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Office of the Inspector General, DoD

Report No. 93-068 March 18, 1993
(Project No. 2CH-5003.03)

PROCUREMENT OF SERVICES FOR THE NON-ACOUSTIC ANTI-SUBMARINE
WARFARE PROGRAM THROUGH THE TENNESSEE VALLEY AUTHORITY

EXECUTIVE SUMMARY

Introduction. This report is being issued as part of our audit
of interagency orders placed with the Tennessee Valley Authority
(TVA) (Project No. 2CH-5003). This was a cooperative audit with
the Inspector General, TVA. The report addresses the use of
Economy Act orders by the Office of the Director, Defense
Research and Engineering, and Assistant Secretary of Defense
(Command, Control, Communications and Intelligence) (ASD(C”I)),
to obtain contracting support for the Non-Acoustic Anti-Submarine
Warfare (NAASW) Program through the TVA Technology Brokering
Progran. The NAASW Program received $79.3 million of funding
through FY 1993.

Objectives. The objective of our overall project was to evaluate
DoD use of Economy Act orders to obtain contracting support from
TVA. For the portion of the overall project covered in this
report, our objectives were to determine whether ASD(C”I)
procedures and internal controls were adequate to verify that
services and supplies ordered through TVA were actually received
and properly billed.

Audit Results. The NAASW Program Office lacked adequate controls
over work performed and costs incurred for $18.6 million of the
Economy Act orders issued to the TVA Technology Brokering
Program. The lack of adequate controls resulted in approximately
$1.5 million in additional program costs and $2.8 million of
unsupported contractor billings through TVA (Finding A). A NAASW
Program official performed travel that was not ©properly
authorized. As a result, documentation to support $6,648 of
travel expenses was inadequate. (Finding B).

Internal cControls. The NAASW Program Office did not establish
adequate internal controls to review and approve work performed,
costs incurred, security of classified work performed, and travel
performed under the interagency agreement with TVA. The internal
control weaknesses were material. See pPart I for the internal
controls reviewed and Findings A and B in Part II for details on
the weaknesses.

Potential Benefits of Audit. A onetime monetary benefit of about
$2.8 million can be realized from the recoupment of unsupported
costs paid to subcontractors. An additional monetary benefit of



approximately $605,120 could be realized if TVA returns the
remaining $6.2 million it is holding for NAASW Program work, and
if the money is placed under contract directly through DoD
procurement channels. If FY 1993 appropriated funds designated
for the NAASW Program are placed on contract through DoD
contracting channels, and not expended under Economy Act orders
with the TVA, a monetary benefit of $1.8 million can occur. A
monetary benefit of $6,648 can result from the recoupment of
unsupported travel costs. Implementation of the recommendations
in this report will also improve internal controls over work
performed and costs incurred through Economy Act orders with TVA.
A summary of the potential monetary and other benefits is at
Appendix J.

Summary of Recommendations. We recommended that ASD(C3I)
request that TVA or the Defense Contract Management Command
exercise adequate contract administration; request that TVA or
the Defense Contract Audit Agency audit incurred costs; request
that TVA withhold payment of 5 percent of funds billed by ESG,
Incorporated, pending the completion of an incurred cost audit;
initiate action to recoup questioned costs; request a review of
the adequacy of TVA oversight of classified work; establish
controls to provide for the separation of duties and avoid the
performance of inherently Governmental functions by a contractor;
and recover unsupported travel costs. We also recommended that
the Director, Defense Administration and Management, evaluate the
NAASW Program Office personnel staffing needs.

Management Comments. ASD(C3I) concurred with the recommendations
and stated that his office was reviewing the NAASW Program
management procedures and practices and was coordinating with TVA
to ensure contract administration and program controls mget
Federal Acquisition Regulation requirements. Further, ASD(C I)
has taken steps to ensure proper handling of classified material;
to coordinate closeout audits by Defense Contract Audit Agency;
and to establish an inventory of progress, cost, and technical
reports. ASD(C’I) will also revise the interagency agreement as
necessary; will request that TVA withhold an appropriate amount
from payment to ESG, Incorporated, pending a closeout audit; will
preclude future obligation of funds to TVA; will obtain
reimbursements for unsupported travel expenses; and will take
appropriate disciplinary actions. The Director, Defense
Adninistration and Management, st%ted that the NAASW Program
Office was reviewed, and that ASD(C’I) has taken steps to ensure
that future contracts are administered through a DoD contracting
agency, rather than TVA, thereby lessening the workload of the
NAASW Program Office. The Defense Contract Audit Agency stated
that unless appropriate contract provisions are included in the
TVA contracts and subcontracts, DCAA would be unable to perform
closeout audits. The full discussion of the responsiveness of
management comments is in Part II and the complete text of the
management comments is in Part Ig of this report. Additional
comments are requested from ASD (C”I) by May 17, 1993.
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PART I - INTRODUCTION

Backqground

Non-Acoustic Anti-Submarine Warfare (NAASW) Program. The
NAASW Program is a research, development, test, and evaluation
(RDT&E) effort within the Office of the Secretary of Defense
(0OSD). The program explores non-acoustic anti-submarine warfare
technology. In FY 1992, Congress mandated that the OSD program
be separate from Navy non-acoustic technology initiatives. The
Director, Defense Research and Engineering (DDR&E) , was
originally delegated NAASW program management responsibility

through FY 1991. In December 1991, the NAASW Program was
transferred to the Assistant Secretary of Defense (Command,
Control, Communications and Intelligence) (ASD(C3I)). The NAASW

Program received $49.3 million through FY 1992 and $30 million
for FY 1993 for RDT&E efforts. The NAASW Program was primarily
performed through Economy Act orders issued to other Government
agencies and federally funded research and development centers
(Appendix A).

Washington Headguarters Services. The Washington
Headquarters Services (WHS) provides to DoD activities in the

National Capital area administrative and operational support
including budget and accounting, civilian and military personnel
management, security, travel, and other miscellaneous
administrative support. Within WHS, the Directorate for Budget
and Finance controls appropriated funds, issues Economy _Act
orders for various DoD activities .including DDR&E and ASD(C3I),
and provides other financial management and accounting services.
WHS also coordinates administrative service policies for
DoD Components serviced by the Defense Supply Service-Washington
(DSS-W) which provides acquisition and contractual-related
support to DoD activities in the Washington, D.C., area.

Technology Brokering Program. In 1988, the Resources Group,
Tennessee Valley Authority (TVA), established the Technology
Brokering Program to expand opportunities for technology-based
growth in the Tennessee Valley. The Technology Brokering Program
accepts Economy Act orders from other Government agencies and
contracts for the work through cooperative agreements with
commercial organizations in and outside the Tennessee Valley.
The purpose of the Technology Brokering Program is to bring into
the Tennessee Valley high technology work that can be used for
future commercial purposes.

The TVA Technology Brokering Program, executed by an office of
5 persons, received $112 million of Economy Act orders in



FY 1991 from 45 Government activities and placed the funds with
41 cooperators (contractors). The program goal is to use and
develop Tennessee Valley technological capabilities and
commercial potential. Four members of the Technology Brokering
Program Office perform contract administration and oversight.
The Office of the Inspector General (0IG), TVA, 5l1-person staff
audits TVA programs totaling $6 billion. 0IG, TVA, does not
devote audit resources specifically to the Technology Brokering
Program, but has audited the program twice since 1991 and plans
additional audits of the program in FY 1993.

Between April 1991 and March 1992, DDR&E and ASD(C3I) sent
$18.6 million of Economy Act orders for the NAASW Program through
WHS to the TVA Technology Brokering Program. As of May 1992, the
Director of the Technology Brokering Program had authorized
ESG, Incorporated (ESG), to expend $17.2 million of the funds for
the NAASW Program through a cooperative agreement, and ESG had
billed TVA $11.5 million for support provided to the NAASW
Program Office. ESG provides direct support subcontracts with
other organizations to support the NAASW Program.

Objectives

On October 11, 1991, we announced a Jjoint audit with the
0IG, TVA, to evaluate DoD activities’ use of Economy Act orders
to obtain contracting support through TVA. The joint objectives
were to determine whether:

o contract offloading by DoD activities to TVA was
appropriate, justified, and properly approved;

o DoD activities adequately verified that the services and
supplies ordered were actually received and properly billed; and

o internal controls, as they relate to these procurements,
were effective.

OIG, DoD, Report No. 92-069, "Quick-Reaction Report on DoD
Procurements Through the Tennessee Valley Authority," April 3,
1992, addressed the first objective. This audit report gddresses
the second and third objectives as they relate to ASD(C-”I) NAASW
Program management.

Scope

We examined the interagency agreement between TVA and the NAASW
Program Office and the seven related Economy Act orders totaling
$18.6 million, the cooperative agreement between TVA and ESG, and
the ESG workplan and budget for the NAASW Program. We examined
vouchers and supporting documentation ESG submitted to TVA and
examined detailed supporting documentation maintained by ESG



first-, second-, and third-tier subcontractors for $8.2 million
in costs invoiced through TVA from the inception of the NAASW
Program in 1988 through FY 1991. We examined vouchers and
supporting documentation for $3.1 million of invoices ESG
submitted to TVA for FY 1992 through May 20, 1992. We reviewed
the DoD NAASW Program Security Classification Guide, which
provides guidance for the security of classified information. We
interviewed NAASW Program officials, TVA officials, and ESG
personnel. We interviewed officials from the Defense Contract
Audit Agency (DCAA), the Defense Investigative Service, and WHS,
and reviewed WHS documentation supporting $30.7 million in
Economy Act orders. The Economy Act orders for NAASW support
were issued to and accepted by other DoD and non-DoD activities
between February 1991 and April 1992.

The audit was performed from January through July 1992, and
covered contracting support provided by the TVA from April 1991
through May 1992. We did not rely on computerized data to
conduct this review. This economy and efficiency audit was
performed in accordance with auditing standards issued by the
Comptroller General of the United States, as implemented by the
Inspector General, DoD. Accordingly, we included such tests of
internal controls as were considered necessary. The activities
contacted are listed in Appendix K.

Internal Controls

The audit identified material internal control weaknesses as
defined by Public Law 97-255, Office of Management and Budget
Circular No. A-123, and DoD Directive 5010.38. The NAASW Program
Office did not establish effective internal controls to review
and approve work performed by ESG and its subcontractors, to
review and approve the receipt of deliverables, or to review and
approve costs incurred under the Economy Act orders issued for
the NAASW Program.

The NAASW Program Office also did not establish internal controls
through the Technology Brokering Program for a security program
that covers classified information and security clearances for
TVA, ESG, and ESG subcontractors. Further, the Offices of the
DDR&E and ASD(C-I) did not establish internal controls for travel
by NAASW Program personnel.

Implementation of Recommendations A.l.a., A.1.d., A.l.e., A.1.f.,
and B.2. 1in this report will correct the internal control
weaknesses. We did not quantify a potential monetary benefit
that would result from correcting the internal control
weaknesses because the level of NAASW support ASD(C3I) planned to
acquire through TVA was not clear. However, implementing our
recommendations should help prevent the future payment of
unsupported, unallowable, or gquestioned costs related to the



$6.2 million in funds remaining at TVA and the $30 million
designated for the NAASW Program in FY 1993, A copy of the final
report will be provided to the senior official responsible for
internal controls within 0SD.

Prior Audits and Other Reviews

In the last 2 years, the 0IG, DoD, and the OIG, TVA, issued
five audit reports on the use of Economy Act orders for
procurements through the Library of Congress, the Department of
Energy, and the TVA. In 1991, the Army Audit Agency issued
two reports on contract offloading. Also, the 0IG, DoD, has an
audit in process on DoD procurements through the National
Aeronautics and Space Administration. The reports generally
stated that DoD officials were improperly issuing unauthorized
Economy Act orders to other Federal agencies. See Appendix B for
details.



PART IY - FINDINGS AND RECOMMENDATIONS

A. ADMINISTRATION OF ECONOMY ACT ORDERS

The DDR&E and ASD(C3I) did not properly control and administer
the expenditure of $18.6 million of funds for the NAASW Program.
This lack of control occurred because DDR&E and ASD(C”I) sent
Economy Act orders to TVA to support the NAASW Program. Further,
the failure of ASD(C3I) to adequately staff the NAASW Program
Office contributed to insufficient oversight of contractors. BY
sending Economy Act orders to TVA, DDR&E and ASD(C3I) avoided the
controls and support normally provided at no charge to the NAASW
Program by:

o a DoD contracting office for award of contracts,

o the Defense Contract Management Command for contract
administration,

o the DCAA for contract audit, and

o the Defense Investigative Service for security of
classified data handled by contractors.

As a result, the Government spent about $1.5 million
unnecessarily for program and contracting support by TVA and ESG,
the prime contractor to TVA for the program. In addition,

$2.8 million of contractor billings were not supported by
documentation.

