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INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 

400 ARMY NAVY DRIVE 
ARLINGTON. VIRGINIA 22202 

October 5,1998 

MEMORANDUM FOR DEPUTY UNDER SECRETARY OF DEFENSE 
(ACQUISITION REFORM) 

DIRECTOR, DEFENSE PROCUREMENT 
DIRECTOR, DEFENSE FINANCE AND ACCOUNTING 

SERVICE 

SUBJECT: Audit Report on Contracting for Defense Finance and Accounting Service 
Support (Report No. 99-002) 

We are providing this audit report for review and comment. This report is one of 
three reports involving contracting at the Defense Finance and Accounting Service. We 
conducted the audit in response to complaints to the Defense Hotline. The comments of 
the Director of Defense Procurement and the Defense Finance and Accounting Service 
were considered in preparing the final report. 

DoD Directive 7650.3 requires that audit recommendations be resolved promptly. 
The Director of Defense Procurement nonconcured with Recommendation A. 1 .a. We 
have revised Recommendation A.l.a. to include what we believe is a reasonable 
alternative and we request that the Director, Defense Procurement comment on it. We 
have redirected Recommendation B.l. to the Director of Acquisition Education, Training 
and Career Development as suggested by the Director of Defense Procurement. The 
Director of Defense Finance and Accounting Service comments on Recommendations A. 2 
and B.2 were responsive. We request that the Director of Acquisition Education, Trauung 
and Career Development and the Director of Defense Procurement provide comments by 
December 7, 1998. 

We appreciate the courtesies extended to the audit staff. Questions on the audit 
should be directed to Mr. Terry L. McKinney, at (703) 604-9288 (DSN 664-9288) or 
Mr. Bruce A. Burton, at (703) 604-9282 (DSN 664-9282). See Appendix D for the 
report distribution. The audit team members are listed inside the back cover. 

/tMß. 
Robert J. Lieberman 

Assistant Inspector General 
for Auditing 



Office of the Inspector General, DoD 

Report No. 99-002 October 5,1998 
(Project No. 7CK-8009.02) 

Contracting for Defense Finance and Accounting 
Service Support 

Executive Summary 

Introduction. This report is the third in a series involving contracting at the Defense 
Finance and Accounting Service (DFAS). This report addresses complaints to the   _ 
Defense Hotline alleging numerous contracting violations from FYs 1989 through isw / 
including lack of competition, failure to perform acquisition planning, inadequate 
acquisition controls, and unqualified persons accomplishing acquisition tasks; all resulting 
inadditional costs to DFAS. The Office of the Under Secretary of Defense, Director 
Defense Procurement established DFAS as a contracting organization on November 21, 
1996 but it did not become functional until February 21, 1997. Prior to 1996, DFAS 
obtained contract support from other organizations. We reviewed 91 contracting actions 
valued at $330 million for the period covered by the complaints. 

Audit Objectives.   The primary audit objective was to determine whether the HotHne 
complaints had merit. We also evaluated the management control program as it applied to 
the objective. 

Audit Results. The complaints to the DoD Hotline had merit. DFAS program officials 
did not properly perform acquisition functions, and DFAS personnel in acquisition 
oriented positions did not meet training and experience requirements. 

• All 91 contracting actions reviewed had problems. DFAS program officials did 
not adequately plan and manage procurements. Program officials routinely used 
unauthorized support sources on existing contracts instead of planning for competition 
because awards could be made quickly to preferred contractors. In the process, program 
officials failed to prepare adequate justifications for other than full andopen competition. 
We identified 64 different contracting organizations used by DFAS. The contracting 
officials that DFAS used circumvented Federal Acquisition Regulation requirements tor 
full and open competition by awarding new contracts and new delivery orders to existing 
contracts without adequate justification for sole-source procurements. They also skewed 
the award process on new contracts and delivery orders to obtain the services of desired 
contractors. In addition, contracting officers at the contract support organizations didI not 
ensure that the DFAS requirements were within the contract scope. As a result, Dt AS 
did not receive the benefits of reduced costs associated with competition (Finding A). 

