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We conducted this performance audit in accordance with generally accepted government auditing 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.






thoughtful deployment of resources and expertise, and effective controls over key processes in writing
contracts and paying vendors. We found that in looking at the overarching county contracting
system, controls are weak in most of these categories across the spectrum of contracting processes.

We reviewed the county’s contracting system using COSO*, an internationally accepted tool used to
assess internal controls. Using the following overarching criteria to test the county’s approach to
contracting, we found controls to be fragmented and inconsistent at best:
= Control Environment — The county has dispersed control centers that make it difficult to set
the tone, deliver a common message, or influence the “control consciousness” of employees
throughout the organization.
= Risk Assessment — The county addresses some procedural and legal risks with contracting,
but does not take a comprehensive approach to risk assessment that would include risks to the
organization or its performance.
= Control Activities — The county has some controls over the procurement process, but
strategic and performance control activities are generally missing or ineffective at the county-
wide level.
= Information and Communication — Formal communication methods and existing
technology are inadequate for data collection and sharing system-wide.
= Monitoring — Efforts to monitor and assess the performance of the contracting system are
limited, sporadic, and not focused on organization-wide performance issues.

We also found that county contracting resources are not consistently allocated according to risk, with
the majority of resources directed at the front-end of the contracting cycle: the procurement process
and the development of the written contract. Even then, little effort is expended to ensure that
providers are financially and organizationally able to fulfill the requirements of the contract. Contract
administration and monitoring — areas of equal if not greater risk — receive no central resources aside
from limited fiscal monitoring of some human services vendors.

During our sample review of contract files, we noted a number of common practices that can be
vehicles to increase flexibility and potential savings, but may also represent short-cuts around the
established rules that are designed to protect the county. We did not find intrinsic problems with these
practices or with CPCA’s handling of them, however introducing greater flexibility to the system by
definition means reducing the level of control and oversight over these processes. In order to better
mitigate risks, it may be necessary to increase controls later in the contracting process, such as during
monitoring, when such tools are used. Each of these is discussed below:
= Exemptions. 46% of sampled contracts were based either wholly or partially on exemptions
from the procurement process. Many of these are based on notices of intent that received only
one respondent and vendors who are named in funding documents. There are also
exemptions granted for convenience, to provide the county more time to prepare a
procurement or because a program does not have the expertise, time, or desire to conduct a
procurement process. However, exemptions also bypass requirements that help ensure that
the most qualified vendor receives the contract for the fairest price via competitive
procurement. CPCA exercises scrutiny over exemption requests to ensure they are
permissible, but we also encountered a perception among departments that it was often easier

! In 1992, the Committee of Sponsoring Organizations (COSO) of the Treadway Commission developed an integrated
control framework, which established a common definition of internal controls, standards, and criteria to use in
assessing control systems.



to ask for an exemption or to extend a current exemption than to adequately plan for and
prepare a new competitive procurement.

= Requirements spending. 55% of sampled contracts were either wholly or partially funded
through requirements spending, which allows the county to pay only for services it uses, as
opposed to paying a set monthly or annual amount in exchange for providing a set service.
Such contracts provide greater flexibility, but they also avoid the process of approving
amendments unless there is a change in the scope of work. Because the amount shown in a
contract is generally a ceiling and because multiple vendors are often awarded such contracts,
there is a great deal of department discretion in how work and payments are distributed.

= Request for Programmatic Qualifications. 20% of contracts reviewed were originally based on
RFPQs, which are similar to RFPs except in award determination. Vendors submit
information and are rated as either qualified to provide a service or not. Programs may then
make the determination about who is awarded a contract. There is no neutral third party (such
as CPCA) to oversee and facilitate the award process, and documentation of award criteria is
not maintained in the procurement file.

Finally, we found that the county lacks some process controls to ensure that it has important risk
management tools in place: a competitive procurement and an executed (signed by both parties)
contract.
= Contracts are frequently not finalized until after their effective starting date. The county
makes payments on some of these contracts before they are signed, which is against county
policy. These “retroactive” contracts represented 96% of our FY2007 sample. Although
progress has been made since that time to significantly reduce this figure, additional controls
could be put in place both centrally and in each department to ensure retroactive contracts are
minimized.
= We initially found 58 outline agreements in the county’s accounting system in FY2007 for
which contracts were not submitted for approval or signed, meaning that no record of these
contracts existed with CPCA. Although most of these have been accounted for, they
represent a control weakness in the contracting system in that payments can be made to
vendors on what should be a contract without having to go through appropriate channels to
approve the contract. The county could prevent these payments from occurring by activating
security features in its accounting system (SAP), but this control has not yet been
implemented.

Finding 5: Contract Administration
Summary: The county lacks system-wide contract administration procedures and controls to ensure that it is receiving the
services it pays for, vendors are held accountable, and necessary information is collected for program improvement.

Contract administration refers to the oversight that should occur after a contract is signed and the
contracted work commences. It can include payment processing, billing monitoring, performance
monitoring, fiscal monitoring, contract and program evaluation, processing changes to the contract,
working with vendors to ensure adherence to contract specifications, contract close out, and decision
making for renewals. Because it is during this period that services are actually provided and payments
are made to vendors, it is arguably the point of highest contracting risk.

