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Independent Auditor's Report on the Application of
Agreed-Upon Procedures Relating to

DECO, Inc., Task Order No. SALMEC-04-F-0996

To: Bureau of Administration, Office of Logistics Management,
Office of Acquisitions (A/LM/AQM)

This report was prepared by the Office oflnspector General (OlG) pursuant to the
Inspector General Act of 1978, as amended, Section 209 of the Foreign Service Act of
1980.

At your request, OIG performed the procedures described in this report, which were
agreed to by your office and OlG, solely to determine whether the loaded hourly rates for
Deco, Inc. (Deco), duplicated what the Bureau of Overseas Buildings Operations (OBO)
paid as direct travel reimbursement and whether DECO's policies for including costs in
the hourly rate comply with the Federal Acquisition Regulation Part 31.

OIG conducted this agreed-upon procedures engagement in accordance with attestation
standards established by the American Institute of Certified Public Accountants and the
Governmenr Auditing Srandards issued by the Comptroller General of the United States.
The sufficiency of these procedures is solely the responsibility of A/LM/AQM.
Consequently, OIG makes no representations regarding the sufficiency of the procedures
either for the purpose for which they were requested or for any other purpose.

OIG was not engaged to and did not perform an audit, the objective of which would be
the expression of an opinion on the matters addressed herein. Accordingly, OIG does not
express such an opinion. Had OIG performed additional procedures, other matters might
have come to its attention that would have been repo11ed to you.

This report is intended solely for the information and use of A/LM/AQM and is not
intended to be and should not be used by those who have not agreed to the procedures
and taken responsibility for the sufficiency of the procedures for their purposes.

~'-'-- h- ~ '--<~ \ c..-~~
Howard 1. Krongard
Inspector General

Date:
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Summary

In response to a request from the Depanrnem ofSl3te (Department), Bureau of
Administration, Office of logistics Managemem, Office of Acquisitions Management
(AfLMfAQM). the Office of Inspector General (OIG) performed certain agreed·upon procedures.
OIG determined whether DECO's loaded hourly rate on task order no. SAlMEC-04-F-0996 was
duplicative of what the Bureau of Overseas Buildings Operations (OBO) paid as dim:t tnlvel
reimbursemcm for the performance period August 2, 2004, to May 31, 2005, and whether DECO's
costs in the hourly rate complied with the Federal Acquisition Regulation (FAR) Part 3 [

OIG found that DECO's loaded hourly ratc did not duplicatc what OBO paid as direct
tnlvcl reimbursement. However, OIG found that DECO's costs included in the Immly rate did
not always comply with FAR Part 31. For example, the contractor billed the fully loadcd rate for
all hours workcd on thc task order. even though the cmp[O}'ee was paid a lower base hourly nltc
for time s]X'nt in training or travcl status. This was unreasonable under FAR 31.201-3 and
therefore unallowablc per FAR 31.20[-2(a)(I). In addition, DECO (1) bascd its general and
admlOistrativc (G&A) rate on the FY 2002 actual rate rather than the nl1e for the most recently
completed fiscal year, 2003; (2) could not support the calculation of its material handling rate:
and (3) billed costs for employees who did not work on this task order. As a result, OIG
questioned costs totaling $13.458. Of that amount, OIG classified $12.808 as unallowable and
S650 as unsupported because of either inadequate or a lack of documentation.

OIG is recommending that AIlMIAQM require DECO 10 reimburse the Department for
unallowable costs and provide additional documenllltion for the unsupported costs. OIG
conducted exit conferences with DECO and AIlMfAQM on December 8. 2005. Their
comments are incorporated in the body of the report as applicable.

Background

DECO began as Dorr Electric Company in 1986 and was incorporated in Minnesota in
1998, DECO is a provider of security services. which includes security guards. system
monitoring, and elcctrical contracting \>,urk to fedcral, tribal. and corporate clients throughout the
world. Currently, DECO has three divisions: security services. security systems. and electrical
systems. The secunty services division is the pnmary division of DECO. with nearly 90 pereent
of annual revenues.

