


Additional Information 
The Department of Delcnsc Office of the Deputy Inspector General for Auditing, Defense 
Bu siness Operations, prepared this report. lf ynu have questions. contact the signer of the report. 

Suggestions for Audits 
Tu suggest or request audits, contact the Otlicc of' the Deputy lnspcctm GcmTal J(Jr Auditing by 
phone (703) 604-9142 (DSN 664-9142), hy l ~1x (703) (l04-8932 . or by mai l: 
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ODIG-AUD (ATTN: Audit Suggestions) 
DepnrtnlCJll of Dcknsc Inspector Ccncral 
400 Army Navy Drive (l<oorn 801) 
Arlington, VA 22202-4704 
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To report fraud, waste, mismanagement, and abuse of authority. 

St.>nd written complaints to: Defense Hotline, The Pentagon. Washington. DC 20301-1 WO 
Phone: 800.424.9098 e·mail: ho!l~Q99_!9,~ W\WI.dodig.mi!lhotllne 

Acronyms and Abbreviations 
ASD(NII)IDOD(CIO) Assistant Secretary of Defense (Net>vorks and Information 

CED 
DDR&E 
DTIC 
fMR 
lAC 
IT 
OMB 
osc 
SNaP-IT 
LJ.S.C. 
t JSD(C)Icr:o 
USI)(A'I '&L) 

Integration)/DOD Chief Information Officer 
Comptroller Executive Dashboard 
Director of Defense Research and Engineering 
Defense Technical Infbnnntion Center 
Financial Management Regulation 
Information Analysis Center 
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Office or Management and Budget 
Office of Spec ial Counsel 
Select and Native Programming lnl(ml1ation Technology System 
United States Code 
l lnder Secrt.'lmy of Defense (Co mptroller)/Chiel' Financial OffiL~ Cr 
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William E. Reukauf 
Acting Special Counsel 
U.S. Office of Special Counsel 
1730 M Street N. W .. Suite 218 
Washington , D.C . 20036-4505 

Re: OSC File No . Dl -08-2096 

Dear Mr. Reukauf: 

iNSPECTOR GENER.A.L 
DEPARTMENT OF DEFENSE 

400 ARMY NAVY DRIVE 
/\Fl UNG ION , VIRGIN IA 22~~02-· 4704 

OCT 9 2009 J 

We believe the enclosed report satisties the requirement of section 1213 , title 5, United 
States Code (5 U.S.C. § 1213(d-l [2009]). The report is in response to your February 3, 2009, 
letter to the Secretary of Detense regarding a whistleblower disclosure alleging that emplo yees at 
the Defense Technical Information Center (DTJC) improperly used fees collected Cor 
Infom1 ation Analysis Center (lAC) programs for functions and activities that were unrelated to 
the lAC programs. The whistleblowcr disclosure al so alleged that D·rrc employees tl1iled to 
report the lAC monies and implemented faulty policies to justify the misuse of t't111ds. 
In acwrdance with 10 U.S.C. § 113. the Secretary of Defense delegated authority to the DOD 
Inspector General to respond to requests for investigations under 5 U.S.C. § 1213. (Secretary of 
Defense memorandum, '·Delegation or Authority to the Inspector General," February 9, 1998 
[copy enclosed]). 

The enclosed report addresses the five elements required under 5 U.S.C. § 1213(d) (2009) as 
follows: 

(I) A summary of the information with respect to how the investigation was initiated. 
See the Objective and Background section on page 1 of the report. 

(2) A description of how we conducted the investigution. See the Conduct of the Review 
section on page 14 of the report. 

(3) A summary of any evidence we obtained h·om the investigation. Sec the Conduct of 
the Review section on page 14 or the report. 

(4) A li sting ofany violation or apparent violation of law. rule. or regulation: 

• Allegation t. DT!C collected fees in excess of <lclual costs it incurred. which 
violated the Economy Act, 31 U.S .C. ~ 1535, and <Jugmented its bud get by nul 
returning surplus re imbursable ICes; tile all egation was substantiated. See the 
di scussion on page 5 or the report. 



• Allegation:?. DTIC ntilun.: to report reimbursable lees: the allegation was not 
substantiated. Sec the discussion un page 1 0 of the report. 

• Allegation 3. DTIC failed to report mformation technology expenditures 
made with n.:imbursabk fees; the allegation was partially substantiated. 
See the discussion on page 12 of the report. 

(5} A description of any action taken or planned as a result of the investigation. such as 
changes in agency rules, regulations, or practices: Sec the Management Action Plans 
provided by the Orficc of the U mlersecretary of Defense for Acquisition, Logistics. and 
Technology. the Under Secretary of Defense (Cumptroller)/Chief Financial U!Ticcr. ~1qd 
the Assistant Sccrctary of Defense (Networks and lnf(mnation lntcgration)/DOD Chief 
Information Officer. t Management Action sections 
(pages 8, 11, and 13). 

