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March 18, 1993 

MEMORANDUM FOR ASSISTANT SECRETARY OF DEFENSE (COMMAND, CONTROL, 
COMMUNICATIONS AND INTELLIGENCE) 

DIRECTOR, DEFENSE ADMINISTRATION AND MANAGEMENT 

SUBJECT: Audit Report on the Procurement of Services for the 
Non-Acoustic Anti-Submarine Warfare Program Through the 
Tennessee Valley Authority (Report No . 93-068) 

We are providing this final report for your review and 
comments. This report is one in a series of reports relating to 
interagency orders placed with the Tennessee Valley Authority 
under the authority of the Economy Act of 1932. Management 
comments from the Assistant Secretary of Defense (Command, 
Control, Communications and Intelligence}; the Director, Defense 
Administration and Management; the Director, Defense Contract 
Audit Agency; and the Office of the Under Secretary of Defense 
for Acquisition were considered in preparing the final report. 

DoD Directive 7650.3 requires that audit recommendations be 
resolved promptly; therefore, we request comments from the 
Assistant Secretary of Defense (Command, Control, communications 
and Intelligence), by May 17, 1993. See the Response 
Requirements per Recommendation in Part II. 

The courtesies extended to the audit staff are appreciated. 
If you have any questions on the report, please contact 

••••••••••••••••••••• 
P8R 8PPI8Hlt~ 888 8H~¥ 
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Office of the Inspector General, DoD 

Report No. 93-068 
(Project No. 2CH-S003.03) 

March 18, 1993 

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 De~ense 
(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 
Program. 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 

3report, 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 Off ice 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 controls. The NAASW Program Off ice 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 Part 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. 

3Summary of Recommendations. We recommended that ASD(C I) 
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. 

3Management Comments. ASD(C I) concurred with the recommendations 
and stated that his off ice was reviewing the NAASW Program 
management procedures and practices and was coordinating with TVA 
to ensure contract administration and program controls mjet 
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(C3I) 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 
Administration 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 I¥ of this report. Additional 
comments are requested from ASD (CI) by May 17, 1993. 
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PART I - INTRODUCTION 

Background 

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 
(OSD) . 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, 

3Control, Communications and Intelligence) (ASD(C I)). 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 Headauarters 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 

3orders for various DoD activities .including DDR&E and ASD(C I), 
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 off ice 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 (OIG), TVA, 51-person staff 
audits TVA programs totaling $6 billion. OIG, 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. 

3Between April 1991 and March 1992, DDR&E and ASD(C I) 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 Off ice. ESG provides direct support subcontracts with 
other organizations to support the NAASW Program. 

Objectives 

On October 11, 1991, we announced a joint audit with the 
OIG, 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, " Apr i 1 3, 
1992, addressed the first objective. This audit report ~ddresses 
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 Off ice 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 
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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, Off ice 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 Off ice 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 ~SG 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.1.a., A.l.d., A.1.e., A.l.f., 
and B.2. in this report will correct the internal control 
weaknesses. We did not quantify a potential monetary benefit 
that would result from correcting the internal control 

3weaknesses because the level of NAASW support ASD{C I) planned to 
acquire through TVA was not clear. However, implementing our 
recommendations should help prevent the future payment of 
unsupported, unallowable, or questioned costs related to the 
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$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 OSD . 

Prior Audits and Other Reviews 

In the last 2 years, the OIG, 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 OIG, 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. 

4 



PART II - FINDINGS AND RECOMMENDATIONS 

A. ADMINISTRATION OF ECONOMY ACT ORDERS 

3The DDR&E and ASD(C I) did not properly control and administer 
the expenditure of $18.6 million of funds for the NAASW frogram. 
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 ( c3 I) to adequately staff the NAASW Program 
Office contributed to insufficient oversight of contractors. BY 

3sending Economy Act orders to TVA, DDR&E and ASD(C I) 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. 

DISCUSSION OF DETAILS 

Background 

In February 1991, the DDR&E requested WHS to provide funds to the 
Aviation Supply Off ice, 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 oss- 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 
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universities, international scientific and technical communities, 
3and 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 Off ice 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 

ADDroval of orders. WHS issued the first four Economy Act 
orders before the NAASW Program Off ice established an interagency 
agreement in May 1991. A senior staff specialist in DDR&E signed 
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the NAASW Program Office and TVA interagency agreement. The 
Director, Tactical Warfare Programs, Office of the DDR&E, 
approved the first four Economy Act orders and the WHS budget 

3officer approved the DD Forms 448. DDR&E and ASD(C I) approved 
the fifth and sixth orders respectively, and WHS subsequently 
issued the orders after the NAASW Program Off ice and TVA 
interagency agreement was signed in May 1991. The Principal 

3Deputy for Intelligence, Office of the ASD(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. 

3contract oversiaht. The offices of DDR&E and ASD(C I) 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 interaqency 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 
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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. 11 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 
inter agency agreement between the NAASW Program Off ice 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 submitted 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 OSD would approve program plans and 
disseminate FY 1990 funds. The program plan also stated that, 
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"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. 
Off ice 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: 

9 



o identifying 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 utility of 
technologies developed by NAASW research projects; 

o monitoring 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
competi ti vely 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 Program. 

3Separation of duties. DDR&E and ASD(C I} 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 

3conflicts of interest, ASD(C I) should establish internal 
controls by either increasing the staffing of the NAASW Program 
Off ice 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 

3agencies. Because of the limited ASD(C I) 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. Off ice of Management and Budget 
Circula:r; A.,.-7 6, "Performance of Commercial Activities, 11 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 evaluation 

3criteria as "inherently Governmental functions." ASD(C I) 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, "Limitations 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." 

3ASD(C I) 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 

3in 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 justified; 

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 Off ice 
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 inter agency agreement between the NAASW Program Off ice and 
TVA stipulated that DoD pay in full upon 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 (c3r) 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. 

3If ASD (C I) 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 Off ice 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 Off ice would have cost less than paying 
ESG to support the NAASW Program. 

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 off ice 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 off ice should not be 
allocated to the NAASW Program unless ESG can demonstrate that 
the off ice 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 OIG, TVA, audit of the Technology Brokering Program. The 
guidance states that, in FY 1992 and succ eeding 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 utilizing 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 is 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 contractina. 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 

3 neither DDR&E nor ASD ( c I) 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 pote~tial 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. 

3ASD(C I) needs to take steps to eliminate the possible waste of 
funds on the Economy Act orders issued to TVA in support of the 

3NAASW Program. ASD(c r) 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 
proce~sing 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 Do~ contracting off ice. 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 off ice 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) subcontractors 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 existinq interaqency aqreement between DoD 
and the Tennessee Valley Authority for the Non-Acoustic Anti­
submarine warfare Proqram to reflect any aqreement on contract 
administration and contract audits. 

c. Request the Tennessee Valley Authority to: 

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

(2) Disallow costs for the ESG, Incorporated, office 
in Knoxville, Tennessee, pendinq receipt of verification that the 
off ice performed work for the Non-Acoustic Anti-Submarine Warfare 
Proqram; 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 Investiqati ve Service to review 
the security requirements, as defined in DoD 5220.22-M, 
"Industrial Security Manual for Safequardinq 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 
Warf are Proqram; 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. 

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

q. Withdraw any remaininq funds from the Tennessee Valley 
Authority that were not obligated on a cooperative aqreement, 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 Intelligence) concurred with 
Recommendation A.1.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.1. b., stating that, while no plans exist to 
initiate new tasks through the Tennessee Valley Authority, his 
off ice 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.1.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 off ice would establish a consolidated list 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 
off ice 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.1.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. l.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 
A. 1. a. , A. 1. b. , A. 1. d. , A. 1. e. , A. 1 . f. , A. 1. g. , and A. 1. h. 
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.1.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 IV} . 
Accordingly, we request that the Assistant Secretary provide 
comments on Recommendation 1.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 Off ice for their use in future contract 
actions. 

