Contract Audit
Directorate

Consolidation of DoD
Contract Administration Services

Report Number PO 98-604 January 15, 1998

Office of the Inspector General
Department of Defense



Additional Copies

To obtain additional copies of this evaluation report, contact the Secondary Reports
Distribution Unit of the Analysis, Planning, and Technical Support Directorate at
(703) 604-8937 (DSN 664-8937) or FAX (703) 604-8932.

Suggestions for Future Evaluations

To suggest ideas for or to request future evaluations, contact the Planning and
Coordination Branch of the Analysis, Planning, and Technical Support Directorate
at (703) 604-8908 (DSN 664-8908) or FAX (703) 604-8932. Ideas and requests
can also be mailed to:

OAIG-AUD (ATTN: APTS Audit Suggestions)
Inspector General, Department of Defense

400 Army Navy Drive (Room 801)

Arlington, Virginia 22202-2884

Defense Hotline

To report fraud, waste, or abuse, contact the Defense Hotline by calling

(800) 424-9098; by sending an electronic message to Hotline @ DODIG.OSD.MIL;
or by writing to the Defense Hotline, The Pentagon, Washington, D.C. 20301-1900.
The identity of each writer and caller is fully protected.

Acronyms

AAP Army Ammunition Plants

CAS Contract Administration Services

DCAA Defense Contract Audit Agency

DCMC Defense Contract Management Command
DLA Defense Logistics Agency

DMRD Defense Management Review Decision
G&CAS Grant and Contract Administration Services
HHS Department of Health and Human Services
10C U.S. Army Industrial Operations Command
ONR Office of Naval Research

SUPSHIP Supervisor of Shipbuilding, Conversion and Repair




January 15, 1998

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION
AND TECHNOLOGY
DIRECTOR, DEFENSE PROCUREMENT
ASSISTANT SECRETARY OF THE NAVY (FINANCIAL
MANAGEMENT AND COMPTROLLER)
DIRECTOR, DEFENSE LOGISTICS AGENCY
AUDITOR GENERAL, DEPARTMENT OF THE ARMY

SUBJECT: Evaluation Report on the Consolidation of DoD Contract Administration
Services (Report No. PO 98-604)

We are providing this evaluation report for your review and comment. We
conducted an evaluation in response to the then Deputy Secretary of Defense request to
identify potential process and reengineering options that would lead to Defense
Contract Audit Agency and Defense Contract Management Command consolidation
opportunities and staffing and cost savings. We considered managment comments on a
draft of this report in preparing the final report.

DoD Directive 7650.3 requires that all recommendations be resolved promptly.
As a result of management comments, we deleted Recommendation 1. and revised
Recommendations 2. and 3. We request additional comments from the Office of the
Under Secretary of Defense for Acquisition and Technology on the revised
recommendations by March 16, 1998.

We appreciate the courtesies extended to our staff. Questions on the evaluation
should be directed to Mr. Wayne C. Berry, Acting Program Director, at
(703) 604-8789 (DSN 664-8789). See Appendix F for the report distribution. The
evaluation team members are listed inside the back cover.

o~ .
\‘\ \ e e N
DS
%/’I’j 7\M : . [7/\‘/“//\/(// (/“)
Donald E. Davis

Deputy Assistant Inspector General
for Audit Policy and Oversight



Office of the Inspector General, DoD

Report No. PO 98-604 January 15, 1998
(Project No. 60C-9038)

Consolidation of DoD
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Executive Summary

Introduction. At the request of the then Deputy Secretary of Defense, we performed
the evaluation to determine whether any consolidation opportunities exist for the
Defense Contract Audit Agency and the Defense Contract Management Command.
The request was made as a followup to the Commission on Roles and Missions study
recommendation to consolidate those agencies.

During the evaluation, we observed that increased efficiencies, staff reductions, and
cost avoidances were possible if contract administration services responsibilities of
several major DoD contracting activities were transferred to the Defense Contract
Management Command. We conducted this evaluation to determine whether those
activities should delegate the responsibility for contract administration services to the
Defense Contract Management Command.

Evaluation Objective. The objective of this evaluation was to determine whether the
Defense Contract Management Command should be delegated the contract
administration responsibilities retained by various DoD contracting activities. Because
of the number of activities to be studied, we limited this initial evaluation to the three
believed to have the greatest potential or need for consolidation, the U.S. Army
Ammunition Plants; the Office of Naval Research; and the U.S. Navy Supervisor of
Shipbuilding, Conversion and Repair. We will evaluate two remaining activities, the
U.S. Army Corps of Engineers and the Naval Facilities Engineering Command, at a
later date.

Evaluation Results. The Defense Contract Management Command is capable of
performing the contract administration functions of the Army Ammunition Plants, the
Office of Naval Research, and the Supervisor of Shipbuilding. Delegation of contract
administration to the Defense Contract Management Command can improve the overall
efficiency and effectiveness of the administration of DoD contracts.

The economies of scale and consistent application of acquisition regulations envisioned
with the establishment of a single DoD contract administration organization, the
Defense Contract Management Command, have not been fully achieved due to the
retention of contract administration responsibility by the Army and Navy. Those
benefits, one contract administration face to the contracting community, and
elimination of duplicate regulations and management structures, should significantly
improve the efficiency of DoD contract administration operations.

Summary of Recommendations. We recommend that the Under Secretary of Defense
for Acquisition and Technology charter a joint executive-level review of the cost
effectiveness of consolidating contract administration. The review members should



include representatives from the Office of the Secretary of Defense; Office of the
Inspector General, DoD; Army; Navy; Air Force; and Defense Contract Management
Command.

Management Comments. The Acting Deputy Under Secretary of Defense
(Acquisition Reform) nonconcurred with our draft report recommendation to eliminate
the Defense Acquisition Regulation Supplement 242.203(a)(i)(B), which authorizes all
DoD Components, not just the Office of Naval Research, to retain contract
administration for research and development with universities. Prior to the elimination
of that provision, an evaluation should be conducted to examine how all DoD
Components conduct administration of their contracts for research and development
with universities.

The Acting Deputy Under Secretary also nonconcurred with the recommendations to
transfer contract administration responsibilities for the U.S. Army Ammunition Plants;
the Office of Naval Research; and the U.S. Navy Supervisor of Shipbuilding,
Conversion and Repair to the Defense Contract Management Command. She
commented that the evaluation lacks supporting analysis and a critical examination to
substantiate that the transfers would be beneficial. Only after completion of such an
analysis can a decision be made on the recommended transfers.

The Army and Navy nonconcurred with the recommendations, emphasazing that they
run counter to previous study results on the appropriateness of the transfers. The Army
also stated that before implementing the transfers, the issues should be jointly studied
again.

The Defense Logistics Agency acknowledged that “CAS function consolidations have
historically proven to save costs” but recommended that a full cost-benefit analysis be
performed before a decision is made.

Part I summarizes the management comments on the recommendations, and Part III
contains the complete texts of those comments.

Evaluation Response. Our evaluation focused on the need for independence in
contract administration, consistent application of policy, and potential economies of
scale inherent in consolidating contract administration. We did not attempt to
determine the cost savings of such consolidation. The estimated amount of savings that
will accrue from consolidation is dependent on the assumptions used and we believe
management is in the best position to determine the cost impact. Because of
management comments, we deleted the recommendation to eliminate the Defense
Acquisition Regulation Supplement 242.203(a)(i)(B). The appropriateness of the
provision should be reexamined if additional analyses result in a decision that the
Office of Naval Research grant and contract administration responsibilities should be
transferred to the Defense Contract Management Command.

Also, we deleted the draft report recommendations regarding transfer of additional
contract administration responsibilities to the Defense Contract Management Command.
We agree that a full analysis of the recommended changes will lend substantial
credibility to implementation of the recommendations and have revised the report
accordingly.

We request that the Office of the Under Secretary of Defense for Acquisition and
Technology comment on the final report recommendation by March 16, 1997.
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Part I - Evaluation Results



Background

The then Deputy Secretary of Defense organized and chaired a Senior Advisory
Group to monitor the actions taken on all recommendations made by the
Commission on Roles and Missions of the Armed Forces. At an October 27,
1995, meeting of the group, the then Deputy Secretary requested that the
Inspector General, DoD, identify potential process and reengineering options
that would lead to Defense Contract Audit Agency (DCAA) and Defense
Contract Management Command (DCMC) consolidation opportunities, staff
reductions, and cost avoidances.

During our DCAA/DCMC consolidation opportunities evaluation, we
determined that the potential for staff reductions, cost avoidances, and
consolidation opportunities was also present in related areas. Contract
administration services (CAS) processes and the evaluation of contractor price
proposals are areas in which improvements or streamlining could result in cost
avoidances by the DoD. Also, we observed that past studies had considered the
potential for increased efficiencies, related staff reductions, and cost avoidances
associated with the transfer to the DCMC of the CAS responsibilities of several
major DoD contracting activities.

The DCMC was established in 1990 under the Defense Logistics Agency (DLA)
to consolidate all DoD on-site contract administration into a single DoD agency.
It is responsible for providing worldwide CAS to its customers and satisfies this
responsibility by use of a process-oriented system. The system involves use of
teams that cross business, functional, and technical boundaries. The teams
provide for a seamless approach that enables them to continually select, analyze,
and improve CAS processes. The CAS policies and procedures that support the
DCMC implementation of uniform, DoD-wide CAS are in DLA Directive
5000.4, “Contract Management,” March 6, 1995, which is aptly referred to as
the “One Book.” The establishment of the DCMC has generally allowed the
DoD to present one face to industry in the contract administration arena.

Objectives

The objectives of the evaluation were to determine whether the DCMC is able
to perform the CAS of several major DoD organizations and whether transfer of
those responsibilities to the DCMC is appropriate and beneficial. These
objectives fall within the purview of the request made by the then Deputy
Secretary of Defense to determine whether opportunities exist for process
improvement in the DCMC mission, operation, and organizational structure.
See Appendix A for a discussion of our scope and methodology.



Delegation of DoD Contract
Administration Services to the Defense
Contract Management Command

The Army Ammunition Plants (AAP); the Office of Naval Research
(ONR); and the U.S. Navy Supervisor of Shipbuilding, Conversion and
Repair (SUPSHIP), with the assistance of their headquarters offices,
currently retain CAS responsibilities, even though the DCMC can
provide those services. This condition exists because prior studies of the
SUPSHIP and AAP concluded that it was more economical and provided
greater control not to separate contract administration functions from the
overall operations of the organizations. Also, the ONR had specialized
skills not available within the DCMC. By retaining CAS responsibilities
rather than delegating them to the DCMC, the DoD is not able to
achieve the economies of scale, consistent application of contract
administration policies, or independence of the contract administration
function envisioned by the establishment of DCMC as a single DoD
contract administration organization. The arguments against delegation
of CAS responsibilities to the DCMC are similar to those used at the
time of formation of the DCAA in 1965. Presently, DCAA provides
DoD contracting officers with all contract audit and financial advisory
services. The success DCAA has had in this role could be similarly
achieved by the DCMC.

Establishment of the DCMC to Consolidate DoD Contract
Administration

Consolidation of DoD Contract Administration Services. The Deputy
Secretary of Defense approved the Defense Management Review Decision
(DMRD) 916, “Streamlining Contract Management,” in 1989 to establish the
DCMC within the DLA. At that time, the DLA was already incurring about
three-quarters of the costs of DoD CAS, with the Military Departments
incurring the remainder at various contractor plants. The DCMC began
operations in 1990 with the objective to consolidate all on-site CAS at
contractors' plants in a centralized organization to realize the economies of scale
associated with consolidation. Responsibility assigned to the DCMC included
providing worldwide CAS to support the Military Departments; other DoD
Components; Federal civil agencies; and when authorized, foreign governments
and others.

The goals of the DMRD 916 were to:

o consolidate all contract administration support functions under one
DoD organization,
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o streamline by reducing organizational layers and personnel in the CAS
system,

o implement uniform CAS policy and procedures,
0 present a single face to industry,
o upgrade the quality and professionalism of the CAS workforce,

o reduce overhead and payroll costs associated with contract
administration, and

o preserve regulatory division between the responsibilities of the
administrative contracting officer and the procuring contracting officer.

Those goals were designed to resolve various problems that had been identified
within the contract administration structure. The problems concerned the use of
different procedures for managing and administering contracts, the different
contract administration organizations being presented to industry, a lack of
adequate emphasis on professionalism in the contract administration arena, and
inadequate attention being placed on contract administration that could be
remedied by establishing a single activity in a single agency. Concerns with the
need to reassess the numbers of Government officials present in contractor
facilities and to improve management controls in contract administration were
also considered.

When the DCMC was established as the centralized DoD contract
administration agency, five major organizations were not included in the
consolidation and retained their own CAS: the U.S. Army Corps of Engineers,
the Naval Facility Engineering Command, the AAP, the ONR, and the
SUPSHIP. At the time the DCMC was established, the AAP and SUPSHIP
were to be reviewed for possible transfer to the DCMC within a year of its
establishment. Subsequent studies were made of those organizations and are
discussed in Appendix B. We limited our evaluation to the AAP, the ONR, and
the SUPSHIP because we believe that those organizations have the greatest
potential or need for consolidation. We will evaluate the U.S. Army Corps of
Engineers and the Naval Facilities Engineering Command at a later date.

