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EXECUTIVE SUMMARY

The Office of Inspector General (OIG) conducted a performance audit of the New Orleans
Aviation Board’s (NOAB) contract payment process. This performance audit was conducted to
determine if the NOAB had controls in place to prevent and detect fraud, waste and abuse
related to contract payments and to test whether these controls were operating effectively.
During a review of all NOAB contracts, it was discovered that multiple maintenance and
professional service contracts had been operating on a month-to-month basis from between
two to eight years.

The audit revealed that improper payments were made in seven of the ten contracts reviewed.
This occurred because the invoices for month-to-month contracts were not properly reviewed
by the NOAB prior to payments. The auditors also noted the following:

% The NOAB did not rebid contracts after expiration which resulted in contracts operating
on a month-to-month basis.

Labor rates were not in compliance with the original contracts on various invoices.
Invoices did not include adequate supporting documentation.

Invoices were not properly approved by the Board of Directors.

R/ R/ R/
R X X R X4

Contracts selected for testing were operating on a month-to-month basis prior to and during
the current NOAB administration’. The current NOAB administration discovered and
eliminated numerous procurement arrangements during our test period that did not serve in
the best interest of the airport and the citizens of New Orleans.

During the period we conducted testing, the NOAB solicited and awarded new contracts for
many of its month-to-month contracts, including contracts selected for testing. The NOAB also
re-negotiated or terminated many contracts which resulted in a reported $25 million in savings.

The NOAB has made great improvements under the current administration, including rebidding
or cancelling over 100 month-to-month contracts, including those selected for testing in this
report. Full implementation of the recommendations in this audit report, some of which were
adopted subsequent to our testing should improve the NOAB’s accountability for contract
compliance and monitoring and reduce the opportunity for fraud, waste and abuse.

Note: All responses from the NOAB in the body of this report are direct statements and have not
been modified.

! The current Director of Aviation was appointed on April 21, 2010 and took office on May 24, 2010.
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|. OBJECTIVES, SCOPE, AND METHODOLOGY

The objective of the audit was to gain an understanding of the NOAB’s management control
structure over contract payments, as well as its policies, procedures, and practices applicable to
the contract payments. The audit also assessed and evaluated the effectiveness of controls to
prevent and detect improper contract payments, as well as evaluate the controls related to
month-to-month contracts operating from May 1, 2001 through June 30, 2012.

This performance audit was conducted in accordance with the Principles and Standards for
Offices of Inspector General (the Green Book) and Generally Accepted Governmental Auditing
Standards (GAGAS of the “Yellow Book”).

To accomplish the objectives, the auditors:

1. Conducted interviews with NOAB employees to gain an understanding of the
controls involved in the procurement process as well as the monitoring of contracts;

2. Obtained an understanding of NOAB policies and controls in place for the contract
payment process;

3. Obtained the complete listing of NOAB contracts operating on a month-to-month
basis;

4. Selected ten contracts from the listing obtained in # 3 and performed the following:

a. Downloaded all payables transactions from the NOAB’s Ross System” from
January 1, 2000 through June 30, 2012;

b. Obtained all invoices related to the ten contracts selected for testing from
the date that the original contract expired through June 2012, based on the
information provided by the Ross System;

c. Compared each invoice to its corresponding purchase order issued by the
City of New Orleans® for agreement;

d. Compared purchase orders to the corresponding NOAB Board approval for
agreement;

e. Reviewed all invoices for reasonableness and supporting documentation;
Recalculated all invoices selected; and

g. Compared rates per the invoice to the rates in the original contract for
agreement.

A finding indicates a material or significant* weakness in controls or compliance that was not
detected or corrected by the NOAB in the normal course of performing its duties.

% ROSS is a central accounting system which includes, but is not limited to, the general ledger, accounts payable, accounts
receivable, and the purchase order subsystem.
® The NOAB uses the City’s procurement system to obtain purchase orders.
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Findings in a performance audit can be any one or a combination of the following:

1. Significant deficiencies in internal control,

2. Fraud and illegal acts,

3. Violations of contracts and grant agreements, and/or
4. Abuse.

The audit included findings, observations, recommendations and conclusions relating to the
controls in place over month-to-month contracts.