3. We recommend that the Director, Defense Administration and 
Management, perform a manpower survey of the Off ice 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 off ice 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 

Number Addressee 

Res12onse Should Cover 
Proposed 
Action 

Completion 
Date 

3A. 1.a . ASD(C I) x 
3A.1. b. ASD(C I) x 
3A.1. c. ASD(C I) x x 
3A.1. d. ASD(C I) x 
3A.1.e. ASD(C I) x 
3A. 1.f. ASD(C I) x 
3A.1.g. ASD(C I) x 
3A.1.h. ASD(C I) x 
3A. 2 ASD(C I) 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 

3 improper because the Off ices 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 DETAILS 

Travel Funding and costs 

In March 1990, the Acting Deputy DDR&E (Tactical Warfare 
Programs) requested WHS to obligate $27, ooo of RDT&E, Defense 
Agencies, funds for travel by OSD 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 Regulations (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 1991. The JTR states 
that long 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 voucher 
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. 

conc l usions 

The TVA was inappropriately requested to pay travel costs for 
OSD 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 (Comm.and, 
control, communications and Intelligence), in coordination with 
the Director, Defense Research and Engineering: 

1. 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 off ice verified that the eight trips listed in Appendix H 
were taken. Further, the trips were taken in support of the 
Non-Acoustic Anti-Submarine Warfare Program. 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 
Warf are Program. 

Manaaement 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. 

s. 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 

3disciplinary 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 resoonse. 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 

Number Addressee 

ResQonse Should Cover 
Proposed 
Action 

Completion 
Date 

3B.1. ASD(C I) x 

3B.3 . ASD(C I) x 

3B.5. ASD(C I) x 

29 





PART III - ADDITIONAL INFORMATION 

APPENDIX A - List of Economy Act Orders Issued by the 
Non-Acoustic Anti-Submarine Warfare Program 
in FY 1991 and FY 1992 

APPENDIX B - Summary of Prior Audits and Other Reviews 

APPENDIX c - Washington Headquarters Services Memorandum, 
"Off-Loading of Contract Actions," August 7, 
1992 

APPENDIX D - Flow of Funds for the Non-Acoustic Anti­
submarine Warfare Program as of May 20, 1992 

APPENDIX E - Sample ESG, Incorporated, Invoice Submitted to 
the Tennessee Valley Authority 

APPENDIX F - summary of Additional and Questioned Costs 

APPENDIX G - Release of Funds Memorandum 

APPENDIX H - Travel Costs Paid by the Tennessee Valley 
Authority 

APPENDIX I - Travel Costs Paid to Project Director 

APPENDIX J - summary of Potential Benefits Resulting from 
Audit 

APPENDIX K - Activities Visited or Contacted 

APPENDIX L - Report Distribution 





w 
w 

APPENDIX A - LIST OF ECONOMY ACT ORDERS ISSUED BY THE NON-ACOUSTIC ANTI-SUBMARINE 
WARFARE PROGRAM IN FY 1991 AND FY 1992 

Inter agency 
Order No. 

Date of 
Order Recioient Dollar Value Puw_o_se 

Tennessee Valley Authority DWAM10050 02/91 $ 500,000 NAASW/Research and Development Funding Support 
Tennessee Valley Authority DWAM00148 04/91 58,000 NAASW/Research and Development Funding Support 
Tennessee Valley Authority DWAM10092 04/91 4,751,000 NAASW/Research and Development Funding Support 
Tennessee Valley Authority DWAM10093 04/91 290,000 NAASW/Research and Development Funding Support 
Tennessee Valley Authority DWAM10133 05/91 1,000,000 NAASW/Research and Development Funding Support 
Tennessee Valley Authority DWAM10141 08/91 10,000 NAASW/Research and Development Funding Support 
Tennessee Valley Authority DWAM20023 02/92 12,000.000 NAASW/Research and Development Funding Support 

Subtotal $18,6_0_9.000 

Naval Oceans Systems Center DWAM10032 02/91 $ 400,000 NAASW/Reports to OSD Program Review Group 
Aviation Supply Office DWAM10033 02/91 4,500,000 CANCELED 
NASA DWAM 10046 02/91 1,000,000 NAASW/Reports to OSD NAASW Advisory Council 
U.S Air Force Space 

Systems Division DWAM1 0047 02/91 294,000 NAASW/Ocean Surface Surveillance 
Naval Oceanographic and 

Atmospheric Research Lab DWAM10072 03/91 35,000 NAASW/Research and Development Funding Support 
Los Alamos National Lab DWAM10073 03/91 165,000 NAASW/Evaluation of Infrared Laser Imaging System 
Lawrence Livermore National Lab DWAM10074 03/91 4,800,000 NAASW/Research and Development Funding Support 
Department of Energy DWAM10114 05/91 420,000 Radar Ocean Imaging 
NASA DWAM10115 05/91 300,000 NAASW/Reports to OSD NAASW Advisory Council 
Pacific Missile Center DWAM1 0134 05/91 2,400,000 T ADMS-11 Program 
Hanscom AFB DWAM10145 06/91 200,000 NAASW/Reports to OSD NAASW Advisory Council 
Space and Naval Warfare 

Systems Command DWAM 10086 07/91 3,000,000 Radar Detection Program 
NCCOSC DWAM20031 02/92 500,000 NAASW/FY92 Optics Test and Data Analysis 
Pacific Missile Test Center DWAM20032 02/92 2,300,000 T ADMS-11 Program 
Naval Explosive Ordnance 

Technology Center DWAM20038 03/92 9,657,000 STS Program Management and Oversight 

Acronym and abbrev1at1on list at end of appendix. 
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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) 

lnteragency Date of 
Re~illle_nt Order No. Order Dollar Value Puroose 

AFDW/FMAO DWAM20050 03/92 $ 25,000 NAASW Travel Requirements 
U.S. Air Force Space 

Systems Division DWAM20052 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 

11 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 2J 

Total H _9 .30_4.0_0_0 

11 Classified information deleted. 
2:.1 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 

AFB ........... ..... ......................................................... Air Force Base 
A FDW/FMAO .......... .. ..................... .......................... Air Force District of Washington/Financial Management Accounting Office 
Dev .... ......................... ............ .. .... .......... .......... .. .... Development 
Eva I .. . ............... ........ .. ... .......... ............ ............... .... . Evaluation 
Lab .......................... .... ......................... ......... ....... ... Laboratory 
NASA ........................... ....................................... .... National Aeronautics and Space Administration 
NCCOSC .............................. .................................... Naval Command, Control, and Ocean Surveillance Center 
STS ................ ...... .. ................................................. Special Technology Support 
TADMS-11 ..... ... ............... ........................ ............ .. .... TR-1 ASARS-2 (Advanced Synthetic Aperture Radar System) Data Manipulation System II 



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 knowingly 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 3 O, 1990. 
DoD activities did not obtain prior approval from a 
DoD contracting officer before placing Economy Act orders with the 
DoE Oak Ridge Field Office. For the sample of 196 orders 
reviewed, DoD paid about $11. 6 million in additional costs, and 
internal controls were not incorporated into inter agency 
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 inter agency 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," April 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 
inter agency 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 appropri ate 
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, "Contracting 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 improper use of funds. Third, TVA 
funds were inappropriately used to procure furniture and equipment 
for the Technology Resources Development di vision of TCRD. The 
OIG, 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. 