DISCUSSTION OF DETAILS

Background

In February 1991, the DDR&E requested WHS to provide funds to the
Aviation Supply Office, Philadelphia, Pennsylvania, for a
prototype system for test and evaluation, and to the Naval
Weapons Center, China Lake, California, to contract for RDT&E
program requirements under the NAASW Program. However, both
activities returned the funds without contract execution for a
variety of reasons.

To accomplish the NAASW Program requirements, NAASW Program
officials stated that they considered alternative contracting
methods, including using contracting offices of DSS-W and the
Navy. DDR&E officials concluded that TVA could meet operational
time constraints and that TVA offered an economical and efficient
means to accomplish program needs without adhering to regular
Federal acquisition procedures. The DDR&E assumed that TVA would
provide contract management support, and that TVA had access to
Government organizations, national laboratories, colleges and



universities, international scientific and technical comgunities,
and contractors. On February 25, 1991, the ASD(C"I) sent
$500,000 to TVA on an Economy Act order to initiate contracting
for the NAASW Program.

TVA Technology Brokering Program

TVA has taken an official position that it is not required to
comply with the Federal Acquisition Regulation (FAR) for
procurements under the Technology Brokering Program. In August
1992, TVA issued, "Technology Brokering Program Overview and
Guidelines," reiterating TVA independence from the FAR. The
August 1992 TVA guidance also stipulated that the requesting
agency must include a determination and finding signed by a
contracting officer stating that acquiring the goods or service
with an Economy Act order submitted to TVA is in the best
interest of the Government and that the order does not conflict
with other authority.

Under the Technology Brokering Program, TVA approves contractor
workplans and budgets, processes and pays invoices, receives
deliverables, and provides limited RDT&E management oversight.
The requesting activity retains technical oversight and
acceptance responsibility for work performed. To process and
administer the procurement, TVA assesses a fee that ranges from
5 percent to 10 percent of the amount of the Economy Act order.

Role of Washington Headquarters Services (WHS)

Between February 1991 and February 1992, WHS issued to TVA
seven Economy Act orders totaling $18.6 million for the NAASW
Program (Appendix A). DDR&E officials stated that they requested
WHS to send the orders to TVA because OSD did not have a
contracting office, because the NAASW Program Office had
insufficient resources to handle both technical oversight and
contract administration, and because, by using TVA, the NAASW
Program Office could quickly obligate funds and obtain the
support of a specific contractor without having to advertise or
compete the requirement. A WHS budget officer certified that
program funds were available and prepared and signed a
DD Form 448, "“"Military Interdepartmental Purchase Request," that
was forwarded to TVA. ©Upon acceptance of the DD Form 448, TVA
submitted a voucher to WHS for reimbursement of the total amount
of funds identified on the DD Form 448, and WHS transferred the
funds to TVA.

Use of Economy Act Orders

Approval of orders. WHS issued the first four Economy Act
orders before the NAASW Program Office established an interagency
agreement in May 1991. A senior staff specialist in DDR&E signed




the NAASW Program Office and TVA interagency agreenent. The
Director, Tactical Warfare Programs, Office of the DDR&E,
approved the first four Economy Act orders and the WHS budget
officer approved the DD Forms 448. DDR&E and ASD(C3I) approved
the fifth and sixth orders respectively, and WHS subsequently
issued the orders after the NAASW Program Office and TVA
interagency agreement was signed in May 1991, The Principal
Deputy for Intelligence, Office of the AsSD(c’I), approved the
seventh order, which was issued by WHS. Neither the OSD General
Counsel nor a DoD contracting officer reviewed the interagency
agreement or the Economy Act orders. Defense Federal Acquisition
Regulation (DFARS) 217.502, "Interagency Agreements Under the
Economy Act," requires that Economy Act orders be reviewed and
approved by a DoD contracting officer.

contract oversight. The offices of DDR&E and ASD(C3I) did
not establish any controls over contract oversight, contract
administration, contractor evaluations, or subcontractor costs
for the NAASW Program. The Economy Act orders for the NAASW
Program sent to TVA resulted in contract work that had none of
the normal DoD contract oversight controls in place. Under a
standard DoD contract, DCAA and the Defense Contract Management
Command (DCMC) would provide oversight of contractor costs and

contract administration. DCAA evaluates contractor operations
for economy, efficiency, and adequacy of controls, and examines
contractor and subcontractor costs for reasonableness,
allocability, and compliance with FAR restrictions. DCMC

performs pre-award evaluations of the competency, capability, and
reliability of ©potential <contractors; performs post-award
technical and administrative oversight in support of program
managers; and performs contract termination and completion
actions. DCAA and DCMC also work together to evaluate proposals
and contractor financial systems. None of these pre- and post-
award checks and reviews occurred.

Responsibilities identified in interagency agreements. The
May 1991 interagency agreement between the NAASW Program Office
and TVA states that:

o) contract administration shall be performed in TVA
by the Manager of Technology Utilization or a designee,

o DoD shall designate a project director for each
project who will authorize work on the basis of detailed Economy
Act orders submitted by the NAASW Program Office, and

o the NAASW Program Office has the right to audit
TVA records to verify the accuracy of amounts invoiced by TVA.

The cooperative agreement between TVA and ESG states that ESG
shall submit a workplan and budget to TVA, and that the Vice



President of the Resources Group, TVA, or a designee of the Vice
President of the Resources Group shall act for TVA in all matters
relating to the administration of the cooperative agreement, and
that ESG shall designate a project director for each project.
The TVA-ESG agreement also states that "TVA, its agents, and the
General Accounting Office have the right to audit, without
restrictions, costs incurred by ESG and billed to TVA and cost
data supporting the approved workplan and budget." No other
details regarding contract administration or oversight are
specified in either the interagency agreement or the cooperative
agreement.

WHS policy revision. During the audit, we advised the
Deputy Director, Budget and Finance, WHS, that a DoD contracting
officer should review and approve Economy Act Orders before
issuance. On August 7, 1992, the Director, Budget and
Finance, WHS, issued the memorandum, "Off-Loading of Contract
Actions," that stated, "effective immediately, all requests for
contractual support from non-DoD sources under the authority of
the Economy Act must include a determination and finding signed
by a DoD contracting officer" (Appendix C).

Contract Administration

Performance of administration and oversight. The
interagency agreement between the NAASW Program Office and TVA
allowed DDR&E to request the TVA Technology Brokering Program to
designate ESG as the primary contractor to perform the work under
the Economy Act orders. ESG is a small, woman-owned business in
Laurel, Maryland, staffed with former DoD personnel known to the
DDR&E officials responsible for the NAASW Program. TVA approved
the workplan and budget ESG submitted that described, in general
terms, the tasks to be performed, budgeted costs, projected
milestones for completion of tasks, and planned deliverables.
TVA ensured that the invoices ESG subnmitted did not exceed the
budgeted costs identified in the approved workplan and budget.
Either the NAASW Program Office or ESG was responsible for all
technical oversight. Neither DCAA or DCMC was included in the
oversight process.

An ESG official responsible for managing subcontracts informed us
that ESG performs contract administration in accordance with the
FAR. However, TVA is not required to follow the FAR, and no
language was included in the cooperative agreement between TVA
and ESG to establish the requirement.

Oversight performed by the NAASW Program Office. The
program plan for the NAASW research effort DDR&E submitted to
Congress in April 1990 stated that one full-time program
oversight manager in O0SD would approve program plans and
disseminate FY 1990 funds. The program plan also stated that,




"individual projects will be managed by project managers at each
major participating organization." The program plan did not
identify TVA as part of the NAASW program management
organization. A GM-15 engineer was assigned to the NAASW Program
Office as the project director. The project director had not
received training at the Defense Systems Management College to be
a program manager or to be a contracting officer’s technical

representative (COTR). For the contractor support subsequently
obtained through TVA, this project director was responsible for
monitoring work performed by ESG and its subcontractors. The

project director stated that she was the COTR; however, we
determined that TVA never formally appointed her to be a COTR or
specified in writing her technical oversight responsibilities.
TVA should have formally acknowledged her technical oversight
responsibilities with regard to the cooperative agreement.
Office of Federal Procurement Policy Memorandum, "Government-Wide
Guidance on Contract Administration,™ March 15, 1991, states that
the COTR should be designated in writing and that the designation
should define the scope of duties and responsibilities and the
limitations of the COTR’s authority. The memorandum also states
that COTRs must have appropriate training, time, and resources to
effectively monitor contracts.

The NAASW project director approved the ESG workplan and budget,
but was unable to provide documentation of subsequent oversight
actions taken with regard to formal approvals of the work
performed or costs incurred by ESG. Approvals, if made, were
apparently verbal and not documented. The project director
stated that it was TVA’s responsibility, not hers, to review
costs invoiced by ESG, and that it was ESG’s responsibility to
monitor subcontractor costs.

According to subcontractor plans, the project director was to
receive quarterly progress reports, monthly financial status
reports on subcontractor efforts, and copies of deliverables.
However, we could not establish that the project director had
received copies of progress reports or deliverables from TVA,
ESG, or its subcontractors. When interviewed, she was unsure of
the status of the reports, stating that such documents were
maintained by the contractor. The project director recalled
taking two trips to monitor contractor performance, but stated
that no trip reports were completed to document the trips.
Subsequently, she provided copies of some notes that she claimed
were taken during the trips. We identified eight trips that she
took in support of the NAASW Program (Finding B).

Responsibilities of ESG as a TVA contractor. ESG was
primarily responsible for developing a project master plan for
current and ongoing research efforts to support the NAASW
Program, and for assisting the NAASW project director by
performing the following duties. ESG was responsible for:




o 1identifying contractors to support the research
effort and identifying procedures for subcontracting the work,
evaluating proposed research projects and their applicability to
the NAASW Program, and recommending issuance of subcontracts;

o preparing subcontract documents, conducting cost
analyses, and participating in evaluations of proposed new
technology;

o developing budgets and schedules for individual
NAASW taskings;

o obtaining technical consultants to assist the
project director in testing and evaluating the wutility of
technologies developed by NAASW research projects;

o nmonitoring subcontractor performance; and

o attending progress reviews with subcontractors and
advising the NAASW Program Office of potential problems.

ESG also prepared justification and approval documents for non-
competitively awarding the subcontracts based on the proposed
projects submitted by prospective firms to the NAASW Program
Office. ESG assigned one full-time employee and one part-time
employee to perform NAASW-related work in its Laurel office and
maintained a one-person office in Knoxville, Tennessee, to
support the NAASW Progranm.

Separation of duties. DDR&E and .ASD(C3I) personnel
responsible for managing the NAASW Program did not establish
adequate internal controls to preclude a potential conflict of
interest by ESG. The officials did not separate the duties of
evaluating projects and proposed costs, selecting subcontractors,
or approving subcontractor costs. As the prime contractor, ESG
advised the NAASW project director and helped her manage the
NAASW Program. ESG was also responsible for the actual research
efforts, thus DoD could not ensure that advice rendered by ESG
was independent, that assessments made of proposals were
unbiased, and that costs incurred were reasonable and
appropriate. NAASW Program Office personnel could not
demonstrate that they had reviewed project expenditures in
detail for technical accuracy. For each of the projects approved
by the project director for further consideration, ESG performed
cost and price analyses, developed support for Government
negotiation positions, prepared the subcontracts, and performed
contract administration.
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The firms that proposed the approved projects became sole-source
subcontractors to ESG. This placed ESG in the position of
evaluating and recommending projects to be funded as well as
controlling and approving the expenditures by those
subcontractors. In addition, ESG charged costs to the
NAASW Program for administering and managing the work performed
by the subcontractors.

FAR 9.505-3, "Providing Technical Evaluation of Advisory and
Assistance Services," states that contracts requiring a
contractor to technically evaluate other contractors’ offers or
products and to advise the Government shall not generally be
awarded without proper safeguards to ensure objectivity and to
protect the Government’s interest. To preclude the potential for
conflicts of interest, ASD(C®I) should establish internal
controls by either increasing the staffing of the NAASW Program
Office or by using separate contractors to provide the management
support services and to be responsible for the research efforts.

Inherently Governmental functions. ESG’s extensive
program management responsibilities and support to the NAASW
project director allowed ESG to perform duties and make decisions
inherent to the Government. ESG prepared evaluation proposals,
program budgets, and documents defining requirements and
evaluation criteria, and attended progress reviews on behalf of
the NAASW project director. The NAASW project director relied on
ESG to make decisions and interpret policy. We believe the NAASW
project director gave ESG this authority because adequate in-
house contract oversight capability was not available within the
NAASW Program Office.

Office of Federal Procurement Policy Letter 92-1, "Inherently
Governmental Functions," September 23, 1992, states that agencies
must have sufficient numbers of trained and experienced staff to
properly manage Government programs. The greater the degree of
reliance on contractors, the greater the_need for oversight by
agencies. Because of the limited ASD(C3I) staff dedicated to
monitoring the NAASW Program, we believe the Director, Defense
Administration and Management, should perform a manpower survey
to determine the number and the training of the staff required to
manage the NAASW Program and to monitor contractor support.

