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We are providing this report for review and comment. The Department of the Army did not
respond to the draft report; however, we considered comments from the Office of the Under
Secretary of Defense (Comptroller)/Chief Financial Officer; the Department of the Navy; and the
Department of the Air Force on a draft of this report in preparing the final report. Although not
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(703) 604-9201 (DSN 664-9201) or Mr. Terry L. McKinney at (703) 604-9288 (DSN 664-9288).
See Appendix G for the report distribution. The team members are listed inside the back cover.
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Department of Defense Office of Inspector General

Report No. D-2008-066 March 19, 2008
(Project No. D2007-D000CF-0039.000)

FY 2006 and FY 2007 DoD Purchases
Made Through the Department of the Interior

Executive Summary

Who Should Read This Report and Why? DoD contracting officials, program
managers, and financial managers should read this report because it discusses contracting
and funding issues related to DoD procurements made through an outside agency. The
audit identified 336 potential violations of appropriation law.

Background. This report is the second on DoD purchases made through the Department
of the Interior (DOI). We performed this audit as required by section 811, “Internal
Controls for Procurements on Behalf of the Department of Defense,” of Public Law
109-163, “National Defense Authorization Act for Fiscal Year 2006.” We conducted this
audit in conjunction with another audit being performed by the DOI Inspector General.
The audit focused on whether purchases of supplies and services made by DOI on behalf
of DoD were made in accordance with applicable laws and regulations. Specifically, we
examined the policies, procedures, and internal controls to determine whether DOI and
DoD properly used and tracked funds, and whether DOI complied with Defense
procurement requirements. The audit also focused on whether DOI had improved on
problems identified during the prior audit.

The audit focused on two DOI contracting centers that procure supplies and services for
DoD:

* GovWorks, located in Herndon, Virginia, which is a franchise fund authorized by
the Government Management Reform Act; and

o Southwest Acquisition Branch, National Business Center, a working capital fund,
located at Fort Huachuca, Arizona.

From October 2006 through February 2007, DOI awarded 14,820 contract actions totaling
$2.6 billion for other governmental activities. Of those contract actions, GovWorks
awarded 6,606 contract actions, valued at $943 million, and the Southwest Acquisition
Branch awarded 1,753 contract actions, valued at $628 million, on behalf of DoD.
Contract actions awarded on behalf of DoD represent about $1.6 billion (56.4 percent) of
the contract actions awarded by DOL

Results. DoD and DOI did not comply with laws and regulations. Specifically,

¢ DOI contracting officials did not award contract actions on behalf of DoD in
accordance with the competition requirements, including Public Law 107-107,
“National Defense Authorization Act for Fiscal Year 2002”; Federal Acquisition
Regulation Subpart 8.4, “Federal Supply Schedules”; and Defense Federal
Acquisition Regulation Supplement 208.405-70, “Additional Ordering



Procedures™ requirements. Inadequate competition led to pricing problems
because contracting officials did not support price reasonableness decisions, in
particular when only one offer was received. Contract actions for products tended
to have more problems with competition and price reasonableness than contract
actions for services. Accordingly, DoD continues to have no assurance that it is
obtaining best value for its funds. Acquisition Executives for the Army, Navy,
and Air Force should make program and contracting offices aware of a recuiring
lack of competition and price reasonableness deficiencies and implement an
enforcement program to prevent future deficiencies (finding A).

e DoD customers continued to permit GovWorks to retain and use funds that had
expired. Violation of the bona fide needs rule and other financial rules resulted in
336 potential funding violations. During our prior review, we found 21 potential
funding violations at GovWorks. During the current audit, we initially provided
the Under Secretary of Defense (Comptroller)/Chief Financial Officer a list of
338 potential violations. The Under Secretary of Defense (Comptroller)/Chief
Financial Officer then took actions to review the potential violations. The Under
Secretary of Defense (Comptroller)/Chief Financial Officer sent each DoD
activity its potential deficiencies and asked for an accounting. Three hundred and
three potential violations were deemed bona fide needs rule violations and were
fixed by accounting corrections. The remaining potential violations are either
being formally investigated or determined not to be Antideficiency Act violations.
GovWorks also continued to bill DoD in advance of work performed (finding B).

DoD iternal controls over management of appropriated funds were not adequate. We
identified material internal control weaknesses pertaining to DoD management of
appropriated funds, DOI continued use of expired funds, and DOI continued billing of
DoD in advance of work performed. Based on the severity of the funding and contracting
problems at GovWorks, we recommended during the audit that the Under Secretary of
Defense for Acquisition, Technology, and Logistics should not initiate new interagency
agreements in excess of $100,000 at GovWorks until DOI establishes acquisition and
funding controls to resolve these severe inadequacies. Conversely, we recommended that
DoD continue to use the Southwest Acquisition Branch for its procurements when DoD
management concludes that it is in the best interest of DoD. Other recommendations to
the Under Secretary of Defense for Acquisition, Technology, and Logistics that will fix
deficiencies identified in this report are contained in DoD Inspector General Report

No. D-2007-007, “FY 2005 DoD Purchases Made Through the General Services
Administration,” October 30, 2006. Recommendations to the Under Secretary of Defense
(Comptroller)/Chief Financtal Officer to address funding policy and the remaining
potential funding violations are included in a separate report.

Management Comments and Audit Response. The Office of Under Secretary of
Defense for Acquisition, Technology, and Logistics; the Under Secretary of Defense
(Comptroller)/Chief Financial Officer and the Acquisition Executives for the Navy and
Air Force provided comments on our draft report.

The Acquisition Executives for the Navy and Air Force concurred with the
recommendation. Their comments were responsive to recommendation.

Although not required to comment, the Director of Defense Procurement and Acquisition
Policy provided comments on behalf of the Office of the Under Secretary of Defense for
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Acquisition, Technology, and Logistics. The Director of Defense Procurement agreed
with the recommendation and stated that DoD will continue to work with the Military
Departments and Defense Agencies to address long-term solutions to the
recommendations.

The Under Secretary of Defense (Comptroller)/Chief Financial Officer concurred with the
recommendation, The Deputy Chief Financial Officer stated that DoD notified DOI of
DoD’s policy on advance payments and of the requirement to return all existing advance
payments. DOI deobligated and returned $209.5 million during FY 2007. The comments
were responsive to the recommendation.

We request that the Department of the Army provide comments on the final report by
April 21, 2008. See the Findings section of the report for a discussion of the management
comments and the Management Comments section of the report for the complete text of
the comments.
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Background

We performed this audit to meet requirements of section 811, “Internal
Controls for Procurements on Behalf of the Department of Defense,” of
Public Law 109-163, “National Defense Authorization Act for Fiscal Year
2006,” January 6, 2006. Section 811 states:

“(a) INSPECTOR GENERAL REVIEWS AND DETERMINATIONS —

(1) IN GENERAL.—For each covered non-defense agency, the
Inspector General of the Department of Defense and the Inspector General of
such non-defense agency shall, not later than March 15, 2006, jointly—

(A) review—

(1) the procurement policies, procedures, and internal
controls of such non-defense agency that are applicable to the procurement of
property and services on behalf of the Department by such non-defense
agency; and

(i1) the administration of those policies, procedures,
and internal controls; and

(B) determine in writing whether—

(1) such non-defense agency is compliant with defense
procurement requirements;

(ii) such non-defense agency is not compliant with
defense procurement requirements, but has a program or initiative to
significantly improve compliance with defense procurement requirements; or

(ii1) neither of the conclusions stated in clauses (i) and
(i1) is correct in the case of such non-defense agency.

(2) ACTIONS FOLLOWING CERTAIN DETERMINATIONS.—If
the Inspectors General determine under paragraph (1) that the conclusion
stated in clause (ii) or (iit) of subparagraph (B) of that paragraph is correct in
the case of a covered non-defense agency, such Inspectors General shall, not
later than June 15, 2007, jointly-—

{(A) conduct a second review, as described in subparagraph (A)
of that paragraph, regarding such non-defense agency’s procurement of
property or services on behalf of the Department of Defense in fiscal year
2006; and

(B) determine in writing whether such non-defense agency is
or is not compliant with defense procurement requirements.



(d) LIMITATIONS ON PROCUREMENTS ON BEHALF OF
DEPARTMENT OF DEFENSE.—

(1) LIMITATION DURING REVIEW PERIOD.—After March 15,
2006, and before June 16, 2007, no official of the Department of Defense
may, except as provided in subsection () or (f), order, purchase, or otherwise
procure property or services in an amount in excess of $100,000 through a
covered non-defense agency for which a determination described in
paragraph (1)(B)(ii1) of subsection (a) has been made under that subsection.

(2) LIMITATION AFTER REVIEW PERIOD.—After June 15, 2007,
no official of the Department of Defense may, except as provided in
subsection (e) or (f), order, purchase, or otherwise procure propetty or
services in an amount in excess of $100,000 through a covered non-defense
agency that, having been subject to review under this section, has not been
determined under this section as being compliant with defense procurement
requirements.

(e) EXCEPTION FROM APPLICABILITY OF LIMITATIONS.—

(1) EXCEPTION.—No limitation applies under subsection (d) with
respect to the procurement of property and services on behalf of the
Department of Defense by a covered non-defense agency during any period
that there is in effect a determination of the Under Secretary of Defense for
Acquisition, Technology, and Logistics, made in writing, that it is necessary
in the interest of the Department of Defense to continue to procure property
and services through such non-defense agency.”

This report addresses the second review of the Department of the Interior
(DOI). We performed the second review because both DoD and DOI were
not compliant with procurement laws and regulations during our first review,
To comply with the “National Defense Authorization Act for Fiscal

Year 2006,” the DoD Inspector General (IG) and the DOI IG reviewed
contract actions made by DOI on behalf of DoD. We reviewed contract
actions at two DOI contracting activities: GovWorks and the Southwest
Acquisition Branch,

GovWorks. GovWorks is a franchise fund in Herndon, Virginia, authorized
by the Government Management Reform Act of 1994 (Public Law 103-356).
This Interior franchise fund was established by Public Law 104-208 and the
fund life was extended through September 2007 by Public Law 110-5. In
October 2005, DOI transferred the management and oversight of GovWorks
from the DOI Minerals Management Service to the DOI National Business
Center.

Southwest Acquisition Branch. The Southwest Acquisition Branch,
National Business Center, is part of a working capital fund authorized by
section 1467, title 43, United States Code (43 U.S.C. 1467). The Southwest
Acquisition Branch is located at Fort Huachuca, Arizona. The contracting



center was initially known as the Directorate of Contracting Mission Team
and was operated by the U.S. Army Intelligence Center and Fort Huachuca.
The contracting center was transferred from DoD to DOI on January 14,
2001. Although the Southwest Acquisition Branch is a working capital fund
and may choose to operate under working capital rules, it has elected to
operate under the Economy Act. Therefore, Government customers to the
Southwest Acquisition Branch must follow special rules pertaining to the
Economy Act provided in the Federal Acquisition Regulation (FAR)
Subpart 17.5.

Interagency Purchases Made Through DOI. From October 2006 through
February 2007, DOI awarded 14,820 contract actions totaling $2.6 billion for
other governmental activities. Of those contract actions, GovWorks awarded
6,606 contract actions, valued at $943 million, and the Southwest Acquisition
Branch awarded 1,753 contract actions, valued at $628 million, on behalf of
DoD. Contract actions awarded on behalf of DoD represent about

$1.6 billion (56.4 percent) of the contract actions awarded by DOL Table 1
identifies the FY 2006 interagency contract actions made through DOL

Table 2 identifies the FY 2007 interagency contract actions made through
DOI, as of February 2007.