• DFAS did not identify acquisition positions and did not ensure that personnel 
were qualified to perform acquisition functions. None of the 43 individuals out of the 
176 determined to be performing acquisition and/or program manageinent functions, was 
qualified  As a result, questionable acquisition practices occurred (Finding B). 



The DFAS procurement system represented a material management control weakness. 
See Appendix A for details of the review of the management control program. 

Summary of Recommendations. We initially recommended that the Director, Defense 
Procurement issue a memorandum to all DoD contracting organizations directing them to 
ensure that fair and open competition occurs; adequate justification and documentation 
exist before contracts are awarded; and requirements are within the scope of existing 
contracts. In addition, we recommend that the Director, Defense Procurement conduct a 
procurement management review of DFAS in fiscal year 1999 or at the earliest possible 
time, and in coordination with this review, assist DFAS with the identification of all 
personnel who are part of the DFAS acquisition work force and ensure that they meet the 
qualification requirements of DoD 5000.52-M, "Acquisition Career Development 
Program." We also recommend that the Director, DFAS establish acquisition plans; 
require that the legal office of DFAS headquarters review and approve all requests to use 
existing contracts; place responsibility for issuing Defense Financial Integrated Systems 
Service orders under the DFAS headquarters contracting activity; require that any 
contracting issues be directed through the Director, Resource Management Deputate; 
direct that all contractor personnel be provided office space separate and distinct from that 
of DFAS employees; and request Defense Contract Audit Agency to conduct a review of 
the reasonableness and allowability of costs charged to contract DASG60-96-0012. 

Management Comments. The Director of Defense Procurement did not believe issuing 
a memorandum would produce much effect. The Director of Defense Procurement did 
complete a procurement management review of DFAS and planned to issue the results of 
the review late in fiscal year 1998. The review evaluated the contracting workforce, but 
the Director suggested that reviews of other members of the acquisition workforce within 
the larger DFAS organization should be directed to the Director of Acquisition Education, 
Training, and Career Development. The Director of the Defense Finance and Accounting 
Service concurred with Recommendations A2.a, through A.2.e and A2.g and A.2.h. The 
Director, DFAS partially concurred with Recommendation A.2.f, to provide separate 
office space for contractor employees, stating that separate office space would be 
provided, to the extent possible, to contractor personnel at DFAS Headquarters and field 
offices. See Part I for a discussion of management comments and Part m for the 
complete text of management comments. 

Audit Response. Since the audit disclosed numerous contracting problems involving 
DFAS and other DoD organizations, existing policy memorandums are not effective. We 
believe that the Director of Defense Procurement needs to reinforce the DoD commitment 
to the various procedures and principles that were violated by a large number of DoD 
organizations. We have rewritten the Recommendation to include the alternative of the 
Director of Defense Procurement forwarding this report to offices that were involved m 
questionable transactions, with an admonition that they should consider the lessons to be 
learned. We have redirected the recommendation for the acquisition workforce as the 
Director suggested. We believe the Director of the Defense Finance and Accounting 
Service comments were responsive. We request that the Director of Acquisition 
Education, Training and Career Development and Director of Defense Procurement 
comment on this final report by December 7,1998. 
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Part I - Audit Results 



Audit Background 

We performed the audit in response to complaints to the Defense Hotline direrted 
at the SSse Finance and Accounting Service (DFAS). S« complaints were 
received and reviews are reported in three audit reports. This report addresses 
two complaints about contracting practices and procedures for obtaining 
contractor suoDort and the qualifications of DFAS personnel performing 
SSffioAs Report No. 98-099, «Continued Use of a Single^Contractor 
For Contract Reconciliation Work," April 2,1998, addresses a complamt to Ae 
Defense Hotline questioning the contracting relationship between the'Defense 
Finance and Accounting Service and the Coopers and Lybrand^contractor The 
Sd report, Report No. 98-132, «Procurement Practices and Procures for 

Obtaining Contractor Support at Defense Finance and Accounting Service- 
SAay 8 1998, addresses a complaint to the Defense Hotline'concerning 
contracting practices and procedures for obtaining contractor support and funding 
of system development at Defense Finance and Accounting Service-Denver. 

