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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-2884

June 16, 1994

MEMORANDUM FOR ASSISTANT SECRETARY OF THE AIR FORCE
(FINANCIAL MANAGEMENT AND COMPTROLLER)

SUBJECT: Hotline Allegations Pertaining to Aerostat Operations
(Report No. 94-136)

We are providing this report for your review and comments. The report
discusses DoD Hotline allegations of mismanagement of the Tethered Aerostat Radar
System. Comments on a draft of this report were considered in preparing the final
report.

DoD Directive 7650.3 requires that all recommendations be resolved promptly.
As a result of management comments and discussions with Air Force officials, we
modified two recommendations based on the current development stage of the Tethered
Aerostat Radar System and expanded two recommendations to provide specific dollar
amounts for adjustments and to require a broader investigation of the appropriateness of
and the responsibility for the destruction of the High Rock, Bahamas, aerostat balloon.
We also added one recommendation in case a violation of the Anti-Deficiency Act
occurs as a result of the accounting adjustments. Therefore, we request that the Air
Force provide comments on the final report by August 16, 1994.

The courtesies extended to the audit staff are appreciated. If you have any
questions on this report, please contact Mr. Harrell D. Spoons, Audit Program
Director, at (703) 604-9574 (DSN 664-9574), or Mr. Wayne B. Winkler, Audit Project
Manager, at (703) 604-9582 (DSN 664-9582). The distribution of this report is listed
in Appendix E. The audit team members are listed inside the back cover.
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Office of the Inspector General, DoD

Report No. 94-136 June 16, 1994
Project No. 3RF-8014

HOTLINE ALLEGATIONS PERTAINING TO AEROSTAT
OPERATIONS

EXECUTIVE SUMMARY

Introduction. The Tethered Aerostat Radar System (TARS) supports an air
sovereignty mission that includes detection of illegal drug trafficking and low-level
surveillance used in controlling access to U.S. air space. Based on congressional
direction in the Defense Appropriation Acts of FYs 1991 and 1992, the DoD was given
overall responsibility for the TARS, and the Air Force was designated Executive
Agent. The Office of the Inspector General, DoD, received allegations from multiple
sources regarding the Air Force's management of the TARS.

Objective. The objective of the audit was to determine the validity of the allegations
related to the operation of the TARS.

Audit Results. The audit showed that some of the allegations had merit and that
management improvements were needed in acquisition planning and budgeting, control
of Government property, and internal controls.

o Logistical support for the TARS was inadequate, and development of a
replacement system was undertaken without proper acquisition planning. As a result,
five TARS sites became nonoperational, the replacement system had design flaws that
may preclude meeting system expectations, and Operation and Maintenance funds were
improperly used (Finding A).

o The Contracting Officer's Technical Representative directed the destruction
of the aerostat at High Rock, Bahamas, before completion of a repair-versus-replace
analysis and an engineering assessment of the balloon's condition. As a result, the
TARS will not be operational at that critical site for more than 2 years (Finding B).

Internal Controls. The audit identified no material internal control weaknesses;
however, other weaknesses are discussed in the findings. The controls that were
assessed are described in Part I of the report.

Potential Benefits of Audit. Implementing the audit recommendations should better
define the TARS development and mission responsibilities, help ensure proper use of
appropriated funds, enhance coordination with the mission data users and enforce
accountability. In addition, security of Air Force assets should improve (see
Appendix D). No monetary benefits are associated with this report.

Summary of Recommendations. We recommended establishing guidance to identify
responsibilities in the development and operation of the most effective and efficient
TARS available, developing procedures to improve accountability of the aerostat
balloons, and adjusting obligations of appropriated funds. Also, we recommended that
the actions of responsible officials, in relation to the destruction of the High Rock
aerostat, be reviewed.



Management Comments. The Department of the Air Force concurred with the need
to improve accountability of the aerostat balloons by categorizing the assets as
investment items and partially concurred with the need to make appropriate accounting
adjustments. However, the Air Force nonconcurred with the need to establish a
Program Management Directive and to complete the development of the TARS based
on the most promising system concept. The Air Force further nonconcurred with the
need to review the actions of the Contracting Officer's Technical Representative
relating to the destruction of the High Rock aerostat balloon. That official was
promoted. A full discussion of the comments is in Part II of this report, and the
complete text of management comments is in Part IV.

Audit Response. We consider management's comments partially responsive. Based
on management comments and discussions with the Air Staff, we modified
two recommendations to recognize the current stage of development of the TARS
program. Also, we expanded Recommendation A.2.b. to identify actual dollar
amounts needing adjustments and added Recommendation A.2.c. to cover
Anti-Deficiency Act provisions. In addition, we expanded the recommendation in
Finding B to determine the appropriateness of and the responsibility for the destruction
of the High Rock aerostat balloon. The Air Force is requested to provide comments on
the report by August 16, 1994.
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Introduction

Background

Tethered Aerostat Radar System. In 1985, the U.S. Customs Service
(Customs) established the requirement for the Tethered Aerostat Radar System
(TARS) network to counter the threat of illegal drug traffickers. The TARS
was planned to evolve into a radar "fence" consisting of 16 sites along the
southern border of the United States, the Bahamas, and Puerto Rico
(see Appendix A). At the time of our audit, 11 of the TARS sites were being
managed by the Air Force; 2 sites were managed by Customs, pending transfer
to the Air Force; 2 sites were proposed but unfunded; and the site in Puerto
Rico was being managed by the Puerto Rican Government.

