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Dear Ms. McLean:

This report contains the results of the Department of the Auditor General’s performance
audit of the Port Authority of Allegheny County. The Second Class County Port Authority
Act requires that we conduct a performance audit of the Port Authority at least once every
four years, and this report covers the period from July 1, 2007, through December 31,
2012. We completed the audit in accordance with generally accepted government auditing
standards as issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our audit objectives.
We believe that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

The audit objectives focused on the following areas: (1) capital projects funding,
including, but not limited to, the issuance of bonds and debt service payments; (2)
governance structure, including but not limited to, the board composition; (3) contract
procurement and monitoring processes; and (4) review of service routes, planning, and
scheduling process. We also conducted an analysis of Port Authority’s revenue and
expenditures and determined the status of the implementation of the recommendations
presented in our report dated December 3, 2007.



We found that Port Authority made significant improvements in its operations since our
previous audit. Most notably, the agency took several actions to address the rising pension
and post-employment health care costs, and we discuss those actions in the two
observations in this report. On another positive note, we found that the Port Authority
appropriately used its Public Transportation Assistance Fund allocations to pay debt
obligations.

We also found that the Port Authority had to make changes to its service routes during our
audit period. We reviewed the planning and evaluation process for the changes and
determined that the Port Authority implemented the changes after an extensive system-
wide review and analysis of all service routes. We also found that the Port Authority
provided several opportunities for public input before the final decisions were made.

While we were encouraged to see the positive steps taken by the Port Authority, the audit
revealed areas for improvement in the agency’s procurement process. Specifically, we
found that the Port Authority did not consistently comply with requirements regarding
debarment and suspension of contractors and subcontractors. We also found a sole source
contract that was not properly approved, and another contract that was not properly
advertised. In addition, we found some instances where the Port Authority made
questionable decisions when procuring some goods and services, and other instances where
the agency’s failure to adequately prepare bid proposals resulted in large change orders that
significantly increased the costs of the contracts.

Finally, we found several deficiencies related to the Port Authority’s relocation policy. We
noted $4,300 of expenses that were paid twice; two instances where the agency’s failure to
adhere to its relocation policy cost it nearly $5,000; and one employee was reimbursed
more than $28,000 for relocation costs.

We made ten recommendations in this report to address the issues we identified.
Implementation of these recommendations is critical to ensuring that the Port Authority
adheres to all required procurement policies and procedures and eliminates unnecessary
contract expenses and/or the potential for fraud, waste, and abuse.

We want to thank Port Authority officials and staff for the cooperation extended to the
audit team throughout the engagement.

Sincerely,

—7
&Dyf""*—j%{f (/‘ = ,’ '-*'“)/“'V"\\\—‘

Eugene A. DePasquale
Auditor General

cc: Chairman and Board of Directors, Port Authority of Allegheny County



A Performance Audit

Port Authority of Allegheny County

Page i

Table
of
Contents

Executive Summary

Introduction and Background

Finding One — The Port Authority did not comply with
its own procurement requirements and did not
implement FTA recommendations when awarding
contracts.

Recommendations

Finding Two — The Port Authority made questionable
decisions regarding some of its contracts.

Recommendations

Finding Three — The Port Authority failed to
adequately prepare contract bid proposals for two
contracts, which led to change orders that significantly
increased the cost of each contract and possibly
resulted in other vendors not submitting bids.

Recommendation

Finding Four — The Port Authority paid excessive
relocation expenses of more than $28,000 to one
employee and failed to properly adhere to its relocation
policy for two other employees, which cost the Port
Authority nearly $5,000.

Recommendations

Finding Five — The Port Authority effectively planned
and implemented its 2010 and 2011 changes to service
routes, and it solicited and incorporated public input
when making changes to service routes.

Finding Six — The Port Authority appropriately used
annual Public Transportation Assistance Fund
allocations to pay debt obligations.

Observation One — The Port Authority has taken
numerous actions to address its pension obligations;
however, the generous benefits of the past continue to
require significant payments from the Port Authority.

i1

13

14

20

21

24

25

30

31

35

39



Page ii

A Performance Audit

Port Authority of Allegheny County

Observation Two — The Port Authority reduced post-
employment health care benefits for new employees,
but it will take years for this legacy cost to decrease
since the Port Authority is obligated to pay current
retirees for the generous benefits provided in the past.

Status of Findings from Prior Report
Appendix A — Objectives, Scope, and Methodology

Appendix B — Ridership Statistics of the Port
Authority of Allegheny County

Appendix C — Organization Chart of the Port
Authority of Allegheny County

Appendix D — Statements of Revenues, Expenses, and
Changes in Net Position, Fiscal Years 2011-12 and
2012-13, of the Port Authority of Allegheny County

Response from Port Authority of Allegheny County

Audit Report Distribution List

46

50
64

70

71

72

92



A Performance Audit Page iii

Port Authority of Allegheny County

Executive
Summary

The Second Class County Port Authority Act requires the
Department of the Auditor General to conduct a performance
audit of the Port Authority of Allegheny County (Port
Authority) at least once every four years.! This audit covered
the period of July 1, 2007, through December 31, 2012, unless
noted otherwise. (Additional information on the audit scope,
as well as the audit objectives and methodology can be found
in Appendix A.)

During this audit we found that the Port Authority has taken
several actions in the last few years to increase revenues,
reduce expenses, and improve its effectiveness and efficiency
in operations. Specifically, we note the following in this
report:

» The Port Authority has taken numerous actions to
address its pension obligations, which resulted in the
2012 pension contribution payment being 34 percent
lower in 2012 than in the prior year. (See Observation
One beginning on page 39.)