Computer-processed data was provided and relied on during testing, which provided
information on the NOAB’s payables for the period of the audit. Although a formal reliability
assessment of the computer-processed data was not performed, the auditors determined that
hard copy documents were reasonable and generally agreed with the information contained in
the computer-processed data. No errors were found that would preclude us from using the
computer-processed data to meet the audit’s objectives or that would change the conclusions
of this report.

|H

4 Significance is a “judgment call” by the auditor and is usually based upon the frequency and magnitude of the deficiency.
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I[I. INTRODUCTION

The Louis Armstrong New Orleans International Airport is a proprietary component unit, a
legally separate organization for which the City is financially accountable, of the City of New
Orleans, Louisiana. The New Orleans Aviation Board was established in 1943 to provide for the
operation and maintenance of the Airport. The Aviation Board consists of nine members
appointed by the Mayor of New Orleans with the approval of the New Orleans City Council.
Two of the nine members consist of a St. Charles Parish Representative and a Kenner
Representative; the City of Kenner and the Parish of St. Charles each have input as to the
selection of one board member. The Board members serve for five years without
compensation.

The NOAB represents the City in all aviation matters in consultation with state, national, and
international government agencies.

During the NOAB’s financial statement audit for the year ended December 31, 2011°, external
auditors found that “the Airport does not have signed, formalized documentation for contracts
and/or amendments with seven contracting parties on capital projects...” The audit also found
that the Airport regularly began capital projects without signed documentation for contracts
and/or amendments. Due to the large amount of money that the New Orleans International
Airport expends each year and the potential for abuse of the procurement and contracting
function, the need for formalized documentation for contracts is vital.

Improper vendor payments are a constant area of concern in government. In October 1999, the
GAO issued a report entitled, “Increased Attention Needed to Prevent Billions in Improper
Payments.”® This report defined improper payments as “...payments made for unauthorized
purposes or excessive amounts, such as overpayments to program recipients or contractors and
vendors.” The report further stated that “improper payments can result from incomplete or
inaccurate data used to make payment decisions, insufficient monitoring and oversight, or
other deficiencies in agency information systems and weaknesses in internal control.”

® Louis Armstrong New Orleans International Airport Financial Statements and Supplemental Schedules; December 31, 2011
and 2010. Issued by Postlethwaite & Netterville on August 22, 2012. http://www.lla.la.gov/reports_data/

® United States General Accounting Office, Report to the Chairman, Committee on Governmental Affairs, U.S. Senate, October
1999, “Financial Management- Increased Attention Needed to Prevent Billions in Improper Payments,” Report No. GAO-00-10.
WWW.ga0.gov.
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1. MONTH-TO-MONTH CONTRACT FINDINGS

Finding # 1:

Background: As of December 21, 2011, the NOAB had twenty-four contracts operating on a
month-to-month basis. Some of these contracts dated back as far as 2001. Standard contract
terms’ stated that a contract would continue to operate under the terms set forth in the
original agreement on a month-to-month basis until a new contract was initiated. Contracts
were allowed to operate on a month-to-month basis for periods ranging from two to eight
years.

Condition: The NOAB allowed contracts to operate on a month-to-month basis for extended
periods of two to eight years.

Cause: The NOAB did not solicit bids after contracts expired, thereby effectively eliminating
competition.

Criteria: Per the Louisiana Legislative Auditor Best Practices for Contracting Out Services “a
competitive atmosphere would ensure that fees paid for services are cost-effective.”

Effect: The NOAB failed to solicit bids or proposals on expired contracts and exposed the
Airport to possible violations of contract terms, scope, and conditions. In addition, the month-
to-month contracts restricted the competitive environment at the Airport.

Recommendation: The NOAB should begin the bid solicitation process prior to the expiration
of an existing contract, and it should verify that contracts are re-bid in a timely manner. NOAB
internal policies and contracts should include a provision for the maximum duration of a
month-to month contract.