37 



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 inter agency orders that did not meet 
the objectives of the program, 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 OIG, 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 justify 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-Al, "Advisory Report contract Offloading," 
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, lack 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. sw 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 - WASHINGTON llEADOUARTERS SERVICES MEHORANDQM, 
ffQFF-LOADING or CONTRACT ACTIONS c" AUGUST 7' 1992 
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n .. d tot 1tun9t.hened eonttoh ovu th• UH or non-autoned and 
non-DOD contractinf oU1eH. Th• practice of obtllnln9 1upp¢rt 
fro• otJler govtrNMnt contracttn9 ottic••, ttnntd •otf•loadln9•, 
11 not 1pecit1ca11J prohlblt~ . Kow•••r, •xperlenct ahova that 
it 1ncr-.1e1 t.h• potential for •bu•• alKI 1011 of r.&A.19taent 
control . tnep.ctor C.n•ral, Army ~udl\ Agency, •nd procurta•nt 
a.ugeaent review rn•ll that &ana9&Mnt eontrol Waki\HHI 
occu "'9n contract act.toa• u.a~ •~ld hoe been KcoepU1Jaed 
.tn-i.ouH, •re •off•loadtc1• for conw•lli•nc• or •JtPHl•l\C'f • 

Odenae lvpp1J l•.nlc:• - Wa1Ma,toa (OH•V) 11 U.. 
contraeunv acthttr a11l9n•d to nppon \J\U o~aalHUO•· 000 
Ditectl" SJJ5.> pn•cribH pouc:t .. ud .re•r.Mlb!Ut1t1 tor 
prO¥ldlaig nn1ya ceftttal Hnlce to obtaJa •a~n atutbt a~ltl• 
tloa, 1 contnc:tual, and relettd HrvlcH• foe au DoO 
c~neate oct.t-4 .ta Ult Jf•tlonal capital lte9.toa. ft• tcope ot 
W1 cu.ncuve 1peolflcally tnc1u4H actiYlUt• adlllalat.ratlnlr 
11apporud ~ the luhla9ton Beadquuten 11nlcH. 

lftectlv• 1-ediat•lr, all rtq11t1U tn contramal 1appon 
throGtll 80U&'CH otMr Ula Del·W plOCIHICI b7 Ulll offloe tWl 
be 1ccompanltd "r a vrltua at.ateMat c1tlftf tM awtlw>rltf foe 
ou-1oae1nci th• &e91.t11uoa. If u.e lconct17 Act CH VIC SH> 11 
tM 111t.N&'1tJ tor tM actloo, and n. coatnctual tappOn 11 to 
be ol>u!M4 roa a 110D·DoD •"rce, Un the r•~Htbf Atencr · 
llQt tro.ld• a Deten!MUon aftd rlad1M (DU) nate.Dt &a 
•cco~uc:• v.ttb ra n.s Dr.Mt 2u.1. 6t2'•rvh•, u. ncav•n 
vUl be retumtcl vttbout action. 

V!wlec tb• acoooar kt (Jl v.1.c. lSJS)
.. 

. •u ag~ •r 
ur 

, place 
Otd•n vltll oUR agency fo~ ·~u o&' Hrvic .. tllat Ut 
Hnklag •1•ncr ~lie u a po11tloa o~ equip~ u nwlr, 
r•ndu, or obtala 111 cootn~ if 1' b dlttralt\M n tM ll•M of 
tw r1qae1un9 •gel'ICJ, or c1e11r .. , tut u. 11 1ft w OoT•n-
.. at • 1 belt inttrHt to do 10. ror thJ.1 purpoH, tM DoD rU 
lupplt111tnt (Patt 217.502) •tat•• ~t tbt •d••1gn•• of the head 
ot Ula nquut1n9 agencr v1t1'1n DoD u tit• Cont.r•ct!Af Ottl.cer. • 
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APPENDIX C - WASHINGTON HEADQUARTERS SERVICES MEMORANDUM, 
"OFf-LOJ\DING OF CONTRACT AC1IONS," AUGQST 7, 1992 (cont'd) 

Th• r~Sr•d DlP prtpar~ for tht Contr1ctln9 Offlctr'1 
eignatun au1t acc:omP'nf uch "•qu••t for Contr•ct Suvlcu 
(SO Fona tlf), MOU, I-'A, or oth•r oblS91tln9 dociiment •• 
app11cablt covered by th• £conomy Act or other authorltf' Tht 
d•ttC1111Attion au1t 1t1te that th• •snt•c•9•ney acqui1lt oft• 11 in 
th• GOvern.•nt'• ~•t lat1r•1t (PA.JI. 17.502) and lneludt findln91 
(FAR 17.SOl) th&tl 

(lJ leqal authorltr for th• acqul11t1on otherwi•t •~i1t11 
and, 

(IJ the action do11 not conflict vltl any other 19tncy•1 
authority or r.1pondblUtf• 

Th• c:o9nh1nt DSS·I contractin9 Oftlc•r will review the 
propoe-2 •1nt1ra9ency &cqu11itlon• and dtt•rmiA• it 1t 1• in the 
Govert1Aent'1 be1t 1nt•r••t to pro<:•td 11 propo•~ or acqu!rt 
throu9b DSl•'W. 

AnJ qu•1tion1 p1rt1inln9 to otf·lo.din9 thould ~ dirtcttd 
to Mr. Chrl1ten1•n at tlt-Ott7. 

tt 1• requ••t..S ~t '° thl• nev pelter r•c•l•• the vld••~ 
po11lbl• d19aeain&Uoa &ff.cted pr09raa una9er1. 

toar coop•r&tloft la thia utter it 1ppudated. 

Note: Dietribution liat included the Administrative 
3Assistant (DDR&E) and the Executive Assistant (ASD(C I)). 
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APPENDIX D - FLOW OP PtJNPS FOR THE NON-ACOUSTIC ANTI-SUBMARINE WARFARE PROGRAM AS OP 
MAY 20, 1992 

NOSC AFOW/FMAO 
DOE NOA RES LAB 
1J SPA WAR 

NASA NAV RES LAB 
USAFSSO NCCOSC 
PMTC NEOC 

20 MIPAeO 

t*>,8".000 WHS 

1 CONTRACT. 

t800,000 

INSTITUTE FOR 

DEFENSE ANALYSES 

OASD 
3C 1 

NAASW PROGRAM 
t49,904,000 

1 MIPA u 
t10,000 

7 MIPAe. 

'18,eot,000 TVA 

tl 1,363.791 Z1 

GENERAi 
BANK 

TVA 
REVENUES 

•6.164,75, 

INTEREST 

BROKERING 
FEE 

tl,080,460 ~
I 

' ESG. INC. 
I I 

t10,911, 116 

IDIRI OSTS 
 O' AD 

PROFIT 
t462.876 

KAMAN 
AEROSPACE 

t6.928. 746 41 

SPARTA LASER LAB 

METRON 

UNIT RON 

KAMAN SCIENCE 

KENT EK 

XENON 
CLEVELAND CRYSTAL 

ANALOG MODULES 

GLOBAL 

H4.040 4f 

NORDEN 

t1,132,02S4/ 

l-uNITED TECHNOLOGY 
RESEARCH CENTER 

JET AVIATION 

LKC AVIATON, INC. 

EOS 
TECHNOLOGIES 

t164,4164f 

L 

UT 

t870" 

footnotes, acronyms, and abbreviations listed at end of appendix. 

ACCO 

...

RTA 

'261.073 " 

SPACE RESEARCH 
INSTITUTE 

ISMA 

t638,94 7 " 

L 

 

TREVELYAN 
KINCHELO & CO 

•e.ooo !I 

FOASVARETS 

t1. 783,000"' 
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APPENDIX D - FLOW OF FUNDS FOR THE NON-ACOUSTIC ANTI-SUBMARINE WARFARE PROGRAM AS OF 
MAY 20, 1992 (cont ' d) 

ll Classified information has been deleted. 
2/ Amount ESG, Inc., invoiced to TVA. 
'JI TVA 6.0 percent brokering fee on the seven MIPRs worth $18,609,000. 
M Amount invoiced by the subcontractor. 

Acronyms and Abbreviations 

AFDW/FMAO ......... . .. ...... . ......... Air Force District of Washington/Financial Management Accounting Office 
DOE ................................... . .... Department of Energy 
FORSV ARETS . ......... . .. .. ........... . .