FAR 37.102, "Service Contracting," prohibits contracting officers
from awarding contracts for the performance of inherently
Governmental functions. Office of Management and Budget
Circular A-76, "Performance of Commercial Activities," defines
an inherently Governmental function as policy making, policy
interpretation and enforcement, financial accountability,
decisionmaking, or managerial in nature. The extent of the
contractor’s direct involvement is the key distinguishing factor
between allowable management support services and inherently
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Governmental tasks. Office of Federal Procurement Policy
Letter 92-1 lists functions such as determining what supplies
and services are to be acquired and approving contractual
documents defining requirements, incentive plans, and eyvaluation
criteria as "inherently Governmental functions." ASD(C3I) needs
to establish controls that separate duties, prevent potential
conflicts of interest, and preclude a contractor from performing
inherently Governmental functions.

Use of subcontractors. ESG subcontracted the technical work
requirements that accounted for $10.9 million (96 percent) of the
$11.4 million in costs billed by ESG as of May 20, 1992
(Appendix D). The subcontracts were not publicized in the
Commerce Business Daily and were not competed. ESG subcontracted
work on a sole-source basis using cost-plus-fixed-fee contracts,
and, in some cases, used third-tier subcontractors.

Percent of subcontract, If a DoD contracting office
had supported the NAASW Program, the FAR policies and procedures
for contracts and subcontracts would have applied.

FAR 52.219-14, "Linmitations on Subcontracting," states that, in
the case of a contract for services, the contractor must agree
to use its own employees to complete at least 50 percent of the
cost of the contract performance incurred for personnel. In
other words, ESG should not subcontract for more that 49 percent
of the total personnel costs for contract performance.
Accordingly to FAR 52.219-4, subcontracting more than 49 percent
of the contract represents an unacceptable amount of "layering
costs."

asp(c31) approval of subcontractors. The NAASW Program
Office was able to provide documentation to show that only one
(Norden) of the second- and third-tier subcontractors identified
in Appendix D was approved by ASD(C I) or by TVA. Unless
otherwise established in the contract, FAR 44.202, "Contracting
Officer’s Evaluation," requires a contracting officer to evaluate
a contractor request to subcontract and to notify the contractor
in writing of consent or the withholding of consent. The
contracting officer evaluation should consider, for example,
whether:

o adequate price competition existed, or whether
lack of adequate competition was properly Jjustified;

o the subcontractor was on the Consolidated List
of Debarred, Suspended, and Ineligible Contractors;

o the proposed subcontract type was appropriate
for the risks involved and consistent with current policy;
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o the contractor had a sound basis for selecting
and determining the responsibilities of the subcontractor; and

o the contractor had adequately translated prime
contractor technical requirements into subcontract requirements.

The FAR further states that the contracting officer should give
particularly careful and thorough consideration to subcontract
proposals for cost-reimbursement contracts and to proposals
awarded on a noncompetitive basis.

An ESG official stated that DCAA reviewed the rates for ESG and
each subcontractor before the contracts were awarded; however, we
were only provided evidence of two DCAA approvals. These
approvals were for Norden and Global Associates and were obtained
by phone. ESG also provided us two business clearance
memorandums signed by the NAASW project director and
ESG officials that identified proposed and negotiated rates of
subcontractors. We contacted the cognizant DCAA offices, and the
supervisory auditors at each of the DCAA offices denied approving
or releasing the labor and overhead rates to ESG for the NAASW
Program.

Security clearances of TVA and contractor personnel.
Government personnel and contractors are responsible for
protecting all classified information to which they have access

or for which they have custody. ESG and its subcontractors
performed work for the NAASW Program that required access to
classified information. TVA was responsible for administering

the contracts and approving costs incurred by ESG and its
subcontractors for work performed, including classified work,
under the NAASW Program. The interagency agreement between the
NAASW Program Office and TVA did not identify security
requirements for TVA. However, the NAASW Program Office issued a
DD Form 254, "Contract Security Classification Specification," to
TVA that identified the Director of the Technology Brokering
Program as the person responsible for compliance with security
requirements and that specified the required clearance level for
ESG.

The Director of the Technology Brokering Program stated that he
and Technology Brokering Program personnel did not have security
clearances, and that TVA had not performed any steps to ensure
that ESG and other contractors and their subcontractors
maintained adequate security clearances and procedures. We also
confirmed that the Defense Investigative Service had not
performed security investigations of TVA personnel in the
Technology Brokering Program, and that the NAASW Program Office
did not provide the Technology Brokering Office with a copy of
the NAASW Program Security Guide, which was a classified
document.
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The TVA personnel cannot properly administer the cooperative
agreement with ESG because of a lack of security clearances. The
lack of clearances prevents TVA personnel from being aware of the
taskings that ESG and its subcontractors must perform. Further,
the lack of awareness of security issues and the lack of security
clearances at TVA increases the risk of unauthorized disclosure
of classified information. Since TVA is responsible for contract
administration and approval of costs, either provisions should be
made to ensure that TVA has the requisite clearances, or
procurements through TVA involving classified programs should be
discontinued.

Costs Incurred For Classified Work Performed Through TVA

The interagency agreement between the NAASW Program Office and
TVA stipulated that DoD pay in full wupon acceptance of the
interagency order by the Technology Brokering Program and upon
receiving an invoice from TVA. The NAASW Program Office received
invoices from TVA for the entire amount of each DD Form 448
submitted to TVA, and WHS transferred a total of $18.6 million to
TVA for the seven Economy Act orders issued through FY 1992.
TVA retained a "brokering fee" of $1,080,450 (see Appendix D) for
accepting the orders, issuing cooperative agreements to ESG and
any other contractors, and paying invoices from the
subcontractors. As work was performed, subcontractors submitted
invoices to ESG for approval and payment, and ESG submitted
invoices to TVA for approval before payment. The NAASW project
director did not receive or review invoices from ESG or
ESG subcontractors.

ESG invoices. From April 1991 through May 20, 1992, ESG
submitted invoices to TVA and was reimbursed $11.4 million. The
cooperative agreement between ESG and TVA stipulated that the
invoices should include sufficient detail so that each item could
be separately documented. The agreement stated that invoices
must cite:

o the unit price, model numbers, etc., for goods or
materials purchased by the contractor, and

o the names and positions of persons providing
services, their hourly rates, the number of hours of services
provided, and the amount paid for services.

ESG provided invoices and supporting documentation to the TVA.
The invoices did not include details such as names, positions,
and hourly rates as required by the interagency agreement. ESG
also did not provide detailed costs or supporting documentation
of costs incurred by the subcontractors. Appendix E is an
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example of an ESG invoice. The director of the Technology
Brokering Program stated that the TVA review of contractor
invoices is intended to ensure only that actual costs do not
exceed budgeted costs, and that the contractors, such as ESG, are
responsible for reviewing and approving subcontractor costs.

Subcontractor invoices. ESG did not request or receive
detailed support for invoiced costs from its subcontractors. The
President of ESG stated that the ESG review is not designed to
identify unallowable costs because an audit of incurred costs by
DCAA should uncover such costs. Our audit showed that DCAA has
no right to audit ESG and ESG subcontractors. After our request
for supporting details for billings in May 1992, ESG required
about 4 weeks to obtain the detailed supporting documentation
from its subcontractors. Further, the documentation ESG provided
us in support of the $10.9 million in subcontractor invoices
could not be reconciled to individual invoices submitted to ESG.
In October 1992, an ESG official stated that she had begun to
review subcontractor invoices to reconcile costs incurred to
costs billed. Based upon the documentation provided to support
the $10.9 million, we identified more than $2.8 million as
questioned costs (Appendix F).

We also determined that labor rates charged by subcontractors and
ESG and paid by TVA were higher than those ESG identified as
approved by DCAA. For example, ESG requested approval of labor
rates from DCAA by phone for the subcontractor Global Associates,
and DCAA recommended that the rate be $20.48 per hour for an
engineer and $27.57 per hour for a senior engineer. Global
Associates invoiced ESG at $22.74 per hour for engineers and
$31.55 per hour for senior engineers.

Close-out audit. We questioned personnel in the Office of
the ASD (C3I) and ESG regarding the performance of the close-out
audit, since TVA was the contracting activity. They stated that
DCAA would perform the close-out audit in accordance with
FAR part 31, "Contract Cost Principles and Procedures," and that
5 percent of the ESG invoiced costs would be withheld pending
completion of a close-out audit. The TVA and ESG cooperator
agreement contained no provisions for either the pre-award
approval of labor rates or the close-out audit and no provisions
were made verbally or in the interagency agreements for a close-
out audit by the NAASW Program Office, TVA, or ESG. The TVA and
ESG cooperator agreement stipulated that TVA would withhold
payment of 5 percent of the ESG invoiced costs pending acceptable
completion of the work. According to DCAA, either the
contracting officer--in this case, TVA--or the DoD requesting
activity must request the DCAA close-out audit. The 5 percent is
withheld to protect the interest of the Government. We believe 5
percent should be withheld because of the large amount of
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unsupported costs identified and the increased labor rates billed
by subcontractors to ESG. The NAASW Program Office has the right
to, and should request, that TVA retain 5 percent of the
$11.4 million paid to date to ESG, pending the completion of a
close-out audit.

If ASD (CBI) requests the audit from DCAA and receives approval
from TVA for access to the contractors, DCAA would perform the
audit on a non-reimbursable basis. However, if TVA requests the
audit, a DCAA hourly rate would be charged because TVA is not
part of DoD. On March 18, 1992, before the completion of an
audit of incurred costs, the NAASW project director issued a
memorandum to TVA authorizing the release to ESG of the 5 percent
withheld through Invoice No. 10 totaling $281,000 (Appendix G).
The NAASW project director stated that she responded to a
telephone call from TVA requesting that the funds be released
after a request to TVA from ESG.

Additional costs. DoD may have incurred as much as
$1.5 million of additional costs by obtaining contract support
services through TVA. The $1.5 million includes the

$1.1 million brokering fee <charged by TVA for issuing a
cooperative agreement to ESG and for disbursing DoD funds, and
$452,674 in costs incurred by ESG for program management as of
May 20, 1992 (Appendix F). If the NAASW Program Office had used
existing contracting channels within DoD, the $1.1 million TVA
brokering fee would have been avoided. Contracting support
provided by one DoD Component to another is generally
nonreimbursable. Further, the NAASW Program Office could have
then used DCMC to help administer the contract and used the
Defense Finance and Accounting Services to help pay bills, also
on a nonreimbursable basis. DCMC and the Defense Finance and
Accounting Service could also perform many of the other services
provided by ESG. We believe that hiring additional personnel to
work in the NAASW Program Office would have cost less than paying
ESG to support the NAASW Progranm.

The intent of the Technology Brokering Program was to help
transfer and commercialize work performed in the Tennessee
Valley. However, of the $18.6 million transferred to TVA as of
May 20, 1992, only a small amount was transferred to
organizations in the Tennessee Valley including $870 to the
University of Tennessee and an unknown amount to the ESG office
in Knoxville.

The Knoxville office was established in May 1991 to support
contract-related efforts by providing direct interface with TVA
and other organizations, by providing programmatic and technical
support through research libraries and data bases of research
information, and by receiving and monitoring contractually
required data and performing analyses of cost and performance of
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projects to ensure that they are progressing in accordance with
expected results. During a visit to Knoxville in June 1992, we
determined that the one-person ESG office at Knoxville had not
performed any substantive work to date, and did not expect to
until the Spring of 1993, at which time a technical library would
be established for the NAASW Program. The office manager intends
to develop a data base that would be used by ESG to identify
firms in the Tennessee Valley region that can contribute to the
NAASW Program. Costs incurred by this office should not be
allocated to the NAASW Program unless ESG can demonstrate that
the office is performing worthwhile work in support of the NAASW
Program.

ESG staff members are currently providing information management
sciences technology support to continue development of the NAASW
Program. The activities are performed according to a
TVA-approved workplan and budget based on the scope of work as
provided by TVA.

New TVA guidelines. TVA issued revised guidance for the
Technology Brokering Program in August 1992 based on the results
of the 0IG, TVA, audit of the Technology Brokering Program. The
guidance states that, in FY 1992 and succeeding years, the
Technology Brokering Program will emphasize projects that
directly benefit the Tennessee Valley region and Tennessee Valley
technology organizations. Projects accepted must meet the
following criteria.

o The cooperator must have a physical presence in the
Tennessee Valley, or commit to wutilizing Tennessee Valley
organizations as subcontractors for significant portions of the
project.

o The project must have identifiable research and
development value-added components.

o The project should have identifiable potential for
commercialization in the Tennessee Valley region. Preference
will be given to projects of agencies that commit to joint
technology transfer efforts with TVA and TVA contractors.

Given TVA’s new criteria for accepting projects, and since the
NAASW Program 1is being performed primarily by organizations
outside the Tennessee Valley, it is possible that TVA will not
approve future work requests for the NAASW Program.

