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EXECUTIVE SUMMARY

In January 2007, the Federal Bureau of Prisons (BOP) awarded Contract
No. DJB1PCO0OO07 to Reeves County, Texas (Reeves County) to operate the Reeves
County Detention Center compounds R1 and R2 (RCDC I/11). The purpose of this
service contract is to house up to 2,407 low-security, non-U.S. citizen adult males.
The contract has a 4-year base period with three 2-year option periods, an
estimated value of $493 million, and is the Department’s second largest contract in
terms of total dollars obligated since fiscal year 2014, according to the Federal
Procurement Data System. In early 2015, the BOP exercised the contract’s third
and final option period to extend performance through January 2017.

Reeves County subcontracted management of RCDC I/11 to The GEO Group,
Inc. (the GEO Group), a Florida-based corporation. Reeves County also
subcontracted with Correct Care Solutions, LLC (CCS), a Tennessee-based
company, to provide comprehensive healthcare services to RCDC I/1l inmates.!
The BOP conducts monitoring and oversight of RCDC I/11 operations and is
responsible for examining all areas of the contract including health services,
education, recreation, food service, correctional services, correctional programs,
safety, inmate services, and any other area in which inmates voice concerns during
interactions with BOP staff. In January 2009, there was an inmate riot at
RCDC I/11.7

The Office of the Inspector General (OlIG) conducted this audit to assess BOP
and RCDC I/11 compliance with contract terms and conditions in the areas of billings
and payments, staffing requirements, and contract oversight and monitoring. We
found that Reeves County and CCS failed to comply with provisions of the Service
Contract Act of 1965 (Service Contract Act). As a result, we identified almost
$3 million that we either questioned as unallowable or unsupported, or believe
should be put to better use.® Specifically, we found that Reeves County improperly
requested and the BOP improperly paid $1.95 million in fringe benefits it was not
entitled to receive, including $175,436 in payroll taxes and workers’ compensation

1 For the purpose of this audit, we will generally refer to all healthcare providers as CCS.
2 In December 2008, there also was a riot at Reeves County Detention Center compound R3.

% The Service Contract Act requires employees working on federal service contracts in excess
of $2,500 not be paid less than the monetary wages and fringe benefits required by law, and prevents
contractors from underbidding each other by reducing wages or fringe benefits for employees.



insurance that were incorrectly calculated. Additionally, CCS requested and the
BOP paid $74,765 in fringe benefits that were not properly supported with payroll
documentation. Also, we identified and CCS acknowledged fringe benefit
underpayments covering 12 current and former CCS employees totaling $22,628.
Upon learning about our finding and quantifying these errors, CCS sent
reimbursement checks to the 12 current and former CCS employees for the fringe
benefit underpayments. Some of the aforementioned unallowable reimbursements
have a compounding effect over time because they are incorporated into each
monthly invoice until the contract ends. We therefore found that, in addition to
remedying the unallowable reimbursements it has already made, the BOP should
reduce the contract’s monthly price by $41,088 to ensure the contractor will not
improperly charge BOP an additional $945,024 should the contract continue
through its final month in January 2017. We concluded that these errors were not
identified previously because the BOP and the contractors did not have an accurate
understanding of certain fundamental requirements of the Service Contract Act.

We further found that, between February 2007 and December 2014,
RCDC I/11 was rated “deficient” or “unsatisfactory” in 6 of 12 award fee evaluation
periods.” BOP’s award fee rating reports reflected that RCDC 1/11 consistently
struggled to meet or exceed baseline contractual standards, received an
unacceptable number of deficiencies and notices of concern; was unresponsive to
BOP inquiries; struggled with staffing issues in health services and correctional
services; and frequently submitted inaccurate routine paperwork, including
erroneous disciplinary hearing records and monthly invoices. In addition, the BOP
reports repeatedly described RCDC I/1I's quality control program as minimally or
marginally effective. BOP reports indicate that performance improved over time,
particularly in 2013 when the contractor received a “good” rating and its first award
fee, and in 2014 when the contractor received a “very good” rating and its second
award fee.

Regarding staffing, we found that during this contract’s solicitation process,
the BOP requested contractors to submit two offers, one of which eliminated
minimum staffing requirements, such as maintaining staffing levels up to
90 percent for correctional services, 85 percent for health services, and 85 percent
for all other departments of the BOP approved staffing plan. BOP officials told us
they removed these staffing requirements to achieve cost savings and grant the
contractor flexibility and discretion to manage the staffing of the facility. As a
result, from the start of the contract to March 2009 there were no minimum staffing
requirements for the facility. During that time, we found that the number of
Correctional Officers was significantly below the 90 percent threshold that was later
reincorporated into the contract after the inmate riot in January 2009. Using

4 Award fee ratings were based on BOP “Performance Rating Tables” that changed throughout
the life of the contract. From fiscal years (FY) 2007 through 2011, there were five rating tiers and
“deficient” was the second lowest rating. From FYs 2012 through 2013, there were six rating tiers;
“unsatisfactory” was lowest rating and “good” was the fourth highest rating. We were not provided
the BOP Performance Rating Table for FY 2014.



Staffing Report and Wage Determination information, we found that from

April 2007 to March 2009, Reeves County would have spent an additional

$4.67 million in order to fill enough Correctional Officer positions to meet the
Staffing Plan thresholds that were later reincorporated in the contract after the
January 2009 riot. According to an After-Action Report prepared by BOP officials
following the January 2009 riot, the BOP noted that while low staffing levels alone
were not the direct cause of the disturbances, they directly affected Security and
Health Services functions.

Following the inmate riot, the BOP reinstated the minimum staffing
requirements into the contract, resulting in significantly increased staff at
RCDC I/11, including Correctional Officer staffing that has typically been above the
90 percent threshold since the contract change.

We found that RCDC I/11 has also had significant issues staffing its health
services unit. In December 2010, the BOP added to all contracts with privately
managed correctional facilities a requirement that the contractor staff its health
services unit so that staffing levels equaled or exceeded 85 percent of the contract
requirement. However, from December 2010 through December 2013, a period
spanning 37 months, RCDC I/11 failed to meet the 85 percent threshold in 34 of the
37 months. After we expressed our concerns with these staffing issues, CCS began
a concerted effort to adequately staff RCDC I/11 and has exceeded the 85 percent
threshold from September 2014 through February 2015.

Because RCDC I/11 consistently failed to achieve the 85 percent staffing
requirement from December 2010 through December 2013, its vacant health
services positions became subject to invoice deductions. Specifically, the Federal
Acquisition Regulation authorizes the BOP to address non-compliant staffing by
reducing the contract price to reflect the “reduced value of the services performed.”
However, the BOP calculated the reduced value of the services performed based on
the minimum pay rates required by Department of Labor (DOL) issued wage
determinations instead of the higher market value salaries that CCS had been
paying its health services personnel, resulting in smaller invoice deductions. For
one personnel category, licensed vocational nurses, we estimated that CCS would
have had to pay $314,856 more in total compensation from 2011-2013, had the
BOP continued to use actual rates as the basis for deductions instead of the lesser
DOL rate. Given RCDC I/1I's past issues with staffing its health services unit and
the differences between the aforementioned deduction methods, we believe that
BOP’s use of the DOL rate as a deduction basis creates a potential financial
incentive for CCS to accept less costly monthly vacancy deductions rather than
filling costlier positions at market rates.

Our audit also assessed RCDC I/11's quality control program. We found that
this program, which had been minimally or marginally effective, improved over time
and BOP onsite staff generally provided comprehensive monitoring and oversight.
However, we identified areas for continued improvement. Specifically, RCDC /11
needs to retain original quality control-related documentation as required by the



contract, fully document monitoring activities, and complete corrective action plans
for significant deficiencies.

Finally, we found that RCDC I/11 officials had converted a general population
housing unit into a “modified monitoring unit” referred to as the “J-Unit.” The
purpose of the J-Unit was to isolate from the rest of the compound’s population
inmates found to be coercing other inmates to join demonstrations, and whose
behavior was creating institutional security problems capable of jeopardizing the
safety of RCDC I/11 staff and inmates. J-Unit inmates have more restricted
movement and less access to institutional services than general population inmates.
The OIG’s review of the J-Unit determined that RCDC I/11 lacked specific policies
and procedures that addressed important aspects of the J-Unit’s operations, such as
(1) guidance on what evidence is necessary to place an inmate into the J-Unit;

(2) procedures to ensure inmates receive due process with respect to placement in
J-Unit, including the ability to challenge their placement in the J-Unit and the steps
necessary to re-designate inmates to an unrestricted general population unit;

(3) monitoring or oversight mechanisms to ensure the J-Unit is used as intended;
and (4) safeguards to ensure inmate rights are consistent, to the maximum extent
possible in light of security concerns, with inmates in other general population
housing.

