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(Project No. D2007-D000CF-0034.000)

FY 2006 DoD Purchases Made Through
the Department of the Treasury

Executive Summary

Who Should Read This Report and Why? DoD contracting officials, program managers, and
financial managers should read this report because it discusses planning, funding, and reviewing of
purchases made through the Department of the Treasury’s franchise activity, FedSource. The
primary function of FedSource is to award and administer task orders on behalf of customer agencies
for commonly required services.

Background. This report is one of a series of reports on DoD purchases made through non-DoD
activities. For each covered non-Defense agency, Section 811 of Public Law 109-163, “National
Defense Authorization Act for Fiscal Year 2006,” requires the DoD Inspector General and the
Inspector General of such non-DoD agency to jointly review “procurement policies, procedures, and
internal controls of such non-Defense agency that are applicable to the procurement of property and
services on behalf of the Department by such non-Defense agency.” The joint review was to
determine whether the non-Defense agency was in compliance with DoD procurement policies,
procedures, and internal controls. If the non-Defense agency was not compliant, a second review the
following year was required. At the conclusion of our initial review, we jointly informed staffers
working for the Senate Armed Services Committee that contracting and funding issues existed at
FedSource resulting in noncompliance with DoD procurement policies.

To perform the audit, we and the Department of the Treasury, Office of the Inspector General jointly
revisited FedSource. FedSource processed 26,344 contract actions consisting of task orders and
modifications in FY 2006 amounting to $404.1 million and received 4,533 military interdepartmental
purchase requests totaling $207.3 million to fund DoD requirements.

Results. DoD and FedSource contracting and program management officials improved the assisted
acquisition contracting process and were generally compliant with Defense procurement
requirements. We believe DoD should continue to use FedSource since it demonstrated significant
improvements in competition, price reasonableness, and use of appropriated funds from our prior
review. These areas weighed heavily in our overall evaluation to support the continued use of
FedSource. Although issues were raised on interagency agreements, market research, and
surveillance, DoD has primary responsibility to establish the interagency agreement and conduct
market research to identify the most cost-effective method to fulfill its requirements. Surveillance
affects both FedSource and DoD. FedSource had shown improvement, but not enough to avoid
identifying issues again during this review. We noted areas where DoD and FedSource were not
fully compliant again, but as previously stated, overall significant improvements occurred in a
number of areas from the prior review. We reviewed 29 task orders initiated by 15 DoD activities
awarded at 3 FedSource centers. We found that:

e twenty-nine (of 29) task orders valued at $11.2 million had either an inadequate
interagency agreement or no agreement;



e twenty-nine (of 29) task orders valued at $11.2 million were not supported by
documentation showing that market research was performed;

o ten (of 29) task orders valued at $6.8 million contained inadequate or no documentation to
support price reasonableness;

o four (of 29) task orders valued at $2.3 million were awarded with no competition;

o twenty-nine (of 29) task orders valued at $11.2 million had inadequate contract
surveillance plans; and

e one (of 29) task order valued at $323,971 was improperly funded, resulting in a potential
Antideficiency Act violation.

As a result, DoD activities did not obtain the most cost-effective goods and services to meet
valid operational requirements in compliance with laws and regulations. We also found DoD
funds valued at $3.9 million at FedSource that were expired or otherwise unavailable to
support DoD operations. Material internal control weaknesses requiring DoD action are in
market research, price reasonableness, and surveillance and were addressed in the Defense
Inspector General Report No. D-2005-096, “DoD Purchases Made Through the General
Services Administration,” July 29, 2005.

FedSource’s growth and business strategy have outpaced its ability to support customers with
existing contracts. The size and complexity of FedSource’s activities require more robust
business processes and systems to effectively manage them. The Department of the Treasury
Division of Procurement Services was directed by the Administrative Resources Center’s
Executive Director on January 19, 2007, to cancel all solicitations intended to result in
follow-on contracts on behalf of FedSource. The cancellation eliminated the ability to award
a follow-on contract to the current multiple-award contract used extensively by FedSource to
issue task orders on behalf of DoD customers. As a result of these actions by the Department
of the Treasury, FedSource support will end its large multiple-award contract on September
30, 2008. FedSource has not been issuing new task orders as of September 2007 and only
was going to finish out options beyond this period. FedSource has notified DoD customers of
this condition and provided them advance notice that future requirements will not be fulfilled.
Overall, we believe DoD should continue to use FedSource until it can redirect its business
elsewhere when FedSource no longer exists.

