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January 21, 1993

MEMORANDUM FOR DIRECTOR OF DEFENSE PROCUREMENT

ASSISTANT SECRETARY OF DEFENSE (PRODUCTION AND
LOGISTICS)

COMPTROLLER OF THE DEPARTMENT OF DEFENSE

ASS5ISTANT SECRETARY DF THE NAVY (FINANCIAL
MANAGEMENT)

ASSTSTANT SECRETARY OF THE AIR FORCE (FINANCIAL
MANAGEMENT AND COMPTROLLER)

INSPECTOR GENERAL, DEFARTMENT OF THE ARMY

DIRECTOR, DEFENSE LOGISTICS AGENCY

SUBJECT: Audit Report on the Allegations of Improprieties
Involving DoD Acquisition of Seéervices Through the
Department of Energy (Report No, 93-042)

We are providing this final report for your information and
use. The audit was made in response to a DoD flotline complaint.
It addresses alleged improprieties in the acquisition of services
by DoD activities through the Department of Energy Work-for-
Others Program at the Cak Ridge Field Qffice, Oak Ridge,
Tennessee. Management comments on a draft of this report were
considered in preparing the final report. The complete text of
the comments is In Part IV of this report. The office of the
Inspector General, Department of Energy, comments to a draft
report were also considered in preparing the final report.

DoD Directive 7650.3 requires that audit recommendations be
resolved promptly. Therefore, the Assistant Secretary of Defense
{Production and Logistics); the Director of Defense Procurement;
the Comptroller of the Departnent of Defense; the Director,
Defense Logistics Agency; and the aArmy; Navy; and Alr Force must
provide final comments on the unresolved recommendations by
March 22, 19293, See the "Response Requirements Per
Recommendation®” section at the end of sach finding for the
unresolved recommendations and the specific reguirements for your
conments.

As reguired by DoD Directive 7G50.3, the comments must
indicate concurrence or nonconcurrence in the finding and esach
recommendation addressed to you. If you concur, describe the
corrective actions taken or planned, the completion dates for
actions already taken, and the estimatad dates for completion of
planned aactions., If you nonconcur, you must state your specific
reagons for each nonconcurrence. If appropriate, you may propose
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alternative methods for accomplishing desired improvements.
Recommendations are subject to resolution in acceordance with DeD
Directive 7650.3 in the event of nonconcurrence cr failure to
comment.. We also ask that your dcommente indicate concurrence or
nenconcurrence with the internal controel weaknesses highlighted
in Fart I.

The courtesies extended to the audit staff are appreciated.
‘ou _have any gquestions on this audit, please contact
Program Director, at {703} 692-g
, Proiject Manager, a
& planned distributicn of this

(703} 692
report is

Edwarg R. Jones
Deputy Asgistant Inspector
General for Auditing

(oI}

Secretary of the Army

Secretary of the Navy

Secretary of the Air Force

Under Secretary of Defense for Acquisition

Director, Defense Finance and Accounting Service

Deputy Assistant Secretary of Defense
{Inforvation Systens)

Director, Defense Acquisition Regulations Council

Inspector General, Department of Eneryy

AhARTERARAABEE X KT I L L L0
FOR—OFFTETRE—OOE—ONTY

(222X EETEE AL R L S



Office of the Inapector General, DoD

Audit Report No. 93-042 January 21, 1993
(Project No. 1CH-0033)

ALLEGATIONS OF IMPROPRIETIES INVOLVING DOD ACQUISITION OF
SERVICES THROUGH THE DEPARTMENT OF ENERGY

Introduction., The Department of Energy (DoE) performs work for
DoD an a reimbursable basis through its Work-for-Others Progran.

From May 19920 through CQctober 1991, DoD procureaed about
$323.9 million of gervices through the DoE Oak Ridge Field office
under the Work-for-Others Frogram. This audit evaluated work

performed for DoD under the Work-fer-oOthers FPregram by the
Hazardous Waste Remedial Action Program Division and the Data
Systems Research and Development Division, both managed and
operated by Martin Marietta Energy Systems for the DoE Oak Ridge
Field Office.

Objectives. The audit objectives were to examine DoD Hetline
allegations of improprieties in DoD acguisitions through the
Work-for-Others Program at ©Qak Ridge; to follow up oD
recommendatiens made in the 0IG, Dob, Report HNo. 90-085, "DoD
Heotline Allegation of Irregularities 1in DoD Contractual
Arrangements With the Department of FEnergy,® June 1%, 13%90; and
to evaluate applicable internal controls.

Audit Results. We determined the Hotline allegations had wmerit
and that the Military Departments did net adeguately strengthen
controls over the use ci interagency agreements after we issued
our June 1990 audit report on interagency acguisitions through
the DoE.

o For the sample of 136 Economy Act orders, DoD paid about
$11.6 million in additional costs by placing Economy Act orders
through the DoE Oak Ridge Field Office. DoD activities did not
follow normal procedures for Economy Act orders which includes
nbtaining prior approval from a DoD contracting official as
required by the Federal Acquisition Regulation and Defense
Federal Acquisition Regqulation Supplement (Finding A).

o Internal centrols were not incorporated into interagency
agreements and orders issued by DoD to the DoE Oak Ridge Field
ODffice to ensure adequate contract administration and to ensure
that deliverabkles met requirements, that costs were reasenable,
that vouchers totaling $78.4 million were accurate, or that the
best interests of DoD were protected (Finding B).

o DoD management information systems could not identify the
number, value, 1ssuing activity, or recipient of Economy Act



orders. As a result, DoD managers werg unaware that during
F¥s 1990 and 1991 more than $6.3 billion of DoD funds was sant to
DoE and other Government agencies using Economy et orvders
{Finding C).

c DoD activities inappropriately cited the Project Order
Act as the legal authority for issuing Economy Act orders valued
at $%17.9 millien to the DoE 0Oak Ridge Field Office. These
inappropriate cites resulted in the recording of improper
ohligations in DoD financial records (Finding D).

Internal contyols. Internal controls either did not exist or
were inadequate to preclude the unauthorized issuance of Economy
Act orders and payments oh Ec¢onomy Act orders., We consider these
weaknesses to be material. See Part I far the internal controls
reviewed, and Findings A, B, and C in Part II for details on the
weaknesses.,

Potential Benefits of Audit. The Dol can realize monatary
benefits by using DoD procurement offices instead of improparly
authorized Economy Act orders, and by properly managing the
orders that are issued. However, these potential benefits could
not be quantified (Appendix I}.

summary of Recommendations. We recommended that Dol establish
critaria and specify details to include in interagency
agreements, estaplish internal contrels to eansure adeguate
administration of DoD Economy Act corders, and establish a system
for tracking DaD procurements that use Economy Act orders. We
added a recommendation to the final report to establish a central
point within DoD to oversee policy and administration of
interagency acguisition.

Hanagement Comments. The Director of Defense Procurement
nonconcurred with the need for an information system to track
interagency acguisitions under the Economy Act, but will address
the need for a contracting officer’s approval of interagency
agreements and Econumy Act orders through the Defense Acguisition
Regulation Council. The Military Departments and Defenza
Logistics Agency generally agreed to initiate disciplinary
actions where appropriate for improper use of Economy Act orders,
and agreed that interagency agreements and related orders should
be reviewed, then ratified or terminated, but disagreed as to
whether the review was the responsibility of DoD contracting
officers. The Military Departments also agreed to 1ssue guidance
on the use of project orders, The full discussion of the
responsiveness of management conments 1s in Part II and the
complete text of management comments is in Part IV of the report.
Additional comments are reguested by March 22, 1993,
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PART - I CcT

Background

Work~for-Others FErogram. The Department of Energy (DoE}
parforms work for other Federal agencies on a reimbursable basis
through its Work-for-Others Pregram in accordance with the
Economy Act of 1932, United States (ode, title 11, section 1535.
The Economy Act authorizes ap agency to place orders for goods
and services with another Federal agency when the head of the
ordering agency determines that it is in the bkest interest of the
Government to do so, and that the support services cannot be
provided as conveniently or cheaply by contracting with the

private scctor. Dob activities place orders with DoE by
submitting DD Form 448, "Military Interdepartmental Purchase
Reguests,” (MIPRs}) or other ordering documents under established

interagency agreements. A flowchart of the process for procuring
support services through the DoE Oak Ridge Field 0Office is shown
in Appendix A.

The Work=for~Others Program provides other Federal agencies
access to the special research capabilities and resources of the
22 DoE national laboratories, whieh werea identified by the Office
of Federal Procurement Poalicy Letter 84~-1, "Federally Funded
Reszarch and Development Centers." DoE benefits from the Work-
for-Others Program through better and mure continuous use of its
facilities and personnel.

In FY 1990, the DoF identified the management of Work-for-oOthers
Program as a material weakness and has been working to eliminate
the weakness. DoE officials stated that DoE has made significant
progress over the past several years to ensure the Work-for-
Others Pragram 1s properly ovarseen and controlled through new
policy requirements and initiatives. Policy improvements include
establishing minimum information reguirements for the review,
acceptance, and monitoring of Work-for-others; reguiring
sponsoring agencies to provide DoE a statement to demonstrate
that DoE does not compete with the private sector; requiring a
boE contracting officer to certify that Work-for-Others
determinations are performed prior to DoE accapting a project;
and defining the roles and responsibilities of the Office of
Intelligence, Dok in the Wark~for-0Others process for
intelligence~related projects. Improvement initiatives include
developing a Work~for-Others brochure, preparing an annual Work-
for-Others Program summary report, and holding regqgular meetings
between DoE and contractor personnel to discuss concerns.

DoB Oak Ridqge Field Office responsipilities., DoE pexrforms
work under the Work-for-Others Program either directly or through
management and operating contractors at its laboratories and
facilities. The DoE ©Oak Ridge Field o0ffice, 0©ak Ridge,
Tennessee, oversees five contractor~-operated laboratories




including the ©ak Ridge National Laboratory and the Central
Laboratory, both operated by Martin Marietta Energy Systems, and
the Oak Ridge Associated Universities (ORAY). Martin Marietta,
the management and operating contractor, works for DoD activities
through its Hazardous Waste Reomedial Action Program Division
(HAZWRAP) and the Data Systems Research and Development Division
(DSRD} under the <Central Laboratory. HAZWRAY supports the
implamentation and improvement of hazardous waste managemant for
DoE programs through technical support and taechnology
development. DSRD designs, develops, and applies state-of-the-
art information technologies to improve mission performance.

The Work-for-0Others Program within DeE has grown from about
$728 million in FY 1980 to about $Z bkillion in FY 1991. From
May 1930 through Ocgtober 1991, DeD activities procured work
costing about $323.9% million through the DoE 0Oak Ridge Fiaeld
Cffice facilities. In recent years, the work undertaken by the
DoE Oak Ridge Field 0Offlice for other Federal agencies has grown
te approximately 20 percent of the total budget of the field
office and accounts Eor an increasing progportion of the field
office overall research and development effortse.

Objectivas

The 0IG, DoD, received Hotline allegations contending that DoD
actlivities used the DoE Work-for=Others Program at the DoE 0Oak
Ridge Field o0Office to circumvent the procurement gprocess,
personnel ceilings, and salary restrictions; pald excessive costs
and recelved no tangible products for work subcontracted out by
Martin Marietta; and obtained support services that did not
require the unigue capabilities of the DoE 0ak Ridge Field
Office.