This report makes 18 recommendations to assist BOP in improving contractor
and subcontractor operations and BOP monitoring and oversight at RCDC I/11 under
Contract No. DJB1PCO0O07, and in addressing the almost $3 million identified as
questioned costs and funds that should be put to better use.
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INTRODUCTION

The Department of Justice Office of the Inspector General (OIG) audited the
Federal Bureau of Prisons (BOP) Contract No. DJB1PCOO07, awarded to Reeves
County, Texas (Reeves County). The purpose of this service contract is to house
2,407 low-security, non-U.S. citizen inmates at the Reeves County Detention
Center I/11 (RCDC I/11) in Pecos, Texas. The contract, effective February 2007, has
a 4-year base period with three 2-year option periods, an estimated value of
$493 million, and is the Department’s second largest contract in terms of total
dollars obligated since FY 2014, according to the Federal Procurement Data System.
As of February 2014, actual costs were approximately $320 million, and in
early 2015, the BOP exercised the contract’s third and final option period to extend
performance through January 2017.

Table 1

Reeves County Detention Center Contract Costs
Contract No. DJB1PCOO0O7°

CONTRACT PERIOD FrROM To ESTIMATED COST ACTUAL CosT
Base Period 2/01/2007 1/17/2011 $ 186,989,688 $ 166,441,280
Option Period 1 1/18/2011 1/17/2013 98,530,910 98,515,439
Option Period 2* 1/18/2013 1/17/2015 101,811,622 55,416,620
Option Period 3** 1/18/2015 1/17/2017 105,320,461 0
ToTAL $492,652,681 $320,373,340

* Includes actual cost data through February 2014
** Cost data was not available

Source: BOP

Background

The BOP’s mission is to protect society by confining offenders in the
controlled environments of prisons and community-based facilities that are safe,
humane, cost-efficient, and appropriately secure, and that provide work and other
self-improvement opportunities to assist offenders in becoming law-abiding citizens.
The BOP operates 121 prisons, with administrative oversight and support provided
by its central and regional offices. As of February 2015, the BOP was responsible
for the custody and care of 210,227 inmates.

As a strategy to help control prison overcrowding, the BOP has placed an
increasing number of low security, criminal aliens serving sentences for 90 months
or less in contracted facilities. The BOP’s fiscal year (FY) 2014 budget for contract
confinement was $1.08 billion, a 71 percent increase over the past decade, and
according to the BOP’s FY 2015 Performance Budget it is the largest user of

5 Differences in the total amounts in the tables in the report are due to rounding. The sum of
individual numbers prior to rounding may differ from the sum of the individual numbers rounded.



contract confinement among all correctional jurisdictions in the United States. As of
February 2015, BOP housed 26,801 inmates in privately-managed facilities,
accounting for nearly 13 percent of the total BOP inmate population.

Criminal Alien Requirement

Criminal Alien Requirement (CAR) contracts are fixed price,
performance-based service contracts, for the management and operation of
correctional facilities housing low-security, non-U.S. citizen male inmates in BOP
custody. The BOP views contract facilities as a viable option for special populations,
such as criminal aliens and its use of CAR contracts stems from a governmental
movement toward privatization that began in the late 1980’s and early 1990’s.
President Clinton’s budget for FY 1996 included a proposal to privatize the
management and operations of future minimum and low-security federal prisons,
and in 1996, Congress directed the BOP to begin a 5-year prison privatization
demonstration project at a federal prison in Taft, California. The Taft Prison Facility
became the first fully-privatized federal correctional institution wherein an outside
contractor would assume primary responsibility for facility operations.

The BOP issued its first CAR-related solicitation in 1999. As of
February 2015, the BOP had issued its 16" CAR solicitation, and housed 26,801
BOP inmates in 14 privately-managed CAR facilities located throughout the United
States, as shown in Table 2.



Table 2

Criminal Alien Requirement Privately-Managed Contract Facilities
As of February 19, 2015

SECURITY

FAciLITY NAME LOCATION CONTRACTOR® LEVEL POPULATION
Adams County Correctional Facility Natchez, MS CCA Low 2,164
Big Spring Correctional Facility Big Spring, TX GEO Low 3,392
Cibola Correctional Facility Milan, NM CCA Low 1,111
D. Ray James Correctional Facility Folkston, GA GEO Low 2,303
Giles W. Dalby Correctional Facility Post, TX MTC Low 1,840
Eden Detention Center Eden, TX CCA Low 1,297
McRae Correctional Facility McRae, GA CCA Low 1,910
Moshannon Valley Correctional Center Philipsburg, PA GEO Low 1,788
Northeast Ohio Correctional Facility Youngstown, OH CCA Low 1,025
Reeves County Detention Center 1/11 Pecos, TX Reeves Co. Low 2,272
Reeves County Detention Center 11 Pecos, TX Reeves Co. Low 1,271
Rivers Correctional Institution Winton, NC GEO Low 1,292
Taft Correctional Institution Taft, CA MTC LO.W. & 2,255
Minimum
Willacy County Correctional Center Raymondville, TX MTC Low 2,881

Source: BOP

ToTAL INMATE POPULATION

26,801

In January 2007, the BOP awarded Contract No. DJB1PCOO7 to Reeves
County, Texas, to operate RCDC I/1l under CAR No. 6. The purpose of CAR No. 6
was to procure 7,000 contract beds for a low-security, adult male population
consisting primarily of criminal aliens.’

Reeves County Detention Complex

The Reeves County Detention Complex (Complex) is a 400,000 square foot
correctional institution located in Pecos, Texas. The Complex consists of three
centers (R1 through R3) that house criminal aliens for the BOP.®2 Centers R1 and
R2 (RCDC I/11) contain multiple housing units, indoor and outdoor recreation areas,
food services, warehousing, and an immigration courtroom. Center R3 is a
separate facility consisting of three housing units with support buildings for
centralized programs. The Complex was opened in 1986 to relieve overcrowding of
contract federal inmates within the county jail, and housed federal inmates from
1988 through 2006 through intergovernmental agreements (IGAs) with the BOP.
The CAR No. 6 contract required additional services not contained in the preceding

® In addition to Reeves County, CAR contracts were also awarded to Corrections Corporation
of America (CCA), the GEO Group, Inc. (GEO), and Management & Training Corporation (MTC).

7 BOP awarded five contracts under CAR No. 6, including Contract No. DJB1PCOO07 to Reeves

County.

8 The BOP awarded a separate contract (No. DJB1PC003) to Reeves County in May 2006
under CAR No. 5, to house federal criminal aliens in compound R3, which has a bed capacity of 1,356.
Center R3 was not included in the scope of this audit.



IGAs, including the provision of comprehensive medical services and a new medical
care unit, American Correctional Association (ACA) and The Joint Commission
accreditations, office space for BOP onsite monitors, and sentence computation
responsibilities.

The RCDC I/1I’'s mission under the CAR No. 6 contract is to ensure that the
BOP receives high quality, cost effective, and comprehensive privately managed
prison services. The majority of the 330 staff at RCDC I/11 are Reeves County
employees. Reeves County is governed by a 4-member elected Commissioners’
Court and an elected County Judge. The County Judge submitted the formal
response to the BOP solicitation and is the signing official for contract modifications
and administrative changes.

The GEO Group

In November 2006, Reeves County entered into an agreement with The GEO
Group, Inc. (the GEO Group) to provide management services contingent upon
RCDC I/11 being awarded a CAR No. 6 contract. The GEO Group is a Florida-based
corporation that specializes in the ownership, leasing, and management of
correctional, detention, and re-entry facilities and the provision of
community-based services and youth services in the United States, Australia, South
Africa, and the United Kingdom. The GEO Group’s U.S. Corrections and Detention
Division administers the operation and management of approximately 66,500 beds
in 58 correctional and detention facilities. In 2013, the GEO Group earned
$1.52 billion in total revenue, of which 16 percent was earned from the BOP.

When the BOP awarded Reeves County the CAR No. 6 contract and began
housing BOP inmates, its management services subcontract with the GEO Group
became effective. The initial term of the subcontract was 10 years with the option
of mutually exercising additional 10-year terms. The GEO Group’s responsibilities
under the subcontract are to manage all aspects of RCDC I/11 in accordance with
the contract and applicable standards. Requirements include creating and
implementing RCDC I/11 policies and procedures, establishing the facility staffing
levels, managing the operational aspects of the contract, and developing and
maintaining financial management records. The GEO Group’s RCDC I/11
management team includes the Warden, Assistant Wardens, various department
heads, and management or fiduciary positions.

Correct Care Solutions

In March 2007, the Reeves County Commissioners’ Court entered into a
subcontract with Physicians Network Association (PNA) to provide comprehensive
healthcare services at RCDC I/1l. In 2010, PNA was acquired by Correctional
Healthcare Companies (CHC), and in the summer of 2014, CHC merged with



Correct Care Solutions, LLC (CCS).° The contract is for 4 years with three
additional 2-year option periods and requires that CCS provide health services,
including but not limited to routine health care; nursing care; emergency care;
medical, mental health and dental care; treatment of acute and chronic conditions;
intake health screenings; tuberculosis testing; identification and treatment of
communicable disease; physical examinations; and other services outlined in the
contract.