The county does not have organization-wide standards or expectations for contract administration,
nor does it deploy central resources to this end of the contracting spectrum. As a result, the county



has no way of consistently ensuring that it is getting value for its contracted dollars or that clients are
receiving necessary services. Additionally, vendors who contract with multiple departments confront a
montage of assorted approaches to contracting, diverse performance expectations, and different
monitoring activities from the various county departments or programs with which they contract.

Departments can do as much in the way of contract administration as they have resources for or as
they deem appropriate. Indeed, some divisions have comprehensive contract administration
procedures and follow schedules of monitoring, evaluation, technical assistance, and performance
enforcement. There is a limited fiscal monitoring function administered through the Department of
County Management, but this only covers those vendors that are required by the federal government
to have a fiscal compliance review because they are sub-recipients of federal funds. Thus, current
fiscal monitoring efforts are not system-wide, and are not generally sufficiently detailed enough to
analyze the fiscal health of a vendor. Additional resources would be necessary to expand the current
program to other vendors. Comprehensive approaches to contract administration are the exception
rather than the norm and the fragmented state of such efforts means that the county can have no
general or widespread assurance that its contracted dollars are being spent effectively or appropriately.

Finally, we recognized that there could be some potential role conflict among those who are charged
with supporting and administering a contracted program while simultaneously monitoring and
evaluating the performance of its provider. These staff may be in a position of providing both
advocacy and accountability, calling into question their ability to remain unbiased in their assessments.



Recommendations
The recommendations for this audit integrate many of the unimplemented recommendations from
previous audits. A summary of these recommendations is provided as Appendix A.

Build a contracting system that meets the county’s business needs and clarifies roles, responsibilities,
and accountability. Aspects of this system design should include:
= Strategic and risk-based approach to planning, implementing, and monitoring contracting
county-wide
= Appropriate and meaningful authority to enforce adopted policies
= Resolution of the centralized vs. decentralized disconnect in the current system
= Procedures and expectations that span the life of a contract
= Measurable goals and objectives for contracting
= Deployment of procurement and contracting resources based on risk, i.e. large
contracts/vendors

Increase the focus on issues of performance, both of vendors and of the contracting system overall.
Such performance efforts should include:
= Adoption and enforcement of common contract administration procedures county-wide to
ensure that all contracts have proper oversight once executed
= Training of contract administration staff to ensure dissemination and adoption of contract
administration procedures
= Establishment and support of a centralized standard-setting, policy development, and
enforcement function
= Development and support of a county-wide contractor performance information repository
= Implementation of a process to vet vendors’ administrative qualifications prior to contract
award
= |Increasing controls over exceptions to the traditional procurement and contracting process
(retroactive contracts, procurement exemptions, RFPQs, requirements spending,
amendments)
= Monitoring of contracting system goals and performance
= Monitoring of individual contract escalation
= Expansion of fiscal monitoring program



Scope and Methodology

Through interviews and document review, we assessed progress on the most significant of prior audit
contracting recommendations. In addition, we compared a sample of existing county contracts and
contracting processes to established best practices. Finally, we examined risks and controls in county
contracting processes. We focused on county-wide processes and on individual contracts valued at
more than $1 million in Fiscal Year (FY) 2007. We also looked at contracts with vendors that did
more than $1 million worth of business with the county during FY2007.

We conducted this performance audit in accordance with generally accepted government auditing
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 the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.



Appendix A

Most contracting related recommendations from prior audits released by this office have not been
implemented and are still salient. Listed below are those we felt most in need of attention by county
management.

To ensure effective human services delivery and build successful contracting relationships, the
county should formalize a strategic framework for contracting the delivery of human services.
To increase stability and accountability in the system, the county should assign a single entity
or position the responsibility for implementation and maintenance of the strategic framework
Responsibility should be accompanied by a high level of authority to ensure organizational
buy-in. Responsibility should be at the policy level and not transferred to an operational level.
Strengthen contract monitoring systems by adapting best practices already found within the
county

Strengthen evaluation systems and clarify appropriate formal evaluation methods

Evaluate whether current approaches, such as the lead agency model, are appropriate
Consider re-establishing the Qualified Vendor Status Application process or a similar process
that pre-qualifies contractors by establishing their fiscal and administrative capacity.

To determine the effectiveness of human service programs, the county should re-establish
program evaluation capacity and ensure that formal program evaluations occur where
specified by contract

Determine the staffing capacity necessary to conduct fiscal monitoring of all contractors to
whom the requirement applies.

Study causes of payments made on unexecuted contracts and take steps to reduce them
Address skill deficiencies among staff in managing and monitoring contracts

Increase technical assistance to departments and programs who do not have procurement or
contracting expertise



Audit Report: Management of Large Contracts
Report #08-04, June 2008
Audit Team: Sarah Landis and Mark Ulanowicz

The Multhomah County Auditor’'s Office launched the
Good Government Hotline in October 2007 to provide
a mechanism for the public and county employees to
report concerns about fraud, abuse of position, and waste
of resources.

The Good Government Hotline is available 24 hours a
day, seven days a week. Go to GoodGovHotline.com or
call 1-888-289-6839.
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The mission of the Multnomah County Auditor’s
Office is to ensure that county government is
honest, efficient, effective, equitable, and fully
accountable to its citizens.
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The Multnomah County Auditor’s Office received the 2007 Bronze Knighton Award from
the Association of Local Government Auditors for the Elections Audit issued in June 2007.
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