Benefits of direct contracting. By using DoD contract
offices instead of TVA and ESG, Inc. for contracting support,
NAASW Program managers can use $2.4 million of additional funds
for program research and development. If the unexpended $6.2
million of FY 1992 funds transferred to TVA as of May 1992 are
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returned to DoD, and are placed on contract through existing DoD
contracting channels, a potential monetary benefit of
approximately $605,120 can be realized. We computed $372,000 of
this by applying the average TVA FY 1992 brokering fee of 6
percent to the $6.2 million balance of unexpended funds.
Further, if DoD places the projects on contract directly, rather
than through ESG, an additional $233,120 benefit could also be
realized. We calculated the $233,120 by applying the
approximately 4 percent retained by ESG to date of the total of
$11.4 million invoiced to the remaining $6.2 million, less the
TVA fee.

TVA fee $6,200,000 x 6 percent $372,000
ESG costs ($6,200,000 - $372,000) x 4 percent 233,120
Total benefit $605,120

The FY 1993 DoD Appropriations Act provided an additional
$30 million for the NAASW Program. If the $30 million is used to
procure NAASW requirements through in-house DoD contracting
channels rather than through the TVA, an additional monetary
benefit of $1.8 million can be made available for research.

Conclusions

The Economy Act orders issued to TVA for the NAASW Program were
not reviewed and approved by a DoD contracting officer and
neither DDR&E nor ASD(C3I) required TVA to perform contracting
and contract administration in accordance with the FAR.
Consequently, controls were not established to ensure that work
performed and deliverables received met requirements; that costs
incurred were reasonable, allowable, and supported; that
classified materials were properly safeguarded and disposed of;
and that poteq;ial conflicts of interest were avoided. In
addition, ASD(C”I), TVA, and ESG did not establish a framework of
controls to ensure the allowability and validity of costs billed
to the contracts and to the NAASW Program. As a result, DoD paid
$1.5 million in additional costs for work performed through TVA
and ESG, and paid $10.9 million for costs invoiced that were not
adequately supported by ESG subcontractors.

WHS took appropriate corrective actions by issuing the August 7,
1992, memorandum, "Off-Loading of Contract Actions". This
guidance should preclude the issuance of future Economy Act
orders that are not reviewed or are not approved by a
DoD contracting officer. Accordingly, we are not recommending
that WHS make further changes to its operating procedures.

ASD(C3I) needs to take steps to eliminate the possible waste of
funds on the Econonmy Agt orders issued to TVA in support of the
NAASW Program. ASD(C”I) should ensure that TVA performs the
required level of contract and security administration on the
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cooperative agreements awarded to support the NAASW Program, Or
should ensure that DoD contract administration, contract audit,
and security organizations perform the tasks and that an
appropriate adjustment is requested from TVA for its fee in
procegsing the orders. Before expending more funds through TVA,
ASD(C”I) should perform a cost-benefit analysis to determine
whether using TVA to support the NAASW Program is more economical
than using a DoD contracting office. Also, steps should be taken
to ensure ASD(C’I) is authorized a sufficient number of trained
personnel to manage the NAASW Program and to carry out program
management responsibilities.

The NAASW Program, valued at more than $80 million through
FY 1993, is managed by one GM-15 project director. We believe
that a manpower survey of the NAASW Program office should be
performed by the Director, Defense Administration and Management,
to validate the adequacy of qualified, trained staff needed to
properly manage the NAASW Program.

RECOMMENDATIONS, MANAGEMENT COMMENTS, AND AUDIT RESPONSE

1. We recommend that the Assistant Secretary of Defense
(Command, Control, Communications and Intelligence ):

a. Obtain agreement from the President, Resources Group,
Tennessee Valley Authority, that the Tennessee Valley Authority
Technology Brokering Program will perform contract administration
on the cooperative agreements in support of the Non-Acoustic
Anti-Submarine Warfare Program in accordance with Federal
Acquisition Regulation part 42, "Contract Administration'. The
controls and verification should provide that:

(1) Required reports are received,
(2) Technical data is received,

(3) BSubcontractors are approved and subcontractor
overhead rates are certified,

(4) Subcontractor costs are audited when the
subcontract is complete,

(5) Classified materials are entrusted to authorized
personnel only and properly disposed of,

(6) Close out audits are performed when the orders are
physically complete by the contractor, and

(7) Any overpayments to the prime contractors and
subcontractors are recovered.
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b. Revise the existing interagency agreement between DoD
and the Tennessee Valley Authority for the Non-Acoustic Anti-
Submarine Warfare Program to reflect any agreement on contract
administration and contract audits.

C. Request the Tennessee Valley Authority to:

(1) WwWithhold §568,189 (5 percent times $11,363,791
billed) of payments to ESG, Incorporated, pending the receipt of
the results of the audit of incurred costs;

(2) Disallow costs for the ESG, Incorporated, office
in Knoxville, Tennessee, pending receipt of verification that the
office performed work for the Non-Acoustic Anti-Submarine Warfare
Program; and

(3) Initiate action to collect $2.8 million for the
questioned costs in Appendix F for which documentation was not
adequate.

d. Request the Defense Investigative Service to review
the security requirements, as defined in DoD 5220.22-M,
“"Industrial Security Manual for Safeguarding Classified
Information," for:

(1) Work performed by the Tennessee Valley Authority,
by TVA contractors, and by subcontractors under Economy Act
orders issued in support of the Non-Acoustic Anti-Submarine
Warfare Program; and

(2) Non-Acoustic Anti-Submarine Warfare technologies
transferred to the Tennessee Valley Authority, its contractors,
or their subcontractors for commercialization purposes.

e. Establish internal controls to adequately secure any
classified information in the possession of the Tennessee Valley
Authority; ESG, Incorporated; and other contractors and their
subcontractors and secure classified information that has been or
will be transferred to the Tennessee Valley Authority, its
contractors, or their subcontractors for commercialization
purposes.

s Establish controls to separate duties performed by the
contractor and to avoid the contractor performing inherently
Governmental functions.

g. Withdraw any remaining funds from the Tennessee Valley
Authority that were not obligated on a cooperative agreement, and
perform a cost benefit analysis to determine whether to continue
future procurements through the Tennessee Valley Authority for
the Non-Acoustic Anti-Submarine Warfare Program.
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h. Provide program management and contracting officer’s
technical representative training to the Non-Acoustic Anti-
Submarine Warfare Program project director.

Management comments. The Assistant Secretary (Command,
Control, Communications and 1Intelligence) concurred with

Recommendation A.l.a., stating that his office is reviewing the
NAASW Program management procedures and practices and that his
office found that coordination is proceeding with TVA to ensure
contract administration and program controls meet FAR
requirements. He further stated that steps had been taken to
ensure that classified material is handled properly; that
closeout audits are conducted by the Defense Contract Audit
Agency; and that an inventory is established of progress, cost,
and technical reports. The Assistant Secretary concurred with
Recommendation A.l1.b., stating that, while no plans exist to
initiate new tasks through the Tennessee Valley Authority, his
office will review the interagency agreement and realign it with
actual practices. The Assistant Secretary concurred with
Recommendation A.l.c., stating that his office had requested that
the appropriate amount be withheld from ESG pending planned
closeout audits by the Defense Contract Audit Agency and
reconciliation of contractor costs, and that a review would be
made to determine the allowability of costs for the ESG Knoxville
office. Also, the $2.8 million identified as unsupportable costs
will be reviewed as to validity of charges during closeout
audits.

The Assistant Secretary concurred with Recommendations A.1.d. and
A.l.e. and stated that his office, in concert with the Defense
Investigative Service, will review current methods of securing
NAASW classified information and will recommend corrections. He
stated that his office would establish a consolidated 1list of
classified documents in the hands of contractors to ensure proper
handling upon completion of the work. The Assistant Secretary
also concurred with Recommendation A.1.f., stating that his
office will review current practices to determine whether
contractors are performing inherently Governmental functions and
make the necessary corrections. The Assistant Secretary
concurred with Recommendation A.l.g., stating that his office
initiated action to preclude obligating new funds to the
Tennessee Valley Authority and to make a final determination for
the withdrawal of funds from the Tennessee Valley Authority
pending the results of closeout audits. In response to
Recommendation A.l1l.h., the Assistant Secretary stated that the
project director already completed contracting officer’s
technical representative training, and that opportunities for
additional training will be pursued.
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Audit response. We consider the comments to Recommendations
Rolo@oy Asdlebey, Relu@s, RABep Rl E., Relsle, &d A.d.0H.
to be responsive, and we request the Assistant Secretary to
provide completion dates for the planned and ongoing
actions. We consider the comments to Recommendation A.l.c.
to be partially responsive. The comments to Recommendation
A.l.c. are not specific regarding the amount of withholding
that was requested. Also, as of February 15, 1993, the
Defense Contract Audit Agency had not been contacted by the
Office of the Assistant Secretary, the Tennessee Valley
Authority, or ESG, to perform closeout audits. Further, no
provisions were incorporated into the interagency agreements
or cooperative agreements to allow for closeout audits to be
performed by the Defense Contract Audit Agency. According
to the Defense Contract Audit Agency, unless appropriate
contract provisions such as FAR 52.216.7, "Allowable Cost
and Payment," are included in contracts and subcontracts,
then an auditor may be unable to gain access to records and
may be unable to audit costs (refer to Defense Contract
Audit Agency comments to this report in Part 1IV).
Accordingly, we request that the Assistant Secretary provide
comments on Recommendation 1l.c. that explains how and when
the closeout audits will be performed by the Defense
Contract Audit Agency.

2. We recommend that the Assistant Secretary of Defense
(Command, Control, Communications and Intelligence) establish an
agreement with Tennessee Valley Authority to delegate future
contract administration responsibilities to the Defense Contract
Management Command, delegate the contract audit to the Defense
Contract Audit Agency, or make a direct request to these Defense
Components for support.

Management comments. The Assistant Secretary of Defense
(Command, Control, Communications and Intelligence) concurred
with Recommendation A.2., stating that existing work through the
Tennessee Valley Authority is being completed, pending final
deliverables and closeout audits by the Defense Contract Audit
Agency. He also stated that no future work through the Tennessee
Valley Authority was planned, and that future contract
administration responsibilities will not be handled by the

Defense Contract Management Command, but by another
DoD Component. The Defense Contract Audit Agency responded to
Recommendation A.2., stating that, unless appropriate contract

provisions are included in TVA related <contracts and
subcontracts, DCAA will be unable to conduct adequate audits.

Audit response. We consider the comments by the Assistant

Secretary to be responsive, and request the Assistant
Secretary provide a completion date for ongoing actions. We
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provided the Defense Contract Audit Agency comments to the
NAASW Program Office for their wuse in future contract
actions.

3. We recommend that the Director, Defense Administration and
Management, perform a manpower survey of the Office of the
Assistant Secretary of Defense (Command, Control, Communications
and Intelligence) to validate the number of qualified, trained
staff needed to manage the Non-Acoustic Anti-Submarine Warfare
Program and to monitor contractor support to the program.

Management comments. The Director, Defense Administration
and Management, concurred with Recommendation A.3. He stated
that his office determined that the Office of the Assistant
Secretary had already taken steps to strengthen the
administration of the Non-Acoustic Anti-Submarine Warfare
Program. These steps include ensuring that future contracts are
administered through a DoD contracting agency, rather than the
Tennessee Valley Authority, thereby providing for oversight
consistent with the Federal Acquisition Regulations, and
lessening the workload of the NAASW Program Manager.

Defense Contract Audit Agency comments on the
Recommendations. The Defense Contract Audit Agency stated that
TVA is not required to follow the Federal Acquisition Regulation,
and no language was included in the cooperative agreement between
TVA and ESG, Inc. to establish the requirement. Thus, unless
appropriate contract provisions are included in TVA-related
contracts and subcontracts, as required by the FAR, then Defense
Contract Audit Agency auditors will be unable to conduct adequate
audits. Defense Contract Audit Agency believes that this report
should recommend that the Federal Acquisition Regulation and the
Defense Federal Acquisition Regulation Supplement be revised to
require that appropriate contract provisions be provide
regulatory coverage for procurements under the Economy Act.