Federal Bureau of Prisons Contract Administration

BOP’s administration, monitoring, and oversight of its 14 privately operated
adult correctional facilities are shared by its Privatized Corrections Contracting
(PCC) section, Privatization Management Branch (PMB), and Contract Facility
Monitoring (CFM) section. PCC is a component of BOP’s Administrative Division and
is responsible for contract procurement and administration, and the assignment and
supervision of Contracting Officers assignhed to each contract. The Contracting
Officer appoints an Administrative Contracting Officer (ACO) to each facility and the
ACO's role is to monitor contract performance on a daily basis to ensure that the
contractor is adhering to the terms and conditions of the contract.®

The PMB is located within BOP’s Correctional Programs Division and its
responsibilities include managing and overseeing the operation of secure contract
facilities. The PMB maintains at least two full-time staff at each private facility
including the Senior Secure Institution Manager (SSIM) and Secure Oversight
Manager (SOM).** The SSIM and SOM are Contracting Officer Representatives
(COR), whose functions include conducting routine reviews of critical performance
areas in various departments of the facility which assist them in identifying possible
deficiencies or concerns.’® They are responsible for examining all areas of the
contract including health services, education, recreation, food service, correctional
services, correctional programs, safety, inmate services, and any other area in
which inmates voice concerns during interactions with BOP staff.

Lastly, the CFM section within the BOP’s Program Review Division consists of
a team of subject matter experts who annually (at a minimum) monitor the
contract facilities and review specific disciplines for contract compliance.

® For the purpose of this audit, we will generally refer to all healthcare providers as CCS. CCS
is based in Nashville, Tennessee and offers comprehensive medical, dental, and behavioral health
services for inmates.

10 The ACO position at RCDC I/11 was vacant throughout most of our audit. However, we
interviewed the former ACO on several occasions.

11 Because the Reeves County Detention Complex has two separate contracts, it has two SOM
positions.

12 A Contracting Officer Representative (COR) is an individual appointed by the contracting
officer to assist in the technical monitoring or administration of a contract.
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OI1G Audit Approach

The objective of our audit was to assess BOP and RCDC I/11 compliance with
contract terms and conditions in the areas of: (1) billings and payments,
(2) staffing requirements, and (3) contract oversight and monitoring. The scope of
this audit, unless otherwise stated, focused on contract performance from
October 1, 2008 through December 31, 2013.

To ensure compliance with contract requirements regarding billings and
payments, we assessed the adequacy of BOP payments for monthly invoices and
award-fees to Reeves County, reviewed the accuracy and completeness of contract
modifications resulting in a net increase or decrease of funds, reviewed BOP and
RCDC I/11 compliance with Federal Acquisition Regulation (FAR) requirements
related to the payment of prevailing wages and benefits to staff based on locality,
and BOP’s compliance with the Prompt Payment Act.

13 This organizational chart does not provide a comprehensive view of all BOP
subcomponents.



To determine if RCDC I/11 complied with contractual staffing requirements,
we reviewed contract provisions related to the facility’s staffing, compared facility
staffing information to timekeeping and payroll records, assessed whether
RCDC I/11 filled vacant positions in a timely manner as required in the contract,
reviewed and determined how staffing shortcomings were handled, and assessed
RCDC I/1I's methodology for calculating staffing-related invoice deductions.

To assess BOP and contractor compliance with contract oversight and
monitoring requirements, we reviewed the contractor’s quality control program
(QCP) to determine if RCDC I/11 provided and maintained an inspection system that
allows it to demonstrate positive performance and identify areas of non-compliance
before the level of performance becomes unsatisfactory. We also reviewed the
BOP’s Quality Assurance Plan (QAP) to ensure BOP monitored the quality of the
contractor’s services and that the contract requirements are defined and
satisfactorily met.



FINDINGS AND RECOMMENDATIONS

We determined that Reeves County and CCS did not adequately
comply with all provisions of the Service Contract Act of 1965 (Service
Contract Act). As a result, we identified almost $3 million in total
dollar-related findings, including $945,024 in future improper charges
that will occur should the contract continue through January 2017,
without adjustment. RCDC I/1l has also encountered significant
challenges staffing its health services unit, resulting in vacancy-related
invoice deductions. However, we believe that the method the BOP has
used to calculate the deductions creates a potential financial incentive
for CCS to accept less costly monthly vacancy deductions rather than
fill vacant positions at the costlier market rates. With regard to
contract oversight and monitoring, RCDC I/1I's quality control program
improved over time and BOP onsite staff generally provided
comprehensive monitoring and oversight. However, we identified
areas for improvement. Specifically, RCDC I/11 needs to retain original
quality control-related documentation as required by the contract, fully
document monitoring activities, and complete corrective action plans
for significant deficiencies. Finally, we observed that RCDC I/11
officials converted a general population housing unit into a “modified
monitoring unit,” referred to as the “J-Unit,” where inmates are
confined under more restrictive conditions than other general
population inmates. However, RCDC I/11 officials had not developed
specific policies and procedures that addressed the intended purpose
or unigue operations of J-Unit, or that ensured inmates due process
with regard to their placement in J-Unit.

Billings and Payments

The BOP’s contract with Reeves County is a fixed-price, incentive contract.
According to the FAR, this type of contract is preferred when contract costs and
performance requirements are reasonably certain, the government wishes to
motivate a contractor to enhance performance, and other incentives cannot be used
because contractor performance cannot be measured objectively. BOP monthly
payments to Reeves County are primarily based on the Monthly Operating Price
(MOP) and the Fixed Incremental Unit Price (FIUP). The MOP ensures that the
contractor receives a minimum payment, regardless of the facility’s actual
population, and was negotiated with the understanding that BOP inmates would
occupy at least 90 percent of the accepted number of “contract beds.”** A BOP
procurement official told us that the 90 percent rate provides the contractor a

14 The number of “contract beds” is synonymous with the number of federal inmates
incarcerated in the facility.



guaranteed revenue stream to mitigate risk so the contractor can staff the facility
appropriately and have enough funds to pay its expenses.

The FIUP pricing component is a separate unit price per inmate that only
applies when the daily population of inmates exceeds 90 percent of contract beds in
a payment period, up to 115 percent of contract beds. Although this 115 percent
rate creates the impression that BOP is overpopulating the institution, at RCDC I/11
it is the maximum number of contract beds (2,407 inmates) allowed at the
In Table 3, we provide examples of this contract’s monthly price for
January 2015 based on two different contract bed amounts.

instituti
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Table 3

Examples of the RCDC 1/11 Contract’s Monthly Pricing Structure

FIXED INCREMENTAL
MONTHLY OPERATING TOTAL MONTHLY
No. oF UNIT PRICE
PERCENT OF Price (MOP) PRICE

CONTRACT CONTRACT BEDS (F1UP)

BEDS $4,009,234 $16.87

. MOP + FIUP
Per month Per inmate day
1,884 90% $4,009,234 Not Applicable $4,009,234
2,407 115% $4,009,234 $273,513%° $4,282,747
Source: BOP

For any given month, if BOP inmates occupied 1,884 of RCDC I/11 contract
beds, or was 90 percent full, the contractor bills the BOP the MOP amount of
approximately $4 million. For the same month, if BOP inmates occupied the
maximum capacity of 2,407 RCDC I/11 contract beds, in addition to receiving the
MOP of approximately $4 million, the FIUP rate would be applied to the number of
inmates above 90 percent occupancy (2,407 — 1,884), which would total $273,513.
Reeves County would then bill BOP for about $4.28 million.

Transaction Testing

To ensure that the contractor’s billings were accurate and complete, we
selected a sample of 16 invoices submitted by Reeves County to the BOP for
payment with a value totaling $57,574,429. We reviewed these invoices using the
policies and procedures established by BOP and RCDC I/11 officials for submission
and payment of invoices. We found that contractor invoices were paid promptly
and that contractor billings were generally calculated accurately, invoiced,
authorized, and supported by proper documentation. While we did identify
discrepancies relating to the price adjustments affecting monthly invoices and
compliance with the Service Contract Act, these discrepancies did not affect our

15 BOP officials told us that due to misunderstandings about the CAR contracts’ “115 percent”
rate, they plan to amend the language in future contracts.

¢ For inmate occupancy at 115 percent, the FIUP amount is the difference between the
90 percent and 115 percent inmate occupancy, multiplied by the 31 days for January and the
$16.87 FIUP rate.
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transaction testing since this testing was performed in relation to BOP and

RCDC I/11 officials’ policies and procedures for submission and payment of invoices.
Of particular interest to us was how the contractor calculated its vacancy
deductions. According to the personnel section of the contract:

Each month, the contractor shall submit to the [Contracting Officer]
the current average monthly vacancy rate, and indicate any individual
positions that have been vacant more than 120 days. Failure to fill
any individual position within 120 days of the vacancy may result in a
deduction from the monthly invoice. The BOP may calculate the
deduction retroactive to day one of the vacancy, excluding the days for
the BOP's conditional approval process, starting on the day of receipt
and concluding on the day conditional approval is granted.

Our analysis did not note any material discrepancies with the calculations or
accuracy of vacancy deductions, but we identified concerns with the methodology
used to value RCDC I/1I's vacant medical positions. See the Vacancy Deductions
section of this report for further detail.