We made recommendations addressing interagency agreements, market research, and
surveillance to the Under Secretary of Defense for Acquisition, Technology, and Logistics in
DoD Inspector General Report No. D-2007-007, “FY 2005 DoD Purchases Made Through the
General Services Administration,” October 30, 2006. Accordingly, we did not make the same
recommendations again. In this report, we recommend that the Under Secretary of Defense
(Comptroller)/Chief Financial Officer oversee efforts by DoD to deobligate $3.9 million in
expired funds on FedSource’s accounting records as of May 2007. Recommendations
regarding a potential funding violation will be included in another report “Summary Report
on Potential Antideficiency Act Violations Resulting From DoD Purchases Made Through
Non-DoD Agencies FY 2004 Through FY 2007,” to be issued in FY 2008.

Recommendations to the Department of the Treasury are included in a report being prepared
by the Department of the Treasury Inspector General. (See the Finding section of the report
for the recommendation contained in the report.)



Management Comments and Audit Response. The Deputy Chief Financial Officer, the Under
Secretary of Defense (Comptroller)/Chief Financial Officer provided comments. The Deputy Chief
Financial Officer concurred with the report and intends to review and deobligate valid amounts
identified by the DoD Components. Also, the Deputy Chief Financial Officer will continue to obtain
data from FedSource to assist in identifying and facilitating the return of expired or excess funding.
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Background

2006 National Defense Authorization Act. This audit was performed to meet
requirements of Public Law 109-163, “National Defense Authorization Act for
Fiscal Year 2006,” January 6, 2006, which states in Section 811:

(@) INSPECTOR GENERAL REVIEWS AND DETERMINATIONS.

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

(A) review—

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

(ii) the administration of those polices, procedures, and internal
controls; and

(B) determine in writing whether—

(i) such non-defense agency is complaint with defense procurement
requirements;

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

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

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

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

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

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

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

Section 811 states that the Department of the Treasury (Treasury) is one of the covered
non-Defense agencies to be reviewed. Specifically, section 811 of the Act, “Internal
Controls for Procurements on Behalf of the Department of Defense,” requires the DoD
Office of Inspector General (O1G) and the Treasury OIG to conduct a second review on
the procurement policies, procedures, and internal controls of the Department of the
Treasury that are applicable to the procurement of property and services on behalf of
DoD by the Department of the Treasury. Furthermore, the act requires that the review
also encompass the administration of those policies, procedures, and internal controls.

To comply with the FY 2006 Defense Authorization Act, the DoD OIG and Treasury
OIG reviewed FY 2006 contract actions made by FedSource on behalf of DoD. In FY
2006, FedSource issued 26,344 contract actions for all customers representing

$404.1 million. FedSource issued 12,354 contract actions on behalf of DoD in FY 2006
totaling $165.6 million.

The DoD OIG and Treasury OIG judgmentally selected 57 basic task orders valued at
$24.1 million issued between July 1 and September 30, 2006, from 3 of FedSource’s

6 centers. During this period, FedSource processed 251 task orders valued at

$35.6 million. Including modifications, a total of 330 contract actions were issued by the
3 FedSource centers totaling approximately $38.5 million. We selected 29 contract
actions valued at $11.2 million for review and the Treasury auditors reviewed 28 contract
actions valued at $12.9 million. Of the 29 contract actions we selected for review, we
visited 4 FedSource centers, the Department of the Treasury, Bureau of the Public Debt,
Administrative Resources Center, and selected DoD installations.

Treasury Franchise Fund. The Government Management Reform Act of 1994
authorized the establishment of the Franchise Fund Pilot Program. In 2004, Public

Law 108-447, section 219 and section 101(f) of the Treasury Department Appropriations
Act, permanently established the franchise fund. The Treasury Franchise Fund is an
entrepreneurial Governmental enterprise established to provide common administrative
support services, on a competitive and fully cost-reimbursable basis to other components
within Treasury and to outside agencies. The Treasury Franchise Fund operates in a
businesslike manner by creating and maintaining a business relationship and environment
that promotes customer participation and satisfaction through delivery of quality
performance, teamwork, and continuous improvement, both in service delivery and
economic benefit.