Defense Finance and Accounting Service. DFAS was established in January 
1991 to reduce the cost and improve the quality of DoD financial management by 
consolidating, standardizing and integrating finance and accounting Prc£e*jres 
operations, md systems. In addition, DFAS identifies and implements finance and 
accounting requirements, systems, and functions for appropriated and 
^appropriated funds, working capital funds, revolving funds,and trust funds_ 
The goals are to streamline financial operations and services within DoD^ehminate 
redundancies, and initiate standard finance and accounting operations DFAS 
assumed responsibility for all finance and accounting operations, including 332 
associated installation finance and accounting offices. DFAS consists ot a 
headquarters staff, 5 field centers and 17 operating locations. 

The DFAS headquarters is organizationally accountable to the Office of the Under 
Secretary of Defense (Comptroller). The DFAS headquarters located m 
SZvSa, provides centralized guidance, control and oversight of finance 
£3halterations at the centers and operating locations. Operations are 
decentralized Ind accomplished by the centers and operating locations. The five 
centers are located in Cleveland, Ohio; Columbus Ohio; Denver, Colorado; 
Indianapolis Indiana; and Kansas City, Missouri. In addition, thefinancial 
S^rOrganäation (FSO) located at DFAS-Indianapolis, provides information 
technology support services to DFAS on a fee-for-service basis. 

Financial Services Organization. The FSO is a subordinate organization of 
DFAS and re^om to tife Director of DFAS through the DFAS Deputy Director 
for Nation Management. The Director of FSO and the DFAS„Deputy 
Director for Information Management are the same person. The FSO develops 
and mabSns automated information systems for finance and[accountingjmssions, 
integrates new technology into DFAS business processes, and manages the DFAS 
technology infrastructure. 



Obtaining Contract Services. The Office of the Under Secretary of Defense, 
Director Defense Procurement established DFAS as a contracting organization on 
November 21,1996; but it did not become functional until February 21, 1997. 
Prior to 1997, DFAS obtained contracting services from other DoD organizations 
and other Federal agencies. DFAS headquarters issues internal regulations and 
memorandums to instruct field organizations on procedures for acquiring goods 
and services. DFAS headquarters, in an effort to tighten contracting connote, 
obtained contracting services from the Fleet Industrial Supply c.ent

J
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San Diego California in 1994. DFAS headquarters also authorized all DFAS 
organizations to order goods and services from the Defense Information Systems 
Agency's (DISA) Defense Enterprise Integration Services (DEIS) contract. If the 
DFAS field organizations did not use either FISC- San Diego as the contracting 
office or the DEIS contract, the field organizations were to obtain approval via a 
waiver from DFAS headquarters. 

DFAS Contracting. The DFAS contracting organization became functional 
February 21, 1997, when a memorandum was issued by the Director of DFAS that 
provided the new structure and policy for contracting. The Deputy Director for 
Resource Management, DFAS center Directors, and the Director of the FSO were 
delegated authority to approve acquisition requests. All acquisitions were to be 
processed through a respective DFAS contracting support office located at DFAS 
headquarters, the centers, or the FSO. The DFAS Acquisition Support 
Organization Director was appointed the competition advocate and principal 
resident contracting officer. The Director was given sole authority for appointing 
contracting officers and delegating procurement authority in the support 
organization, in all DFAS procurements. Contracting officers must submit a 
justification and approval document to the competition advocate for 
noncompetitive acquisitions in excess of $500,000. DFAS Regulation 4200.1, 
"Acquisition Structure and Policy," dated June 2,1997, codified the procurement 
policy established in the February 21,1997 memorandum. 