...... . .
 Forsvarets Forskningstitutt Instituttstaben 

ISMA ......... . ........... . ... .. . .. .  International Space Monitoring Association 
MIPR ..................... . ............. .. .. Military Interdepartmental Purchase Request 
NASA ................... . .. .. ..... . ..... .. . National Aeronautics and Space Administration 
NA V RES LAB ... . ....... . ....... ...... . . Naval Research Laboratory 
NCCOSC .... .. .. ............. ...... ... .. ... Naval Command, Control, and Ocean Surveillance Center 
NEOC ............ . ....... . ............ .. ... Naval Explosive Ordnance Center 
NOSC ................. . ............ . ........ Naval Ocean Systems Center 
NOA RES LAB . .. . ........ . ...... . ..... . . National Oceanographic and Atmospheric Research Laboratory 
OASD ............. . ....... . ........ . .. .. ... Office of the Assistant Secretary of Defense 
PMTC .... . ........................ . ........ Pacific Missile Test Center 
RTA .... Rekenthaler Technology Associates Corporation ..................................... 
SPAW AR .................................. Space and Naval Warfare Systems Command 
USAFSSD ................. . .......... . .... U.S. Air Force Space Systems Division 
UT ... . University of Tennessee ....... ...... . ........ . ........ .... . .. 
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APPENDIX E - SAMPLE ESG, INCORPORATED, INVOICE SUBMITTED TO THE 
TENNESSEE VALLEY AUTHORITY* 

Project Title: System Engineering Support to NAASW Program 
Contract Funding: $17.440.550 

Budget Current Cumulative 
Total Hours 
Total Labor $771.130 34.949 411,280 

Other Direct Costs (ODC) 
Hardware/Software Tools $90,000 0 12,819 
Travel $80,000 0 27,949 
Consultant $35,000 0 0 
Miscellaneous $10.000 0 627 

Total ODC $215.000 0 41.395 

Total Program Management $986.130 34.949 452.674 

Technology (Subcontractors) 
Task A - Radar Imaging $7,406,156 2,103,907 3,982,373 
Task B - Optics $8,948,264 0 6,928,744 
Task C - Electro-Magnetics 0 0 0 
Task D - Environmental 0 0 0 
Task E - Intelligence $100.000 0 0 

Total Costs $17.440.550 2!138!857 11!363!791 

Subcontractor Costs: 
Task A: 

International Space Monitoring Association $298,947 
Rekenthaler Technology Associates Corporation 13,960 
Trevelyan, Kinchelo and Company 8,000 
Norden Systems 1.783.000 

Total Task A $2!103!907 

I certify that all amounts hereby invoiced were incurred in accordance with the provisions of 
Contract No. TV-84200V and the workplan and budget and that these amounts have not 
otherwise been paid to ESG, Inc. by any other party. 

By: _ _____ _ May 20, 1992 

*The wording, format, and figures in this sample ESG, Inc., invoice are shown as in the 
original ESG, Inc., invoice. 
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APPENDIX F - SDMMARY__OF ADDITIONAL AND QUESTIONED COSTS 

Additional Costs Purpose 

TVA $1,080,450.00 6-percent TV A brokering fee. 11 

ESG, Inc. 452.675.00 ESG Program management fee and cost for ESG, Inc., Knoxville office. 'l,./ 

Subtotal $,1533.125.00 

Questioned Costs 

Firm 
Invoiced 'J/ 

Costs 
Bill Date and/ 
or Bill Number 

Stated Purpose on 
Subcontractor Supporting Documentation 

RTA $ 879.82 June 1991-
July 1991 

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

RTA 269.36 Dec. 4, 1991 One night stay at Ritz-Carlton Hotel, room service, and telephone calls for 
guest of RT A employee. 

RTA 90.00 Mar. 11, 1991 Brunch for two persons. 

RTA 1,741.37 Nov. 1991 Items billed through contractor's working capital management account that could not be 
identified as an NAASW Program cost. 

Kaman 73,440.00 June 5, 1991 
PO 013420 B 

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

Kaman 19,739.00 Sept. 11 , 1991 
PO 019403 B 

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

Kaman 50,000.00 July 18, 1991 
PO 018792 B 

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

Kaman 4,785.00 PO 027573 B 
PO 026238 B 

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

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

Finn 
Invoiced'J./ 

Costs 

Questioned Costs (cont'd) 

Bill Date and/ 
or Bill Number 

Stated Purpose on 
Subcontractor Supporting Documentation 

Kaman $ 8,500.00 PO 023986 B 
PO 019438 B 

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

Kaman 8,100.00 Dec. 18, 1990 
C-1396-90 

$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. 

Kam.an 15,510.00 Various 
Dates 

Procurement of automatic data processing equipment. 

Norden 89.15 July 6, 1991 Guest dinner of a Norden employee. 

Norden 233.22 July 27' 1991 Personal phone calls and personal postage for a Norden employee. 

Norden 3,151.85 July 6, 1991 Car rental for one person in England for 4 days. 

Norden 988.75 Aug. 3, 1991 Car rental for one person in England for 2 days. 

Norden 298,803.00 June 1991-
Sept. 1991 
47094, 47341, 
47502, 47471 

One-half of costs for repairs, maintenance, etc., 
incurred for 3 months for aircraft used 
by NAASW Program normally charged to another unrelated program. 

Norden 44,942.00 Aug. 31, 1991 Airplane maintenance. 

Norden 213,082.87 Oct. 1991 
Dec. 1991 

Unidentifiable costs invoiced October through 
that could not be identified 
as an NAASW Program cost. 

Global 3,173.61 Various 
Dates 

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 OUESTIONED COSTS (cont'd) 

Finn 
Invoiced 2./ 

Costs 

Questioned Costs (cont'd) 

Bill Date and/ 
or Bill Number 

Stated Purpose on 
Subcontractor Supporting Documentation 

Global $ 73.08 PO 91-0121 Soda and cookies for 25 people. 

Global 446.93 PO M 0228 Sandwiches, salads, and pastries for meeting. 

Global 395.00 PO 91-0243 Contractor personnel training. 

Global 1,000.00 May l, 1991 Kauder Assoc. billed Global for participating in a meeting with Johns Hopkins University. 

EOS Tech. 320.00 Oct. 17. 1991 Fee for EOS employee to attend seminar given by the Assistant Secretary of Defense 
(C3I) . 

EOS Tech . 375.25 Oct. 17, 1991 Fee to send EOS employee to training course on "Remote Sensing of the Oceans. " 

EOS Tech. 19,185.00 Various 
Dates 

EOS Tech. 153.35 Mar. 1991-
Oct. 1991 

ISMA 123,200.00 # 920001-2 Lodging for third-tier subcontractor personnel at Wallops Island, MD, for 14 days. 

ISMA 100,000.00 # 920001-2 Ship bunkering and related charges. 

ISMA 6,872.00 # 920001-2 Travel and per diem for four third-tier subcontractor personnel from unknown origin to 
Washington, D .C. 

ISMA 21,003.00 # 920001-2 Travel and per diem for third-tier subcontractor personnel from unknown origin to Clear 
Lake, TX. 

ISMA 4,872.00 #920001-2 Computer equipment and other hardware. 

Procurement of automatic data processing equipment. 

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

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

Firm 
Invoiced 'J/ 

Costs 

Questioned Costs (cont'd) 

Bill Date and/ 
or Bill Number 

Stated Purpose on 
Subcontractor Supporting Documentation 

UT $ 870.00 Mar. 12, 1992 
B0158345-01 

Salaries for academicians who provided unknown services to the NAASW Program. 

Forsvarets 1,783,000.00 May 14, 1992 Radar/sonar equipment procured. 

Trevelyan 8,000.00 May 15, 1992 Professional services in unknown area. 

Subtotal $2,817.284.61 

Total $1.._3_5"(2,409 .61 

/ 

ll Represents a 5- to 10- percent fee that TVA charged to the NAASW Program Office for setting up the cooperative agreement with ESG, Inc. 
'J/ Represents ESG, Inc., direct and indirect costs associated with passing NAASW Program requirements through ESG, Inc., and tiers of 
subcontractors. 
'JI 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 TV A. 