NOAB’s Comment: “Concur. The Director identified that the lack of personnel resulting in loss of
operational control in his 100-day report in September 2010. Once staff was retained, the
Airport began situating all contracts. By December 2012, the Airport competitively bid all former
month-to-month contracts. The Airport situated 153 contracts by 2013, except limousine
services, parking garage management, business center and luggage cart for the reasons
discussed below. The Airport now monitors contracts to insure that they are renewed, as may be
allowed by the terms of the contract, or new contract procured in a timely manner.

The parking garage and limousine public solicitations each received one proposal and business
center and luggage cart public solicitations received no response. Business center and luggage
cart were both re-advertised and responses were received in May 2013. The Board awarded
both of these contracts and negotiations are ongoing.

7 0IG obtained a standard contract. Based on that review, NOAB’s standard contract terms under Term of Contract included the
following verbiage: “After expiration of the term of this Contract, the Board, in its sole discretion, may extend this Contract on
a month to month basis, on the same terms and conditions as contained herein.”
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The limousine service contract was re-advertised in July 2013 and two (2) submittals were
received. A recommendation to the Board is scheduled for the September 2013 meeting. The
parking garage management solicitation is currently being re-advertised with submittals due on
October 23, 2013.”

Finding # 2:
Background: NOAB contracts included a rate sheet that documented agreed-upon labor rates
for services performed.

Condition: The NOAB approved the payment of invoices that used labor rates that were in non-
compliance with the agreed-upon labor rates in the contract terms.

Cause: The NOAB did not verify that the invoices submitted by Chiller Specialties, Schindler
Elevator and Metro-Source were in compliance with the agreed upon labor rates in the
contract.

Criteria: “Control activities’ are an integral part of an entity’s planning, implementing,
reviewing, and accountability for stewardship of government resources and achieving effective
results.”*® A thorough review of invoices prior to payment is an example of a control activity.

Effect: Invoices in excess of $2 million'* included labor rates that were not in compliance with
the original contract as outlined below:
1) Chiller Specialties: The labor rates in fourteen of the twenty-two invoices tested (64%)

did not agree to the labor rates in the contract. Of the $621,823 of invoices tested, the
invoices that contained exceptions totaled $414,605.

2) Metro-Source: The labor rates in sixty of the sixty-six invoices tested (91%) were not in
compliance with the contract terms. Of the $1,870,430 of invoices tested, the invoices
that contained exceptions totaled $1,699,358.

3) Schindler Elevator:'* The labor rates in all thirty-one invoices tested (100%) were not in
compliance with the contract terms. The calculation to determine the regular and
overtime labor rates in all thirty-one invoices tested (totaling $368,195) also varied by
invoice.

8 olG performed a detailed review of the invoices for all vendors selected for testing.

° According to the U.S. Government Accountability Office (GAO) Standards for Internal Control, GAO established five standards
which “...define the minimum level of quality acceptable for internal control in the government and provide the basis against
which internal control is to be evaluated.” The third of these five standards is control activities which “...are the policies,
procedures, techniques, and mechanisms that enforce management’s directives... They help ensure that actions are taken to
address risks.

1% General Accounting Office (July 2007 Revision). Government Auditing Standards Sec. 8.14 et seq. United States Government
Accountability Office by the Comptroller General of the United States. www.gao.gov.

" 0IG was unable to determine the total difference between what was invoiced and the contracted rates due to lack of
supporting documentation.

12 |nvoices for Schindler Elevator were not detail reviewed or clerically tested by NOAB. Instead, the NOAB performed a high-
level review for reasonableness before approving the invoice for payment.
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Table 1: Invoices Paid with Contractual Labor Rate Errors

Chiller Metro-Source™ Schindler Total Labor-
Specialties Elevator™ rate Errors
# of Invoices w/ Labor 14 60 31
rate Errors (A)
Total # of Invoices 22 66 31
Reviewed (B)
% of Invoices w/ Labor- 64% 91% 100%
rate errors (A)/(B)
Total $ Amount of $414,605 $1,699,358 $368,195 $2,482,158
Invoices w/ Labor-rate
Errors

Recommendation: The NOAB should review each invoice and verify that labor rates are in
accordance with the contract before payment is made.

