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December 23, 1999

 TO:
 
Philip Zisman, Inspector General  

FROM:
 Ed Benes, Senior Auditor

SUBJECT:
JAR Rubber Corp. Financial Audit

Introduction

At the request of the Department of Public Works we have conducted an audit of the City of Yonkers’ use of New York State contract numbers 3178-G-RS and 3849-G-RS, for which JAR Rubber Corp. is the vendor. The City of Yonkers has accessed these state contracts for tire repairs and recapping on our fleet of large trucks at the Service Center.  This audit covers the period of November 15, 1997 through September 16,1999.

The State contracts provided that the City would pay a base price per tire for recapping and certain repairs. For example, under contract # 3849-G-RS, a base price for a Gripper 11R22 was $74.69. Included in this price were two “spot repairs” and one “section repair”. Additional spot repairs were to be charged at $10.56 and section repairs were $26.39. For the reasons set forth below, I believe that JAR failed to comply with the express terms of the contracts.  JAR repeatedly overbilled the City by charging incorrect base prices and by failing to give the City credit for included “spot” and “section” repairs.  Moreover, it appears that JAR may not have performed all repairs for which it charged.

Scope of Review

In conducting this audit we have reviewed the following documents and spoken to the following individuals:

· New York State Contract # 3178-G-RS  

· New York State Contract # 3849-G-RS  

· Hercules Retreading suggested commercial price book provided by JAR Rubber Corp.

· Paid invoices submitted by JAR Rubber from 11/25/97-09/16/99.

· John Liszewski, Commissioner of DPW

· Robert Woska, DPW Director of Vehicle Operations

· Ray McIntyre, DPW Fleet Manager

· John Zatkovich, DPW Materials Manager

· Russell Patton, New York State Purchasing Officer 1

· Paul Pepe, Operations Manager-JAR Rubber Corp.

Pertinent Facts

· Tires sent out by the Service Center for recapping are usually mounted on rims and are returned the same way making it impossible to verify repairs made to each tire.

· On October 25,1999 the City contracted with Corsi Tire to perform an inspection of seven (7) tires received back from JAR Rubber Corp. on October 20,1999. JAR charged the City for ten (10) repairs totaling $153.09 on invoice number 23272 and our inspection revealed that in fact ten (10) repairs in total were done. However, based on the contract provision that gives the City credit for two (2) spot repairs and one (1) section repair per tire, we believe the City should have only been charged for three (3) repairs in the amount of $36.95.

· We attempted to verify repairs to our tires using invoice # 22069 as an  

example. Paul Pepe, of JAR, supplied a copy of JAR’S internal work order # B08988 as back up to this invoice. The work order listed fourteen (14) repairs and the invoice submitted for payment listed thirteen (13) charged repairs. Upon questioning, Mr. Pepe stated the work order listed all repairs performed by JAR and we should have been charged for fourteen (14) repairs, instead of the invoiced amount. We confirmed that JAR did not give the City any credit for repairs as required in the contract.

· The Service Center sent out a special order of two (2) unmounted tires for tire recapping and on October 12,1999 these tires were returned with a bill for four (4) repairs totaling $58.07, which clearly were not performed. Ray McIntyre called Mr. Pepe and complained about these erroneous charges. JAR admitted the mistake and a corrected invoice was received on 10/28/99. JAR explained that the bill was incorrect due to human error, and that they would be more careful in the future.

· When we asked JAR for a copy of the contract, JAR only gave us 4 of the 15 pages of the New York State contract award notification. Page 3 of the award contained important information concerning the type and number of repairs that were to be included in the contract price. This page was conspicuously omitted from the package received from JAR.

· The advanced copy of New York State Contract # 3178-G-RS, which is sent out initially to vendors, contained different prices for repairs as compared to the final copy of the contract sent out to all requesting municipalities. New York State Purchasing Officer Russell Patton was contacted and he was not aware of this problem. 