In addition to our initial review on these <~llcgalions, the Deputy Inspector General t<.1r 
Administrative Investigations is conducting a separate review to determine whether actions of 
DTIC senior oflicials constituted "gross mismanagement and an abuse of authority.·' We will 
provide you the results of that review. 

If you have any questions, please contact Mr. John R. Crane at (703) 604-8234. 

Sincerely, 

/ ... , 

./~JLJ-d{ 
Gordon S. Heddell 

Enclosures: As slated 

cc: Deputy Secretary of Defense 



THE SECRETARY OF DEFENSE 
WASJi!NGiON, CC 2'0301 

F£8 9 1998 

NEMORANDUl•! FOR INSPECTOR GENERAL, DEPARTMENT OF DEFENSE 

SUBJECT: of Authority to the General 

In accordance with the authority contained in Title 10, 
United States Code (U.s.c.), Section 113, I hereby delegate 
to the Inspector General, Department of Defense, full pov1er 
and authority to act for the Secretary of Defense to respond 
to requests for investigations under Title 5, u.s.c. Se~tion 
1213 from the Special Counsel, Office of Special counsel, 
relating to allegations of violations of law, gross 
mismanagement and certain other matters. 

The authority delegated herein may not be redelegated. 
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Introduction 

Objectives 
Our objective was to substantiate the validity of sllegations that cmplnyees at the DOD 
Defense Teehnicallnformation Center (DTIC) improperly u;;cd fl.~es collected for 
Information Analysis Center (lAC) programs for functions and activities that were 
unrelated to the lAC programs. An ndditional objective was to ddcrminc whether DT!C 
employees htiled to report the lAC monies and implemented f~tulty policies to justify 
their alleged misuse of funds. Our specific objectives were to determine whether DTI C': 

• violated the Economy Ace 
(31 O.S.C. 1535); 

• Hugmented its budget: 

5, title 31, United 

• !~tiled to report the reimbursable fees it collected f(H· lAC on the Budget 
Estimation Submission and Presidents Budget: and 

• f~liled to report lnHmnation Technology (IT) pun.:hases made with reimbmsable 
l'ees on the Select and Native Programming Information Technology System and 
the DOD Comptrollers Executive Dashboard. 

Additionally, we were tasked to report the results of our review to the U.S. Office of 
Special Counsel (OSC) in accordance with section 1213(d), title 5. United States Code 
(5 U.S.C. § 1213ldl 120091). See the Conduct ofthe Review section for a discussion of 
the procedures we performed. 

Background 
On February J, 2009. the OSC referred allegations to the Secretary of Defense stating 
that DTIC violated the Economy Act, augmented its budget, did not report its 
reimbursable f'ees to oversight entities, and fhiled to report its lT expenditures. OSC is 
authorized by 5 U.S.C. § 1213(a) and (b) (2009) to receive disclosures ofinf(mnation 
from Federal employees alleging violations of law, rule. or regulation, gross 
mis11mnagemcnl. gross waste of funds, and abuse or authority, or a substantial and 
specific danger to public health or safety. When OSC finds that there is a substantial 
likelihood thnt nne oftbese conditions exists, it is required to advise the appropriate 
agency head. and the agency head is required to conduct an investigation of the 
allegations and prepare a report, pursuant to 5 U.S.C. 9 1213(c) and (d) (:2009). 

In this case, ( )SC' concluded that there was a subsluntiallikelihood thaltllc iniLmnatio11 

prm·idcd by a Federal employee disclosed ;!I legations covered by) l J.S ( . ~ l ) l i (200()L 
and it the matter to the Secretary or l klense ror invcsligatwn. OS(' SllllUIWrizcd 

!he whistlcblower alkgations as ftlllows: 



• DTIC did not charge actual costs for the goods and services it provided to DOD 
organizations and other customers. Therefore, DTIC violakd the Economy Act. 
In addition, DTIC did not return improperly charged reimbursable lees or 
surpluses to its customers ror FY 2007 and FY 2008. Thcrcl(lrc, DTIC 
augmentt:d its budget. 

• DTl C did not report the reimbursable fees it collected 011 the DOD Budget 
Estimate Submission or tile: President's 13udgeL 

• DTIC did not report IT expenditures made with reimbursable f'l'es on the Select 
und Native Prognmn11ing Information Technology System (SNaP~IT) nnd the 
DOD !· \t 

The Secretary of Defense delegated his authority to review and sign the report to the 
DOD Inspector Ueneral. 