During FY 1997, the DFAS Acquisition Support Organization processed 2,339 
contractual actions and awarded contracts valued at $174.2 million. As of 
January 1, 1998, the DFAS Acquisition Support Organization consisted of 36 
contracting personnel located at the headquarters, centers, and the FSO. 

Audit Objectives 

The primary objective was to determine whether the complaints to the Defense 
Hotline had merit. We also evaluated the management control program as it 
applied to the objective. See Appendix A for a discussion of the audit process, a 
review of the management control program, and a summary of prior coverage 
related to the audit objective. 



Finding A.   Acquisition Program 
DFAS program officials did not adequately plan procurements. Program 
officials used unauthorized sources to obtain support on existing contracts 
instead of seeking competition. When officials did initiate new contracts, 
the services of the desired contractors were still obtained. We identified 
problems with all 91 contracting actions reviewed during the audit. These 
problems occurred because: 

• DFAS program officials circumvented Federal and internal 
procurement policies and procedures and, in some cases, mistakenly 
believed that delivery order awards met the competition requirements of 
the Federal Acquisition Regulation (FAR), 

• contracting officers at support organizations violated Federal 
procurement regulations by allowing DFAS to direct work to specific 
contractors through existing contracts without adequate justification and 
approval for other than full and open competition, and without assurance 
that the DFAS requirement was within the contract scope, 

• contract surveillance or oversight was not performed, and 

• DFAS had no management controls in place to ensure that 
procurement policies and procedures were followed. 

As a result, DFAS did not receive the cost benefits associated with 
competition. 

Acquisition Process 

DFAS Authorized Sources of Support Prior to procurement authorization in 
November 1996, DFAS contract support was provided by other contracting 
organizations. Initially, DFAS used the DEIS multiple awards contract issued by 
DISA Subsequently, FISC-San Diego was selected as the authorized contracting 
support source. 

In a November 20,1993 memorandum, DFAS headquarters announced that all 
DFAS organizations and centers could use the DEIS multiple awards contract. 
The DEIS contracts included six prime contractors and their teams of 
subcontractors. The contracts provided for a broad range of services including 
program and project management, integration engineering and software 
development, and technicaTmanagement planning. 

In a memorandum dated December 5,1994, DFAS identified FISC-San Diego as 
its "authorized contracting activity." As part of its contracting for DFAS, FISC- 
San Diego awarded the Defense Financial Integrated Systems Services (DFISS) 



Finding A. Acquisition Program 

contract in September 1996 as a multiple award acquisition to four prime 
contractors and their teams. Each prime contractor had a team of subcontractors. 
The contracts were designed to provide support for DFAS automated systems 
development, maintenance, and deployment efforts. The DFISS and DEIS 
contracts provided competition and met FAR requirements for competition 
between prime contractors. The multiple awards approach is based on the 
principle that each contractor is capable of performing any of the tasks. 

DFAS used existing and new contracts to satisfy requirements. DFAS program 
officials used authorized sources to award new contracts. However, DFAS used 
unauthorized sources to obtain services of preferred contractors on existing 
contracts We identified 64 different contracting organizations that DFAS used for 
contract support. We reviewed 91 contracting actions (47 existing and 44 new} 
valued at $330 million, issued by 15 organizations. Problems were identified with 
all 91 actions. DFAS was unable to reconcile the Military Interdepartmental 
Purchase Requests and other money transfers to quantify a defined universe. The 
following figure shows the scope of contracts reviewed during the audit. See 
Appendixes C and D for more detailed information. 

Existing Contracts New Contracts 

^dfe\   $3.9 million $248.9 MHIion /^^^K 

$23.6 million H 
■      ft^^Hf $13.4 million %-r?"-^^ $39.7 Million 

S Authorized Source« 
0 Non Authorized Sources Outside DoD 

Non Authorized Sources Wthin DoO 

Figure 1. Scope of Contracts Reviewed FYs 1989 through 1997. 