NOAB’s Comment: “Concur. Staff is now required to review each invoice against the
corresponding contract for compliance with contract terms. Rates and scope outside of the
contract are rejected. There are now multiple levels of review in place including the
Maintenance Contract Manager and the Department representative. Please see the attached
Maintenance Contract Invoice Processing Procedure.”

Finding # 3:

Background: The OIG reviewed invoices submitted by ten contractors. TMG Consulting, River
Parish Disposal, Joseph Electric, and Airport Bridge Company invoices had exceptions as
described below.

Condition: The NOAB approved payment for invoices that lacked proper support and
documentation.

Cause: The NOAB approved payment for invoices without verifying that the services were
performed and expenses were incurred.

Criteria: According to the U.S. Government Accountability Office (GAO), improper payments are
defined as payments that, “..include inadvertent errors, such as duplicate payments and
calculation errors; payments for unsupported or inadequately supported claims; payments for
services not rendered or to ineligible beneficiaries; and payments resulting from outright fraud
and abuse.”"

'3 Vendor awarded new contract on February 18, 2013. Refer to Appendix 2.

% Vendor awarded new contract on February 18, 2013. Refer to Appendix 2.

!5 United States General Accounting Office, Report to the Chairman, Committee on Governmental Affairs, U.S. Senate, October
2000, “Financial Management- Billions in Improper Payments Continue to Require Attention,” Report No. GAO-01-44.
WWW.ga0.gov.
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Effect: Of the twenty-five invoices tested for TMG Consulting, ten (40%) of the invoices were
paid without proper support or documentation. The amount of invoices paid without proper
support or documentation totaled $1,573,565.

Of the thirty-four invoices tested for River Parish Disposal, nineteen (56%) of the invoices were
paid without proper support or documentation. The amount of invoices paid without proper
support or documentation totaled $383,958.

Of the forty-four invoices tested for Joseph Electric, four (9%) of the invoices were paid without
proper support or documentation. The amount of invoices paid without proper support or
documentation totaled $62,253.

Of the forty-six invoices tested for Airport Bridge Company, seven (15%) of the invoices were
paid without proper support or documentation. The amount of invoices paid without proper
support or documentation totaled $379,406.

Payments for these contracts were made based solely on the invoice submitted, which
provided no detail or synopsis of the work performed. (See Table 2).

Table 2: Number of Invoices Approved without Adequate Supporting Documentation
River TMG Joseph Airport Total $ Paid
Parish  Consulting”  Electric Bridge Co. w/o

Disposa Documentation

# Invoices w/out 19 10 4 7
Sufficient Supporting
Documentation (A)

116

Total Invoices Reviewed 34 25 44 46
(B)

% Invoices w/out 56% 40% 9% 15%
Sufficient Supporting

Documentation[(A)/(B)]

Invoice $ w/out Sufficient | $383 958 | $1,573,565 $62,253 $379,406 $2,399,182

Supporting Documentation

Recommendation: The NOAB should require each vendor to submit adequate supporting
documentation with each invoice in order to receive payment. The NOAB should review and
only approve invoices with adequate supporting documentation.

'8 vendor awarded new contract on May 7, 2012. Refer to Appendix 2.
7 vendor awarded new contract on April 12, 2012. Refer to Appendix 2.
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NOAB’s Comment: “Concur. The Airport requires each vendor submit supporting documentation
for each invoice. If at any time, a member of the staff does not believe the supporting
documentation is adequate, the invoice will be returned to the vendor for clarification and
additional supporting documentation. Invoices will not be processed unless adequate supporting
documentation is included. Please see the attached Maintenance Contract Invoice Processing
Procedure.”

Finding # 4:
Condition: Capital Project invoices greater than $15,000 were paid without proper approval by
the Board of Directors.

Cause: The NOAB did not follow its policy which required Board approval for Capital Project
invoices greater than $15,000 prior to payment.

Criteria: Per Rule 15d of the NOAB Rules and Procedures of the Committees, Board Approval
was required for all invoices greater than $15,000.

Effect: The Board did not approve two of the forty-four invoices tested (5%) for Joseph Electric
and nine of forty-six (20%) for Airport Bridge Company. The amount of invoices paid without

proper Board approval totaled $67,359 and $370,947, respectively. See Table 3 below.