Defense Technical Information Center Profile 
On June 4, 2004, DTI.C was designated as a DOD Field Activity within the Under 
Secretary of Defense for Acqt1isition, Technology, and Logistics ( USD[ AT&L] L 
reporting to the Director of Defense Research and Engineering (DDR&E). 
OTIC's overall mission is to provide a centralized operation for the acquisition. retrievaL 
and dissemination ol' technical information to the Defense community through lACs. 
DTIC is responsible t'L)r managing the lAC Program, which consists of 10 dil'ferent lACs. 
See Table I for a listing or the lACs. 

Information 
Analysis Center 
AMMTIAC 

CBRNIAC 
CPIAC 
DACS 
IATAC 

tvfSIAC 

RIAl' 
SENSIAC 

SURVIAC 
WS'I'IAC 

Table 1. l>efense Technical Information Center, 
Information Analysis Centers 

Nume 
Advanced Mal\:rials unci Testing 

ChemicaL BiologicaL RadiologicaL and 
Nuclear 
Chemical Propulsion 
Data and A1wlysis Center J(lr Solhvare 

Information Assuram:e 

Modeling and Simulation 

Reliability 
Sensor Technology 

Survivability!V ulncrability 
Weapon Systems Technology 

Pdme Contntctor 
/\lion Science and 
Tee hnology 

Battelle Memorial 

Johns Hopkins University* 
ITT 
Booz Allen Hmniltnn 
/\lion Science and 
Technology 
Wylc l.abs 
Georgia Tech Research 
Institute* 
Booz Allen Hamilton 
Alion Science and 
Technology 



lYriC's workf(lrce consists of both ( iovcnunent and contract personnel with expertise in 
technical information, IT. and program management. The lAC Program directorate is 
one of eight DTIC directorates. See Table 2 for a listing of the directorates. 

Table 1. Defense Technical Information C'entcr Oh·ectoratcs 
Directorate 
DTIC-A 
DTIC-B 
DTIC-D 
LJriC-E:: 
DTIC-1 

DTIC-R 
IYflC-Z 

Name 

Component lnlormation Support 
User Services and Marketing 
Front OtTice Administration 
lnl(mmltiun Science and Technology 
Information Analysis Center Program 
( )perations 
Resource Management, Budgeting, and Finances 
Information Systems 

The DTIC lACs' reimbursable work has increased substantially during the past 4 fiscal 
years. As shown in the figure, in FY 2005, for example, OTIC reimbursables totaled 
approximately $398.3 million and have since increased every fiscal year. In FY 2008, 
DTIC reimbursables totaled $1.o<J billion. DTIC provides its TAC services using a 
contracting task order called technical area task. DTIC applies a reimbursable fee to each 
task. The reimbursable fee rate should be set to recover the actual costs to the lACs. 
During each year, and from year to year, lACs may adjust the reimbursable fee as 
necessary to recover changes in actual costs. DTIC currently charges its customers a 
3.5-pcrccnt reimbursable fee on lAC technical area tasks. 

Figure. Defense Technicallnforma'tion Center 
Reimbursablcs for FYs 2005-1008 

I)TIC Reimbursllblcs 

$1.200 



During the 4 fiscal years, DTIC's revenue ti·om the lAC reimbursable ft:es for technical 
area tasks, as compared with the total D'fJC appropriations and reimbursable ll_·cs 
collected, increased from 19.1 percent to 44.9 percent. Reimbursable colkctcd 
represent a substantial portion o!'DTICs total ftmding. See Table 3 l()r the amounts and 
percentages of lhc reimbursable 1\:cs by fiscal year. 

Table 3. 

Item 
Fcc Collected 
Appropriation 
Total Funding 

Rcimbursabl'"~ Fl~(~S as a Pcn~cutagc uf 
Total Funding (in millions) · 

FV 2005 FV 2006 FV 2007 
$10.0 $23.4 18 
$42.4 $49.3 1.7 
$52.4 $72.7 $l0.5 

Fcc as Pet·ccntagc of Total 19.1 'Y.J 32.2% :HU'~'O 

4 

FY 2008 
.I 
.0 

$96.1 

44.H'r<l 



Allegation 1. Charging Actual Costs 
DTIC did not charge actual costs for the goods and services it provided to DOD 
organizations and other customers. In addition, DTIC did not return improperly charged 
reimbursable fees or surpluses (lAC monies) to its cu::;tomers ror l·Y 2007 and FY 200X. 
Theref(Jn:. DTIC violated the h:onomy Act and augmented its budget. 