Selecting Sources of Contractor Support DFAS program officials routinely 
selected contractors that they preferred instead of competing requirements on new 
contracts. Procurement acquisition files for existing contracts did not contain 
evidence of advance planning or market research to maximize competition. In 
addition, there was no evidence of justification and approvals for other than full 
and open competition. Contracting officers at DFAS contracting support 
organizations should not have added DFAS requirements to their existing 
contracts without adequate justification for other than full and open competition 
The contracting officers were ultimately responsible for ensuring compliance with 
the FAR competition requirements. 
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Existing Contracts 

Existing contracts including the DEIS multiaward contract, provided DFAS with a 
fast and easy way to satisfy its requirements with the contractor of choice. In so 
doing, however, procurement policies and procedures were circumvented and the 
competitive process bypassed. The following table summarizes the problems 
identified related to DFAS use of existing contracts. 

Table 1. Summary of Existing Contract Problems 

Number of       Percent of 
Problem Areas Occurrences      Occurrence 

No evidence of acquisition planning 47 of 47 100 

Work directed to preferred 
contractors 47 of 47 100 

Inherently governmental functions , 
contracted out 5 of 9 56 

No waiver for non-DFAS authorized 
contracting source (six contracts did 
not require waivers) 39 of 41 95 

No evidence of justification and 
approvals for other than full and open 
competition 47 of 47 100 

Unjustified use of contracting support 
organizations outside of DoD 
(Economy Act) 14 of 14 100 

Work directed to subcontractors 13 of 47 28 

'Our review of inherently governmental functions was limited to nine contracting actions with the 
U.S. Array Cost and Economic Analysis Center for work performed by Tecolote Research, Inc. 

Acquisition Planning 

Agencies must perform acquisition planning and market research to establish full 
and open competition as directed by FAR Part 7, "Acquisition Planning." To 
attain the acquisition objectives, plans should identify decisions and milestones and 
address all technical, business, management and other significant considerations to 
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control the acquisition including such elements as contract history, cost, extent and 
results of market research, basis for obtaining competition, and timing.for 
submission and evaluation of proposals. Acquisition planning should begin as soon 
as a need is identified, preferably well in advance of the fiscal year in which 
contract award is necessary. The regulation also states that requirements and 
logistics personnel should avoid issuing requirements on an urgent basis or with 
unrealistic delivery or performance schedules, since it generally restricts 
competition and increases prices. 

The DFAS acquisition process included hasty procurements with no evidence of 
long-term acquisition planning. DFAS acquisition planning was not evident m any 
of the 47 contracting actions reviewed involving existing contracts. Instead, 
DFAS managers knew the contractors they wanted and made their desires known 
to the contracting officers who in turn awarded contracts/orders as requested. 

Preferred Contractors 

All of the 47 contracting actions reviewed totaling $41.1 million, were awarded to 
preferred contractors through the use of existing contracts, including the DEIS 
multiaward contract. 

Use of DEIS Multiaward Contracts. DFAS program oflBcials misused the DEIS 
multiple award contracting arrangements by directing work to selected 
contractors. Rather than compete the orders as required under a multiaward 
procurement, DFAS preselected the contractor, and in some cases the 
subcontractor. Five of the 47 contracting actions reviewed, totaling $13.4 million, 
involved the DEIS contract. 

DFAS acquisition personnel directed work on the DEIS contract by forwarding 
the "DEIS Requirements Package Checklist" to DISA. The checklist included a 
contractor preference line item, where DFAS indicated its preferred contractor for 
the acquisition. DFAS selected specific contractors without adequately 
determining if that contractor presented the best value to the Government. 

Each contractor on the DEIS multiple award was only guaranteed a minimum 
amount of work, but all of the contractors had the necessary experience and 
capability to perform any of the tasks awarded. However, when DFAS acquisition 
personnel expressed a preference for a specific contractor, that contractor 
consistently received the award. 