Based on FYs 1991 and 1992 congressional direction, overall responsibility for
the operation, maintenance, and support of the TARS program was transferred
from Customs and the Coast Guard to the DoD. Management of the site in
Puerto Rico transferred to the DoD on October 1, 1993, The Air Force had
developed and deployed a TARS at Cudjoe Key and Cape Canaveral, Florida,
for national defense purposes in 1974 and, as a result, was designated the
Executive Agent for the TARS within DoD. The Air Force made the
4700th Operations Support Squadron (OSS), a component of the Air Combat
Command (ACC), responsible for management of the TARS.

In an arrangement between DoD and Customs, the Air Force provided and
continues to provide the appropriated funds to Customs for the procurement of
new TARS sites. Once a new site meets contract specifications and is accepted
by Customs, the responsibility for operating the site is turned over to
the Air Force. TARS sites are Government owned and contractor operated.

The purpose of the TARS is to support an air sovereignty mission that includes
detecting and monitoring illicit drug trafficking and low-level surveillance
support to the North American Aerospace Defense Command, which monitors
access to U.S. airspace.

A TARS system is comprised of radar and support equipment mounted on a
lighter-than-air balloon linked to a ground station by a tether. The balloon is
capable of extending to altitudes of about 15,000 feet above ground with a radar
capability that can detect low-flying aircraft to distances of about 150 miles. A
TARS site consists of a pad, a balloon with radar, a mooring/winch system and
an operation center with administrative, logistics, and maintenance facilities.

Allegations concerning the TARS program were received by the Office of the
Inspector General, DoD, from TCOM Limited Partnership (TCOM), an aerostat
manufacturer and site operator; from Loral Aerospace Services (Loral), the
current TARS operation and maintenance (O&M) contractor; and an anonymous
source. Appendix B provides a list of the specific allegations and the results of
our audit pertaining to each allegation.
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Objective

The objective of this audit was to determine the validity of the Hotline
allegations related to the operation of the TARS.

Scope and Methodology

We reviewed documentation relating to the TARS O&M contract award and the
operation, maintenance, and support of the TARS. The TARS O&M contract
was awarded on January 31, 1992, as a fixed price contract with cost
reimbursable line items. The basic year with 4 priced option years totaled
$106,087,544.  Also, we reviewed official contract files, the program
manager's records, and documents maintained by Loral. The DoD Coordinator
for Drug Enforcement Policy and Support and the former O&M contractor,
TCOM, provided additional data that we reviewed. The dates of most of the
documentation ranged from December 1990 through September 1993. We
interviewed contracting officers in the 4400th Contracting Squadron (CONS),
the technical support representatives in the 4700th OSS, management at both
squadrons, officials at both Loral and TCOM, and various DoD and law
enforcement officials that use TARS data. At the time of the audit, the
4700th OSS was responsible for 11 TARS sites. We visited five of the sites and
conducted interviews with personnel at those locations.

This economy and efficiency audit was made from April 1993 to
September 1993 in accordance with auditing standards issued by the
Comptroller General of the United States as implemented by the
Inspector General, DoD. The Technical Assessment Division of the
Audit Planning and Technical Support Directorate provided assistance in our
audit of TARS acquisition planning and funding. The audit included such tests
of internal controls as were considered necessary. We did not rely on
computer-processed data to achieve the audit objectives. The organizations
visited or contacted during the audit are listed in Appendix C.

Internal Controls

We evaluated internal controls relating to compliance with laws, regulations,
and procedures governing contracting, funding, and budget execution. Also,
we evaluated controls over the authorization of the destruction of Government
property.  Although we identified no material control weaknesses, we
determined that budgeting and acquisition actions of ACC organizations
responsible for the operation, maintenance, and support of the TARS were not
in compliance with provisions of the O&M contract and the Federal Acquisition
Regulation. Recommendation A.l.a., and the recommendation in Finding B.,
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Introduction

if implemented, will correct the weaknesses (see Appendix D). The audit
showed that the 4700th OSS was not participating in the ACC's Internal
Management Control Program. We brought this deficiency to the attention of
management officials at the 4700th OSS and appropriate ACC officials.
Corrective action was initiated within ACC; therefore, no recommendation is
necessary. A copy of this will be provided to the senior official responsible for
internal controls within the Department of the Air Force.

Prior Audits and Other Reviews

Inspector General, DoD, Audit Report No. 92-136, "Survey Report on
Land-Based Aerostat Surveillance Systems used to Support Drug Interdiction,"
September 11, 1992, states that Government property at contractor locations
was not properly accounted for and controlled and that quality assurance
reviews of contractors' operations were not performed. As a result, contractor
responsibilities, such as accountability over Government-furnished property and
performance of preventative maintenance, were not monitored by Government
representatives. The audit determined that the Air Force included contract
clauses that would correct contract administration deficiencies upon transition of
the TARS operations to the Air Force. Therefore, the report contained no
recommendations.