Response 
The allegation was substantiated. We determined that DT!C violated tiK' l~ct)nomy Act 
and augmented its budget. DTIC improperly charged indirect costs (overhead) J()r the 
goods and it provided to DOD customers in 
and FY 2008. Furthermore, DTIC collected !'ecs in excess of its actual costs and did not 
return the surpluses to its customers for FY 2007 and FY 2008. Specifically. DTIC: 

• 1mproperly established a reimbursable fee rate. 
• did not return surplus reimbursable fees collected to its customers at fiscal 

year-end. 
• improperly charged reimbursable fees to DOD organizations. and 
• did not properly usc the reimbursable fees collected. 

These conditions occurred because DTIC management did not establish a systematic 
process for accumulating actual indirect costs (overhead) incurred by its 1/\Cs. 
In addition, DTIC Jid not follow DOD Instruction 4000.19, "Interservice and 
Intergovernmental Support,'' August 9, 1995, which states that indirect costs will not be 
included in reimbursement charges. Furthermore, OTIC did not ensure that actual 
indirect costs had a significant relationship to providing the goods and services. 
As a result, DTIC violated the Economy Act and augmented its budget. and IHIC may 
have overcharged its customers by $12.1 million in FY 2007 and $9.7 million in 
FY 2008. 

Reimbursable Fee Rate 
D'riC did not properly establish a reimbursable Cee rate. Instead, DTIC arbitrarily 
established reimbursable fee rates based on a spreadsheet that had di fTerent revenue 
scenarios. DTIC rcterred to the spreadsheet as its "spending plan." The spreadsheet, or 
spending plan, had a subheading called "Fees Used to Fund DTIC." which listed 
purchases that benefited all DTIC directorates. ·rhese were not fixed purchases. and 
DTIC adjusted the plans f(x purchnscs based on the amount lACs generated from the 
reimbursable fees. If the I A Cs generated more rc imbursahle revenue than ex pee ted. 
DTIC mnnagcment received more J!.~es and allocated more l(:e ntnnies tuuther DTIC 
directorates. This occurred because DT!C management did not have ~t systcmatic proCl:~,s 
f(n accumulati11g actual indirect (overhead) costs incurred by its lACs. Thcrcl(m\ DTIC' 
was unable to e<1lculatc a reimbursable t'cc rate to apply against its cstimated 
reimbursable vvork. Specifically, DTI C did not accumulate actual indirect cost iu a cost 
pool to calculate a reimbursable fee rate at the beginning of each Jlscul year Uwt recovers 
tile lAC Progra111's <tclual costs for tl1c Jlscal ye;1r. In additio1L DTJC clid m>t ly 



review the reimbursable fee rate throughout the fiscal year and adjust the rate as 
necessary. Furthermore, DTIC did not return reimbursable fee surpluses to its cuslonH.:rs. 

Section I title 31, United States Code, the Economy Act, is the principal statutory 
authority J(w one Federal agency to pay anotht:r Federal agency for goods or services. 
The Economy Act states: 

Payments may be made in advance or on providing the goods or 
services and shall be for any part of the estimated or actual cost as 
determined by the agency or unit tilling lhe order .... Proper adjustment 
of amounts paid in advance shall be made as agreed to by the heads of 
the agencies or units on the basis of the actual cost of goods or services 
provided. 

DOD Regulation 7000.14-R, "DOD Financial Management Regulation,·· (DOD FMR), 
volume ll A. chapter l. '·Oeneral Reirnburscmcnt Procedures and Supporting 
Documentation," states that if an organization has a significant amount or reimbursable 
cft~)rt, such costs arc accumulated in a cost pool and allocated to customers. 
Indirect costs arc sometimes referred to us overhead or general and administrative ct)sts, 
which consist of costs that cannot readily or directly be identified in the performance of 
the customer order. Examples of such indirect costs arc supervision. office supplies. 
utility costs, and similar costs. Volume 11 A, chapter 1, also requires indirecc costs. such 
as supervision. office supplies, utility costs, and similar costs, to be accumulated in a cost 
pool. 

DOD FMR, volume 11 A, chapter J, ·'Economy Act Orders,'' February 2008, implements 
the Economy Act for DOD. Chapter 3 states that actual costs include all direct costs 
attributable to providing the goods or services and that bcnc11t the requesting agency. 