The Transfer of CAS to the DCMC

The changes in DoD since the formation of DCMC in 1990, including
significant downsizing, have invalidated the conclusions of previous studies that
retention of CAS responsibility by certain Army and Navy activities is efficient
and effective. We determined that the DCMC is capable of performing the
CAS responsibilities currently being conducted by the AAP, ONR, and
SUPSHIP, and those organizations concurred with that conclusion. We
reviewed the various reasons presented in prior studies and currently offered by
those organizations to justify their retention of CAS responsibilities. We
questioned the validity of some of the reasons and concluded that even the valid
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reasons do not justify having CAS performed by other than the DCMC. The
DCMC was established to provide DoD-wide CAS and should conduct all DoD
CAS unless it is determined that DCMC is not capable of or is inefficient in
performing the required services. Additionally, we identified the following
reasons that support the transfer of CAS from AAP, ONR, and SUPSHIP to the
DCMC.

o The economies of scale initially envisioned with the establishment of
the DCMC can be fully realized only if all DoD CAS is delegated to that
organization.

o The benefits of such consolidation are illustrated by the success of the
1965 reorganization of the DoD contract audit function under a single
organization, the DCAA. The DCAA has provided a single face to industry and
uniformity in audit policy throughout DoD. The establishment of the DCAA
eliminated the inefficiency of duplicate infrastructures maintained by the
Military Departments to manage audits and formulate policy.

o Greater independence and consistency in settling contract
disagreements, disputes, and audit issues would be ensured. The intertwining of
program officials with contracting officers who perform both procurement and
contract administration functions is not consistent with the DMRD 916 goal of
preserving regulatory division between the responsibilities of the administrative
contracting officer and the procuring contracting officer. Consequently,
contracting officer decisions are not made independently and, therefore, are not
necessarily in the best interests of the Government. The delegation of CAS to
the DCMC would provide the environment needed to ensure that adequate
contracting officer independence is achieved. Too often the procuring Military
Department is closely tied to the contractor providing the product or service,
resulting in a loss of perspective in financial dealings with the contractor.

o The DCMC personnel are dedicated solely to CAS, whereas many
AAP and SUPSHIP personnel perform CAS as only one of their duties. The
DCMC representatives are generally better trained and more efficient and
effective in the area of CAS because of their total dedication to the singular
mission of the CAS function. The DCMC staff has specialized in the various
CAS functions and, therefore, is generally more efficient due to such
specialization.

o The DCMC presents a single contract administration face to industry.
The use of one DoD-wide, CAS organization promotes uniformity and
consistency in ongoing communications with contractors and resolution of
problem areas. The uniformity of policy through use of the DCMC One Book
enhances consistency with the contractor community.

o The DCMC initially employed about 24,000 employees who were
located in about 140 offices within its 9 districts. FY 1997 end of the year
DCMC staffing is programmed at 14,489, a 40 percent reduction to the 1990
baseline. Further reductions, to 12,402, are programmed by FY 2003, and the
Quadrennial Defense Review is expected to result in even further staffing
reductions. Also as part of its downsizing actions, the DCMC disestablished 7
of its 9 districts, established an international district, and decreased its contract
administration offices from 140 to 81. In 1996, Program Decision
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Memorandum II allowed the DCMC to slow its decline in staffing levels to help
offset the addition of new workload. That work included administering
contracts at privatized depot maintenance facilities and fulfilling the role as the
DoD leader in implementing acquisition reforms. Also, the Military
Departments had come to rely on DCMC for the workload that they used to
perform in-house, and entire functions were sometimes transferred to the
DCMC without any additional staffing or funding. These experiences should
significantly contribute to the DCMC ability to readily meet the challenges
associated with absorbing the CAS responsibilities currently retained by the
AAP, ONR, and SUPSHIP.

o The existence of a single, consolidated CAS agency for all of DoD
will facilitate and expedite the implementation of the many acquisition reforms
planned and in process throughout the DoD. The DCMC is the lead
organization for many acquisition reforms and initiatives, including the Single
Process Initiative, Early CAS, Earned Value Management, and Software
Surveillance.

o Further consolidation of CAS within the DCMC will facilitate
ongoing standardization and centralization of contract payment processes. The
Defense Finance and Accounting Service would have to resolve only the
operational and policy issues of one organization. The consolidation would
similarly facilitate Electronic Commerce and Electronic Data Interchange
initiatives.

0 The DoD CAS regulations will be streamlined and reduced. Each
organization reviewed has developed its own CAS regulations or guidelines that
would be eliminated with the transfer of CAS to the DCMC. The U.S. Army
Industrial Operations Command, headquarters for the AAP, issued its own
Supplement to the Federal Acquisition Regulation that addresses several CAS
requirements. The ONR developed various grant and contract administration
guides that address voucher processing, property administration, contractor
purchasing system reviews, indirect cost negotiations, and grant and contract
closeouts. The Naval Sea Systems Command, headquarters for the SUPSHIP,
maintains a voluminous SUPSHIP operations manual for use by contract and
technical personnel as a guide for field administration of contracts for ships and
boats and as a contract administration tool for naval ship repair work in private
contractors’ plants.

Procedures for Delegating CAS to the DCMC. When delegations of CAS are
made to the DCMC, discussions between the contracting office and the DCMC
are usually held to determine which functions are to be delegated. The CAS
delegations are made in accordance with the Federal Acquisition Regulation
Subpart 42.2, “Assignment of Contract Administration,” and Subpart 42.3,
“Contract Administration Office Functions,” and the Defense Federal
Acquisition Regulation Supplement Subpart 242.2, “Assignment of Contract
Administration.” After agreement is reached, the specific functions being
delegated are formalized in writing to prevent duplication of effort by the
parties. The delegation decisions consider the flexibility provided by the
Federal Acquisition Regulation and the Defense Federal Acquisition Regulation
Supplement, the current workload and staffing of each of the organizations, and
the confidence the delegating office placed in the DCMC office. The
regulations provide sufficient flexibility to permit the Army and the Navy to
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tailor the delegation of CAS responsibilities to the DCMC while ensuring that
the Army and Navy maintain sufficient control to operate efficiently and to
effectively meet their mission requirements.

The U.S. Army Industrial Operations Command-Army
Ammunition Plants

Mission of the U.S. Army Industrial Operations Command and the Army
Ammunition Plants. In 1975, the Secretary of the Army was designated the
Single Manager for Conventional Ammunition. That mission is currently
satisfied by the U.S. Army Industrial Operations Command (I0C), a major
subordinate command of the Army Materiel Command, Alexandria, Virginia.
The IOC employs about 24,000 civilians and has installations and activities in
25 states and overseas. It is responsible for producing quality munitions and
large caliber weapons and for providing a full range of maintenance services for
modern weapons.

The IOC headquarters is staffed with technical specialists in areas such as
acquisition, engineering, environment, quality assurance, logistics management,
property control, safety, and security. The headquarters office maintains three
procurement divisions: the Ammunition Procurement Division, the
Environmental Procurement Division, and the Government-Owned, Contractor-
Operated/Facility Division.

The Ammunition Procurement Division is responsible for acquisition of
ammunition to be manufactured by commercial contractors. Contractors that
were awarded some of the larger contracts include Martin Electronics; Alliant
Techsystems; Bulova Technologies, Inc.; and Olin Corporation. The
Ammunition Procurement Division is composed of three branches and an
integrated product team that was established for 120 millimeter tank
ammunition. Routine contract administration for the IOC commercial contracts
and the tank ammunition contract is consistently delegated to the DCMC. The
IOC retains functions related to technical changes and review as well as all
actions that involve funding and legal issues.

The Environmental Procurement Division is responsible for awarding and
administering the contracts required in implementation of the DoD Chemical
Demilitarization Program. The program involves constructing buildings,
equipping the buildings with necessary chemical weapons destruction
equipment, destroying the chemical weapons, and destroying the buildings
themselves. The program is expected to last as long as 10 years and is currently
planned to involve nine sites.

Responsibility for the construction of the buildings and contract administration
during the construction phase is assigned to the U.S. Army Corps of Engineers.
Once construction is completed, contract administration responsibility for the
remaining parts of the contracts is retained by the IOC, which believes that CAS
retention is necessary to maintain continuity and consistency for this sensitive,
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long-range program. The Environmental Procurement Division also contracts
for site clean-up requirements. Contract administration for the clean-up
contracts is routinely delegated to the DCMC.

The Government-Owned, Contractor-Operated/Facilities Division is responsible
for directing, managing, and controlling the contract planning, executing, and
administering for the entire Government-Owned, Contractor-Operated AAP
complex. There are 7 active and 14 inactive AAP. Civilian personnel
employed at the AAP totaled 254, and military personnel totaled 21.

Appendix C lists the specific AAP sites and the personnel assigned to each site.
The AAP are staffed with a variety of specialists similar to those working at
IOC headquarters, with no duplication of effort, however, because the roles of
the AAP specialists and IOC specialists are quite different. The AAP specialists
are involved in the day-to-day, on-site review of contractor operations. The
IOC retains those CAS that involve resolution of audit and technical issues,
funding, or the need for legal input. Other than the limited CAS functions
noted, the IOC headquarters personnel are not involved with overseeing contract
performance. They are primarily involved with acquisition responsibilities and
I0C-wide issues, such as planning future ammunition requirements and
reviewing current processes in their specialties to identify areas requiring
improvement.

Army’s Reasons for Retaining CAS. The AAP study conducted during 1990
and Army comments made during this evaluation addressed various reasons for
the Army's retention of CAS responsibilities at the AAP. The following
reasons were considered most significant. The Army achieved the 25-percent
AAP staff reduction envisioned with transfer of CAS to the DCMC before a
decision was made on retaining or delegating CAS to DCMC. Second, safety,
environmental, and security issues present a significant potential threat, which
the Army believes are best addressed by the Army's centralized ammunition
management personnel. Further, non-CAS functions comprise more than half
the AAP workload, and CAS and non-CAS functions are not easily separated.
Lastly, the Army believes that transfer of AAP CAS to the DCMC would
increase overall staffing requirements.

During the earlier AAP study, the IOC obtained estimates from AAP personnel
in various positions regarding functions performed and time spent on those
functions. That information was used to estimate typical percentages of CAS
and non-CAS functions performed at the AAP. The AAP personnel said that
CAS functions comprise about 50 percent of their total AAP efforts.

The AAP absorbed the 25-percent staff reduction, even before completion of the
earlier study, and this action was a significant factor in the study
recommendation and the Army decision to retain CAS at the AAP. However,
that action has no effect on our current evaluation, which shows that AAP
closures and further downsizing have reduced the AAP resource level from
about 700 during the previous study to a current level of about 250.

The contractors and subcontractors, not AAP personnel, are responsible for
implementing safety, environmental, and security requirements at the AAP.

The role of the AAP personnel is generally to ensure that those requirements are
adequately implemented by contractor or subcontractor personnel. The DCMC
routinely provides those types of CAS services in contracts that it administers
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U.S.

and is able to perform the necessary CAS functions in those areas at the AAP.
The DCMC can draw on a large pool of specialists and bring necessary
resources to prevent potential problem areas. ’

Many AAP personnel perform both CAS and non-CAS functions. The prior
AAP study concluded that separating the CAS functions and assigning them to
the DCMC would increase overall DoD staffing. However, the additional
staffing determination assumed that overlapping or duplicating functions by
Army and DCMC personnel would occur if AAP CAS were transferred to the
DCMC. A detailed personnel staffing assessment was not made. The report on
the prior AAP study states, "In the event that AAP CAS is transferred to
DCMC, actual resource and personnel transfers would need to be further
studied and negotiated."

Overlapping or duplicating of effort will not necessarily occur if the DCMC is
delegated AAP CAS. In fact, the objective of the consolidation is to avoid the
present situation of multiple organizations providing CAS. There is obvious
duplication in the present arrangement that cannot be avoided while
consolidation, if properly implemented, can ensure an efficient and effective use
of resources. Some of the AAP CAS requirements may be satisfied on a mobile
basis rather than a resident basis simply because of the large number and
dispersal of DCMC offices. Moreover, the DCMC has centralized some CAS
specialties, such as insurance and pension and electronic data processing
reviews, and those services would be available to the AAP on a mobile basis.

Improved Efficiency Through CAS Delegation. In addition to the overriding
reasons cited earlier for delegating all DoD CAS to the DCMC, several specific
reasons support transfer of CAS from the AAP to the DCMC.

o The DCMC has the capability to perform the CAS effectively. The
prior AAP study acknowledged that the DCMC is able to perform CAS for the
AAP, without loss in coverage or service.

o The DCMC also currently has the capability to provide several
services, which the AAP considered to be non-CAS and unique to the AAP.
Representatives of the DCMC stated that they routinely employ personnel who
perform functions involved with security, safety, traffic management,
engineering, and ammunition quality control.

o Representatives of the DCMC indicated that they may be able to
satisfy many of the required CAS on a nonresident basis by use of their existing
field offices. Therefore, economies could be realized through staff reductions
by transferring CAS to the DCMC.