Audit response. We support the opinion of Defense Contract
Audit Agency; however, this portion of the audit addressed
only the Non-Acoustic Anti-Submarine Warfare Program, and
was not structured to make recommendations to change the
Federal Acquisition Regulation or the Defense Federal
Acquisition Regulation Supplement. We will include a
recommendation in a planned future summary report on
interagency agreements with TVA that will address the
Defense Contract Audit Agency concerns.
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RESPONSE REQUIREMENTS PER RECOMMENDATION

Response Should Cover

Proposed Completion
Number Addressee Action Date
A.l.a. AsD(c31) X
;O I N asp(c31) X
A.l.c. AsD(c31) X X
A.l.d. asp(c31) X
A.l.e. asp(c31) X
Al f ASD (¢31) X
R.1lags AsD(¢31) X
A.1.h. asp(c31) X
A.2 AsD(c31) X
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B. TRAVEL AUTHORIZATION AND FUNDING

A NAASW Program official inappropriately requested TVA to pay
travel costs for the NAASW Program and subsequently performed
travel that was not properly authorized. Travel management was
improper because the Offices of the DDR&E and ASD(C”I) did not
require the NAASW Program Office to use the WHS Travel Office,
and permitted civilian travel through the use of Economy Act
orders through TVA. The TVA does not have internal controls
similar to the WHS Travel Office, does not require the use of
travel orders, and does not have documentation requirements
similar to DoD for completed travel. As a result, documentation
to support $6,648 of travel expenses was inadequate.

DISCUSSION OF DETATILS

Travel Funding and Costs

In March 1990, the Acting Deputy DDR&E (Tactical Warfare
Programs) requested WHS to obligate $27,000 of RDT&E, Defense
Agencies, funds for travel by O0SD personnel in support of the
NAASW Program. WHS denied the request, stating that DDR&E travel
funds had to be depleted before any funds could be transferred.
In July 1991, the NAASW project director sent a letter to TVA
requesting that $25,000 of RDT&E, Defense Agencies, funds
transferred to TVA for the NAASW Program be used to reimburse OSD
personnel for travel costs related to the program. According to
the project director, TVA was requested to fund the travel costs
because the travel budget for DDR&E was not sufficient to fund
anticipated travel requirements. The NAASW project director sent
the July 1991 request to the TVA without informing WHS. The
NAASW Program project director subsequently took trips without
travel orders authorized by the WHS Travel Office.

Joint Travel Requlations (JTR). DoD civilian personnel are
required to follow the JTR when traveling. TVA does not follow
the JTR, but must comply with Federal travel regulations. The
JTR states that travel orders should be issued before travel is
performed unless an urgent or unusual situation prevents prior
issuance., The JTR further states that travel for DoD civilian
employees is subject to approval, that vouchers for reimbursement
shall be supported by evidence of actual costs, and that lodging
and meals are limited to established per diem rates.

Travel costs paid by TVA. TVA paid a total of $10,096 for
travel performed by the NAASW project director. The TVA does not
issue or require travel orders for official business as does DoD.
TVA paid $4,633 to acquire airline tickets for the NAASW project
director for eight trips between June 1991 and April 1992
(Appendix H), and reimbursed the Project Director $5,463 for
expenses incurred for two trips (July 1991 and August 1991) based
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on vouchers submitted to TVA (Appendix I). The DD Form 1351-2,
"Travel Voucher," submitted by the project director to TVA for
reimbursement was not reviewed by her supervisor and was not
accompanied by complete supporting documentation required by the
JTR. The vouchers, as submitted, were approved and paid by TVA.
Travel vouchers were not submitted for six trips dating back to
June 1991.

Based upon the documentation accompanying the two vouchers
submitted to TVA for reimbursement, we determined that $2,015 of
the $5,463 that was reimbursed was not adequately supported in
accordance with the JTR (Appendix I). For example, the project
director requested reimbursement for $874 for telephone calls
during a trip to the United Kingdom in July 1981. The JTR states
that 1long distance calls will be allowed provided they are
certified as necessary in the interest of the Government by an
approving officer who has been authorized in writing by the head
of the DoD Component. The JTR also requires that the wvoucher
show, for each call made, the parties involved, the date and cost
of each call, and a statement that the call was for official
business. TVA reimbursed the project director in full; however,
no approvals were obtained or documentation provided for the
calls.

For the same trip, TVA purchased a $699 round-trip ticket to the
United Kingdom for the project director. However, documentation
provided by the project director indicates that the Government
paid twice for the travel. The voucher submitted to and paid by
TVA indicated that the project director flew on a Government
aircraft to the United Kingdom at no cost to the project
director, that the project director was personally reimbursed
$349.50 for a return airline ticket, and that the original ticket
for $699 was not returned to the TVA. The disregard for
DoD travel regulations and procedures, and the failure to
document significant expenditures of DoD funds for travel by a
GM-15 project director should result in the initiation of
disciplinary action.

Conclusions

The TVA was inappropriately requested to pay travel costs for
0SD personnel traveling in support of the NAASW Program.
Eight trips made by the project director for the NAASW Program
did not have proper authorization. TVA paid a total of $6,648 in
unsupported travel expenses. TVA paid $4,633 for airline
tickets and reimbursed the NAASW project director a total of
$5,463 on two vouchers for which documentation supported only
$3,448 of expenses, and no documentation supported $2,015.
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RECOMMENDATIONS, MANAGEMENT COMMENTS, AND AUDIT RESPONSE

We recommend that the Assistant Secretary of Defense (Command,
Control, Communications and Intelligence), in coordination with
the Director, Defense Research and Engineering:

T Verify that trips in Appendix H by the project director
supported the Non-Acoustic Anti-Submarine Warfare Program and
prepare travel orders that obligate proper funds for the trips.

Management comments. The Assistant Secretary of Defense
(Command, Control, Communications and Intelligence) concurred and
stated that, with the Director, Defense Research and Engineering,
his office verified that the eight trips listed in Appendix H
were taken. Further, the trips were taken 1in support of the
Non-Acoustic Anti-Submarine Warfare Progranm. Appropriate
documentation for these trips will be prepared and processed by a
DoD Component.

Audit response. We consider the management comments to be
responsive, and we request that comments to the final report
state when corrective actions will be completed.

2. Direct the project director to obtain travel orders
documenting proper supervisory approval for trips already taken
in support of the Non-Acoustic Anti-Submarine Warfare Program,
and to submit travel vouchers and documentation for all trips
paid by TVA to the Washington Headquarters Services and a DoD
accounting and finance office for payment within 10 working days
after the travel orders are issued.

Management comments. The Assistant Secretary (Command,
Control, Communications and Intelligence) concurred, stating that
in August 1992 the project director’s supervisor reviewed and
approved all trips, and that all travel vouchers were submitted
to a DoD Component for review.

3. Request the project director to reimburse $2,015 for
the unsupported travel-related costs (Appendix I) that were paid
by the Tennessee Valley Authority.

Management comments. The Assistant Secretary (Command,
Control, Communications and Intelligence) concurred and stated he
will ensure that the project director reimburses the Tennessee
Valley Authority for all unsupported travel-related expenditures.

Audit response. We consider the management comments to be
responsive, and we request comments to the final report
specify when corrective actions will be completed.
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4. Notify the President, Resources Group, Tennessee Valley
Authority to:

a. Stop payment or reimbursement of travel costs
incurred by DoD personnel in support of the Non-Acoustic Anti-
Submarine Warfare Program.

b. Release remaining funds set aside for travel costs
of DoD personnel in support of the Non-Acoustic Anti-Submarine
Warfare Program.

Management comments. The Assistant Secretary (Command,
Control, Communications and Intelligence) concurred, and stated
that all travel since April 1992 has been handled through a DoD
Component,and that his office has requested that the Tennessee
Valley Authority stop reimbursement of travel costs by releasing
remaining funds set aside for travel.

5. We request that the Assistant Secretary of Defense
(Command, Control, Communications and Intelligence) initiate
appropriate disciplinary action against the project director for
not obtaining proper authorization of the travel, for submitting
travel vouchers that did not comply with the Joint Travel
Regulations, for obtaining excessive reimbursements, and for not
filing vouchers in a timely manner for the trips taken or
returning tickets if travel was not taken.

Management comments. The Assistant Secretary stated that it
is inappropriate for the Tennessee Valley Authority to _initiate
disciplinary action against a DoD employee. ASD(C’I) will
determine the accuracy of documentation supporting the travel
vouchers submitted by NAASW Program officials and if appropriate
will take disciplinary action accordingly.

Audit response. We consider the management comments to
be generally responsive to the recommendation. It is
appropriate for DoD, and not the Tennessee Valley Authority,
to take disciplinary actions if necessary; therefore, we
have reassigned the recommendation to the Assistant
Secretary and renumbered the recommendation from B.4.c. to
B.5. We request comments to the final report specify when
action on the recommendation will be completed.

Management comments to the finding. The Assistant Secretary
stated that the reputation of the NAASW Program project director,

who has an excellent national and international reputation as a
scientist, was tarnished as a result of this report. Further,
other examinations of the program found no evidence of
wrongdoing, but of a dedicated and highly qualified Government
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physicist, who despite administrative, diplomatic, and technical

challenges, is realizing the goals of the program under very
difficult circumstances.

Audit response. The audit was not an attempt to tarnish the
reputation or to question the technical capabilities of the
project director. The report presented the facts as
identified during the audit process through detailed reviews
of documentation and interviews with officials from the
NAASW Program Office, TVA, and its cooperators.

RESPONSE REQUIREMENTS PER RECOMMENDATION

Response Should Cover

Proposed Completion
Number Addressee Action Date
B.1. ASD(C31) X
B.3. AsD(c31) X
B.5. ASD(C31) X
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APPENDIX A - LIST OF ECONOMY ACT ORDERS ISSUED BY THE NON-ACOUSTIC ANTI-SUBMARINE

WARFARE PROGRAM IN FY 1991 AND FY 1992

Recipient

Tennessee Valley Authority
Tennessee Valley Authority
Tennessee Valley Authority
Tennessee Valley Authority
Tennessee Valley Authority
Tennessee Valley Authority
Tennessee Valley Authority

Subtotal

Naval Oceans Systems Center
Aviation Supply Office
NASA
U.S Air Force Space
Systems Division
Naval Oceanographic and
Atmospheric Research Lab
Los Alamos National Lab
Lawrence Livermore National Lab
Department of Energy
NASA
Pacific Missile Center
Hanscom AFB
Space and Naval Warfare
Systems Command
NCCOSC
Pacific Missile Test Center
Naval Explosive Ordnance
Technology Center

Interagency
Order No.

DWAM10050
DWAMO00148
DWAM10092
DWAM10093
DWAM10133
DWAM10141
DWAM20023

DWAM10032
DWAM10033
DWAM10046

DWAM10047

DWAM10072
DWAM10073
DWAM10074
DWAM10114
DWAM10115
DWAM10134
DWAM10145

DWAM10086
DWAM20031
DWAM20032

DWAM20038

Acronym and abbreviation list at end of appendix.

Date of
Order

02/91
04/91
04/91
04/91
05/91
08/91
02/92

02/91
02/91
02/91

02/91

03/91
03/91
03/91
05/91
05/91
05/91
06/91

07/91
02/92
02/92

03/92

Dollar Value

$ 500,000
58,000
4,751,000
290,000
1,000,000
10,000
12,000,000

$18,609,000

$ 400,000
4,500,000
1,000,000

294,000

35,000
165,000
4,800,000
420,000
300,000
2,400,000
200,000

3,000,000
500,000
2,300,000

9,657,000

Purpose

NAASW)/Research and Development Funding Support
NAASWY/Research and Development Funding Support
NAASW/Research and Development Funding Support
NAASWY/Research and Development Funding Support
NAASWY/Research and Development Funding Support
NAASWY/Research and Development Funding Support
NAASW/Research and Development Funding Support

NAASW/Reports to OSD Program Review Group
CANCELED
NAASW/Reports to OSD NAASW Advisory Council

NAASW/Ocean Surface Surveillance

NAASW/Research and Development Funding Support
NAASWY/Evaluation of Infrared Laser Imaging System
NAASW/Research and Development Funding Support
Radar Ocean Imaging

NAASW/Reports to OSD NAASW Advisory Council
TADMS-II Program

NAASW/Reports to OSD NAASW Advisory Council

Radar Detection Program
NAASW/FY92 Optics Test and Data Analysis
TADMS-II Program

STS Program Management and Oversight
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APPENDIX A - LIST OF ECONOMY ACT ORDERS ISSUED BY THE NON-ACOUSTIC ANTI-SUBMARINE
WARFARE PROGRAM IN FY 1991 AND FY 1992 (cont’d)

interagency Date of
Recipient Order No. Order Dollar Value Purpose
AFDW/FMAO DWAM20050 03/92 $ 25,000 NAASW Travel Requirements
U.S. Air Force Space
Systems Division DWAMZ20052 04/92 209,000 NAASW(/Filter Dev. for Data Collection
Naval Research Laboratory DWAM20053 04/92 130,000 NAASW Systems Eval./Hardware Modification
Space and Naval Warfare
Systems Command DWAM20054 04/92 2,100,000 NAASW/Pretest, Test, Data Collection/Analysis
724th Air Base Squadron DWAM20063 04/92 2,980,000 CANCELED
A DWAM20064 04/92 1,350,000 NAASW/Pretest, Test, Data Collection/Analysis
NASA DWAM20065 04/92 1,410,000 NAASW)/Pretest, Test, Data Collection/Analysis
Subtotal $30,695,000 2/
Total $49,304,000

1/ Classified information deleted.
2/ Amount does not include $4,500,000 from the Aviation Supply Office and $2,980,000 from the 724th Air Base Squadron. These orders
were not accepted.