The objectives of this audit were to:

0o examine the Hotline allegations that improprieties were
involved in the acquisition of goods and services through the
Work=-for=-others Program at the DoF 0ak Ridge Field Office;

o follow up on recommendations in 0IG, DoD, Report
No. 90-085, ¥DoD Hotline Allegation of Irreqularities in DoD
Contractual Arrangements with the Department of Energy," June 19,
1990 ({see Prior Audit Coverage); and

o evaluate the effectiveness of applicable internal
controls.

our audit was a cooperative effort with the 0IG, DoE, and its
Eastern Regional Audit Office at Oak Ridge, Tennessee. The
0IG, DoE, limited its audit work te examining the administration



of contracts awarded through the Work-for-Others Program to firms
under the Small Business Administration 8(a) Program by the DoE
Oak Ridge Fileld Office and Martin Marietta,

Scope

Bele ] we evaluated 9 Iinteragency
agreements and 196 related MIPRs, project orders, and other
ordering documents (referred to as Economy Act orders) issued to
the DeE Qak Ridge Field Office by the Military Departments and
the Defense Logistics BAgency, valued at $97.1 wmillion. The
% interagency agreements were judgmentally selested from a
universe of 41 that had minority contractors under the Small
Business Administration 8{(a) Program performing work as
subcontractors to Martin Marietta. We established the universe
and selected the sample in conjunction with the 0IG, DoE. The
196 Economy Act orders in our sanmple were lissued by 8 oD
activities for 33 separate projects. Except for the
3 projects specifically identified in the allegation letter, all
the projects had Econemy Act orders that were issued tc the Cak
Ridge Field o©ffice after DoD-wide guidance was issued on
May 10, 1990. on that date, the Principal Depubty Assistant
Secretary of Defense (Production and TLogistics) issued a
memorandum directing the Military Departmentsg and the Defense
Logistics Agency to ensure that all future interagency
acquisitions were properly authorized (Appendix B). The
$97.1 million for the 186 Economy Act orders accounted for
approximately 36 percent of the total dollars ($2646.3 millicen) on
orders that were issued under the 9 interagency agreements
reviewed. Sese the following summary.

Sunmary of Interagency Agreenments Reviewed

Nunber of Number Number

DoD Interagency of of Dollar vValue
Activity Adqreements Proijects  Qrders of Proijects
Army 5 11 45 $21,348,451
Navy 1 7 60 40,990,822
Air Force 2 14 89 34,024,450
DI.A 1 1 2 750,000
Total 9 33 195 $97,113,723

For each ordering docunent, we examined justifications for the
Economy Act orders, statements of work, progress reporis,
invoices, vouchers, and related correspondence for FYs 19390 and
1891. We interviewsd officials at the Office cof the Director of



NDefense Procurement, and at the headguarterz of each Military
Department and the Army Materiel Command. We also interviewed
Dol personnel from program, contracting, legal, and finance and
accounting offices, as well as competition advocates and small
business advocates at each audit site we visited. In addition,
we performed work at the DeE Oak Ridge Field Office in
caoperation with the 0IG, DoE.

Availability of computerized data. No computerized data

were avalilable within DoD on interagency agreements and Economy
Act orders with the DoE 0Oak Ridge Field Office, We obtained
computerized data from DoE; however, the data did pnot adeguately
correspond to data obtained from the individual DoD activities
where we performed work, and therefore was not used.

Audit peried, standards, and locations. This economy and
efficiency audit was performed from March 1991 through July 1992

in accordance with auditing standards issued by the Comptreller
General of the United States, as implemented by the Inspector
General, Dob. The audit included such tests of internal controls
a3 Were considered necessary. The activities visited or
contacted during the audit are listed in Appendix J.

Internal Controls

We reviewed the implementation of the Federal Managers? Financial
Integrity Act as it related to our audit scope. Oour internal
control review determined whether the DoD activities complied
with the Economy Act, the Federal Acquisition Regulation ({F&Hj,
and the Defense Federal Acgquisition Regulation Supplement
(DFARS) . The audit identified waterial internal control
weaknessaes as defined by Public Law 97-25%, Office of Management
and Budget Circular No. A=-123, and DoD Directive 5010,38.
Internal accounting and administratrive controls either dild not
exist or were inadeguate to preclude unauthorized issuance and
payments on Economy Act orders that were not approved by DoD
contracting officers. The Federal Managers’ Financial Integrity
Act was not adequately implemented in relation to our audit
scope, and we found that DoD pragram officialz did not comply
with established policy requiring DoD cantracting officials to
approve all Eeconomy Act orders for services and items procured
through the DoE Qak Ridge Field office (Finding Aj),

With the axception of the Defense Logistics Agency, we also found
that corrective actions were not implemented on deficiencies
reported in the two pricor 0IG, DoD, audit reports: Report
No. 90-085, YDoD Hotline Allegation of Irregularities in DoD
Contractual Arrangements With the Department of Energy,” June 19,
1990, and Report No. 90~034, "Contracting Through Interagency
Agreements With the Library of Congress,™ February 2, 1990,
(Appendix Q). We attribute these condlitions to a lack of
management emphasis by the Military Departments on implementing



control procedures. Compliance with FAR and DFARS procedures for
interagency acquisitions should have prevented the deficiencies
discusged in this repert.

In the DoD FY 1591 Annual Statement of Assurance, the Army and
Navy identified inappropriate coffloading of contract reguirements
as a material weaknezs. The Army and Navy target to correct this
waakness was FY 1992, The Air Force identified inappropriate
offloading of reguirements as a material weakness and reported
the weakness corrected 1n FY 1590 through changas to policy and
regulations. We determined, however, that problems still exists
within each of the Military Departments. Recommendations A.l.a.,
A.1.b., A.3.a.{2), A.4., B, and C. if implemented will correct
these weaknesses. We believe Dol can realize monetary benefits
by tightening controls over the issuance of interagency
agreements and orders to the DoE 0Oak Ridge Field Office and other
Federal agencies. However, these potential benefits could net he
quantified bhecause we could not accurately compare the cost of
procuring through the DoE 0Oak Ridge Field Office with the cost of
procuring through the private sector. A copy of this report will
ke provided to the senior official responsible for internal
controls within the Military Departments and Defense Legistics
Agency.

Prior Audit Coveraga

The Offices of the Inspectors General, DoD and DoE, the General
Accounting Office, and the Army Audit Agency have issued 11 audit
raports since 1988 that address the need for improved controls
over contract offloading to DoE and other Federal agencies.
Appendix C presents a summary of each of the 11 reports. The
reports identified findings =similar to the findings we are
currently reporting. However, the recommended corrective actions
as they relate to DoD either were not adegqguately implemented, or
were not sufficient to preclude the ¢ontinuance of the weaknesses
reported within DoD.

Other Matters of Intarest

The Qctober 1990 Hotline complaint to the ©IG, Doah, cited a
series of allegations regarding DoD«funded projects procured
through the Work-for~oOthers Program at the DoE Oak Ridge Field
office. The following summarizes each of these allegations and
indicates whether they were substantiated based on audit work we
performed.

Allegation. DoE and Martin Marietta used minority firms
under the Small Business Administration 8{a) Frogram to funnel
work to subcontractors targeted by the DoD reguesting activity.

Audit result. We identified one example of targeted
subcontracting. The Maintenance Division at the Army Missile



Command (MICOM} desired to continue the services of Management
Technolaogy Assoclates, Incorporated {MTA), a contractor
performing work under an expiring contract. MTA informed the
Maintenance Division of the existing interagency agreement
between MICOM and DoE, and the Maintenance Divieion Iissued
Economy Act orders totaling $741,148 to retain the services of
MTA.

Allegation., DoD lncurred excessive costs to aobtain services
through DoE and received no tangible products for costs incurred.

Audit result., While we did not perform sufficient work to
determine that costs were excessive, we determined that DoD
activities pald approximately $11.6 million in additional costs
to obtain services through the NeoE Oak Ridge Field Office. We
also determined that 26 of the 33 projects had multiple tiers of
subcontractore, which in turn added 31 cor 4 tiers of indirect
costs for administering the projects. The additional indirect
costs provided no tengible  Dbenefit for costs incurred
{Finding A). The preferred method for obtaining the services is
for the Dol activity to issue direct contracts to the
subcontractors,

Allegation. DSRD used the Work-~for-Others Program and Small
Business Administration 8(a) firms to help Dol circumvent
personnel and salary ceilings.

Audit rasult. We did not identify exawmples where Economy
Act orders were used to circumvent personnel or salary ceilings.
We did, however, identify two DoD activities that issued Economy
Act orders to DoE because of a lack of in-house personnel to
oversee and adninister projects. For example, the Naval
Facilities and Engineering Command (NAVFAC) issued nine Economy
Act orders for $7.3 million to HAZWRAP to identify and assess
hazardous waste disposal and spill areas at the Naval Shipyard,
Mare Island, California. NAVFAC used DoE because of a shortage
of staff 1In the contracting affice to oversee the project.
HAZWRAP subcontracted more than 90 percent of the work and
charged NAVFAC $545,000 for project management.

Alsa, the Air Force Engineering and 3BServices Center (AFESC)
1ssued Economy Act orders totaling $490,076 to gbtain personnel
focr research positions from ORAU because program officials
balieved that the needed expertise was not available in-~hause,
that local Air Force personnel officez were not equipped to hire
technical personnel, and that the services could be obtained more
expeditiously through DoE.

Allegation. DSRD has few, If any, special and wunique
capabilities.



Audit result. The 0IG, Dok, stated that DSRD 1is ah
infermation technology research and development organization
chartered to conduct cne~of-a-kind information projects
raflecting state~of~the~art computing methodologies and
technologies in support of DoE and other Government agencies,
The QIG, DoE, further stated that DSRD provides proven integrated
experience in a range and depth of disciplines not found in the
private sector such as operations research, development and
applications of complex algorithms, computer-aided software
angineering, and design and optimization of ceomplex, large
relational database management systems.

However, DoD activities issued Economy Act orders for 23 of the
33 projects reviewed, valued at $79.8 million, to both DSRD and
HAZWRAP for work that was not unique. Martin Marietta
subcontracted more than 70 percent of the work to other firms for
12 of the 23 projects. According to DoD program officials, the
activities were aware that the services ware available in the
private sector, but for ease of obtaining the services and for
expediency, chose to use Economy Act orders to DokE. (Finding A).
To put the allegation and audit results in perspective, the tiers
of subcontractors did receive competitive awards from DSRD. We
could not estimate if and how many subcontract tiers and related
indirect costs would have existed 1f Dol activities had
contracted directly for the services obtained through DoE.






PART II ~ FINDINGS AND RECOMMENDATTIONS

AGENCY AGREEMENTE AND ORDERS

DoD program officiale circumvented normal procurement channels
and placed Economy Act orders with the DoE facilities at o0Oak
Ridge without obtaining the assistance of a DoD contracting
pfficial, as required by FAR subpart 17.5, "Interagency
Acguisitions Under the Economy Act.'" DoD program officials also
used Economy Act orders to procure automated data processing
{ADP) resources, thus circumventing the Brooks Act of 1%65,
40 U.s.C., 7859 (the Brooks Act), and personal services, thus
circumventing ¢ivil Service hiring practices, These conditions
occurred because DoD program officials did not use the available
expertise of DoD contracting officers. In addition, the Military
Departments did not adegquately strengthen contrals over
interagency agreements and orders after 0IG, DoD, audit reports
were issuex) on interagency acquisitions thrcugh the Likrary of
Congrese and DoE. Consequently, for the sample of 156 Econony
Act orders, valued at $97.1 million {(Appendix D}, we estimate
that DoD program cofficials paid approximately $11.6 million in
additional casts by going through the DoE Oak Ridge Field Office
to have the work performed. Appendix E provides a breakdown, by
project, of estimated additional costs.