On July 19, 2004. AflM/AQM solicited proposals from several companies for security
serviccs in Baghdad. Iraq. The proposals were due July 20. 2004. On July 26. 2004,
AIlM/AQM awardcd a task order in the amount ofS300,OOO to DECO for construction site
security monitoring services in Baghdad. Iraq, under General Services Administration (GSA)
contract no. GS-07F-0103M. DECO billed 5104,722 under this task order during the period
Augusl2, 2004, to February 13, 2005. During August 2005. OBO's Internal Review and •

Operations Research OfficI.' performed a review on Baghdad New Embassy Compound project
activities. The purpose of these reviews "'liS 10 ensure that OBO was in total compliance with all
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policies, procedures. and best practices. On August 26. 2005, OBO asked AILMfAQM to
requcst an audit. citing unallowable costs and possible overcharges.

Purpose, Scope, and Methodology

The purpose of this work was to determine whether DECO's l03ded hourly Tates
duplicated what OBO paid as direct tTavel reimbursement and whether DECO's policies for
including costs in the hourly rate complied "ith FAR Part 3L Specifically. OIG's procedures
included:

• determining what cost elements were included in the labor Tate;
• determining whether the cost clements in the labor rate were allowable under FAR

Part 31;
• determining whether any item ofcost included in the labor rate was also billed as part

of travel costs or other direct costs;
• detennining whether other direct costs billed were allowable under FAR Part 31; and
• detennining whether the contractor had a GSA sehedule that included the required

services at the time of contract award.

The scope included task order no, SALMEC-04,F-0996 for the period August 2, 2004, to
May 31. 2005. with total costs of $104.722 (award amount of 5300,000). OIG tested the
following claimed costs: (1) labor totaling(b) (4) (2) per diem totaling (b) - (4) ; (3) travel
totaling'(b) - (4) : (4) danger pay totaling(b) (4) ; (5) living quarters expense totaling (b) (4) '; (6)
other direct costs totaling (b) - (4) ; and (7) material handling charge totaling(b) - - _..

(4)

Criteria included FAR Part 31. Con/raci COSI Principles and Procedures, and the terms
and conditions of the task order.

OIO's Office of Audits, Contracts and Grants Division conducted onsite fieldwork in
Ramsey, MN, from October 31 to November 1,2005. OIG conducted the procedures in
accordance with attestation standards established by the American Institute of Certified Public
Accountants and the Gm'ernment Auditing Swndards issued by the Comptroller General of the
United States. On December 8. 2005. OIG conducted exit conferences with DECO and
AJLMfAQM. In preparing this report. OIG considered the comments made by DECO and
AILMfAQM and incorporated them as applicable.

Results

OIG found that DECO did not double-charge hourly rales as labor hours or travel and
other direct cos!. However. O[G found that DECO's cost included in the hourly rate did not
always comply with FAR Part 31, For example. the contractor billed the full rate for all hours
worked on the task order, even though the employee was paid a lower base hourly rate for time
spent in training or tTavel status, This is unallowable per FAR 31.201-2(aXI), Reasonableness.

)
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[II addition, DECO based its G&A costs induded in the labor rate on the FY 2002 actual
G&A rate rather than the rate for the most recently completed fiscal year, 2003. DECO also
could not suppon the calculation of its material handling rate. Funher, DECO billed additional
airline tickets and hotel charges for employees wbo did not "'"Ork on this task order. As a resuh.
OIG questioned costs totaling $13,458. Of that amount, DIG classified $12,808 as unallowable
and $650 as unsupponed bel:ause ofeither inadequate or a lack of documentation as shown in
Table I, The results ofOIG's specific procedures follow the table.