Award Fee

Award-fee contracts are a type of incentive contract suitable for use when
predetermined, objective incentive targets for cost, schedule, and technical
performance are not feasible or effective to determine at the onset of the contract.
The RCDC I/11 contract stipulates that Reeves County can earn a maximum award
of 5 percent of the total payments received for the period rated.’” The OIG
reviewed the BOP’s compliance with FAR and contract requirements related to the
use of award fee contracts and found that the BOP properly documented its
justification for selecting a fixed price award-fee contract in a Determination and
Findings Report, and had established an Award-Fee Plan and an evaluation board.

As illustrated in Table 4, from 2007 through 2014, a period spanning
12 evaluation periods, RCDC I/11 received only two award fees totaling $1,520,102;
or 9.1 percent of the $16.8 million maximum award fee. RCDC I/1l was rated
“deficient” or “unsatisfactory” in 6 out of 12 evaluation periods.'® We reviewed
BOP’s rating reports from October 2008 through December 2014 which indicated
that RCDC I/11 consistently struggled to meet or exceed baseline contractual
standards, received an unacceptable number of deficiencies and notices of concern;
was unresponsive to BOP inquiries; struggled with staffing issues in health services
and correctional services; and frequently submitted inaccurate routine paperwork,

17 The period of performance for the award fee is currently on an annual basis.

18 Award fee ratings were based on BOP “Performance Rating Tables” that changed
throughout the life of the contract. From FYs 2007 through 2011, there were five rating tiers and
“deficient” was the second lowest rating. From FYs 2012 through 2013, there were six rating tiers;
“unsatisfactory” was lowest rating and “good” was the fourth highest rating. We were not provided
the BOP Performance Rating Table for FY 2014.
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including erroneous disciplinary hearing records and monthly invoices.

In addition,

the BOP rating reports repeatedly described the RCDC I/1I’'s quality control program
as minimally or marginally effective, highlighting its lack of quality controls and

sporadic approach to identifying and correcting deficiencies to ensure
non-recurrence of problematic areas. However, the rating reports did indicate that

contractor performance improved over time, particularly in 2013 when the

contractor received a “good” rating and its first award fee and in 2014 received a
“very good” rating and its second award fee.

Table 4
RCDC I/11 Award Fees for 2007 Through 2014
EVALUATION MAXIMUM EARNED AWARD FEE
AWARD FEE PERIOD PERCENTAGE 19
PERIOD AMOUNT AMOUNT RATING
1 02/01/2007 —9/30/2007 $1,120,616 $0.00 0% -
2 10/01/2007 —3/31/2008 $1,120,616 $0.00 0% -
3 04/01/2008 —9/30/2008 $1,127,465 $0.00 0% -
4 10/01/2008 - 03/31/2009 $1,086,953 $0.00 0% Deficient
5 04/01/2009 - 09/30/2009 $884,773 $0.00 0% Deficient
6 10/01/2009 - 03/31/2010 $881,928 $0.00 0% Deficient
7 04/01/2010 - 09/30/2010 $996,451 $0.00 0% Deficient
8 10/01/2010-12/31/2010 $594,839 $0.00 0% Deficient
Marginally
- 0,
9 01/01/2011-12/31/2011 $2,446,738 $0.00 0% Satisfactory
10 01/01/2012-12/31/2012 $2,502,065 $0.00 0% | Unsatisfactory
11 01/01/2013-12/31/2013 $1,449,733 $246,455 17% Good
12 01/01/2014 - 12/31/2014 $2,547,294 1,273,647 50% Very Good
ALL
EVALUATION 02/01/2007-12/31/2014 $16,759,469 $1,520,102 9.1%
PERIODS

Source: BOP

A Senior BOP procurement official told us that RCDC I/1l's small award fee
earned was not typical of award fees normally earned on other BOP CAR contracts
and that the poor results were primarily attributed to its inability to adequately staff
the facility, the January 2009 riot, and the recovery from the riot. Overall, we
found that BOP’s award fee decisions were reasonably justified. They were
supported by a comprehensive assessment of the contractor’s performance
consisting of detailed documentation, based on input from several different BOP
officials, and in accordance with the contract’s Award Fee Determination Plan.

19 we did not review the BOP Performance Rating Reports from the first three evaluation

periods because they were outside the scope of our review.
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Non-compliance with the Service Contract Act of 1965

The Service Contract Act of 1965 (Service Contract Act) requires that
employees working on federal service contracts in excess of $2,500 not be paid less
than the monetary wages and fringe benefits required by law, and serves to
prevent contractors from being able to underbid each other by reducing wages or
fringe benefits for service employees.?® Since the RCDC I/11 contract exceeds the
minimum award threshold, Reeves County and its subcontractors must provide
their respective employees the minimum amounts of wages and fringe benefits
stipulated within the applicable wage determination schedules (wage
determination) issued by the Department of Labor (DOL).”* Wage determinations
list the minimum wage and fringe benefit rates for different classes of laborers,
which are often adjusted over the term of a service contract. If an adjustment
results in additional compensation owed to contractor employees, the contractor
and subcontractors are entitled to request a price adjustment, i.e., request for
compensation from the BOP. Table 5 is an example of wage and fringe benefit
rates for three occupational codes from the DOL-issued wage determination used
by Reeves County, the GEO Group, and CCS. In the wage determination, fringe
benefits such as health insurance, life insurance, sick leave, and retirement are
referred to as “Health & Welfare benefits.” The Health & Welfare benefits rate is
the amount employers must provide as fringe benefits to its employees and is
based on data from the Bureau of Labor Statistics. As shown in Table 5, this
particular DOL wage determination requires that contractors provide employees
with Health and Welfare benefits costing no less than $3.81 per hour.

Table 5

DOL Wage Determination??

WAGE RATE HEALTH & WELFARE
OccuPATION CODE TITLE =
PER HOUR PER HOUR
01011 Accounting Clerk $12.71
27008 Corrections Officer $16.49 $3.81
Payroll Clerk

01261 Personnel Assistant $14.21
*The Health & Welfare benefits rate of $3.81 per hour is equivalent to $152.40 per week or $660.40
er month

Source: Department of Labor, Wage Determination No. 2005-2517, Revision No. 17.

20 Effective May 2014, the Service Contract Act of 1965 was renamed the “Service Contract
Labor Standards statute.” Because our audit scope was generally through December 2013, we use
the former title throughout our report.

21 RCDC I/11 contract’s wage determination applicable rates are shown in “SCA No. 05-2517.”
Rate changes go into effect at the beginning of each contract year, which for RCDC I/11 is February 1.

22 For presentation purposes, this figure lists three occupation codes, titles, and wage rates.
The actual wage determination would contain hundreds of occupational codes that span several pages.
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In this example, RCDC I/11 would be required to pay its Accounting Clerks at
least $12.71 per hour and provide a fringe benefits package, cash-in-lieu of fringe
benefits, or a combination of both (hereafter referred to as Health & Welfare
benefits) that cost the contractor $3.81 per hour.

Generally, upon DOL issuance of a new wage determination, RCDC I/1I's
offices of Business Human Resources (managed by onsite GEO Group personnel)
obtained payroll records from Reeves County, the GEO Group, and CCS, and
compared all positions and actual pay rates with rates shown in the new DOL wage
determination. If the wage determination listed a higher rate for a position than
what a contractor was currently providing, they increased the pay rate for that
position to comply with the wage determination, and were subsequently entitled to
reimbursement from the BOP. For example, if Reeves County paid its RCDC /11
Corrections Officer (see Table 5) $16.30 per hour and the new wage determination
required $16.49 per hour, Reeves County would need to provide each Corrections
Officer a $0.19 per hour wage increase, effective as of the beginning of the contract
year. Next, they calculate the annual cost of the wage increase, including the
accompanying federal payroll taxes (FICA) and workers’ compensation, and request
reimbursement from the BOP via a contract modification.?®

During our audit, we assessed Reeves County’s, the GEO Group’s, and CCS’
compliance with rules and regulations related to the Service Contract Act to
determine if they properly accounted for and paid the requisite amount of wages
and Health & Welfare benefits to their employees; to ensure that the requests for
price adjustment were accurate and justified; and to assess whether the BOP
properly reviewed, approved, and monitored Reeves County’s requests for
reimbursement. To accomplish this, we obtained: (1) payroll records containing
service employees’ actual wages, (2) information on the cost of Health & Welfare
benefits offered to employees, (3) the DOL wage determinations containing the
minimum wages and benefits, and (4) the RCDC I/1I's request for reimbursement
sent to the BOP.?* For wages, we compared new rates from the wage
determination to payroll records; if employees were entitled to a wage increase, we
verified that they began receiving additional pay effective as of the beginning of the
contract year, that the contractor accurately calculated its reimbursement from the
BOP, and that the request for reimbursement was justified. For Health & Welfare
benefits, we aggregated the cost of employees’ fringe benefits, which consisted of
the cost of life insurance, sick leave, health insurance, retirement, health club
membership, and two extra holidays. We then compared the cost of these fringe
benefits documented in the payroll records to the new Health & Welfare benefits
rate contained in the wage determination. We then used the same method to
evaluate Health & Welfare benefits that we used to evaluate wages.