DISCUSSION QF D

Background

We selected 196 Economy Act orders valued at $97.1 willion that
were issued by DoD activities under the 39 interagency agreements
we selected for review. The 196 orders were for 33 projects to
be performed by the DoE Oak Ridge Field Office. Except for the
three projects specifically identified in the allegation letter,
all the projects had Economy Act orders that were issued after
May 10, 1990, when the Principal Deputy Assistant Secretary of
Defense (Preduction and Logistics) reguested the Military
Departments and the Defense Logisties Agency to strengthen
controls over interagency acquisitions.

Authorization of Interagency Agreements

DoD contracting officers did nott participate in preparing,
reviewing, or appraving the 9 interagency agreements we examined
{either before or after they were issuad}, or in preparing the
written determinations required by the Economy A¢t and the FAR

for 189 of the 1926 Econcmy Act orders reviewed. The DoD
activities that issued the unauthorized Economy Act orders to DoE
are identified in Appendix D. We found that seven Economy Act

orders 1issued by the Military Airlift Command (MAC) for the
Air Services Industrial Fund Integrated Computer System project
under interagency agreement (IAG) No. 1660-1660 were approved.



MAC prepared a Written determination stating that procurement of
the services through FEconomy Act orders to DoE was 1n the best
interest of the Government and the orders were reviewed and
approved by a DoD contracting officer prior to issuance.

The Economy Act, as implemented by FAR subpart 17.% reguires that
the head of the requesting agency, or designee, make a
determination that orders placed under the Economy Act with
another agency are in the best interest of the Govermment, and
that the contracting officer has the determination in hand prior
to placing the orders. The DFARS subpart 217.5, "Interagency
Acquisitions Under the Economy Act,% states that a DaD
contracting officer 1is designated to make the determination
reguired by FAR subpart 17.5. The FAR and DFARS rsquirements
ensure that the expert knowledge of Dol contracting officers is
fully utilized in determining that it 1is in the best interest af
DoD to obtain required supplies or services through an Economy
Act order, rather than through a regular solicitation and
contract with a private~sector firm.

Interagency agreements and Economy Act orders were improperly
authorized and issued because the Military Departments did not
promptly notify program officials that they were not authorized
to enter into interagency agreements or to issue Economy Act
orders after vreceiving the May 10, 1990, Principal Deputy
Assistant Secretary of Defense (Productien and Logistics)
memorandun. Also, there was virtually ne guidance on the use,
foermat, and content of interagency agreements. HRationale cited
to us by DaD officials for not obtaining a DoeD contracting
officer’s approval on the Economy Act orders included:

o the requiring activity did not have a contracting office;

© the Economy Act orders were not "contractual actions!;
therefore, review by a contracting officer was not regquired;

0 program officials were not aware that approval by a DoD
contracting officer was required;

o approval by a contracting officer would have delayed
issuance of the Eccnomy Act order, or the program cffice did nat
want to Yovertax" contract personnel; and

o DoE, not DeoD, was responsible for determining compliance
with the Economy Act, the Competition in Contracting Act of 1984
(10 U.S.C. 2304); affice aof Federal Procurement Folicy Letter
84-1, *Federally Funded Research and Development Centers;" tha
FAR; and other applicable laws.

Awareness of DoE Oak Ridge Field Office capabilities. We
found that DoD program officials made assumptions about comments
by senior command personnel about the use of the DoE Oak Ridge
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Field oOffice. For example, in 1988, the Army Materiel cCommand
conducted a presentation on the range of capabilities and the
benefits of using Economy Act orders with the DoE Oak Ridge Field
Office during a ceonference with officials from subordinate field
activities ineluding MICOM, the Aviation Systems Command, and the
Systems Information Management Activity. We intervieswed program
personnel who attended the presentation who believed that sinhce
the Army Materiel Command officials had endorsed the use of
interagency agreements with the DoE ©Oak Ridge Field Office,
subseguent approvals by contracting efficlals and agency heads
regquired by the FAR and the DFARS were unnecessary.

Program officlals at DoD activities stated that they also learned
of the DoE ©ak Ridge Field ©Office’s capabilities through
marketing activities and presentations provided by Martin
Marietta, or through interested contractors whe recommended the
DoE Oak Ridge Field Office as a means of obtaining their services
guickly apd noncompetitively. The program officials stated that
Martin Marietta promoted the capabilities of the DoE Oak Ridge
Field Office, and the simplicity of the interagency agreement as
a procurement vehicle and its ability to accommodate short
suspenses.

Acquisition of ADP suppert services. We determined that

program offices acquired ADP support services, valued at
$46.8 millien, that fall under the reguirements of the Brooks Act
and the Federal Information Resources Management Regulations
{FIRMR) subpart 201-~4,001, without obktaining a delegation of
procurement authority from the General Services Administration,
&4 list of the DoD activities involved is included in Appendix F.
DoD program officials were apparently not aware of the Brooks Act
and FIRMR requirements and did not seek the assistance of DoD
contracting officlals prior to issuing Eccnomy Act orders.
Examples of ADP support servicez procured by DeoD activities
through the DoE Oak Ridge Field Office included a program plan
for an information analysis center, technical assistance in
scheduling algorithms and relational database interface, and
development of a framework for a comprehensive information
management system, Because the DoD program officials did not
seek the assistance of DoD contracting officials on the 15 ADP
acquisitions, we aestimate 5$7.7 million of additional costs were
incurred by going through the DwE 0Oak Ridge Field oOffice
{Appandix F).

The Brooks Ag¢t and the FIRMR subpart 201-39.106 state the
authority and responsibility to¢ contract fer ADP rescurces is
vaested in the Administrator, General Services Administration, who
may grant a delegation of procurement autherity to another
Federal agency when that agency has sufficient experience,
resources, and ability to fairly and effectively c¢arry out
procurements of ADP resources. FIRMR subpart 201-32 requires
that agencies submit a procurement request to the General
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Services Administratien and raecelve a specific acguisition
delegaticn of procurement authority when the acguisition is not
caovered by a regqulatory or specific agency delegation authority.
The General Services Administration has delegated blankat federal
information resources {(FIR) {also referred to as ADP) procurenment
authority to DeD activities for competitive contracts when the
value of the contract does not aexceed $2.5 million, and %250, 000D
when noncompetitive. In addition, the delegation authority is not
reguired when FIR cguipment or services are obtained from another
Government agency. However, each of the FIR procurements through
DoE were noncompetitively placed with DoE, exceeded the $250,000
limitation, and were performed by Martin Marietta Eneryy Systems
and subcontractors, not DoE.

Personnal pracktices. AFESC issued Economy Act orders under
the interagency agreement with tha DoE Qak Ridge Field Office to
obtain personnel for research positions frem ORAU. Program
officlals believed that the needed expertise was not available
in~house, that local Air Force personnel offices were not
equipped to hire technical personnel, and that the needed
services would be obtained more expeditiocusly under the

interagency agreement. We identified nine Economy Act orders
totaling $490,076 issued for this purpose. AFESC submitted a job
description to DoE, and DoE contracted the work to ORAU. AFESC

used ORAU as an employment agency to hire technical personnel.
ORAU advertised for the job, screenad resumas, conducted
interviews, selected gqualified candidates, hired the chosen
candidate, and maintained all administrative vyecords. AFESC
improperly tasked ORAU to perform an inherently Governmental
function and used Economy Act orders to obtain personal services
contracts.

Also, NAVFAC program officials stated that they used HAZWRAF to
manage their projects bkecause NAVFAC 4id4 not have the in-house
staff to adeguately oversee NAVFAC projects. For example, NAVFAC
issued nine Econcmy Act orders totaling $7.3 million to the DoE
Oak Ridge Field Office for HAZWRAP to initiate effective remedial
measures under the Remedial Tnvestigation and Feasibility Study
at the Naval Shipyard, Mare Island. HAZWRAP subcontracted more
than 90 percent of the work and charged NAVFAC $544,951 for
program management (Appendix E). We were unable to determine how
many additional NAVFAC personnel would have been naeeded to manage
the work and administer the contract. In responding to a draft
of this report, the Navy stated that it did not believe that
manpower ceilings ware a significant «constraint in the
environmental area. Instead, the Navy considers the motivation
to use DoE to have been the perceived ease of using interadgency
agreements, particularly in the absence of knowledgqe of reguired
procedural and legal requirements.
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Unigue capabilities of the Field oOffice
facilities. Agencies are to rely to the extent practicable on
existing in~house and contracter sources for satisfying their
research and development needs cansistent with established
procedures under the Economy Act or procurement tregulations.

DoD activities issued Economy Act orders for 23 of the
33 projects, wvalued at approximately $79.8 milliaon, to Martin
Marietta’s DSRD and HAZWRAP for work that was not unigue to those

facilities (Appendix E, Footnote No. 4). In addition, Martin
Marietta subcontracted more than 70 percent of the work to other
firms for 12 of the 23 projects {(Appendix E). We based our

determination on the subcaontractor percentage and Dol program
officials stating they were aware that private sector firms could
have done the work, but for ease of procurenent expediency or to
obtain a praeferred subcontractor, they used Economy Act orders.

For example, the Maintenance Divislon at MICOM issued
four Economy Act orders under IAG No. 1875=A053 to DSRD tataling
$741,148 for independent verification and validation of test
program sets. We found that bafcere 1938, MICCM procured the
services from MTA, a Small Busipness Administration 8(a) minority
business, under an omnibus contract with the MICOM Quality
Assurance Directorate. In 1988, a new omoibus contract was
established but the services of MTA were not renewed. MTA
representatives informed MICOM officials of its association with
the DoE ©ak Ridge Field Office and the existence of an
interagency agreement already in place with DoE. MICOM program
officials decided to use the interagency agreement and specified
MTA be the subcontractor. MTA received B84 percent of the funds
on the Economy Act orders sent to the DoE 0ak Ridge Fileld Office.
MICOM alsoc paid additiomal costs of $§9%2,533 for project
management perfarmed by DSRD (Appendix E}.

In another instance, NAVFAC issued 10 Economy Act orders totaling
$18.9 million under IAG No. 1828-1791 to HAZWRAP for the Remedial
Investigation Project at the Naval Air Station, Moffett Field,
california, About 95 percent of the funds were pald toO
subcontractors, and NAVFAC paid unnecaessary additional costs of
$690,937 for HAZWRAP pruject management (Appendix E).

Broad Use of Individual Interagency Agreements

The interagency agreements hetween Dol activities and DoE ware
brief documents that established a level-of-effort arrangement
wheraby DoE would provide a variety of work under the general
categories identified in the interagency agqreement. The
nine interagency agreements werg patterned after a two-page
sample that DOE provided to the DoD requesting activities. The
interagency agreements cantained broad statements of work,
allawing for Economy Act orders to requast a variety of tasks.
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Guidance on interagency agreements. The FAR and DFARS do
not prescrikbe content or format details to he included in an
interagency agreement, DaD Instruction 4030.19, "Interservice,
Interdepartmental, and TInteragency Support,” April 15, 1992,
provides general guidance on the completion of memorandums of
agreement or understanding. The Instruction provides that
memorandums of agreement or understanding should identify the
parties to the agreement, term of the agreement, support ta he
pravided, the basis for calculating reimbursements for each
categary of support, and an estimate of projected reimbursements.
It also provides that the memorandums of agreement or
understanding and the DD Form 1144, "Support Agreement," should
document general provisions such as multiple parties to the
agreement, billing instructiens, and exceptions to provisions
printed on the form, and specific provisions such as additional
supplier and receiver responsibilities; a 1listing of ocaupied
facilitie=s; and a description of unigue conditions, reguirements,
quality standards, and measurement criteria.