Air Force Audit Agency Report No. 92051017, "Evaluation of the Air Force
IMCP-Fiscal Year 1992 Air Force Statements," June 29, 1993, discusses the
results of the Air Force's compliance with internal control evaluation and
reporting requirements of the Federal Managers' Financial Integrity
Act (the Act). The report concludes that about 40 percent of the Air Force's
major commands did not participate in the Internal Management Control
Program evaluation and reporting process.  Specifically, Headquarters,
ACC, had established an Internal Management Control Program, yet could not
determine its components' involvement in the evaluation and reporting process.
The report recommended that major commands provide all participating base
program managers copies of the command's Internal Management Control Plan
so compliance with the Act could be monitored.

The Assistant Secretary of the Air Force (Financial Management) concurred
with the recommendations and stated guidance would be issued to require major
commands to provide copies of the Internal Management Control Plan to
base-level Offices of Primary Responsibility for purposes of internal
management control implementation and monitoring.

We determined that a similar condition existed during our audit of the Hotline
allegations in that the 4700th OSS was not participating in the ACC Internal
Management Control Program. Corrective action was initiated when we
brought the weakness to management's attention.
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Other Matters of Interest

TARS Performance Measurement. Inspector General, DoD, Audit Report
No. 91-124, "DoD's Support to U.S. Drug Interdiction Efforts,"
September 30, 1991, states that DoD had not developed a method for
identifying accomplishments of the counterdrug program. We attempted to
obtain performance measurement data on aerostat operations from Air Force,
Customs, and Coast Guard operators and mission data customers. As of the
completion of our audit field work, DoD still had no performance measurement
system in place to quantify and document TARS accomplishments.

Real Property Records. The value of real property at the 11 TARS sites
managed by the Air Force is estimated by ACC civil engineers to exceed
$55 million. No official real property records exist. This internal control
weakness was recognized by the 4700th OSS, and an effort to document and
account for the real property at TARS sites was initiated before the start of the
audit. That action, when completed by the 4700th OSS, should establish
accountability over TARS real property.
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Finding A. Program Assessment and
Planning

Logistical support for the TARS was not adequate, and a replacement
system was being developed without proper acquisition planning. These
conditions occurred because the Air Force did not fully assess the status
of the TARS to determine the risks when it assumed responsibility for
the operation, maintenance, and support of the program, and because the
Air Force improperly determined that the TARS met Air Force criteria
for an operational system and prematurely assigned management
responsibilities to the 4700th OSS. As a result, provisioning problems
caused five TARS sites to be nonoperational for up to 28 months. Also,
the replacement system contained design deficiencies; there is no
assurance that the replacement system is the most promising concept;
and operation and maintenance appropriation funds were improperly
used for development, procurement, and military construction costs.

Background

In April 1991, the U.S. Air Force assigned responsibility for the TARS
program to the Tactical Air Command, now the ACC. At the same time, the
ACC assigned responsibility for the TARS to the 4700th OSS, an organization
that specializes in administering operation, maintenance, and support contracts.
The 4700th OSS utilizes the services of the 4400th CONS, an ACC component
that specializes in operation and maintenance contract preparation.

TARS Transition to the Air Force

TARS Program Assessment. Before assigning program management of the
TARS to the 4700th OSS, the Air Force had not fully assessed the TARS
program status. A program assessment could have identified the significant
risks associated with the TARS operation and maintenance. Specifically,
provisioning for spare parts was critically deficient, only minimal configuration
management had been performed, and the most effective TARS system had not
been identified.

A Program Management Directive (PMD) would have provided the opportunity
to evaluate the status of the program and to assign roles and responsibilities to
the appropriate organizations. A PMD, as defined by Air Force Regulation
800-2, "Acquisition Program Management,” September 16, 1985, is used to
provide direction to commands that participate in and implement a program and
to satisfy documentation requirements. The need for a PMD is usually
identified by the Air Force Office of the Assistant Secretary (Acquisition). The
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Finding A. Program Assessment and Planning

PMD is utilized during the entire acquisition cycle to state requirements, request
studies, and initiate, approve, change, transition, modify, or terminate
programs. A PMD would provide guidance to a program manager for the
acquisition of systems for unusual or contingency situations and is prepared for
programs primarily in the developmental or procurement phase.

Transfers of programs from non-DoD agencies are relatively infrequent, and
specific policy prescribing such transfers does not exist. A letter issued by the
Program Division in the Directorate of Plans and Programs, Tactical
Air Command (now the ACC), August 28, 1989, recognized the uniqueness of
the TARS and requested that a procurement assessment be performed. The
purpose of the assessment was to ". . . make recommendations concerning
modifications to the acquisition process to meet USAF [U.S. Air Force]
standards and requirements." The letter recommended that a team, consisting of
personnel from the Electronic Systems Division (a component of the Air Force
Materiel Command) and from the ACC, perform the procurement assessment.
Neither the Air Force Materiel Command nor the ACC performed the requested
procurement assessment. In addition, the Air Force Office of the
Assistant Secretary (Acquisition) did not perform a program assessment or
prepare a PMD. In being assigned to the 4700th OSS, the TARS program was
treated as if it were fully developed and provisioned, requiring only operational
and maintenance support. As a result, risks that would normally be disclosed
by a program assessment and a PMD were not identified.

Provisioning of Spare Parts for Operation and Maintenance. At the time of
the TARS transfer to the 4700th OSS, the TARS sites had various
configurations. = The TARS program was poorly provisioned under the
management of the Customs and Coast Guard. We found no evidence that prior
management maintained inventory records or historical consumption data to
support the operation and maintenance of the TARS. A lack of technical data
compounded the problem. Further, critical, long leadtime spare parts needed
for radar and aerostat balloon operations were neither stocked nor ordered in a
timely manner. Prior consumption data were critical since each site had
modified its TARS and special parts required long procurement leadtimes.