Charging Cost to DOD Organizations 
DTIC improperly charged reimbursable tees to DOD organizations. Specifically, DTIC 
improperly charged indirect costs to DOD organizations through the use of its 
reimbursable fee rate. DOD Instruction 4000.19 states that indirect costs will not be 
included in reimbursement charges. DOD FMR, volume 11 A, chapters I and 3. state that 
DOD organizations not funded by working capital funds normally do not charge indirect 
costs to other DOD organizations. DTlC did not provide any documentation permitting it 
to charge DOD organizations l(n· indirect costs (overhead). ·rhe DOD FMR does not 
provide adequate guidance on whether DOD organizHtions may charge indirect costs 
(overhead) to other DOD organizations. Spccilically, the DOD FMR is unclear on how 
the term ·'normally'' is defined. The various DOD organizations may interpret these 
chapters differently. 

of Fees 
DTIC did not properly use reimbursable rees collected. We rcvie\vcd DTIC purchast:s 
made in FY 2007 and FY 2008 for hardware, software, and services using !AC 
reimbursable fees to verify their existence and determine whether the purchases had a 

licant relationship to the lACs. Specifically.\\\:~ sckcted a non .. statistkal of 



Iee purchases Jl·nnt DTICs "i\ll Other Dircctonltes llnCunded Investment 
Opportunities (lJIO)'' for FY 2007 and FY 2008. These spreadsheets list DTIC purchases 
that benefit all of DTIC rather thnn the individual lACs. DTIC adjusts these purchases 
based on the amuunt ofn:imbursablc fees generated by the lACs. Table'' sltows the 
number of items reviewed. the universe, and the dollar amount of our santpk· (\lr 
1:y 2007 and FY 2008. 

Tabl<: 4. Sample of Pun~h:1scs Mack With lnfomuttion An<tlysis Ceutcr Fct·s 

Fiscal Number of Total Reviewed 
Y car Reviewed Items Amount 

Items (in millions) 

2008 
Total 

18 

40 

90 

153 

$4.0 

$13.5 

None of the purchases we reviewed had a significant relationship with the lACs. 
DTIC should not have purchased these 40 purchases with lAC fees totaling $13.5 
million. For example, in FY 2007, DTIC purchased communication services. which 
consisted of cell phones. telephones. and phone services; voicemail; Internet services. and 
I R6 sofhvarc licenses for usc in all DTIC directorates. In FY 200R, DTIC pun:h:1scd 
400 antivirus subscriptions for use in all OTIC directorates. I 02 computer monitors to 
replace existing monitors in almost all directorates. and 2 microfiche scanners for usc in 
DTIC s Operations directorate. 

This occurred because DTIC management did not ensure that actual indirect costs 
(overhead) had a signiricant relationship to providing the goods or services. 
DTIC internal business rules stated that if a purchase benefits IYTIC's IT infrastructure, 
then it should be l 00-percent rundcd by reimbursable fees. General support f(w DTI C 
and the lACS is 50-percent funded by reimbursable fees. However, DTIC internal 
business rules did not provide adequate guidance for determining whether a planned 
purchase had a signiJicant relationship to providing the goods or services. 

DOD FMR, volume II A, chapter 3, implements the Economy Act hx DOD. 
Volume 11 A, chapter 3 states that actual costs include all direct costs attributable to 
providing the goods m services. Actual costs include 111direet costs (overhead) to the 
extent they have a significant relationship to providing the goods or services and hem: lit 
the requesting agency. 

The Defense Information Sy:>tems Agency General (\Junsct* agreed \\'ith this 
interpretation of the Economy Act. On April 3. 1998, the (ieneral C\>unscl gave DTI C 
m;mngcmcnt a legal opinion through the Defense Information Systems Agt~ncy 
(\)mptrolkr. stating that the Economy Act requires indirect costs to the pcdi.lrming 

'tn 1991{, DT!C wa': part ollhc Ddi:nse lnl"unn<tlion S)skms 
( l.::ncrnl Counsel nnlce. 

7 

and r,:cl'ivnl 



:1gcncy to have a signillcnnt relationship to providing the goods and services to the 
requesting agency. The opinion also stated that the focus of the Economy Act is on the 
specific unit perforJiling the services rather than on the larger organization to which the 
pcrlcmning unit belongs. Tile opmion concluded that each lAC is a pcrlcwming unit ror 
l·:conomy Act purposes even though all arc under DTIC. htrthcrmorc. General Counsel 
stated thut DT!C could not usc the Ices collected to support one I s costs tn support 
another l ;\ C s costs. 

Economy Act, Budget Augmentation, and Reimbursable 
Because JJJ'IC did not charge actual costs for the goods and services it provided to DOD 
organizations and other customers, DTIC violated the Economy Act and augmented its 

Fnr f)'ff (' customers $1 I II 
in FY 2007 and FY 2008, respectively. These overcharge amounts represent the amounts 
of purchases we reviewed for FY 2007 and FY 2008 ($9.5 million ami $4 million. 
respectively) that did not haven significant relationship with the lACs. plus the surpluses 
DTIC had at the end of each llscal year. DTIC had surpluses of $2.6 million and 
$5.7 million at fiscal year-end liJr FY 2007 and FY 2008, respectively. 