» The Port Authority reduced post-employment health
care benefits for new employees in an effort to reduce
the costs associated with those benefits; for example,
new hires in the ATU bargaining unit receive a
maximum of three years health care at retirement,
effective August 2012. (See Observation Two
beginning on page 46.)

» The Port Authority effectively planned and
implemented its 2010 and 2011 changes to service
routes and solicited and incorporated public input when
making changes to service routes. (See Finding Five
beginning on page 31.)

» The Port Authority appropriately used annual Public
Transportation Assistance Fund allocations to pay debt
obligations. (See Finding Six beginning on page 35.)

» The Port Authority implemented the recommendations
made in our December 2007 performance audit; in this
report, we focused on the changes the Port Authority
made to eliminate excessive benefits. (See the Status of
Findings from Prior Report beginning on page 50.)

' See Chapter 17 (relating to Second Class County Port Authorities) of Title 55 (Navigation) of the
Pennsylvania Statutes, 55 P.S. § 553.2(a)(1).
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While we are pleased to report on the positive actions taken by
the Port Authority, we also identified some procurement
process issues and have made several recommendations for
improvement. The dollar value of the issues identified may not
be material, however, the implementation of our
recommendations is critical to ensure that the Port Authority
follows all required policies and procedures for procuring
goods and services and eliminates unnecessary contract
expenses and/or the potential for fraud, waste, and abuse. With
regard to procurement, we found the following:

» The Port Authority did not implement FTA
recommendations and did not comply with its own
procurement requirements, including those related to
subcontractor debarment and suspension certification,
subcontractor lobbying certification, sole source
approval, and public advertisement when awarding
some of its contracts. (See Finding One beginning on

page 6.)

» The Port Authority made questionable decisions
regarding some contracts, including automatic
extensions without price comparisons and inadequate
communication among departments before renewing
contracts. (See Finding Two beginning on page 14.)

» The Port Authority failed to adequately prepare contract
bid proposals for two contracts, leading to change
orders that significantly increased the cost of each
contract and possibly resulted in other vendors not
submitting bids. (See Finding Three beginning on
page 21.)

Additionally, during this audit we found that the Port Authority
implemented a relocation policy in November 2007 in response
to one of the recommendations made in our December 2007
audit. However, we found the following issues related to that
policy:

» The Port Authority paid relocation expenses of more
than $28,000 to one employee and failed to properly
adhere to its relocation policy for two other employees,
which cost the Port Authority nearly $5,000. (See
Finding Four beginning on page 25.)
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In its written response to the audit, Port Authority
acknowledged the issues we found. Agency officials stated
that the Port Authority would take action to implement our
recommendations. (See page 73 for the Port Authority’s entire
response.) We will follow up with the Port Authority in our
next quadrennial performance audit to determine the extent to
which the Port Authority actually implemented our
recommendations.

In the meantime, we are encouraged to see the improvements
the Port Authority made over the past five years. With its
pledge to implement the recommendations made in this report,
the Port Authority continues to take positive steps in moving
the agency forward.
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Introduction
and
Background

The Port Authority
served approximately
63.9 million
passengers in 2013.

In 1956, the act known as the “Second Class County Port
Authority Act™ (Act) required the establishment of the Port
Authority of Allegheny County (Port Authority). One of the
primary intentions of the Act in establishing the Port Authority
was to improve and develop the port districts along the rivers
within Allegheny County.

The Pennsylvania General Assembly amended the Act in 1959
to allow the Port Authority to acquire privately-owned transit
facilities and to own and operate a public system of mass
transit. The Port Authority began its mass transit operations on
March 1, 1964, with the consolidation of 33 private transit
carriers.

The Port Authority, which is the second largest public
transportation system in the state, provides transportation
services within the City of Pittsburgh, all of Allegheny County,
and into portions of neighboring Beaver and Westmoreland
counties.

The Port Authority’s transit network includes fixed route bus
service, a light rail system, and the Monongahela and
Duquesne Inclines. The Port Authority also provides
ACCESS, which is a coordinated, shared-ride paratransit
system offering door-to-door, advanced reservation
transportation for elderly and handicapped persons. See
Appendix B for ridership statistics of the Port Authority.

Organization Structure

The Port Authority is governed by a board of directors
(“board”). Historically, the board was statutorily comprised of
not more than nine members, all appointed by the county
executive of Allegheny County. On July 18, 2013, the
governor approved Act 72 of 2013, which changed the
governing board’s structure, effective immediately.

The board’s composition was changed to be comprised of 11
members, 6 of whom are appointed by the county executive of
Allegheny County. Two of these six members must come from
a recommended list of candidates supplied by the following

*55P.S. § 551 et seq.
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Over 2,400 people
work at the Port
Authority.

organizations: The Allegheny Conference, the Southwestern
Pennsylvania Commission, the Committee for Accessible
Transportation, and councils of government that have
constituent members in the county. Further, these two
appointees are subject to confirmation by a majority vote of the
members of the Allegheny County council.

The Governor and the legislative leaders from each of the four
caucuses appoint the remaining five board members. The
Governor’s appointee must be a Pennsylvania resident, while
all of the other appointees must be residents of Allegheny
County and are required to have expertise or substantial
experience in budgeting, finance, economic development,
transportation, or mass transit operations.