Acronyms and Abbreviations

BER i R S Air Force Base

AFDWERIAD i s b A e S e s Air Force District of Washington/Financial Management Accounting Office
P UPRSPRRORSRIN B 1:1V1 o (01011011011

B o5t anin sdoio i o S50 S S0 0K AR AR AR AT AT NSNS AR SRS Evaluation

LaD csmmnsimmneisssaiiinms s s s LA DOTLOTY

NASA ..ottt sisesss s seesseasnsannsarsensssnnnseserens NGtiONal Aeronautics and Space Administration

NECOSC cvssnmarsiimisieinainsisvinms Naval Command, Control, and Ocean Surveillance Center

I T g e e e e T e Special Technology Support

TREASAL - SR i A e TR-1 ASARS-2 (Advanced Synthetic Aperture Radar System) Data Manipulation System Il



APPENDIX B - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS

Office of the Inspector General, Department of Defense

Report No. 93-059, "Army Acquisition of Services Through the Jet
Propulsion Laboratory (JPL)," February 25, 1993. The report stated
that Army program officials circumvented established policy and
exceeded their authority by not obtaining required contract
officer approvals in placing $10.5 million of interagency
acquisitions through JPL. As a result, the Army paid $1.5 million
for add-on costs for services chiefly performed by
JPL subcontractors. The report recommended that the Army prohibit
the placement of supplemental work under interagency agreements
unless approved by a DoD contracting officer, take disciplinary
actions against those officials who Kknowingly exceeded their
authority by placing work with JPL, and establish procedures for
the use of interagency acquisitions. Generally, management
concurred with all recommendations.

Report No. 93-042, '"Allegations of Improprieties Involving DoD
Acquisitions of Services Through the Department of Energy (DoE),"
January 21, 1993. The report stated that the Military Departments
did not adequately strengthen controls over the use of interagency
agreements after we issued OIG, DoD, Report No. 90-085,
"DoD Hotline Allegations of Irregularities in DoD Contractual
Arrangements With the Department of Energy," June 30, 1990.
DoD activities did not obtain prior approval from a
DoD contracting officer before placing Economy Act orders with the
DoE ©Oak Ridge Field oOffice. For the sample of 196 orders
reviewed, DoD paid about $11.6 million in additional costs, and
internal controls were not incorporated into interagency
agreements and orders to ensure that deliverables met requirements
and that vouchers totaling $78.4 million were accurate. The
report also stated that DoD management information systems could
not identify the number, the value, the issuing activity, or the

recipient of Economy Act orders. The report recommended that
DoD establish criteria and specify details to be included in
interagency agreements, discipline DoD program officials,

establish internal controls to ensure adequate administration of
DoD Economy Act orders, establish a system for tracking
DoD interagency procurements, and establish a central DoD point of
contact for interagency acquisitions. The Director of Defense
Procurement concurred with the need for a contracting officer’s
approval of orders and nonconcurred with the need for a tracking
system for interagency acquisitions. The Military Departments and
the Defense Logistics Agency generally concurred that interagency
agreements and related orders should be reviewed then ratified or
terminated, but disagreed that the task should be performed by a
contracting officer. The Comptroller of the Department of Defense
agreed to establish a requirement where finance and accounting
officers would not authorize funds for interagency orders unless a
contracting officer had certified that the orders were proper.
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APPENDIX B - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont’d)

Report No. 92-069, '"Quick-Reaction Report on DoD Procurements
Through the Tennessee Valley Authority," 2April 3, 1992. The
report stated that DoD officials, who lacked authority under the
FAR and DFARS to approve interagency acquisitions, improperly
authorized interagency orders to transfer $84.8 million of
expiring funds during August and September 1991 to TVA to achieve
technical obligation of those funds. The report recommended that
the DDR&E, the Service Acquisition Executives, and the Director,
Defense Logistics Agency, cancel those interagency orders issued
to TVA that had not been placed on contract; prohibit placement of
supplemental work under existing interagency agreements if not
properly approved by a contracting officer; discontinue the use of
military interdepartmental purchase requests and similar ordering
forms to acquire goods and services from other Federal agencies;
and develop a form that includes sections to be completed by a

contracting officer. The Army, Navy, Air Force, and Defense
Logistics Agency generally concurred with the finding and
recommendations. However, DDR&E did not concur with the

recommendation to discipline program managers because DDR&E stated
the managers had not exceeded their authority.

Report No. 92-091, "Final Quick-Reaction Report on Accountability
of Government Automatic Data Processing Equipment (ADPE) at
U.S. Army Special Operations Command,* May 15, 1992. This audit
disclosed that the command at Fort Bragg, North Carolina, neither
established adequate ©property records for automatic data
processing equipment nor complied with Army regulations, policy,
and procedures for property accountability. The report recommended
that the Commanding General, Army Special Operations Command,
establish property book controls for automatic data processing
equipment, conduct a physical inventory of data equipment to
determine what equipment was missing, report any shortages in
accordance with Army Regulations, and establish procedures for the
property book officer and contracting officer’s representative to
jointly inventory and sign for future automatic data processing
equipment. Management concurred with the recommendations and
initiated corrective actions.

Report No. 90-085, "DoD Hotline Allegation of Irregularities in
DoD Contractual Arrangements With the Department of Energy,"
June 30, 1990. The audit determined that program officials
circumvented established policy and exceeded their authority by
not obtaining required approvals from DoD procurement officials or
designated senior DoD officials when placing orders for
interagency acquisitions. Also, DoD internal controls were not
adequate to ensure compliance with the FAR and DFARS when program
officials placed orders with the Department of Energy. The report
recommended that the Under Secretary of Defense for Acquisition
improve DoD internal control procedures to minimize the risk of
placing orders for interagency acquisitions, that appropriate
training be provided to DoD program officials, and that
disciplinary actions be considered against those DoD program
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APPENDIX B - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont’d)

officials who exceeded their authority. Management concurred with
the findings and recommendations, and the Principal Deputy
Assistant Secretary of Defense (Production and Logistics) issued a
memorandum to the Military Departments and Defense Logistics
Agency on May 10, 1990, that solicited support in training program
officials and in establishing internal control procedures to
prevent placement of interagency orders by unauthorized DoD
program officials.

Report No. 90-034, "cContracting Through Interagency Agreements
With the Library of Congress,'" February 9, 1990. The audit
determined that DoD program officials circumvented established
policy and exceeded their authority by not obtaining required
approvals from DoD procurement officials or designated senior DoD
officials when placing orders for interagency acquisitions. Also,
DoD internal controls were not adequate to ensure compliance with
the FAR and DFARS when program officials placed orders with the
Library of Congress. The report concluded that these weaknesses
increased the risks of overpricing and susceptibility of
interagency procurements to mismanagement, abuse, and fraud. The
report recommended that the Under Secretary of Defense for
Acquisition improve DoD internal control procedures to minimize
the risk of placing orders for interagency acquisitions by
unauthorized DoD program officials, that appropriate training be
provided to DoD program officials, and that disciplinary actions
be considered against those DoD program officials who exceeded
their authority. Management generally concurred with the findings
and recommendations after the draft report was revised.

Office of the Inspector General, Tennessee Valley Authority

Report No. 92-0250, “"Tennessee Center for Research and
Development," December 8, 1992. The report identified three

findings related to work performed by the Tennessee Center for
Research and Development (TCRD) for TVA. First, TCRD functioned
in a dual role by assisting TVA in managing and administering the
TVA Technology Brokering Program, and by participating in the
programs as a cooperator, thus creating an unfair advantage over
other companies in receiving work. This conflict of interest
resulted in 35 percent of total Technology Brokering Program
dollars being awarded to TCRD in FY 1991. Second, oversight and
administration of TCRD was not adequate to preclude the payment of
unsupported TCRD bills and inmproper use of funds. Third, TVA
funds were inappropriately used to procure furniture and equipment
for the Technology Resources Development division of TCRD. The
0IG, TVA, recommended resolving the conflict of interest by
eliminating TCRD’s dual roles, improving oversight of cooperative
agreements with TCRD, and inventorying and tagging all TVA
equipment in the possession of TCRD. TVA management concurred
with the findings and recommendations.
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APPENDIX B - SUMMARY OF PRIOR AUDITS AND OTHER REVIEWS (cont’d)

Report No. 91-076G, '"'Technology Brokering Program (The Program),"
March 31, 1992. The report stated that TVA relied on
DoD activities to certify that proper procedures and regulations
were followed by DoD activities when placing Economy Act orders
with the TVA, relied on cooperators to market the program to
funding agencies, accepted interagency orders that did not meet
the objectives of the progranm, and inappropriately used
cooperative agreements to procure goods and services for DoD.
TVA’s passive role in marketing and explaining the program may
have resulted in misunderstandings regarding the legal
responsibilities of the funding agencies and TVA. The 0IG, TVA,
recommended that TVA explain its role as contract administrator to
funding agencies, ensure that DoD interagency agreements are
signed by a DoD contracting officer, develop criteria for RDT&E
work, develop a database or inventory of TVA capabilities, enter
into agreements only with firms that are established in the
Tennessee Valley area, reconsider the use of cooperative
agreements and, if used, clearly Jjustify their use, and revise
payment terms to define allowable costs in sufficient detail to
adequately monitor contractor billings. TVA management generally
concurred with the findings and recommendations.

Army Audit Agency

Report No. WE 91-Al1, "Advisory Report Contract oOffloading,"
September 11, 1991. The report was based on several audits that
determined Army activities and installations did not have policies
and procedures in place to control contract offloading. These
problems resulted from ineffective managerial controls and
contracting practices, improper use of service contracts and
contractor payments, 1lack of property accountability, and
inappropriate use of military interdepartmental purchase requests.
The report contains checklists that +the Army Audit Agency
developed to help commanders and managers evaluate contract
offloading at their commands and activities. The report was
advisory in nature and summarized common problems in contract
offloading. The report contained no recommendations.

Report No. 8W 91-200, "Contract Offloading,!" January 22, 1991. The
report stated that contracts were offloaded to expedite the
acquisition of goods and services that frequently violated
acquisition and funding regulations and statutes. The violations
were not detected because the flow of acquisition and funding
documents bypassed knowledgeable installation contracting,
resource management, and legal personnel. The report recommended
that policy and procedures be reinforced to require contracting,
legal, and resource management personnel to review purchase
requests made with other Government agencies. Also recommended
was the establishment of a reporting system for interagency
acquisitions for automatic data processing purchases. Management
concurred with the findings and recommendations.
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APPENDIX C - WABSHINGTON HEADQUARTERS SERVICES MEMORANDUM,
"OFF-LOADING OF CONTRACT ACTIONS," AUGUST 7, 1992 (cont’d)

The required D&P prepared for the Contracting Officer's
signature must accompany each Request for Contract Services
(SD Form &19), MOU, IM, or other obligating document as
applicable covered by the Economy Act or other authoruI. The
determinstion must state that the 'lnutlgcncy acquiasition® is in
the Government's best interest (FAR 17.502) and Include findings
{FAR 17.30)) that:

{1} legal authority for the acquisition otherwise exists)
and,

(2) the actlion does not conflict with any other agency's
suthority or responaibility,

The cognizant D3S-¥ Contracting Officer will review the
proposed "interagency acquisition™ and determine if it is in the
Government's best interest to proceed as proposed or acquire
through DS§-W.

Any questions purmnlng to off-loading should be directed
to Mr. Christensen at §14-0987

It is requested that this new policy receive the widest
possible dissemination to affected progras managers.

Your cooperation is this matter is appreclated.

voe Friedl
Directos

Note: DBietribution list included the Administrative
Assistant (DDR&E) and the Executive Assistant (ASD(C7I)).
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APPENDIX D - FLOW OF FUNDS FOR THE NON-ACOUSTIC ANTI-SUBMARINE WARFARE PROGRAM AS OF
MAY 20, 1992 (cont’d)

1/ Classified information has been deleted.

2/ Amount ESG, Inc., invoiced to TVA.

3/ TVA 6.0 percent brokering fee on the seven MIPRs worth $18,609,000.
4/ Amount invoiced by the subcontractor.