Table 3: Capital Project Invoices Greater than $15,000 Lacking Board Approval

Joseph Electric Airport Bridge Total $ Lacking
Company Board Approval
$ Amount of Capital Project $67,359 $370,947 $438,306
Invoices Lacking Required
Board Approval
# Capital Project Invoices 2 9
Lacking Required Board
Approval (A)
# Capital project invoices 44 46
tested (B)
% of Capital Project Invoices 5% 20%
Lacking Required Board
Approval [(A)/(B)]

Recommendation: The NOAB should enforce its policy that requires approval from the Board
prior to payment for all Capital Project invoices greater than $15,000.

NOAB’s Comments: “Concur. The cited examples in the Audit took place during the period from
November 2005 until June 2010, which is before the new management got involved. Capital
investments exceeding 515,000 are now brought to the Board for approval and ratification.”
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IV. MONTH-TO-MONTH CONTRACT OBSERVATION

Observation #1:

Background: The NOAB contracted with The Mumphrey Group, Inc. (DBA “TMG Consulting”) to
perform maintenance contract oversight and consulting. TMG Consulting was responsible for
preparing and updating the Airport’s Capital Facilities Program, including project descriptions,
schedules and financing plans.”

The invoices submitted by TMG provided little detail of the services provided (See Finding #3)
for the multi-year contract, which was in excess of $1 million per year.

Certain parts of the TMG’s services to the NOAB could have been performed by NOAB staff.

Per Louisiana Legislative Auditor Best Practices, “a cost/benefit analysis for all service

contracted out should be done before considering contracting and before existing contracts are
718

renewed.

The NOAB should document its rationale for entering into outsourced maintenance and service
contracts.

NOAB’s Comments: “Concur with comments. The Airport in terms of deciding the prudency of
outsourcing work considers many factors. The factors include if it is prudent to engage a person
to perform the task and will it take up a 40 hour work week, the limitations of New Orleans Civil
Service in providing the appropriate workforce for the job, and business risk. Examples include
bringing in-house many aspects of landscaping work that formerly cost the Airport over
5$500,000 and now the contract is for 5154,000; and the former management of the work order
system and maintenance contracts processing was outsourced to The Mumphrey Group costing
the Airport over 5674,000, it is now being performed by in-house staff as part of their other
work duties and assignments. Another factor considered is business continuity risk to the
airlines. For example, it would not be prudent for the Airport to assume in-house responsibility
for maintenance of jet bridges or baggage belts. If there were failures of these devices and
equipment, it can lead to impact to the airlines and lost revenue for missed/delayed flights and
claims by ticket holders that could potentially file claims against the Airport.

While the Airport has taken on more responsibilities, its Operation and Maintenance budget has
decreased by the millions.

As a response to this Observation, please also see response to Finding #3 for new procedures on
details required for invoices.”

OIG Comment: The Mumphrey Group (TMG consulting) was re-contracted to perform other
services for the Airport in April of 2013.

'8 | ouisiana Legislative Auditor “Contracting Out Services”: http://www.lla.state.la.us/userfiles/file/contractingout.pdf.
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V. CONCLUSION

The audit revealed that prior to 2012, the ten contracts tested operated on a month-to-month
basis. See Table 3 in the Appendix for the effective dates of the ten contracts, two of which
were not renewed.

The audit also revealed that the invoices contained materials and labor rates that were not in
accordance with the original terms of the contract and invoices were either paid without proper
approval or paid without proper support and documentation.

By developing policies and procedures that require sufficient supporting documentation and
proper approval prior to payment of invoices, the risk of paying vendors for services rendered
outside of the contract terms or rates that are not in compliance with contract terms are
minimized.

Full implementation of the recommendations in this audit report, some of which were adopted
subsequent to our testing should improve the NOAB’s accountability for contract compliance
and monitoring and reduce the opportunity for fraud, waste and abuse.

Management asserted that all expired and month-to-month contracts were awarded a new
contract as of February 2013, except those mentioned in NOAB comments to Finding # 1. (See
unaudited Table 3 in Appendix). Management has also asserted that the proper approvals and
supporting documentation are now required prior to payment of an invoice; however the
asserted resolution date was after our scope period.