The 4700th OSS assessment of the status of spare parts was neither
comprehensive nor timely. Although the ACC was assigned operational
responsibility for the TARS in April 1991, a detailed list of spare parts was not
developed until July 1993. Without a comprehensive, prioritized list of critical
spare parts, replacement needs for the TARS could not be determined. Further,
$6.6 million in O&M funding was lost when the fiscal year ended because the
4700th had not planned for alternative uses for the funds in the event they could
not be used to purchase support equipment. In late September 1992, the Air
Force Office of the Assistant Secretary (Financial Management and
Comptroller) determined that O&M funds could not be used to procure a large
portion of needed support equipment.
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New System Development

Acquisition Planning for TARS Sites. In an attempt to solve the TARS
related problems, the 4700th OSS began developing an aerostat balloon, radar,
and support equipment and modified the mooring system. In taking that
piecemeal approach to TARS development, the 4700th OSS did not follow key
steps required by both the Federal Acquisition Regulation,
part 7," Acquisition Planning,” 1990 edition, and DoD Instruction
5000.2, part 3, "Acquisition Process and Procedures," February 23, 1991,
when planning the development and acquisition of a new system.

Acquisition planning is the process by which the efforts of all personnel
responsible for an acquisition are coordinated and then integrated into a
comprehensive plan to ensure that the Government meets its needs in the most
effective, economical, and timely manner. DoD Instruction 5000.2, part 3, and
Federal Acquisition Regulation, part 7, require planning for all acquisitions and
state that acquisition planning begins as soon as the agency need is identified
and continues during the program's entire acquisition process.

The 4700th OSS had three options to maintain the operational condition of the
TARS sites:

o provide spare parts to each site,
o procure an existing TARS, or
o develop a new system.

The 4700th OSS elected to provide spare parts to the existing 71-meter
TCOM systems and to develop a new Air Force system to replace the existing
General Electric systems and eventually, the existing Air Force version. The
new Air Force TARS was developed under an O&M contract instead of under
an acquisition plan. The development of the new system contributed to the
significant delay in provisioning of operational TARS sites. Furthermore, the
4700th OSS did not perform an analysis to determine whether the new
development initiative was the most promising system concept.

Most Promising System Concept. DoD Instruction 5000.2, part 3,
defines the most promising system as the system that is most likely to achieve
mission objectives. The most promising system is determined by identifying all
available system concepts and evaluating the development risks, life-cycle cost,
and performance of each system concept. Three systems with various
configurations were in inventory when the 4700th OSS assumed responsibility
for the operation, maintenance, and support of the TARS:
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Finding A. Program Assessment and Planning

o the 600K General Electric Government Services
(General Electric) system,

o the 71-meter TCOM system, and
o the 275K Air Force system.

The General Electric system comprises a 600,000-cubic-foot (600K) balloon,
L-88 radar system (16-transmitter), and a ground generator that provides power
to the balloon through the tether. The configuration of the TCOM system is
composed of a 71-meter balloon, a Westinghouse radar (TPS-63), and a ground
generator that provides power to the balloon through the tether. The
275,000-cubic foot (275K) Air Force system is composed of a DPS-5 radar, and
an on-board generator.

The General Electric system had been uniquely modified and was, therefore,
difficult to support. Accordingly, on March 13, 1992, the 4700th OSS told the
Commander, ACC, of plans to replace the General Electric 600K balloon
system with a compatible, less expensive system that would improve
standardization, maintainability, and reliability of the TARS.

The new system developed by the 4700th OSS comprises a 420,000-cubic-foot
(420K) balloon, an L-88A radar system (8-transmitter), an on-board generator
system, and a modified winch truck mooring system to maintain proper tension
levels on the tether. However, neither the 4700th OSS nor the
4400th CONS evaluated the risks, cost, performance, and schedule of each
possible system concept to justify that the 420K system was the most promising
system concept.

Development Risk of the 420K System. Although the primary mission
of the 4700th OSS and 4400th CONS is to support and maintain operational
systems, the 4700th OSS initiated the development and procurement of the new
420K system. The 4400th CONS initiated contract procurement for the
420K system.  The intent was to standardize the variously configured
TARS sites with a lower cost, but comparable system for which the Air Force
would own development rights to the balloon, support equipment, and a
significant portion of the radar. However, the 4700th OSS
and 4400th CONS underestimated the technical complexity of developing a
system and were ill-prepared for the task because the contracting officers and
program management officials were not familiar with system development.

Air Force Regulation 23-8, "Organization and Mission-Field, Air Force
Systems Command," February 10, 1986, made the Air Force Systems
Command (now Air Force Materiel Command [the Command]) responsible for
planning system research, development, and acquisition. The Command's
responsibilities include ensuring that reliability, maintainability, quality, and
supportability objectives are met. The Command also ensures that a system's
safety program is implemented and tests and evaluates each research and
development program. We believe that the developmental problems of the
TARS would have been avoided if proper oversight had been provided by the
acquisition experts in the Command. Without that expertise, defective
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technology was used to develop the balloon, life-cycle costs were not analyzed,
and fair and open competition was circumvented. Therefore, there is no
assurance that the most cost-effective and efficient system is being procured.