Acronyms and Abbreviations

AFDWIRMAD ccompnsmismmisssss Air Force District of Washington/Financial Management Accounting Office
I e Department of Energy

PORSVARETS. . cooonevnsnseneranenmnnnne Forsvarets Forskningstitutt Instituttstaben

1231, R T Y S International Space Monitoring Association

TITAEERE. o o vcsin e manie s i Bonc GO Military Interdepartmental Purchase Request

s 0. 0 S National Aeronautics and Space Administration

NAV RESTAB ....cucivmvimissspppssses Naval Research Laboratory

NOCOSC i Naval Command, Control, and Ocean Surveillance Center
NBOE ovimmmmesminsssieasisviss Naval Explosive Ordnance Center

NOBE . nninmsnrias st Naval Ocean Systems Center

NOARESLAR .....ccoonnsnncssvnsansnons National Oceanographic and Atmospheric Research Laboratory
BT e sasn i B s R e Office of the Assistant Secretary of Defense

EMELL oo nsmasmieniosmessinme o oo Pacific Missile Test Center

RILA s sussmsnsusnassienmmsvaannnsns ssemsis Rekenthaler Technology Associates Corporation

BPAWAR ..o cnusmnpumsunusssainisnins Space and Naval Warfare Systems Command

USAFPSSD iosuvsummessssssnivsisivesss U.S. Air Force Space Systems Division

T University of Tennessee
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APPENDIX F - SUMMARY OF ADDITIONAL AND QUESTIONED COSTS

Additional Costs
TVA $1,080,450.00

ESG, Inc. 452.675.00

Subtotal  $1.533,125.00

Questioned Costs /
Invoiced 2
Fi Costs
RTA $ 879.82
RTA 269.36
RTA 50.00
RTA 1,741.37
Kaman 73,440.00
Kaman 19,739.00
Kaman 50,000.00
Kaman 4,785.00

Bill Date and/
or Bill Number

June 1991-
July 1991

Dec. 4, 1991

Mar. 11, 1991
Nov. 1991
June 5, 1991
PO 013420 B

Sept. 11,1991
PO 019403 B

July 18, 1991
PO 018792 B

PO 027573 B
PO 026238 B

6-percent TVA brokering fee. =

Purpose
1/

ESG Program management fee and cost for ESG, Inc., Knoxville office. 2

Stated Purpose on
Subcontractor Supporting Documentation

In-room video, liquor, phone calls during 3-night hotel stay.

One night stay at Ritz-Carlton Hotel, room service, and telephone calls for
guest of RTA employee.
Brunch for two persons.

Iterns billed through contractor's working capital management account that could not be
identified as an NAASW Program cost.

Purchases made through Kaman subcontractor Sparta Laser Laboratory that could not
be identified as an NAASW Program cost.

Purchases made through Kaman subcontractor Kaman Science Corp. that could not be
identified as an NAASW Program cost.

Purchases made through Kaman subcontractor Metron that could not be identified as an
NAASW Program cost.

Repair of high-voltage pulse modules and uniform power supply.

Footnotes, acronyms, and abbreviations listed at end of appendix.
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APPENDIX F - SUMMARY OF ADDITIONAL AND QUESTIONED COSTS (cont'd)

Tnvoiced 3/
Firm Costs
Questioned Costs (cont'd)
Kaman $ 8,500.00
Kaman 8,100.00
Kaman 15,510.00
Norden 89.15
Norden 233.22
Norden 3,151.85
Norden 088.75
Norden 298,803.00
Norden 44,942.00
Norden 213,082.87
Global 3,173.61

Bill Date and/

or Bill Number

PO 023986 B
PO 019438 B

Dec. 18, 1990
C-1396-90

Various
Dates

July 6, 1991
July 27, 1991
July 6, 1991
Aug. 3, 1991
June 1991-
Sept. 1991
47094, 47341,
47502, 47471
Aug. 31, 1991
Oct. 1991
Dec. 1991

Various
Dates

Stated Purpose on
Subcontractor Supporting Documentation

Engineering services billed by Kaman subcontractors, Xenon and Kentek, that could not
be identified as an NAASW Program cost.

$6,100 for a corporate jet to ferry five employees from an unknown origin to San Diego
and $2,000 for two other flights, each 2 hours long with unknown origin and destination.

Procurement of automatic data processing equipment.

Guest dinner of a Norden employee.

Personal phone calls and personal postage for a Norden employee.
Car rental for one person in England for 4 days.

Car rental for one person in England for 2 days.

One-half of costs for repairs, maintenance, etc.,

incurred for 3 months for aircraft used

by NAASW Program normally charged to another unrelated program.
Airplane maintenance.

Unidentifiable costs invoiced October through

that could not be identified

as an NAASW Program cost.

Purchase and repair of safes and transfer of
documents to new building for NAASW Program Office

Footnotes, acronyms, and abbreviations listed at end of appendix.
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APPENDIX F - SUMMARY OF ADDITIONAL AND QUESTIONED COSTS (cont'd)

Invoiced 3/
Firm Costs
Questioned Costs (cont'd)
Global $ 73.08
Global 446.93
Global 395.00
Global 1,000.00
EOS Tech. 320.00
EOS Tech. 375.25
EOS Tech. 19,185.00
EQS Tech. 153.35
ISMA 123,200.00
ISMA 100,000.00
ISMA 6,872.00
ISMA 21,003.00
ISMA 4,872.00

Bill Date and/

_or Bill Number

PO 91-0121
PO M 0228
PO 91-0243
May 1, 1991

Oct. 17. 1991

Oct. 17, 1991

Various
Dates

Mar. 1991-
Oct. 1991

# 920001-2
# 920001-2

# 920001-2

#920001-2

# 920001-2

Stated Purpose on

Subcontractor Supporting Documentation

Soda and cookies for 25 people.

Sandwiches, salads, and pastries for meeting.

Contractor personnel training.

Kauder Assoc. billed Global for participating in a meeting with Johns Hopkins University.

Feg for EOS employee to attend seminar given by the Assistant Secretary of Defense
(CD.

Fee to send EOS employee to training course on "Remote Sensing of the Oceans. "

Procurement of automatic data processing equipment.

AT&T charges that could not be identified as an
NAASW Program cost.

Lodging for third-tier subcontractor personnel at Wallops Island, MD, for 14 days.
Ship bunkering and related charges.

Travel and per diem for four third-tier subcontractor personnel from unknown origin to
Washington, D.C.

Travel and per diem for third-tier subcontractor personnel from unknown origin to Clear
Lake, TX.

Computer equipment and other hardware.

Footnotes, acronyms, and abbreviations listed at end of appendix.
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APPENDIX F - SUMMARY OF ADDITIONAL AND QUESTIONED COSTS (cont'd)

Invoiced 3/ Bill Date and/ Stated Purpose on
Firm Costs or Bill Number Subcontractor Supporting Documentation
Questioned Costs (cont'd)
UT $ 870.00 Mar. 12, 1992 Salaries for academicians who provided unknown services to the NAASW Program.
B0158345-01
Forsvarets 1,783,000.00 May 14, 1992 Radar/sonar equipment procured. i
Trevelyan 8.000.00 May 15, 1992 Professional services in unknown area,

Subtotal $2.817.284.61

Total $4,350.409.61

1/ Represents a 5- to 10- percent fee that TVA charged to the NAASW Program Office for setting up the cooperative agreement with ESG, Inc.

2/ Represents ESG, Inc., direct and indirect costs associated with passing NAASW Program requirements through ESG, Inc., and tiers of
subcontractors.

3/ All costs cited for subcontractors reflect subcontractor-invoiced costs only, and do not reflect additional overhead and added costs for other tiers
of subcontractors or for ESG and TVA.

Acronyms and Abbreviations

ABSOC s T s S R A e e Association

T I oy e American Telephone and Telegraph
BOYEVATEIS L o i uimusnmims o e st s s s v men vesannames Forsvarets Forskningstitutt Instituttstaben
GLOBAL, . tccosmmissnsensavscasammpsussasossmasassssmmrnsosess Global Associates, Limited

BN v sinsmnanissssssncamspismpcesseanpsanssisirsssv Kaman Aerospace Corporation

P s i i e P R S R SR e Purchase Order
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APPENDIX H - TRAVEL COSTS PAID BY THE TENNESSEE VALLEY AUTHORITY

Dates

Feb. 23, 1991 -
Feb. 23, 1991

June 11, 1991 -
June 12, 1991

July 13, 1991 -
July 29, 1991

Aug. 25, 1991 -
Aug. 26, 1991

Oct. 27, 1991 -
Nov. 2, 1991

Dec. 19, 1991 -
Dec. 20, 1991

Feb. 29, 1992 -
Mar. 14, 1992

Apr. 15, 1992 -
Apr. 15, 1992

Paid By TVA 1

$ 352

290

338

456

362

1,878

$4.633

Itinerary
From To Purpose of Trip
Washington, DC  Knoxville, TN Unknown
Washington, DC  West Palm Beach, FL Unknown
Washington, DC  Heathrow, UK Wave Wake Experiment 699
Washington, DC Denver, CO, and Tucson, AZ Laser Systems
Development
Washington, DC  San Francisco, CA Unknown
Washington, DC  Denver, CO and Tulsa, OK Unknown
Washington, DC  Heathrow UK, and Multi-National Test
Frankfurt and Bonn, GR
Washington, DC  Norfolk, VA Unknown
Subtotal
Total amount paid by TVA

Cost Reimbursed To

Airline Costs NAASW Officials By TVA 2/
Amount Purpose

$ 0

5,376 3/

gg &/

0

$.5.464

$10.097

1/ TVA purchased airline tickets for OSD travelers and charged the costs against funds paid to TVA under NAASW program.
2/ Caosts reimbursed to NAASW official in addition to airfare paid for by TVA.

3/ OSD traveler submitted vouchers to TVA and was reimbursed for actual costs. See Appendix I, Trip 1, for breakout of trip cost.

4/ See Appendix |, Trip 2, for breakout of trip cost.

Hotel,
Airline,

Per Diem, and
Phone Calls

Hotel,
Parking






APPENDIX I - TRAVEL COSTS PAID TO PROJECT DIRECTOR

Trip 1 - To the United Kingdom

Costs Supported Costs Not

Amount Claimed by Properly
and Paid by TVA Documentation Supported
Lodging $1,848.08 $1,386.86 $ 461.22
Meal Expense 1,504.08 1,280.00 224.08
Car Rental 448.06 448.06 0
Other Travel 701.52 277.02 424.50
Telephone 873.94 0 873.94
Subtotal $5,375.68 $3,391.94 $1,983.74

Trip 2 - To Tucson, Arizona

Lodging $ 63.82 $ 56.00 $ 7.82
Parking 24.00 0 24.00
Subtotal ) 87.82 $ 56.00 S 31.82
Total $5,463.50 $3,447.94 $2,015.56
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APPENDIX J - SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT

Recommendation
Reference

Description of Benefits

A.l.a.

A.1.b.

Alllc‘

A.l.e.

B Ee

A.l.g.

Internal Control. Obtain
agreement from TVA that
proper contract administra-
tion will be performed.

Economy and Efficiency.

Revise interagency agreement
between NAASW Program Office and
TVA to reflect contract audit
and contract administration
agreements.

Economy and Efficiency.

Request that TVA withhold
$568,189 in payments to ESG
pending audit of incurred costs
and disallow costs for ESG’s
Knoxville, TN, office if not
applicable to the NAASW Program;
and collect questioned costs.

Internal Control.

Request Defense Investigative
Service review the adequacy
of security over classified
information.

Internal Control.

Establish internal controls
adequate to secure classified
information in the possession of
TVA, ESG, or subcontractors.

Internal Control.

Provide for the separation of
duties and avoidance of the
performance of inherently
governmental functions by ESG.

Economy and Efficiency.
Withdraw any remaining

funds from TVA that were not
obligated and perform a cost
benefit analysis to determine
whether to continue using TVA.
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Amount and
Type of Benefit

Nonmonetary.

Nonmonetary.

Questioned
costs of
$2.8 million
(Appendix F).

Nonmonetary.

Nonmonetary.

Nonmonetary.

FY 1992 funds
put to better
use of up to
$605,120 and up
to $1.8 million
in FY 1993
funds.



APPENDIX J - SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT
(cont’d)

Recommendation Amount and
Reference Description of Benefits Type of Benefit
Relihe Program Results. Provide Nonmonetary.

program management training to
the NAASW program director.

A.2. Program Results. Establish an Nonmonetary.
agreement with TVA to assign
contract administration
responsibilities to DCMC, and
contract audit responsibilities
to DCAA if TVA is unwilling to
perform them.

A.3. Program Results. Nonmonetary.
Perform a manpower survey to
validate the adequacy of
qualified DoD personnel to
manage and monitor the NAASW
Program.

B.l. Economy and Efficiency. Nonmonetary.
Verify that trips made by the
project director were in
support of NAASW Program.

B.2. Internal Control. Nonmonetary.
Direct the NAASW project director
to obtain approval for trips
already taken and submit travel
vouchers through proper DoD
channels within 10 working days
after issuance of authorized
travel orders.

B.3. Economy and Efficiency. Funds put to
Request NAASW project director better use of
to reimburse DoD for $6,648, RDT&E,
unsupported travel costs paid Defense
by TVA. Agencies,

funds.

B.4.a. Program Results. Nonmonetary.

Request that TVA stop the
payment of travel costs in
support of the NAASW Program.
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APPENDIX J - SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT
(cont’d)

Recommendation Amount and
Reference Description of Benefits Type of Benefit
Bedubs Economy and Efficiency. Nonmonetary.