The Treasury Franchise Fund is made up of four individual franchise business activities:
the Administrative Resource Center, FedSource, Treasury Agency Services, and the
Federal Consulting Group. The Treasury Franchise Fund offers services to customers for
accounting, travel, procurement, human resources, project support, digital



copiers/document automation, professional development, training, and consulting. These
business activities are required to recover their full costs of doing business and are
allowed to retain up to 4 percent of their total annual income. To cover their costs, the
franchise business activities charge fees for their services. A Government Accountability
Office (GAO) report, (number 05-456, July 2005) on interagency contracting, titled
“Franchise Funds Provide Convenience, but Value to DoD is Not Demonstrated,”
provides that Congress anticipated the franchise funds would be able to provide common
administrative services more efficiently than Federal agencies’ own personnel. The
original operating principles for franchise funds included offering services on a fully
competitive basis, using a comprehensive set of performance measures to assess the
quality of franchise fund services, and establishing cost and performance benchmarks
against their competitors (other Government organizations providing the same types of
services).

FedSource. FedSource consists of six operation centers located in San Antonio,
Baltimore, Cincinnati, St. Louis, Seattle, and Los Angeles. The primary function of
FedSource is to award and administer task orders on behalf of customer agencies for
commonly required services. FedSource provides integrated contract and financial
administration services to more than 2,500 Federal customers. FedSource can leverage
its buying power through its marketplace presence to obtain pricing that would otherwise
be unavailable to agencies purchasing these services on their own. The stated goal of
FedSource is to provide an intelligent, alternative source for the effective delivery of
administrative support services. In addition, FedSource seeks to provide services on a
fully competed basis and provide surge capability to meet the customer’s mission needs.
The overall FedSource mission is to leverage commercial and industry best practices to
offer innovation in Government-to-Government procurement and contract administration
for Federal managers. DoD customers represented about 40 percent of the total
FedSource business conducted in FY 2006.

FedSource Improvements Since Prior Audits. FedSource responded to many
recommendations made during prior audits by the DoD Inspector General (IG) and the
Treasury 1G. FedSource significantly improved its procurement practices covering
competition and appropriate use of funds. Competition improved through
implementation of Section 803 to ensure fair opportunity is provided on most DoD
requirements filled through task orders. Routine buys were eliminated that had
previously impeded competition among all potential bidders. The number of potential
Antideficiency Act (ADA) violations dropped from 21 reported in our prior review to
only 1 potential violation in this report. Further, FedSource developed a procedure to
address funding to ensure the proper appropriation and fiscal year are accurately cited on
DoD funding documents received. Improvements occurred in price reasonableness
whereby FedSource increased the sources considered for determining fair and reasonable
pricing. FedSource still needs to improve documentation on the negotiation process in the
price negotiation memorandum (PNM). Also, further improvements are needed
regarding quality assurance surveillance plans (QASP) and surveillance. Overall,
FedSource demonstrated progress on contractual and funding areas although there are
areas for continued improvement.

Further, the Bureau of the Public Debt administers the multiple-award contracts on behalf
of FedSource to use for issuing task orders. The Bureau of the Public Debt will not issue
a new multiple-award contract set to replace the existing one known as the FedSource 9
(FS-9) multiple-award contract. The FS-9 consists of nine contractors that are all eligible
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to compete on requests for proposals (RFP) that fall within the contract scope of work.
The FS-9 will not be available to DoD customers after September 30, 2008. As a result,
DoD customers have been notified that they will have to obtain alternative contracting
sources to fulfill future requirements.

Objectives

The objective of the audit was to review DoD purchases made through the
Department of the Treasury in FY 2006. Specifically, we examined the policies,
procedures, and internal controls to determine whether there was a legitimate
need for DoD to use Treasury, whether DoD clearly defined requirements,
whether Treasury and DoD properly used and tracked funds, and whether
Treasury complied with Defense procurement requirements. We also examined
how Treasury accepts and fulfills DoD requirements. See Appendix A for a
discussion of the scope and methodology. See Appendix B for prior coverage
related to the objective.