23 These reimbursements are incorporated into the contract’s Monthly Operating Price.

24 0On an annual basis, Reeves County, the GEO Group, and CCS consolidated its wage and
benefit information into a single request for reimbursement from the BOP.
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Based on our analysis of a judgmental sample of contractor positions, we
determined that Reeves County, the GEO Group, and CCS properly identified
RCDC I/11 positions that were entitled to a wage increase, paid the new salary rate
to the employee, and properly requested and received a price adjustment from the
BOP. However, we identified several compliance issues related to Health & Welfare
benefits as described in the following sections.

Subcontractor Underpayment of Fringe Benefits

For the subcontractor CCS, we initially reviewed a sample of 31 transactions
involving employees subject to the Service Contract Act from 2013 through 2014.
Our review identified several CCS employees for whom we had concerns about
underpayment of their Health & Welfare benefits. CCS informed the OIG that there
had been two instances of underpayment and one instance of overpayment.
Specifically, there was a $1,014 underpayment to a licensed vocational nurse in
2013 and a $1,636 underpayment to a different licensed vocational nurse in 2014.%°
A CCS official said the reason for the $1,014 underpayment was unknown and that
for the $1,636 underpayment, CCS failed to provide cash-in-lieu of benefits to
make up for the difference between the wage determination’s requirement and the
cost of benefits being provided. Upon quantifying these errors, CCS sent checks to
the affected individuals, and therefore we do not have a recommendation for this
matter.?®

The OIG expanded its testing and requested employee benefit records from
2007 through 2012. CCS located records from 2010 through 2012, in addition to
its records from 2013 through 2014 and performed a detailed assessment of fringe
benefits, concluding that from 2010 through 2014, it had underpaid fringe benefits
to 12 employees totaling $22,628.?’ CCS said this occurred because they were
working under an “either-or procedure” where if an employee elected
company-provided benefits, the employee would not receive cash-in-lieu of benefits
because the employer contributions for benefits would meet or exceed the Health &
Welfare requirement. CCS also said that employer contributions for some levels of
company-provided benefits were not enough to satisfy all Health & Welfare
requirements. CCS told us that now that this issue was identified, it had
established controls to ensure this would not occur in the future and that CCS
would conduct quarterly audits to guarantee continued compliance. Upon
quantifying these errors, CCS sent reimbursement checks to the 12 current and
former CCS employees for fringe benefit underpayments.

25 Regarding the overpayment, in response to OIG inquiries, CCS determined it had overpaid
a licensed vocational nurse approximately $300 in cash-in-lieu of benefits, for a month in which this
employee worked zero hours.

26 For our 2013 and 2014 samples, the three errors identified were out of all 31 totall
transactions reviewed, representing an approximately 10 percent rate of error.

27 The OIG reviewed the supporting documents CCS provided to reach this conclusion.
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Our assessment of CCS compliance with the Service Contract Act was limited
to 2010 through 2014 because at the time of this report’s issuance, CCS had not
yet provided the records of its cost of providing benefits to employees from 2007
through 2009. Therefore, the OIG could not determine if other CCS employees
were underpaid benefits during that timeframe. Furthermore, CCS informed us that
the staff responsible for calculating employee fringe benefits at RCDC I/11 also
administered fringe benefits at RCDC 111, under Contract No. DJB1PCO003.
Therefore, CCS may have also underpaid benefits to its employees at RCDC IIl. We
recommend that the BOP ensures that CCS performs detailed fringe benefit
assessments for RCDC I/11 employees from 2007 through 2009 and for RCDC 111
employees during the life of Contract No. DJB1PC0O03, and remedies any
underpayments.

Non-compliance with Health & Welfare Benefits Requirements

Reeves County did not account for Health & Welfare benefits using the same
method it used to account for wages. Instead of comparing the actual costs of
providing benefits to the increased Health & Welfare benefits rate contained in a
new wage determination and requesting a price adjustment for the difference,
Reeves County requested a price adjustment for all increases to the Health &
Welfare benefits rate, regardless of whether or not it was already providing a
compliant benefits package. For example, in June 2013, the DOL issued a wage
determination that increased the Health & Welfare benefits rate from $3.71 per
hour to $3.81 per hour. Our analysis indicates that Reeves County incorrectly
requested this 10-cent increase for almost all employees across all labor classes.
This request was unallowable because, as GEO Group onsite staff and the former
BOP Administrative Contracting Officer told us, Reeves County historically provided
benefits that already exceeded the wage determination Health & Welfare benefits
rates. Since Reeves County was providing fringe benefits that exceeded the Health
& Welfare benefits requirement, it was not entitled to price adjustments from the
BOP.

Table 6 shows our analysis of Reeves County’s Payroll Clerk position. We
combined all of Reeves County’s costs for this position’s Health & Welfare benefits
into a single Actual Monthly Benefit Cost and compared it to the monthly
requirement contained in the wage determination. As illustrated in Table 6, from
FYs 2008 through 2014, the Actual Monthly Benefit Cost for the Payroll Clerk
exceeded the wage determination’s Health & Welfare benefits requirement, and
shows that Reeves County was not entitled to reimbursement from the BOP.
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Table 6
Payroll Clerk Monthly Benefits, From 2008 through 2014

WAGE DETERMINATION
ACTUAL MONTHLY ELIGIBLE FOR PRICE
YEAR HEALTH & WELFARE
BENEFIT COST ADJUSTMENT?
REQUIREMENT

2008 $547.73 $821.00 No
2009 $561.50 $867.60 No
2010 $580.67 $1,032.92 No
2011 $606.67 $910.51 No
2012 $622.27 $907.99 No
2013 $643.07 $817.24 No
2014 $660.40 $817.24 No

Source: OIG analysis of Reeves County data

GEO Group Corporate officials disagreed with the OIG’s assessment and
believed that Health & Welfare benefits should be treated differently than wages.
They told us that their position was based on past research and case law, but when
we asked them to provide the information so we could review and consider their
position, they could not provide any documentation to support their assertion. The
OIG’s assessment is based on FAR 52.222-43(d), commonly referred to as the
“Price Adjustment Clause,” which does not differentiate treatment of wages and
Health & Welfare benefits (referred to as “fringe benefits” in the FAR citation) as
stated below:

The contract price . . . will be adjusted to reflect the Contractor’s
actual increase . . . in applicable wages and fringe benefits to the
extent that the increase is made to comply with . . . the Department of

Labor wage determination applicable on the anniversary date of a
multiple year contract or at the beginning of a renewal period.

For Reeves County to claim reimbursement for Health & Welfare benefits, it
was required to provide its employees additional Health & Welfare benefits to
comply with the terms of the new wage determination. Reeves County did not
increase its cost of compliance, and therefore did not trigger the Price Adjustment
Clause. The application of this FAR provision is best illustrated by an example
contained in the “Price Adjustment Calculation Tool” (PACT). PACT is a
collaborative effort between the DOL, Office of Management and Budget,
Department of Defense, General Services Administration, and other federal
agencies to accurately calculate Service Contract Act price adjustments.

[If the] old [Service Contract Act] minimum “[Health & Welfare]” rate
[was] $3.16 per hour and the new Service Contract Act minimum
“Health & Welfare” rate was $3.24 per hour and the contractor was
providing a health insurance plan to workers in the prior period of
performance that costs, $4.00 per hour per employee. In this
scenario, no price adjustment would be owed.
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We performed this analysis on all wage determinations effective from 2008
through 2014 that applied to Reeves County’s approximately 280 full-time
equivalent positions, across 40 different position types. We found that for all
positions, the Actual Monthly Benefit Cost exceeded the wage determination’s
Health & Welfare benefits requirement. Despite this, in all instances Reeves County
requested and was granted price adjustments from the BOP that it was not entitled
to receive. We commend Reeves County for providing its employees a fringe
benefits package that is above and beyond the wage determination’s minimum
requirements, but the intent of the Service Contract Act is not to sanction the use
of government funds to provide fringe benefits beyond what is required by law.

Erroneous price adjustments can have a compounding effect over time
because they are often incorporated into the contract’s Monthly Operating Price
(MOP) and therefore added to each monthly invoice until the contract ends. While
our analysis determined that over a span of 7 years, all of Reeves County’s wage
determinations resulted in improper price adjustments totaling $526,239, this
figure was just the sum of each individual discrepancy’s cost for a single year. To
identify the cumulative costs, we multiplied each wage determination’s annual
improper costs by the amount of proceeding years in which the costs repeated,
ending at our cutoff date of January 2015.?® For example, if there was an annual
price adjustment of $10 incorporated into the MOP in February 2008, this $10 cost
would be repeated in every subsequent year throughout the life of the contract.
Therefore, by the end of January 2015, the cumulative cost of this price adjustment
would be $70 ($10 annual cost times 7 years). After aggregating these costs, we
are questioning $1.95 million in cumulative costs paid by the BOP to Reeves County
from FYs 2008 through 2014 that Reeves County was not entitled to receive,
comprised of $1.78 million in unallowable Health & Welfare benefits increases,
$136,167 in unallowable payroll taxes, and $39,269 in unallowable workers’
compensation insurance.