The board of directors governs the Port Authority’s operations.
Further, the board of directors hires a chief executive officer
who is responsible for the daily management of the Port
Authority and who reports to the board. On February 1, 2013,
the former chief executive officer was voted out of his position,
and the chief financial officer assumed the position of interim
chief executive officer. On January 24, 2014, the board of
directors voted to hire the interim chief executive officer as
chief executive officer with a three-year contract effective
February 1, 2014.

The chief executive officer is currently aided by seven senior
staff members who oversee the following divisions: transit
operations, finance, planning and development,
communications, legal and corporate services, human
resources, and engineering and technical support. (See
Appendix C for an organization chart of the Port Authority.)

As of June 30, 2013, the Port Authority had 2,406 employees,
of which 91.1 percent were represented by a collective
bargaining unit.

Funding and Financial Position

Revenues. For the fiscal year ended June 30, 2013, the most
recent year for which detailed comparable financial data was
available, the Port Authority’s operating revenues amounted to
$104.2 million. The majority of this revenue was passenger
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fares. The Port Authority increased fares to a $2.50 base fare,
which is one of the highest in the nation, effective July 1, 2012.

The Port Authority also received federal, state, and county
operating subsidies and grants. For the fiscal year ended June
30, 2013, the Port Authority received $161.8 million in state
operating assistance. Historically, the state has contributed the
largest portion of funding to the Port Authority. The following
table shows the amount of state operating assistance provided
to the Port Authority since fiscal year 2007-08°:

$200.0 S1830 $175.3  $184.5

$150.2 91650  $161.8
$150.0 -
$100.0 I I I E
$0.0 - : : . . .

$50.0

State Operating Assistance
(dollars in millions)

FY07-08 FYO08-09 FY09-10 FY10-11 FY11-12 FY12-13

Expenses. During fiscal year 2012-13, operating expenses
(excluding depreciation) amounted to $386.8 million.
Together, wages, salaries, and employee benefits amounted to
$249.3 million, or 64.4 percent, of total operating expenses
(see the following chart). During fiscal year 2012-13, the Port
Authority had a contractual wage freeze for employees
represented by a union, which resulted in salary and wage
expenses being lower than those of the prior fiscal year by
approximately $200,000. Other operating expenses include
materials and supplies, purchased services, utilities, and
ACCESS services.

? State operating assistance to the Port Authority declined in fiscal year 2010-11 because the state
anticipated tolling Interstate 80 and then allocating some of those toll revenues to the Port Authority.
However, tolling for Interstate 80 was never authorized, and the state did not have other money available to

allocate to the Port Authority.
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FY 2012-13 Operating Expenses

3.9%

6.5%

m Salaries/wages/benefits
B Post-emp. health care

m Contracted services

B Materials/supplies

B Purchased transportation

m Other expenses
64.4%

Port Authority’s total
expenses exceeded
all revenue sources
by $75.7 million in
FY 2012-13.

Even with all operating and non-operating revenues combined,
the Port Authority completed the fiscal year ended June 30,
2013, with expenses exceeding revenues by $75.7 million.
(See Appendix D for a statement on the Port Authority’s
revenues, expenditures, and changes in net position for the
fiscal years ended June 30, 2012, and 2013.)

Additional State Operating Assistance. As a result of the
new labor agreement that the Port Authority and the ATU
reached on August 8, 2012, the state promised the Port
Authority a $30 million operating supplement for each of the
four years of the new labor agreement (FY 2012-13 through
FY 2015-16).

An October 2, 2012, letter from the Pennsylvania Department
of Transportation (PennDOT) to the Port Authority stated “as
part of PennDOT’s participation in the Port Authority’s recent
labor negotiations and settlement, we agreed to provide an
additional $30 million annually for the life of the labor
contract. It is understood that if the Commonwealth is unable
to meet that obligation, the labor contract will be voided,
returning to previous contract terms, and PAAC [Port
Authority] will have to cut service to balance its budget.”
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The Port Authority received the promised additional $30
million in state funding in fiscal year 2012-13, and plans to do
so for the next three fiscal years.

2013 comprehensive transportation
funding package brings new revenues
to the Port Authority

On November 25, 2013, a statewide transportation funding
package (Act 89 of 2013), was signed into law. This
legislation provides new revenues for roads, bridges,
multimodal transportation, and mass transit, including the Port
Authority. It is expected that the Port Authority will receive
$451 million from fiscal year 2013-14 through fiscal year
2017-18 in new revenues, broken down as follows:

$140.0
$120.0
$100.0
$80.0
$60.0
$40.0
$20.0
$0.0

Expected State Revenues
(dollars in millions)
$108.0 $119.2
$107.9 /
SSQ.V/
$26.8/
Y1314 Y1415 FY1SA6  FYled7 Y1748

According to Port Authority officials, with the addition of these
new revenues, the Port Authority expects that it can move
away from its financial crises and operating deficits and that it
won’t have to make additional service reductions in the
foreseeable future. Further, with these new revenues, the Port
Authority expects that it will be able to address capital projects
designed to enhance services.
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Finding One _, The Port Authority did not comply with its own

procurement requirements and did not implement
FTA recommendations when awarding contracts.

Key Points:

The Port Authority did not implement audit
recommendations of the Federal Transit Administration
(FTA) and did not comply with its own requirements
including the following when procuring contracts:

» subcontractor debarment and suspension certification

>
>
>

requirements

subcontractor lobbying certification requirements
sole source approval requirements
public advertisement requirements

Summary

The Port Authority
awarded nearly 900
contracts with a value
greater than $10,000
between July 1, 2007,
and December 31, 2012,
to purchase materials,
goods, supplies, and
services. The total
combined value of these

900 contracts was
$1.375 billion. The following table summarizes the contracts
by type, number and total value:

Contract Type Number Total Value

Parts and materials 768 $482.7 million
Professional services 68 $428.6 million
Construction 38 $464.0 million

We selected 46 contracts® for a detailed review to assess
whether Port Authority procurements were necessary,
economical, transparent, and in compliance with applicable
Port Authority policies and federal regulations.