Review of Internal Controls

At the sites visited, we identified material internal control weaknesses as defined
by DoD Instruction 5010.40, “Managers’ Internal Control (MIC) Program
Procedures,” January 4, 2006. DoD organizations are required to ensure the
acquisition strategy is in the best interest of the Government. The sites we visited
encountered problems while implementing and executing policy. Furthermore,
contracting, financial, and accounting officials did not always comply with
regulations and statutes. Specifically, we identified material internal control
weaknesses on market research because the most cost-effective contracting
method to fulfill DoD requirements was not documented. We identified a
material internal control weakness with price reasonableness because inadequate
analyses and support existed for task order award prices. Lastly, we identified
material internal control weakness with surveillance because of DoD’s and
FedSource’s failure to establish sound oversight plans to monitor contractor
performance. Implementing the recommendations contained in previously issued
reports from our series of audits related to interagency contracts should improve
contracting procedures for task orders awarded using non-DoD contracts. Also,
the fact that FedSource operations are being curtailed in September 2008 will
eliminate the problems noted. A copy of these reports will be provided to the
senior official responsible for internal controls in the Office of the Under
Secretary of Defense (Comptroller)/Chief Financial Officer.



DoD Use of FedSource Services

DoD and the Department of the Treasury FedSource management and
contracting officials did not always comply with the Federal Acquisition
Regulation (FAR) and DoD procurement regulations when making
purchases through FedSource. We reviewed 29 task orders valued at
$11.2 million awarded by FedSource contracting officers on behalf of
DoD activities. Of 29 task orders reviewed, we determined:

e twenty-nine (of 29) valued at $11.2 million had either no
interagency agreement or an interagency agreement that lacked
specific details;

e twenty-nine (of 29) valued at $11.2 million contained either
inadequate or no documentation of market research;

e ten (of 29) valued at $6.8 million contained either inadequate
or no documentation to support price reasonableness;

o four (of 29) valued at $2.3 million had inadequate competition;

e twenty-nine (of 29) valued at $11.2 million had inadequate
contract surveillance plans; and

e one (of 29) valued at $323,971 was improperly funded,
resulting in a potential Antideficiency Act violation.

Similar problems were also noted by the Treasury OIG during its review
of 28 task orders. These conditions occurred because of a lack of planning
and lack of oversight coordination between FedSource and DoD.
Although significant improvements occurred in competition, price
reasonableness, and use of appropriated funds from our prior review,
issues reported again on interagency agreements, market research, and
surveillance warrant attention. The lack of complete and current
interagency agreements limits accountability and responsibility over non-
DoD procurements. Further, as a result of a lack of contract alternative
analyses, DoD organizations may not be achieving the most cost-effective
method to acquire goods and services. Also, for issues raised on
surveillance, DoD may not be receiving the level of performance it
contracted for under the terms of the task order.

Interagency Contracting

The procurements made by non-DoD agencies on behalf of DoD customers
encompass many actions from the initial requirement to contract completion.
Initial planning includes defining the requirement in a statement of work,
establishing deliverables and a cost estimate, followed by determining the most
cost-effective method to fulfill the order for either goods or services. An
interagency agreement is to assist with providing terms for conducting business
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between the DoD customer and FedSource. DoD transfers appropriated funds to
FedSource that are to be used by FedSource to award a task order to fulfill one or
more DoD requirements. These funds are accepted on a reimbursable basis by
FedSource which is responsible for ensuring that competition occurs and the
customer obtains a fair and reasonable price. FedSource is to ensure that the best
value is attained on the award. After award, surveillance should then be
conducted to ensure that the contractor performed in accordance with the contract.

Acquisition Criteria

Acquisition Planning. FAR Subpart 7.102(a), “Policy,” states that “agencies
shall perform acquisition planning and conduct market research ... for all
acquisitions in order to promote and provide for acquisition of commercial items
or ... to meet the agency’s needs,” and to allow for full and open competition to
the maximum extent possible, with regard to the nature of the supplies or services
to be acquired. This planning shall integrate the efforts of all personnel
responsible for significant aspects of the acquisition. FAR Part 10, “Market
Research,” prescribes the policies and procedures for conducting market research
to arrive at the most suitable approach to acquiring, distributing, and supporting
supplies and services. Agencies must use the results of market research to
determine the sources capable of satisfying the agency’s requirements. FAR
Subpart 7.105, “Contents of Written Acquisition Plans,” requires organizations to
consider acquisition alternatives and prospective sources of supplies and services
that will meet their needs. These actions should be conducted early in the
procurement planning process.