Reeves County’s basis for calculating the $136,167 in payroll taxes and
$39,269 workers’ compensation was also incorrect. A contractor’s entitlement to
FICA and workers’ compensation is only applicable to wage increases and fringe
benefits paid as cash. Reeves County’s benefits were not provided directly to
employees in the form of wages or cash-in-lieu of fringe benefits, but were provided
to a third party or placed into a County fund, and therefore are not considered
taxable income that is subject to FICA and workers’ compensation insurance.
Therefore, we recommend that BOP remedy the $175,436 in unallowable costs that
Reeves County has incorrectly claimed in price adjustments for payroll taxes and
workers’ compensation insurance that did not result from wages or cash-in-lieu of
fringe benefits.

For CCS, its 2010 through 2014 requests for price adjustments were
justified. However, as described in the previous section, the OIG could not assess

28 Qur cutoff date of January 2015 was the end of Option 2, Year 2.
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the adequacy of CCS’ requests for price adjustments from 2007 through 2009
because CCS had not provided these records. Therefore, following the same
process of converting annual costs to cumulative costs as described for Reeves
County, we questioned as unsupported $74,765 in cumulative costs paid by the
BOP to CCS (through Reeves County, the prime contractor) based on the wage
determinations that were in effect from 2008 through 2009, which included
$67,188 in unsupported Health & Welfare benefit increases, $5,140 in unsupported
payroll taxes, and $2,487 in unallowable workers’ compensation for Health and
Welfare. Table 7 displays the $2.03 million in total questioned costs for Reeves
County and CCS. Therefore, we recommend that BOP remedy the $1,954,082 in
unallowable costs that Reeves County has incorrectly claimed for Health & Welfare
benefit-related price adjustments, FICA, and workers’ compensation insurance. We
also recommend that BOP remedy the $74,765 in unsupported costs for which CCS
was unable to provide records supporting the cost of providing benefits to
employees from 2007 through 2009.

Table 7

Questioned Costs Related to Non-compliance
with the Service Contract Act

BENEFIT TYPE REEVES CORRECT CARE ToTAL
COUNTY SERVICES QUESTIONED COSTS
UNALLOWABLE UNSUPPORTED
Health and Welfare (H&W) $1,779,954 $67,188 $1,847,143
Payroll Taxes (FICA) $136,167 $5,140 $141,306
Workers' Compensation $39,269 $2,487 $41,756
Adjustments®® ($1,308) ($50) ($1,358)
TOTAL QUESTIONED COSTS $1,954,082 $74,765 $2,028,847%°

Source: OIG analysis of Reeves County data

As previously mentioned, because these unallowable and unsupported price
adjustments were incorporated into the contract’s MOP, the improper costs are
reflected in each monthly invoice. Unless the MOP is reduced, the aforementioned
errors will continue to be included in each month’s invoice. To determine the
necessary MOP reduction, the OIG identified the annual improper costs from the
eight wage determinations that were incorporated into the MOP (our methodology
to calculate the MOP and the questioned costs are contained in Appendix 1). This
MOP amount came out to $41,088.3" Reducing future invoices by $41,088 per

29 The “Adjustments” row contains $1,358 in costs from one of RCDC I/1I's requests for price
adjustment that the OIG was unable to reconcile to supporting documents. Because this was an
immaterial amount for which allowability was uncertain, we deducted Reeves County’s and CCS’ share
of the amount from their questioned costs.

39 The Total Questioned Costs were calculated through January 2015, which is to the end of
Option Period 2, Year 2.

31 For two of the wage determinations, price adjustments totaling $46,987 were invoiced only
once and not incorporated into the Monthly Operating Price. Therefore, they are not included in the
$41,088 Monthly Operating Price.

18


http:41,088.31

month will ensure that the BOP does not improperly provide an additional $945,024
in price adjustments to the contractor should the contract continue from

March 2015 through its final month in January 2017, an additional 23 months.
Therefore, we recommend that, beginning with its March 2015 invoice, the BOP
reduce its MOP by $41,088 to remedy the $945,024 in funds to be put to better use
in order to account for the unallowable and unsupported costs previously identified.

Inadequate Monitoring and Oversight of Service Contract Act Compliance

Officials from the BOP, Reeves County, and the GEO Group could not
adequately explain why Reeves County and CCS had requested price adjustments
for all Health and Welfare benefit increases. Because this matter represented a
systemic problem that occurred for several years, we interviewed officials from the
BOP, Reeves County, and the GEO Group to determine how this matter was
approved and proceeded to go undetected by the responsible officials.

At Reeves County, both the Judge and County Auditor had limited familiarity
with the Service Contract Act requirements. Although the County Judge was not
heavily involved in the process, he was the signatory on the contract modification
document that approved these unallowable price adjustments. The Reeves County
Auditor told us he was not aware of the wage determination requirements until OIG
submitted inquiries on the matter. Furthermore, the Reeves County Auditor
believed compliance with the Service Contract Act was the responsibility of the GEO
Group because they were subcontracted to handle RCDC management services.??

The GEO Group’s former onsite Human Resource Manager told us that she
did not realize that RCDC I/11 was not entitled to claim a price adjustment and
noted that her work was under the direction of the GEO Group’s Corporate office
and the Administrative Contracting Officer. Officials from the GEO Group were
responsible for reviewing and approving the requests for price adjustments. They
could not provide an adequate explanation as to why their review had not identified
Reeves County’s compliance matters, including the lack of documentation to
support the requests for price adjustment. They noted that the GEO Group did not
have access to Reeves County payroll and therefore never verified the County’s
benefits package. However, the subcontract between Reeves County and the GEO
Group indicated otherwise, authorizing the GEO Group to “manage all aspects of
RCDC I/11” including enforcement of “policies and procedures with respect to all
RCDC I/11 County employees.”

32 According to federal regulations, Reeves County, in its role as the government prime
contractor, is ultimately liable for compliance with the Service Contract Act. Specifically, 29 C.F.R.
4.114(b) states that “when a contractor undertakes a contract subject to the Act, the contractor
agrees to assume the obligation that the Act’s labor standards will be observed in furnishing the
required services. This obligation may not be relieved by shifting all or part of the work to
another. . . .”
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The BOP’s former Administrative Contracting Officer at RCDC I/11 was
responsible for approving and signing the Contract Modification associated with the
price adjustment.®*® Her understanding was that the County historically provided
fringe benefits that exceeded the minimum Health & Welfare benefits rate
contained in the wage determination. BOP Headquarters procurement officials
informed the OIG that BOP offers an Advanced Procurement Training class that was
developed and provided by the BOP for its acquisition staff. They provided copies
of the training handouts and told us that while the handouts broadly referenced
Health & Welfare benefit requirements, there were no specific examples of applying
the requirements. In our judgment, while BOP, the GEO Group, and Reeves County
onsite officials were aware of the need to provide employees the minimum Health &
Welfare benefits prescribed by the wage determination, there was a widespread
lack of comprehension of Service Contract Act requirements - especially the FAR
provisions for requesting a price adjustment for Health & Welfare benefits.

In addition, the Reeves County Auditor told us that the process used at
RCDC I/11 to request all Health & Welfare-related price adjustments was also used
under Contract No. DJB1PCOO3 to operate RCDC Ill. Therefore, to ensure that the
discrepancies identified at RCDC I/11 are also corrected at RCDC 111, we recommend
that the BOP identify unallowable questioned costs related to price adjustments that
Reeves County was not entitled to receive for RCDC IlII.

Lastly, the BOP must enhance its monitoring and oversight efforts of
contractor implementation of the Service Contract Act’s Health & Welfare benefit
requirements, not only at the Reeves County Detention Center, but across other
BOP contract facilities. Senior BOP procurement officials told the OIG that
across-the-board requests for Health & Welfare benefit increases based on wage
determinations were not necessarily limited to the Reeves County contracts, but
was common practice for contractors receiving Privatized Corrections Contracting
(PCC) contracts or Residential Re-entry Center (RRC) contracts. Because there are
14 private contract facilities (including RCDC I/11 and RCDC I11) and 193 RRCs,
similar errors could account for millions of dollars in improper BOP reimbursements
to contractors. To ensure future compliance with the Service Contract Act, we
recommend that BOP create and implement policies and procedures that strengthen
responsible officials’ understanding of Service Contract Act rules and regulations,
and enable Reeves County to produce, maintain, and share with the GEO Group or
any future management services provider, summary accounting records containing
the actual cost of fringe benefits for each employee. In addition, we recommend
that BOP ensure that before a service provider requests a price adjustment, the
service provider must first compare the actual cost of fringe benefits provided to
each employee to the Health and Welfare benefits rate contained in the wage
determination. A best practice we identified is the use of the Price Adjustment
Calculation Tool (PACT), a publicly available tool developed by several federal
agencies including the Department of Labor, to help contracting officers more

33 Throughout most of our audit, RCDC I/11 did not have a permanent Administrative
Contracting Officer. This position was filled in late 2014.
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accurately and more efficiently determine the correct and proper amount of a
contractor’s entitlement under federal regulations.?