We found that the Port Authority did not implement FTA
debarment and suspension audit recommendations to ensure
that three contractors were not debarred, suspended, or
otherwise prohibited from entering into federally funded
contracts. Further, the Port Authority did not comply with its
own procurement requirements to ensure that 50 subcontractors
were not debarred, suspended, or otherwise prohibited from
entering into such contracts. The Port Authority also did not
comply with its own procedures to ensure that 10

* These 46 contracts were comprised of 22 parts and materials contracts, 15 professional services contracts,
and 9 construction contracts. The Port Authority paid these contractors a total of $33.1 million.
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subcontractors used by contractors it hired met all lobbying
requirements for the proper use of federal funds. In addition,
the Port Authority failed to follow its own requirements related
to bid advertising for one contract and failed to adhere to all
approval requirements when awarding another contract using
the sole source procurement method.

The Port Authority’s compliance with all applicable laws,
regulations, policies, internal procedures, and any other
requirements related to procurement and contracting is crucial
to ensuring that the Port Authority is consistent in its
procurement practices and takes appropriate action to eliminate
the potential for fraud, waste, and abuse of its contracting
monies.

Audit Results

The Port Authority did not implement debarment and
suspension audit recommendations of the Federal Transit
Administration when entering into contracts with three
vendors.

The U.S. Department of Transportation (USDOT) prohibits
transit agencies, including the Port Authority, from awarding
contracts to any party that is debarred, suspended, or otherwise
excluded from participating in any program, including any
procurement activity, which receives federal funds.’
According to the USDOT, a party may be suspended or
debarred from participating in federally funded contracts for
offenses such as fraud, antitrust violations, forgery, bribery,
falsification of records, making false statements, making false
claims, conspiracy, failure to comply with applicable
environmental requirements, failure to pay the predetermined
minimum wage, and other offenses indicating a lack of
business integrity or business honesty that seriously and
directly affects a person’s or company’s present responsibility.°

To comply with this federal requirement, the Port Authority
obtained signed certifications from its prospective contractors
that stated that the contractor and its principals were not
presently debarred, suspended, proposed for debarment, or

5 See 49 C.F.R. § 18.35, as well as Executive Order 12549, issued February 18, 1986, and Executive Order
12689, issued August 16, 19809.

% Refer to USDOT’s summary of frequently asked questions regarding suspension and debarment at
http://www.dot.gov/sites/dot.dev/files/docs/FAQ 11212012 0.pdf.
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Page 8

A Performance Audit

Port Authority of Allegheny County

declared ineligible for participation in Port Authority
transactions by any department or agency of the federal
government, the Commonwealth of Pennsylvania, or any other
state.

However, the Federal Transit Administration (FTA)
recommended an additional step that agencies, including the
Port Authority, could take to ensure that no contract is awarded
to a debarred or suspended entity. The FTA’s guidance’ to
recipients of federal assistance awarded by the FTA “strongly
recommends” that agencies check the Excluded Parties List
System (EPLS)—an electronic, web-based system that
identifies those parties excluded from receiving federal
contracts, certain subcontracts, and certain types of federal
financial and non-financial assistance and benefits. The FTA
also recommends that agencies check the EPLS even if they
have collected a debarment and suspension certification from a
prospective contractor.

In addition to this guidance, the FTA made specific
recommendations to the Port Authority after it conducted a
procurement system review of the Port Authority from March
27 to April 1, 2011. The report noted that 12 of 44
procurement files did not include “any verification of checking
the Excluded Parties List System (EPLS) prior to award” and
then recommended that the Port Authority adopt procedures to
ensure that it documents it has checked the EPLS for all
contracts exceeding $25,000.

In its response to this review, the Port Authority acknowledged
that the files were missing proper documentation and stated
that it will review contract documentation “on a periodic basis
to ensure compliance with the most recent FTA requirements
and guidance.”

We found that within weeks of the release of the FTA’s 2011
report, the Port Authority awarded three contracts—each
valued greater than $25,000—without checking the EPLS, or at
least documenting that it checked the EPLS. The Port
Authority had no explanations as to why there was no evidence
of EPLS searches for these three contracts.

7 Circular FTA C 4220.1F.
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Even though the Port Authority obtained debarment/suspension
certifications from these three contractors, we believe the Port
Authority should have followed the FTA’s recommendations
and taken the additional step of checking the EPLS to reduce
the risk of contracting with a debarred or suspended entity.

The Port Authority should then have maintained
documentation of those checks in the contract files.

Suspension and debarment actions are designed to protect the
government from doing business with entities that have been
prohibited from participating in federally funded contracts for
offenses such as fraud, forgery, and bribery. When the Port
Authority fails to check the EPLS, it is not properly using the
EPLS as an effective tool designed to reduce the risk that the
Port Authority would enter into a contract with such a business.

The Port Authority did not comply with subcontractor
debarment and suspension requirements for 26 percent of
the contracts we reviewed.

The USDOT requires transit agencies, including the Port
Authority, to apply the same suspension and debarment
requirements to subcontractors as they do to contractors. The
Port Authority has adopted procedures and designed its
contracts to meet the USDOT’s suspension and debarment
requirements for subcontractors.