The Instruction identifies ®purchasing and contracting services®
as a category of support that may ke included in interservice,
interdepartmental, and interagency support agreements. However,
DoD TInstruction 4000.19 does not refer to the Economy Act,
FAR subpart 17.5, or DFARS subpart 217.5, and it does not provide
for the support agreement to be reviewed by a local contracting
office if the purpose of the support to be oubtained is to
purchase or aontract for services., The DD Form 1144 has
signature blocks for the comptroller and an appraving authority.

Inpact of existing guidance. The lack of guidance and
internal controls built into intaragency agreements resulted in
Economy Act orders being issued by DoD activities that were not a
party to the original interagehcy agreement, without the
knowledge of the originating DoD activity, and for a wide variety
of work. For example, IAG No. 1489-1489, which was issued by
AFESC, provided for a wide range of work that included:

.+. research and development; cost-benefit, environmen-
tal, and risk analyses; pathology, engineering design
and cost studies; information systems integration;
quality assurance; training in water and air quality;
hazardous waste handling, wortuary services, food
servicea; and work that may be extended to include
othar functional areas under the auspices of AFESC.

In March 1986, because of the dacentralization of environmental
project management, AFESC issued a memorandum giving other Air
Force major commands direct access to the DoE Oak Ridge Field
Office wusing the existing interagency agreement established
between AFESC and DoE. Almost 800 separate Economy Act orders,
valued at approximataely $151.1 million, were submitted to the DoE
Oak Ridye Field Office under TAG No. 1489-1489 through FY 1991.
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We also found that the Material Management Directorate at MICOM
established IAG No. 1875-A053 in October 19287 to develop an
Artificial Intelligence Expert System. Five other MICOM program
offices issued Economy Act orders under the interagency agreement
totaling approximately $11.2 wmillion. Neither +the original
interagency agreement nor any of the subsequent Economy Act
orders were approved by the MICOM contracting office. The
contracting office at MICOM became aware of the existence of the
interagency agreement during our audit visit.

A uid . Additional guidance on the contents
of the interagency agreement is needed, whether the interagency
agreement is for a single order or a series of orders anticipated
to occur over a period of time. We balieve that the guidance
should state that interagency agreements describe the categories
of supplies or services that may be procured under the
interagency agreement. This goes beyond the general description
"purchasing and contracting services" in DoD Instruction 4000.19.
The interagency agreement should identify services that are
clearly within the purpose, mission, and general scope of effort
established by the sponsoring agency. The description of
services should be detailed enough far the contracting officer to
make determinations that subseguent orders are appropriate and in
the best interest of the Government te procure from the other
agencies. The following provisions were not included, pbut should
be regquired in sach interagency agreement.

o A statement of each agency’‘s responsibilities for
Government-furnished eguipment, contract administration,
documentation, rights to data and software, and contract
audits.

o Any limitations that must be complied with in the
gcope or amaount of services or supplies that mnay be
procured,

0 A statement as to the parties authorized to Iissue
orders under the interagency agreement, including signature
requirements.

o A description of the type of funds that will be used
to fund supplies or services ordered under the interagency
agreement, and whether advance payments are authorized or
the work will be performed on a reimbursable basis.

o A statement as to what contract type(s) will be used
to obtain the desired supplles and services., If the type of
contract is unknown or cannot he determined, this may also
be stated.

o A provision that pravidez a method for resolving
disputes between the twa parties.
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o A description of the methods for pricing and issuing
orders and the lavel of cost details to be provided by the
servicing activity that performs the work. The amount of
administrative charges to be assessed by the accepting
department or agency should also ke ldentified.

o A specified expiration date and provisions for
termination.

clarity of guidance. The guidance on the intent of the
Economy Act and use af interagency agreemants and orders is not
sufficient, The Economy Act reguires the requesting agency to
certify in writing that the support services c¢ould not be
provided as "conveniently or cheaply" (underscoring added} by the
private sector. We believe that the Economy Act was based on the
premise that Federal agencies can achieve an econowmlc savings if
they combine their requirements and avoid the added costs that
would be incurred if each agency procured its needs on separate
contracts with the private sector or developed its owh in-house

capabllity. It was not intended to provide agencies a
"convenient" means to circumvent nermal procursment channels and
avoid competitian. Determinations prepared by contracting

officers who approve Economy Act orders should document that a
market survey of potential sources was performed, and that either
costs to DoD are minimized or a unigue service results from
making an acguisition through another department or agency.

Neither the Economy Act, the FAR, nor the DFARS specifies
requirements regarding determination of tanglble and intangible
benefits. Dol Directive 4000.19-R, "Defense Interservice Support
Regulation," March 1984, issued in conjunction with DoD Directive
4000.19, *Intersarvice, Interdepartmental, and Interagency
Support,™ Qctober 14, 1980, provided guidelines for interagency
acquisitions that required that savings and costs to the
Gavernment be identified. However, DaoD Directives 4000.19 and
4000.19-R were cancelled and replaced in April 1992 by DoD
Instruction 4¢00,192, which does not require any cost/benefits
analyses.

We believe that additional guidance is also needed on
the determinations required Dby FAR subpart 17.5 and
DFARS subpart 217.5. Specifically, DFARS 217.5 may now be
interpreted to mean that the determinations may be delegated to
someone  other than a contracting officer. For example,
Headquarters, Defense Logistics Agency, diracted that its
interagency agreement and Economy Act orders be reviewed and
approved by its Director for Contracted Advisory and Assistance
Services rather than a contracting officer. The determinations
should state whether benefits will be realized by abtaining the
purchasing and contracting suppeort from ancther agency, and
should identify any other advantages to DoD.
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The guidance should be disseminated to progrom managers who are
likely to have requirements and should be Lncorporated in
training courses for program managers and contracting personnel.
Appropriate disciplinary actions should also be taken against DoD
program officials who knowingly abused the use of interagencay
acguisitions under the Economy Act.

Additional ecomtm attributable to interagency procurements.
Based on the limited detailed cost data we obtalned from DoE and
Martin Marietta, we estimated that Dol activities paid
approxXimately $11.6 willion in additional costs to obtain
services through the DoE Oak Ridge Field Office (Appendix E). We
also determined that 26 of the 33 projects had multiple tiers of
subcontractors.,

We calculated additional costs by dividing the subcontractor cost
by the total cost to darive the parcent of work Martin Marietta
of floaded te subcontractors. This percentage was then applied to
costs incurred by Martin Marietta (exaluding subcontractor costs)
te estimate additional c¢osts for obtalning project support
through the DoE Oak Ridge Field Office. For example, for the
AFESC Federal Fire-Fighter Certification System project, Martin
Marietta billed 5727,848 and paid subcontractors $680,637
(94 percent) to perform the work; the remaining $47,211 was
charged for Martin Marietta indirect costs, such as overhead,
travel, and other indirect costs. The additional coast for this
project was 544,278, which 1s 94 percent of Martin Marietta’s
indirect costs. Using DobD procurement offices for contracting
and using the Defense Contract Management Command for contract
administration could have eliminated the majority of additiocnal
costs generated from use of Economy Act orders.

Conclusiona

We determined the allegations in the DoD Hotline complaint had
merit. Also, the issuance of the May 10, 1%%0, Principal Deputy
Assistant Secretary of Defense (Productions and Logistics)
memorandum was not sufficient to stop the inappropriate use of
interagency acquisitions by DoD activities, Additional guidance
is needed on the format and content of interagency agreements, on
who should perform the determinations that the interagency
acquisition is in the best interest of the Government requivred by
DFARS subpart 217.5, and on what should be included in the
determinations. Contracting officers must authorize the ordering
of supplies and services through other Federal agencies. Where a
major portion of the work has not already been performed on
Economy Act orders that were not properly authorized, DoD
contracting officers sheould perform and document determinations
on whether performance should continue. Where appropriate, DoD
contracting officers =should ratify the Economy Act orders.
Determinations on whether performance should continue or be
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terminated should also be documented. More efforts need to be
taken to ensure that DoD program managers are aware that DoE
and othar Federal agencies cannot be tasked to perform
purchasing and contracting functions unless the interagency
acguisition has been authorized by a warranted 0ol contracting
officer.

In October 1991, we began an audit cencurrent with this audit to
evaluate the use of interagency agreements and orders to obtain
contracting support through the Tennessae Valley Authority (TVA).

In April 1992, we 1issued Report No. 92-06%, "Quick-Reaction
Report on DoD Procurements Through the Tennessee Valley
Authority." The report stated that DoD officials, who lacked

authority under the FAR and DFARS to approve interagency
acquisitions, lmproperly authorized 147 Economy Act orders to
transfer $84.8 million of expiring fupdse during August and
September 1991 to TVA to achieve technical ohligation of those
funds,

As a result of the TVA audit, the Under Sacretary of Defense for
Acquisition and the Military Departments tock steps to address
the inappropriata use of interagency agreements. On October 25,
1991, the Under Secretary of Defense for Acguisition issued a
memorandum to the Secretaries of the Military Departments and the
Directors of the Defense agencies to reinforce DoD policies
regarding contract offloading and to reguest aggressive actions
to ensure compliance with establishad policies regarding the use
of interagency agreements {Refer to management comments provided
by the Director of Defense Procurement 1in FPart IV). The
memorandum golicited continued support from the Military
Departments and the Dafense Logistics Agency i1n minimizing the
risk of orders for interagency acquisitions bkeing placed by
unauthorized DoD program officials.

On Decembear 26, 1991, the Assistant GSecretary of the Army
(Research, Development, and Acquisition) issued a message to all
Army legal offices, comptrollers, resource managers, and finance
and accounting offices concerning Army activities’ continuation
of improper contract offloading practices and possible funding
violations, and stated that these practices must cease
immediately. The message reguested that all activitias that sent
work or funds to TVA in F¥s 1950 and 1991 submit a detailed
report including justification for the need to procure through
TVA. The message reguired contracting officers to make the
regquired determination for all EBEconomy Act orders and required
legal counsel review of the orders.
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RECOMMENDATIONS, MANACEMENT COMMENTS, AND AUDIT RESFONSE

1. We recommend that the Director of Defense Procurement revise
guidance in the Defansa Federal Acguisition Regulations
Supplement 217.5, "Interagency Acquisitions Under the Economy
Act," to;

A Regquire that a DoD contracting officer review and
approva all interagency agresments and subseguent Economy Act
ordars consistant with the under Sacretary of Defense for
Acquisition’s October 25, 1991, memorandum.

b. Require that DoD contracting officer determinations
approving interagency acquisitions identify the unique services,
benefitg, or estimated savings to be realized by DoD.

Deleted recommendation. Based upon comments from the Director of
Defense Procurement and the Army, we deleted Recommendation 1.c.
which would have revised the DFARS to specify the applicability
of the Economy Act to procurements made by one DoD Component at
the raguest of another DoD Component.

Management comments. The pirector of Defense Procurement
partially c¢oncurred with Recommendation 1.a., stating that the
Defanse Acquisition Regulations Council will copen a new case to
consider this recommendaticn. The Director stated, however, that
augmenting coverage in the Defense Federal Acguisition Regulation
Supplemeant will still not reach reguirements personnel who, as
stated in the report, bypassed contracting officers. The
Director also cited efforte already taken to address the problem
including the October 25, 1991, memorandum issued by the Under
Secretary of Defense for Acrguisition, and planned changes such as
a revision to DD Form 448, "“Military Interdepartmental Purchase
Request,” that will include a signature block for the conftracting
officer when used to place Economy Act orders. The Army
partially concurred with Recommendation 1l.a. and stated the
contracting officers should not approve the orders but should
make a determination regarding the appropriateness of
transferring the funds and requirements to another Federal
agency.