Table I - Sched"'e o/C/aimed ami Qllestiolled Cos's
Questioned Costs

Claimed
CoS! Ell'ment Costs

(b) (4)(b) (4)"'00, (b) (4)(b) (4)
Pcr Diem (b) (4)(b) (4)
Insurance (b) (4)(b) (4)

Unallowab[e
$10.629

Unsupported Total
$10.629

Noles
2

(b) (4)(b) (4)Medical (b) (4)(b) (4)
Exam/Immunizations (b) (4)(b) (4)
Unifonns (b) (4)(b) (4)

(b) (4)(b) (4)Danger Pay (b) (4)(b) (4)
Guard Travel (b) (4)(b) (4) 1.663 1.663 4

(b) (4)(b) (4)Reimburscments
(b) (4)(b) (4)

Quancrs Expense (b) (4)(b) (4)
Industria[ Fund Fee (b) (4)(b) (4)

(b) (4)(b) (4)Material Hand[ing
(b) (4)(b) (4)

Rounding (b) (4)(b) (4)

516

650

516

650

4

4

(b) (4)(b) (4)Total (b) (4)(b) (4)
$12,808 $650 $13,458

Sou",•. DECO. 10<.. In,'o"'" for T»k Order No. SAtMEC41·F-09%.

Notes to Table I;

I. Determine what cost clemen IS ",eel' included in thl' labor raIl'S

DECO proposed three labor categories (site security coordinator, deared American
guard. and construction surveillance technician); however, only the site security coordinalOr
worked on the eomraCi and was billed at(b) (4) per hour. The loaded labor rate of (b) (4)

(ellsists of both direCi and indirect costs, plus profil.

DIG reviewed the breakdown ofthe labor rate provided by DECO. Direct costs included
in the rate were: direct labor of(b) (4) per hour, holiday pay, vacation pay, heahh insurance,
payroll taxes, and [iability insurance. IndirC\:t costs included in the rate ....-ere: indirect labor.
health insurance. fiCA. unemployment insurance, workers' compensation insurance. team •
award. [iability insurance. project office expenses. office telephone. postage. courier, recruiting.
site supplies. batteries, flashlights. training. and G&A.
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2. I){'t{'rmine whether the ('OSI elemenls in the lallor rates are allowable under
FARP~rI31

QIG reviewed 100 percent of labor billed, totaling (b) (4) . All individuall'ost elements
inl'luded in the loaded labor rate were diseussed with DECO's viee presidenlll'o-<Jwller. All
costs included in the loaded labor rale were allowable under FAR Part 3 I. However, labor and
G&A costs billed w<:rc unreasonable under FAR 31.201-3 and, therefore, unallowable per
FAR 31.201-2(a)(1).

The contractor based the loaded labor rate of(b) - (4) - per hour on a base pay rate of
$47.50 per hour, plus additional direct and indirectl'osts. AQM Issued the d<:Ji\'ery to DECO in
July 2004. The contractor's GSA schedule rate for Ihe site s«urity coordinator position was
$29.50 per hour, GSA published Ihis rate in September 2004, The contractor could not support
the addition of __ ~ to the GSA schedule rate of$29.50 per hour to arrive allhe base pay rate of
$47.50 per hour, but said thatlhe extra pay was a reeruitment ineenti\'e to find s.omeone willing
to work in Iraq.

The site seeur;ty eoordinalor was paid $47.50 per hour while working in Iraq. While in
training. Ihe employee was paid (b) per hour. However, the contractor billed atlhe fully loaded

(4)labor rail' of (b) (4) whether the employee was working in Iraq or on training or lravel. Using Ihe
ratio of base pay to the lotal loaded rate would result in a ealculation of base pay being(b) (4)

pereent oflhe total pay ($47.501-(b) (4) ). lbis would mean thatlhe burden on,(b) per hour
$7.21 for a total loaded rate of(b) (4) ,or(b) (4) (4)would be per hour less than the contract rate of

(b) (4) per hour. The differenee in rate applied to 96 hours billed for training and travcl equals
(b) (4) DIG questioned this amount as unreasonable in accordance with FAR 31.201-3 and,
therefore. unallowable per FAR 31.201-2(a)(I).