In addition. the n:maining purchases and amounts of $3.6 million and $J3.<) million 
on DTIC's FY 2007 and FY 2008 spreadsheets. "!\II Other Directorates UnCundcd 
Investment Opportunities ( Ul O):· may represent additional overcharges. DTI (' officials 
confirmed that the spreadsheets represented purchases for all other directorates. 
However, because \Ve perfcmncd a limited review. we did not lest all purchases to 
determine whether they had a significant relationship to the 1/\Cs. 

DTIC augmented its budget by collecting fees for more than its actual costs and by not 
returning surpluses to its customers at fiscal year-end. The U.S. Government 
Accountability Orticc. Office of the General CounseL ''Principles of Federal 
i\ ppropriation Law." third edition, volume II, page 162, February 2006 (Red Book), 
states as a general principle that nn agency may not augment its appropriations f'rom 
outside sources without specific statutory authority. I fan agency gets adJitional funding 
from another source without specific statutory authority, it has more budget authority 
than the funding level Congress appropriated Jc1r those purposes during that time. 
When an agency operates beyond its appropriated funding level with runds derived from 
another source, the agency is circumventing nmgressional budget controls. UriC hns 
been circumventing Congress· role and budget controls by obtaining excess funds 
without congressional approval. 

Management Action Plan 
I. l'hc l ISD(AT&L) and DDR&J: will require DT!C to establish an lAC Reimbursable 
Review Board. The products required ofthc 1/\C Rl~imhursablc Rt.'vicw Board \viii k 
approved by US! )(AT&!.) and I )I)R&l~ ~md coordinated as appropriate with Lhl· limier 
Secretary of lklcnsc (Comptroller)/Chici'Finuncial Oftlcer (US!.>[( 'J/(T'O). Tlw li\C 
Reimbursable Revic\v Board will he required to: 



-a Establish a process for creating a lixcd reimbursable rate for each llscal year. 
;md provide annually the details and justification for the reimbursable rate. 

~~& Obtain wriHcn concurrence from the DOD Clcncral Counsel that the plan is 
consistent with statutory and regulatory guidance. In addition. the 
USD(/\T&L) nnd DDR&E will request that the DOD General Co:.mscl 
provide dedicated lcgnl counsel to DTIC to ensure they are complying with all 
existing lnws and regulations. 

• Establish a time I inc for providing documentation annually to US D( A l'& L) 
and DDR&E l'or the comparison ur colkctcd reimbursable lees to the actual 
l~OS!S 

• Provide the USD(AT&L) ;md DDR&F its plans f(w determining and n:turnin!' 
surplus ICes that align with multi-year Research, Develupmc11L Testing, "rHI 
Evaluation requircmL~nls. 

.. Review items for alknvability and <mnually assess the relationship between 
core DTJC activities and lAC activities. 

a Coordinate with the USD(C)/CFO l(w a review or budgeting method models 
f(Jr DTIC and the lACs, including direct funding and working capital funds. 
Specifically, coordinate with the USD(C)/CFO to ensure that tbe most 
effective structure is in place for the current D J'IC mission and it complies 
with all existing Jaws and regulations. 

' 'The USD(C)/CFO will update the DOD FMR Chapters l and 3 to clarify vvhcn a DOD 
organization. perf(lrmit,1g under the Economy Art authority, is permitted to charge 
indirect costs to other DOD organizations. 



Allegation 2. Reporting Reimbursable 
OTIC did not report reirnbmsablc that it collected on the DOD Budget Lstn11atc 
Submission or the President's Budget as required. 

Response 
The allegation was not substantiated. We ddcnnincd that DTI(' did report total 
reimhursablcs on the l3udget Fstimatc Submission and the Prcstdcnfs Budget. 
However. vvc also detennincd that l )l!C \Vas not n:'quired to report reimbursable 
separately li·0111 the total reimbursablcs on the Budget Estimate Sub111issimt and the 
President's Budget. 

Background 
DTIC reimbursables were $873 million in FY 2007 and $1.1 billion in FY 2008 
(as shown in the figure on page 3). DTIC reimbursable fees in FY 2007 and FY :2008 
were $31.8 million and $43.1 million. respectively. ·rable 5 provides the nmount of 
reimbursable fees DTIC collected in f<'Y 2007 and FY 2008 from DOD and other 
organizations. 