Defense Federal Acquisition Regulation Supplement Criteria. Defense
Federal Acquisition Regulation Supplement (DFARS) Subpart 217.7802,
“Policy,” implements guidance and policy to comply with the Acting Under
Secretary for Acquisition, Technology, and Logistics and the Principal Deputy
Under Secretary of Defense (Comptroller) in the October 29, 2004, memorandum,
“Proper Use of Non-DoD Contracts, (DoD October 29, 2004, Memorandum) that
introduces controls to ensure that non-DoD contracts are the best method to
satisfy DoD requirements. The DFARS states that:

Departments and agencies shall establish and maintain procedures for
reviewing and approving orders placed for supplies and services under
non-DoD contracts, whether through direct acquisition or assisted
acquisition, when the amount of the order exceeds the simplified
acquisition threshold. These procedures shall include—
(@) Evaluating whether using a non-DoD contract for the
acquisition is in the best interest of DoD.

(b) Determining that the tasks to be accomplished or supplies to
be provided are within the scope of the contract to be used;

(c) Reviewing funding to ensure that it is used in accordance with
appropriation limitations;



(d) Providing unique terms, conditions, and requirements to the
assisting agency for incorporation into the order or contract as
appropriate to comply with all applicable DoD-unique
statutes, regulations, directives, and other requirements; and

(e) Collecting and reporting data on the use of assisted acquisition
for analysis.

Interagency Agreements. Section 1535, title 31, United States Code

(31 U.S.C. 1535) prescribes the policy for an agency or major organizational unit
to place orders within the agency or another organization for goods or services,
if:

amounts are available;

e the head of the ordering agency or unit decides the order is in the best interest of the
United States Government;

e the agency or unit to fill the order is able to provide or get by contract the ordered
goods or services; and

o the head of the agency decides the ordered goods or services cannot be contracted as
conveniently or as cheaply by a commercial enterprise.

These orders are Economy Act orders and authorize agencies to enter into
mutual agreements to obtain supplies or services by an interagency acquisition.
Economy Act orders apply when other specific statutory authority does not exist.
FedSource has its own independent statutory authority and orders placed under
its authority are not required to reference the Economy Act to purchase from
them.

Competition. FAR Subparts 6.101(a) , “Policy,” states “that contracting officers
shall promote and provide for full and open competition in soliciting offers and
awarding Government contracts.” FAR Subpart 6.101(b) states that “contracting
officers shall provide for full and open competition through use of the competitive
procedure(s) ... that are best suited to the circumstances of the contract action.”
FAR Subpart 16.505, “Ordering,” provides procedures for orders placed under
multiple-award contracts including regulations for fair opportunity and decision
documentation for orders.

Fair Opportunity. DFARS Subpart 216.5, “Indefinite Delivery
Contracts,” requires that each purchase of products or services by or for DoD in
excess of $100,000 under a multiple-award contract shall provide all awardees a
fair opportunity to perform the statement of the work. DFARS also provides a
waiver from this requirement under certain circumstances. For orders exceeding
$3,000 and issued under a multiple-delivery order or a multiple-task order,

FAR 16.505, “Ordering,” requires the contracting officer to provide each awardee
a fair opportunity to be considered for award. The following are exceptions to the
fair opportunity process.



e The agency need for the supplies or services is so urgent that
providing a fair opportunity would result in unacceptable delays.

e Only one awardee is capable of providing the supplies or services
required at the level of quality required because the supplies or
services ordered are unique or highly specialized.

e The order must be issued on a sole-source basis in the interest of
economy and efficiency as a logical follow-on to an order already
issued under the contract, provided that all awardees were given a fair
opportunity to be considered for the original order.

e |tis necessary to place an order to satisfy a minimum guarantee.

Price Reasonableness Determination. FAR Subpart 15.402, “Pricing Policy,”
states that contracting officers must determine price reasonableness and FAR
Subpart 15.406-3, “Documenting the Negotiation,” states that contracting officers
must document that the price is fair and reasonable in the price negotiation
memorandum.

Surveillance Requirements. FAR Subpart 46.103, “Contracting Officer
Responsibilities,” provides that contracting offices are responsible for receiving a
QASP from the requesting activity when contracting for services. FAR

Subpart 46.103 states:

Contracting offices are responsible for receiving from the activity
responsible for technical requirements any specifications for
inspection, testing, and other contract quality requirements essential to
ensure the integrity of the supplies or services (the activity responsible
for technical requirements is responsible for prescribing contract
quality requirements, such as inspection and testing requirements or,
for service contracts, a quality assurance surveillance plan).

FAR Subpart 37.6, “Performance-Based Acquisition,” prescribes the QASP
requirements for performance-based service contracts. The FAR requires
agencies to develop QASPs when acquiring services that contain measurable
i