(b) (4)(b) (4)G&A of included in the loaded labor rate was based on the aetual G&A
rate for FY 2002. which was higher than the most reeent year·end aetual FY 2003 G&A rate of
(b) (4)(b) (4) . a differenee of (b) (4)(b) (4) [n faet. this rate was detennined before July 2004. the
(late ot ttle proposal for the Department's task order. DIG reviewed the audited financial
statements for FY 2002 and FY 2003 that contained the G&A calculation and noted that the audit
report on those financial statements was issued April 1,2004. before the July 20, 2004. date of

(b) (4)DECO's proposal. Thus. DIG questions the ; difference between what was billed to the
Department and what would have been billed using the lower rail'.

Recommendlilion I: OIG reeommends that the Bureau of Administration. Office of
Logistics Management. Office of Acquisitions contracting officer require DECO, Inc., to:

(b) (4)• reimburse the Department for unallowable labor costs totaling

• reimburse the Department for unallowable G&A costs totaling (b) (4)
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J. Dtlermine wbether an,' ilem nf cost included in Ihe loaded laboe nile ......1.0 billed ••
par1nhra"el eo,t, or olber direct eo,t.

No item of0051 included in the Jo.dcd labor rate "'35 also billa! as pan oftravd costs 01:

other dim:t COSIS. OIG compared the costs billa! as other direcl costs to the costs included in the
\oaded I.bor rate and nota! I'll) duplicatiOll5.

-I, ()flennine ..-hether IraHllnd other din'''1 <'0'" billed Irt' allo"'ahlc- under FAR Pari 31

DECO billed $2.829 for travel and other direct costs that w~ 001 Illocable to this
contract. DIG reviewed 100 pcf{:ent oftravd and other direct costs totaling 533,372. DECO
inappropriately billed the lmq task order for travel costs for other emplo)'ees working on a
Department contract for security services in East Timor. The total billed for the other employees
was S2,I79 ($1 ,663 for airfare and $516 for hotel). OIG questions the amount of52,179 as
unallowable becausc these tTavel costs were OOt allocable to task order no. SALMEC-04-F-0996.

In addition, DECO could not support the development of the I",-o-pcrcenl malerial
ll:utdling mte but said thai it was standard practice. Total material handling billed "'liS 5650.
OIQ questions 5650 as unsupporta!.

Re.:ommrndalion 2: OIG recommends that the Bureau ofAdministration.. Office of
Logistics Management. Office of Acquisitions contrllCting ollker require DECO. Inc.• to:

• reimburse the Department for 1WI1Iowabie UlI\'d costs 100000ling $1,179; and

• provide additional information 50 that an appropriale dctermin.ation can be made
regarding llllSUpponcd material handling COSts totaling $650.

5.lletermine ",hethcr the contractor had a GSA .chcdule that includl'd the required
services at Ihe time Hr conlract award

The contractor did nOI have a GSA schcdule that included the required services at the
time ofcontract award. The contractor started the process to add the professional services
category to its GSA schedule on June 7, 2004, before the July 19. 2004. solicitation. However.
the schedule was oot finally updated until September I. 2004. after the: dale of award,
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FR..\UD. WASTE, ABUSE OR MISMANAGEMENT
ofFederal programs

and resources hurts everyone.

Call the Office of Inspector General
HOTLINE

202/647-3320
or 1-800-409-9926

or e-mail oigbotline@state.gov
to report illegal or wasteful activities.

You may also write to
Office of Inspector General
U.S. Department of State

Post Office Box 9778
Arlington, VA 22219

Please visit our website at oig.state.gov

Cables to the Inspector General
should be slugged "OIG Channel"

to ensure confidentiality.
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