The Director did net address Recommendation 1.b. The Army
nonconaurred with Recommendation 1.b. and stated the proposed
requirement to identify savings 1s Iimpracticable in many
situations.

Audit response. We consider the Director’s comments to be
responsive to Recommendation 1.a. Wa agree that the
addition of a signature block on the DD Form 448 should
create an internal control to ensure that a DoD contracting
officer is invelved in the interagency acquisition, The
Army’s comments on Recommendation 1.a. did not consider
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guidance identified in the Under Secretary of Defense for
Acguisition memorandum that stated, "contracting officers
must approve the use of such interagency agreements." The
intent of the recommendation 1s te place the guidance from
the Under Secretary into the DFARS.

For Recommendation 1.b., our audit demonstrated that no cast
analyses were performed and the use of Economy Act orders
resulted 1n $11.6 millien in additional costs to the
Government. We therefore refuest that the Director provide
comments on Recommendation 1.b., when responding to the final
report and specify dates for completion of corrective
actione identified. We agree with the Army that there are
situations where it is not possible to guantify the savings
from the use of Economy Act orders. Therefore, we revised
the recommendation to reflect that the determination
identify the unigue services, bkenefits, or savings from the
uge of Fconomy Act orders.

2. We recommend that the Assistant Secretary of Defense
(Production and Logistiecs) revise DoD Instruction 4000.19,
""Interservice, Intardepartmental, and Interagency Suppert,' to
inelude the following guidance on the information te include in
the interagency agreements.

o A astatement of each agency’s responsibilities for
Government-furnished egquipment, contract administraticn,
documentation, rights to data and scottware, and contraect audits.

o Any limitatjons that must be complied with in the scope
or amount of saervices or supplies that may be procured.

o A statement as te the parties authorized te issue orders
under the interagency agreement, including aignature
requirements.

© A demscription of the type of funds that will be used to
fund supplies or services ordered under the interagency
agreement, and whethar advance payments are authorized or whether
the work will be performed on a reimbursahle basis.

¢ A statement as to what contract type(s) will be used to
obtain the Adesired supplies and services. If the type of
contract is wunknowh or cannot he datermined, thia may alsoc be
stated.

© A provigion that provides a method for resolving disputes
between the two parties.

@ A description of the methods for pricing and issuing
orders and tha lavel of cost details to be provided by the
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servicing activity that performs the work. The amount of
administrativa charges to ba assassed by the accepting department
or agency should also be identified.

o A specified expiration date and provisions for
termination.

Revised recommendation. We originally addressed Recommendation 2.
to the Director of Defense Procurement and the Assistant
Secretary of Defense {Production and Logistics) and reguested
they coordinate and issue guidance on the format and content
requirements of interagency agreements. Hased on comments from
the Director and the Army, we revised and redirected the
recamnendation.

Management comments. The Director of Defense FProcuremsnt
stated that augmenting coverage in the DFARS, under her purview,
will not reach requirements personnel. The Army concurred and
stated they were concerned with Economy Act orders to agencies
who are not required to follow the FAR or have different
standards of performance for the contracting function than
required in DeoD. Program officials often erroneously make the
assumption they will get the same level of contracting service
from another agency as they would in DoD.

Budit respense. Additicnal guidance is necded to establish
minimum criteria for format and content to be included in
interagency agreements. DoD Instruction 4000.19 would reach

requirements personnel. Neither DFARS 217.5 or DaD
Instruction 4000.19 reguire  details on interagency
agreements. our audit determined that adeaguate contract
administration was not performed, largely hecause

responsibilities ware pot defined in the 1nteragency
agreements or Economy Act arders, and because DoD program
managers assumed that contract administration was being
performed by the Department of Energy and Oak Ridge Field
Office facilities, We regquest the Assistant Secratary of
Dafense (Production and Logistics), who is responsible for
DoD Instructianm 4000.19, +to provide comments on the
recommendatian.

3. We recommend that the Service Acquisition EXecutives and the
Directur, Defense Logistics Agency:

a. Require the contracting office at subordinate activities
to:

{1) Review active interagency agreements between the
astivitieas supported and other Federal agencies for compliance
with the Economy Act and implementing regulations, and revise,
terminate, or issue new interagency agreements whera appropriatae.
If tha non~DoD contracting agency is not capabla of adeguately
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adninistering existing contracts, the contracting office should
raguest that the contracts be transferred to the Department of
Defense for administration.

(2) Ratify or terminate active Economy Act orders with the
Department of Energy and other Federal agencies that were not
properly authorized by DoD contracting officers.

(3) Approve Economy Act orders only if DoD realized a
unigue service, bhenefit or cost savings in offlgading the
contracting responsibility to another Federal agency.

Army__comments. The Army disagreed with Recommendation
3.a.(1), stating that cantracting officers are not the best
officials to approve, disapprove, or prepare interagency
agreements since interagency agreements are not, per se, Economy
Act transfers. The Army concurred with Recommendation 3.a. (2).
The Army nonconcurred with Recommendation 3.a.(3), stating that
it would be a practical impossibility to calculate savings or
axcess oaosts.

Nayy comments. The Navy generally concurred with
Recommendation 3.a.(l) stating that the Navy will perform reviews
of interagency agreements if the Director of Defense Procurement
issues guidance on the format and content of interagency

agreements, The Navy will also perform a review of Navy
activities to ensure that guidance is adeguate and is complied
with, For Recommendation 3.a.(2), the Navy will reguire

contracting officers to review Economy Act orders to determine
whether work should be terminated or allowed to continue. The
Navy concurred with the intent of Recommendation 3.a.{3) and
stated that, while the FEconomy Act 1s vague regarding
"convenience or economy," often the unique capabilities of a
federally funded research and development center to accommodate
the Navy needs may supersede the cost and result in a more costly
acquisition. The Navy is required to buy nuclear reactor cores
from the DOE laboratories.

Air Porce comments. The Ailr Force concurred with the
recommendations and stated it will revise, terminate, or issue

new interagency agreements; ratify or terminate active Economy
Aot orders with the Department of Energy and other Federal
agencies if not authorized by a contracting officer; and only
approve orders If savings result from ovffloading work to angther
Federal agency.

Dafense Logistics Agency {(DLA) commentsg. DLA concurred with
Recommendation 3.a.(1) and the need to review Interagency
agreements. However, DLA stated that such agreements fall under
DoD Instruction 4000,19, and that reguiring contracting officers
to evaluate, revise, or terminate interagency agreements goes
beyond their authority or expertise. The DLA stated that a
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contracting officer should review the agreements for compliance
with the FAR, but should not be required teo address financing,
program management , technical considerations, resource
utilization, or mission effectiveness. DLA stated that their
actions were complete on Recammendation 1.a.{1). DLA stated that
Recommendaticn 2J.a.(2) was not applicable to DLA because all
Economy Act orders after 19%0 were approved in accordance with
procedures in the prior 0IG, DoD, report of June 19%%2. Further,
DLA policy letters in 1990 and 1992 limited approval of FEconcmy
Act orders to one person in DLA headguarters. DLA concurred with
Recommendation 3.a.(3) and stated that DLA would defer revising
its policy guidance pending the outcome of the Defense
Acquisition Regulatory Council case 92-D008, "“orders Under the
Economy Act."

Auvdit responss. We consider the Army comments to
Racommnendation 3J.a.(l} to bs nonresponsive, There 1s

currently no guidance on the role of a contracting officer
in the development, review, and approval of an interagancy
agregmant. Since FAR subpart 17.5 and DFARS subpart
217.5 specify that a contracting officer should review and
approve orders placed under the Econony Act, we bslieve that
logically a contracting officer should also be in the
coordination loop to review and approve any interagency
agreement that is developed either before or after Economy
Act orders are issued, We agree with the BArmy that
interagency agreements are not Economy Act transfers, per
se. However, we believe that interagency agreements should
ke reviewed because they establish the parameters for

issuing Economy Act orders wunder the agreements, and
therefore may set the conditions wrongly for subsequent
orders placed under the agreements. We also agree that a

contracting officer may nat have the expertise to review and
validate all parts aof interagency agreements, but they
should have a major responsibility in the review. We
request that the Army reconsider its position and specify
who will review its interagency agreements and provide
estimated milestones for conpleting the reviews in comments
on the final report. We request that Navy and Air Force
provide estimated dates for completion af the reviews for
Recommendation 3.a.(1}.

We also regquest the Army, Navy, and Air Force provide
estimated campletion dates for Recommendation J.a.({2).
Based on Management comments, we revised Recommendation
3.a.(3) to state that Economy Act orders only be approved if
a unigue benefit to DoD or a cost savings results.
Accordingly, we request the aArmy to reconsider its position
on Recommendation 3.a.(3). We believe that an agency should
be able to demonstrate some cost =avings or unique benefit
or service assoclated with the issuance of an Economy Act
order. We consider the DLA comments to Recommendation 3. ta
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he responsive because only two Economy Act orders issued
under one interagency agreement totaling $750,000 were
included in this review.

b. Piseiplineg program ¢fficials who knowingly exceeded their
authority and vioclated the Economy BAct, the Orooks Act of 1965,
the Competition in Contracting  Act, yaar-end spending
restrictiona, and other lawsz and regulations by placing
unauthorized Economy Act orders with another Federal agency.

Manacement comments. The Army, Navy, Air Force, and the
Defense Logistics Agency concurred with the intent of the
recommendation. The Air Force stated that individual activirty
commanders will be responsikble for initiating disciplinary
actions. The Defense Logistics Agency stated that adeguate
controls were in place to prevent violations, but if viclations
occur they will initiate disciplinary action.

hudit response. In response to the final report, we request
that the Army and the Navy specify what corrective actians
will he taken  and identify campletion dates for
implementation of the corrective actions.

4., We recommend that the Comptreoller of the Department of
Defense modify the DoD 7220.9-M, "Accounting Guidance Manual," to
require an accounting officer to have documented approwval of
Economy¥ Aot orders by a DoD contracting officer prior to
allocating and committing funds on the order.

Management comments. The Comptroller of the Department of
Defense did not provide comments to the draft report. The Army
agreed with the thrust of the recommendation and stated that a
budget or resource officer may be delegated the function of
certifying the availability of funds and that the obligation of
funds does not occur until the receiving agency accepts the
funds.

Audit responsge. We revised the recommendation to reflect
tha Army comments, and we reguest that the Comptroller of
the Department of Defense provide ccmments to the final
report, We request that the Comptroller, DaoD, respond to
the final report.

5. We recommend that the Asgsistant Secretary of Defense
(Production and Logisties) establish a central point of contact
within DeD to oversee policy and procedural adminiatration of
interagency procurements and to serve as a focal peint for other
Fedaral agencies,

Wa added Recommendation 5. based upon comments provided by the

01G, DoE, to the draft report. The 0IG, DoE, stated that, 1in the
past, it has been difficult to 1dentify the appropriate Dob
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organization or office responsible for implementing peolicy and
procedural changes bhecause unlike the DoE, DoD does not have a
centralized organization responsible for work performed under
interagency agresments. We request that the Assistant Secratary
of Defense (Production and Logistics) provide comments on the
added recammendation,

Army co nts to the find . 'The Army clted the following
points in response to the draft report. First, the Army stated
that if a DoD activity requests that DeE contract to meet a need
with one of its federally funded resesarch and development centers

(FFRDC), then +the DoD activity should provide certified
documentation to support a non-caompetitive procuremnent
justification hy the DoE contracting officer. The Army also

stated that restricting the responsibility for making Economy Act
determinations to a contracting afficer contradicts the FAR and
inapprapriately limits the right of an agency head to wanage an
organization.