For example, the FSO decided that Electronic Data Systems Corporation {EDS) 
was the preferred contractor for a requirement for electronic commerce/ electronic 
data interchange. The FSO indicated that EDS should be selected because: 
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EDS has the knowledge, experience and skills required to perform 
the duties outlined in the statement of work — EDS consultants are 
experts in the field of EC/EDI [electronic commerce/electronic data 
interchange], and would provide the technical skills required to meet 
this requirement in a timely manner — 

DFAS acquisition personnel submitted a $3 million contracting action to DISA, 
stating that the services were to be provided by EDS. As a result, EDS was 
awarded the delivery order without being competed among the other qualified 
multiple award contractors. Neither DFAS nor DISA determined whether the 
award to EDS was cost-effective to the Government. 

In another situation, the FSO determined that EDS was the preferred contractor 
for a training requirement. As a result, DFAS acquisition personnel submitted a 
contracting action to DISA in the amount of $6.8 million, stating that the services 
were to be provided by EDS. DFAS again preselected EDS for the requirement 
under the DEIS contract. Furthermore, contracting officers at DISA did not 
challenge the requirement for a preferred contractor. 

Use of Tecolote Research, Inc., Contracts. Twelve of the 47 contracting actions 
reviewed totaling $5.3 million, were for work directed to Tecolote Research, Inc. 
as shown in the table below. 

Table 2. Tecolote Research, Inc. Contracting Actions 

Buvinc Office 

Number of 
Contract 
Actions 

Dollar Amount 
(millions') Yearfs) 

ASC/FMPP 
Wright-Patterson Air Force Base 1 $.6 1994 

U.S. Army Cost and Economic 
Analysis Center 9 3.6 1995/1996 

U.S. Army Space and Strategic 
Defense Command 2 1.1 1995 

Tecolote Research, Inc. did not provide exclusive and unique services in its 
contracts. Other contractors were available with the capabilities to provide similar 
services. This is illustrated by the fact that prior to the expiration of the Tecolote 
Research, Inc. contract with the U.S. Army Space and Strategic Defense 
Command in February 1996, the Army solicited competitive bids for a follow-on 
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contract. Three contractors were determined qualified to satisfy the DFAS 
requirement. Mevatec Corporation won the award over two other competitors, 
one of whom was Tecolote Research, Inc. 

Inherently Governmental Functions 

We reviewed nine contracting actions, totaling $3.6 million performed by Tecolote 
Research, Inc. under the U.S. Army Cost and Economic Analysis Center contract. 
Five of these contracting actions ($2.6 million) were for inherently governmental 
functions. DFAS should have performed this work in-house as opposed to 
contracting out because the work involved the DFAS strategic business plan. The 
strategic business plan entailed inherently governmental functions, P^^y 
involving collecting, documenting, and analyzing management plans for all DFAS 
goals and objectives. According to the Government Performance and Results Act 
of 1993, strategic planning is considered an inherently governmental function and 
should be performed only by Federal employees. DFAS use of the U.S. Army 
Space and Strategic Defense Command contract with Tecolote Research, Inc., was 
also out of the contract scope. 

Waiver Requirements 

DFAS program officials did not adhere to internal policies on the use of authorized 
sources for contract support. In an effort to tighten contracting controls DFAS 
headquarters authorized its organizations to order goods and services from the 
DEIS contract, or to obtain contracting support from FISC-San Diego. If the 
DFAS organization did not use FISC-San Diego or the DEIS contract, 
headquarters had to approve a waiver. However, DFAS files contained no 
evidence to show that waivers to purchase from unauthorized sources were 
prepared, requested, or approved for 39 of the 41 contracting actions requiring 
them. 

DFAS used unauthorized sources to obtain support on existing contracts instead of 
seeking competition because awards could be made quickly to preferred 
contractors. DFAS used 10 different contracting organizations to obtain support 
on the 41 contracting actions. 