Table 5. Reimbursable Fees OTIC Collected From 
DOD and Other Org<mizations 

Org.ntization FY 2007 FY 2008 

Army 

N•tvy 
Air Force 

NSA 
Marine C01·ps 

DISA 

.Joint Staff 

Coast Guard 

nTRA 

OSD 

Other DOD 

Otlae1· Government and 
Industry 

Total 

$~L296.067 

6,890,956 

7,415.523 

150,247 

683,114 

633.396 

336,545 

196,277 

158,853 

67.478 

10.638 

1.735.633 

$31,774,727 

10 

$9,881.247 

7,031.105 

6_296,097 

1.038,909 

908.504 

722.472 

685,876 

626.882 

230,939 

216,306 

12,727,360 

2,689,123 

$43,054,820 



Reporting of Reimbursable Fees 
Offke of Management and Budget (OMB) Circular A-ll, '·Preparation, Submission, 
and Execution of the Budget,'' November 14, 2008, provides guidance f'or ugcncies in 
preparing and submitting their budget. DOD FMR, volume 2A, ·'Budget Formulation 
and Presentation," implements the OMB guidance on formulating and suhmi:ting huclget 
requests to the Secretary of' Defense for review, presentation, and justification of DOD's 
program and budget requests submitted to Congress. llowcver. neither OMB 
Circular A-ll nor DOD FMK volume 2!\, provide any gu1dance f()r separately reporting 
reimbursable fees. Specilkally. they do not require that reimbursable f(~cs he n:purtcd rnr 
lYTIC or any other DOD organization on the DOD Budget Estimate Submission and 
President's Budget. We conlirmed our umlerstanJing 'v\ith USD(C)/CTO staff. DTIC 

at the budget account level only, which is a higher-level presentation of summary data. 
Although DTlCs reimbursable fees are included within the reimbursables total in the 
President's Budget, they are not presented separately. Therefore. DTIC's reimhursablcs 
<1nd reimbursable lees arc not readily visible as separate data. 

As a result, the USD(C)/CFO was unaware that OTIC had collected approximately 
$31.8 million and $43.1 million in reimbursable fees for FY 2007 and FY 20<H~, 
respectively. In addition, the increase in reimbursable lees !'rom $10 million in FY 2005 
to $43.1 million in FY 2008 went unnoticed. Additionally, the increase ofDTIC lees 
fl·om 19.1 percent of OTIC total funding in FY 2005 to 44.9 percent in FY 2008 also 
went unnoticed. Furthermore, the USD(C)/CFO lacked the necessary data to perform 
management oversight and make informed budget decisions. If USD(C)/CFO had 
required the reporting or reimbursable tees, it would have detected these unusual 
conditions and alerted DOD management. USD(C)/CFO officials slated that their oflice 
relics on the USD(AT&L) to monitor OTIC reimbursable tees and to ensure that OTIC 
acts in accordance with the Economy Act. 

Management Action Plan 
I. The USD(C)/CFO will update the DOD FMR to require organizations to report 
reimbursable lees vvithin reimbursable authority. 

2. The USD(C)/CFO will review D'I'IC reports detailing the calculation or the 
reimbursable rate at the beginning of each fiscal year and the periodic comparisons or the 
collected reimbursable tees to the actual costs to detcnnint' \Vhethcr any adjustments to 
the reimbursable rate arc necessary. 

II 



Allegation 3. porting Information 
Technology Purchases 
DT!C did not report information technology (IT) expenditures made \Vith reimhursahk 
fees in the Select ami Native Progm111ming Information Teclmology Systclll 1SNnP--IT) 
or to the DOD Comptroller's Executive Dashboard (CI·:D). 

Response 
The allegation \vas partially substantiated. DTIC did not report IT ..:xpcmlitun:s mndc 
with reimbursable fees in the Select and Native Programming lnl(mnnliun Tcchnolngy 

I oral 
users to report IT expenditures made with non-appropriated funds. In additi\ln. we 
dekrmincd that DTIC: was not required to report IT expenditures mnde with reimhmsable 
JCes to the DOD CED. 

Reporting Information Technology Expenditures 
DTIC did not report IT ..:xpenditures made with reimbursable tees in SNaP- IT. 
For example, in FY 2007, DTlC did not report $353,000 in costs to acquire Ideal area 
network equipment. In FY 200H. DTIC did not report $100,000 in server acquisition 
costs in SNaP-IT. 

OMB Circular A-ll requires agencies to report all IT investments. These include the 
total investment costs of the entire risk-adjusted life cycle of each system and include all 
budgetary resources. This allows OMB and an agency to review and evaluate the 
agency's lT spending and to compare IT spending across the Federal Government. 
DOD f7MR, volume 2B, chapter 18, "Information Technology,'' implements OMB 
Circular l\-11. 