The Army further stated that the receiving agency is responsible
for accepting an order under the terms of the Economy Act and for
determining how to meet the requirements of the order. Thus, it
is both inappropriate for DoD activities to knowingly reguest
work that the DoE FFRDC must contract out, and for DoE to accept
work that blatantly conflicts with competition reguirements.

Audit rasponse. We agree with Army that DoD requesting
activities should provide certified documentation to
support sole~source procurements for Economy Act oprders
placed on contract through DoE, or any agency, teo an FFROC
or other source. FAR subpart 17.%04, %“Ordering Procedures,®
states that the servicing agency 1s responsible for
complying with all 1legal and regulatory reguirements
including competition requirements. The FAR further states
that when an interagency acguisition reguires the servicing
agency to award a contract, the servicing agency, 1if
required by law, shall prepare a justification and approval
or a determination and finding, and that the requesting
agency shall furnicsh the servicing agency any information
needed to wmake the Jjustification and approval and the
determination and finding.

We also agree that the Economy Act determination need not be
made by a c¢ontracting officer. Howaver, a contracting
olfficer must be 1nvolved in the interagency acquisition
process to he consistent with the Octoker 1991 memorandum
from the Under Secretary of Dafense for Acguisition that
states that a contracting officer must approve the use of
interagency agreements, and FAR subpart 17.504 that requires
that the contracting officer have the determination in hand
prior to placing an interagency order.
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We

be placing,

Numbey

A.1.b.
4.2,

A.3.a.(1)

A.3.a. (2)

A.3.a. (3}

A.3.b.

A4,

a.5.

orders that must be subcontracted ocut by the FFRDC. We have
referred this matter to the 016G, DoE.
RESPONSE REQUIREMENTS PER RECOMMENDATIOC
Response Should Cover
Concur/ Proposed Completion Related
Addresgece Hopnconcur Action Date Issugs
DDF X bt
ASD (P&L) X X B
Army X X X
Navy X
Air Force X
Army X
Navy X
Air Force X
Army X X X
Army X X
Navy X X
Comptroller X X X ICx
ASD(P&L) X X X

*IC = material internal control weaknass

further agree with Army that DoD activities should not

and DoE should not be accepting,

Economy Act

26




B. ADMINISTRATION OF DOD ECONOMY ACT ORDERS

Dob did not adequately define technical and administrative
responsibilities of DoD and DoE in the interagency agreasments and
individual Ececnomy Act orders issued by DoD pragram affices to

the DoE 0Oak Ridge Field ©Office. This occurred because Dol
program officials did not use the avallable expertise of DaD
contracting officers; because guidance on intaragency

acgquisitions under the Economy Act daes net specify the format
and content of interagency agreements; and because DoD progran
officials relied on DoE and Martin Marietta Energy Systems to
monitar the performance and costs of work under Economy Act
orders, and to administer the work in the best interest of DoD.
Az a result, DoD program activities could not ensure that
detailed progress reports were received on a regular basls; that
deliverables net regquirements; that vouchers totaling
$78.4 million were accurate, reasonabla and allowable; or that
the best interests of DoD were protected.

RISCUSSICN OF DETAILS
Background

The DoD activities and DoE developed interagency agresments to
authorize DoE to perform or contract for work on behalf of DoD.
Upon acceptance of subsequent Economy Act orders, DoE assigned
work for the nine interagency agreemente to Martin Marietta to
perform or subcontract. DoE policy states that DoE Headquarters
will provide the primary programmatic oversight of work performed
by the contractors, while DoE operations offices administratively
oversee the work performed. DoE policy further states that
administrative oversight will be accomplished by reviewing and
approving individual projects submitted by other Federal agencies
to ensure that they comply with DoE acceptance criteria, DoE
criteria require that the projects be consistent with the DoE
mission, not adversely impact execution of DoE programs, and not
place DoE in direct competition with the private sector. DoE
policy requires that DoE monitor performance and submit monthly
vouchers for reimbursement to DoD. The procass for obtaining
goods and services under interagency agreements with DoE is
depicted in the flowchart shown in Appendix A.

DoD activities that procured support services through interagency
agreements with DoE relied on DoE te perform technical and
financial administration and oversight of the work. Dol program
offi¢ials stated that a primary reason for using the interagency
agreement procurement vehicle was hkecause the Dol activity did
not  have the in~house  capability to perferm contract
administration and assumed that DoE would provide it.

27



We found that all nine interagency agreements reviewed did not
inelude:

o a regquirement that detailed progress reports and cost
data be provided to DoD contracting or program officials on a
regular basis, and that only on receipt of the progress reports
would DoD funds be released; and

0 a provision that would allow DeD to review costs incurred

on  Economy Act orders or that a close-out audit could be
performed on incurred costs.

Department of Energy Acguisition Regulation subpart 9242.0032,
#“rcantract  Administration,® regquires that DpE monitor the
performance of its contractors to ensure that contract term2 are
complied with, that preoducts are received on time and at
reascnable costs, and that technical requirements and
specifications of the contract are met,

DoD program officials relied on DoE to fulfill administrative
responsibilities by providing oversight of work performed and
parforming financial administration, which included evaluating
costs for reasonableness and certifying vouchers for payment.
DoE, as the contracting agency, had privity of contract with the
contractors.

We found that the extent o¢f administrative functions and
oversight performed by DoE varied among DoD projects. ODoE
asslgned a DoE contracting officer’s representative (COR) to each
of the 233 projects that we reviewed; however, the level of
oversight of work performed and feedback provided to the Dol
raquesting activities varied among the CORs. DoD program
officiala interviewed stated that the DoE officials generally had
little involvement in the prejects and cited the following
concerns regarding the administrative efforts of DoE and Martin
Marietta.

o Freguent rotations of assigned Martin Marietta management
impacted project continuity.

o Martin Marietta management and DoE officials did not
respond to, or ignored, requests for information.

o Milestones and meeting requirements were delayed without
adequate justification.

¢ Justifications from DoE and Martin Marietta for cosis
wera inadequate.

28



For example, MICOM issued six Economy Act orders with total
funding of %710,781 under IAG No. 1875=~A053 for the development
of an Item Managers Assistant Expert System. The MICOM progran
official responcsible for the project stated that Martin Marietta
had assigned at least three program managers to the project since
1987, and the current program manager had wmade only one aon-
site visit during the last year. He also stated that, while not
specifically required per the interagency ayreement, DoE had not
provided progress reports or cost data to MICOM since the
inception of the preoject in 1987 despite numercus MICOM requests.

other Reports That Address DoE Oversight

S5ince 1988, the General Accounting Office and the 0IG, DoE,
issued six audit reports addressing DoE management of interagency
acqguisitions at Dak Ridge and other DoE locations (Appendix Cj.
Tha reports stated that DoE did not have adeguate internal
controls to ensure that interagency acquisitions were managed
economically, efficiently, and effectively, or that decisions to
accept work from DoD complied with applicable laws. The reports
attribute the deficiencies to DcE officials who had abandoned
thair responzibilities to make independent judgments and to
challenge or validate information submitted by requesting
agencies. Also, DoE relied on Martin Marietta to perform duties
that could be considered inherently Governmental functiens. The
reports also stated that DoE did neot provide effective oversight
of Martin Marietta subcontracting practices. Further, poor
procurement practices on the part of DoE contractors did not
ensure that subcontractor prices were fair and reaschable.

As part of this cooperative audit, the 0IG, DgE, examined the
administration of contracts awarded to companies under the Small
Business Administration 8(a} Program issued under Economy Act
orders from DaD. The 0IG, DoE, examined the administration of
18 task orders with accumulated costz of %8.4 million. The audit
determined that DoE 4id not adequately administer work performed
under its 8(a) contracts, and that CORs relied on Martin Marietta
to perform duties raelated to defining work reguirements and
reviewing deliverables and billings.

Progress Reports and Cost Data Provided by DoE

To properly administer control of funds and to effectively manage
its operations, DoD activities need detailed periodic progress
reports and cost data to support billed costs and to ensure that
the procursment and contract administration functions are baing
carried out by DoE in the best interests of DoD. The interagency
agreements reviewed reguired that DoE provide monthly billings
for reimbursement on the basis of actual c¢osts incurred,
However, DoD activities did not establish provisions in thae
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interagency agreements or individual orders for the submission of
progress reports, the level of detail required in reports, or
cost data to facilitate DoD oversight of work and costs incurred.

Our audit determined that DoD activities did not always receive,
and did not reguest, progress reports from DoE an a regular
basis, In our opinion, the reports that were received did not
provide sufficient detail to adequately verify that deliverables
complied with the statements of work, that work was in compliance
with aestablished milestones, or that caosts ihcurred were
appropriate. The documentation we reviewed provided by Martin
Marietta to support costs incurred was inadeguate and provided
little traceability of how $78.4 million of accumulated costs for
the 33 Dol prajects was spent (Appendix E). For 9 of the
33 projects reviewed, the DoD program offices did not receive any
progress reports to identify cost data for $9.5 million of
accumulated costs hilled.

For the remaining 24 projects, with accumulated costs of
$68.9 million, progress reports were provided but were not
sufficiently detailed for the DoD program offices to verify that
the work wag being performed economically and effectively, and
that the costs incurred were reasonable and allowable. For
example, the Octoher 1991 progress report presented below from
HAZWRAP to NAVFAC for the Radon Assessment and Mitigation Program
under IAG No. 1828-1791 identified only the general cost
categories for the current month and total costs to date.

October 15391 Pgogress Report

Current Total Fercent of
Month _Coat Tota]l Cost
Labor S 6,978 S 945,259 21
Travel 668 70,925 2
Computer ] 19,309 1
Other Direct
Costs 10,4883 1,441,424 42
Subcontractor 14,539 1,116,616 2B
Overhead 15,185 843,451 19
Total §43|253 6,984

NAVFAC was not provided and did not reguest any supporting
documentation to identify individual 3job categories, rates, or
nunber of hours worked under *"Labor®; the number of, or costs by,
individual subcontracteors; or what costs were included in "“Other
Direct Costs.® Other 0DoD program offices received similar
inadeguate reports. We concluded that DoD activities that place
Economy Act ordars with the DoE 0¢ak Ridge Field Office nesd to
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astablish a reguirement in the interagency agreenments that
prograss reports with sufficient detail will ke provided on a
reqular basis.

Payment of DoE Billings

Hefore each Economy Act order 1= released, a DoD budget or
finance and accounting official must certify the availability of
funds for the interagency acguisition. The Economy Act requires
that bills from receiving agencies will be paid when presented
without guéstion, The 1interagency agreements with DoE stated
that wvouchers will be submitted directly to DoD accounting
offices for payment, without a requirement for a DoD program
official to review supporting documentation or approve the
validity of costs billed, even after the fact. This procedure on
payments 1s in accordance with the Economy Act. This automatic
payment procedure does heot eliminate the reguirement for the DoD
program official to ensure that funde were properly expended to
achieve program results. The DoD program official should request
and review contractor progress reports, bills, and cost
information for the wark performed for the agency on the Economy
Act orders. If the bills are not commensurate with the services
received, the official should initiate collection action. If a
large amount of the Economy Act order was placed on a cost type
contract, the program official should ensure that arrangements
were made for a closeout audit. DaD program cfficials should be
made aware that audits of contractors to civilian agencies do
not always routinely occur as they do in DoD,

Impact of Administration

The interagency agreements did not provide for adequate internal
controls to clearly establish technical and financial
administrative responsibilities among DoD, DoE, and Martin
Marietta. DoD activities assumed that DoE performed sufficlient
oversight to protect its interests, but DoD activities did not
establish requirementz within the interagency agreements or
individual Economy Act orders to ensure clearly defined
responsikilities of each party. As a result, DoD activitles were
not assured that work performed complied with statements of work,
that costs were reascnable, and that payments totaling
$78.4 million on the 33 projects were adeguately supported or
even earned. We believe it is important that Dol activities that
enter into interagency agreements with DoE or any Federal agency,
understand how its funds will be spent and have the opportunity
to review details on the costs billad.
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We recommend that the Assistant Secretary of Defenase (Preducticn
and Legistics) revise guidance in DoD Instruction 4000.19,
""Interservice, Intardepartmental, and Interagency Support,'" to
require that orders 1isBued pursuant to the Economy Act imnclude
provisiens for the following.

a. Submission of detailed progress reports and c¢ost data by
tha accepting Federal agency, and the performance of closeout
audits, if naeded. Tha coust data should identify costs incurred
by tha prime contracter during the periocd, including direct labor
hours and rates, material ecasts, subcontraator costs, other
direct costs, and profit.

b. Parformance of reviews by DoD program officials to
ensure that amounts billed by the other Federal agency are proper
for payment and initiation of collection actions if the amounts
Rilled ara not commensurate with the services received.