According to its own procedures, the Port Authority must
obtain from the contractor a signed suspension and debarment
certification for each of its subcontractors. Further, standard
language in the Port Authority’s contracts expressly requires
the contractor to provide to the Port Authority signed
certifications from each subcontractor that the subcontractor
and its principals are not presently debarred, suspended,
proposed for debarment, declared ineligible, or voluntarily
excluded from covered transactions by any federal department
or agency.

In our review of the 46 contracts, we found that the Port
Authority did not consistently comply with these requirements.
Specifically, we found that 12 contracts, or 26 percent, did not
include any signed certifications from the 50 associated
subcontractors. Further, we found that the Port Authority’s
contract files did not include evidence that the Port Authority
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conducted a search for any of the above 50 subcontractors on
the EPLS at the time of the award of the applicable
subcontracts. The Port Authority had no explanations as to
why certifications were not obtained or the EPLS was not
checked.

The Port Authority must make every effort to ensure that
suspended and debarred companies do not participate in the
agency’s contracts. The failure of Port Authority staff to
obtain signed subcontractor certifications and to search the
EPLS exposed the Port Authority to the risks of fraud, waste,
and abuse—issues that are to be mitigated when all debarment
and suspension tools are used properly.

The Port Authority did not comply with subcontractor
lobbying certification requirements for more than 10
percent of the contracts we reviewed.

The Port Authority must meet requirements related to lobbying
when awarding contracts over $100,000. Specifically, federal
law® prohibits a recipient of a federal contract, grant, loan, or
cooperative agreement from using appropriated funds “to pay
any person for influencing or attempting to influence an officer
or employee of any agency, a member of Congress, an officer
or employee of Congress, or an employee of a member of
Congress” in connection with any covered federal actions.
Further, contractors and subcontractors with contracts and
subcontracts in excess of $100,000 are required to certify that
they have not made any such prohibited payments.

The Port Authority has deliberately worded its contracts to
obtain assurance that no party to its contracts (i.e., both prime
contractors and subcontractors) misuses federal funds. The
standard language in the Port Authority’s contracts expressly
requires the contractor to provide to the Port Authority signed
certifications from each subcontractor with a subcontract in
excess of $100,000. The declarations must state that the
subcontractor has not made, and will not make, any lobbying
payment prohibited by federal law. The Port Authority’s
procurement manuals also require the Port Authority to obtain
from the contractor a signed lobbying certification for each
subcontractor with a subcontract in excess of $100,000.

¥31U.S.C. §1352.
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In our review of the 46 contracts, we found that 5 contracts, or
nearly 11 percent, did not include the required certifications
from the 10 applicable subcontractors. The Port Authority had
no explanations as to why these lobbying certifications were
not obtained and in the files.

The Port Authority should make every effort to ensure that it
does not participate in any way with the misuse of federal
funds. Accordingly, the Port Authority should ensure that it
complies with its own mandates to obtain signed subcontractor
certifications from its contractors.

The Port Authority did not comply with its own sole source
procurement procedures for a contract awarded in 2011.

Included in our review of 46 contracts were four contracts that
were awarded using the sole source procurement method. We
found that the Port Authority did not follow its sole source
procurement requirements when awarding one of those
contracts. In October 2011, the Port Authority used the sole
source procurement method to enter into a two-year $31,880
contract for the regular calibration and maintenance of an
under-floor wheel lathe.” We found that this contract was
awarded without proper management approvals and signatures.

Specifically, we found that the employee who signed the
contract was only authorized to approve purchases valued at
$10,000 or less. The contract file did not include evidence that
the sole source procurement was reviewed or approved by the
applicable management personnel required by the Port
Authority’s purchasing procedures manual. Further, the
contract file did not include any evidence that the legal
department reviewed and approved the contract.

We also found that the contract document itself was prepared
by the vendor. However, according to the Port Authority
contract manager, “oftentimes, sole source vendors are
inflexible as to the terms of their standard contract, and the
buyer has little in the way of leverage to modify terms. The
calibration and maintenance of the truing machine is essential
to operations, and could not be provided by other vendors.”
What made this procurement process troubling was that the

? The Port Authority purchased the lathe in 2001 for approximately $1.2 million.
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contract file did not include evidence that the Port Authority’s
legal staff reviewed this vendor-prepared contract to ensure
that all of the clauses, representations, and certifications
required by the Federal Transit Administration were
incorporated.

While the dollar value of this one contract may not appear to be
significant relative to the total contract dollars expended by the
Port Authority, the deviations from established internal
controls are certainly significant. Adherence to procurement
requirements, especially when using the sole source method, is
critical to ensuring that the contracts are allowable, necessary,
and economical.

The Port Authority did not comply with its public
advertisement requirement for an invitation to bid issued in
2010.

Our review of the 46 contracts included determining whether
Port Authority properly advertised bid invitations. We found
one instance where the Port Authority did not follow its policy
and procedures regarding the public advertisement for sealed
bids.

On October 11, 2010, the Port Authority first publicly
advertised its invitation to bid a contract (with an estimated
cost in excess of $200,000 for one year) for the installation,
maintenance, and removal of transit advertising. On October
29, 2010, or 18 days later, the Port Authority publicly opened
the two bids it had received.

The Port Authority’s applicable procurement manual requires
the Port Authority to advertise bid invitations for contracts with
an anticipated value in excess of $100,000 at least 30 days
before the opening of the sealed bids. The purpose of the
policy is to allow bidders sufficient time to prepare bids before
the date of bid opening. Port Authority procurement staff
acknowledged that the agency did not follow its policy in this
instance; however, they did not provide an explanation for the
shorter advertising period.