Table 1. FY 2006 Interagency Contract Actions Made Through DOI

DOI FY 2006 FY 2006 Total FY 2006 FY 2006 DoD
Contracting DOI DOI Dollars DoD Dollars
Center Contract Contract
Actions Actions
GovWorks 9,206 $1,403,869,809.69 6,107 $886,849,620.84
Southwest 3,584 817,237,626.76 1,576 577,337,927.15
Total 12,790 $2,221,107,436.45 7,683 $1,464,187,547.99

Table 2. FY 2007 Interagency Contract Actions Made Through DOI
(Through February 2007)

DOI FY 2007 FY 2007 Total Y 2007 FY 2007 DoD
Contracting DOI DOI Dollars DeD Dollars
Center Contract Contract
Actions Actions
GovWorks 1,696 $264,320,518.03 499 $56,589,704.74
Southwest 334 85,266,457.31 177 50,755,189.18
Total 2,030 $349,586,975.34 676 $107,344,953.92
Objectives

Our overall audit objectives were to examine the policies, procedures, and
internal controls to determine whether DoD had a legitimate need to use DOI,



whether DoD clearly defined requirements, whether DOI and DoD properly
used and tracked funds, and whether DOI complied with Defense
procurement requirements. We also examined how DOI accepted and
fulfilled the DoD requirements. See Appendix A for a discussion of the
scope and methodology. See Appendix B for prior audit coverage related to
the objectives.

Review of Internal Controls

We identified material internal control weaknesses as defined by DoD
Instruction 5010.40, “Managers’ Internal Control (MIC) Program
Procedures,” January 4, 2006. The Defense Components’ internal controls
for processing funding documents, such as Military Interdepartmental
Purchase Requests (MIPRs), were not always adequate to ensure that funds
were properly obligated. Defense Components did not always define
requirements with sufficient specificity to meet legal requirements for
forming valid obligations. Additionally, Defense Components did not always
follow the bona fide needs rule when acquiring goods and services, which
could potentially violate the Antideficiency Act. We discuss these problems
in detail in finding B. Recommendations on internal controls will be made in
a separate report. Senior officials responsible for internal controls in the
Office of the Under Secretary of Defense (Comptroller)/Chief Financial
Officer will receive a copy of the report.



A. Contracting Problems

DOI contracting officials continue to award contract actions for DoD
purchases in a sole-source environment and in many instances without
following the competition regulations. Competition problems led to
price reasonableness problems. Contract actions awarded as General
Services Administration (GSA) Federal supply schedule orders for
products tended to have more problems with competition and price
reasonableness than orders for services. Of the 43 contract actions
reviewed, we identified the following problems:

¢ limited competition involving only one offer (20 of
43 contract actions, or 47 percent);'

¢ inadequate competltlon (15 of 43 contract actions, or
34 percent);’

* inadequate price reasonableness determmanons (14 of
43 contract actions, or 32 percent); ' and

e inadequate support for use of time-and—materialls contract
actions (3 of 6 contract actions, or 50 percent).

Inadequate competition for contract actions awarded as GSA Federal
supply schedule orders occurred because contracting officials believed
that once they submitted a request for quote on GSA e-Buy, they had
satisfied the competition requirements regardless of the number of
quotes received. Inadequate competition also occurred because
contracting officials were not aware of recent changes to the Defense
Federal Acquisition Regulation Supplement (DFARS) requiring
contracting officials to obtain three quotes before awarding GSA
Federal supply schedule orders for supplies. In three situations,
contracting officials were not involved in the competition process at
all. Instead, contracting officials left the competitive process up to the
DoD requiring activities and furniture dealers to seek vendor quotes.
Price reasonableness problems occurred because contracting officials
did not adequately document and support price reasonableness
decisions, in particular for contract actions awarded after only one
offer was received. Accordingly, DoD continues to receive no
assurance that it is obtaining best value for its purchases made by
DOL.

Contract Actions Reviewed

Our review included 43 DOIT contract actions awarded for DoD purchases at
two DOI contracting activities: GovWorks in Herndon, Virginia, and

' Judgement sample percentage does not generalize to universe.



Southwest Acquisition Branch at Fort Huachuca, Arizona. The value of these
contract actions was $47.6 million. The contract actions represented awards
using numerous contract mechanisms including GSA Federal supply schedule
orders, multiple-award orders, broad agency announcement contracts,

Section 8(a) contracts, and a purchase order. For each contract action, we
reviewed selected issues including competition and price reasonableness
decisions. For services, we also reviewed Government reviews of contractor
proposals and Government cost estimates. Table 3 identifies the different
contract mechanisms reviewed and the number of competition and price
reasonableness problems found.

Table 3. Contract Mechanisms Reviewed

Contracting Approach Contract Inadequate One  Inadequate Price
Actions  Competition Offer  Reasonableness

Reviewed Determinations

GSA Federal Supply Schedule 27 14 12 11

Orders

Multiple-Award Orders 7 1 5 1

Broad Agency Announcement 6 0 0 0

Purchase Order 1 0 1 1

Section 8(a) 2 0 2 1

Total 43 15 20 14

Criteria

FAR Subpart 16.2, “Fixed-Price Contracts.” This section states that
firm-fixed-price contracts are suitable for acquiring commercial items when
the contracting officer can establish fair and reasonable prices at the outset,
such as when:

(a) There is adequate price competition;

(b) There are reasonable price comparisons with prior purchases
of the same or similar supplies or services made on a competitive
basis or supported by valid cost or pricing data;

(¢) Available cost or pricing information permits realistic
estimates of the probable costs of performance; or

(d) Performance uncertainties can be identified and reasonable
estimates of their cost impact can be made, and the contractor is
willing to accept a firm fixed price representing assumption of the
risks involved.

FAR 16.601, “Time-and-Materials Contracts.” This section states that a
time-and-materials contract may be used only when it is not possible at the
time of placing the contract to accurately estimate the extent or duration of
the work or to anticipate costs with any reasonable degree of confidence.



FAR 13.106-3, “Award and Documentation.” This section states that
before awarding contracts, the contracting officer must determine that the
proposed price is fair and reasonable.

FAR 15.402, “Pricing Policy.,” This section states that contracting officers
must purchase supplies and services from responsible sources at fair and
reasonable prices.

FAR 15.406-3, “Documenting the Negotiation.” This section states that
the contracting officer must document in the contract file the principal
elements of the negotiation agreement including documentation of fair and
reasonable pricing.

FAR Part 10, “Market Research.” This section requires that agencies use
the results of market research to determine the sources capable of satisfying
the agency’s requirements.

FAR 8.405, “Ordering Procedures for Federal Supply Schedules.” This
section states that before placing an order, ordering activities must consider
reasonably available information about the supply or service offered under
multiple-award schedule contracts by surveying at least three schedule
contractors through the GSA Advantage on-line shopping service, or by
reviewing the catalogs or pricelists of at least three schedule contractors.

FAR 16.505(b), “Orders Under Multiple Award Contracts.” This section
requires contracting officers to provide each awardee a fair opportunity to be
considered for each order exceeding $3,000 issued under multiple delivery-
order contracts or multiple task-order contracts.

DFARS 216.505-70, “Orders Under Multiple Award Contracts.” This
section requires competition for orders exceeding $100,000 unless the
requirement 1s waived based on a justification that is prepared in accordance
with FAR 8.405-6.

“The National Defense Authorization Act for Fiscal Year 2002,”

Section 803. Section 803 places stringent competition requirements on
contracts for services awarded using Federal supply schedules. It requires
contracting officials to compete Federal supply schedule orders for purchases
of services in excess of $100,000 or justify waivers of this requirement.

DFARS 208.405-70, “Additional Ordering Procedures.”

DFARS 208.405-70 implements Section 803 of the “National Defense
Authorization Act for Fiscal Year 2002.” It requires contracting officials to
obtain at least three quotes for Federal supply schedule orders for purchases
of services in excess of $100,000 or justify waivers of this requirement.
DFARS 208.405-70 also applies to orders placed by non-DoD agencies on
behalf of DoD. Initially DFARS 208.404-70 applied only to orders for
services. In March 2006, it was revised as DFARS 208.405-70 and now also
applies to orders for supplies.



Summary of Contracting Problems

Of the 43 contract actions examined, 26 (60 percent)2 had one or more of the
following problems: inadequate competition, unsupported price
reasonableness determinations, inadequate review of contractor-proposed
costs, inadequate Government cost estimates, and lack of support for using
time-and-materials contracts. Contract actions for products tended to have
more problems than contract actions for services. Conversely, during our
previous audit, contract actions for services had more problems than contract
actions for products. See Appendixes D and E for a list of these problems
identified by contract action number.

Competition

The best method for the Government to determine that the prices it pays for
products and services are fair and reasonable is to make awards on a
competitive basis. Full and open competition ensures cost effectiveness and
reduces the potential for favoritism and conflicts of interest. Inadequate
competition occurred for 15 of 43 contract actions reviewed, of which 14
were GSA Federal supply schedule orders and 1 was a multiple-award order.
For 3 of the 14 GSA Federal supply schedule orders, contracting officials
purchased furniture after receiving three offers; however, contracting officials
were not involved in requesting and obtaining offers but instead left it up to
DoD requiring office officials and furniture dealers to obtain the quotes for
them. We questioned the adequacy of competition for the furniture purchases
because confracting officers were not involved in the competitive process.
For the multiple-award order, contracting officials did not follow the fair
opportunity procedures of FAR 16.505(b).

Federal Supply Schedule Orders Valued At More Than $100,000. DOI
contracting officials awarded 27 of the 43 contract actions reviewed using
GSA Federal supply schedule orders. Of the 27 orders, 18 orders were
valued in excess of $100,000. According to DFARS 208.405-70, contracting
officials are required to obtain three quotes for orders valued at more than
$100,000. If contracting officials do not receive three quotes, they are
required to determine in writing that despite reasonable efforts to do so, the
contracting officials could not identify any additional contractors that could
fuifill the requirements. The documentation should clearly explain the
officials’ efforts to obtain offers from at least three contractors.

For 8 of the 18 orders, GovWorks contracting officials did not follow
DFARS 208.405-70 requirements, including 2 orders for services that did not
follow Section 803 requirements. Competition sections of award summaries
contained nonspecific information that did not show contracting officials’
efforts to obtain three quotes. For three of the orders, contracting officials
stated they had complied with FAR Subpart 8.4 when competing the orders.

? Judgement sample percentage does not generalize to universe.



However, they should have cited and followed DFARS 208.405-70, which
requires contracting officials (including those from non-DoD agencies) to
obtain three quotes for orders valued at more than $100,000. Table 4
includes wording from the award summaries for five of the eight orders. The
wording emphasizes compliance with regulations as opposed to maximizing
competition. The remaining three of eight orders were related to furniture
purchases and are explained in detail immediately following Table 4.

Table 4. Review of Competition of GSA Federal Supply Schedule

Orders Valued at More Than $100,000

Order No. Information Contained in Award Summary
GovWorks e W |
66683 GSA procurement conducted in accordance with FAR 8.4. Posted to
$532,540.00 GSA e-Buy, with closing date of November 27, 2006. Two offers
Body Armor received. Sent to client for approval.

66987 GSA e-Buy brand name or equal procurement conducted in accordance
$1,354,186.79 with FAR 8.4. Posted to GSA e-Buy as brand name or equal, with
Teradata Test & | closing date of January 8, 2007. One offer received. Sent to client for
Development review.

Equipment

66417 GSA e-Buy brand name or equal procurement conducted in accordance

$1,158,561.00
Radios

with FAR 8.4. Posted to GSA e-Buy as brand name or equal, with
closing date of October 18, 2006. One offer received.

66268
$288,461.54
Programming
Support
Services

To increase competition and interest in the project, the request for quote
was issued through the GSA’s e-Buy system so all interested schedule
holders could provide a quote. The request for quote was also e-mailed
directly to select contractors. Two offers received.

66184
$421,080.43
Develop &
Build PDK Kit

The contracting officer determined that the subject requirement was
within the scope of GSA’s LOGWORLD schedule, 874V. The
requirement was posted on e-Buy and six companies expressed an intent
to submit quotes via e-mail, but only [vendor name omitted] and [vendor

‘name omitted] submitted quotes.

Furniture Purchases. GovWorks contracting officials awarded three
GSA Federal supply schedule orders (66856, 66854, and 66452) for furniture
purchases. Three vendors submitted quotes for each of these orders. On the
surface, it appears that adequate competition occurred for these orders
because three offers were obtained, as required by DFARS 208.405-70.
However, we questioned the adequacy of competition for these awards after
learning that GovWorks contracting officials were not involved in the
competitive process for these awards. Instead, contracting officials relied on
DoD requiring offices and furniture dealers to obtain the quotes for them.
The following figure illustrates the process contracting officials used to
obtain offers for the three orders.