Life-Cycle Costs of the TCOM System Versus Costs for Alternative
Concepts. Life-cycle costs are the total costs to the Government for a system
over its full life, including the cost of development, procurement, operation,
support and disposal. Life-cycle cost management is defined in DoD Instruction
5000.2. Life-cycle cost management should include acquisition streamlining,
which ensures that only cost-effective requirements are included at the most
appropriate time in the acquisition cycle. Accordingly, a logical and systematic
approach should be taken in the design, development, and production of new
systems.

Officials at the 4700th OSS stated that a TCOM system, although the most
expensive, was the best performing system available. However, the
4700th OSS performed no life-cycle cost analysis of the TCOM system versus
alternative concepts to support the decision to design a new balloon, support
equipment, and radar system. Furthermore, the 4700th OSS did not follow a
logical and systematic approach in designing the new 420K system. For
example, the physical size of the radar system was not considered before
designing the balloon. The effect of designing the balloon before considering
all the changes to the radar is identified in a letter dated July 24, 1992, in which
a 4700th OSS official states that the cost estimates for the development of the
balloon rose because "Loral basically has to start from scratch.” A larger than
planned antenna was to be used on the radar, requiring significant changes to
the original balloon design, including the windscreen, mooring and flying lines,
ballonet (the lower hull chamber), and helium partition. After the 4700th OSS
staff reevaluated the effect of the radar size on the balloon design, the original
balloon design estimate of $75,000 rose to about $1.2 million--a
16-fold increase.

Performance Affected by Defective Technology. The Air Force
420K balloon utilized portions of the existing Air Force 275K balloon
technology; however, the 4700th OSS did not require an engineering assessment
of the 275K balloon's technical specifications to ensure structural soundness.
As a result, design deficiencies in a device called a fin spar, which helps
maintain the aerodynamic shape of the balloon's fins, were incorporated in the
420K balloon. Furthermore, the 4700th OSS did not become aware of the fin
spar defect until 9 months after starting development of the 420K balloon. The
problem surfaced when two 275K balloons were destroyed during a March 1993
storm. The defective fin spar was a major contributing factor in the destruction
of the balloons. The 4700th OSS authorized Loral to identify and resolve the
causes of the fin spar defects at an estimated cost of $90,000. On
October 20, 1993, Loral issued a letter, which stated the fin spar defect
was corrected.

The design problems with the 420K balloon compounded by the untimely
provisioning of the TARS sites caused five TARS sites to be inoperative for
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10 to about 28 months (March 1992 to July 1994). The continuing O&M costs
to maintain those sites in a caretaker (nonoperational) status is estimated to
exceed $10 million.

Use of O&M Contract for Development. After the O&M contract award to
Loral, the 4700th OSS requested that orders be placed against that contract
without regard for limitations of scope in the Statement of Work. The
Statement of Work permitted the modification of subsystems equipment and
components, not system development. Specifically, the 4700th OSS established
requirements to develop a system comprising a balloon, support equipment, and
a radar system, totaling about $7.8 million, and circumvented competition by
issuing contract modifications to Loral under the existing O&M contract to
satisfy the requirements. Loral subcontracted the efforts and added about
$615,000 of prime contractor fees to the total contract cost.

The effect of the questionable contracting approach can be seen, for example, in
the development of the L-88A radar. The 4700th OSS established a
requirement to develop four L-88A radar systems by utilizing components of
two existing 1.-88 radar systems and fabricating four radar antennas.

The L-88 radar system has 16 transmitters with radar software that is
proprietary to General Electric. Eight transmitters from each L-88 system,
along with General Electric software and state-of-the-art components, will be
used in the development of the L-88A system, and a larger antenna will be used
for the L-88A system to preclude system degradation. The requirement to
develop the L-88A radar system is outside the scope of the O&M contract
awarded to Loral.

Software is a vital part of the L-88A system. Since the software to be utilized
from the L-88 radar system was proprietary to General Electric, it was the only
viable source. However, instead of using a justifiable sole source contract to
General Electric or at least allowing General Electric to compete for the
development contract, the 4400th CONS directed Loral to satisfy the software
requirement under the TARS O&M contract. Loral subcontracted the effort to
General Electric and added prime contractor administration fees and profit of
about $440,000.

Because the most promising system and most efficient procurement methods
were not identified before contract solicitation, prime contractor administrative
fees and profit were incurred in addition to subcontractor costs and profit for the
development efforts.

Contract Budgeting and Funding

The contract budgeting and funding analysis as described by DoD Manual
7110-1-M (Budget Manual), "DoD Budget Guidance Manual," June 1992,
describes how fund estimates are derived and, when properly implemented,
assures that adequate funds of the proper categories are available when needed.
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The lack of budgeting and funding expertise for system development in the
4700th OSS and lack of adequate review by the 4400th CONS resulted in the
improper use of O&M funds. The proper appropriation for each phase of the
development effort is listed in the following table.