Although the Port Authority awarded this contract to the lower
of the two bidders, the Port Authority’s failure to allow for the
full 30 days notice may have limited the pool of bidders
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because other potential bidders may not have had sufficient
time to prepare bids. As a result, the Port Authority may have
missed the opportunity to achieve better pricing for this
contract.

Recommendations

1. The Port Authority should follow the FTA’s audit
recommendations and published guidance to check the
EPLS prior to awarding any and all contracts exceeding
$25,000 to ensure that it does not contract with any
suspended or debarred entity. Furthermore, the Port
Authority should maintain documentation of such checks in
its contract files.

2. The Port Authority must comply with its own stated
policies and procedures, as well as ensure that contractors
comply with the terms of its own contracts, regarding
subcontractor certifications about lobbying and suspension
and debarment to ensure that the Port Authority does not
participate in any way with the misuse of federal funds or
with entities that pose a business risk to the agency.

3. In order to encourage full and open competition in its
invitations for bids, the Port Authority must comply with its
own 30-day public advertisement requirement, in order to
allow vendors sufficient time to prepare bids before the bid
opening date.

4. The Port Authority must comply with its own stated
procedures and ensure that all sole source procurements
receive the required management oversight and approval,
as well as legal review and approval, before the contracts
are awarded.
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Einding Two _, The Port Authority made questionable decisions

regarding some of its contracts.

Key Points:

» The Port Authority paid over $60,000 to a contractor
for a fare policy that the agency has yet to adopt.

>

The Port Authority automatically extended a contract
for equipment cleaner despite test results showing the
product performed poorly.

Summary

Our review of 46
contracts found instances
in which the Port
Authority did not take
adequate and appropriate
actions to ensure it

The Port Authority automatically extended two service prudently spent its funds
contracts without any price comparisons to ensure it on various contracts.

was still receiving the service at the lowest possible

price.

Specifically, we found
three instances where the

Port Authority
automatically extended the terms of the contracts without
sufficiently or appropriately evaluating product performance or
researching current competitor pricing before authorizing the
extensions. In one case, we found that the Port Authority
extended the contract for a product that did not work (and may
have caused adverse health effects), and in two other instances,
the Port Authority may have paid more than necessary for other
products or services. We also found, in a fourth instance, that
the Port Authority paid a contractor more than $60,000 for a
fare policy, and then did not adopt that policy.

While the examples we found were not of a large enough dollar
value to solve the financially-strapped Port Authority’s fiscal
issues, the Port Authority should review all of its expenditures
and take all necessary actions to ensure it spends its revenues
in the most prudent manner possible.
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Audit Results

The Port Authority paid over $60,000 to a contractor for a
fare policy that the agency has yet to adopt.

In 2010, the Port Authority awarded a contract, valued at
$91,865, to a consultant'® to accomplish two primary
objectives: 1) review the fare policy drafted by the Port
Authority’s own employees and provide strategies for
improvement, and 2) develop a new fare model. The contract
allowed for, and the Port Authority exercised, the option to
extend the term of the agreement for an additional two years.
The first of the two one-year extensions also increased the
maximum amount of the contract by $46,988 for a total value
of $138,853.

The Port Authority ultimately paid the contractor a total of
$102,688 ($60,859 for the fare policy task and $41,829 for the
fare model task). Although the contractor developed and
recommended both a fare policy and fare model pursuant to the
contract terms, the Port Authority has only utilized the fare
model. The agency has not adopted a fare policy. The
discussion that follows focuses on the portion of the contract
related to the development of a fare policy.

The contractor’s proposal estimated that 138 contractor hours
and 36 subcontractor hours would be necessary to accomplish
the contract’s fare policy tasks. The Port Authority had already
devoted considerable staff time and resources toward the
development of a fare policy, so it was expected that the
contractor would review and make recommendations to
improve that policy.

However in 2011, when the Port Authority approved the first
of two one-year extensions to the contract, 188 additional hours
of work related to the fare policy were added to the contract
because the Port Authority was planning to recommend to its
board of directors a move to a flat fare, proof-of-payment
system, which would remove the existing two zone system.

In accordance with the terms of the contract agreement, the
contractor made a fare policy presentation to the board of
directors on October 11, 2011. However, as of November
2013, or over two years later, the Port Authority had not
adopted a fare policy.

' The selected contractor was the top rated of three proposers.
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In September 2013, we asked Port Authority management why
the Port Authority had not yet adopted a fare policy. They
stated that the agency had not yet adopted the policy due, at
least in part, to senior management discord about the direction
the policy should take. They also stated that fare policy
discussions were on hold until a new chief executive officer
was hired. On January 24, 2014, the Port Authority board
voted to hire the agency’s then interim chief executive officer
to the same permanent position effective February 1, 2014.

Since there has been no action on a fare policy in over two
years, when the Port Authority ultimately resumes fare policy
discussions with its new CEQO, the October 2011 policy
recommendation may no longer be relevant and may not be
useful. One of the most basic and fundamental measurements
of the necessity or economy of a contract is whether the agency
used the end product created by the contracted services. In this
case, the Port Authority did not, leading us to question the
agency’s decisions to spend over $60,000 for this consulting
service if there was discord about the policy’s direction.

The Port Authority automatically extended a contract for
equipment cleaner despite test results showing the product
performed poorly.