1
GovWorks Contracting
Officer Instructs DoD
Requiring Activity to Obtain
Quates

2
DoD Requiring Activity
Requests Fumniture Dealers
to Obtain Quotes From Their
Vendors

4
GovWorks Contracting
Officer Makes Award to
Vendor Selected by DoD>
Requiring Activity

l

3
DoD Requiring Activity

| Sends Quotes to GovWorks

Contracting Officer Along
With Recommendation
Whom to Select

Competition Related to Three Purchases of Furniture

When we questioned a GovWorks contracting official on his practice of using
DoD requiring activities and furniture dealers to obtain vendor quotes, he
stated that it was “streamlined acquisition.” Due to time constraints, we did
not determine whether these three furniture orders were isolated cases or part
of an overall GovWorks strategy for purchasing furniture on behalf of DoD.
However, we did determine that GovWorks awards substantial dollar
amounts for the purchases of furniture on behalf of DoD. In FY 2006,
GovWorks awarded 898 contract actions, valued at $33,298,695 for furniture
purchases for DoD. From October 2006 through February 2007, GovWorks
awarded 212 additional contract actions for furniture purchases, valued at
$7,797,074.59. In contrast, in FY 2006, Southwest Acquisition Branch
awarded one contract action, valued at $306.55, for furniture purchases for
DoD and no contract actions in FY 2007.

For two of the 18 GSA Federal supply schedule orders, Southwest
Acquisition Branch contracting officials did not follow Section 803 and
DEFARS 208.405-70 requirements. The orders are NBCHF060052 and
NBCHEF070005.

Federal Supply Schedule Order NBCHF060052. Southwest
Acquisition Branch contracting officials obtained only two offers before
awarding contract action NBCHF060052, a GSA Federal supply schedule
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order for operations and support valued at $7,589,541.90. The award
summary did not contain sufficient detail regarding the competition that
occurred. The award summary did not identify the names of the two offerors,
the amounts proposed by each offeror, or the rationale for selecting the
awardee. The summary also contained no information showing that
contracting officials attempted to obtain additional quotes after mnitially
receiving only two. The summary stated only that the request for quote was
advertised on e-Buy to all Schedule 70 holders, sent out to 18 vendors, and
open for 11 days. Other documentation in the contract action files tended to
conflict with the idea of competition: one document states that
NBCHF060052 was a logical follow-on to an existing order and that the
contractor had performed the work for the past 5 years. The documentation
also stated that an informal survey of GSA Advantage showed that an
abundance of Schedule 70 vendors for information technology solutions and
electronics could fulfill the requirement. Had contracting officials attempted
to obtain more competition, they may have obtained a better price and would
have complied with Section 803 requirements; it is not certain that the
incumbent would have received the award.

Federal Supply Schedule Order NBCHF070005. For this order,
Southwest Acquisition Branch contracting officials discontinued use of an
existing indefinite-delivery, indefinite-quantity contract that it had awarded to
a service disabled veteran-owned business under FAR Part 19 requirements
after determining that inadequate market research had been performed. They
then awarded a Federal supply schedule order to the same contractor after
setting aside the competition to 10 service disabled veteran-owned businesses
and after receiving only one offer. The value of the order was $884,634. The
order was for administrative and management support services. The
contracting official’s rationale for restricting the competition to service
disabled veteran-owned businesses was as follows:

A determination by the contracting officer to address the
requirements of DFARS 208.404-70(c)(1)(1)(B), concludes that
the solicitation was issued to all Service Disabled Veteran
Businesses on GSA-Ebuy. This included all 20 companies which
hold schedules and reasonably should have resulted in at least 3
offers. The decision fo restrict it to SDVOB [service disabled
veteran-owned business] was made in order to help meet the
SDVOB goal set by the Department of the Interior and continue
this effort as an SDV [Service Disabled Veteran] set-aside.

The contract action file indicated that contracting officials used Federal
supply schedule 84, Special Item Number (SIN) 246-52 for this purchase.
We reviewed that schedule and found that it contained a list of 137 vendors
on the schedule, including many vendors who are not service disabled
veteran-owned businesses, that could have competed for order
NBCHFO070005. We do not believe that the contracting officer’s decision to
use set-aside procedures under a GSA Federal supply schedule order to make
an award to an incumbent vendor, after receiving only one offer, was
appropriate. Furthermore, the contracting officer’s actions did not correct
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inadequate market research issues that occurred under the contract action that
was discontinued.

Best Practices. GSA Federal supply schedule order 66728, valued at
$450,000, provides a good example of how a GovWorks contracting official
adequately competed a GSA Federal supply schedule order. The award
summary stated that contracting officials had performed research and
reviewed five vendors’ schedules on GSA e-Buy. The summary identified
the five vendors by name. The summary identified the schedule by name,
Schedule 874 SIN 1, and stated that market research showed that there were
approximately 1,529 vendors on the schedule. The summary stated that
contracting officials received three offers. It identified each offeror by name
and included the amount offered. The detailed information in this award
summary enabled us to determine that the GovWorks contracting official had
complied with Section 803 and DFARS 208.405-70 requirements, and it
adequately supported that the $450,000 price paid was fair and reasonable.

Federal Supply Schedule Orders Valued at Less Than $100,000.
Competition requirements for GSA Federal supply schedule orders valued at
less than $100,000 are less stringent than the requirements for GSA Federal
supply schedule orders valued at more than $100,000. Specifically, for
orders for supplies, as well as services, valued under $100,000 and not
requiring a statement of work, contracting officials are required to follow
FAR 8.405-1 requirements and survey only GSA Advantage or review the
pricelists of three GSA Federal supply schedule vendors as opposed to
obtaining at least three quotes. Of the 27 GSA Federal supply schedule
awards we reviewed, 9 orders were valued at less than $100,000. Seven of
the nine GSA Federal supply schedule orders did not require a statement of
work. For three of those seven orders, the order award summaries contained
no evidence that contracting officials had surveyed GSA Advantage or
reviewed the pricelists of three GSA Federal supply schedule vendors as
required by FAR 8.405-1. Table 5 identifies the three orders valued at less
than $100,000 that had inadequate competition.
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Table 5. Competition Information for Three GSA Federal Supply
Schedule Orders Valued at Less Than $100,000

Order No. | Competition Information From Award Summary

GovWorks

Order 67042 GSA e-Buy brand name or equal procurement conducted in

$41,256.00 accordance with FAR 8.4, Posted to GSA e-Buy as brand name

Tactical Torch Kit and | or equal. . . Only one company offers this item. No requests for

Related Equipment extension of the request for quote were received and no offers for
equal items were submitted. One quote received.

Order 67044 GSA e-Buy brand name or equal procurement conducted in

$26,596.66 accordance with FAR 8.4. No request to extend request for quote

Rope Self Descender was received. No equal items were offered. One quote received.

Southwest Acquisition Branch

Order NBCHF060102 | “An attempt was made via GSA e-Buy to obtain competition for

$8,262.00 this renewal. However, no offers were received. The original
Lexis Nexis Renewal vendor . . . was finally contacted and persuaded to submit a
quote.”

Once again, contracting officials issued a one-time request for quotes on
GSA e-Buy and made the award after receiving only one offer. GovWorks
awarded two of these orders and Southwest awarded one order.

Use of Multiple-Award Contracts. Of the 43 contract actions reviewed,
Southwest Acquisition Branch contracting officials awarded 7 contract
actions as orders under a multiple-award arrangement involving 4
contractors. The purpose of these contract actions was for scientific,
engineering, and technical assistance and administrative support services.
For these multiple-award orders, contracting officials were required to follow
the fair opportunity requirements contained in FAR 16.505(b) that require
contracting officials to provide fair opportunity to all multiple-awardees or
claim one of the fair opportunity exceptions for individual orders issued
under the multiple-award contracts.

Fair Opportunity. Southwest Acquisition Branch contracting officials
provided all awardees a fair opportunity to be considered for six of the seven
orders; however, competition for these orders was quite limited. Contracting
officials obtained only one offer for four of the orders and two offers for the
other two orders. For the remaining order, NBCHD060010, Order 01, valued
at $493,751.00, contracting officials obtained only one offer, did not provide
all multiple-awardees a fair opportunity, and did not claim one of the fair
opportunity exceptions as required by FAR 16.505(b). Instead, the
contracting officer stated in the award summary that “competition was
documented at the time of the basic contract.” The contract action files
contained no evidence that contracting officials attempted to determine why
they were receiving so few offers. Table 6 identifies the seven
multiple-award orders reviewed.

13



Table 6. Review of Multiple-Award Orders

Contract Action Number Extent of Competition
NBCHDO060009/ Order 02 | Request for purchase sent to all multiple awardees. Only
two contractors responded.

NBCHDO060009/ Order 05 | Request for purchase sent to all multiple awardees. Only
two contractors responded.

NBCHDO060010/ Order 01 | Fair opportunity not provided to all contractors or
exception claimed.

NBCHDO060011/ Order 07 | Request for purchase sent to all multiple awardees. Only
one contractor responded.

NBCHDO060011/ Order 10 | Request for purchase sent to all multiple awardees. Only
one contractor responded.

NBCHDO060013/ Order 06 | Request for purchase sent to all multiple awardees. Only
one contractor responded.

NBCHDO060013/ Order 12 | Request for purchase sent to all multiple awardees. Only
one contractor responded.

Price Reasonableness Determinations

Contracting officials need to better document and support their price
reasonableness determinations, in particular for GSA Federal supply schedule
orders awarded after only one offer is received. For 14 of 43 contract actions
reviewed, GovWorks and Southwest Acquisition Branch contracting officials
did not adequately document and support that the prices paid were fair and
reasonable. This included seven GovWorks contract actions and seven
Southwest Acquisition Branch contract actions. For 10 of the 14 contract
actions, only one offer was received. Regardless of the contract action value,
price reasonableness sections of award summaries consisted of the same
nonspecific information that did not suppott contracting officials’ price
reasonableness determinations. For example, contracting officials used the
same nonspecific statements for GSA Federal supply schedule order 67044,
valued at $26,596.06, as they did for GSA Federal supply schedule order
66987, valued at $1,354,186.79. Table 7 provides some examples of the
statements used to support prices.
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Table 7. Review of Price Reasonableness Decisions

Contract Action

Support for Price Reasonableness Decisions

Oracle Software and
Technical Support

Information

GovWorks

GSA Federal Supply “This order is awarded using the procedures in 8.405-6, and
Schedule Order 66938 | represents the ‘Best Value’ to the government, (as defined in
$962,191.20 FAR 2.101) and results in the lowest overall cost alternative

(considering price, special features, administrative costs, etc.)
to meet the Government’s needs. The offeror’s quote is

Schedule Order 66987
$1,354,186.79

(One Offer) considered fair and reasonable based on GSA schedule price
list included in the file.”
GSA Federal Supply “This order is awarded using the procedures in 8.4, and

represents the ‘Best Value’ to the government, (as defined in
FAR 2.101) and results in the lowest overall cost alternative

Schedule Order 66417
$1,158,561.00

Radios

(One Offer)

Teradata Test & (considering price, special features, administrative costs, etc.)
Development to meet the Government’s needs. The offeror’s quote is
Equipment considered fair and reasonable based on GSA schedule price
(One Offer) list included in the file.”

GSA Federal Supply “This order is awarded using the procedures in 8.4, and

represents the ‘Best Value’ to the government, (as defined in
FAR 2.101) and results in the lowest overall cost alternative
(considering price, special features, administrative costs, etc.)
to meet the Government’s needs, The offeror’s quote is
considered fair and reasonable based on market research
included in the file. (GSA Advantage/internet print outs)”

GSA Federal Supply
Schedule Order 67044
$26,596.66

Rope Descender
Equipment

(One Offer)

“This order is awarded using the procedures in 8.4, and
represents the ‘Best Value’ to the government, (as defined in
FAR 2.101) and results in the lowest overall cost alternative
(considering price, special features, administrative costs, etc.)
to meet the Government’s needs. The offeror’s quote is
considered fair and reasonable based on GSA schedule price
list included in the file.”