Navy Office of Naval Research

Office of Naval Research Mission and Composition. The mission of the
ONR is to provide leadership to the Navy's research program and management
and direction for all research, development, test, and evaluation conducted by
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the ONR. Also, the ONR is responsible for providing overall management and
direction to the Navy's Patent Program, controlling the Navy Research
Development and Evaluation budget, acting as the Navy focal point for
worldwide research information, and conducting the contract management
program at educational institutions in support of all Federal agencies.

Regarding contract management, the ONR is responsible for conducting grant
and contract administration services (G&CAS) for its own grants and contracts
and those awarded to educational institutions by the Army, Navy, Air Force,
National Aeronautics and Space Administration, Department of Energy, and
other Federal agencies. The ONR currently performs those administration
functions because over the years, it developed a unique expertise in dealing with
educational institutions and non-profit organizations.

The ONR carries out its G&CAS responsibilities through its University Business
Affairs Division established solely for that purpose. The division employs
about 76 field personnel situated in 5 regional offices and several small branch
offices. The field office staffs consist primarily of contract administrators,
grant specialists, procurement technicians, and administrative support personnel.
Also, 9 University Business Affairs personnel are at the headquarters office in
Ballston, Virginia. A list of the personnel assigned to each of the offices is in
Appendix D. Five headquarters employees negotiate indirect cost rates for
educational institutions and non-profit organizations. The remaining
headquarters employees manage the field offices.

ONR Retention of G&CAS. The ONR believes that it should retain G&CAS
for grants and contracts awarded to educational institutions and non-profit
organizations because ONR personnel are knowledgeable of the regulations
developed specifically for those entities; ONR personnel know the systems those
institutions and organizations maintain; all ONR efforts deal with educational
institutions and non-profit organizations, and ONR believes its customers are
satisfied with its work.

Those reasons were the basis for ONR conducting G&CAS even after the
DCMC was established as a single DoD contract administration organization.
This authority for conducting G&CAS is formally recognized in the Defense
Federal Acquisition Regulation Supplement 242.203 (a)(i)(B) in which
allowance is made for DoD activities to continue to administer contracts for
research and development with universities. Nevertheless, our evaluation
showed that streamlining and downsizing actions have changed the way in
which the ONR provides G&CAS. The unique expertise arguments of the past
are no longer pertinent. , o

The ONR no longer maintains on-site offices at the institutions and
organizations that it serves. Most of its efforts are spent in performing non-
complex, routine tasks, such as processing payment requests, closing grants and
contracts, and performing occasional purchasing system and property control
reviews of universities. The DCMC routinely performs all of these functions.

Efficiencies in Delegating G&CAS. What follows are other reasons that
support the transfer of CAS from the ONR to the DCMC.

10
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o Representatives of the ONR acknowledged that the DCMC could
perform the G&CAS being performed by the ONR. They are concerned,
however, about the time required for the DCMC to become knowledgeable of
operations of educational institutions and non-profit organizations and that when
overall workload is particularly heavy, those entities might receive inadequate
attention.

o The purchasing system reviews conducted by the ONR should
decrease significantly due to the review requirement threshold revision from $10
to $25 million. Moreover, those reviews often duplicate coverage of
universities by independent public accountant audits performed in accordance
with the Office of Management and Budget Circular A-133, “Audits of
Institutions of Higher Education and Other Non-Profit Institutions.” Circular
A-133 audits are required to cover the universities’ purchasing and property
control systems.

o The ONR does not maintain an on-site presence at the institutions and
organizations over which it has G&CAS cognizance. It operates from five
regional offices and several small branch offices. The DCMC maintains about
80 major CAS offices and various operating locations within those offices,
which are dispersed throughout the United States. As a result of DCMC
maintaining significantly more field offices than ONR, the DCMC should be
able to reduce travel costs and review time in the performance of field reviews
of the institutions over which the ONR presently has CAS cognizance.

o The DCMC would likely streamline the G&CAS currently being
conducted by the ONR. Of particular concern are the areas in which the ONR
regional offices seem to expend most of their time such as processing payment
requests and closing grants and contracts awarded to many low-risk educational
institutions and non-profit organizations. Further, reliance on grantee and
contractor systems and Defense Finance and Accounting Service review efforts
should substantially reduce the time currently spent for the payment request
review function.

The ONR personnel do not perform any unique non-CAS functions. The ONR
has established regional offices and a headquarters staff that are solely dedicated
to G&CAS. This structure allows a ready determination of the numbers of
people conducting G&CAS functions and should facilitate the determination of
DCMC staffing requirements.

The U.S. Navy Supervisor of Shipbuilding, Conversion and
Repair

Supervisor of Shipbuilding, Conversion and Repair Mission. The SUPSHIP
has a two-fold mission: to be the technical, business, and contractual on-site
agent for the Naval Sea Systems Command and to be the DoD Designated
Contract Administrator for shipbuilding and ship repair contracts. The Navy
requires real-time technical, programmatic, and contractual responsiveness in
shipbuilding and ship repair to accommodate emergent fleet requirements,
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growth, new work, changes, safety, environmental issues, and integrated
logistics support to ensure fleet readiness. Therefore, during 1996, the Navy
maintained 12 SUPSHIP offices that employed about 2,400 civilians. A list of
the SUPSHIP staffing assigned to each of the offices is in Appendix E. The
staffing is expected to be further reduced to 9 SUPSHIP and 2,300 employees
during 1997.

The SUPSHIP performs one-stop services for its customers. It is involved with
planning requirements; contracting; contract administration; technical, logistics,
and crew support; and testing and sea trials. These functions are much broader
than CAS, which are estimated to comprise about 40 percent of the SUPSHIP
functions. The Navy believes the SUPSHIP integrated CAS and non-CAS
operation is efficient and effective.

Navy Justification for Retaining SUPSHIP CAS. The earlier SUPSHIP
studies concluded and the current position of the Navy is that the Navy should
retain SUPSHIP CAS for several reasons. The most significant reasons are that
the SUPSHIP consists primarily of field technical and engineering activities
with CAS functions representing only about 40 percent of the total SUPSHIP
operations; the same personnel often accomplish CAS and non-CAS functions,
and separation of the functions would not result in a more cost-effective or
operationally responsive organization; and significant risk to successful mission
performance for both CAS and non-CAS functions would result if SUPSHIP
responsibilities were divided.

After reviewing the SUPSHIP offices, we concluded that the 40-percent CAS
estimate is reasonable. However, we question the conclusion resulting from the
prior studies that separation of CAS functions from SUPSHIP personnel would
not result in a more cost-effective organization. That conclusion was a
judgmental determination based on the premise that separating the CAS and
non-CAS functions from the individuals now performing those functions would
be difficult and would probably result in duplicating or overlapping effort. The
Navy and DCMC team members who participated in the studies discussed in
detail each function performed by the SUPSHIP and designated those functions
as CAS, delegable CAS, or non-CAS. Supporting analysis showed that the
study team members could not always agree which designations were proper.

In fact, the 1992 report on the SUPSHIP study stated, "Should a decision be
made to transfer SUPSHIP CAS to DCMC, a detailed site-by-site resource and
workload assessment must be performed.” We agree that further analysis would
be required. Successful performance of both CAS and non-CAS functions
would not be impeded if SUPSHIP responsibilities were divided. The DCMC
has been administering major contracts throughout the DoD without negatively
affecting mission performance and often with on-site program manager
representatives.

Potential for Delegation of SUPSHIP CAS. We visited six SUPSHIP offices
to evaluate their operations and missions. We also visited several types of
DCMC CAS offices: a large resident office, the DCMC Aircraft Program
Management Office, and the DCMC field office that administers the Military
Sealift Command operational contracts. Representatives of the DCMC said that
those offices were performing CAS functions similar to the normal CAS
functions the SUPSHIP offices conducted.
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The resident DCMC office is organized into three primary groups: the
Technical Assessment Group, Management Support Group, and Operations -
Group. The Technical Assessment Group consists mainly of a 19-person
Business Finance Team involved with overseeing contractor safety procedures,
conducting contractor purchasing system and property control reviews, and
negotiating forward pricing and final overhead rates. The Management Support
Group is a 10-person office that provides budget, automation, and travel
support. The Operations Group of about 60 personnel is organized around
major program customers. This group employs administrative contracting
officers, contract specialists, cost/price analysts, engineers, management
analysts, and quality assurance specialists. The group works closely with its
program offices, with the largest program employing about 60 on-site
personnel.

While the DCMC has had limited involvement with shipbuilding (see the
discussion below on DCMC administration responsibilities regarding several
Military Sealift Command ships), it could readily assimilate the knowledge and
expertise needed to address the unique CAS complexities of the shipbuilding
industry. The DCMC employees had to become familiar with similar
complexities when administering contracts for building aircraft and satellites.
Personnel believe that those types of contracts are at least as complicated as
shipbuilding and similarly involve substantial funding. Not only did the DCMC
representatives indicate that they could perform the contract administration
required for the SUPSHIP, but they also emphasized that one current DCMC
initiative is increased involvement with its customers and use of the flexibility
available within the acquisition regulations to provide as many services to its
customers as practicable.

The DCMC established the Aircraft Plant Maintenance Office in February 1988
for a 3-year test. It became a contract administration office in December 1992
and today operates as an informal center of excellence within the DCMC for
aircraft maintenance contracts. The Aircraft Plant Maintenance Office has a
headquarters office in Marietta, Georgia, and 12 field offices. About 95 people
provide acquisition and business strategy support and administration to DoD
customers for aircraft overhaul, maintenance, repair, modification, and logistics
support contracts. Similar to the SUPSHIP, the aircraft plant maintenance
offices deal with a unique, mission-critical, high-dollar value product that needs
continuing technical support and focus on timely delivery. The primary
difference between the SUPSHIP and these aircraft maintenance offices is the
greater reliance that the Aircraft Plant Maintenance Office places on contractor
systems and contract terms and conditions to ensure that contractors adequately
perform. The DCMC emphasizes more of an oversight approach to CAS and
holds the contractor responsible for complying with the contract requirements.

The DCMC office that conducts some contract administration for the Military
Sealift Command is located at the Picatinny Arsenal. That office is
administering a contract that the Naval Sea Systems Command awarded for
delivery of five newly converted large, medium speed, roll on/roll off ships to
the Military Sealift Command. The ships are Government-owned, civilian-
operated vessels that conduct strategic airlift for the U.S. Army. The Military
Sealift Command and the DCMC entered into a memorandum of agreement that
defines the functions and responsibilities of each organization with respect to
administering the contract. On October 13, 1995, the Military Sealift
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Command issued a letter of delegation assigning CAS responsibility to the
DCMC. The DCMC hired five technical people to support this contract, and its
representatives stated that this contract is the first of its type that has been
delegated to DCMC for contract administration.

From reviews of the DCMC offices discussed above, we determined that the
DCMC is able to conduct the types of CAS the SUPSHIP provides. Our
reviews and discussions with DCMC headquarters representatives convinced us
that the SUPSHIP CAS requirements are not unique when compared to those of
other major DoD organizations whose contracts the DCMC administers.

Several other specific reasons support transfer of the SUPSHIP CAS function to
the DCMC.

o The prior studies concluded and we concur that SUPSHIP CAS
functions can be separated from non-CAS functions.

o The DCMC already performs complex CAS functions for DoD,
including functions similar to those that would be expected with transfer of
SUPSHIP CAS to the DCMC. Therefore, a transfer would not pose any
insurmountable problems provided adequate resources were transferred with the
delegation authority.

o Several large DCMC offices are presently assigned CAS
responsibilities and are collocated with large program office staffs, a condition
that would exist with the transfer of SUPSHIP CAS to the DCMC.

According to DCMC representatives regarding several CAS functions being
performed by the SUPSHIP, the SUPSHIP offices may be doing more than
what would be required of an independent CAS office. For example, the
SUPSHIP has personnel assigned to functions, such as ordering, tracking, and
receiving selective materials for the construction and repair of Navy ships. The
DCMC representatives said that those types of functions are normally contract
requirements in the contracts that DCMC administers. Also, the SUPSHIP was
performing extensive reviews of engineering drawings. The DCMC
representatives also indicated that the DCMC CAS policies emphasize the need
to conduct limited engineering drawing reviews and to concentrate on the
adequacy of the contractor’s system, which emphasizes reliance on the
contractor to provide the services. A fresh look at the SUPSHIP CAS
requirements by the DCMC would potentially further streamline CAS functions
that the SUPSHIP presently conducts.

Contracting Officer Independence. Because of the strong management roles
taken by the IOC over the AAP and by the Naval Sea Systems Command over
the SUPSHIP, there is potential for influence on contracting officer decisions
and associated contract performance.