Revised recommendation. Based upon comments from the Director of
Defense Procurement, the Army, and the 0IG, DoE, we redirected
the recommendation to the Assistant Secretary of Defense
(Production and Logisties). In responding to the draft report,
the Director of Defense Procurement stated that cantracting
officers do not write purchase reguests and should not be
expected to specify the content and form of interagency
agreements. Instead, requiring officials who are responsible for
the programs and are held accountable far their successes should
decide what information is needed for management and control
purposes, The Army stated that, since Economy Act orders are not
contracting actions exacuted by contracting officers, the DFARS
is net the appropriate place to amend guildance. The 0IG, DoE,
stated that DoE requires the reguesting agency to specify
requirements for cost details in the proposal package submitted
for acceptance by DoE under the Work-for-Others Program. We
request that the Assistant Secretary of Dafense {Production and
Logistics) comment on the revised recommandatian.

Deleted recommendation. Based on comments from the Director of
Defense Procurement and the Army concerning certification of
bills for Economy Act orders by a DoD official pricr to payment,
Recommendations 2.a. and 2.b. of the draft report were deleted
from the final report.
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RESPONSE REQUTREMENTS PER RECOMMENDATTGN

Resnonse Should Cover

Concur/ Proposed Completion Related
Numbeyr ddr Nonconcur _Action Date _ Isaues
B.l.a. ASD(P&L) b d X X IC*
B.1l.b. ASD (P&L) X X X C*

*# IC = material internal control weaknass
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c. TRACKING ACOQUISITIONS

DoD management information systems could not identify the number,
value, issuing activity, or reciplent of Economy Act orders.
Curraent resource and procurement data reparting systems were not
designed to provide this informatieon. As a result, [CoD managers
in the OQffice of the GSecretary of Defense, the Military
Departments, and the Defense agencies were unaware Lthat during
F¥s 1990 and 1991 more than $6.3 billion of DoD funds was sent to
other Federal agencies {(Appendix G). Also, DoD managers had no
effective means tao manage and oversee this process, including not
having a basis for determining whether Economy Act orders were a
significant contributor to inappropriate year-end spending.

DISCUSSION OF DETALLS

Background

LoD managers need management information systems to support their
planninyg, <controlling, and decisiconmaking responsibilities,
Managers at each level should know where and how budgeted funds
are being spent, DoD has a financial accounting system and an
Individual Contract Action Reporting System (DD 350 Reporting
System) that c¢opllects data on contracts ilssued.

Do 7220.9-M, part 1, chapter 11, "DoD Financial Management
System Principles," states that financial management data shall
ke gathered and processed to meet specific internal wmanagement
needs or external requirements. The financial wmanagement data
shall be reasonably complete and accurate, shall be recorded as
soon as practicable after the event occurs, and shall be made
available to managers. The DFARS section 204.670, "“Contract
Reporting," discusses the purposes and information to be reported
in the DD 350 Reporting System.

Tracking Interagency Agreements and Orders

Thare {is currently no visibility through DoD management
information systems on the extent of work being performed under
Economy Act orders with DoE and other Federal agencies. For the
nine interagency agreements we reviewed, officials at the DoD
activities that originated the interagency agreements ware not
aware of the amcunt of funds transferred on Economy Ac¢t orders to
DoE, and could not identify all of the DoD activities that issued
Fconomy Act orders under their interagency agreements. For
instance, AFESC authorized other Air Force major commands to use
IAG NO. 1489-1489. This authorization resulted 1n about
700 separate Economy Act orders totaling more than $134.9 million
being issued under the interagency agreement. NAVFAC
Headquarters also allowed its field activities to issue orders
under IAG No. 1828-1791. This action resulted in approximately
230 Economy Act orders totaling more than $50.3 million being
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issued by the various NAVFAC field activities. We Ldentified the
amount of funding and the number of Economy Act orders that DoD
activities issued under interagency agreements by requesting the
information from the Work-for-Others Program cffice at the DoE
Dak Ridge Field Office.

The finance and accounting offices at the DoD activities we
vizited did not track and could not identify total obligations or
disbursements that involved other Federal agencies. DoD finance
and accounting offices at the individual activity level produce
the Data Flement Management Service report that is consolidated
at the Defense Finance and Aeccunting Service, Indianapolis
Center. These reports capture data elements including the source
of funds, type of funds, accounting station, disbursing activity,
date of the disbursement, and dollar value. However,
expenditures are not coded to identify funds disbursed to ancther
Federal agency.

The DD 350 FReporting System does not identify interagency
agreements and orders because they ara not contracts.
Procurement policy personnel in the Office of the Director of
Defense Procurement stated that this system should not be
modified to include the reporting of interagency agreements and
orders because it could result in double c¢ounting. The DD 350
Reporting System is part of the Federal Procurement Data System,
which reports all contracts awarded by the Federal Government.
Federal agencies, such as DoBE, that accept DeD Economy Act orders
would report cantracts that are subseguently awarded into the
Federal Proacurement Data System.

Until April 1992, DoD had a system for collecting and reporting
information on interservice, interdepartmental, and interagency
support agreements within Dol and with non-DoD agencies. The
system was authorized by Dok Instruction 4000.19-R. Support
agreements established by DoD activities were to be furnished to
tha Defense Logistics Services Center, Battle Creek, Michigan,
which published and distributed information on the types of
support services being supplied or received. This system was
discontinued when DoD 4000.19-R was superseded because the Office
of the Assistant Secretary of Defense (Production and Logistics)
determined that the DoD Components were not accurately reporting
all support agreements and that 1little use was made of the
information once published and distributed by tha Defense
Logistics Services Center.

The FY 1992 Appropriations Bill reguired that DoD provide
Congress with the FY 1993 budget reguest, documentation
identifying, by Military Department, the total DoD funds provided
to non-DoD sponsorad federally funded research and development
centers, which would include cak Ridge National Laboratory. In
July 1992, the Director of Defense Research and Engineering
raported to Congress that planned FY 1593 DoD funding for non=DoD
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federally funded research and development centers would be
$47.23 million, of which only $300,000 was designated for DoE at

Oak Ridge (Appendix H). This report excluded planned funding
from the Military Departments and the Strategic Dafense
Initiative Organization. It also did not identify other funds

transfers to Federal agencies under Economy Act orders.

Year-and Spending

The 0IG, DoD, addressed the issue ot year-end spending using
Economy Act orders in Report No. 92-069, The report stated that
DoD officials, who lacked authority under the FAR and DFARS to
approve interagency acquisitions, improperly authorized Economy
Act arders to transfer $84.8 million of expiring funds during
August and September 1991 to the Tennessee Valley Authority to
achieve technical obligaticn of those funds (Appendix C).

Indications are that part of the Economy Act orders issued by
DoD activities to the DoE Oak Ridge Field Office may have been
year-end spending. DoD activities transferred a total of
$323.9 million to the DoE Oak Ridge rield 0ffice between May 1990
and October 1991. ¢Of the $323.9 million, about $21.0 million was
funded in September 1990, and about $54.4 million was funded in
September 1991. The 0IG, DoE, Report No. ER-B-91-07, "Y“Martin
Marietta Energy Systems, Inec., Subcontracting in the Work-for=-
{rthers FProgram for Data Systems Research and Development
Projects, ™ December 21, 1290, also reported that a
dispropertionate amount of Dol funds were obligated during the
final months of praviocus fiscal years. DoE concluded that the
timeliness and convenience in processing interagency acguisitions
made the interagency acquisitions vulnerable to year-end spending
abuses. However, the DoE report made no recocmmendations since
DoD activities were the originators of the Economy Act orders.

Conclusions

DoD management information systems currently cannot identify the
numbers of Economy Act orders and amounts of funds being

tranaferred on the orders to other Federal agencies. As a
result, DoD managers had no visihility of the activity in this
area for policy-making and quality asseaswment purposes. Because

the amounts of Economy Act orders and funds are significant, a
system for reporting Economy Act orders is needed for management
control. Information reported to Congress on DoOD acguisitions
through non-DaeD federally funded research and development centers
and othar Federal agencies is incomplete and includes only part
of the Economy Act orders issued by DoD activities. Alternatives
include modifying existing financial management and contract
reporting systems or establishing a separate reporting system.

37



RECOMMENDATION, MANACEMENT COMMENTS, AND AUDIT RESPONSE

Wa recommend that the Assistant Sacretary of Defense (Production
and Logistica) aatablish a progcedure for identifying and tracking
the amounts of Economy Act orders and related funding that DaD
sends to the Department of Energy and other Fedaral agencies.

Reviged recommeandatiocn. Based upon comments from the Director of
Defense FProcurement, we redirected the recommendation to the
Assistant Secretary of Defense (Production and Logistics). The
Director of Defense Procurement nonconcurred with the
recommendation, stating that her office is nct convinced that a
DoD-wide procedure for identifying and tracking Economy Act
orders and related funding is warranted.

Audit responsa. Billions of dollars are being sent by DaD
components to other Federal agencies on Economy Act orders,
and current reporting systems cannot provide information on
wha 1s using them, who is receiving them, what is being
procured, how much money is involved, and why the orders are
being used. For example, in an ongoing audit of Economy Act
orders sent to the Jet Propulsion Labhoratory cperated by the
National Aeronautics and Space Administration, the only way
we determined that DoD paid $475 million to the Laboratory
was by asking the TLaboratory. We also had to ask the
Tennessee Valley Authority to determine that DoD sent
T™WA %112 million of Economy Act orders (IG, DoD, Report
No., 92-069). We believe fipancial information on Economy
Act orders sent to other agencies 1s needed to plan
resources to adminizter the budget, to formulate policies,
to answer congressional inguiries, to manage interagency

affairs, to manage worklecads, and to provide quality
assessmants. Since the BAssistant Secretary of Defense
(Production and Logistics) is responsible for DoD

Instruction 4000.19, we reguest that the Assistant Secretary
of Defense (Production and Logistics) respend to the
recommendation and provide comments to the final report.

RESPONSE REQUIREMENTS PER RECOMMENDATION

Regponge Should Cover

Concur/ Proposed Completion
Number Addressee Nonconcur Action Date
c.1l. ASD(P&L) X X X
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D. USE OF PROJECT ORDERS

DoD activities inmapprapriately cited the Project Order Act as the
legal authorjty for issuing FEconomy Act orders obligating
$17.9 million for suppart services that were not performed
primarily by DoE personnel. ¥We believe this ocrurred because the
DoD program officlals either were not aware of the differences
between project orders and Economy Act orders, or bhelieved that
because they used project orders, they need not comply with the
Economy Act and the Competition in Contracting Act. By using the
incorrect legal authority, DoD activities established improper
obligations, which were then recorded in Dol financial records.