Overpayments

As a result of this audit, we believe the City has overpaid JAR $12,577.27 for work performed under these two (2) contracts during the period of November 15,1997 through September 16,1999. All invoices submitted for payment by JAR were reviewed and compared to the applicable terms and conditions as set forth in each of the New York State contracts.
  Listed below is a summary of our findings:

Contract # 3178-G-RS

Applicable billing period: 11/15/97-05/15/99





Overpayment: $9,432.71

Errors found:

· Incorrect unit prices charged for recapped tires.

· Over charges for unit prices on section repairs.

· No credit was received for one (1) spot repair per tire as stated in the contract and incorrect unit prices charged for other billed repairs.

Contract # 3849-G-RS

Applicable billing period: 05/16/99-04/30/00

Overpayment: $3,144.56

Errors found:

· Incorrect, both over and under, unit prices charged for recapped tires.

· No credit was received for two (2) spot repairs per tire as stated in the contract and incorrect unit prices charged for other billed repairs.

· No credit was received for one (1) section repair per tire as stated in the contract and incorrect unit prices charged for other billed repairs.

· In addition, Contract # 3849-G-RS contains a clause in the pricing section for repairs stating that all repairs done shall be noted on a label affixed to the tire. To date, JAR Rubber has not complied with this contractual requirement.

 JAR Rubber’s Initial Response to our Audit

The preliminary findings of this audit was communicated to JAR Rubber Corp. on October 29,1999. On November 17,1999 Mr. Pepe, operations manager for JAR Rubber, met with us at our office to review invoices and answer our questions.  

· Excel spreadsheets were reviewed with Mr. Pepe to explain the price discrepancies that were found. Mr. Pepe stated that most of the discrepancies were due to a delay in receiving the proper paperwork from New York State. However, he admitted that JAR never prepared retroactive billings to account for the changes in unit prices. 

· In addition, the only back up JAR could produce for the repairs billed were internal work orders, which supposedly listed only the charged repairs.  There is no documentation available to verify that the city received credit for repairs that were included in the contract price. 

· Mr. Pepe also admitted that he did not realize the new contract, #3849-G-RS, contained a clause requiring a label affixed to each tire detailing all repairs. He claimed it was an oversight by JAR, he volunteered that upon request he would modify his internal work orders to list both free and charged repairs and submit them as back-up for future invoices.

JAR Rubber’s Written Response 
Mr. Pepe reviewed our audit results and on December 21,1999 admitted that the City had been overcharged by $5,645.22. It appears JAR recalculated the bills using the correct unit prices as delineated in the two contracts.
 However, no documentation was submitted to support the number of repairs charged and to prove that the city did in fact receive credit for repairs as required by the contracts. Thus, in essence JAR did not comment on our finding that the City did not receive credit for certain repairs as provided in the contracts.

Audit Findings

In summary, we believe the audit findings in which the City has overpaid $12,577.27 accurately represents the status of all JAR billings during the period of November 15,1997 through September 16,1999.  This conclusion is supported by the following facts:

· JAR admitted that the major discrepancies in unit prices charged to the City of Yonkers were the result of new contract terms that were not incorporated into their manual billing system in a timely manner. However, retroactive billings were never prepared to adjust to the new contract prices.


· The City never received any credit for repairs that were to be included in the cost of each recapped tire as stated in the contracts. 

· The contract award notification received from JAR Rubber omitted critical information concerning the amount of repairs per tire which were to be included in the contract’s base price.

· All invoices that were submitted for payment did not contain supporting documentation concerning the total amount of repairs completed.

· Furthermore, while there is no way to evaluate whether all claimed repairs were performed, based on the fact that on October 12,1999 JAR billed us for repairs that were not performed on two (2) unmounted tires, we cannot rely on their claim to have performed all work that was billed. 

Recommendations

Based on our review we believe that JAR has had a continuous practice of overbilling the City for service under these State contracts. JAR has not adequately explained these billing irregularities.

Because these billing irregularities were for a long duration, led to significant overbillings and were not adequately explained, we believe that the City should stop using this State vendor and enter into our own City contract.


� All documents in our files are available for review.


� See attached spreadsheets for a detailed listing of all invoices that were audited.


� See attached response.
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