A key element of independence is freedom from personal and organizational
impairments. Administrative contracting officers must be independent of the
contractors they have cognizance over and the customers to whom they provide
services. The IOC and the Naval Sea Systems Command are major commands
heavily involved with buying responsibilities, while also being responsible for
some specific contract administration functions and for overseeing on-site
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contract administration. In our opinion, there is an inherent potential conflict of
interest in having the procuring and administrative contracting officers in the
same command. Officials with both of these responsibilities may not be
independent with regard to judgments affecting their department’s programs.
Shifting the responsibility for contract administration decisions from officials
who could be influenced by program or other buying command personnel would
provide the checks and balances necessary to resolve real or perceived conflicts
of interest. Not only must the CAS organization be independent in fact, but it
must also be viewed as independent and impartial by key parties, including the
Congress and the general public.

Summary

The AAP, ONR, and SUPSHIP retained contract administration responsibilities
even after the establishment of the DCMC as a single consolidated DoD contract
administration organization. The DCMC is fully capable of performing the
CAS required for these three components, including some non-CAS duties
believed to be unique to each. The failure to delegate the contract
administration responsibilities to the DCMC has prevented the DoD from
realizing the economies of scale envisioned with the establishment of the
DCMC. Delegation of AAP, ONR, and SUPSHIP contract administration
responsibilities to the DCMC would increase efficiencies and could result in
reduced staffing and operation costs. Fewer regulations, personnel dedicated
solely to contract administration, greater independence and consistency in
decision making, one contract administration face to industry, and improved
uniformity and expediency in implementing acquisition reforms would also
result. Transfer of AAP, ONR, and SUPSHIP contract administration
responsibilities to the DCMC would additionally allow for an independent, fresh
look at the processes in place and provide the potential for further streamlining
opportunities. Providing some contract administration services to the AAP on a
non-resident basis, conducting fewer engineering drawing reviews, and
contracting out the material and other parts acquisitions performed by the
SUPSHIP are examples of potential streamlining that should be considered. We
have presented various reasons that support transfer of additional contract
administration responsibilities to the DCMC. However, in order to more
adequately determine the cost-effectiveness of the transfers, we believe that
additional studies are preferable before a decision is made on the transfer.

Management Comments on the Finding and Evaluation
Response

Management Comments. Each of the organizations that commented on the
report emphasized that the evaluation did not demonstrate the cost savings
and/or benefits to be realized by transferring CAS responsibilities to the
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DCMC. The Acting Deputy Under Secretary of Defense (Acquisition Reform)
responded that the evaluation lacks supporting analysis and critical examination
of the effects such transfers would have on the organizations and their
customers. The Acting Deputy Under Secretary further stated that a full
analysis of the recommended changes was needed before a final decision could
be made.

Evaluation Response. Our tasking from the Deputy Secretary of Defense was
to identify opportunities for process improvement of the DCMC mission,
operation, and organizational structure. We did not attempt to perform the
detailed and lengthy analysis required to determine exactly how many of the
present resources could or should be reassigned to the DCMC. Such an analysis
was beyond the scope and resources of our evaluation. The underlying premise
of our tasking, as stated in the DLA comments on our report, is that “CAS
function consolidations have historically proven to save costs,” and we found no
convincing evidence to the contrary during our review. Nevertheless, we fully
agree with the Acting Deputy Under Secretary that analyses of the economic
effects will better substantiate a final decision on the transfer of CAS
responsibilities to the DCMC. We, therefore, revised the final report and
recommend that the Under Secretary of Defense for Acquisition and Technology
initiate the required analyses.

Recommendations, Management Comments, and Evaluation
Response

Deleted and New Recommendations. As a result of management comments,
we deleted draft report Recommendation 1. for the Under Secretary of Defense
for Acquisition and Technology to direct the Defense Acquisition Regulation
Council to eliminate Defense Federal Acquisition Regulation Supplement
242.203(a)(i)(B). The Supplement authorizes DoD Components, to include the
ONR, to retain contract administration of contracts for research and
development with universities. Eliminating the authorization should be
reconsidered if further analyses determine that ONR grant and contract
administration responsibilities should be transferred to the DCMC. We also
deleted draft Recommendations 2. and 3. regarding the transfer of additional
contract administration responsibilities to the DCMC pending an in-depth cost
benefits analysis.

We recommend that the Under Secretary of Defense for Acquisition and
Technology charter a joint executive-level review of the effectiveness of
consolidating contract administration responsibilities of the U.S. Army
Ammunition Plants; the Office of Naval Research; and the U.S. Navy
Supervisor of Shipbuilding, Conversion and Repair in the Defense Contract
Management Command. Because of the unique differences of each
organization, separate process action teams should be established to
perform the analysis of each organization. Team members should include
representatives of the Office of the Secretary of Defense; the Office of the
Inspector General, DoD; the organizations being analyzed, and the Defense
Contract Management Command.
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Under Secretary of Defense for Acquisition and Technology Comments.
The Acting Deputy Under Secretary of Defense (Acquisition Reform)
nonconcurred with the draft report, emphasizing that the Defense Federal
Acquisition Regulation Supplement 242.203(a)(i)(B) authorizes all DoD
organizations, not just ONR, to retain administration of research and
development contracts with universities. Therefore, elimination of that
provision should not be made, unless it is determined that there would be no
effect on DoD organizations other than ONR. Management also stated that the
decision for the transfers should not be based on whether the DCMC is capable
of performing the required contract administration services or whether the
arguments for transfer of the additional contract administration responsibilities
to the DCMC are persuasive. The decision should be based on supporting
analyses and critical examination of the effects such transfers would have on the
organizations and their customers. Absent that level of review and
documentation, management cannot concur with the recommended transfer.
Instead, the Acting Deputy Under Secretary recommended that full analyses of
the proposed changes be accomplished before issuance of our final report.

Evaluation Response. We consider management comments responsive. As a
result of the comments, we deleted the draft report recommendation to eliminate
the Defense Acquisition Regulation Supplement 242.203(a)(i)(B). The
recommendation was based on the premise that ONR is the only DoD
organization that conducts DoD grant and contract administration for research
and development contracts with universities. Accordingly, implementation of
our recommendation to transfer ONR grant and contract administration
responsibilities to the DCMC would necessitate elimination of the regulation
authorizing DoD organizations other than DCMC to retain those
responsibilities. We believe, however, that the continuing need for the Defense
Acquisition Regulation Supplement provision should be reexamined if additional
analyses result in a decision that ONR grant and contract administration
responsibilities should be transferred to the DCMC.

We understand management’s reservations in not transfering contract
administration services in the absence of detailed cost benefit and mission
effects documentation. In our planning process for this evaluation, we
considered conducting such an analysis. However, we determined that the
analysis was beyond the scope of the evaluation requested by the Deputy
Secretary of Defense. Further, we believed that the resources required to
conduct such an analysis could be cost prohibitive and might not be necessary to
decide on the appropriateness of the transfers. We based our decisions on the
fact that the prior studies at the AAP and SUPSHIP resulted in CAS retention
decisions, even though the prior studies did not produce detailed supporting
documentation on cost benefits related to retention of contract administration
services by the AAP or the SUPSHIP.

For example, the 1992 report on the SUPSHIP functions indicated that the Navy
and DLA representatives could not always agree on whether certain functions
were contract administration or non-contract administration services. The report
also emphasized that a detailed site-by-site resource workload assessment would
have to be performed if the decision was made that SUPSHIP contract
administration responsibilities were to be transferred to the DCMC. The prior
studies concluded that since contract administration and non-contract
administration functions were often performed by the same personnel, it would
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not be cost-effective to separate the contract administration functions and assign
them to the DCMC. Also, there are many ways in which cost-benefit analyses
can be conducted, and any one could be subject to scrutiny by the Services.

We maintain that the advantages of centralization are sufficient to warrant the
recommended transfers and that in the long run, the recommended transfers will
benefit the DoD. Such streamlining is in keeping with the objectives of the
National Performance Review. However, we agree that a full analysis of the
recommended changes will lend substantial credibility to implementation of the
recommendations. Therefore, we revised the final report recommendation to
establish separate process action teams to perform the analysis of each of the
affected organizations. We do not agree that delaying issuance of our final
report until completion of the full analysis is appropriate.

We request that the Under Secretary of Defense for Acquisition and Technology
provide comments on the final report to include milestones for initiating and
completing the recommended analyses.

Army Comments. The Army did not specifically concur or nonconcur with the
draft report recommendation to transfer AAP contract administration
responsibilities to the DCMC. The Army believes that our evaluation has merit
but that the conclusions regarding the AAP are unsupported and that the draft
recommendations are premature. There is no evidence to support that changes
since the 1990 study of the AAP have invalidated the results of the previous
study. Before attempting to transfer the contract administration responsibilities
of the AAP to the DCMC, the subject should be jointly studied again.

b

Navy Comments. The Navy nonconcurred with the recommendation for
elimination of the Defense Federal Acquisition Regulation provision that waives
the mandatory assignment of contract administration services to the DCMC.
The Navy stated that the ONR does not use this exception as the basis for
conducting its administration of university research and development contracts.
The provision was developed in recognition of the fact that DoD commands
may have valid reasons to retain administration of their own research and
development awards with universities. The Navy believes that the entire DoD
contracting community should be consulted before eliminating the provision.

Regarding the draft report recommendation for transfer of contract
administration responsibilities of the ONR and SUPSHIP, the Navy referred to
contract administration retention decisions made as a result of earlier studies and
determinations. The Navy believes that no new information has been presented
to substantiate changes to the earlier decisions. The Navy also submitted
various rebuttals to discussions in the draft report that supported the transfer of
contract administration responsibilities to the DCMC.

Defense Logistics Agency Comments. The DLA acknowledged that
consolidations of contract administration services have historically proven to
avoid costs. However, DLA also stated that the draft report lacked the detailed
analysis of benefits to be gained by all parties involved. DLA believes that
conducting the CAS responsibilities currently retained by the AAP, ONR, or
SUPSHIP CAS will not provide any significant opportunity for cost benefits.
DLA also emphasized that the DCMC was not involved in the evaluation and
that it has been some time since DLA looked at the feasibility of consolidating
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those organizations within the DCMC. In conclusion, the DLA recommended
that a full cost-benefit analysis be performed to support the recommendations.

Evaluation Response. We believe that our revised recommendation and our

response to comments from the Acting Deputy Under Secretary of Defense
(Acquisition Reform) adequately address the Army, Navy, and DLA comments.
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Appendix A. Evaluation Process

Scope and Methodology

We reviewed mission statements, operations, organizational structures, and
alignments of the AAP, the ONR, and the SUPSHIP. We also evaluated the
reasons addressed in prior reports and reasons the Army and Navy presented for
their continued retention of CAS responsibilities for the AAP, the ONR, and the
SUPSHIP.

We reviewed DCMC offices performing CAS functions similar to those retained
by the organizations under review. We held discussions with contractor
officials and other DoD agency representatives to determine their reactions to
the possible transfer of CAS responsibilities and any obvious effect on their
operations, especially as related to the many recent DoD acquisition
improvement initiatives.

We interviewed DoD administrative and procurement contracting officers and
specialists in the areas of grants, quality assurance, logistics management, the
environment, safety, and security. We also interviewed planners, program
management officials, engineers, auditors, and accountants.

The DCMC was established to have one centralized CAS organization for all of
DoD to increase the effectiveness and efficiency of DoD CAS operations while
reducing staffing requirements and lowering costs related to CAS. We believe
that those results have occurred with the establishment of the DCMC and that
similar results will occur with the additional centralization of CAS for the AAP,
the ONR, and the SUPSHIP. Accordingly, we believe that the organizations
under review should be tasked with presenting convincing data or arguments to
justify that their CAS responsibilities should not be delegated to the DCMC.
We, therefore, limited our review to the DCMC offices stated above.

We did not believe it necessary to review all functions performed and the time
spent on the functions by each employee of the organizations under review and
then to estimate whether delegating identified CAS functions to the DCMC
would increase or decrease staffing for each office. This type of detailed review
was discussed during past studies but never performed. That decision, as well
as our own, considered the amount of time and cost that would be involved with
such a study and the subjectivity concerning any of the related conclusions. In
the prior studies, agreements could not be consistently reached as to whether
certain functions performed were CAS or non-CAS.

We visited or contacted individuals and organizations within DoD and several

contractors familiar with the department’s contract administration
responsibilities.

22



Appendix B. Summary of Prior Studies

AAP

When the DCMC was established in 1990, a joint DLA/Army Study Team was
formed in accordance with DMRD 916 to reevaluate the earlier Joint Office of
the Secretary/DoD Task Force recommendation to exclude the AAP from the
DCMC. The study team's objectives were to identify those CAS functions that
the AAP performs and to review the feasibility of consolidating the CAS
functions within the DCMC. That study showed that more than half of the
AAP workload is non-CAS related. The study team also found the CAS and
non-CAS functions performed at the AAP were so intertwined they could not be
easily separated. The study confirmed the appropriateness of the earlier
determination that the fully integrated management process over the
development, production, inventory management, and delivery of ammunition
was effective. The study further concluded that the AAP CAS transfer would
neither enhance readiness nor effect cost avoidances. The prevalent situation of
one buying office, one contract, and one contractor per plant minimizes
monetary benefits in the view of previous studies. As a result of those
determinations, the Army would retain the responsibility for AAP CAS.