Acronyms and Abbreviations 

Assoc ..................... . .. .. ................................ Association 
AT&T ......................................................... American Telephone and Telegraph 
Forsvarets ............... . ............ . .................... . . . Forsvarets Forskningstitutt Instituttstaben 
Global ......................................................... Global Associates, Limited 
Kaman ............ . ... . .......... ........ .................. . .. Kaman Aerospace Corporation 
PO ............ ... ... . .................... . .... . . .. .. ... . ....... Purchase Order 
UT ....... . . . .................... .. .............. ... . ..... ...... University of Tennessee 



APPENDIX G - RELEASE or FUNDS MEMOR.ANJ)tJ)I 

,.....,., ,,. , ,. .. 
~)(;At~ 
...,_, t111 •I tt tl"IHltC 

Tenna•••• V•ll•Y Authority 
AT'l111 Kr . H. Brown Wri9h~, Manager 

T~chnolo9Y Drg~•rinc, Pr09raa 
OCH lG, 601 W, S~m•lt ftill nrive 
l.noxvill•, Tenn~~~~~ ' 7qo2 - t49t 

Dear Mr. Wr19ht: 

All v o r lc a ceo11plh•hed And billed in Vo1.1che r • l throuqh 10 
( r e tarer.:•1 TVA contrac t Ko. TV-e43 0 0V ) has been compl•~•a •nd 
<l811vered to the .JUVernllent in A aa.ti•t•c:tory 1D4nn•r• Pl•4e• 
r•l •••• th• tiv• pc~~~nt aaount that ha• been hel d in a~•yanoe, 

It fOU h•v• •ny <{Ueetione, pl•••• co~t•ct •e at (70l) 
Ot?•tait . Tbanlt you for your contin~ed aupport in thle •ffor\, 

Unctnlv . 
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APPENDIX H - TRAVEL COSTS PAID BY THE TENNESSEE VALLEY AUTHORITY 

Dates 
Itinerary 

From To Puroose of Trip 
Airline Costs 

Paid Bv TV A ll

Cost Reimbursed To 

NAASW Officials By TV A 'l:J 
 Amount Puroose 

Feb. 23, 1991 -
Feb. 23, 1991 

Washington, DC Knoxville, TN Unknown $ 352 $ 0 

June 11, 1991 -
June 12, 1991 

Washington, DC West Palm Beach, FL Unknown 290 0 

July 13, 1991 -
July 29, 1991 

Washington, DC Heathrow, UK Wave Wake Experiment 699 5 376 'J./ Hotel, 
' 

Airline, 
Per Diem, and 
Phone Calls 

Aug. 25, 1991 -
Aug. 26, 1991 

Washington, DC Denver, CO, and Tucson, AZ Laser Systems 
Development 

338 881/ Hotel, 
Parking 

Oct. 27' 1991 -
Nov. 2, 1991 

Washington, DC San Francisco, CA Unknown 456 0 

Dec. 19, 1991 -
Dec. 20, 1991 

Washington, DC Denver, CO and Tulsa, OK Unknown 362 0 

Feb. 29, 1992 -
Mar. 14, 1992 

Washington, DC Heathrow UK, and 
Frankfurt and Bonn, GR 

Multi-National Test 1,878 0 

Apr. 15, 1992 -
Apr. 15, 1992 

Washington, DC Norfolk, VA Unknown 258 __ o 

Subtotal $4,633 $ 5,464 

Total amount paid by TV A $10,097 

11 TVA purchased airline tickets for OSD travelers and charged the costs against funds paid to TVA under NAASW program. 
'J/ Costs reimbursed to NAASW official in addition to airfare paid for by TVA. 
'JI OSD traveler submitted vouchers to TVA and was reimbursed for actual costs. See Appendix I, Trip 1, for breakout of trip cost. 
1/ See Appendix I, Trip 2, for breakout of trip cost. 





APPENDIX I - TRAVEL COSTS PAID TO PROJECT DIRECTOR 

TriQ 1 - To the United Kingdom 

Amount Claimed 
and Paid by TVA 

Costs supported 
by 

Documentation 

Costs Not 
Properly 
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 

TriQ 2 - To Tucson, Arizona 

Lodging $ 63.82 $ 56.00 $ 7.82 

Parking 24.00 0 24.00 

Subtotal $ 87.82 $ 56 . 00 $ 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 

Amount and 
Type of Benefit 

A.1.a. Internal Control. Obtain 
agreement from TVA that 
proper contract administra­
tion will be performed. 

Nonmonetary. 

A.1.b. Economy and Efficiency. 
Revise interagency agreement 
between NAASW Program Off ice and 
TVA to reflect contract audit 
and contract administration 
agreements. 

Nonmonetary. 

A.1.c. 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. 

Questioned 
costs of 
$2.8 million 
(Appendix F) . 

A.1.d. Internal Control. 
Request Defense Investigative 
Service review the adequacy 
of security over classified 
information. 

Nonmonetary. 

A.1.e. Internal Control. 
Establish internal controls 
adequate to secure classified 
information in the possession of 
TVA, ESG, or subcontractors . 

Nonmonetary. 

A.1.f. Internal Control. 
Provide for the separation of 
duties and avoidance of the 
performance of inherently 
governmental functions by ESG. 

Nonmonetary. 

A.1.g. 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. 

FY 1992 funds 
put to better 
use of up to 
$605,120 and up 
to $1. 8 million 
in FY 1993 
funds. 
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APPENDIX J - SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT 
(cont'd) 

Recommendation 
Reference 

Amount and 
Description of Benefits Type of Benefit 

A.1.h. Program Results. Provide 
program management training to 
the NAASW program director. 

Nonmonetary. 

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

Nonmonetary. 

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

Nonmonetary. 

B.1. Economy and Efficiency. 
Verify that trips made by the 
project director were in 
support of NAASW Program. 

Nonmonetary. 

B.2. Internal Control. 
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. 

Nonmonetary. 

B.3. Economy and Efficiency. 
Request NAASW project director 
to reimburse DoD for 
unsupported travel costs paid 
by TVA. 

Funds put to 
better use of 
$6,648, RDT&E, 
Defense 
Agencies, 
funds. 

B.4.a. Program Results. 
Request that TVA stop the 
payment of travel costs in 
support of the NAASW Program. 

Nonmonetary. 
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APPENDIX J - SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT 
(cont'd} 

Recommendation 
Reference Description of Benefits 

Amount and 
Type of Benefit 

B.4.b. Economy and Efficiency. 
Request that TVA release 
remaining funds set aside for 
NAASW Program travel. 

Nonmonetary. 

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

Nonmonetary. 

57 





APPENDIX K - ACTIVITIES VISITED OR CONTACTED 

Off ice 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 
Di rector, 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 Off ice, 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 

Off ice 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 

Off ice of Management and Budget 
Off ice of Federal Procurement Policy 
General Accounting Off ice, 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 

ASSISTANT SECRETARY Of' DEFENSE 

9 February l 99J 

C.0 -.. ... A.,_0 CONTlt01. 

COMMV•o(AftO"'S 
ANO 

MEMO~'DUM FOR INSPECTOR GENEAA4 DEPARThfENT OF DEFENSE 

SUBJECT: Draft Report on the Procurement of ~rvtces for the Non-Acoustic 
Anti·Submarlne Warfare (NAASW) Program Through the TennesS« Vatie, 
Authority 

My mff has reviewed the draft report and we concur with aD of the report's 
recommendations. Specific comments and actions taken or ongoing relative to tk 
recommeodatioos are addressed in Attachment 1. We appreciate your suggestions ud 
rcaxnmcndatioos. 

Although funds were transferred earlier to TVA in ac.c:ordance with WHS procedua 
ill place at the time of transfers, we eipect that aD existing cootract.s will be compJetal 
wi1hin the next two months and oo further transfers are contemplated except as they may 
JXmibly relate to contract closeout At the completion of DCAA closeout audits, tk 
O~D (CJI) program with TV A will terminate. 

The Non-Acoustic ASW program is quite cootroversial and subject to potitical, 
technical ud security disagreements at the highest levels of government Key to the succaa 
or failure of the program is the project director, who has aa excellent national ad 
mtun.atioaal reputation as a scientist Her reputation bas beea tarnished by the dnft 
report, contraJY to assurances by your staff that sucll was not intended. 