Request that TVA release
remaining funds set aside for
NAASW Program travel.

B 5 Program Results. Nonmonetary.
Initiate appropriate
disciplinary actions against
the project director.

B






APPENDIX K - ACTIVITIES VISITED OR CONTACTED

Office of the Secretary of Defense

Office of the Assistant Secretary of Defense (Command,
Control, Communications and Intelligence), Washington, DC

Comptroller of the Department of Defense, Washington, DC

Director, Tactical Warfare Programs/Naval Warfare and
Mobility, Office of the Under Secretary of Defense for
Acquisition, Washington, DC

Defense Activities

Headquarters, Defense Contract Audit Agency, Alexandria, VA
Defense Contract Audit Agency Regional Office, Bloomfield,
CT
Defense Contract Audit Agency Regional Office, Los
Angeles, CA
Defense Investigative Service, Alexandria, VA
Defense Supply Service-Washington, Washington, DC
Washington Headquarters Services, Washington, DC

Non-Defense Federal Organizations

Office of the Inspector General, Tennessee Valley Authority,
Knoxville, TN

Technology Brokering Program Office, Tennessee Valley
Authority, Knoxville, TN

Non-Government Activities

ESG, Incorporated, Laurel, MD, and Knoxville, TN
United Information Systems, Incorporated, Beltsville, MD
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APPENDIX L - REPORT DISTRIBUTION

Office of the Secretary of Defense

Under Secretary of Defense for Acquisition

Director of Defense Procurement

Assistant Secretary of Defense (Command, Control,
Communications and Intelligence)

Director, Defense Research and Engineering

Comptroller of the Department of Defense

Director, Defense Administration and Management

Defense Activities

Director, Defense Contract Audit Agency

Director, Defense Contract Management Command, Defense Logistics
Agency

Director, Defense Investigative Service

Non-Defense Activities and Individuals

Office of Management and Budget

Office of Federal Procurement Policy

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

Chairperson and Ranking Minority Member of the following
Congressional Committees:

Senate Committee on Appropriations

Senate Subcommittee on Defense, Committee on
Appropriations

Senate Committee on Armed Services

Senate Committee on Governmental Affairs

Senate Select Committee on Intelligence

House Committee on Appropriations

House Subcommittee on Defense, Committee on Appropriations

House Committee on Armed Services

House Subcommittee on Oversight and Investigations, Committee
on Armed Services

House Committee on Government Operations

House Subcommittee on Oversight and Evaluation, House
Permanent Select Committee on Intelligence

House Subcommittee on Legislation and National Security,
Committee on Government Operations

The Honorable David Pryor, United States Senate
The Honorable James Sasser, United States Senate
The Honorable Howard Metzenbaum, United States Senate

Inspector General, Tennessee Valley Authority
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PART IV - MANAGEMENT COMMENTS

Assistant Secretary of Defense (Command, Control, Communications
and Intelligence)

Defense Contract Audit Agency
Defense Administration and Management

Under Secretary of Defense for Acquisition









ASSISTANT SECRETARY OF DEFENSE (COMMAND, CONTROL, COMMUNICATIONS
AND INTELLIGENCE) COMMENTS (cont’d)

My staff is preparing what we believe to be constructive comments on the text of the
report to improve its accuracy. | encourage your review of the draft report and our
comments when they are complete. I plan to provide these comments by February 16.

i%

Charles A. Hawkins, Ir.
Acting

Attachment
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8818 SBECRETARY OF DEFENSE
AND INTELLIGENCE) COMMENTS (cont’d)

ATTACHMENT 1 - RECOMMENDATIONS FOR CORRECTIVE ACTION

A. ADMINISTRATION OF ECONOMY ACT ORDERS

Recommendation I: "We recommend that the Assistant Secretary of Defense
(Command, Control, Communications, and Intelligence):

Recommendation la, Obtain agreement from the President, Resources Group,
Tennessce Valley Authority, that the Tennessee Valley Authority Technology Brokering
Program will perform coatract administration on the cooperative agreemeasts in support
of the Non-Acoustic Anti-Submarine Warfare Program in accordance with Federal
Acquisition Regulation Part 42, "Contract Administration.” The controls and verification
should provide that:

- required receipts are received

- technical data is received

- subcontractors are approved and subcontractor overhead rates are certified

- subcontractor costs are audited when the subcontract is complete

- classified materiak are entrusted to authorized personnel only and properly
disposed of

- closeout audits are performed when the orders are physically complete by the
contractor, and ” =

. - any overpayments to the prime contractors and subcontraciors are recovered.”

Response: Concur. OASD(C3I) is reviewing the procedures and practices for
management of the NAASW Program. Coordination is proceeding with TVA to assure
contract administration and program controls meet the requirements of the FAR. Steps
bave been taken to ensure classified material is handled by authorized personnel only
and will be properly disposed of in the approved manner. Closeout audits will be
conducted by DCAA as planned to assure that the costs claimed by contractors are
allowable and allocable. An inventory will be established of the progress and cost
reports, as well as scientific and technical reports, to ensure complete and
comprehensive documentation of those activities for which TVA bas been responsible.

Recommendation 1b. "Revise the existing interagency agreement between DoD
and the Tennessee Valley Authority for the Non-Acoustic Anti-Submarine Warfare
Program to reflect any agreement on contract administration and contract audits.”

Response: Concur. OASD(C3I) will, after appropriate review of the situation,
review the interagency agreement with the TVA for the NAASW Program to determine
changes, if any, that need to be made. This will align the interagency agreement with
actual required practices. Note, however, that there are no plans to initiate pew tasks
with the TVA. No funds have been transferred to TVA since February of 1992 when
funds were transferred to continue efforts under existing contracts.
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ASSISTANT SECRETARY OF DEFENSE (COMMAND, CONTROL, COMMUNICATIONS
AND INTELLIGENCE) COMMENTB (cont’d)

Recommendation le. "Request the Tennessee Valley Authority to:

(1) Withbold $568,189 (5 percent times $11.363,791 billed) of payments to
ESG, Incorporated, pending the receipt of the results of the audit of incurred costs.

(2) Disallow costs for the ESG, Incorporated office ia Knoxville, Tennessee
pending receipt of verification that the Knoxville office performed work for the Non-
Acoustic Anti-Submarine Warfare Program.

(3) Initiate action to collect $2.8 million for questioned costs in Appendix F
for which documentation was not adequate.*

Response: Concur. OASD (C3I) bas requested that the appropriate amount of
withholding is retained from ESG pending closeout auvdits and reconciliation of
contractor costs. This will ensure an adequate safeguard of the government's interest and
permit recovery of any unallowable charges that may extst. A review will be made of the
ESG Knoxville office 1o determine whether there are charges by that office that should
be disallowed. As previously stated, the $2.8 million identified by the DoD IG as
possible unsupportable costs will be reviewed as to vaBdity of charges during the
closeout audits. Audits will be conducted by DCAA as planned.

Recommendation Jd. "Request the Defense Iavestigative Service to perform a
review of the security requirements, as defined in DoD 522022-M, *Industrial Security
Manual for Safeguarding Classified Information,” for:

(1) Work performed by the Tennessee Valler Authority, its cooperators, and
their subcontractors under Economy Act orders issued in support of the Non-Acoustic
Anti-Submarine Warfare Program.

(2) Non-Acoustic Anti-Submarine Warfare technologies transferred to the
Tennessee Valley Authority, its cooperators, or their ssbeontractors for
commercialization purposes.”

Response: Concur. OASD (C3I), in concert with DIS, will review the current
method of providing security to NAASW classified information. The recommendations
of DIS will be used to correct any identified practices dangerous 1o security or to correct
the methods currently used to administer the NAASW security program.

Recommendation le. "Establish internal controk to adequately secure any
classified information in the possession of the Tennessee Valley Authority, ESG,
Incorporated; and other cooperators and their subcontractors, and secure classified
information that has been or will be transferred to the Tennessee Valley Authority, its
cooperators, or their subcontractors for commercialization purposes.”
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8SIST S8ECRETARY OF DEFENS COMMAND, CONTRO COMMUNI
AND INTELLIGENCE) COMMENTS (cont’d)

Response: Concur. OASD (C3I) has initiated a full inventory of NAASW
classified documents in the hands of contractors. A consolidated inventory list will be
established and maintained to ensure proper handling of classified documentation upon
completion of contracts.

Recommendation 1f. "Establish controls to separate duties performed by the
contractor and to avoid the contractor performing inherently governmental functions.®

Response: Concur. OASD (C3I) will review current practices for the purpose of
identifying any governmental functions that may be conducted by contractors in support
of the NAASW Program. Should there be infringement upon governmental
prerogatives, immediate action will be taken to correct the situation.

Recommendation 1g. "Withdraw any remaining funds from the Tennessee Valley
Authority that were not obligated on a cooperative agreement and perform a cost
benefit analysis to determine whether to continue any future procurements through the
Tennessee Valley Authority for the Non-Acoustic Anti-Submarine Warfare Program.”

Response: Concur. OASD (C30) has initiated action to preclude obligating funds
for any new projects and to determine the amount of unobligated funds remaining at
TVA. Final determination for the withdrawal of funds from TVA will be held in
abeyance pending closeout audits of contractors, reconciliation of contractor charges and
determination of funds remaining at TVA.

Recommendation 1h. "Provide program management and contracting officer’s
technical representative training to the Non-Acoustic Anti-Submarine Warfare Program
project director.”

Response: Concur. The project director has already successfully completed
COTR training in ber previous position in the Navy. Opportunities for additional
training will also be pursued.

Recommendation 2. "Establish an agreement with Tennessee Valley Authority to
delegate future contract administration responsibilities to the Defease Contract
Management Command, and delegate the contract audit to the Defense Contract Aundit
Agency, or make a direct request to these Defense Components for support.”

Response: Concur. Existing contracts at TVA are in the process of being
completed. Pending final deliverables and closeout audits by DCAA, no future activities
with TVA will be initiated. Future contract administration responsibililties will not be
handled by the Defense Contract Management Command but by another DoD
Component which will ensure that the DFAR is followed.

Recommendation 3, "We recommend that the Director, Administration and
Management, Office of the Secretary of Defense, perform a manpower survey of the
Office of the Assistant Secretary of Defense (Command, Control, Communications,
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8818 CRETARY OF DEFENSE 0 o] R COMM

AND INTELLIGENCE) COMMENTS8 (cont’d)

Final Report

Recommendation 3. "We recommend that the Assistant Secretary of Defense
(Command, Control, Communications, and Intelligence), in coordination with the
Director, Defense Research and Engineering, request the project direcior to reimburse
$2,015 for the unsupported travel-related costs (Appendix I) that were paid by the
Tennessee Valley Authority.”

Response: Copcur. OASD (C31) will ensure that the Project Director reimburses
TVA for all travel-related expenditures determined to be unsupported, if apy.

Recommendation 4 "We recommend that the Assistant Secretary of Defense
(Command, Control, Communications, and Intelligence), in coordination with the
Director, Defense Research and Engineering, notify the President, Resources Group,
Tennessee Valley Authority to:

Recommendation 4a. Stop the payment or reimbursement of travel costs incurred
by DoD personnel in support of the Non-Acoustic Anti-Submarine Warfare Program.

Recommendation 4b. Release remaining funds set aside for travel costs of DoD
personnel in support of the Noa-Acoustic Anti-Submarine Warfare Program.*

Response to 43. and .. Concur. All travel since April 1992 bas been handled
through a DoD Component. OASD (C3I) requested that TVA stop remnbursement of
travel costs by releasing remaining funds set-aside for travel. All traved funds at TVA
have been released.

Recommendation 4c. “Initiate appropriate disciplinary action against the project Recommen-
director for not obtaining proper authorization of the travel, for submitting travel dation 5.

vouchers that did not comply with the Joint Travel Regulations, for obtaining excessive
reimbursemeants, and for not filing vouchers in a timely manner for the trips taken or
returning tickets if travel was not taken.®

Comment. It is obviously inappropriate for the president of TVA to initiate
disciplinary action against a DoD employee. This must be an error. Al travel taken
under TVA (eight trips) is being reviewed by a DoD Component. If sppropriate, upoa
completion of that review, disciplinary action will be taken by the project director's DoD
supervisors.
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DEFENSE CONTRACT AUDIT AGENCY COMMENT8 (cont’d)

-
Nl
mm
-0
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PLD 225.4.2

SUBJECT: Draft Audit Repxt on the Procuwrement of Services far the
Non-Acoustic Anti-Submarine Warfare Program Through Ternessee
Valley Authority (Project No. 2CH-5003.03)

We will be pleased mdimu:rmtaﬁn‘thsrwiﬁiwlcrm
staff, Please direct guestions concaming respaee o
Mr. John A. Wares, Program Manager, Policy Lia.i.scn Division at

(703) 274-7521.
,:,;%'tw«f /4

chaal J. Thibault
Assistant Director
Policy and Plans
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