DOD uses SNaP-IT to implement OMB's reporting requirements. Specifically, DOD 
F!V!R, volume 2B, chapter I 8. states thai Assistant Secretary or Defense (Networks and 
l nformation lntcgration)/DOD Chief Information Ofliccr lASD(N II )/DOD( Cl<J) I and the 
Deputy Assistant Secretary nf Delensc (Resources) usc SNaP-IT to collect IT 
expenditure data and generate reports mandateu by OMH and Congress. The Deputy 
Assistant Sccrdary (Resources) is responsible for SNaP-iT. The system is a database 
application used to plan, coordinate, edit. publish, and disseminate IT budgetjustilic<~tion 
hooks required by OMB and Congress. SNaP-IT generates all lhrms, summaries. and 
pages used to co!llplete the publishing ofthe IT Congressional Justilication materials and 
OMB submissions. 

llowcver. SNaP-IT docs not allow users, such as DTlC, to rcpmt IT spe11ding l'tmdcd by 
reimbursable [ccs. Therel'ore. some DOD IT expenditures are not counted and reported 
to OMB. As a result DOD and OMB cannot review and evaltwte DTICs IT spending 
and compare it with IT spending across the Federal Government or provide a Ill! I and 
accurate ~1ccounting or agencies' IT investments. 



The DOD CEDis an information system interf~1ce, which employs metrics m. a tracking, 
tool that the USD(C)/CFO uses to monitor DOD's linam:iul perl'ormnnc~:. U C)/CFO 
determines high priority gonls and uses the DOD CED to track those goals. Past audit 
findings heavily inllucnce the metrics that the DOD CED measun:s. Reilllbursablc fees 
and IT expenditures made with those ICes are not included in these goals. A~ a result, we 
determined that DT!C was not required to report its reimbursable fees or IT purchases 
made with those fees to the DOD CED. 

Management Action Plan 
!he ASD(Nll)DOD(Cl0) will conduct a study lo determine the exlcntlhal Defense 
agencies purchase rr using reimbursable fees and do not report the spending to OMB. 
lf IT th 
material. ASD Nil/DOD CIO will develop a process to report these IT purchases to 
OMB. If the mnounts are immateriaL they will request a Yvaiver from OMit 

l ' ,\ 



Conduct of the Review 
We conducted this review li·orn February 2009 through September 2009 in accordance 
with generally accepted government auditing standards. Those standards require that we 
plan and perform our work to obtain sufficient appropriate evidence to provide a 
reasonable basis for our llndings and <..:onclusions based on the objectives. We belkve 
that the evidence obtained provides a reasonable basis for our findings and couclusions 
based on the objectives. 

We limited our review to substantiating the validity ol'the whistleblower allegations at 
DTIC during rY 2007 and FY 200S. We referred other matters to the Deputy Inspector 

I To the 
whistleblower allegations at DTIC we perf(mned procedures such ns the following. 

• We interviewed the DTIC whistlcblower 10 confirm our understanding of the 
allegations and obtain detailed knowledge ofDTIC operations. 

• We reviewed the February 3. 2009, OSC letter to the Secretary of Dclensc and its 
altachments. 

• We reviewed the Economy Act OMB guidance, and DOD FMR. 

• We interviewed DTIC employees to obtain an understanding or DTIC policy and 
procedures for charging indirect costs (overhead) for the goods and services it 
provided to DOD organizations and other customers. 

• We reviewed DTIC procedures for calculating the reimbursable fee rate and the 
list of rcitllbursable revenue and fees we received from DTIC. 

• We non-statistically sampled and analyzed lAC fee expenditures for FY 2007 and 
FY 2008 to determine whether the DTJC purchases had a significant relationship 
to the lACs. Our analysis included interviewing DTJC management and stal'ftu 
verify the purpose of the hardware. software, or service contract they purchased to 
determine whether it had a significant relationship to the lACs. We also verified 
the existence of the sampled purchases. 

• We met with US D( C )/CFO statT to determine whether DTI C reported the 
reimbursable f\::cs on the DOD Budget Estimate Submissi(\11 and President's 
Budget. 

• We mel \Vith the i\SD(Nli)/DOD(f.'IO) st<lli'to determine: wllC'!IIcr J) l'lC 
IT expenditures on SNaP-IT. 
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\Vc issued to DOD management a drali report for discussion and a drart rcporl r·Revicw 
of Defense Technical ln(()rmation Center Internal Controls.'' September 4, 2009) for 
management conuncnts. The dratl reports presented the results of our review of the 
allegations. rurtbermore, we met and discussed the results of our review and our dratl 
report with DOD ma!lagcmcnt to obtain their management action plan. Specifically, vvc 
met and spoke vvith representatives from the USD(AT&L), DDR&E, USD(C)/CFO, and 
ASD(NII)/DOD(CIO). This report C'Rcview of Defense Technical Information Center 
Internal Controls," October 9, 2009) provides the results of our review and of our 
discussions with the DOD representatives and their Management Action Plans. 