Proper Appropriation for TARS Development Efforts

Modification Proper
Purpose Number Appropriation Amount

Development baseline for

new lighter-than-air

balloon, balloon support 17, 25,

equipment, and four radar 33, 34,

systems 35, and 36 RDT&E™ $6,317,642
Installation and testing

of radars 33 RDT&E 482,761
Purchase system's equipment

items (balloons and

support equipment) 32 Procurement 8,217,936

* Research, Development, Test, and Evaluation

Budget officials in the office of the DoD Coordinator for Drug Enforcement
Policy and Support stated that identification of funding categories, with the
exception of Military Construction, is a matter of defining the purpose of the
funds and notifying the DoD Coordinator for Drug Enforcement Policy and
Support office of the appropriate fund category and the funds needed. Use of
Military Construction funds for counternarcotics purposes still needs the
approval of the Congress. Budget officials from the Office of the
DoD Coordinator for Drug Enforcement Policy and Support emphasized that
advance planning by fund recipients is necessary to ensure that the correct
appropriation is requested to preclude the need to go to the Congress for a
reprogramming action.

Development of Balloons, Support Equipment, and Radars. The DoD
Budget Manual, and Air Force Regulation 172-1, "Research, Development,
Test and Evaluation Appropriation,” October 15, 1990, require that funds for
RDT&E efforts be funded from the RDT&E appropriation to allow such
developmental programs to be assessed from a priority standpoint. Specifically,
the development, engineering, design, and testing of one-of-a-kind articles
(including support equipment) are to be financed by the RDT&E appropriation.
When doubt exists as to the proper assignment of cost between appropriations,
the issue should be resolved in favor of using RDT&E. In addition, a
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March 24, 1992, memorandum from the Air Force Office of Deputy Director of
Budget Management and Execution to the 4700th OSS and 4400th CONS states,
"It's important to note, however, O&M funds cannot be used if purchasing
radar systems used in the aerostats."

Although the Procurement appropriation was properly used to acquire
four L-88A antennas, O&M funds were improperly used for the development,
engineering, design, and testing of the 420K balloon, balloon support
equipment, and radar system. Obligated O&M funds for those efforts totaled
about $6.6 million, accounting for more than 52,000 hours of engineering and
support. The development of the balloon and balloon support equipment are
one-of-a-kind items that require RDT&E funds. Using the DoD Budget
Manual, we were unable to clearly determine whether the L-88A radar
constituted the procurement of a system requiring Procurement funds or the
development of a one-of-a-kind system requiring RDT&E funds. However, due
to the significant engineering and support hours (more than 27,000), we believe
that effort should have been funded by the RDT&E appropriation.

Purchasing System Equipment Items. The Air Force used O&M funds rather
than Procurement funds to purchase balloon support equipment. According to
DoD's Budget Manual, Procurement funds are to be used for equipment items
that are not designated for centralized item management and asset control; that
are to be used immediately as part of a system; and that will be used for spare
or benchstock equipment costing $15,000 or more per item. That guidance was
reiterated in the staff summary sheet accompanying the March 24, 1992,
Air Force Deputy Assistant Secretary (Budget) memorandum to the 4400th
CONS and the 4700th OSS.

A 4400th CONS memorandum, dated September 18, 1992, states that the
4700th OSS had an "immediate need to field six aerostats and spare two more."
The 4700th OSS programmed and the 4400th CONS obligated about
$3.1 million of Procurement funds and an estimated $1.2 million of O&M funds
to satisfy the requirement for balloon support equipment. The $1.2 million of
support equipment procured with O&M funds comprises about $1 million of
line replaceable end units, costing $15,000 or more per item and about
$200,000 of line replaceable end items costing under $15,000 per item.

Since equipment items, valued at $1.2 million, were to be used immediately as
part of the 420K system, Procurement funds should have been used to purchase
the equipment. In addition, even if the equipment would have been stocked as
spare parts, Procurement funds should have been used for the items costing
$15,000 or more each. Those items amounted to about $1 million of the
$1.2 million expended.

Balloons as Investment Items. During  September 1992, the
4400th contracting officer obligated more than $10 million of O&M funds to
procure 10 aerostat balloons. The decision to use O&M funds was based on
guidance in the March 24, 1992, memorandum from the Air Force Office of the
Deputy Director of Budget Management and Execution, which states that
O&M funds can be used to procure spare balloons because “the
replacement/spare balloons are coded “"expendable;" and . . .[a] precedence
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[existed] in purchasing similar replacement balloons for the SEEK SKYHOOK
system using O&M dollars." The SEEK SKYHOOK system originated in
1974, and the aerostat balloons, at that time, lasted about 18 months and had a
warranty of 12 months. However, experience has shown that aerostat balloons
have lasted much longer than 12 months and are repairable. The durability is
evidenced by the FY 1992 contract requirement for a 5-year warranty on the
420K balloon material and the $1.2 million repair completed on the
Fort Huachuca, Arizona, balloon. In addition, the Air Force guidance does not
consider the fact that eight of the balloons, costing about $6.9 million, were
part of an overall 420K system being developed and were not spare balloons.

The guidance from the Air Force Office of the Deputy Director of Budget
Management and Execution overlooks the "system" concept that requires use of
Procurement funds. In addition, the Budget Manual defines investment costs,
stating, "costs that result in the acquisition of or addition to end-items are
investments." The Budget Manual further states, "all equipment items that are
not subject to centralized item management and asset control and that have a
system unit cost equal to or greater than the currently approved
expense/investment dollar threshold of $15,000" are investments. In our
opinion, Procurement funds were required for the eight 420K balloons. In
addition, the Air Force guidance is obsolete and should be reviewed based on
performance and dollar value of aerostat balloons in inventory. Because of the
current dollar value and state-of-the-art technology that has extended the
lifespans of the aerostat balloons, we consider those assets to be investment
items that should be purchased with Procurement funds.