ONR

Since its inception in 1946, various studies regarding the ONR conduct of
G&CAS contributed to changes in ONR structures and locations. However, no
specific studies were conducted to determine whether the ONR should transfer
its G&CAS function to the DCMC.

SUPSHIP

Also at the time of the establishment of the DCMC in 1990, a joint DLA/Navy
Study Team was formed to reevaluate the earlier Joint Office of the Secretary of
Defense/DoD Task Force recommendation to exclude SUPSHIP CAS from the
DCMC. The initial recommendation was made because the SUPSHIP was
considered to involve primarily field technical and engineering activities that
participated in the solicitation and award of ship overhaul and repair contracts to
private sector shipyards (procurement contracting officer functions). The
SUPSHIP CAS functions were believed to be minor.

The DLA/Navy study team was tasked with identifying non-CAS functions
being performed by the SUPSHIP and determining the feasibility of
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consolidating the SUPSHIP CAS functions within the DCMC. The 1990 study
concluded that 50 percent or more of the SUPSHIP functions was outside the
mission of the DCMC, the non-CAS functions are not readily severable from
the SUPSHIP non-CAS functions, and transfer of SUPSHIP CAS to the DCMC
would probably increase staffing due to duplication caused by the Navy's need
to retain a presence at contractor facilities to perform non-CAS functions. The
related recommendation was for the Navy to retain full management control of
the SUPSHIP. The Deputy Secretary of Defense decided not to act on the
December 1990 report. He deferred his decision pending further evaluation.

The then Under Secretary of Defense (Acquisition), retitled Under Secretary of
Defense for Acquisition and Technology, November 1993, established a joint
Office of the Secretary of Defense/DLA/Navy review team to perform the
additional review required by the Deputy Secretary of Defense. That review,
conducted in accordance with Defense Management Review Decision 916,
"Streamlining Contract Management," resulted in a December 1992 report that
contained conclusions similar to the 1990 report. Once again, the
recommendation was for the Navy to retain the SUPSHIP CAS functions.

At the time of the prior studies, 15 SUPSHIP activities employed about 4,600
civilian employees. Due to directed staff reductions caused primarily by
anticipated workload reductions, the staffing level was projected to be reduced
to 2,600 by FY 1997. As indicated in the report, the 1996 staffing of about
2,400 has already slightly bettered that projection.
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Appendix C. Organization and Staffing for the
Army Ammunition Plants

Included in the Army mission of being the Single Manager for Conventional
Ammunition, the U.S. Army Industrial Operations Command is the
responsibility for overseeing the operation of the 21 Government-Owned,
Contractor-Operated Army ammunition plants. The ammunition plants employ
about 250 DoD civilians at 7 active and 14 inactive plants. About 20 military
personnel are also assigned to the active plants. The plants and approximate

staffing follow.

 Active Plants

_ Civilian Staffing |

=
=
g
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=5
oQ

Hawthorne 36 3
Holston 20 3
Iowa 23 3
Lake City 26 3
Lone Star 19 3
Milan 27 3
Radford 27 3
Subtotal 178 21
Inactive Plants
Alabama 1
Badger 5
Cornhusker 3
Indiana 5
Joliet 4
Kansas 10
Longhorn/Louisiana 15
Mississippi 3
Ravenna 4
Riverbank 4
Scranton 8
Sunflower 6
Twin Cities 4
Volunteer 4
Subtotal 76
~ Total 254 21
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Appendix D. Organization and Staffing for the
Office of Naval Research

The Office of Naval Research established a separate division, the University
Business Affairs Division, to administer grants and contracts the Office of Naval
Research awarded to universities and nonprofit businesses and those awarded by
other DoD and Federal organizations. The University Business Affairs Division
is staffed with 9 headquarters personnel and 76 field personnel. The assignment
of those positions is shown below.

Director's Office 5
Field Operations Branch 2
Indirect Costs Branch 5
Subtotal 9
Rggioﬁal: Offices
Atlanta | 14
Boston 14
Chicago 14
San Diego 14
Seattle 12
Subtotal - 68
S;yspems.jité.yiew Branches
Albuquerqhe 1
Austin 1
Boston 5
Chicago 1
Subtotal 8
85
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Appendix E. Organization and Staffing for the
U.S. Navy Supervisor of Shipbuilding,
Conversion and Repair

The Supervisor of Shipbuilding offices were established to satisfy a two-fold
mission: to be the technical, business, and contractual on-site agent for the
Naval Sea Systems Command and to be the DoD Designated Contract
Administrator for shipbuilding and ship repair contracts. During 1996, the
Navy maintained 12 Supervisor of Shipbuilding offices and three detachments
within the United States to accomplish that mission. The locations and staffing
positions within those offices follow.

PSHIP Office  Staffing
Bath, ME 225
Charleston, SC 33
Groton, CT 215
Jacksonville, FL 140
Long Beach, CA 10
New Orleans, LA 251

*Det Sturgeon Bay 10
Newport News, VA 316
Pascagoula, MS 290
Portsmouth, VA 330

*Det Colts Neck 33
Puget Sound, WA 95
San Diego, CA 401

*Det Pearl Harbor 41

Francisco, CA 20
Total 2410

* Det - Detachment
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Office of the Secretary of Defense

Deputy Secretary of Defense

Under Secretary of Defense for Acquisition and Technology
Deputy Under Secretary of Defense (Acquisition Reform)
Director, Defense Logistics Studies Information Center

Under Secretary of Defense (Comptroller)

Assistant Secretary of Defense (Public Affairs)

Director, Defense Procurement

Department of the Army

Assistant Secretary of the Army (Research, Development, and Acquisition)
Auditor General, Department of the Army

Department of the Navy

Assistant Secretary of the Navy (Financial Management and Comptroller)
Assistant Secretary of the Navy (Research, Development, and Acquisition)
Auditor General, Department of the Navy

Department of the Air Force

Assistant Secretary of the Air Force (Acquisition)
Assistant Secretary of the Air Force (Financial Management and Comptroller)
Auditor General, Department of the Air Force

Other Defense Organizations

Director, Defense Contract Audit Agency
Director, Defense Finance and Accounting Service
Director, Defense Logistics Agency

Commander, Defense Contract Management Command
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Non-Defense Federal Organizations and Individuals

Office of Management and Budget
Technical Information Center, National Security and International Affairs Division,
General Accounting Office

Chairman and ranking minority member of each of the following congressional
committees and subcommittees:

Senate Committee on Appropriations

Senate Subcommittee on Defense, Committee on Appropriations

Senate Committee on Armed Services

Senate Committee on Governmental Affairs

House Committee on Appropriations

House Subcommittee on National Security, Committee on Appropriations

House Committee on Government Reform and Oversight

House Subcommittee on Government Management, Information, and Technology,
Committee on Government Reform and Oversight

House Subcommittee on National Security, International Affairs, and Criminal
Justice, Committee on Government Reform and Oversight

House Committee on National Security
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Acting Deputy Under Secretary of Defense
(Acquisition Reform) Comments

OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON
WASHINGTON, DC 20301-3000

09 0CT %97,

ACOUISITION AND
TECHNOLOGY

MEMORANDUM FOR DEPUTY ASSISTANT INSPECTOR GENERAL (AUDIT POLICY AND
OVERSIGHT)

THROUGH; DIRECTOR, CONGRESSIONAL ACTIONS AND INTERNAL REPORTS, AP}

SUBJECT: Draft Evaluation Report on the Consolidation of DoD Contract Administration
Services (Project No. 60C-9028)

We have reviewed the draft evaluation report dated August 7, 1997, subject as above.

We nonconcur with the draft report. Our specific comments are found as an attachment
to this memorandum. The recommendations of the draft report, to transfer contract
administration service responsibility for the U.S. Army Ammunition Plants, the U.S. Navy
Supervisor of Shipbuilding, Conversion and Repair, and the Office of Naval Research to the
Defense Contract Management Command, unfortunately lack supporting analysis and critical
examination of the impacts such a transfer would have on these organizations and their
customers. Absent supporting documentation, we cannot concur with the recommendation to
effect this transfer.

We acknowledge that DMRD 916 established the requirement to streamiine the way
DoD conducts the administration of its contracts. We should look at implementing change
when it is prudent in both the short and long run to the interests of the entire DoD and the
Government. We recommend that a full analysis of the proposed change be accomplished
prior to the issuance of the final DoD inspector General Report.

Brnne f Kekbrncy,
Donna S. Richbourg
Acting Deputy Under Secretary of Defense
(Acquisition Reform)
Attachment:
As stated
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Final Report
Reference

RECOMMENDATION 1: Direct the Defense Acquisition Regulation Council to eliminate the Deleted

Defense Federal Acquisition Regulation Suppiement (DFARS) 242.203(a)(i)(B), which
authorizes the Office of Naval Research to retain administration of contracts for research and
development with universities.

RESPONSE: Strongly nonconcur with the recommendation to eliminate the DFARS
242.203(a)(i)(B) provision that authorizes the retention of contract administration for research
and development contracts with universities. This exception authorizes all DoD activities, not
just the Office of Naval Research (ONR), to retain administration of these contracts. Prior to the
elimination of a DFARS provision, we recommend that an evaluation be conducted that
examines how all DoD components conduct administration on their contracts for research and
development with universities. Without such supporting data, it is impossible to determine
whether or not we should concur with this recommendation.

Also strongly nonconcur with the recommendation to transfer responsibility for post award
administration of university grants and contracts from the ONR to the Defense Contract
Management Command (DCMC). This is, we understand, part of the intent of recommendation
1, and repeated as part of recommendation 3. DCMC has experience with administering
cooperative agreements and “other transactions® for advanced research performed by for-profit
firms and consortia involving for-profit firns. There are, however, significant differences
between those instruments and the grants and contracts, mainly for basic and applied research,
that the ONR administers with universities and non-profit organizations. This is not a question of
DCMC's ability and technical competence to administer university grants and contracts, given
the required specialized training in that function:. DCMC has proven itself on numerous
occasions to be able to assume new missicns and execute them well. We question the method
of determining that this transfer is the right thing to do without an analysis of the benefits and
drawbacks that this action would cause. Some specific questions that the report should answer
are.

a. Exactly what savings would the Navy see as a result of the transfer of responsibility,
especially in the areas of administrative overhead, travel, training and personnel
strength? What is the impact on DCMC in terms of training, personnel resource
allocation, frave! and coordination time?

b. What risk management tools were used to make the assessment that the university
grants and contracts are “low risk,” and that the lower level of risk justifies less time
being spent on post award administration than is currently being spent? The analysis
must also inciude the programmatic impacts of reduced attention to post award
administration.

€. What is the effect on the DoD's research mission, losing of a central point dedicated to
adrministering university grants and contracts for research and research related
education and training programs, as well as the maintenance of the DoD's partnership
with academic institutions for those purposes.

Without proven savings gained by the transfer of the university grant and contract
administration mission, and an assessment of impacts on the organizations involved and on the
DoD's research programs, we run the risk of making a poor, uninformed decision that is
contrary to the best interests of efficiency and effectiveness in Govermnment.
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Reference

Revised

Acting Deputy Under Secretary of Defense (Acquisition Reform) Comments

RECOMMENDATION 2: Transfer contract administration responsibility for the U.S. Army
Ammunition Plants from the Army to the Defense Contract Management Command.

RESPONSE: Nonconcur, subject to change with added justification, on the recommendation to
transfer contract administration responsibility for the U.S. Army Ammunition Plants from the
Army to DCMC. This nonconcurrence is centered on the lack of specific benefits (Appendix F)
identified by this proposed action. The arguments promoting the transfer are persuasive,
except they do not provide empirical data as backup. The lack of analysis leaves claims of
decreased staffing and lower administrative costs totally unsupported. As in response to
recommendation 1, we do not take issue with the abilities of DCMC to accomplish the mission.
The issue is that the lack of analysis once again puts a potential action with Department of
Defense wide ramifications into play without any supportinc empirical rationale. For example,
while the inability to segregate CAS related costs from current operating costs is
understandabie, it is 8 key element of information that must be examined prior to making a final
decision regarding the cost impacts of this proposed measure. Similarly, the lack of study on
the impacts of breaking up a central point of contract and production management for the
Department of Defense’s ammunition fails to acknowledge what changes to the existing system
will have on this Army mission. As in the ONR situation, questions regarding personne!
resource aliocation, training and overhead should be addressed as part of an organizational
benefit analysis. A comprehensive analysis of the benefits needs to be accomplished prior to
an unqualified concurrence to this proposed finding. As the draft finding stands now, we run the
risk of making an uninformed significant decision with DoD wide impacts.
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Final Report
Reference

Revised
RECOMMENDATION 3: Transfer contract administration responsibility for the Office of Naval
Research , and the U.S. Navy Supervigor of Shipbuilding, Conversion and Repair, from the
Navy to the Defense Contract Management Command.