' This program bas been repeatedly examined in order to answer the frequent inquiries 
that have surfaced about various aspects of the program as well as to review the results ol 
yoer audit In these examinations, we have found evidence, not of wrongdoing. but « a 
dedicated and highly qualified government physicist who, despite administrative, diplomatic. 
and tech.nic:al challenges, is successfully realizing the goals of a research effort that is ~g 
conducted under very difficult circumstances and is executing that effort in the manner 
prcscnbcd by the Congress. 
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ASSISTANT SECRETARY or DEFENSE (COMMAND, CONTROL, COMMUNICATIONS 
ANp INTBLLIGINCBl COMMENTS (cont'd) 

My staff i:s preparing what we believe to be constructive comments on the text of the 
report to improve its ao:uracy. I encourage your review of the draft report and our 
COtilll'lcot.s when they are complete. I plan to provide these comments by February 16. 

~~~ 
Acting 

Attachment 
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ASSISTANT SECRETARY OF DEFENSE (COMMAND• COHTBOL, COHM1JNICATION8 
AND INTELLIGENCE) COKHEJlTS (cont'd) 

AITACHMENT l • RECOMME1'1>ATIOSS FOR. COR.R£CTIVE ACTION 

A. ADMINISTRATION OF ECONOMY ACT OJU>EM 

Rteommendatton l : "We recommend that the Assistant Secretary of Defense 
(C001JDand, Coouol, Communiatioo.s, and lntclligcoc:e): 

Recommendation la. Ohta.ill agreement from the President, Resources Group, 
Tcllllessce VaJJcy Authority, that the Tennessee Va.Dey Authority T«:hnology Brokcrina 
Pr017am will perform cootract administration oa the c:oopcrath-e agreements in suppoft 
o( the Non-Acoustic Anti-Submarine Warfare Program in aocordanu with Federal 
Acquisition Regulation Put -42. "Contract Administration.• The oootrols and vcrificatioli 
should provide that: 

• required receipts arc ruei\u 
• tcch~I data is rcceMd 
·subcontractors uc approved and suboootnctor overhead rates are certified 
• subcontractor costs arc audited when the subcontract is complete 
• cla.s.si6cd materials arc entrusted to authorized personllcl only aod properly 

disposed of 
• closeout audits arc performed wbco the ordcn are pbysica.Dy complete by the 

cootractor, and · · 
- any overpayments to the prime contractors ud subcontractors arc recovered.• 

Response: CobCUr. OASD{C31) is reviewinc the procedures and practices for 
management of the NAASW Program. Coordinatioo is proceeding with 'JV A to assure 
c:oatract administration and program c:ootrols meet the requirements of the FAR. Steps 
U'Ye been taken to cosuR classified material is handled by authorized personnel ollly 
aad wiD be property disposed dill the approwd awmer. Closeout audits wiD be 
cooducted by DCM as planned to assure that the costs daimed by cootracton are 
aDowable and aDocablc. An inventory will be established d the progress and cost 
reports, as weD as scientific and tecluricaJ reports. lo assure complete and 
CIOIDprcbemive d001meotalioo d those activities for wbicla 1V A has bun rcspoDS11>1e. 

Recommendation lb. •Revise the existing intengcocy agreement between DoD 
aDd the Tennessee YaDc:y Authority for the Noo·Acoastie Anti-Submarine Warfare 
Program to rcOcd any agreement oa contract administration and contract audits.• 

Respong: Cooc:ur. OASD(OJ) wiJ1. aftu appropriate review of the situatioa. 
re\1cw the interagcocy agreement wi~ the 'JV A for the NAASW Pr<>gJam to determine 
cha.ogc.s. if any, that need to be made. This wiD a.tip the interagcocy agreement with 
actual required practices. Note. however, that there arc oo plans to initiate new tasb 
with the 1V A. No funds have been transferred to 1V A si.DCC February of 1992 when 
funds were transferred to eootiDue efforu under existing contracts.. 
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~SSISTA!fT SECRETARY or PEFENSI (COMMA.ND, CONTROL, COMMUNICATIONS 
).NO INTBLLIGENCB) COMMENTS (cont'd) 

Recommendation le. •Re')uest the Ten.De.SSee Valley Authority to: 

(l) Withhold $568,189 (S percent times SI l.J6J,791 billed) of payments to 
ESG, Incorporated, pudiog the receipt of the results d the audit of incurred ccsts. 

(2) Dis.aDow costs for the ESG, Inccrporated office in Knonille, Tennessu 
pending receipt o{ ~rification that the XnoxviJJe ~ performed work for the Noo­
Acoustic Anti-Submarine Watfare Program. 

(3) Initiate action to c.olJect S2.8 miJtion fer questioned costs iD Appeodm F 
for which documenution was not adequate.• 

Response: COOC'Ur. OASD (C31) has requested that the appropriate amount of 
withholding is retained from ESG pending closeout au.tits and recoociliation of 
contractor costs. This wiD ensure u adequate safeguard of the g~rnment's interest and 
permit recovery of uy unaDowab&e charges that may aist. A review will be made of the 
ESG Knoxville office to determine whether there are darges by that offioe that should 
be disallowed. As previoaly stated. the $2..8 million idrntified by tff DoD JG u 
possi>le unsupportable costs will be reviewed as to vaidity of cbaries duriq the 
closeout audits. Audits will be cooducted by DCM as plaaned. 

Recommendation 14. •Request the Defense hr\ltstigative SeMce to perform a 
review ol the security reqviremeots. u defined in DoD 5220.22-M. •Industrial Security 
Manual for Saf eguuding Classified Inf ormatia., • for: 

(1) Worl performed by tbe Tenn~ V~ 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..S.bmarine Warfue kcUolociea transfemd to dae 
TeDDusee Valley Authority, its cooperators, or their lllbcootracton for 
COOUDercializadoD JIUrp<*S. • , 

Response: COOCllr. OASD (01). in coacel1 wida DIS. 'Wil review 6e curreat 
method ol providing security to NAASW classified inbmatioD. ne recammenclatiom 
ol DIS wiD be used to correct U1f ideatified praetioes claDieroos to security or to correct 
the methods ameatJy used to adminjgt.u the NMSW JeCUrity prcipam. 

Recommendation le. "Establisll internal controll to adequately secare any 
classified information in dae possession ol the Teo..nessee Valley A11thoritJ, ESG, 
Incorporated; and other cooperators aod their subcootnctors. and secure classified 
information that has be.e1 or will be traos(erred to the TelUleS.Sll Valley Authority, its 
cooperators., or their subcontractors fcx commercializ:aboll purposes.• 
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ASSISTANT SECRETARY OF DEFENSE <COMMAND, CONTROL, COMMUNICATIONS 
AND INTELLIGENCE) COMMENT§ (cont'd) 

Respong: Coocur. OASD (Cll) has initiated a fuD ilrventory of NAASW 
cl.a.s.sified documents in the hands of contractors. A consolidated inventory list will be 
established and maintained to ensure proper handling of classified documentation upon 
ccmpletioo of contracts.. 

Rttommendation 1(. •EstabliSb controls to ~parate duties performed by the 
cootJactor and to avoid the contractor performing inherently governmental functions.• 

Response: Concur. OASD (C31) will review cunent practices for the purpose of 
identifying any governmental functions that may be conducted by contractors ill support 
ol the NAASW Program. Should there be infringement upoo governmental 
prerogatives, immediate action will be taken to correct the situation. 