The OIG will conduct a follow-up review to test the resolutions stated in the NOAB Comments
in this report. See the Schedule of Contract Cancellation Notices at Appendix Table 3
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VI. APPENDIX

Appendix Table 1: Month-to-Month Contracts Tested

Contract

Original Contract Expiration

Month-to-Month

Expenditures from Contract

Expiration Date to
June 30, 2012

Airport Bridge Company April 30, 2004 $3,394,626
River Parish Disposal* October 31, 2004 $1,515,562
Kone Elevator September 30, 2005 $339,963
Schindler Elevator* September 30, 2005 $896,949
Metro-Source* November 30, 2006 $1,870,430
TMG Consulting* November 30, 2006 $7,937,900
Chiller Specialties* November 30, 2007 $1,430,698
Joseph Electric December 8, 2008 $598,053
Affordable Fence Company May 14, 2010 $153,871
SimplexGrinnell January 31, 2011 $488,669

Total Expenditures $18,626,721

*These vendors were awarded new service and maintenance contracts.

9 contract expiration date is the date that the original contract expired and the contract began operating on a month-to-month

basis.
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Appendix Table 2: Total $ of Findings per Contract

| i ital Proj Total
Total $ Amount of ) nvmc_esr w/out Capita F roject _ o’fa
Contract . Sufficient Invoices Findings
Invoices w/ . .
Supporting Lacking Board per
Labor-rate Errors .
Finding # 2 Documentation Approval Contract
g Finding # 3 Finding # 4
Airport Bridge Co. $379,406 $370,947 $750,353
Chiller Specialties $414,605 $414,605
Joseph Electric $62,253 $67,359 $129,612
Metro-Source* $1,699,358 $1,699,358
River Parish* $383,958 $383,958
Schindler Elevator* $368,195 $368,195
TMG Consulting* $1,573,565 $1,573,565
Totals $2,482,158 $2,399,182 $438,306 $5,319,636

*These vendors were awarded new service and maintenance contracts.
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Appendix Table 3: Unaudited Schedule of Month-to-Month Contract Cancellations and Newly

Month-to-Month

Contract

Awarded Contracts®®

Contract
Termination Date

Solicitation Date for
New Contract

Effective Date of
Awarded Contract

Affordable Fence Co.

August 31, 2012

Contract not rebid.

N/A

Airport Bridge Co.*

April 30, 2013

October 19, 2012

January 23, 2013

Chiller Specialties

April 30, 2013

October 19, 2012

January 23, 2013

Joseph Electric

June 30, 2012

Contract not rebid.

N/A

Kone Elevator

March 31, 2013

October 21, 2012

February 18, 2013

Metro-Source February 17, 2013 October 10, 2012 February 18, 2013
River Parish Disposal May 6, 2012 September 21, 2011 May 7, 2012

Schindler Elevator March 31, 2013 October 21, 2012 February 18, 2013
SimplexGrinnell May 31, 2012 September 21, 2011 May 7, 2012

TMG Consulting®?

April 11, 2012

July 7, 2011

April 12, 2013

1 Contract for service was combined into one solicitation with Chiller Specialties. These contracts will be reviewed in the

follow-up audit at the end of 2013.
22 TMG contract was renewed because of the institutional knowledge they possess.
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VIl. OFFICIAL NOAB COMMENTS

City Code Ordinance 2-1120 section (8)(b) “Prior to concluding an audit or evaluation report,
which contains findings as to the person or entity which is the subject of the audit or
evaluation, the Office of Inspector General shall provide the affected person or entity with an
Internal Review Copy of the report. Such person or entity shall have 30 days from the
transmittal date of the report to submit a written explanation or rebuttal of the findings before
the report is finalized, and such timely submitted written explanation or rebuttal shall be
attached to the finalized report.”

An Internal Review Copy of this report was distributed to the NOAB on August 26, 2013 to
provide an opportunity to comment on the report prior to the public release of this Final
Report. The comments were due September 25, 2013 and received on September 24, 2013. The
NOAB’s comments are included in the body of this report below each finding and in its entirety
behind this Section.
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