After completion of our audit, the Deputy Chief Financial Officer, Office of the
Comptroller of the Department of Defense, issued guidance on
January 26, 1994, which clearly defines an investment item. The guidance
states that "assets . . . will be capitalized when they have a useful life of
two years or more and an acquisition value of $25,000 or more." This
clarification of policy is consistent with our interpretation of how an aerostat
balloon should be categorized for accounting purposes.

High Rock TARS Site

Military Construction of the High Rock Site. The Air Force used
O&M funds for reconstitution of the TARS site at High Rock, Bahamas. The
High Rock TARS site was deactivated in March 1992 and has been in a
caretaker status since that time. Our visit to High Rock in May 1993, showed it
was not a usable facility, and significant work was needed to bring the prior
Coast Guard site up to Air Force standards. The 4700th OSS plans to
reconstitute the site and commence operation during July 1994.

The TARS program manager told us that the 4700th OSS inquired about the
possibility of reprogramming Military Construction funds that had been
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approved for the Venice, Florida site for the High Rock reconstitution, but were
advised by the Air Staff that Military Construction is approved by project and
cannot be reprogrammed for another project. = Documentation of the
reprogramming request was not available for review.

A military construction project must be specifically authorized by law
(10 U.S.C. 2802) in order to be carried out by a Secretary of a Military
Department. Once a military construction project is authorized by law
(generally in an act providing military construction appropriations), then the
project must be funded from an appropriation available to pay for the cost of the
project. In general, DoD appropriations are not available to finance military
construction projects unless the funds are specifically made available for that
purpose. In this regard, 10 U.S.C. 2805 provides authority for the respective
Secretary, with amounts authorized by law for such purpose, to carry out
unspecified minor military construction projects not otherwise authorized by
law. Except as otherwise specifically provided, 10 U.S.C. 2805(c)(1) puts an
upper limit of $300,000 on the use of funds appropriated for operation and
maintenance to carry out a military construction project.

Title 10 of the U.S. Code contains other specific provisions that govern the
ability of the Military Departments to complete military construction projects
and how they can be funded. Section 2801 defines a "military construction
project” as "all military construction work ..., necessary to produce a
complete and usable facility . . . ." Section 2801 further defines a "facility" as
a "building, structure, or other improvement to real property."

The Comptroller General of the United States had pointed out in numerous
cases, such as in case B-234326.15 (December 24, 1991), that the construction
of a single "complete and usable facility" may involve the construction of
several interrelated buildings, structures, or other improvements to real
property. The key factor is whether a single building, structure, or other
improvement can satisfy the need that justified the construction project. If
multiple buildings, structures, or other improvements must be constructed to
meet the need for a single "complete and usable" facility, then all such
construction will typically constitute one military construction project to which
the statutory funding limits apply.

The 4700th OSS Civil Engineer estimated construction and repair cost at about
$1.4 million to reconstitute the High Rock TARS site to an operational state.
The 4700th OSS coordinated with ACC's Assistant to the Civil Engineer to
divide the work into 10 separate O&M funded minor construction projects with
none to exceed $300,000. ACC tasked the Army Corps of Engineers to
administer the contract to reconstitute High Rock. The Army Corps of
Engineers questioned whether the total construction efforts should be construed
to be "one minor construction project for installation modernization," but
proceeded with the project based on assurance by the 4700th OSS that
High Rock "is an existing site with multi-category code facilities, which stand
alone in their function . . . ." The 10 O&M projects were submitted to industry
for bid under one competitive solicitation. The operations project (building)
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was limited to $300,000 to preclude exceeding the dollar threshold for minor
construction. Although the auditors questioned the contracting strategy with
both the ACC and 4700th OSS, the contract was awarded at the end of
FY 1993.

All 10 projects were needed to achieve a complete and usable operational
acrostat site at High Rock. Without approval and funding of a Military
Construction project, dividing the High Rock site work into 10 projects was the
only means to reconstitute the facility in the near term using available
O&M funds. Treating the reconstitution of High Rock as a single project would
have precluded the use of O&M funds. Since Military Construction funds are
required for projects that exceed $1.4 million, we believe that the use of O&M
funds in this instance was inappropriate. Furthermore, we believe that proper
planning for restoring TARS service at High Rock before the site was
deactivated could have avoided improper use of O&M funds.

Conclusion

Officials at Headquarters, U.S. Air Force, and the ACC did not properly assess
the risk associated with the TARS program. Although the attempt to
standardize the TARS was well-intentioned, the effort was beyond the scope of
the O&M contract and outside the expertise of both the 4700th OSS and
4400th CONS personnel who were responsible for maintaining and supporting
the TARS. An analysis of the operational effectiveness and availability of
candidate systems was not performed, and a piecemeal approach versus a
systems approach was used to develop a new 420K system. The development of
a new 420K system proceeded although an inherent design flaw existed, and the
design of the balloon required modifications to accommodate the size of the
payload. Also, resources of the 4700th OSS were focused on development of a
new system rather than on the need for spare parts to keep the existing system
operational. As a result, the following acquisition planning deficiencies
occurred:

o critical spare parts were not available for about 18 months;

o the 4700th OSS can provide no assurance that the most promising
system was procured;

o defective technology in the design of a balloon delayed reconstitution
of some sites by as much as 12 months;

o competition was circumvented; and

o O&M funds were improperly obligated for RDT&E, Procurement,
and Military Construction.
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Management Comments and Audit Response on the Finding