RESPONSE: Nonconcur, subject to change with added justification, on the recommendation to
transfer contract administration responsibility for the U.S. Navy Supervisor of Shipbuilding,
Conversion and Repair to DCMC. Our concerns here are identical to those found in our
responses {0 recommendations 1 and 2. The lack of objective data to support making a
decision of this magnitude is unacceptable. The principle concern we have is centered on the
lack of specific benefits (Appendix F) identified by this proposed action. This evaluation lacks
hard analysis that examines the costs of implementing this proposal and its effects on the
Department of Defense. This report has no basis upon which to credibly claim that the
implementation of the recommendastion would result in decreased staffing and lower
administrative costs. Concurrence must be withheid until this snalysis is complete.
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Reference

Revised
Recommen-
dation 2.

DEPARTMENT OF THE ARMY
OFFICE OF THE ASSISTANT SECRETARY
RESEARCH DEVELOPMENT AND ACQUISITION
103 ARMY PENTAGON
WASHINGTON DC 20310-0103

Arenion oF 14 00T 1997
SARD-PP

MEMORANDUM FOR DEPUTY ASSISTANT INSPECTOR GENERAL
(AUDITING), INSPECTOR GENERAL,
DEPARTMENT OF DEFENSE, 400 ARMY NAVY
DRIVE, ARLINGTON, VIRGINIA 22202-2884

SUBJECT: Draft Evaluation Report on the Consolidation of DoD Contract
Administration Services (Project No. 60C-9028)

This responds to your memo of August 7, 1997, requesting our comments
conceming this draft report. Our comments relate strictly to those portions
of your report which discuss contract administration services (CAS) at Army
ammunition plants (AAPs).

Although we believe that your analysis has merit, we think that its
conclusions are, as yet, unsupported and the resulting recommendations
premature. We cannot support your position until this matter has been more
thoroughly reexamined.

As you know, this issue (and numerous related matters) was thoroughly
and painstakingly studied in 1989 by a joint Service/Defense Agency panel of
subject matter experts assembled by the Secretary of Defense solely for that
purpose. It was the studied opinion of this group that CAS at AAPs should
not be transferred to the Defense Contract Management Command (DCMC)-an
organization subsequently created in response to the recommendations of this
same group. We firmly believe that their findings should not be reversed now
based on recommendations from an evaluation process necessarily less
thorough and demanding.

As your report indicates, that study team concluded that the Defense
Logistics Agency (DLA) lacked personnel with the specialized knowiedge and
experience necessary for dealing effectively with this unique and
quite-literally explosive commodity. We are advised that this situation has
not changed. Indeed, whatever resources were available to DLA then, have
undergone a 40% reduction since that time.

Printed on @ Recycled Paper
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That DoD study team also determined that more than half of AAP
workload involved work that was not CAS-related. Furthermore, it was found
that CAS and non-CAS functions were so inextricably intertwined in the duties of
key personnel that attempting to separate functions for transfer to DCMC would
actually resuit in the need for additional resources to perform the same
missions subsequently. Consequently, it was concluded that the transfer of
AAP CAS to DCMC would neither enhance readiness nor save money.

We believe that this situation is also unchanged and feel that the draft
report's claim that changes since 1990 "...have invalidated the results of
previous studies ..." is unsupported and not convincing.

To be sure, the suggestion that a resource-intensive mission such as AAP
CAS might be transferred outside the Army is certainly appealing . We are
continuously striving to streamline and downsize our operations worldwide.
Moreover, we continue to believe (as was stated in 1989) that this CAS
mission could be performed by others. We also note that the DCMC has clearly
shown great skill in coping with new and challenging responsibilities.
However, as DOD's single item manager for conventional ammunition, the Army
remains accountable for the optimal performance of this mission overall.
Therefore, change simply for the sake of change—change in pursuit of
theoretical and unproven economies—is simply not acceptable.

it must be remembered that the DoD study to which we refer was one of

the most visible and prestigious events commissioned during the Defense
Management Review. Nevertheless, it is possible that changes since 1990 have
invalidated its conclusions. If so, those facts (not clear from either your

draft report or our own day-to-day experience) should be similarly studied

to assess where those changes have taken place and how and to what extent
they may be safely, efficiently and effectively exploited in the future.

Before attempting to implement your recommendations, this important subject
should be jointly studied once again.

Acting Deputy Assistant Secretary of the
Army (Procurement)
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THE ASSISTART SECRETARY OF THE NAVY
Fesserch and Asquieison

199 Revy Fertagon
DC 20998-1000

0CT 2 WY

MEMORANDUM FOR OFFICE OF THE INSPECTOR GENERAL, DEPARTMENT
: OF DEFENSE

Subj: DRAFT EVALUATION REPORT ON THE CONSOLIDATION OF DOD
CONTRACT ADMINISTRATION SERVICES (PROJECT NO. §0OC-9028)

Ref: (a) DODIG memo of 7 Aug 1997
Bncl: (1) DON Response to Draft Evaluation Report

I an responding to the draft evaluation report provided by
reference (a) concerning the recommended transfer of contract
administration sarvices responsibility from the Navy to the
Defense Contract Management Command (DCMC). The Navy does not
conour with the recommendations contained in the draft report.

The draft report's recommendation to transfer contract
administration responeibility from the U.S. Navy Supervigors cf
Shipbuilding, Conversion and Repair (SUPSHIPS) to the Defense
Contract Management Command (DCMC) runs counter to the findings
of Beven previcusly conducted, independent Department of Defense
(DoD) studies addressing this guestion. 2A¢ disousced in detail
in enclosure (1), the SUPSHIPs' current integrated CAS/non-CAS
process presents a single face to industry and has proven to be
the most cost effactive, synergistic, resourae efficient
approach to managing DoD's shipbuilding and ship repair
contracts.

Similarly, the report's recommendation to tzanefer the
grants and contract administraticn services responeibilicy from
the Office of Naval Research (ONR) to DCMC ip not substanciated
by any new information that justifies changing. the DoD's
designated organization for management and oversight of
federally-sp q x rch at educational and non-profit
oxganigations. ONR's unique expertise and experience in
administering non-procurement instruments is not conducive to
integration into DCMC's cantract-focused organization, and is an
eseential element of ONR's role in fsderal research
administration policy.

The Department of the Navy positions on thewe igsues are
further detailed in enclosuxe (1).
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Subj: DRAFT EVALUATION REPORT ON THE CONSCLIDATION OF DOD
CONTRACT ADMINISTRATION SERVICES (PROJECT NO. 60C-5028)

Blind copy to:
COMNAVSEASYSCON
CNR

RAVINSGEN -

OASN {FM&C) PMO-31
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Reference

Deleted

Revised

Department of the Navy Comments

Department of the Navy Responge
to
DODIG Draft Evaluation Report of August 7, 1997
on

Consolidation of DoD Contract Administration Services

Recommendation 1:

We recommend the Under Secretary of Defense for Acquisition and

Technology direct the Defense Acquisicion Regulations Council to
eliminate the Defense Federal Acquisition Regulation Supplement

342.203(a) (1) (B), which authorizes the Office of Naval Research

TO retain edministration of contracts for regearch and

-development with univergicies,

Non-concur. Defense Pederal Acquisition Regulationm Supplement
(DPARS) 242.203(a) (i) (B) 18 not related to ONR'e suthority for
performance of contract.and grant administration. This DFARS
cite waives the mandatory assignment of contract administration
services (CAS) in recognition of the fact that there are valid
reasone why DoD commands may wish to retain administration of
their own research and development awarde with upivergities.
ONR does not use thig exception ae the bmsis for conducting ite
adminiptration of university R&D contracts. The encire DeD
contracting community should be consulted before elininating
this subdivigion.

"HWe recommend the Under Secretary of Defense for Acquisition and

Technology transfer contract administration responsibility for
the Office cf Naval Research and the U.S. Navy Buperviscr of
Shipbuilding, Conversion and Repair, from the Navy to the
Defense Contract Management Command.

- DON Positiony

Non-concur. We digagree with both parts of this recommendation.
The recommendation encompesses two &eparate and distinct Navy
elemsuts, and we provide separate comments on issues distinctl
applicable to each organization, below. However, certain of the
Teport ‘s generalized conclusions can be addressed together.

The first reason given for transterring CAS responsibilities to
DCMC 18 the rlogicel conclusion" argument that since DCMC waa
established to provide DoD-wide CAS, then it should provide all
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DoD-wide CAS. Thie argument was offered upon the establishment
of DCMC and at various times since, and ham been rejected each
time. It does not address the merita of the case.

This argument is followed by 9 reasons that purportedly support
transfer of CAS to DCMC. Bach is addressed balow:

e« Economiea of scale. Trere i8 an assumption in thie
reason that some economies will be achisved. Kowever,
none are identified.

e Bimilar to 1965's DCAR sudit consolidation. There is a
distinguishing difference between these two situations.
The audit consolidation was essential to ensure that a
contractor did not face two differing approaches to the
@ame problem, depending on the agency it was dealing
with. Buch is not the case with ONR or SUPSHIP. ONR
already provides "one face to industry" for its
conatituency, educational institutions, as does SUPSHIP
for its constituency, the shipbuilders.

s Greater independence and consio.ency. Not applicable to
CR; the University Businecs Aflairs division is
organizationally and funcrionally separate from other
program and contracting officials. At SUPSHIPe the
diverse PEO/SYSCOM/Fleet responweibility and reporting
structure provides ths appropriate degree of
independence without losing the synergy and sense of
teamwork essential to accomplishing the complex SUPSKIP
misaion.

o Sole dedication to CAS. Not applicable to ONR. At
SUPSHIP, their yeare of experience have revealed that
the integrated CAS/non-CAS operation is the most
efficient, effsctive method of accomplishing the
mispion, and this conclusion has been confirmed each

time the issus has baen studied.
e One face to industry. See second bullet above.

e DOMC rescurces/capability. While DCMC may well have the
ability to learn those aspacts of grant and contract
adminiptration that are unique to the shipbuilding and
educational institution arenas, this is not a compelling
reagon to euppert the recommended transfer.

¢ Facilitation of acquigition reform. ONR and SUPSHIF axe
already implementing a number of acquisition reform
iniriatives such as SPI, Barly CAS, Rarned Value
Management, Software Surveillancs, the Federal
Demonatration Partnership, Electronic Data
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Interface/Blectrenic Punde Transfer and the Presidential
Review Directive Working Group.

e Facilitation of contract payment procees
standardization. The Navy is unaware of any significant
problens with contract payments that could be remedied
by the proposed cansolidatien.

e DoD CAS regulation streamlining. ONR and SUPSHIPs add no
ragulations of their own regarding CAS. ONR's policy
guidance has evolved to deal with situations that are
encountersd in the G6CAS arena unigue to dealing with
educational inecitutions, and SUPSHIP likewise has
generated guidance on those lssues unique to their
narrow line of business. Contrary to the report
contention, DOMC's CAS regulations would have to be
expanded to accommodate these entirely new functions.

Details on these and other subjects related to each of the two
individual commands concernsd are provided below.

office of Naval Regearch

Despite the report's conclusion that the unigue expertise
arguments of the past are no longer pertinent, ONR still

S8e8 a unique expertise that dnes not exist elsewhere
within DoD, and ONR is better suited to continue performing its
G&CAS functiona.

The draft report acknowledges that there are valid reasons
for having CAS performed by organizations other than DCMC.
However, it concludes that these valid reagons do not justify
the retention of these responsibilities in thie case. The Navy
does not believe that the DoDIG's recommendation to transfer
OMR's contract adminietration responsibility to the DOMC will
accomplish the sseumed benefite (i.e., economies of scale,
coneistent application of acquisition regulations, one contract
adminisctration face to the contracting community, and
elimination of dupliocate regulations and management structurea)
for the following reasons:

Bespemies of scale. 7The ONR univers'ty grant and contract
administration organisation has spent five years reengineering
processes, in‘tllltng "szate-of-the-art” technology,
reorganizing ite field office structure. eliminating layera of
management and end-user non-productive processes and
streamlining procedures. The result is 2 highly efficient
organization. ONR CAS field organization has reduced by 28%
since 1992 with a corresponding productivity increase of €5%.
QMR CAS pereonnel are generalists, 1.e., each person is capable
of addreseing the gamut of contract and grant administration
issues vith its veried customers. DCMC uses a team appreach
with geveral apecialists assigned to each action. ONR has five
Regional Offices strategically located and staffed to cversee
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its assigred SiLT administration mission most effectively. DCMC
hag 80 locations. .