Different contracting organizations were used to obtain support from the same 
contractor for similar scopes of work. DFAS used six different contracting 
organizations, including one through Economy Act orders, to obtain contract 
support from Coopers and Lybrand. DFAS officials used Coopers and Lybrand as 
a prime contractor through two of the six contracting activities. Simultaneously, 
DFAS used the other contracting organizations to obtain Coopers and Lybrand 
services as a subcontractor while needlessly paying prime contract overheads and 
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profits. Three of the contracts included in the following chart ($73 of the $81 
million) are discussed in greater detail in Inspector General, DoD, Report No. 98- 
099, "Audit of the Continued Use of a Single Contractor For Contract 
Recontiliation Work," April 2, 1998. 

\ t / 

DFAS 
$81 Million 

Coopers and 
Lybrand 

$81 Million 

N»vy 

Figure 2. Contracting mechanisms used to obtain Coopers and Lybrand. 

Justification and Approval for Other Than Full and Open 
Competition 

FAR Part 6, "Competition Requirements," requires that written justification be 
approved whenever other than full and open competition is permitted. Although 
DFAS program officials initiated the sole-source procurements, the contracting 
officers at support organizations were ultimately responsible for assuring that the 
procurements had valid justification and approval for other than full and open 
competition before adding DFAS requirements to their existing contracts. None of 
the 47 contracting actions reviewed nad a valid justification and approval. 

10 
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Contract Support Organizations Outside of DoD 

DFAS use of existing contracts to satisfy requirements included contracting 
outside of DoD through use of the Economy Act. We reviewed 14 contracting 
actions, totaling $3.9 million, that were for contract support from contracting 
organizations outside of DoD. The use of contracting organizations outside of 
DoD had to meet certain requirements as stated in a February 8, 1994 
memorandum issued by the Secretary of Defense. The memorandum requires that 
the requesting agency or designee determine that: the ordered supplies or services 
can not be obtained as conveniently and cheaply by contracting directly with a 
private source; the servicing agency has unique expertise or ability not available 
within DoD; the supplies or services clearly are within the organizational scope of 
the servicing agency; and the agency normally contracted for those supplies or 
services for itself. All 14 contracting actions issued through the Economy Act 
were not justified and violated the memorandum. 

For example, the FSO contracted for the acquisition of computers and related 
equipment through the National Institute of Health. The computers and related 
equipment for 11 orders valued at $3.1 million in FYs 1996 and 1997 were not 
unique and could have been obtained within DoD. The FSO had no supporting 
documentation for the decision to use non-DoD sources for contract support. 
Although the FSO officials stated that National Institute of Health contracts were 
cost-effective for the acquisition of the computers and equipment, there was no 
supporting documentation. 

Work Directed to Subcontractors Through Existing Contracts 

DFAS went further than just directing work to the preferred contractor. In 13 out 
of 47 orders reviewed on existing contracts, DFAS used existing contracts to find 
the preferred source that was performing work as a subcontractor without 
attempting to locate an existing contract where the preferred source was the prune 
contractor. This practice not only circumvented the requirements for competition, 
but also resulted in the Government spending excessive funds. 

For example, DFAS used the DEIS contract with Computer Sciences Corporation 
(CSC) to obtain the services of Venture Technology International (VTI). 
Justification for the selection stated that VTI "has significant experience with the 
DFAS systems used by senior DFAS managers." DFAS had selected CSC as the 
prime contractor to obtain VTI's services when it prepared the Military 
Interdepartmental Purchase Request to fund the acquisition. However, VTI was 
not part of the CSC DEIS teaming arrangement. Therefore, DFAS set up the 
teaming arrangement with VTI and CSC as a one-time effort. As a result, CSC 
indicated in its delivery order proposal that VTI would be part of the CSC team 
"as a unique one-time subcontractor." However, this rationale was used on more 

11 
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than one occasion to obtain VTI services. Three orders totaling $2.9 million were 
issued onSDSS contract during FYs 1996 and 1997. The taskings were 
divided between CSC and VTI as follows: 

VTI will provide the Delivery Order Project Leader and functional 
area expertise.... The CSC Program Management Office (PMO) will 
provide oversight as described in the contract .... The unique 
capabilities and experience provided by VTI are not currenUy available 
within the CSC DEIS Team .... VTI has an established working 
relationship with the DFAS staff and knowledge of their processes.... 