Air Force Comments. The Air Force generally concurred with the finding and
stated that a plan to correct the deficiencies in logistical support for the TARS
had been outlined and agreed that a replacement TARS system was being
developed without proper acquisition planning. The Air Force nonconcurred
that operational responsibility was prematurely assigned to the 4700th OSS
because the TARS was assumed to be capable of meeting the Air Force criteria
for an operational system. Although the Air Force agreed that five TARS sites
were nonoperational for up to 28 months as a result of provisioning problems,
the Air Force stated that lack of documentation and consumption data and
difficulties in certifying cost and pricing information contributed to the delay.
The Air Force agreed that the TARS replacement system contained design
deficiencies, that delivery was delayed in order to correct the design
deficiencies, and that a promising concept analysis should have been done in
accordance with standard acquisition procedures. The Air Force nonconcurred
that Operation and Maintenance funds were improperly used for military
construction costs. Further, the Air Force commented that if the Director
(Budget Management and Execution) had been made aware of the major design
and modification before the audit, the Air Force guidance would have discussed
proper use of Procurement and RDT&E funds. Additionally, the Air Force
stated that the use of O&M funds for the construction work at High Rock was
fully researched, appropriate, and correct. The complete text of the Air Force
comments is in Part IV.

Audit Response. As indicated in the discussion of the finding, we agree that
the circumstances of the TARS program transfer were unusual and guidance was
lacking.  Nevertheless, the congressional direction for DoD to assume
responsibility for operations, maintenance, and support of the TARS network
did not preclude the Air Force from assessing the status of the TARS program.
On the contrary, an assessment of the network was warranted because the Air
Force recognized the inadequate condition of logistical support existing at the
time the TARS was transferred from Customs to the Air Force. The TARS was
simply not ready for assignment to an operation and maintenance unit with
insufficient expertise in handling systems fielded in the state that the TARS was
in at the time. Regarding the use of O&M funds for the construction work at
High Rock, the Air Force did not respond to the audit position that multiple
improvements were required to make High Rock a usable facility and that the
combined efforts should constitute one military construction project. We ask
that the Air Force reconsider its position, because the $2.1 million effort
(original estimate was $1.4 million) to reconstitute the High Rock site is clearly
a single construction project to make the site a "complete and usable" facility.
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Recommendations, Management Comments, and Audit
Response

Changes to Recommendations for the Final Report. We expanded
Recommendations 2.b.(1) and 2.b.(2) in the final report to reflect the exact
amounts needing adjustments in each funding category. In addition, after
completion of the audit field work, information related to the reconstitution of
the High Rock site was made  available. Therefore,
Recommendations 2.b.(3) and 2.b.(4) were added to identify any improper use
of Operation and Maintenance funds that occurred after completion of audit
field work. Recommendation 2.c. was added to require compliance with Air
Force procedures if an Anti-Deficiency Act violation occurs as a result of the
accounting adjustments.

1. We recommend that the Assistant Secretary of the Air Force
(Acquisition):

a. Assess the Tethered Aerostat Radar System requirements and
establish guidance that identifies responsibilities of all organizations
involved in development, funding, and operations for the Tethered Aerostat
Radar System.

Air Force Comments. The Air Force nonconcurred with the draft report
recommendation and proposed an alternative. Although the recommendation is
sound, in lieu of requiring a Program Management Directive, the Air Force
proposes assessing the current requirements of the TARS system to determine
whether a Program Management Directive is warranted. If tasked with the
acquisition responsibility for any future TARS sites, a Program Management
Directive would be developed.

Audit Comments. We agree with the Air Force that a complete Program
Management Directive is not warranted based on the late stage of development
of the TARS program. However, we maintain that certain aspects of a Program
Management Directive are needed to improve operational performance of the
TARS. At a minimum, contingency procedures to replace TARS assets
destroyed as a result of unplanned events (for example, weather conditions or
accidents) need to be identified. In addition, roles and responsibilities affecting
the management and operation of the TARS need to be defined to include all
organizations with a vested interest in the TARS. Therefore, we revised the
recommendation to provide guidance relating to operational matters in lieu of a
detailed Program Management Directive. We request that the Air Force
comment on the revised recommendation.

b. Complete development of the Tethered Aerostat Radar System

based on a comparison of cost, performance, and availability of other
comparable systems.
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Air Force Comments. The Air Force nonconcurred with the draft report
recommendation to base the TARS development on the most promising System
analysis and stated that trying to choose an alternative, most promising system
at this point would dramatically increase program risk and cost.

Audit Comments. In lieu of a comprehensive "most promising system"
assessment that may significantly disrupt ongoing development and increase
program cost, we have revised the recommendation to require a comparison of
all TARs based on cost, performance, and availability. Therefore, we ask that
in response to the final report, the Air Force comment on the revised
recommendation.

2. We recommend that the Commander, Air Combat Command:
a. Categorize the aerostat balloon as an investment item.

Air Force Comments. The Air Force concurred, stating that all existing
acrostat balloons and all future purchases will be categorized as
investment items