Staffing Requirements

BOP-issued CAR contracts typically contain a section that includes basic
requirements for staffing its contract facilities, including requirements that a
contractor create and maintain a Staffing Plan that lists the number, type, and
distribution of staff throughout the contract, and that certain essential personnel
(e.g. Warden, Associate Warden, Medical Services Administrator, and department
heads) positions are staffed throughout the life of the contract. The BOP must
approve the contractor’s initial and subsequent Staffing Plans to ensure that the
proposed staffing is realistic in fulfilling contract requirements. There are three
staffing requirements that if not met, result in the contractor being subject to
invoice deductions. First, the contract stipulates that staffing levels shall not fall
below a monthly average, which is 90 percent for correctional services, 85 percent
for health services, and 85 percent for all other departments of the BOP approved
staffing plan. If the contractor falls under this minimum threshold for a particular
month, the cost of all vacant positions may be deducted from that month’s invoice.
Second, the contract states that the contractor must fill any individual position
within 120 days of vacancy, or receive an invoice deduction equal to the cost of the
position for each day the vacancy remains open beyond 120 days.** Third, if any
essential personnel positions become vacant, their cost may be deducted from the
invoice immediately after the position becomes vacant until filled.

However, before performance on the contract began, the BOP eliminated the
first and second staffing-related provisions from RCDC I/1I's contract (and all other
CAR No. 6 contracts). According to BOP officials, the two provisions were not
reincorporated into the contract until more than 2.5 years into the contract's
performance. When the CAR No. 6 solicitation was issued on May 26, 2006, the
pricing schedules required potential contractors to submit two offers - one standard
price (Standard Option) with all staffing requirements intact, and the other offer to
be priced without the previously mentioned first and second staffing requirements
(Option A). BOP officials explained that by waiving some of the staffing
requirements, the contractors could submit lower-priced proposals and the BOP
would achieve cost savings. The contractor would be granted the flexibility and
discretion to manage the staffing of the facility, as long as it fulfilled the contract’s
requirements. When we asked how BOP determined whether the cost savings
gained justified elimination of staffing requirements, BOP officials told us that other
contracts with removed staffing requirements had been successful, and the use of
Option A pricing in CAR No. 6 contracts advanced the cost savings initiative, and for

3% The PACT is located at http://www.wdol.gov/pact/intro.aspx

35 If the contractor falls below its required overall staffing threshold percentage and has
positions that have been vacant for more than 120 days, only one invoice deduction is applied to each
affected position.
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RCDC I/11 was estimated to save the BOP approximately $10 million over the life of
the contract.

GEO Corporate officials told us that a new Staffing Plan was not necessary
and that they were not changing the staffing plan but covering vacant positions
with overtime. The document provided showed that it removed 19 Correctional
Officers noting that each position was a vacancy. This was clearly a change in the
contractor's staffing plan and decreased the number of correctional officers in the
document from 198 FTE to 179 FTE and decreased the overall FTE from 330 to 311.
A modification to the contract in June 2007 required that the contractor provide the
Contracting Officer with a staffing plan and subsequent changes to the staffing plan
for information purposes only.

During the time that the Staffing Plan requirements were removed (from the
start of contract to March 2009), the actual number of Correctional Officers was
significantly below the authorized number of officers as well as the 90 percent
threshold that was later enforced after the Staffing Plan was reincorporated into the
contract. Using Staffing Report and Wage Determination information, we noted
that from April 2007 to March 2009, Reeves County would have spent an additional
$4.67 million in order to fill enough Correctional Officer positions to meet the
Staffing Plan thresholds that were later reincorporated in the contract.*® According
to an After-Action Report prepared by BOP officials following the riot at RCDC I/11
during January 2009, the BOP noted that while low staffing levels alone were not
the direct cause for the disturbance, they directly affected Security and Health
Services functions.

When asked about staffing, Reeves County, the GEO Group, and BOP officials
explained that the oil industry in the area provided wages which Reeves County
could not compete with. We noted that shortly after the Staffing Plan was
reinstated, the staffing levels met or exceeded the 90 percent threshold required
and that Reeves County has maintained these levels since the Staffing Plan was
reinstated. Therefore, we do not make any recommendation relating to the overall
staffing of the facility.

Medical Staffing Requirements

In December 2010, the BOP added to all contracts with privately managed
correctional facilities a requirement that the contractor staff its health services unit
so that staffing levels equaled or exceeded 85 percent of the contract requirement.
Yet from December 2010 through December 2013, a period spanning 37 months,
RCDC I/11 failed to meet the 85 percent threshold in 34 of the 37 months. The BOP
responded by issuing Notices of Concern (NOCs) documenting these instances of
non-compliance and requested RCDC I/11 provide a written response. In its
response to these staffing-related NOCs, RCDC I/11 stated that hiring is difficult
because of RCDC I/1I's remote location, potential new hire credit issues, and other

36 The staffing plan was not in place during the time period mentioned.
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reasons. RCDC I/11 officials also told us that it enhanced its recruiting and
advertising efforts. Despite these efforts, the staffing issues persisted and
throughout 2012 and 2013, the BOP continually issued NOCs stating that “the
facility’s efforts to resolve the issue have proved ineffective.” CCS employees told
the OIG that the tasks of vacant positions are assumed by the other staff, which
makes it difficult for employees to accomplish their own work. After we expressed
our concerns with these staffing issues, CCS began a concerted effort to adequately
staff RCDC I/11 and exceeded the 85 percent threshold from September 2014
through February 2015. CCS’ Vice President of Private Prisons told us that this
improvement was achieved by redesigning CCS’ recruiting system; hiring additional
staffing managers; renting apartments in Pecos, Texas for new employees; and
maintaining a presence at RCDC I/1l to monitor CCS’ staffing progress.

Vacancy Deductions

According to FAR 52.246-4(e), if any services do not conform with contract
requirements, the government may require the contractor to perform the services
again in conformity with contract requirements, at no increase in contract amount.
When the defects in services cannot be corrected by re-performance, the
government may reduce the contract price to reflect the reduced value of the
services performed. As previously described, one of the contract’s staffing
requirements stipulates that staffing levels shall not fall below a monthly
percentage threshold. We identified several instances where all medical vacancies
(not just vacancies over 120 day or more) were deducted because the overall
medical staffing levels were below the 85 percent threshold requirement that was
added to the contract.

From December 2010 through December 2013, the BOP issued
vacancy-related invoice deductions to RCDC I/11 totaling $1.34 million. A large
proportion of these deductions were due to RCDC I/1I's inadequate staffing of its
health services unit. Because RCDC I/11 consistently failed to achieve the
85 percent staffing requirement during this timeframe, all vacant health services
positions became subject to invoice deductions. The BOP was authorized to apply
these invoice deductions in accordance with FAR 52.246-4 and therefore “reduce[d]
the contract price to reflect the reduced value of the services performed.”

We found that the BOP calculated the value of health services vacancies
based on the minimum pay rates required by DOL-issued wage determinations
(DOL rate).®” This was noteworthy because CCS has throughout this contract paid
much of its RCDC I/11 workforce (especially its licensed vocational nurses (LVNS))
wages greater than DOL minimum levels.®® The BOP’s use of the DOL rate for

37 vacancy deductions for positions that were exempt from the SCA were calculated using the
base salary of the position listed in the contract’s technical proposal as well as an escalator based on
how much the Monthly Operating Price had increased for each year of the contract.

38 For example, in February 2013, CCS provided wages greater than the wage determination
requirement for approximately 19 of 28 FTE positions subject to the Service Contract Act. In
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deductions meant that CCS invoice deductions cost less than the higher market
value salaries it had been paying its health services personnel prior to their
departure. For example, in a May 2012 invoice, the BOP applied invoice deductions
for four LVN positions. Prior to their departure, these LVNs were earning hourly
wages of $24.00, $27.73, $27.58, and $28.78. However, the invoice deductions for
all four LVN positions would only be $15.86 per hour, which is the minimum DOL
rate. In this example, invoice deductions for LVNs were 34 to 45 percent less
costly than had these positions been filled.

BOP’s former Chief of Privatized Corrections Contracting told us he did not
believe that using the DOL rate was the best deduction basis to use, but believed it
was the most allowed by FAR. However, FAR 52.246-4 does not indicate the basis
for calculating a position’s “value of the services performed” and there is no
indication that it must be based on the DOL rate. On the contrary, we obtained
information indicating that the BOP had in the past calculated invoice deductions
using actual wages. During a February 2011 partnering meeting, BOP and GEO
Group officials disagreed on whether invoice deductions should be calculated based
on the DOL rate, the amounts used to price the contract’s offer amount, or the
current employee’s actual salary. According to the minutes of this meeting, GEO
Corporate officials stated that “When we pay above DOL rates to recruit medical
staff at remote locations, e.g., dentist at Reeves, and then take a vacancy reduction
at that same pay rate rather than the DOL rate if we lose the staff, then we are
dis-incented [sic] to do what we have to do salary-wise to initially recruit that
person.” The BOP responded that it was “neither trying to punish for vacancies nor
encourage windfall profits from vacancies. [The] BOP is seeking the value of the
service and sees market rates as the truest valuing of the service, e.g., actual
salary paid rather than DOL rates.” Despite the BOP’s stance in February 2011,
future vacancy-related invoice deductions at RCDC I/11 would be based on the lower
DOL rates. We also noted that BOP officials were unable to provide any further
documentation relating to this matter.