DISCUSSION QF DETATLS

Kgro

The Project order Act, 41 U.5.C. 23, defines a project order as
an order for the mwmanufacture of materials, supplies, and
equipment, or for other work or services placed with a
Government-owned, Government-operated establishment. Under a
project order, work must be performed by the Government-owned,
Government-operated establishment and cannot be contracted for by
the recipient of the project order. All project orders issued by
DoD activities must be clearly identified as such by inclusion of
the statement, "This order is placed in accordance with the
provisions of 41 U.B.C. 23, and DeoD Instruction 7220.1." DoD
Instruction 7220.1, "Regulatiops Governing the Use of Project
Orders," prescribes procedures governing the use of project
orders in DoD,

The Project Order Act also allows for appropriated funds
obligated by project orders to remain available beyond the
expiration date of the applicable appropriation, This differs
from funde under the Economy Act that must be obligated by the
receiving agency before the funds expire at the end of the
appropriate fiscal year. Project orders, however, are not to be
used for the purpose of continuing the availability of
appropriations, or for the purpose of obtaining support services
when the Government-owned, Government-operated establishment is
not in a position to perform the work or services ordered.

We reviewad 196 Economy Act orders issued by DoD activities under
the 2 interagency agreements we selected for review. Of the 196
orders, 78 were issued using project orders under 1interagency
agreements entered into pursuant to the authority contained in
the Economy Act. Three DoD activities (NAVFAC, BFESC, and MAC)
inappropriately used project orders rather than MIPRs or other
ardering documents to fund interagency acguisitions totaling
$17.2 million. For example, NAVFAC issued seven Economy Act

19



orders as project orders to the DoE ©Qak Ridge Field Office,
valued at %$6.7 million, under IAG No. 1828~1791 for the Navy

Radon Assessment and Mitigation Frogram. This was an
inappropriate use of project orders since DSRD and HAZWRAP that
performed the work are operated by Martin Marietta. Martin

Marietta is not Government-owned and Government-operated, but a
contractor-operated facility that performs wark for  the
Government,

We believe that the inappropriate use of project orders by the
three DoD activities was generally not intentional. However,
these activities should be made aware of the differences between
project orders and Economy Act orders because the Project Order
Act does not provide substantive authority for agencies to place
interagency acquisitions. The use of project orders Ffor
interagency acquisitions rasulted in the recording of invalid
obligations in Dap financial records.

RECOMMENDATION, MANAGEMENT COMMENTS, AND ARUDIT RESPONSE

We racommand that the Service Acguisition Executives issue
guidance to ramind major commands and field activities that the
Bconomy Act (31 U.5.C. 1535) is the correct legal authority for
placing interagency acguisitions and the Project Order Act
(41 U.8.C. 23) is not a proper legal authority.

Management  comments. The  Army concurred with the
recommendation. The Navy also concurred, and planned to isesue

guidance correcting the problem by December 31, 1992, The Air
Force concurred stating that policy will be issued to correct the
finding.

Audit responze. We request the Army to specify what actions
will be taken to implement the recommandation. We also
request both the Army and Air Force specify estimated dates
for completion of the corrective actions.

RESPONSE REQUIREMENTS E NDATIOHN
Response Should Cover
. Proposed Completion
Humberx Addresses Actiaon Date
D.1. Army X X
Alr Force X

40



APFPENDILX

APPENDIX

APPENDIX

APPENDIX

APPENDIX

APPENDIX

APPENDIX

APFENDIX

APPENDIX

AFPPENDIX

AFPFENDTIX
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APPENDIX A - PROCESS OF PROCURING SUPPORT SERVICES THROUGH THE
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gp?mmx B - nmomkmms FROM _THE pnwc;gg& gggu'r! ASSISTANT

ASHITANT SECRETARY OF DEFENSE
WASHINGT BN, BL. 193339008

PAODUCTION AND Kay I3, 1990
LOTISTICE

R/CPA

MEMORANDUM EOR ASSISTANT SECRETARY OF THE ARMY (RESEARCH,
DEVELOPHENT, AND ACQUISITION)
ASSISTANT SECRETARY (F THE NAVY (RESEARCH, DEVELOPHMEWT
ARD AORIISITION)
ASSISTANT SECRETARY OF THE AIR FORCE (ACOUISITICHN)
DIRECTOR, DEFENSE LOGISTICS AGENCY

SUBJECT: Contracting Through Interagengy Agresments

The Department of Defense Inspector Gencral (DODIG) recently
concloded ity audits of contractipg through interagency agrasmants
with the Library of Congress and the Department of Energy. In both
instances, the DoDIG found that Department of Defenss (DaD) program
officials elicumvented contracting procedures by not obtaining
approvals from DD contracting officers as required by che Federal
Acgquisition Begulation/Defanse Federal Azquisition Regulation
Supplement subpaxt 17.%. Yhe DODIG!S reports also focCused on thw
need for assuring that effective contract administration (o
accompiished for intersgsncy acquisitions.

Se recogniia that certain corrective actions have been injtisted
Ly the Hilitary Services snd the Defense Logistics Agency.
Nonetheless, we solicit your continuing support in providing
appropriate txaining for program officials asd e3tablishing internal
control procedured and practices bo minimize the risk of orders for
interagency acquisitions besing placed by unauthorized Dod program
efficials.

David Bartceay
Frimcipal Daputy
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APPENDIX € - SUMMARY QF PRIOR AUDIT COVERAGE

gpacter General, Department of Defense

Report No, 92-089, "Quick-Reaction Report on DoD Procurements
through the Tennessee Valley Authority,'” April 3, 1992. This
report stated that DoD officials, who lacked authority under the
FAR and DFARS to approve interagency acguisitions, improperly
authorized interagency orders t¢ transfer $84.8 million af
expiring funde during August and September 1991 tao the Ternessee
Valley Authority to achieve technical obligation of those funds.
The report recommended that the Director, Defense Research and
Engineering; +the Servica Acquigition Executives; and the
Director, Defense Logisticse Agency cancel those interagency
orders issued to Tennesses Valley Authority that have not been
pPlaced on contract; prohibit placement of supplemental work under
existing Interagency agreements if not properly approved by a
contracting officer; discontinue the use of MIPRs and similar
ordering forms to acquire goods and services fram cther Federal
agencies; and develop a form that includes sections to be
completed by a contracting officer. The Army, HNavy, and Air
Force generally concurred with the finding and recommendations.

Report No. 90-085, '"DoD Hotline Allegation of Irregularities in
DoD Contractual Arrangements with the Department of Energy,"
June 19, 19%0, This audit determined that program officials
circumvented established policy and exceeded their authority by
not obtaining reguired approvals from DoD procurement officjals
or designated senior Dol officials when placing orders for
interagency acquisitions. Also, DoD internal controls were not
adequate to ensure compliance with the FAR and DFARS when program
officials placed orders with DoE. The report recommended that
the Under Secretary of Defense for Acquisition improve DoD
internal control procedures to minimize the risk of placing
orders for interagency acquisitions; that appropriate training be
provided to DoD program afficials; and that disciplinary actions
be cgonsidered against those DoD program officialg who exceeded
their authority. Management concurred with the findings and
recommendations. The Principal Deputy Assistant Secretary of
Dafense (Production and Logistics) issued a memorandum to the
Military Departments and Defense lLogistics Agency on
May 10, 1950. This memo sSolicited support in training program
officials and in establishing internal c¢ontrol procedures to
prevent placement of interagency orders by unauthorized DoD
program officials.

Repert No. 90~034, *"Contracting through Interagency Agreements
with the Library of Congress," February 9, 1990, This audit also
determined that DoD program officials circumvented established
palicy and exceeded their authority by not obtaining required
approvals from DouD procurement officials ar designated senior DobD
officials when placing orders for interagency acguisitions.
Also, DoD internal controls were not adaquate to ensure
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APPENDIX C =~ SUMMARY OF FRIOR AUDIT COVERAGE (cont’d)

compliance with the FAR and DFARS when program officials placed
orders with the Library of Congress. The report cencluded that
these weaknesses increased the risks of overpricing and
susceptibility eof interagency procurementz teo mismanagemant,
abuse, and fraud. The report raccmmended that the Under
Secretary of Defense for Acguisition improve DoD intarnal contral
procedures to minimize the risk of placing orders for interagency
acguisitions by unauthorized DoD program officials, that
appropriate training be provided to DoD program officials, and
that disciplinary actions be considered against those DoD program
afficials who exceeded their autharity. Management generally
concurrad with the findings and recommendations after revisions
weara made to the draft report,

Report No. DoE/IG-0307, *"Audit of Procuremant of sServicas From
8(a} Contractors for the Work~for-Othars Program,"
April 10, 1992. The audit determined whether DoE adequately
administered its 8(a) contracts 1in accordance with DoE
regulations and procedures and the terms of the 8(a) contracts.
The report =tated that the DoE Qak Ridge Field Office did not
administer its 8(a) contracts in accordance with requirements.
Coneequently, the OQak Ridge Field Office had no assurance that
those contractors properly spent $8.4 million, and one contractor
was reimbursed %151,743 of expressly unallowable costs when no
work was performed. Managemant agreed that a problem existed and
agreed to inplemsnt all recommendations except Esuspending the
issuance of new task orders.

Report No. ER~BE~91-07, "Martin Mariette Energy B8ystemsa, Ine.,
Subcontracting in the Work-far-Others Program for Data Systems
Research and Deavelopment Projeots," Decamber 21, 1990. This
report stated that there were indications of "dumping® year-end
funds intoc the Data Systems Research and Development program by
Dol agencies. The repert did not make recommendations to DoD
because the o0ffice of the Inspector General, DoE, does nhot have
cognizance agver Dol agencies. The report alsc stated that
although Data Systems Research and Development was generally
complying with reguirements, it could impraove practices when
subcontracting in the Praogram by strengthening the regquirements.
The report recommended strengthening procurement procedures and
practices, Management concurred with the recommendations.

Report No, ER-Q0C-g8-14, "Review of Martin Marietta Energy
Systems, Inc., Work-for-Others Program,' September 16, 1988.
This audit concluded that CoE controls for accepting Work-for-
Others projects needed improvements to better determine that each
project met the unique capabilities of the DoE laboratary and to
better determine the extent to which the requesting agency had
determined that the work could not be performed by the private
sector. The report stated that DoE oversight of subgontracting
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APPENDIX C - SUMMARY OF PRIOR AUDIT COVERAGE (cont’d)

activities by Martin Marietta were ineffective. The report
recommended that DoE obtain information from the requesting
agencies, describing efforts and their results; obtain the work
from the private sector; and obtain descriptions of how the
unigue capabilities of DoE will be used. The report also
recommended that DoE establish criteria describing when
subcontracting plans are regquired, the basis for subcontracting,
and for performing periodic reviews of subcontracting activities.
DoE management concurred with the findings and recommendations,
but stated that the level of documentation already required from
requesting agencies is sufficient.

U.8. General Accounting Office

Report No. RCED-92-41, "Energy Management: Contract Audit
Problems <Create the Potential for Fraud, waste, and »Abuse,”
October 1991 (0OSD Case No. B875). ‘This audit focused aon DoE’s
contracting practices. The report stated that DoE has nat
provided the cyclical audit coverage necesgary to determine if
the costs incurred by the management and operating contractors
are accurate, allowable, and reasconable, GAO recommended that
DoE be provided with sufficient audit resources to reaview DeoE’s
management and operating contractors to ensure that they are
operating economically, efficiently, and in the Federal
Gover