The Port Authority competitively bid and awarded a contract
for equipment cleaner to the lowest of six bidders. The original
agreement, valued at $11,375, went into effect on September 8§,
2011, with two one-year options to extend. As early as June
2012, Port Authority staff noted that product use had dropped
dramatically and scheduled a product performance test. Two
employees separately tested the product on September 4, 2012.
One of these employees found its performance to be
unacceptable for four of six different criteria; the other
employee found the product’s performance to be unacceptable
for three of the same six criteria. Both employees
recommended that the product be rejected.

On September 4, 2012, the quality assurance specialist sent an
email to several members of the purchasing department as well
as to a facilities manager and a bus maintenance manager,
informing them that the performance field test was conducted.
Although the email indicated that another cleaner worked more
efficiently, the email did not report that both employees who
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conducted the test rejected the product currently under
contract.

On November 8, 2012, the Port Authority extended the
contract for both optional years and increased the maximum
value of the contract to $33,750. According to Port Authority
officials, the agency extended the contract on November 8,
2012, without checking the actual results of the field
performance test.

Just a few weeks after renewing the contract—on November
30, 2012—Port Authority health and safety personnel informed
management that some employees complained that the
equipment cleaner under contract had a bad odor, irritated their
throats, and did not work as well as the product formerly used
by the agency. When faced with poor performance and
potential health effects to its employees, the Port Authority
terminated the contract and returned eight drums of product in
January 2013. In June 2013, the Port Authority received a
refund check for $2,002.

We believe that if the employees responsible for extending the
contract had checked the actual performance test results prior
to developing the November 8 change order, the agency could
have avoided the inappropriate contract extension.

In summary, the Port Authority should not have extended the
contract and continued to use the product after its performance
was deemed unacceptable. Further, the automatic extension of
the contract for a deficient product delayed the search for a
new product and prolonged the use of a deficient product that
was potentially harmful to employees.

The Port Authority automatically extended two service
contracts without any price comparisons to ensure that it
was still receiving the service at the lowest possible price.

HVAC and refrigeration maintenance services. In 2009, the
Port Authority competitively bid and awarded a one-year
contract with two optional one-year extensions for HVAC and




Page 18 A Performance Audit

Port Authority of Allegheny County

refrigeration maintenance services to the lowest bidder.!" The
original contract value was $133,875 2 1n 2010, the Port
Authority extended the contract for a second year even though
the contractor’s original bid did not offer the lowest price for
year two.

The contractor’s overall bid price for year two was $20,470
greater than the overall price for year two offered by its closest
competitor in the 2009 solicitation. In fact, the contractor’s bid
price for the second year represented a 25 percent increase over
its bid price for the first year, while the closest competitor’s
price for the second year involved only a 6.8 percent increase.

The Port Authority used the contract for a third year at an
overall price that exceeded the third-year bid price offered by
the closest competitor in the 2009 solicitation by $21,900.
Port Authority officials could only provide us with a copy of a
memorandum dated August 15, 2010, that stated that “a phone
survey of various firms” revealed that the contractor’s current
hourly rate for regular maintenance for the second year of the
contract was “consistent with current market prices.”
However, the memo did not identify the vendors or their
specific prices, and Port Authority’s contract file did not
include any evidence of a phone survey. Furthermore, Port
Authority staff did not conduct a cost analysis or prepare a
change order for the third contract year.

With regard to the overall price increase of 25 percent from the
first to the second year, we found that the Port Authority had a
policy in place to discourage such large price increases.
According to its policy," the “Port Authority shall not exercise
a Contract Option if, as a result of the inclusion of the Contract
Option, the Contractor would no longer be the low bid as
compared to the other bids received for this Contract.”

When the Port Authority exercised the first option year of the
contract with this vendor, it violated its own policy. The sum
of the prices for the first and second years of this contractor’s
bid exceeded that of its closest competitor in the solicitation by

"' The bids of the two competitors were considered to be technically non-compliant because neither
competitor responded to a letter sent by the Port Authority (after the bid opening) requesting additional
information.

> The Port Authority ultimately paid this contractor $150,720 for all three years of the contract.

" Procedure number PM-160 in the Port Authority’s manual for the procurement of parts and materials,
effective date June 1, 2001.
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$15,975. While this competitor was ultimately found to be
technically non-compliant because it did not answer the Port
Authority’s request for additional information, we believe the
Port Authority was still aware that a competitor that offered
lower prices existed. As a result, the Port Authority should
have issued a new request for bids after the first year of the
contract to ensure it contracted with the vendor offering the
lowest price.

Transit advertising services. In late 2010, the Port Authority
competitively bid and awarded a contract for the installation,
maintenance, and removal of transit advertising to the lower of
two bidders. The original contract, valued at $224,160,
included the ability for the Port Authority to exercise up to
three optional years of service. The contractor’s bid did not
involve any price increase for the second through fourth years.
Prices from the only other bidder were higher than those of the
contractor for each of the four years.

In January 2012, the board authorized a one-year extension
valued at $224,160, citing the fact that the optional year did not
involve a price increase. In January 2013, the board authorized
a $448,320 extension of the contract for the third and fourth
years, again citing the absence of a price increase.

The Port Authority’s contract file did not contain any evidence
that the Port Authority conducted any research (including via
Internet or telephone) in either 2012 or 2013 to confirm that
competitors did not offer current pricing lower than that of the
selected contractor. The number of available vendors and/or
pricing may have changed since the public bid opening in
October 2010.