In an effort to quantify the financial impact of the different deduction
methods, we compared the LVN compensation (salaries, fringe benefits, and the
employers’ share for taxes) using the average cost per working hour based on
actual pay rates to LVN compensation using the average cost per vacant hour
based on DOL rates. This comparison, from 2011 through 2013, was based on CCS
payroll records; RCDC I/11 Staffing Strength Reports, which contains information on
LVN vacancies; and the prevailing wages and benefits for LVNs in Reeves County.
Further information on the methodology used for this analysis is detailed in
Appendix 1.

February 2014, CCS provided higher wages than what was required in that year’s wage determination
for 14 of 28 FTE positions.
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Table 8

Cost Differences between Deduction Methods
For LVN Positions from 2011 through 2013

AVG. COST ANNUAL
PER AVG. COST AVERAGE | ANNUAL COST
CosT
WORKING | PER VACANT NUMBER OF | LENGTH OF | DIFFERENCE
YEAR DIFFERENCE DIFFERENCE
HOUR HOUR VACANCIES VACANCY FOR EACH
FOR ALL
(IN HOURS) VACANCY VACANCIES
ACTUAL RATE | DOL RATE
2011 $38.31 $21.10 $17.21 7 767 $13,209 $ 92,466
2012 $37.05 $21.18 $15.87 9 728 $11,560 $104,043
2013 $35.68 $21.29 822 $11,835 $118,347

Source: CCS Payroll Documentation and the GEO Group Monthly Staffing Reports

As shown in Table 8, in 2011 the difference between the actual and DOL
hourly rates was $17.21 per hour. Using the average length of an LVN vacancy
(which in 2011 was 767 hours) we can surmise that had the BOP used actual pay
rates as a basis for its deductions, CCS would have had to pay $13,209 more in
total compensation per LVN position than had it used the DOL rate. Given that
there were 7 LVN vacancies during 2011, we concluded that CCS would have had to
pay $92,466 more in total compensation for 2011 had the BOP continued to use
actual rates as the basis for deductions.

We believe that market rates provide the best valuation of the services
offered and we do not believe that BOP’s current use of the DOL rate to calculate
invoice deductions at RCDC I/11 reflects the reduced value of the services
performed. As stated in the FAR, fixed price incentive contracts are to the
government’s advantage because the contractor has to “assume substantial cost
responsibility and an appropriate share of the cost risk.” The BOP’s use of the
lower DOL rate as its basis for deductions, instead of actual pay, essentially shifts
some of the contractor’s costs for failure to meet contractual staffing requirements
to the government. BOP’s Procurement Executive disagreed with the OIG’s
conclusion and responded that the FAR provides contracting officers the discretion
to issue invoice deductions. He also provided several decisions of the Armed
Services Board of Contract Appeals (ASBCA). The OIG agrees that the contracting
officer has the discretion to issue invoice deductions and is not limited to using
actual rates to calculate invoice deductions as long as he or she can demonstrate
the reasonableness of the amount deducted. In addition, while the ASBCA
decisions contain pertinent criteria applicable to this contract, they do not refute the
OIG’s conclusion that market rates provide the best valuation of the services
offered.®® Lastly, given CCS’ consistent staffing shortcomings since the 85 percent

39 The most pertinent ASBCA decision that the BOP referenced was titled, Appeal of Tamp
Corp., ASBCA No. 25766, 84-2 B.C.A. (1984), where the ASBCA concluded that the government’s rate
for invoice deductions “had not shown any relationship . . . [to] the actual cost of the unperformed
services, or their market value.” Unlike this ASBCA decision, the OIG is stating that the actual cost or
market value is the best valuation method.
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health services staffing threshold became effective in December 2010 as well as the
significant differences between the aforementioned deduction methods, we believe
there is the appearance of a potential financial incentive for CCS to accept less
costly monthly vacancy deductions rather than filling costlier positions at market
rates. Therefore, we recommend that the BOP review its vacancy deduction
methodology and consider the use of actual payroll information as a basis for
applying staffing-related reductions that reflect the reduced value of the services
performed in accordance with FAR 52.246-4(e).

Reeves County Contract Oversight and Monitoring

The OIG determined that RCDC I/11I's quality control program improved over
time and BOP onsite staff generally provided comprehensive monitoring and
oversight. However, we identified areas for improvement. Specifically, RCDC /11
needs to retain original quality control-related documentation as required by the
contract; fully document monitoring activities and complete corrective action plans
for significant deficiencies.

The BOP contract states that the contractor shall provide and maintain an
inspection system acceptable to the government covering the services under the
contract and that complete records of all inspection work performed shall be
maintained and made available to the government. In addition, FAR 52.246-4,
"Inspection of Services--Fixed Price" required that the contractor establish and
maintain a complete Quality Control Program (QCP) acceptable to the Contracting
Officer to ensure the requirements of this contract are provided as specified. The
QCP is intended to identify deficiencies in the quality of services and implement
corrective action before the level of performance becomes unsatisfactory.

The BOP’s Quality Assurance Program (QAP) was developed to monitor the
quality of the contractor’s services, and is based on the premise that the contractor
is responsible for management and quality control actions to meet the terms of the
contract. The BOP adopted the American Correctional Association standards (ACA)
and further augmented with BOP policy.*

The ACA conducted three audits during the scope of this audit. Reeves
County received ACA accreditation in January 2009, reaccreditation in
January 2012, and was recently audited in October 2014 for reaccreditation. The
Joint Commission conducted evaluations of Reeves County’s compliance with
Ambulatory Health Care standards and provided the County accreditation in
January 2009 and reaccreditation in December 2011. The Joint Commission
recently reviewed the contractor for reaccreditation in December 2014.*

40 The ACA develops national standards and an accreditation process that address services,
programs, and operations essential to effective correctional management.

41 The Joint Commission was previously known as The Joint Commission on Accreditation of
Healthcare Organizations.
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BOP Oversight and Monitoring Responsibilities

The BOP’s oversight and monitoring responsibilities are performed primarily
by staff within the BOP’s Program Review Division (PRD) and Correctional Programs
Division (CPD). The PRD conducts reviews of all BOP programs to examine
compliance with laws, rules, regulations and policy. In addition, PRD examines the
adequacy of controls, efficiency of operations, and effectiveness in achieving
program results. The CPD provides daily operational oversight of institution
correctional services. CPD staff conducts daily on-site monitoring and oversight of
contractor operations to ensure compliance. In practice, both divisions collaborate
to ensure consistent and sound practices are applied in the management and
oversight of BOP contracts. Further detail on the specific PRD and CPD components
involved in this contract are described below.

Contract Facility Monitoring Branch

The Contract Facility Monitoring (CFM) Branch within the PRD consists of a
team of subject matter experts (SME) responsible for conducting routine and
ad-hoc on-site monitoring at secure adult correctional contract facilities to ensure
the government receives high quality, competent services. The CFM Branch staff
also serves as a SME for issues related to the contractor’s policy and procedures.
To assess contractor compliance with the contract’s performance requirements, the
CFM Branch staff conducts program reviews by inspecting performance, testing the
adequacy of the internal controls, and assessing the risks for program and
administrative areas. The CFM Branch staff’s review guidelines are based on
specific contract requirements and professional guidelines referenced in the
contract, applicable BOP policy, and other appropriate criteria within the contract’s
scope of work.

The CFM Branch staff conducted 9 reviews of the RCDC I/1l's operations from
January 2009 through November 2014 and reported 119 instances of non-
compliance. We reviewed each report and determined that the reviews identified
100 deficiencies, 13 repeat deficiencies, 4 repeat-repeat deficiencies, 1 repeat-
repeat-repeat deficiency, and 1 significant finding.*? Additional information
concerning the CFM Branch staff’'s reported findings can be viewed in Table 9.

42 Deficiencies generally reflect a deviation from policy, a weakness in internal controls, or
non-compliance with an ACA standard. Repeat deficiencies are the result of failed internal controls
that were developed to correct a noted deficiency. Significant Findings are generally comprised of a
series of related deficiencies that, taken together, constitute a failure of the program component. It
can also be caused by a single event that results in a program failure.
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Table 9

CFM Review and Results

DATE CFM REVIEW REPEAT ZX £28 SIGNIFICANT
CONDUCTED DEFICIENCIES DEFICIENCIES REPEAT REPEAT FINDINGS
DEFICIENCIES | DEFICIENCIES

JANUARY 2009 16 2 1 0 0
JuLy 2009 13 1 0 0
JANUARY 2010 19 1 0 0 0
JuLy 2010 10 2 0 0 0
DECEMBER 2010 4 4 1 0 1
NOVEMBER 2011 10 0 1 0 0
NovEMBER 2012 15 0 0 1 0
NOVEMBER 2013 9 0 0 0 0
NoveEMBER 2014 4 1 0 0 0

TOTALS 13 4 1 1

Source: BOP

The significant finding reported in December 2010 was the most serious non-
compliance, and was related to the delivery of quality medical care within the
RCDC I/11 infectious disease clinics. We determined that based on a follow up
review in April 2011, the BOP did conduct adequate monitoring and oversight for
th