Recommendation le. •withdraw any remaining funds from the Tennessee Va.lky 
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 P1ogram.• 

Respon~: Concur. OASD (CJI) has initiated action to preclude obligating funds 
for any new projects and to determine the amount of uncbligated funds remaining at 
1V A Final determination for the withdrawal of funds hem 1V A will be heJd in 
abeyance pending closeout audits of contractors. reconciliation of contractor charges and 
determination ol funds remain inc at 1V A. 

Recommendation Jh. "Provide program maoagemeDt and contracting officer's 
kicbnicaJ representative training to the Non-Acoustic Anti-Submarine Warfare Program 
project director.• 

Response: Coocur. The project director bu already successfully completed 
COTR training in her previous positioo ill the Navy. Opportunities for additional 
tninin& will aho be pursued. 

RecommegdaUon 2. 1!Rablisla u agreement witb Tennessee VaDey Authority to 
delepte fllture cxmtract admiJUstratioe respoDSJ,,ilities to 6e Defense Contract 
Management Command. and delegate the contract audit to the Defeue Contract Alldit 
Agew::y, or make a direct request to dtese Defense CompoDeots for support.• 

Response: Concur. Existing contracts at 1V A are in the process of being 
completed. Pending final deliverables and closeout audits by DCAA. no future activities 
witb 1V A will be initiated. Future contract admin.istratiom respoost1>ih1ties wiD not be 
•andJed by the Defense Contract Mana,emeot C.ommancl but by another DoD 
Component which will ensure that the OF AR u foDowed. 

Recommendadon 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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ASSISTANT SECRETARY OF DEFENSE (COMMAND, CONTROL, COMMUNICATIONS 
ANP INTELLIGENCB) COMMENTS (cont'd) 

aod I.ntelligeoce) to vaidlee the oumber of quali.6ed, trahted siatr oee~d aomaoaie the 
Non-Acoustic Anti-Submarine Warfare Program aod to monitor contractor support to 
the program.• 

Ruponse: Cooan. OASD (Cl() was assigned tbe NAASW Program i.o 
Decc:mbcr 1991 in rcspoo.sc to Congressional laJJguage. lo January 1992. OASD {CH) 
requested lbc support ~a DoO Component and hired a Projec:t Director. Additional 
administrative support, 6n1DCia~ auditing. travel was obtained from a DoO Component 
by April 1992. for FY93, aD financial transactions will be ha.ndJed by the DoO 
Component CootractiJ>& for DoD will be handled by DoO contractfog offices. The 
Director, Administratioe ad Management oompletcd this review oe JanulJJ 27 and 
reported directly to the Inspector GcncraL Briefly, the review concludes tlaat steps 
already takto by OASD (CJI} •arc adequate to effcctne1y maintain appropriate control 
<M:r the NAASW Program.• 

B. TltAVEL AUTHORIZATION AND FUNQING 

Recom~ndatloa 1. "We recommend that the ~tant Secretary ~Defense 
(Cooimaod, Control, Communications, and loteDigcoce) (ASD(C31)), in c.oordination 
witlt the Director, Defense Research and Engineering (DDRclE). verify that trips in 
Appendix H 111ade by the projec:t director were in support of tbe Non-Acoustic Anti­
Submarine Warfare Program and prepare travel orders that obligate propu funds for 
the •• 

ReSJ)Ot!Se: CoDall. ID Aupst 1992. OASO (01). in ccoro.mation with DDK&:f; 
verified that •e eight trips listed ill Appendix H were takeo in •pport of NAASW 
Prcgram actMtics. Appropriate documentation for thac trips will be pre~ usi.og a 
DoD ComJ>09ent. 

keco-.endadoa l. "We recommeod that the As.mtant Sectetary of Defense 
(Comma~ Cootrol, Com.intlnicatiom_ ud IDteDigeDClt). in c:oordinatioo wi6 the 
Director, Ddense Resear~ .00 &peering. direct 6e project director Co obtain proper 
supe!Wory approval for q. already taken iD support of the Noa-Acoustic Anti­
S.lmarinc Wufare Prasr• l.Dd IO submit trsvel voacheB aod doatmeotllioo for al 
q. l.Dd the S4,633 of eqaditurcs for traYd by 1V A throap dae WashiJlaloa 
Headquarters Servkes ancl a DoD accounting l.Dd finuce office fOf J>l)'Dlml within 10 
wcding days aflu the travd orders are issued.• 

Jt~: Cooa&r. ID August 1992. the project director's supetvisors reviewed 
trips and cer1ificd that aD .....,s were approwd. ID aclclitioa, an trr.iel voucliers have 
beat submitkd to a DoD Component for review. Tbe project director hu t.eea directed 
to exert best efforts to submit travel vouchers withln 10 days of returning fran a trip. 
Since Apnl 1992, OASD (CJI) bas ensured that all DoD personnel co tra'11d under the 
NAASW Program obtained writtea SlJpcrvisory approval for trips aod that travel 
requests, vouchers and documentation for trips were submitted to a DoD Component 
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ASSISTANT SECRETARY OF DEFENSE (COKMAlfD, CONTROL, COKMtl)lICATIONS 
AND IlfTELLIGENCB) COM)(E}!Tf (cont'd) 

Recommendation 3, -We recommend that cle As.sista.ot Sttreta.ry of Defeo~ 
(Command, Control, Communications, and llitelligtoce). in eoordinatioo with the 
Director, Defense Research ud Engi.oeeri.og. requc:A the project director to reimburse 
$2,0tS for the unsupported travel-related cosu (Appendix l) that were paid by the 
Tennessee Valley Authority.• 

Response: Concur. OASD (C31) wiD ensutt that the Project Director reimburses 
1V A for all travel·relat~ expenditures determined to be unsupported. if any. 

Recommendadon 1. -We recommeod that lk A.ssist.t.ot Secretary of Def eose 
(Command, Control. Communications, and lntclligtooc ), in coordinatioo with the 
Director, Defense Research and Engioeeriilg, noeify the President, Resources Group, 
Tennessee Valley Authority to: 

Recommendation 4a. Stop the payment or rtimburscment of travel costs innmed 
by DoD personnel in support of the Non-Acoustic Aoti-Submari.oe Warfare Program. 

Recommendation 4b. Rekasc remaining fuds set aside for trwel costs of OoD 
personnel i.o support of the Nao-Acoustic Aoti-s.bmuine Warfare Prcsram.• 

Response to 4a. and 4b.: Concur. AD trawl s:iDoe April 1992 1- been bandied 
through a DoD Compooeot OASD (C3(} requaaed that TV A stop reimbursement ol 
travel costs by re~i re~ing funds set-aside for uavet AD travd fuods at lVA 
have been released. 

Rec:ommendatloq 4c. •Initiate apprc;ipriat.e di-sciplinary actioo against tbe project 
director for not obtaining proper authorization ol the uave~ for submitting travel 
vouchers that did not romply with the Joint Tnvel Regulations, for obtaining excessive 
reimbunemeats, and f« DOI filiq vouchers ill a timely manaer for the lrips taken or 
returning tickets if travel was DOI taken.• 

CommenL It is obviously inappropriate far the president of lVA to initiate 
disciplinary actioa against a DoD employee. nil east be u error. Al travel taken 
under 1V A (eight trips) is bcin& reviewed by a DoD Compoaent If .,,ropriate, 11poa 
completion of that review, disciplinary ac::tioD wil be taken by tbe project director's DoD 
supervisors. 
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DEFENSB AJ)MINISTBATION AND JQ\NAGEMENT COMMENTS 

O,.,.CIE 0,. THIE llCfllETAltY 0,. OlnNalE 

WAllHIHOTON. OC IOIOMtlO 

MEMORAMOUH FOR 1NSP£CTOI GENERAL. D!PAlTMENt OF D!F!XSE 

SUBJECT• Dratt Report on th• rrocur1a1nt ot S•rvlo•• tor th• 
Mon-Aoouatlo Anti-Submarine Warfare Profraa (HAASW) 
throush the Tenn••••• Valley Authority Projeot Xo . 