The award summaries should have included specific information that the
contracting official used to determine that the price paid was fair and
reasonable, including whether discounts were requested and received.
Simply referring to vendor pricelists in the file as the basis for determining
price reasonableness is not sufficient. Contracting officials need to provide
more detail in award summaries that clearly shows the prices paid in
comparison with vendor pricelists and how the prices paid are fair and
reasonable. In one situation, contracting officials awarded contract action
66417, a GSA Federal supply schedule order, valued at $1,158,561.00, after
receiving only one offer. The purpose of 66417 was for the purchase of
radios. The following statement from GSA Advantage was included in the

contract action file:
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The items from [vendor name omitted] GS-35F-0001L exceed the
Contract Maximum Order of $500,000. You should park your
cart and contact the vendor to negotiate better prices. You may
also compete this large requirement among several vendors by
checking the “Get a Quote box. . . ."”

Instead of following this advice, contracting officials awarded order 66417.
The award summary contained no evidence that the contracting officials
requested or received a discount. The award summary stated that the quote
was considered fair and reasonable based on market research included in the
file, such as GSA Advantage and Internet printouts. The lack of detail in the
award summaries leaves DoD with no assurance that the prices it pays are
fair and reasonable.

Review of Contractor Proposals for Service Contracts

GovWorks contracting officials have improved their documentation
supporting Government reviews of contractor proposals since our initial
audit. Their efforts have had some effect. Each of the five GovWorks
contract actions for services we reviewed had an adequate review of
contractor proposed costs. During our initial audit, only one of nine contract
actions we reviewed had an adequate review.

Southwest Acquisition Branch also improved in the level of documentation
supporting Government reviews of contractor proposals. Sixteen of 19
contract actions for services reviewed had an adequate review of contractor
proposed costs. During our initial audit, only 4 of 15 contract actions we
reviewed had adequate reviews. We commend GovWorks and Southwest
Acquisition Branch for their improvements.

Independent Government Cost Estimates

Lack of detail in DoD-developed independent Government cost estimates
(estimates) is a continuing problem. We reviewed 11 estimates (5 from
GovWorks and 6 from Southwest Acquisition Branch) related to the
purchases of services. All estimates were deficient. Estimates usually
consisted of lists of labor rates, labor categories, and labor hours with no
explanation of how DoD activities developed the estimates. In some
instances, the estimates were not signed and dated. Instead of asking DoD
activities to provide more detail supporting the estimated amounts,
GovWorks and Southwest Acquisition Branch contracting officials accepted
the incomplete estimates. For the estimates to be of any value to contracting
officials, the estimates must contain enough detail to explain how the
estimated amounts were derived. Until DOI contracting officials require
DoD activities to provide more detail in thetr estimates, contracting officials
will not be able to use the estimates as part of their overall price
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reasonableness determinations. Table 8 provides some examples of the
inadequate Government estimates.

Table 8. Review of Independent Government Cost Estimates

Contract Contract Information in Government Estimate
Number Amount

GovWorks

66321 $157,531.38 | The estimate was not signed and it did not show how

the estimated information was developed. The estimate
states only that information is “based on efforts of
similar nature.”

62500 296,338.88 | The estimate was not signed or dated and it did not
show how the estimated information was developed.
66268 288,461.54 | The estimate was signed and dated; however, it did not
show how the estimated information was developed.
66184 421,080.43 | The estimate was signed and dated; however, it did not
show how the estimated information was developed.
66728 450,000.00 | The estimate was not signed and it did not identify how

the estimated information was developed. The estimate
states only that information is “based on efforts of
similar nature.”

Southwest Aequisition Branch

NBCHF060052 7,589,541.90 | The estimate was not signed and it did not show how
the estimated information was developed.

NBCHF060102 8,262.00 | No estimate in file.
NBCHF060101 12,016.96 | No estimate in file.

NBCHF070005 884,634.00 | The estimate was not signed or dated and it did not
show how the estimated information was developed.
NBCHC060104 | 8,913,989.72 | The estimate was not signed or dated and it did not
show how the estimated information was developed.

NBCHC070049 222,519.01 | No estimate in file.

Use of Time-and-Materials and Labor-Hour Contracts

Time-and-materials contracts provide for acquiring supplies and services on
the basis of direct labor hours at specified fixed hourly rates that include
wages, overhead, general and administrative expenses, and profit. Also
included are materials at cost, including material handling costs.
Time-and-materials contracting is one of the least desired contract types in
Government contracting because it provides no positive profit incentive to
the contractor for cost control or Jabor efficiency. According to FAR 12.207,
contracting officers are required to execute a determination and findings
(D&F) that no other contract type is suitable when using a time-and-materials
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or labor-hour contracts for services. FAR 12.207(2) also states that at a
minimum, the D&F must

(i) Include a description of the market research conducted. . . .,

(ii) Establish that it is not possible at the time of placing the
confract or order to accurately estimate the extent or duration of
the work or to anticipate costs with any reasonable degree of
certainty,

(iii) Establish that the requirement has been structured to
maximize the use of firm-fixed-price with economic price
adjustment contracts (e.g. by limiting the value or length of the
time-and-materials/labor-hour contract or order; establishing fixed
prices for portions of the requirement) on future acquisitions for
the same or similar requirements; and

(iv) Describe action planned to maximize the use of firm-fixed
price or fixed-price with economic price adjustment contracts on
future acquisitions for the same requirements.

GovWorks and Southwest Acquisition Branch contracting officials used a
time-and-materials mechanism for 6 of 43 contract actions reviewed.
GovWorks awarded three GSA Federal supply schedule orders using a
time-and-materials arrangement. Southwest Acquisition Branch awarded two
GSA Federal supply schedule orders and one Section 8(a) contract using a
time-and-materials arrangement. The D&Fs for the three GovWorks contract
actions adequately supported the use of a time-and-materials arrangement;
however, the D&Fs for the three Southwest Acquisition Branch contract
actions did not contain the required information supporting the use of'a
time-and-materials arrangement. We found problems with Southwest
Acquisition Branch time-and-materials contract actions NBCHF060052,
NBCHF070005, and NBCHC060104.

Federal Supply Schedule Order NBCH¥060052. The D&F for
NBCHFQ060052, valued at $7,589,541.90, was very short and included a
statement regarding proposed labor hours, a statement identifying the
contracting officer’s representative, and another statement that it was not
possible to estimate accurately the extent or duration of the work to be
performed or to estimate costs with any reasonable degree of confidence.
The D&F had no information regarding whether contracting officials had
performed any market research to support the use of a time-and-materials
contract action. Other documentation in the contract file stated that the
awardee was an incumbent contractor who had been performing the same
work for 5 years. Even though at least 5 years of historical information
existed, the D&F did not indicate whether contracting officials attempted to
use the historical information to award at least a portion of the order on a
fixed-price basis.

Federal Supply Schedule Order NBCHF070005. The D&F for
NBCHF070005, valued at $884,634.00, was identical to NBCHF060052 and

18



did not state whether contracting officials had performed any market research
to support the use of a time-and-materials contract.

Section 8(a) Contract NBCHC060104. The D&F for NBCHC060104,
valued at $8,913,989.72, stated that the contractor was a Section 8(a) Native
Hawaiian Organization and as such it received the same preference as Indian
tribes and Alaska Native Corporations. The D&F also stated the contractor
had adequate resources to perform the contract or the ability to obtain them.
Other information in the D&F focused on the integrity and business ethics of
the contractor. However, the D&F did not contain any information
supporting why a time-and-materials contract action was required. Instead,
the D&F included information that showed the requirements under
NBCHC060104 were not new; they were continuing requirements from prior
contract actions with the same contractor, and those previous contract actions
had expired.

Legal Reviews

During our previous audit, we found that DOI legal officials were not
performing reviews of delivery or task orders issued under indefinite-quantity
contracts and Federal supply schedule contracts. On October 19, 2006, DOI
issued new policy for review and approval of contract actions. Accordmg to
this policy, legal reviews are required for awards valued at $500,000 and
more and include the review of “delivery orders” used under indefinite-
quantity contracts and Federal supply schedule contracts.

During this audit, DOI’s legal review process improved. Only three contract
actions valued at more than $500,000 had inadequate legal reviews.
GovWorks awarded the three contract actions. On June 14, 2007, we
contacted GovWorks to determine why legal officials had not performed
legal reviews of these contract actions. A GovWorks official stated that legal
reviews for the three contract actions were not required because they were
GSA Federal supply schedule delivery orders. However, according to the
GovWorks policy dated October 19, 2006, legal officials should have
reviewed the three Federal supply schedule orders. In contrast, Southwest
Acquisition Branch performed legal reviews for all 14 of their contract
actions valued at more than $500,000.

Reasons for Contracting Problems

Contracting officials did not place enough emphasis on competition when
using GSA e-Buy to compete purchases. GSA e-Buy is GSA’s electronic
request for quote system and is a part of a suite of on-line tools that
complement GSA Advantage. GSA e-Buy allows ordering activities to post
requirements, obtain quotes, and issue orders electronically. GSA promotes
the use of e-Buy because it is a simple on-line procurement tool, it brings
ease and versatility to on-line procurement, and it taps into a large customer
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base for products and services. FAR Subpart 8.4 and DFARS 208.405-70
allow contracting officials to use GSA e-Buy. Although we do not question
contracting officials’ use of GSA e-Buy, we do question their limited use of it
for obtaining competitive quotes especially in situations where only one
quote is received. Contracting officials may have satisfied the competition
requirements when using GSA e-Buy, but we do not believe they satisfied the
intent of Section 803. One contracting officer stated that she liked GSA
e-Buy because in the past she spent considerable time on the telephone trying
to get vendors to quote and then ended up receiving no quotes. Inadequate
competition, in particular for GSA Federal supply schedule orders for
products, also occurred because contracting officials were not aware that the
competition procedures of DFARS 208.405-70 were changed in March 2006
to include products in addition to services.

Price reasonableness problems occurred more for contract actions involving
only one offer. For the one-offer awards, contracting officials did not
determine whether the price paid was fair and reasonable. Had contracting
officials obtained even the minimum number of quotes required by

Section 803 and DFARS 208.405-70 for the GSA Federal supply schedule
purchases, the price reasonableness problems that we identified would not
have occurred. Until Southwest Acquisition Branch and GovWorks use GSA
e-Buy more effectively to obtain multiple offers, competition problems and

price reasonableness problems will continue.

Conclusion

GovWorks and Southwest Acquisition Branch contracting officials improved
in the Government reviews of contractor proposals and legal reviews;
however, they still need to improve in the areas of competition and price
reasonableness determinations. Regarding competition, contracting officials
did not demonstrate how they had complied with the competition
requirements of DFARS 208.405-70 when awarding Federal supply schedule
orders for purchases, valued in excess of $100,000, after receiving fewer than
three offers. Contracting officials need to base their price reasonableness
decisions on the results of detailed analysis as opposed to statements that lack
specific detail.

Recommendation, Management Comments, and Audit
Response

The majority of the recommendations to help solve the deficiencies identified
in finding A were made in DoD Inspector General Repoit No. D-2007-007,
“FY 2005 DoD Purchases Made Through the General Services
Administration,” October 30, 2006.

A. We recommend that Acquisition Executives for the Army, Navy, and
Air Force make program and contracting offices aware of any recurring
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deficiencies in the development of independent Government cost
estimates, price negotiation memorandums, and use of time-and
materials contracts, and implement an enforcement program that
prevents future deficiencies in those areas.

Navy Comments. The Deputy Assistant Secretary of the Navy (Acquisition
and Logistics Management) concurred in principle with the recommendation.
He stated that the Navy would continue to make program and contracting
offices aware of issues in interagency contracting and reiterate the need to
improve independent Government cost estimates. However, under the
Federal Acquisition Regulation, selection of contract type, and preparation of
price negotiation memorandums are responsibilities of the contracting officer
at the assisting agency. Enforcement programs in these areas are the
responsibility of the Department of the Interior.