Underlying statutes and regulations for the defense industry are
different from those for educational institutions. The policies
and procedures in the FAR and DPARS chat are used to acquire
goods and servicea for the direct benefit or use of the
government via procurement centracts do not apply to grants or
other nonprocurement transactions. The principal purpose of
grante and other nonprocurement instruments is to tranafer a
thing of value to the recipient to carry out a public purpose of
support or stimulation. Nonprocurement instruments are governed
by the oMB circulars and the DoD Grant and Agreement Regulations
(DODGARB) that cover adainiecrative matters ard cost principles
at educational institutions. Further, differences in statutory
regquirements, cost principles, property administration and audit
requirements result in 3i i

act

t
[ It is pot possible to employ only one set of
'tatgtes and regulations to administer uaniversity and industry
awvards. ,

one ;mm;_mm%u_tm_fn‘ oo the contrecting
community. Since 1546 the ONR field organization has teen the

one constant on which the univereity and Fedexml research
communitiea rely for sound, hands-on expertise on how federally
supported research is conducted on university campuses. This
relationship epitomizes the 'one face' relationship which DoD
strives to achieve in its business dealinge wizh outeide
comwmnities. Changing frem ONR to DCMC will present an entirely
new face to non-DoD federal agencies and the university research
community. At present, universities interact with research
organisations familiar with university businese and accounting
eystema (ONR and HHS are Lhe federsl cognizant agencies under
OMB circular A-21 for indirect coat negotiaticn and audit
resolution) and with the needs of science and technology
research. DCMC expertise is entirely in the commercial defense
industry and with a few nonprofits® using PAR cost principies.

ONR adds no additional regulaticns with regard to
CAS. 1In fact, ONR is the key player in development of -
sida rules for adwministration of grants (for example, OMB
Circular A-110 and DoDGARE). Retention of the CAS function at
ONR does require a management etructure separate frem that at
DCMC. However, it should be noted that the ONR CAS organization
is flat and the managemant structure extremely lean. Thare ie
one aupervisory leyer between headgquarters management and
working level contract adminietration personnel. This ONR
structure enhances direct interaction with DoD and non-DoD
research sponsors.

In addition, significant benefits will be realized by ONR's
retention of ite CAS function. Two notable areas are:
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FPacilitation of scauisikian reform. ONR is an acknowledged
leader in streamlining of Federal-wide administration of
university resecarch. Exawples include the Federal Demonstration
Partnership (FDP), Rlectronic Data Iaterchange and Electronic
Funds Transfer (EDI/RPT), and the Presidential Review Directive
(PRD) Working Group On Stresses in Government/University
Relations. Through OFR's leadership, the PDP began as the
FPlorids Demonstraticn Project and now is nationwide with 11
federal agencies and 65 university members. Many changes to the
Federal Government's policiea for research awards flowed from
the FPDP. The National Performance Review (NPR) applauded the
FDP common set of grant terms and conditions for all agencies
and cited the FDP as a model for reinventing government. The
PRD Working Ozroup is an ongoing interagency effort directed by
the Preaident through hie National Science and Technology
Council. Its tasking is to make recommendations for reducing
the stresses in the Government-University relationship. ONR was
requestad by the Director, Defense Research and Engineering to
participate becausc of the totaiity of ONR involvement and
understanding of the programmatic, funding and adminiscration
aspects of Federally sponsored research at universities. No
other PRD menber brings this broad perspective of Federal
research to the table.

The types of acquisition reform leadexship ONR haa
demonstrated in the past decade reflect not only the excellence
of ite G&CAS orgarization, but also their ability to develop and
execute, in conjunction with ONR leadership, policies advancing
DoD's ressarch miseion. 8eparsting this function from ONR would
make it much lese likely for such initiatives to continue in the
future, to the detriment of DoD's research mission,

The ONR-developed EDI/RFI proceas was installed in Defense
Finance Accounting System (TFAS)-Chazleston Operating location
when this installation was designated as the disburasing office
to pay all Navy university contract and grant vouchers. Because
of EDI/EPT and a DPAS location dedicated to university payments,
there are no unmatched disbursement problems with Navy
university paymants. In 1997 the ONR EDI/EFT asystem was selected
to be the DoD system for processing all 6.1 funded invoices for
payment from educational institutions and nonprofic
organizationa. Both CAS and financial management compcnents of
ONR continue to partner with DFAS and the research community to
snhance billing, payment, accounting and other business systems,
processes and cperations. -

¢ Shipbuild c . ) Repaiz (SU3 :

The SUPSKIPs grovxae a seamless, one stop, totally
integrated approach to menaging all faceta of shipbuilding and
ship repair contracts within the Navy. The benefits of
retaining CAS functions within the SUPSHIPs include:
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a. The SUPSNIPe are the independent "eyes and ears* on the
waterfront for the Assistant Secretary of the Navy (Research.
Development and Acquisition) (ASN(RD&A)). They also represent
the Navy's technical, business and contracting positicns on-site
at the various shipbuilding and ship repair yards. The SUPSHIPs
provide one face to the shipbuilding and ship repair industry.
The SUPEHIPs provide consistency and uniformity in policy and
practices with thie unigque, specialized buainess sector of
shipbuilding and ship repair firms. Transfer of SUPSHIP CAS
function® to DCMC would result in two faces to industry.

b. The SUPSHIPs are primarily field technical and
sngineexring activities with CAS as one agpect of a broader,
integrated mission. This on-eite approach has evolved -
commensurate with the unique industry that SUPSHIPs oversee and
the fleet customers they serve. They are uniquely situazed to
manage the integration of various contractor personnel with
ship's force, shipyard workers. ard other Government personnel
performing the myriad of activities aecesmary to ensure an
integrated, opexaticnal, combat read- -nd cost effective product
to the fleet. Additicnally, the SUPSHIPe are experts in dealing
with the ship's crew which remaine aboard during maintenance
pexiods and continues tc work and train on the ship as it
undergoes repairs. The ship's crew must accomplish their own
Tapair paockage conmcurrent with the contractor.

c. The SUPSHIP staff has integrated CAS/non-CAS functions
and tasks as part of ite daily responsibilities. As evidenced
in the prior DoD studies, these CAS functions are not readily
severable from the nan-CAS functions:

(1) The joint Defense Logistics Agency (DLA}/Navy
Study of 7 Decembex 1930 conoluded, "While the SUPSHIPs pexform
Contxact Administretion, it ie not readily severable from the
non-CAS functions aseigned to the SUPSHIPS... The team concluded
cthat the functions are 8o intertwined down to the individual
employee level, that separation would be extremely difficult.”

(2) The joint Office of Secretary of Defense
(O8D) /DLA/Navy Btudy of November 1992 concluded, the
*performance of CAS is not read.ly severable from the non-Cas
funotions performed by the SUPSHIPs. DPerformance of these
specific tasks have been 80 integrated that the majority of
assigned Ee:aoml perform both CAS and non-CAS functions ae
part of cheir daily duties... Additionally, "The sepsration and
transfer of CAS and delegazed CAS functions for beth new
construction and repair is possible but would not result in a
more cost effective Or operationally responsive organization.®
The teem's conclusion was, "Thers would be significant rigk to
sugcessful mission performance for both CAS and nen-CAS
functions if SUPSHIPS responsibilities were split.”

d. The present combination of CABS and non-CA§S functions at
BUPSHIPs is the most cost effective way to administer
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shipbuilding and ship repair centracts. The joint study of
November 1992 concluded, the "cost savings cited in DMRD 916 are
not achievable. The transfer would require morae, not less
resources." The DoDIO draft repor: presents no evidence that
the eituation has changed.

e. The SUPEHIPs have expertise with the numerous statutes
and regulations that are unigue to the shipbuilding and ship
repair industry (see attachment A). They routinely inrterface
with local environmental authorities on such issues as disposal
of Naevy and contractor generated hazardous waste, and issuss
apsociated with the impact of work on the marine environment.
While DCOMC also deals vith statutes and regulations for large,
complex projects, those relevant to the waterfront industry are
very different from those for other industries.

£. The SUPSHIPs have downsized and streamlined their
operations and are extremely efficient in performing their CAS
responsibilities. Based on the DODIG resport, during the period
from 1590 to 1997, DCMC downsized by approximately 438.
However, it should be noted that the SUPSHIPs downsized by So%
during the same period.

g. With their integration of technical and contractual
capabilities, the SUPEHIPS have the unique and egsential ability
to simultaneously handle the Adminietrative Contracring Officer
and Procuring Contracting Officer functions for ahip repair
availabilities. The SUPSKIPs perform the engineering work to
define the work package used in most ship overhaul solicitations
and also award most ship overhaul and repair contracts. Since
the baseline work package is created up to six months prior to
commencement of work and often while the ship ie deployed or
otherwise at sea, machinery and spaces not fully available for
detailed review must undergo an “open and inepect” upon starting
overhaul. Here, the true condition and degree of overhaul
reguired is discovered, which often resulte in areas Of new
work. The ‘open and inspect" proceas continues throughout the
overhaul as physical progrese is made through the ghip's
systems. The SUPEHIPs must develop specifications, generate
Governrent estimates and negotiate changes with the contractor
in & scle source environment for this work on a daily baeis.
Their efforts ensure ship availabilities are completed within
cost and on schedule tc meet migsion comnitments.

k. Contrary to the DOCIG draft report cancerns,
appropriate contracting independence exists in ths Navy's
current syatem. All of the Navy's shipbuilding projects are

ged by Prog Bxecutive Officers (PEO8), who report
direcctly to ASN(RD&A). Tae customers for ship repair are the
Fleet and the respective Type Commanders. all of whom repart up
ths chain of command to the Chief of Naval Operations. SUPSHIPs
Teport to the Commander, NAVSEA. An example of SUPEHIPa:
independ is evid d by the SUPSKIP generated *Bellringer*
alerts. A "Bellringer® addresses issues of high vieibility,
immediate crises, or unusual "need to know" matters which the
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SUPSHIPs send directly to the Undersecretary of Defense for
Acquisition and Technology when conditions warrant.

Conclusion:

Based on the analyeis of the significant risks and
potential benefits summarized above, the Navy recommenda these
DODIG recommendations not be issued. The SUPSHIP CAS functions
should not be separsted from the non-CAS functions, and the
interest of DoD will be best served by retaining at ONR the
G&LCAS functicns currently being performed there.

As a final note, & factual correction is required to the
organization and staffing at ONR noced on page 11 of the report
and in Appendix D. @ince the DODIG evaluatior, the ONR G&CAS
organization has reduced from 99 to 85 personnel, as shown on
the following page.
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Organization and Staffing for the Office of Naval Research
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Listing of Repuiations reisted to Shipbuilding and Ship Repair
1) 13 C.F.R. §121.201 s12c xwindnrds used to define sinsll business cuncerny
2)20 C.F.R.§701.301 Longshoremen's and Harbar Workers' Campensation Act and Related
Statutes: definitions and use of terms .
3)29 C.F.K §1919.15 Shipyard employment

4) 29 C.F.R. §1915.2 Occupational Safety end Health Standards tor Shipyard Employment
Scopc and application of subpart (applies 10 al} ship repairing and shipbuilding)

$)29 C.F.R. §1915.4 Occupational Safety und Health Standards tor Shipysrd Employment;
defmitions

6) 29 C.F.R. §1915.31 Occupational Safety and Health Standards for Shipyard Employment:
Surfice Prepa.ation and Preservation; scope and application of subpart (applics all to ship
repairing and shipbuilding)

7)39 C.F.R. §1915.51 Ventilation and protecton in welding, cutting, and heating

8) 29 C.F.R. §1915.52 Fire prevention

9)29 C.F.R. §1915.53 Welding, cutting and heating in way of preservative coatings

10) 29 C.F.R. §1915.34 Welding. cutting. and heating of holiow mets! containers and structures
not covered by 1915.12

11)29 C.F.R. §1915.55 Gas welding and cutting

12) 239 C.F.R §1915.56 Arc welding and cutting

13)29 C.F.R. $1915.57 Uses of fissionsble materis! in ship repairing and shipbuiding
14) 29 C.P.R. ¥1915.71 ScoiYolds or staging

15)29 C.F.R. §1915.72 | adders

16) 29 C.F.R. §1915.73 Guantding of deck openings end edges

17129 C.F.R. §1915.7% Acces w and guarding of dry docks and manni ruilwoys

18129 C.FR. §I%15.76 Acuess 1o cargo apaces and contined spaves

At achment A
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19)29 C.F.R. §1915.77 Working surfaces
20329 C.F.R. §191591 l!mtwping

21329 C.P.R. B191592 lumination

22)29 C.P.R. §1915.93 Usilitics

23)29 C.F.R. §1918.9¢ Work in confined or isolated spaces

24)29 C.F.R. §1915.98 Ship repairing and shipbuilding work on of in the vicinity of rades and
radio

25)29 C.F.R. §1915.96 Work in or on lifeboats

26) 29 C.F.R. §1915.97 Health and sanitation

27)29 C.F.R. §1918.98 Firm Aid

26) 29 C.F.R. $1914.112 Geur and Equipment for Rigging and Materials Handling; Inspection
29) 28 C.F.R. §1915.112 Ropes. chains and slings

30)29 C.F.R. §1915.113 Shackles and hooks

51)29 C.F.R. §1915.114 Chain falis and pull lifts

32)29 C.F.R. §191S.115 Hoisting and hauling cquipment
33)29 C.F.R. §1915.116 Use of gear