2CK·5003.03) 

Thl• i• in reply to your memorandum ot D101mb1r 31. 1992, 
1ame aubject, ln whloh you requested our 00111111nt1 on th• draft 
to report, al10 a&me aubjeot. Our 001111111nt1 art oontln•d to 
r1001111111ndatlon 3, whloh would require th• Dlreotor, 
ldminl1tratlon and Mana11m1nt ·to validate the atatf nao111ary to 
manage the IAAS~ Pro1r ... 

We have looked into thia matter and tound that the Ottlot 
ot the A11l1tant Seoretary ot Deten•• (Coaaand, Control, and 
Co111111unlcatlona). (0ASD(C31)), ha• already taken 1tep1 to 
1tr1n1th1n tht admlnlatratlon ot the MAASW Procraa. In the 
future, OASO(CJI) will 1naur1 that NAASV oontraota are 
admlnl•t•r•d throu1h a DoD oontractln1 a11noy, rather than TVA, 
thereby prorldln1 tor ov1ral1ht oon111tent with the FAKS/DFAftS 
and lt•••nln1 the workload ot the Pro1r111 Manacer. In thla 
prooua, aufticllnt aa.npower to overue the oontraou will b• 
included ln th• arran11ment1 developed vlth th• oontraotlnc 
activity. 

Ve btll1v1 that th11r 1t1p1 are adequate to ett1ctlve11 
maintain appropriate control over th• KAASW Pro1raa. 

J>. o. C•Ol• 
D. O. Cooke 
Dlreo\or 
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DEFENSE CONTRACT AtJPIT AGENCY COMMENTS 

DEFENSE CONTRACT At:DIT AGDiC'r 
C AMEROl'i STA TIO!" 

AlCXA!'IDRIA, VA UJM.4111 

PtD 225.4.2 

~KE 'lliE ASSIST»ll' INSPECI'l'.:R OOEW. ~ N.DITDG, OFFICE OF Tt£ 
INSPOCI'CP. <»EW., DEPARM:ltt OF DEFEl'-sE 

SU3J"ECI': Draft Audit Report en the Procuremant of Services for the 
!Ol-Aooustic Anti-Subnarine Narfare Prognn '1hroogh Tei• 109S98 
Valley Auth:>rity (Project It>. 20l-5003.03) 

wa ~te the CRXXtunity to cxmmnt afforded by the a:ntract 
Managel!Slt Directorate's 31 Deoelltier 1992 1E11ocaid.m relayirq the subject 
draft repxt. nus draft rep:irt irdl.des a reccmMridatim (N:>. 2, page 
40) tr.at TVA ei the.r delegate co 1tx act axli t aut:h:lr1 ty to IX:7'.A or make 
direct requests to DCAA for ~· 

Page 16 of the draft rep:irt states that • ••• TVA is mt .n:q.rl.red to 
follCM the FAA, ard no language was ircl\ded in the cooperative agzeE11&1t 
between 'IVA 800 ESG to establish the~.• As the 80dit IJ90rC'i 
resp::osible for performlsg all a:11tract audit wxk for the Deparblent ot 
Defense, we are ocncerned abwt ~ delegat:icns of ocntract a.di t for 
Dci>-furoed oootracts that ct:> not CXX'ltain awi:q•date ooot:rac:t pro.ris:i.als. 

U'tless awcqn: iate ocntract provis1.om are ircluded in 'IVA-related 
u:ulxacts and sutxx:ntracts, ~ auditon will be mable to oadJct 
adequat.e 81.dits. Rx" ex.anple, age.rd.es~ by FM are required by FM 
15.106-2 to Jrelude an •Al.dit - Negoti.at:i.al• clause (FM 52.215-2) in 
negotiated o:ntracts. li this or an eq.dvalent cl8US8 is not ircluded in 
~ u:11t:ract or subo:::litract, the OCM audit.cc will alm:let oertaJ.nl.y 
enccurter acx::ess to reoocde proble118. With:M: an Allowable a:ist and 
~ (FM 52.216. 7) or ~valEnt clase, the ocutxact audit.cc '°-lld be 
mable to audit to IJf'¥ established OOdf of cu1tza...--t cost pr1nc.1plee erd 
prooedlree. 

'ft18 final report should IeOC1111ad that tha FM and DfMS be nw1aed to 
include regulatory ~ for the 6cxRJlf kt 1't\i.ch would require that 
8"*'ctdata ocx1tract provis1ala be included in ID/ cuit:nicta QI' 

aJ>oontract:a tldch are ~ based llJOft DoD ~ fwdl. '!Na 
reoomadatla\ eh:luld be iq>lenented Fial:' to TVA delegating the oontract 
aldit to OCM or: d1.rectly ~ 8'WJC't f%tJa DC».. 
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DEFENSB CONTRACT AUDIT AGENCY COMMENTS (cont'd) 

, c:o · ::~ - . - ~ .. .. . 

PU> 225.4 .2 
Sl.BJEX:T: Draft Audit RelXrt on tte ProcurEl1lent of Servioas far the 

N::n-Accustic Mt.1-Sub'llarine warfare Pxogram ~ 'hrnessee 
Val l ey krth::rl ty (Proj ect l'b. 20i- 5003. 03 ) 

We will be pleased to disoiss o.ir cxmoonts further with 'YQl ar ~
lltaff. Pl&ase direct questia'le cx:n:erning cur reepor ea to 
ME". .Jot¥\ A. Wares, Prcgxau Manager, Polley Li&i..soo Diviaim at 
(703 ) 274-7521. 
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UNDER SECRBTABJ or DIFINSI IQR ACOOISITIOM COIOJINTS 

OFFICE OF THE UNOER SECRETARY OF DEFENSE 

WA.SHINCTON. OC 20>01·3000 

KEKOAANOUK FOR THE DEPARTMENT OF DU~SE INSPECTOR GENERAL 

FROM: DEPUTY DIR.ECTOR, MARITIME SYSTEMS 

SUBJECT: PROJECT NO . 2CH-S003 

I have reviewed your draft report on the procureaent of 
services for the non-acoustic anti-submarine warfare proqraa 
throu9b the Tennessee Valley Authority. The report should 
include the February 26, 1992, ae9orand1111 fro• the Director, 
Defense Research and En9 i neerin9 , vhlch provided his response to 
your recommendations in the draft quick-reac tion report. A copy 
of th is memo i s pr ovided as an attachment to this memorandum . 

c .s~}i.1.i. O~rector, 
Maritiae Systeaa 
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UNDER SBCRBTARY OP DEFBMSB FOR AC0UI8ITION COMMENTS (cont'd) 

DIRCCTOlt Of 0[f£NS£ IUS£ARCH ANO [':01N££R ING 

WAIHINOTON, DC 20)0t•HIO 

KEMOAANDUIC roit TU DEPAJl'l'KEN't or DEr!MS! DSPECTOR GDID.AL 

SUBJECT! Project Mo . 2CB-500J.Ol 

'l'hb b in ruponH to your Drift <>uick,-Reaction leport Rtl 
DoD Procurement• through th• Tenne11e1 yallty Authority (TVA) . 
Of th• $106 , 471 1 747.00 in contract• t.hat yoq refer to, l>OR61 
iaaued one $10,000. 00 XIPa on Auguet 7, 1991 . Tb• contract vas 
for a tow:-aont.h effort to produce a report in eupport of a 
Con9reaaionally--direct-4 prQCJraa. 'J.'hit va1 not an atteapt to 
tran•t•r expirin9 fwid1 , It vu a n•c•Hary and l19iti.ut1 
buain••• practice uaod to ••intain progyaa continuity. In 
respon1e to your reco1U1ondation1: 

la. •cancel all i ntora9oney order• to t.h• 'l'•nn•••et Valley 
Authority liated i n Enclo•ur• 2 that have DOt been placed on 
contract or that bavo letter• of colllllit..ent to contractor• but 
vhor1 no co1t1 ~•r• incurred.• 
--- I concur. The tingle DDR'E >UPR, DWA.~10141, txpir-4 

31 Dtceaber . I bav1 no pl ans to r•n•v it . 

lb. •01t11"11in• th• appropriaten••• of terainatift9 or 
reducincJ int1ra91ncy orders where t.h• Tenn .. ••• Valley Authority 
bat only issued letter• ot coaait.ent to contractor• and ensure 
proper fundi~ i• u1ed on any contract• that are avardtd. • 
-~- I concur . !l'h• 1in9le MIPJl, l>WAM101,1, bae expired after a 

contract v11 awarded vit.b proper fundi"9 vbich h11 be~ expended . 
Reapon•ibility tor th• prOCJra• .upport-4 by t.hit contract ba• 
been tran1t1rred to th• Aatiatant Secretarr of D•f•n•• for 
Comaand, Control, Co1'9unication• and Intelli9~c•. 

1d. •Initiate disciplinary action a9alnat pr09raa official• 
vbo T•nne•••• exce-4ed their authority by placint interagency order• vitb 
t.be Vall ey Authority. • 

--- t concur. !be lin4)le Kin. DWAM10141, vaa p1ace4 vtth the 
Tenn••• .. Valley Authority in fQll coaplianca vith the Federal 
Acqui•ition At9Ulation anct th• D9fenee P..Seral Acquieition 
ReCJUl•tion hpp1 ... nt and coapU .. vith all internal Office of 
th• Secr•t•ry of Det•n•• an4 Waabinvton Beadquartera lel'Vice• 
Requlations and tutructioM. fte KIR was reviewed and approved 
by a 11 th• appropriate aut.hori tlu. Jfo disciplinary action i• 
nec•••ary as authority vaa not excetdecl. 

~ 
Victor I . leis 
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