Air Force Comments. The Assistant Secretary of the Air Force
(Acquisition) concurred with the recommendation. On August 16, 2007, the
Principal Deputy Assistant Secretary of the Air Force (Financial
Management) and the Assistant Secretary of the Air Force (Acquisition)
issued a joint memorandum entitled, “Air Force Purchases Using Military
Interdepartmental Purchase Requests (MIPRs).” This guidance (1) places
ultimate responsibility on requiring activity; (2) defines key players’ roles and
responsibilities; (3) mandates use of automated process and track of MIPRs;
(4) implements DoD policy on advance payments; (5) mandates contracting
officers review MIPRs; (6) provides detailed accounting procedures; and (7)
mandates special requirements for MIPRs regarding expiring funds.
Additionally, the Air Force has implemented procedures to ensure prevention
of documentation deficiencies, such as financial management oversight,
procuring contracting officer and negotiator training, higher level reviews
within the contracting chair, and legal reviews.

Under Secretary of Defense for Acquisition, Technology, and Logistics
Comments. Although not required to comment, the Director, Defense
Procurement and Acquisition Policy commented on behalf of the Under
Secretary of Defense for Acquisition, Technology, and Logistics. He agreed
with the recommendation. The Director also stated that his office will
continue to work with the Military Departments and Defense agencies to
address long-term solutions to the recommendations.

Audit Response. Management comments are responsive to the
recommendation, and we commend the Under Secretary of Defense for
Acquisition, Technology, and Logistics for his involvement in these issues.
We agree with the Navy that certain contracting actions are technically the
responsibility of the assisting activity. However, as the Air Force and the
Under Secretary of Defense for Acquisition, Technology, and Logistics
recognized, the intent of our recommendation is for DoD requiring activities
to take ultimate responsibility for ensuring program and contracting offices
follow proper procedures for these interagency contract actions.
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B. Funding Problems

Despite being informed of potential funding problems in March 2006,
GovWorks continued to use expired funds to make purchases on
behalf of DoD through at least March 2007. It is unclear why
GovWorks continued to used expired funds. DOJ’s use of expired
funds and its lack of attention, until recently, in correcting these
problems have resulted in 336 potential funding violations involving
expenditures of $51 million. Accordingly, DoD needs to expend
significant resources and effort to correct these deficiencies and
ensure they do not reoccur.

Funding Criteria

Bona Fide Needs Rule. Appropriations are generally available for limited
pertods. An agency must incur a legal obligation to pay money within an
appropnation’s period of availability. If an agency fails to obligate funds
before they expire, they are no longer available for new obligations. Expired
funds retain their “fiscal year identity” for 5 years after the end of the period
of availability. During this time, the funds are available to adjust existing
obligations or to liquidate prior valid obligations. However, expired funds
are not available for new obligations nor can they be used to purchase new
requirements.

Appropriations are available only for the bona fide needs of an
appropriation’s period of availability (31 U.S.C. 1502(a)). The bona fide
needs rules states:

The balance of an appropriation or fund limited for obligation to a
definite period is available only for payment of expenses properly
incurred during the period of availability, or to complete contracts
properly made within that period of availability and obligated
consistent with section 1501 of this title.  However, the
appropriation or fund is not available for expenditure for a period
beyond the period otherwise authorized by law.

Purpose Statute. The purpose statute 1s codified in 31 U.S.C. 1301(a). A
violation of the purpose statute may cause a violation of the Antideficiency
Act. The statute states, “appropriations shall be applied only to the objects
for which the appropriations were made except as otherwise provided by
law.”

Antideficiency Act. Congress passed the Antideficiency Act to curb the
fiscal abuses that frequently created “coercive deficiencies” that required
supplemental appropriations. The Antideficiency Act consists of several
statutes that include administrative and criminal sanctions for the unlawful
use of appropriated funds (31 U.S.C. 1341, 1342, 1350, 1351, and 1511-
1519). These statutory provisions enforce the Constitutional budgetary
powers entrusted to Congress with respect to the purpose, time, and amount
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of expenditures made by the Federal Government. Violations of other laws
may trigger violations of Antideficiency Act provisions (for example, the
“bona fide needs rule,” 31 U.S.C. 1502(a)). Knowing and willful violators
are subject to fines and imprisonment for up to 2 years.

DoD Financial Management Regulation Guidance. Annual Appropriation
Acts define the use of each appropriation and set specific timelines for use of
the appropriations. The DoD Financial Management Regulation (FMR),
volume 2A, chapter 1, provides guidelines on most commonly used DoD
appropriations for determining the correct appropriation to use when planning
acquisitions.

Expenses and Investments. All costs are classified as either an expense or
an investment. Expenses are costs of resources consumed in operating and
maintaining DoD and typically have an approved threshold of $250,000 for
expense and investment determinations. Investments are costs to acquire
capital assets, such as real property and equipment, and have a cost higher
than the currently approved dollar threshold of $250,000. Costs budgeted in
the operations and maintenance (O&M) appropriations are considered
expenses. Costs budgeted in the procurement appropriation are considered
investments. Costs budgeted in the research, development, test, and
evaluation (RDT&E) appropriations include both expenses and investments.

RDT&E Appropriations. Development, test, and evaluation requirements,
including designing prototypes and processes, should be budgeted in the
RDT&E appropriations. In general, all developmental activities included in
bringing a program to its objective system are to be budgeted in RDT&E.
RDT&E funds are available for obligation for 2 years.

O&M Appropriations. Expenses incurred in continuing operations and
current services are budgeted in the O&M appropriations. Modernization
costs under $250,000 are considered expenses, as are one-time projects, such
as development of planning documents and studies. O&M funds are
available for obligation for 1 year.

Minor Construction. FMR volume 2B, chapter 6 states that an unspecified
military construction project costing no more than $750,000 may be funded
from appropriations available for O&M. Minor construction projects costing
more than $750,000 may not be funded using O&M funds uniess

10 U.S.C. 2805 requirements are met or 1t is approved under other legal
authority.

Requirements for Obligation of Funds for
Interagency Orders

When a Government agency orders supplies or services through another
agency, it must define the items on services it is procuring and legally
obligate agency funds to pay for the procurement. DoD Components
generally use the Military Interdepartmental Purchase Request (MIPR)
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(DD Form 448) as the obligating document for interagency orders. The
obligation must also meet several legal and regulatory requirements.

e An obligation must be definite and certain [Government
Accountability Office (GAO) Red Book, volume II, page 7-3].

¢ Funds are to be obligated only for the purposes for which they
were appropriated [31 U.S.C. 1301(a)].

e Funds are to be obligated only to satisfy the bona fide needs of the
current fiscal year [31 U.S.C. 1502(a); DoD FMR, volume 3,
chapter 8, paragraph 080303 A].

» Funds are to be obligated only if there is a genuine intent to allow
the contractor to start work promptly and to proceed without
unnecessary delay [DoD FMR, volume 3, chapter 8, paragraph
080303B].

e Current funds are to be obligated when the Government incurs an
obligation (or a liability) [DoD FMR, volume 3, chapter 8,
paragraph 080302].

« Funds are not to be obligated in excess of (or in advance of) an

appropriation, or in excess of an apportionment or a formal
subdivision of funds [31 U.S.C. 1341 and 1517].

The Comptroller General has also held that it is improper to “bank”
appropriated funds with another agency to cover future year needs.’

Requirements for Review of Outstanding Obligations and
Commitments. Defense agencies are required by DoD FMR, volume 3,
chapter 8, section 080401 to perform reviews of unliquidated obligations and
commitments three times each year:

Fund holders, with assistance from supporting accounting offices,
shall review commitment and obligation ftransactions for
timeliness, accuracy, and completeness during each of the four
month period ending en January 31, May 31, and September 30 of
each fiscal year. Fund holders are DoD officials that receive a
documented administrative subdivision of funds including
apportionments, allocations, sub allocations, allotments, and sub
allotments through their funding chain of command or from other
government departments, agencies, and activities holding an
administrative subdivision of funds. The requirement for reviews
of commitments and obligations applies to all appropriations and
funds of all DoD Components. This requirement applies not only

? Implementation of the Library of Congress FEDLINK Revolving Fund, B-288142, September 6,
2001; Continued Availability of Expired Appropriation for Additional Project Phases, B-286929,
April 25, 2001.
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to direct appropriations, but also to all reimbursable transactions,
as well as the Department’s revolving and trust funds.

The purpose of these reviews is to deobligate funds that are no longer needed
so that the funds may be reobligated on other requirements. The reviews also
ensure that the accounting records are accurate and up-to-date.

Review of DOI MIPRS

During our prior audit, we identified 21 potential Antideficiency Act
violations that occurred at GovWorks. Using information provided to us
from GovWorks, we also identified approximately 1,967 MIPRs involving
about $393 million in DoD funds “banked” at GovWorks that could have
expired. In March 2006, we notified DOI that it should not use expired funds
and that it should return expired funds to DoD.

During this audit, we performed three separate reviews of GovWorks MIPRs
to determine whether GovWorks had stopped its practice of using expired
funds for new DoD purchases. The reviews are as follows.

e First, we selected 25 of the 1,967 MIPRs, identified during our prior
audit, with remaining balances of approximately $104.4 million. The
DOI IG also selected 25 of the 1,967 MIPRs for its review.
Collectively, the 50 MIPRs accounted for $200 million, or about one
half of the $393 million of expired funds. This report addresses only
the 25 MIPRs reviewed by the DoD IG. The remaining 25 MIPRs
reviewed by the DOI IG will be included in the DO! IG audit report.
We will refer to our review of these 25 MIPRs as the first review.

e Second, we reviewed MIPRs related to 43 GovWorks and Southwest
Acquisition Branch contract actions selected for our overall review,
We will refer to the review of these MIPRs as the second review.

¢ Third, we reviewed 11 GovWorks contract actions that occurred
between January 16, 2007, and January 30, 2007. We will refer to our
review of these contract actions as the third review.

As aresult of the three reviews, we found that from October 3, 2005, through
at least March 2007, GovWorks used expired DoD funds to make purchases
on behalf of DoD. At GovWorks, we identified 336 potential funding
violations involving expenditures of $51 million.

First Review: Potential Funding Violations at GovWorks. In November
20006, we reviewed 25 of the 1,967 MIPRs, with remaining balances of
approximately $104.4 million. Based on this first review, we identified

266 potential funding violations valued at $42,458,324.13. Table 9 identifies
the 266 potential Antideficiency Act violations and the time frame in which
they occurred. We viewed the potential Antideficiency Act violations that
occurred after March 1, 2006, as more serious because we notified DOI in
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March 2006 that it should not use expired funds and that it should return
expired funds to DoD.

Table 9. Results of First Review

Time Frame of Potential Antideficiency Number of Amount of
Act Violations Potential Potential
Antideficiency Antideficiency Act
Act Violations Violations
October 3, 2005, through February 28, 2006 77 $30,538,568.52
March 1, 2006, through October 13, 2006 189 $11,919,755.61
Total 266 $42,458,324.13

Second Review: Potential Funding Violations at GovWorks. For our
second review, we reviewed funding documents related to 43 contract actions
as part of our overall audit review. GovWorks awarded 20 of the contract
actions and Southwest Acquisition Branch awarded 23 contract actions. We
did not identify any potential Antideficiency Act violations at Southwest
Acquisition Branch related to those 23 actions. In contrast, for 14 of 20
GovWorks contract actions reviewed, we identified 15 potential funding
violations.* Table 10 identifies the 15 potential Antideficiency Act
violations related to our review of the 14 contract actions at GovWorks and
the timeframe in which they occurred.

Table 10. Results of Second Review

Time Frame of Potential Antideficiency Act Number of Amount of
Violations Potential Potential
Antideficiency Antideficiency Act
Act Violations Violations
November 1, 2006, through December 21, 2006 13 $3,333,751.73
January 8, 2007 2 $407,006.11
Total 15 $3,740,757.84

Third Review: Potential Funding Violations at GovWorks. For our third
review, we reviewed 11 GovWorks contract actions that occurred from
January 16, 2007, through January 30, 2007, for funding problems. We
identified 55 more potential Antideficiency Act violations. There were more
funding violations than contract actions reviewed because in some instances,
contracting officials used expired funds from one funding document to fund
several contract actions or they used several funding documents to fund one
contract action. Of the 55 potential Antideficiency Act violations identified,
32 occurred from September 23, 2005, through December 19, 2006, and 23
occurred from January 3, 2007, through March 13, 2007, Table 11 identifies
the 55 potential Antideficiency Act violations.

