between $80,000 and $350,000. Contracts above that amount would be

conducted using existing procedures.
13



CONCLUSION

We must state our concern over the management of Indefinite Delivery Contracts at TAG.
While we found no evidence of fraud or other criminal activity, the high degree of non-compliance
raises the risk of fraud or other criminal activity. We place no confidence in the procurement system at
TAG over IDC use, the procurement files used to support IDC transactions or the persons who were
directly involved with managing this aspect of procurement.

However, management at TAG requested us to come in and audit the procurement system due to
irregularities in the Facilities area. The persons directly responsible for the findings in this report no
longer work for TAG. Further corrective action already taken by TAG includes no longer using the
multiplier for its IDCs. The State Fiscal Accountability Authority Division of Procurement Services
will continue to provide support through a follow-up review.

As enumerated in our transmittal letter, corrective action based on the recommendations
described in this report, we believe, will in all material respects place the Adjutant General’s Office in

compliance with the Consolidated Procurement Code.

y e CPN '71AA
Robin D. Jacobs, CPA, CGMA, CNAA, CNFA
Audit Manager

LIt b

Robert J. A.{)éock Manage
Audit and Cemﬁcatlon
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HENRY MCMASTER, CHAIR
GOVERNOR

CURTIS M. LOFTIS, JR.
STATE TREASURER

RICHARD ECKSTROM, CPA
COMPTROLLER GENERAL

Mr. John St. C. White

HUGH K. LEATHERMAN, SR.
CHAIRMAN, SENATE FINANCE COMMITTEE
W. BRIAN WHITE

State Fiscal Accountability Authority CHAIRMAN. HOUSE WAYS AND MEANS COMMITTEE
GRANT GILLESPIE

THE DIVISION OF PROCUREMENT SERVICES  EXECUTIVE DIRECTOR

DELBERT H. SINGLETON, JR.
DIVSION DIRECTOR

(803) 734-8018
JOHN ST. C. WHITE
MATERIALS MANAGEMENT OFFICE
(803) 737-0600
FAX: (803) 737-0639

July 25, 2017

Materials Management Officer
Division of Procurement Services
1201 Main Street, Suite 600
Columbia, South Carolina 29201

Dear John:

We have reviewed the response from the Office of the Adjutant General to our audit report for the
period of July 1, 2012 through March 31, 2016. We are satisfied with the response. At our exit
conference the Office of the Adjutant General requested we do a follow-up review of its new
procedures. The State Fiscal Accountability Authority Division of Procurement Services remains
committed to providing support. We will begin this review in December, 2017 and will report
back to the Authority by the end of June, 2018.

Robert J. Xycock, IV, Manager
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