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What OIG Audited

The Bureau of Overseas Buildings Operations (OBO)
directs the worldwide overseas building program for
the Department of State (Department) and sets
worldwide priorities for the design and construction
of projects under its purview. In coordination with
OBO, the Bureau of Administration, Office of the
Procurement Executive, Office of Acquisitions
Management (AQM), is responsible for contract
administration and oversight of the New Embassy
Compound (NEC) Mexico City, Mexico, construction
contract and modifications, with a total approved
construction budget of $632.4 million.

The Office of Inspector General (OIG) conducted this
audit to determine whether OBO and the Bureau of
Administration administered processes involving
contract modifications, construction quality
management, and progress payment reviews and
approvals for the NEC Mexico City construction
project in accordance with the Federal Acquisition
Regulation (FAR) and Department guidance.

What OIG Recommends

OIG made six recommendations to OBO and the
Bureau of Administration to improve contract
modification execution, project reporting, and
contract administration for OBO construction
projects. Based on the Department’s responses to a
draft of this report, OIG considers three
recommendations resolved, pending further action,
and three recommendations unresolved. A synopsis
of management’s responses to the
recommendations offered and OIG’s replies follow
each recommendation in the Audit Results section
of this report. Responses received from OBO and
the Bureau of Administration are included in their
entirety in Appendices B and C, respectively. A
summary of OBO’s technical comments with OIG’s
replies are presented in Appendix D.
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What OIG Found

Neither OBO nor AQM executed contract modifications for
the NEC Mexico City construction contract in accordance
with requirements. Specifically, the Project Director (PD)
did not assess the impact that the contract modifications
would have on the overall construction project timeline. In
addition, the Department did not always perform required
prenegotiation and negotiation activities to determine fair
and reasonable pricing. Finally, the Contracting Officer did
not always obtain required contractor release statements
to avoid exposing the Department to increased financial
risk. The deficiencies occurred, in part, because OBO and
AQM management did not sufficiently oversee and
enforce adherence to requirements. As a result, the
Department executed contract modifications without full
awareness of potential consequences to the construction
project timeline and associated project costs.

OIG also found that the PD did not comply with
construction quality management for project reporting.
Specifically, the PD did not complete required daily logs
and did not develop the required project procedures
manual to guide project administration. The deficiencies
occurred, in part, because OBO management failed to
ensure that the PD fully complied with requirements. By
failing to complete the daily logs and project procedures
manual for a large, multimillion-dollar construction
project, OBO limited its ability to protect the Department’s
interests and coordinate project administration.

Lastly, the PD approved progress payments for the NEC
Mexico City construction project in accordance with
requirements. Specifically, OIG found that the 15 selected
progress payments reviewed for this audit contained an
itemization of the amounts requested by the contractor
and the contractor’s certification, as required. In addition,
the PD conducted monitoring activities to support the
approval of progress payments. Because of the approval
structure and the monitoring activities performed, the PD
reasonably ensured that the contractor’s requests for
progress payments were valid and processed in a timely
manner, thereby avoiding late payment penalties.

UNCLASSIFIED



	OBJECTIVE
	BACKGROUND
	Contract Administration Responsibilities
	Bureau of Administration
	Bureau of Overseas Buildings Operations

	Contract Modifications
	Independent Government Cost Estimates and Time Extensions
	Type of Modifications
	Origination of Changes
	Prenegotiation Process and Responsibilities
	Negotiation Process and Responsibilities

	Construction Quality Management
	Project Reporting Responsibilities
	Project Procedures Manual
	Quality Assurance and Work Progress Inspections

	Progress Payment Review and Approval Process

	AUDIT RESULTS
	Finding A: Contract Modifications Were Not Executed in Accordance With Federal Regulations and Department Guidance
	Schedule Impacts Were Not Considered When Estimating the Cost of Modifications
	OBO Did Not Always Perform Required Prenegotiation and Negotiation Activities
	Prenegotiation and Negotiation Activities Related to Requests for Proposals
	Prenegotiation and Negotiation Activities Related to Requests for Equitable Adjustments

	Insufficient Contractor’s Release Statement
	Department Officials Did Not Monitor Adherence to Federal Regulations and Department Guidance
	Impact of the Deficiencies Identified During the Audit

	Finding B: OBO Did Not Comply With Guidance for Project Reporting and Contract Administration
	OBO Daily Logs Were Not Completed
	OBO Did Not Develop a Project Procedures Manual for the NEC Mexico City Project
	Department Officials Did Not Ensure Adherence to Department Policies
	Improvements Could Protect the Department From Contractor Disputes

	Finding C: OBO Approved Progress Payment Requests in Accordance With Requirements
	Progress Payment Requests and Reviews Complied With Requirements
	Monitoring and Evaluation Activities Conducted


	RECOMMENDATIONS
	APPENDIX A: PURPOSE, SCOPE, AND METHODOLOGY
	Data Reliability
	Contract Modifications
	Progress Payments

	Work Related to Internal Control
	Sampling Methodology
	Contract Modifications
	Progress Payments

	Prior Office of Inspector General Reports

	APPENDIX B: BUREAU OF OVERSEAS BUILDINGS OPERATIONS RESPONSE
	appendix c: Bureau of administration response
	APPENDIX D: OIG REPLIES TO TECHNICAL COMMENTS FROM THE BUREAU OF OVERSEAS BUILDINGS OPERATIONS
	ABBREVIATIONS
	OIG AUDIT TEAM MEMBERS