* We reviewed only 14 of the 20 GovWorks contract actions here because the other six contracts were
reviewed under the third review.
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Table 11. Results of Third Review

Time Frame of Potential Antideficiency Act Number of Amount of
Violations Potential Potential
Antideficiency  Antideficiency Act
Act Violations Violations
September 23, 2005, through December 19, 2006 32 $2,025,800.15
January 3, 2007, through March 13, 2007 23 $2,751,010.34
Total 55 $4,776,810.99

GovWorks Use of Advanced Billing

GovWorks operates under the authority of the DOI franchise fund authority,
which permits payment for contracts and associated administrative costs in
advance of the services being acquired. A GovWorks policy official
provided the following information, dated June 6, 2007, that describes the
GovWorks high-level process for securing DoD funding and billing
acquisition services.

1. A DoD organization/component identifies a business need and
issues a Military Interdepartmental procurement Request
(MIPR-DD  Form 448) to GovWorks identifying the
products/services to be acquired. GovWorks reviews the MIPR
for data accuracy and forwards it to the contracting officer for
confirmation of bona fide need, specificity, review, and
acceptance. Once approved by the contracting officer, GovWorks
prepares a service agreement which identifies an estimated cost
for the product/services to be acquired and GovWork’s
administrative fee for performing the acquisition services and
maintaining the contract.

2. DoD signs the GovWorks service agreement. GovWorks
processes the MIPR and generates the MIPR acceptance form
(DD 448-2). Upon signing these documents, DoD records a
financial transaction for the GovWorks services by processing an
obligation on its financial records reflecting the full agreement
amount for the contract and administrative fee.

3. GovWorks records a receivable fransaction on its books and
uses the U.S. Treasury Intragoverimental Payment and Collection
(IPAC) System to bill the DoD component for the full estimated
receivable amount, including contract cost and administrative fee,
prior to contract award. As required, DoD liquidates the
obligation on its financial records by paying the TPAC billing and
before any goods/services are received.

4, GovWorks receives the funds from DoD and records the

administrative fee and contract amounts as separate transactions
on its financial records. GovWorks makes this financial/
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trapsaction information available for review by DoD on
GovWork’s Business Information System (BIS).

5. GovWaorks then performs acquisition services in compliance
with FAR and DoD requirements and issues an award for the
designated goods/services.

6. GovWorks retains the award information in BIS and on its
financial records. When the vendor bills for the goods/services
either in full or incrementally, GovWorks provides this billing to
DoD for receipt and acceptance by the conftracting officer’s
technical representative. Upon receipt of the approval from DoD,
GovWorks makes the payment and records it on GovWork’s
financial records. The payment information is then reflected in
BIS for access and review by DoD.

7. Upon receipt and approval of the final billing, GovWorks
performs required audits or reviews, closes the award, and
deobligates remaining amounts and returns those funds to DoD
via IPAC.

This process causes problems for DoD activities because DoD cannot track
individual MIPR remaining balances. Once the funds are expended, they are
not reflected on accounting records as unliquidated funds. On February 7,
2007, the Under Secretary of Defense (Comptroller)/Chief Financial Officer
informed DOI that DoD would no longer honor the practice of advancing
funds to non-DoD Federal entities. However, from March 1, 2007, through
April 13, 2007, GovWorks received 230 MIPRs from DoD activities totaling
$127.4 million that were all billed in advanced.

The Under Secretary of Defense (Comptroller)/Chief Financial Officer
should recover advance payments made to GovWorks that have not been
expended. Recommendations to the Under Secretary of Defense
(Comptroller)/Chief Financial Officer to address funding policy and potential
funding violations will be made in a separate report.

MIPR Specificity

During our prior audit, we found that many MIPRs lacked specificity about
the products and services being acquired. In response to this problem, the
Under Secretary of Defense (Comptroller)/Chief Financial Officer issued a
memorandum on October 16, 20006, which revised financial management
policy for Non-Economy Act orders. According to the policy, Non-Economy
Act orders must include:

e A firm, clear, specific, and complete description of the

goods or services ordered.  The use of generic
descriptions is not acceptable;
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s  Specific performance or delivery requirements;
e A proper fund citation;

o Payment terms and conditions (e.g., direct cite or
reimbursement, and provisions of advanced payments);

e  Specific Non-Economy Act statutory authority such as
those referenced in paragraph B above; and

e DoD Activity Address Code (DODAAC).

As part of the present audit, we reviewed the MIPRs for the 43 contract
actions (20 from GovWorks and 23 from Southwest Acquisition Branch) to
determine whether specificity problems were decreasing as a result of an
October 16, 2006, memorandum from the Under Secretary of Defense
(Comptroller)/Chief Financial Officer.

The 43 contract actions reviewed involved 47 MIPRs. Of the 47 MIPRs
reviewed, 31 lacked specificity. Of the 31 MIPRs that lacked specificity, 30
were dated prior to October 16, 2006. Table 12 provides a breakdown of
MIPR specificity problems by contracting activity location and by time

period.
Table 12. Review of 43 MIPRs for Specificity
DOI Contracting | Number of Number Inadequate MIPRs MIPRs
Activity Contracts of MIPRs Specificity Dated Before Dated After
Reviewed Reviewed 10/16/06 10/16/06
GovWorks 20 22 11 11 0
Southwest 23 25 20 19 1
Acquisition Branch
Total 43 47 31 30 1

In April 2007, we performed another review of 20 additional GovWorks
MIPRs for specificity and determined that all MIPRs contained specific
requirements. The results show that GovWorks and Southwest Acquisition
Branch have significantly improved the specificity in MIPRs since the
revised guidance was 1ssued. We commend GovWorks and Southwest
Acquisition Branch officials and encourage them to continue to be diligent in
requiring specific requirements on MIPRs.

GovWorks Use of Purchase Cards for DoD Purchases

Of the 336 potential Antideficiency Act violations identified at GovWorks,
34 involved the use of purchase cards. The amounts varied from $4.50 to
$4,490. It was unclear why DoD could not have made these purchases.
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GovWorks stated that it processed 707 purchase card transactions, totaling
$508,869.90, in FY 2006 for DoD. For these purchases, DoD paid not only
the credit card fee but also a fee to DOI for making the purchase. Although
DoD made it clear to GovWorks personnel that GovWorks should not make
purchase card purchases on behalf of DoD, in FY 2007, GovWorks provided
information showing that it processed another 104 purchase card transactions
totaling $40,748.19 for DoD.

Department of the Interior Efforts To Correct Funding
Problems

It is unclear why DOI did not respond in a timely manner to the funding
problems we identified during this and our previous audit. Although we
consistently made DOI officials aware of funding problems beginning in
March 2006, we did not see any serious attempts by DOI to correct these
problems until April 18, 2007. Had DOI management addressed the funding
problems earlier, many of the 336 funding problems involving expenditures
of $51 million may not have occurred. DOI management has made some
organizational and personnel changes that are improving DoD fund
management. However, much still needs to be done.

DoD Corrective Actions

On February 7, 2007, the Under Secretary of Defense (Comptroller)/Chief
Financial Officer issued a memorandum to DOI stating that it was directing
all DoD Components to stop the practice of advancing funds to non-DoD
Federal entities. On March 1, 2007, the Under Secretary of Defense
(Comptroller)/Chief Financial Officer issued another memorandum,
“Advance Payments to Non-Department of Defense (DoD) Federal Agencies
for Interagency Acquisitions,” to DoD Components. The notice states that
the practice of advance billing was no longer to be used for DoD
procurements. Specifically, the memorandum stated:

In accordance with current DoD policy, all DoD Components are
directed to stop the practice of advancing funds to non-DoD
federal entities unless the DoD Components are specifically
authorized by law, legislative action, or Presidential authorization.
This includes the practice of permitting advance billings without
the receipt of goods or services. All existing advancements
retained by a non-DoD federal agency must be returned.

Components requesting goods or services from a non-DoD federal
agency must be fully aware of the outside agency’s billing
practices and take appropriate action to ensure DoD funds are not
disbursed in advance of contract performance. In addition,
Components must work with their servicing disbursement sites to
revise frading partner agreements to restrict other federal
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agencies’ ability to withdraw funds prtor to the delivery of goods
or services performed. . ..

On May 7, 2007, we informed the Under Secretary of Defense for
Acquisition, Technology, and Logistics that Southwest Acquisition Branch
has made substantial improvement in compliance with Defense procurement
requirements. We recommended that DoD continue to use Southwest
Acquisition Branch. However, GovWorks has not adequately improved its
funding and contracting practices. We recommended that the Under
Secretary of Defense for Acquisition, Technology, and Logistics restrict DoD
Components from making GovWorks procurements in excess of the
$100,000 limits specified in Section 811(d)(2) of the Authorization Act until
DOI has taken corrective action.

On May 31, 2007, the Office of the Under Secretary of Defense for
Acquisition, Technology, and Logistics issued a memorandum to DOI to
notify DOI of our recommendations. Specifically, the memorandum stated:

We direct that no interagency agreement i excess of $100,000,
be accepted by GovWorks Federal Acquisition Center of the
Department of Interior’s National Business Center from DoD
unfess a determination has been made in writing by the Under
Secretary of Defense (AT&L) that it is “necessary in the interest
of the Department to procwe the particular property or
services...”. This restriction shall remain in effect until rescinded.
As requested previously, Dol must cease the practice of advanced
funding and must comply with DoD’s policy of *no advance”
payments with respect to all interagency agreements.

During our audit, we provided the Under Secretary of Defense
(Comptroller)/Chief Financial Officer a list of 338 potential Antideficiency
Act violations.” The Under Secretary of Defense (Comptrolter)/Chief
Financial Officer immediately formed a task force with dedicated personnel
from the Office of the Secretary of Defense Office of General Counsel;
Under Secretary of Defense (Comptroller), DoD Components and activities;
and Acquisition, Technology, and Logistics. This staff led a coordinated
effort with the DoD IG Legal Counsel and DOI to review each case and
develop policies, procedures, and audit trails to correct and adjudicate each
potential Antideficiency Act violation.

The Comptroller streamlined the potential Antideficiency Act investigation
process for cases related to interagency acquisition. The “DoD Financial
Management Regulation,” Volume 14, Antideficiency Act Violations,
allowed Components 90 days for completing preliminary investigations and
270 days for completing formal investigations. A policy memorandum was
signed in June 2007 by the Under Secretary of Defense (Comptroller)/Chief
Financial Officer compressing the time allowances for interagency

* Initially, we provided 338 potential Antideficiency Act violations to the Under Secretary of Defense
(Comptroller)/Chief Financial Officer, After conducting further audit work, we removed two of the
potential Antideficiency Act violations from that list.
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acquisition investigations to 30 days for preliminary investigations and 180
days for formal investigations.

The task force issued accounting guidance to ensure compliance and
consistency across DoD for issues relating to the bona fide needs rule. This
guidance provided instructions for accounting offices in preparing funding
and accounting correction documents and a process to coordinate these
documents with DOL. By working together, both organizations instituted
internal controls to ensure each case was corrected and an audit trail was
maintained. The task force also required fund managers to provide written
confirmation that all corrections met the legal requirements for correcting the
bona fide needs violation through a three-part test. The three-part test
required the cotrect year or appropriation funds were available at the time the
obligation was made, the funds were available on the day the corrections
were processed, and the funds were available at all times in-between. Each
fund manager making a correction certified these requirements.

Because of these efforts, the task force completed 95 percent of the cases in
30 days. The 338 potential violations went through the preliminary
investigation process, and 303 of the potential violations were deemed bona
fide needs rule violations and were fixed by accounting corrections. The
remaining potential violations are either being formally investigated or
determined not to be Antideficiency Act violations. The target date for
completing formal investigations on the 32 cases was January 31, 2008.