34)2% CF.R. §1913.117 Quulifications of operators
35)29 C.F.R. §1915.118 Tables

36) 29 C.F.IL §1915.131 Genera! precuutions

3729 C.F.R. §1915.1]2 Portable electric touls

AN) 29 C.F.IL $1918.133 Hond tonix

39)29 C.F.0 §1915.134 Absnsive wheels

4 29 C.F.R. §1915.135 Powdkt actuared fastening tools

50



Department of the Navy Comments

41)29 C.F.R. §1915.136 Iniemal combustion engines. other than ship’s cyquipment

42) 29 C.F.R. §1918.181 Seopc nnd application of subpart (applics to ship repairing and
shipbuilding)

43)29 C.F.R. §1915.171 Scope and spplicatinn of subpart (applies to ship repairing and
shipbuilding)

44) 29 C.F.R. §1915.181 Blectrical circuits and distribution boards
45) 29 C.F.R. §1915.1001 Asbestos
46) 29 C.F.R. §1926.30 Shipbuilding and ship repairing

47)32 C.F.R. §770.54 Enry Regulalions for Portsmouth Naval Shipyard Porsmouth, New
Hempshirc

48) €8 C.F.R_Pt. 63, Suppl IL, Appendiz B Nstional Emission Standards for Shipbuilding and
Ship Repair)

4940 C.F.R. §63.780 National Emissions Standards foc Shipbuildiag and Ship Repair

50) 40 C.FP.R_ §63.781 National Emission Standards for Shipbuilding and Ship Repalr;
Applicabllity

$1) 41 CX.R. §50-204.2 General safety and health standards
52) ¢1 C.F.R §101-18.104-2 Catcgorical space delegations
$3)41 C.F.R. §101-47.103-8 Industrinl property

$4) 43 C.F.R. §19.102 Small Business Programs: Size standards

53) 48 C.¥.R. §19.1005 Small Business Programs: Applicability (aon auciear ship repair-
inclhuling averhauls and conversions)

$6) 48 C.P.R. §25.402 Foreign Acquwisition; Policy

ST14X C.F.R. §32.113 C y L6

SR) 4K C.P. K. §42.302 Contract administration funclions
£0) 48 C.F.R. §206.302-2 Unusual and compelling urgency

) 4% CLF.R. §217.7102 Special Comeacting Muthods: Master Agreement for Rupair and
Aberaiion of Veswls: Geneml
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61) 48 C.F.R. §232.1012 Dacniption of fi i huwnds (progress payments based on
percentage or stage of complotion are sutherized only for contracts for oonstruction shipbuilding
and ship conversion, alteration, or repair)

62) 48 C.F.R. §253.204.70 DD Form 350. Individual Contracting Action Repont

63) 48 C.F.R. $432.102 Description of cantrect financing methods

64) 8 C.F.R. §1217.7000 Special Contrecting Methods: Fixod Price Contracts for Vesssl
Repair, Aheration. or Conversion: Clauses

65) 48 C.F.R. $1252.217-73 Inspection and manner of doing wovk

66) 48 C.F.R. §1309.106-70 Preaward surveys for ship construction, ship alisration, and ship
vepair

67) 68 C.F.R. §1317.7001 Special Contracting Methods; C for Ship Construction, Ship
Alterstion, and Ship Repair; Soliciwtion ptovwons and contract clauses

68) 48 C.F.R. §1332.102 Description of contract financing methods
£9) 63 C.F.R. §1352.217-50 inspection and manner of doing work
70) 48 C.F.R. §1352.217-96 Lisbility and insurance

71) 48 C.F.R. $1352.217-99 Dep of Labor Occupational Safety and Health Standards for
Ship Repairing

72)48 C.F.R. §1352.217-187 Changes- Ship repair

73) 48 C.F.R. §1352.217-108 Defsult- Ship repair

74) 48 C.IIL §1352.217-109 Insurance requirements

75) 48 C.F.R. §5243.105-9¢ Adjustments to prices under shipbuilding contracts
76) 48 C.£.R. §5241.105-91 Comract Modifications; detinitions

77) 48 C.¥.R. §5§243.106.94 Cuntrart Madifications: solicitiion provision and contrect clause

7Ry 4N C.F.R. §5252.243-9800 Notification vf applicahitity of 10 U S.C. 42408
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Listing of Statutes Reluting Solety tn Shiphuilding and Ship lepuir
18 U.S.C. §2307(x) Contraet finuncug: cenain Navy comeacts

10 U.8.C. §240S Limitauon on adjusiment of shipbuilding contrscts

10 U.S.C. §253¢ (a)(3) Miscellancous limitotions on the p ol ouds other than United
States goods; Components for naval vessels

10 US.C. §7291 Classification

10 US.C. §7292 Naming

10 US.C. §7294 Suspension of construction in case of treaty

10 US.C. §7297 Changimg catcgory or type: limitations (naval vessels)

19 US.C. §7299 Contracts: applicability of Walsh-Healey Act

18 U.5.C.§7299s Coastruction of combatant and escon vessels and assignment of vesse! projects
18 U.S.C. §7304 Examin3tion of vessels: striking vessels from Naval Vease! Register

10 U.S.C. §730S Vessels stricken fm;n Naval Vessel Register: sale

10 U.S.C. §7386 Transfer by gift or otherwise, authorization. maintenance. cost. notice

10 US.C. §7387 Disposal o forcign nati

10 US.C. §7388 Chiel of Naval Operations-certification tequired for disposal of combatant
vessels

10 U.S.C. §7309 Construction of vessels in forcign shipyards; prohibition
10 US.C. §7318 Overhaul, repair cic. of vessels in foreigs shipyards: restriclions
10 U.S.C. §7311 Repair or maintcnance of naval vesscls; handling of hezardous waste

10 U.S.C. $7313 Ship overhaul work: svailability of appropriations for unusual cost rverruns
and for changes in the scon of work (competition between private and public shipyards)

10 UN.C. §7314 Overhaul ol naval veswels: competinon beiween public and privaw shipyards

10 UN.C. §7362 Acquisition und fer of le and cyut v

M US.C. §901 cf 2eq. Longsiniee ot L lurtwr Workers' Compensation
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DEFENSE LOGISTICS AGENCY
HEADQUARTERS
8725 JOHN J. KINGMAN ROAD, SUITE 2533
FT. BELVOIR, VIRGINIA 22060-6221

8 OCT 1997

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING
DEPARTMENT OF DEFENSE

SUBJECT: Draft Report on Consolidation of DoD Contract
Administration Services (Project No. 60C-9028)

This is in response to your August 7, 1997, subject draft
report. For any questions, call Dave Stumpf, 767-6266.

)

o

Encl SIN :
g), Internal Review

cc:

AQBE

AQBF

Federal Recycling Program ﬁ Printed on Racycied Paper
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SUBJECT: Consolidation of DoD Contract Administration Services (Project 60C-9028)

FINDING: Delegation of DoD Contract Administration Services to the Defense Contract
Management Command.

The Army Ammunition Plant (AAP), the Office of Naval Research (ONR), and the U. S. Navy
Supervisor of Shipbuilding, Conversion and Repair (SUPSHIP), with the assistance of their
headquarters offices, currently retain CAS responsibilities, even though the DCMC can provide
those services. This condition exists because prior studies of the SUPSHIP and AAP concluded
it was more economical and provided greater control not to separate contract administration
functions from the overall operations of the organizations. Also, the ONR had specialized skills
not available within the DCMC. By retaining CAS responsibilities rather than delegating them to
the DCMC, the DoD is not able to achieve the economies of scale, consistent application of
contract administration policies, or independence of the contract administration function
envisioned by the establishment of DCMC as a single DoD contract administration organization.
The arguments against delegation of CAS responsibilities to the DCMC are similar to those used
at the time of formation of the DCAA in 1965. Presently, DCAA provides DoD contracting
officers with all contract audit and financial advisory services. The success DCAA has had in
this role could similarly be obtained by the DCMC.

DLA COMMENTS: The DoDIG report determined that DCMC is capable of performing the
CAS responsibilities currently being conducted by the AAP, ONR and SUPSHIP. DCMC was
not involved in the review of these organizations and it has been some time since we have looked
at the feasibility of consolidating these organizations with DCMC. CAS function consolidations
have historically proven to save costs, however, the report lacks the detailed analysis of benefits
to be gained by all parties involved. In addition, the report remains silent on the centrally
performed non-CAS functions performed by the military services (facilities, environment, safety,
etc.). We recommend a full cost benefit analysis be performed to support each of the
recommendations. If it is decided to transfer CAS functions to DCMC, we would need to ensure
that all resources (FTEs, offices, etc) are transferred as well.

ACTION OFFICER: LT Bruce A. Rivers, SC, USN, AQBF, 767-2442
REVIEW/APPROVAL: Mr. Gary S. Thurber, Deputy, DCMC
COORDINATION: Jeffrey Goldstein, DDAI?- Iy

DLA APPROVAL:W 8 CCT 1997
‘\ m‘) L‘ »
v EYGOLDSTEIN ™ ®

Chief (Acting), Internal Review
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SUBJECT: Consolidation of DoD Contract Administration Services (Project 60C-9028)

Recommendation No. 1: We recommend the Under Secretary of Defense for Acquisition and
Technology direct the Defense Acquisition Regulations Council to eliminate the Defense Federal
Acquisition Regulation Supplement 242.203(a)(i}(B), which authorizes the Office of Naval
Research to retain administration of contracts for research and development with universities.

DLA Comments: Because DCMC currently administers grants and other transactions from our
geographic offices, the opportunity for small savings may exist. Grant CAS could be performed
through our geographic offices and the field ONR reps could be transferred on a one for one
basis.. We recommend a full cost benefit analysis be performed, with DCMC’s participation, to
determine the quantifiable and non-quantifiable benefits of the transfer of these functions.

Disposition: Action is considered complete.

Action Officer: LT Bruce A. Rivers, DC, USN, AQBF
Review/Approval: Mr. Gary S. Thurber, Deputy, DCMC
Coordination: Jeffrey Goldstein, DDAI 1067

8 OCT 1997

DLA APPROVAL: Qa%??m&\
N
LT > o

Chief (Acting) Internal Rev1ew
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SUBJECT: Consolidation of DoD Contract Administration Services (Project 60C-9028)

Recommendation No. 2: We recommend the Under Secretary of Defense for Acquisition and
Technology transfer contract administration responsibility for the U. S. Army Ammunition Plants
from the Army to the Defense Contract Management Command.

DLA Comments: As stated in the DoDIG report, the AAPs have a mixture of both CAS and
non-CAS functions in their workload. These functions become extremely difficult to separate to
the AAP locations and therefore place the Army in a better position to achieve savings due to
commingled CAS and non-CAS work. In addition, there are a number of other support staff in
Rock Island to handle significant issues such as facilities, safety and the environment which are
not mentioned in the report. Because of the unique nature of business, there does not appear to
be a significant opportunity for DCMC to make further savings from consolidation. Moreover,
the transfer may entail non-traditional functions outside of the DCMC mission (e.g. environment
“supersite” facility management).

Disposition: Action is considered complete.
Action Officer: LT Bruce A. Rivers, SC, USN, AQBF, 767-2442

Review/Approval: Mr. Gary S. Thurber, Deputy, DCMC
Coordination: Jeffrey Goldstein, DDAI 2= w/7

DLA Appmval:?é@%\ 8 OCT 1897
© L] O‘\h«brlt«fﬁb

JEFFREY GOLDSTEIN
Chief (Acting), Intemal Revie
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Defense Logistics Agency Comments

SUBJECT: Consolidation of DoD Contract Administration Services (Project 60C-9028)

Recommendation No. 3: We recommend the Under Secretary of Defense for Acquisition and
Technology transfer contract administration responsibility for the Office of Naval Research and
the U.S. Navy Supervisor of Shipbuilding, Conversion and Repair, from the Navy to the Defense
Contract Management Command.

DLA Comments: As stated in the DoDIG report, SUPSHIPS has a mixture of CAS and non-
CAS functions in their workload. The integrated CAS/non-CAS functions performed by
SUPSHIP present a single Navy image to the shipbuilding industry and is a very effective
approach to managing shipbuilding and ship repair contracts. These functions become extremely
difficult to separate at the SUPSHIP locations and therefore place the Navy in a better position to
achieve savings due to commingled CAS and non-CAS work. Moreover, there are a number of
other support staff in Crystal City to handle significant issues such as facilities, safety and the
environment which are not mentioned in the report. The DoDIG report also does not mention the
daily on site controls and oversight performed by the Navy representatives during ship
construction and overhaul. Because of the unique nature of industry, there is no significant
opportunity for DCMC to make further savings solely from consolidation.

Disposition: Action is considered complete.
Action Officer: LT Bruce A. Rivers, SC, USN, AQBF, 767-2442

Review/Approval: Mr. Gary S. Thurber, Deputy, DCMC
Coordination: Jeffrey Goldstein, DDAI 5:2- w0l)

DLA Approval: 8 0CT 1997
?" (/)\k-nb'f“ “\
JEFFREY GOLDSTEIN

Chief (Acting), Internal Review
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