In fact, documentation in the contract file noted that one
vendor was unable to participate in the 2010 solicitation due to
other contractual commitments. Additionally, new firms may
have entered the market since 2010. Further, because the
selected contractor provided unit rates for its bid (e.g., $23 for
the installation and $8 for the removal of a king-size
advertisement), a relatively quick comparison to current
competitor pricing may have been very easy to do. When
paying nearly a quarter of a million dollars a year for a service,
a quick price comparison would have been a very prudent
exercise for the cash-strapped agency to ensure it paid the
lowest price possible.
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Recommendations

5. The Port Authority must not automatically extend contracts
that were originally awarded based on lowest bid without
first conducting a price comparison to ensure extending the
contract would be the most fiscally prudent decision.
Further, the Port Authority must document such a
comparison in the contract file.

6. The Port Authority must timely and appropriately respond
to product performance tests in order to avoid the automatic
extension of contracts for poorly performing products.

7. The Port Authority must carefully evaluate its needs before
awarding any contract or contract extension to ensure that it
only spends money on products that it will use, as well as
products that do not potentially harm its employees.
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Einding Three , The Port Authority failed to adequately prepare
contract bid proposals for two contracts, which led
to change orders that significantly increased the
cost of each contract and possibly resulted in other

vendors not submitting bids.

Key Points:

» Increased an electrical construction contract’s value
from $1.0 million to $1.7 million, or 70 percent,
because the Port Authority’s preliminary plan did not
include all needed components.

» Increased a general construction contract’s amount
from $841,215 to $1,361,215, or nearly 62 percent,
because the Port Authority’s original plan was to “do a
lower level of expense job.”

» Increased the possibility that other vendors did not
submit bids because the bid documents failed to contain

Summary

In our review of 46
contracts, we found two
instances in which the
Port Authority had to
increase the value of its
contracts after the
contracts were awarded,
because the Port
Authority did not
adequately state its full
needs in its request for
bids documents.

the exact parameters of the needed work under the

contracts.

With one of the

contracts, the Port
Authority’s board of directors questioned staff on the reasons
for the increased costs. Port Authority staff answered that the
original bid documents were based on cheaper methods of
doing work. With the other contract, we could not find
evidence that all pertinent Port Authority staff, especially
operations personnel, made onsite visits to determine project
needs until after the contract was awarded.

In both situations, the Port Authority selected a vendor based
on responses to the inadequate request for bids documents.
However, if those bid documents had contained more accurate
descriptions of needed work, it is possible that other vendors
could have submitted bids and that the Port Authority could
have selected a lower costing contract. It is also possible that
the existing bidders would have submitted different bids due to
the larger size of the project.

Further, in the instance where the contract had to be increased
because the Port Authority’s original bid document requested a
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cheaper level of work, the Port Authority paid for work results
that were not satisfactory, and subsequently had to pay the
contractor for additional work to get the job done right. In
other words, the cheaper route was more expensive.

Audit Results

The Port Authority failed to perform sufficient “due
diligence” in preparing a request for bids for electrical
work which ultimately led to a 70% increase in the
contract cost.

In March 2012, the Port Authority awarded a $1 million
contract to a vendor for general electrical construction for
upgrades and improvements to property and facilities owned
and/or operated by the Port Authority. The deliverables
included transformer replacement and/or repair, wiring,
conduits, junction boxes, breakers, and cabinets.

The bid documents for the contract specifically described work
associated with the fare collection equipment site preparation at
stations and locations throughout Port Authority’s light rail and
bus systems. However, in July 2012, the Port Authority
executed a change order that increased the value of the contract
by $700,000, to a sum of $1.7 million, because the original
description of this work was based on a preliminary layout of
equipment for fare collection and that layout was no longer
adequate.

Subsequent to the bid, key Port Authority staff, including
operations personnel, conducted site visits at each location.
Based on these site visits, Port Authority officials determined
that equipment needed to be relocated at several stations and
some new equipment needed to be added. In addition, they
identified a need to increase some of the planned conduit and
wire sizes to meet voltage drops and code requirements.

Due to turnover with staff involved with the preliminary layout
for this project, current Port Authority officials could not state
for certain the extent to which operations staff conducted site
visits prior to developing the request for bids documents, but
believed there was “some involvement” of former operations
staff in the preliminary layouts.

However, they also commented that the Port Authority may
have been able to make the layout revisions prior to bidding the
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contract if the former project director had a clearer vision of
the project and that the preliminary layout would have been
“closer to reality” if operations staff had been involved at the
beginning of the project.

While we found that the Port Authority did not have to pay this
contractor for any “rework,” our concern is that the Port
Authority should have recognized the need to relocate
equipment prior to the preparation of the bid documents, and
then it could have issued a request for bids (RFB) that reflected
the more exact project parameters. With the issuance of a
different RFB, the possibility exists that other bidders could
have responded, offering a lower contract cost, or the existing
bidders would have submitted different bids due to the larger
size of the project.

Port Authority’s attempt at doing a lower expense job
ultimately resulted in a change order that increased the
contract value by 62% or more than $500,000.

In 2009, Port Authority awarded a general construction
contract to a vendor for storm water separation and paving
improvements to a large parking lot owned by the Port
Authority. The original contract value was $841,215.

A change order signed on June 11, 2010, increased the contract
amount by $520,000, or nearly 62 percent, because the original
work the Port Authority requested did not meet the agency’s
needs. Specifically, and for the most part, the Port Authority
hired the contractor to repave three portions of a large parking
lot using “mill and overlay.” However, after completing one
portion of the lot, Port Authority officials decided that full
depth paving of all three portions of the parking lot was
needed.'*

When asked by a board member why the contract value needed
to be increased, the former CEO responded by indicating that
the Port Authority was trying to keep expenses down."

4$60,000 of the $520,000 change order was for sto