The 303 cases determined to be a violation of the bona fide needs rule were
due to the use of wrong fiscal year funds. The total dollar amount DOI
deobligated 1s $209.5 million. The amount DoD transferred from one fiscal
year to another fiscal year to correct potential Antideficiency Act violations is
$29.6 million.

To prevent future Antideficiency Act violations, DoD is aggressively
uncovering root cause issues on fiscal law violations. DoD is using the
experience gained in conducting the preliminary and formal investigations to
develop new and stronger policies and procedures, analyzing process
impediments for areas of improvement, and incorporating lessons learned in
the fiscal and acquisition training segments.

DoD is also piloting an automated solution with the necessary business rules
and internal controls for processing intragovernmental orders that will help
avoid future Antideficiency Act violations. DoD has targeted the
Intragovernmental Value Added Network system as the tool to capture,
record, and track intragovernmental transactions from both the acquisition
and financial perspectives. We commend the Comptroller’s efforts to resolve
the funding problems that we identified.
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Recommendation, Management Comments, and Audit
Response

Recommendations to the Under Secretary of Defense (Comptroller)/Chief
Financial Officer regarding financial policy and the disposition of the
remaining potential Antideficiency Act violations wiil be made in a separate
report.

B. We recommend that the Under Secretary of Defense (Comptroller)/
Chief Financial Officer recover advance payments made to GovWorks
that have not been expended.

Under Secretary of Defense (Comptroller)/Chief Financial Officer
Comments. The Deputy Chief Financial Officer provided comments on
behalf of the Under Secretary of Defense (Comptroller)/Chief Financial
Officer. He concurred with the recommendation. The Under Secretary of
Defense (Comptroller)/Chief Financial Officer notified the Department of the
Interior in February 2007 about DoD’s policy on advance payments and the
requirement to return all existing advance payments. As a result, the
Department of the Interior has deobligated and returned $209.5 million
during FY 2007.

Audit Response. The Deputy Chief Financial Officer’s comments are
responsive.
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Appendix A. Scope and Methodology

We conducted this performance audit from October 2006 through November
2007 in accordance with generally accepted government auditing standards.
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.

We performed this audit as required by section 811 of the “National Defense
Authorization Act for 2006.” During our prior audit, we identified
approximately 1,967 MIPRs involving about $393 million in expired DoD
funds “banked” at GovWorks. Prior to beginning fieldwork for this audit, we
reviewed 25 of the 1,967 MIPRs, involving $104.4 million, in more detail.
We then reviewed 43 contract actions awarded between November 2006 and
February 2007, at two DOI contracting activities: GovWorks in Herndon,
Virginia, and Southwest Acquisition Branch, at Fort Huachuca, Arizona. The
value of these contract actions was $47.6 million. The contract actions
represented awards from numerous contract types including GSA Federal
supply schedule orders, multiple-award orders, broad agency announcements,
Section 8(a), and a purchase order. We also reviewed 50 additional
GovWorks contract obligations, valued at $4.8 million, for funding issues.
Our audit primarily focused on the following areas of review.

Bona Fide Need. We determined whether the DoD requiring activity
had a bona fide need for the requirement included on MIPRs sent to DOI.
Specifically, we determined whether the need was for the fiscal year of the
appropriation used to finance the requirement. To determine this we looked
at MIPRs for the specific requirements and the timing of providing the
supplies or services to DoD activities.

Competition. We determined whether DOI adequately competed
DoD purchases according to FAR; “The National Defense Authorization Act
for Fiscal Year 2002,” Section 803; and DFARS.

Price Reasonableness Determinations. We determined whether DOI
contracting officers adequately documented and supported whether prices
paid for DoD goods and services were fair and reasonable. We reviewed
documentation DOI contracting organizations maintained to support
purchases they made for DoD. The documentation we reviewed included
MIPRs, MIPR acceptances, statements of work, price negotiation
memorandums, technical evaluations, independent Government cost
estimates, legal reviews, determination and findings documents, and
miscellaneous correspondence. We interviewed contracting personnel at
GovWorks and Fort Huachuca.

Use of Computer-Processed Data. The audit relied on data from the

General Services Administration Federal Procurement Data System-Next
Generation (FPDS-NG), the GovWorks Business Information System, and
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the National Business Center, Southwest Acquisition Branch, business
activity data to identify contract actions for review. Although we did not
perform detailed testing of the data from these systems, we did not identify
significant errors in the data.

FPDS-NG. On September 27, 2005, GAO sent a memorandum to the
Director, Office of Management and Budget, called “Improvements Needed
to the Federal Procurement Data System-Next Generation.” The
memorandum stated:

Based on our review, we have concerns regarding whether the
new system has achieved the intended improvements in the areas
of timeliness and accuracy of data, as well as ease of use and
access to data. We also are concerned as to whether the FPDS-
NG system has the flexibility to captwre data on interagency
contracting transactions, Completion of the FPDS-NG transition
provides an opportunity for assessing the implementation of the
system to date and for considering needed adjustments as the
contractor begins its next period of performance. We are
recommending actions to help achieve the intended improvements
for FPDS-NG, which should be considered as part of that
assessment.

The audit did not rely heavily on the data from the FPDS-NG system
to identify contract actions for our review. We compared the FPDS-NG to
GovWorks Business Information System data. We noticed some
discrepancies between the two but not enough to affect our audit conclusions.

GovWorks Business Information System. The audit relied on data
from GovWorks Business Information System to identify contract actions for
our review and to identify MIPRs that were still open and being used to make
procurements.

Southwest Acquisition Branch, Interior Department Electronic
Acquisition System Procurement Desktop. We used data from the Interior
Department Electronic Acquisition System Procurement Desktop. We did
not find any errors in the system that would affect our audit conclusions.

Government Accountability Office High-Risk Area. The Government
Accountability Office has identified several high-risk areas in DoD. This
report provides coverage of the “DoD Contract Management,” “Management
of Interagency Contracting,” and “DoD Weapon Systems Acquisition” high-
risk areas.
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Appendix B. Prior Coverage

During the last 5 years, the GAQ, the DoD IG, the Army Audit Agency, the
Air Force Audit Agency, and the DOT IG issued 31 reports relating to
interagency contracting and military interdepartmental purchases.
Unrestricted GAO reports can be accessed over the Internet at

http://www.dodig.mil/audit/reports. Unrestricted DOIIG reports can be
accessed at http://www.doioig.gov.

GAO

GAO Report No. GAO-06-996, “Interagency Contracting Improved
Guidance, Planning, and Oversight Would Enable the Department of
Homeland Security to Address Risks,” September 2006

GAO Report No. GAO-05-456, “Interagency Contracting Franchise Funds
Provide Convenience, but Value to DoD is not Demonstrated,” July 2005

GAQ Report No. GAO-05-201, “Interagency Contracting Problems with
DoD’s and Interior’s Orders to Support Military Operations,” April 2005

GAO Report No. GAO-05-274, *“Contract Management: Opportunities to
Improve Surveillance on Department of Defense Service Contracts,” March
2005

GAOQ Report No. GAO-03-207, “High-Risk Series: An update,” January
2005

GAOQ Report No. GAO-04-874, “Contract Management: Guidance Needed to
Promote Competition for Defense Task Orders,” July 2004

GAO Report No. GAO-03-1069, “Budget Issues: Franchise Fund Pilot
Review,” August 2003

GAO Report No. GAO-02-734, “Contract Management: Interagency Contract
Program Fees Need More Oversight,” July 2002

DoD IG

DoD IG Report No. D-2008-050, “Report on FY 2006 DoD Purchases Made
Through the Department of the Treasury,” February 11, 2008

DoD IG Report No. D-2008-036, “FY 2006 DoD Purchases Made Through
the U.S. Department of Veterans Affairs,” December 20, 2007
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DoD IG Report No. D-2008-022, “FY 2006 DoD Purchases Made Through
the National Institutes of Health,” November 15, 2007

DoD IG Report No. D-2007-098, “Use and Control of Intragovernmental
Purchases at the Defense Intelligence Agency,” May 18, 2007

DoD IG Report No. D-2007-044, “FY 2005 DoD Purchases Made Through
the Department of the Interior,” January 16, 2007

DoD IG Report No. D-2007-042, “Potential Antideficiency Act Violations on
DoD Purchases Made Through Non-DoD Agencies,” January 2, 2007

DoD IG Report No. D-2007-032, “FY 2005 DoD Puirchases Made Through
the Department of Treasury,” December 8, 2006

DoD IG Report No. D-2007-023, “FY 2005 DoD Purchases Made Through
the National Aeronautics and Space Administration,” November 13, 2006

DoD IG Report No. D-2007-007, “FY 2005 DoD Purchases Made Through
the General Services Administration,” October 30, 2006

DoD IG Report No. D-2005-096, “DoD Purchases Made Through the
General Services Administration,” July 29, 2005

DoD IG Report No. D-2003-090, “Use and Control of Military
Interdepartmental Purchase Requests at the Air Force Pentagon
Communications Agency,” May 13, 2003

DoD IG Report No. D-2002-110, “Policies and Procedures for Military
Interdepartmental Purchase Requests at Washington Headquarters Services,”
June 19, 2002

DoD IG Report No. D-2002-109, “Army Claims Service Military
Interdepartmental Purchase Requests,” June 19, 2002

Army

Army Audit Agency Repoit No. A-2002-0536-IMU, “Military
Interdepartmental Purchase Requests, Logistics Assistance Group Europe,”
August 21, 2002

Air Force

Air Force Audit Agency Report No. F2004-0006-FBP000, “General Services
Administration Military Interdepartmental Purchase Request, 353d Special
Operations Group, Kadena AB, Japan,” November 10, 2004
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Air Force Audit Agency Report No. F2004-0046-FBP000, “General Services
Administration Military Interdepartmental Purchase Request, 390th
Intelligence Squadron, Kadena AB, Japan,” August 11, 2004

DOI IG

DOI 1G Report No. X-IN-MOA-0018-2005, “FY2005 Department of the
Interior Purchases Made on Behalf of the Department of the Defense,”
January 2007

KPMG, under contract with the DOI IG, Report No. E-IN-MMS-0006-2005,
“Independent Auditors’ Report on the Minerals Management Service’s
Financial Statements for Fiscal Years 2004 and 2003,” March 3, 2005

KPMQG, under contract with the DOI IG, Report No. E-IN-DMO-0058-2004,
“Independent Auditors’® Report on the Departmental Offices” Financial
Statements for Fiscal Years 2004 and 2003,” December 6, 2004

DOIIG Assignment No. W-EV-0SS-0075-2004, “Review of 12
Procurements Placed Under General Services Administration Federal Supply
Schedules 70 and 871 by the National Business Center,” July 16, 2004

KPMG, under contract with the DOI IG, Report No. E-IN-MMS-0066-2003,
“Independent Auditors’ Report on the Minerals Management Service’s
Financial Statements for Fiscal Years 2003 and 2003,” December 9, 2003

KPMG, under contract with the DOI IG, Report No. 2003-1-0038,
“Independent Auditors’ Report on the Interior Franchise Fund’s Financial
Statements for Fiscal Years 2002 and 2001,” March 21, 2003

DOI IG Report No. 20002-1-0050, “GovWorks Gainsharing Program and

Recovery of Costs related to the Interior Franchise Fund Minerals
Management Service,” September 2002
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Appendix F. Potential Antideficiency Act
Violations

The following is a list of 336 potential Antideficiency Act violations, valued
at $51 million, that we identified. To determine whether an Antideficiency
Act violation potentially occurred, we compared the expiration date of the
funds used with the contract action award date. Table F-1 identifies the funds
used related to the potential violations along with the expiration dates of the

funds.
Table F-1. Appropriation Codes Used For the 336 Potential
Antideficiency Act Violations
Appropriation Appropriation Name Expiration
~ Code S Date
9750130 FY 2005 Defense Health Program, Defense Operations and 9/30/05
Maintenance
5743400 FY 2004 Air Force Operations and Maintenance 9/30/04
2152020 FY 2005 Army Operations and Maintenance 9/30/05
9730100 FY 2003 Defense-Wide Operations and Maintenance 9/30/03
2142020 FY 2004 Army Operations and Maintenance 9/30/04
1751806 FY 2005 Navy Reserve Operations and Maintenance 9/30/05
1751804 FY 2005 Navy Operations and Maintenance 9/30/05
2152065 FY 2005 Army National Guard Operations and Maintenance 9/30/05
17511006 FY 2005 Marine Corps Operations and Maintenance 9/30/05
9760100 FY 2006 Defense-Wide Operations and Maintenance 9/30/06
9750100 FY 2005 Defense-Wide Operations and Maintenance 9/30/05
5763400 FY 2006 Air Force Operations and Maintenance 9/30/06
5753400 FY 2005 Air Force Operations and Maintenance 9/30/05
5743080 FY 2004 Air Force Other Procurement 9/30/06
1761106 FY 2006 Marine Corps. Operations and Maintenance 9/30/06
9760130 FY 2006 Defense Health Program, Defense Operations and 9/30/06
Maintenance
1761804 FY 2006 Navy Operations and Maintenance 9/30/06
5753600 FY 2005 Air Force Research, Development, Test and 9/30/06
Evaluation
2162020 FY 2006 Army O!_JErations and Maintenance . 9I30/06__ !
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Appendix G. Report Distribution

Office of the Secretary of Defense

Under Secretary of Defense for Acquisition, Technology, and Logistics
Director, Defense Procurement and Acquisition Policy
Director, Acquisition Resources and Analysis

Under Secretary of Defense (Comptroller)/Chief Financial Officer
Deputy Chief Financial Officer
Deputy Comptroller (Program/Budget)

Director, Program Analysis and Evaluation

Department of the Army

Assistant Secretary of the Army (Financial Management and Comptroller)
Auditor General, Department of the Army

Department of the Navy

Assistant Secretary of the Navy (Financial Management and Comptroller)
Assistant Secretary of the Navy (Research, Development and Acquisition)
Deputy Assistant Secretary of the Navy for Acquisition Management

Naval Inspector General
Auditor General, Department of the Navy

Department of the Air Force
Assistant Secretary of the Air Force (Financial Management and Comptroller)

Auditor General, Department of the Air Force
Assistant General Counsel, Acquisition Integrity Office

Other Defense Organizations
Director, Defense Contract Audit Agency

Director, Defense Finance and Accounting Service
Director, Defense Logistics Agency
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Non-Defense Federal Organizations

Office of Management and Budget
Director, Federal Procurement Policy
Chairman, Acquisition Advisory Panel

Secretary, Department of the Interior
Director, National Business Center
Associate Director, GovWorks

Inspector General, Department of the Interior

Congressional Committees and Subcommittees, Chairman
and Ranking Minority Member

Senate Committee on Appropriations

Senate Subcommittee on Defense, Committee on Appropriations

Senate Committee on Armed Services

Senate Committee on Homeland Security and Governmental Affairs

House Committee on Appropriations

House Subcommittee on Defense, Committee on Appropriations

House Committee on Armed Services

House Commiittee on Oversight and Government Reform

House Subcommittee on Government Management, Organization, and Procurement,
Committee on Oversight and Government Reform

House Subcommittee on National Security and Foreign Affairs, Committee on
Oversight and Government Reform
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Office of the Under Secretary of Defense for
Acquisition, Technology, and Logistics
Comments

OFFICE OF THE UNDER SECRETARY OF DEFENSE
3000 DEFENSE PENTAGON
WASHINGTON, DC 20301-3000

FEB 0 8 2008

ACQUISITION.
YECHNOLOGY
AND LOGISTICS

MEMORANDUM FOR PROGRAM DIRECTOR ACQUISITION AND
CONTRACT MANAGEMENT

MIROUGH: DIRECTOR. ACQUISITION RESOURCES AND ANALYSIS o \,)\0%

SUBN:CT: Response 1o DoDIG Dratt Audit Report on “T'Y 2006 and FY 2007 Dob
Purchases Made Through the Department the Interior,” (Project No. 2007-
DOBOCE-0039.000)

Thank you for the opportunity to comment on the subject drall report, On January
18, 2008, the Director, Defense Procurement and Aequisition Policy. issucd a policy
memo on Intcragency Acquisition (attached) that addresses many of the concerns raised
in previous audit reports issuced by the DoDIG.

Recommendation A: We recommend that Acquisition lixecutives for the Army. Navy,
Air Foree. and Defense Agencies make program and confracting ollicers aware of any
recurring deficiencies in the development of'independent Government cost estimales,
price negotiation memorandums. and use of time-and-maierials contracis, and implement
an enforcement program that prevents future deticiencies in those areus.

Response: Concur. The Department will work with the Military Depaciments and
Defense Agencies 1o address long-term solutions 10 the recopunendations included in
Recommendation A above.

My POC is Mr. Michael Canales. 1lc can be reached at (703) 693-8571 or via e-
mail at michael.canales @ osdanil.

Shay D\Assad
Dirdtor) Defense Procurement
and Acquisition Policy

Aunachment:
As stated
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Office of the Under Secretary of Defense
(Comptroller)/Chief Financial Officer

Comments

OFFICE OF THE UNDER SECRETARY OF DEFENSE

1100 DEFENSE PENTAGON
WASHINGTON, DC 20301-1100

COMPTROLLER

MEMORANDUM FOR PROGRAM DIRECTOR, DEFENSE FINANCIAL AUDFTING
SERVICE, OFFICE OF INSPECTOR GENERAL,
DEPARTMENT OF DEFENSE

SUBJECT: Draft Audit Repert, “FY 2006 DoD Purchases Made Through the
Department of the Interior,” (Project No. D2007-DODOCE-0039.000)

This memo is in responsc to the subject November 23, 2007, draft report provided
to this office for review and comment.  Qur responsc to the audit report recommendation
directed 1o the Under Scerctary of Defense (Comptroller)/Chief Financial Officer is
attached.

We appreciate the opportunity to respond to your draft audit report and look
forward to resolving the cited issuc. My point of contact is Ms. Kathryn Gillis. She can
be contacted by telephonc at 703-697-6875 or e-mail at kathryn.gillis¢@osd.mil.

e sked-

James E. Short
Deputy Chicf Financial Officer

Altechment:
As stated

CcC:
OGC(F)
USD(AT&L)

62



Attachment |
Response to Draft Audit Report Recommendations

Oftice of the Inspecior General (OIG), Department of Defense (DoD)
“FY 2006 Dol) Purchases Made Through the Department of the Interior”
OIG Project No. D2007-DOCOCE-0039.000

01G Recommendation 3. We recommend that the Under Secretary of Delense
Comptroller/Chief Financial Officer rccover advance payments made to
GovWorks that have 1ot been cxpended.

OSD Response. Concur, The U.S. Department of Interior was notified in
February 2007 of the Department’s advance policy and the requirement to retumn
all existing advancements. As a result of these types of reconciliation eftorts, the
Department of Tnterior deobligated and returned $209.5 million during FY 2007.
We consider this action closed.
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Department of the Navy Comments

DEPARTMENT OF THE NAVY
OFFICE OF THE ASSISTANT SECRETARY
AESEARCH, DEVELOPMENT AND ACQUISITION
1000 NAVY PENTAGON
WASHINGTON DG 20350-1000 January 24, 2008

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR ACQUISITION
AND CONTRACT MANAGEMENT, DOD INSPECTOR
GENERAL

Subj: DRAFT REPQRT ON FY2006 AND 'Y 2007 PURCHASES MADE THROUGH
THE DEPARTMENT OF THE INTERIOR (PROJECT NO. D2007-DO0OCE-
0039.000)

Ref: (a) DoDIG(ACM) memorandum of November 23, 2007

In tesponse to reference (a), we reviewed the subject draft report and provide the
following comment:

Draft Recommendation A: We recommend that the Acquisition Executives for the
Army, Navy, Air Force and Defense agencies make program and conracting offices
aware of any recurring deficiencies in the development of independent Governiment ¢ost
cstimates, price negotiation memorandums, and use of time and material contracts, and
implement an enforcement program that prevents future deficiencies in those areas.

Concur in principle. We will continue to make program and contracting offices aware of
the issues in interagency contracting and reiterate the need 10 improve independent
Government cost estimates, However, under the Federal Acquisition Regulation,
selection of contract type and preparation of price negotiation memoranda are
responsibilitics of the contracting officer at the assisting agency. Enforcement programs
in these arcas are the responsibility of the Department of the Interior. DoDIG concerns in
these areas should be shared with the Departinent of the [nterior Inspector General.

{
Chicf of Staff/Policy for

Deputy Assistant Secretary of the Navy
(Acquisition and Logistics Management)

Copy to:
NAVINSGEN
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Department of the Air Force Comments

DEPARTMENT OF THE AIR FORCE
WASHINGTON, DC

OFFICE OF THE ASSISTANT SECRETARY U8 JaN 2008

MEMORANDUM FOR DEPARTMENT OF DEFENSE INSPECTOR GENLRAL
ATTN: DEPUTY INSPECTOR GENERAL FOR AUDITING

FROM: SAF/AQC

SUBJLECT: Aiv Force Response to Department of Detense inspector Genernd (DoDIG)
Drait Repogt, Project No. N2007-D000CH-0039.000, Y 2006 and FY 2007
Purchascs Made Theough the Depariment of the Interior

‘This is in reply to your memorandum requesting that the Assistant Secretary of the Air
Force provide comments on the subject diatd report, dated 23 November 2007, We have
revicwed the subject report, which contains i vecommmendation that covers contvacting areas.
This memorandum does not address vecommendations that are the responsibility of the
USDEAT&L), USD(CompteolleryChief Financtad Ofticer, mnd Acquisition Bxccutives for the
Amay, Navy, al Delonse ageneies. Response to Reeomnmendation A for the Assistant
Sceretiry ol the Air Foree {for Acquisition is foud below:

DoDIG Recommendation A.: The Acquisition Exceudive for the Ajr Foree nmke
program and contracting oflives awyare of any recurving deficioncies in the
development of independent Government cost estbmales, price nogotiation
memorandums, nnd use of time-mind material contracts, and implement an
enforecment program that prevents future deficiencies in those areis:

Air Foree Response: Coneur. On 16 Augnst 2607, the Principal Deputy Assistant
Seeretary of the Alr Foree (Financiol Management) and the Assistant Seeretiny of the Air
Foree {(Acquisition) issucd a joint memorandum entitled “Air Foree Purchases Using,
Military Interdeparmental Porchase Requests (MIPRs),” This guide: 1) places ultimate
responsibility on requiring activity program and project manngers 1o minage
requirements through the MIPR life eyele. 2) clearly delines key players’ role i
responsibilitics, 3) mandutes use of utemated systems to process and wack MIPRs, 4)
implements Dol policy on advance paymuents 1o assisting ageneies, 5y mandates
contracting oflice review on MIPRs vesulting in confract actions; 6) provides detailed
accounting procedures to ensure proper funds control; and 7y mandates special
requirements tor MIPRs regarding cxpiring s, On 5 Octaber 2007, Figsued u Policy
Maemo entitied “DoD-Wide Prolubition fo Ovder, Purchise, or Othenvise Procure
Propetly or Sexvices in an Amonnt in lixcess of $100,600 through the GovWorks Fedecal
Acquisition Cenler of the Depavtment of the [nterior’s Nationsl Business Center™ in
response 1o Under Sceretavy of Defense (Acquisition, Technology, and Logisties) policy
memo, dated 144 June 2007, same subject. Finally, additional progedures huave heen
implemented to ensure prevention of decumentalion deliciencics, These procedures
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nclude both pre-uwird and post-award activilies. Pre-award activities inclide: 1)
financial management oversight; 2) procuring contacting officer and negotintor trining,
3) higher level revicws within the contracting chain; and 4) legal veviews. Post-award
netivilies include annual self inspections ave conducted by each buying office in
aceordance with AFMC/PK Policy Memorandum dated 2 May 2005, entitled “Minimuam
Standards for Sclf Tnspection. Action completed.

Questions may be directed to Ms. Kaven Fischetti, SAF/AQCP, commercial (703) S88-

071 or DSN 425.7071.
O \,me,

Cn/\imr I WILLIAMS, IR
Deputy Assistant Seerelary (Conleacting)
Assistant Seeretary (Acquisition)
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