Contract Scope 

We also identified two instances where DFAS requirements were outside the 
contract scope. 

DFAS used the U.S. Army Space and Strategic Defense Command^ntracjt with 
Tecolote Research, Inc. to fulfill a requirement for cost analysis related to the 
DFAS reorganization. The scope of the contract, however, was to provide 
luategiccost analysis research for strategic and theatre defense components or 
svrtems  T*e DFAS requirement was out of the contract scope  A review of the 
OFASddtaqborder by the U.S. Army Space and Strategic DeensejCommand 
legal department concluded that the DFAS requirement did not fall within the 
contract scone  The legal department stated that the mere mention of cost 
£tSgX> not mein that every such activity of the US. GovernmenrwouW 
be enconfpassed within the scope of work. Legal further stated that th»contract 
award waS based on competition for cost estimating related to defense strategic 
systems Had the offerers, at the time of the competition, been advised that an 
SdifffererS effort was contemplated; the field of competition would have 
included those in the general cost analysis business. Despite the scope concerns, 
Army contracting officials allowed the order to proceed. 

In another example, DFAS lack of planning led program officials to recommend 
using an existing contract as a quick wav to meet requirements e^nthough 
mtemal correspondence indicated that the statements of work needed rewnting.to 
bring Aem within the scope of the existing Logicon Fourth^GenerationTechnology 
contract. The internal correspondence stated   ... like all of theirs«though, ^ 
Financial Services Activity - Denver wants extremely quick ^rn around    .The 
Financial Services Activity - Denver initiated this requirement. On May 13,1996 
to DFASI DfreSor for Action Requirements Management prepared a waiver 
from using FISC and justified it based on the fact that the existing «*»?«* 
Logicon Fourth Generation Technology, Inc. was ^e most advanagwus and 
cost-effective to the Government. However, 2 days later, the legal office at the 
contracting organization rejected the requirement as out of scope. Internal 
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correspondence from a program official the same day stated Ok, as planned we 
need to fall back to JIEO." The Joint Interoperability Engineering Organization 
(JTEO) contract was also with the same contractor. 

New Contracts 

Acquisition planning problems still existed when new contracts were awarded 
Even as contracting procedures improved, DFAS officials used faulty justifications 
for sole-source contracts and skewed the award process for competitive 
procurements, so that the desired prime contractors or subcontractors would be 
selected. 

We reviewed 44 contracting actions, totaling $288.9 million, involving the use of 
new contracts awarded during FYs 1994 through 1997. Wereviewed 11 new 
awards valued at $259.3 million made by, or on behalf of, DFAS, and 33 orders 
totaling $29.6 million under the DFISS contract. The DFAS contracting 
organization awarded 10 of the reviewed actions, totaling $8 6 mühoiv Two ot 
the contracts were sole source and the other contracts, mcludmg the DFISS» 
contracts were considered by DFAS to be competitive. The following table 
summarizes the problems relating to DFAS use of new contracts. 

Table 3. Summary of Problems on Use of New Contracts 

Number of       Percent of 
Problem Areas Occurrences      Occurrence 

Faulty justifications for other than full 
and open competition 

Work directed to preferred 
contractors 

4 of4 100 

28 of 44 64 

Work directed to subcontractors 7 of 44 16 

Justification of Contractor Selection 

The four sole source contracts reviewed, totaling over $40 million^ included faulty 
justifications for other than full and open competition. For example, when two 
sole-source contracts, valued at over $38 million, were awarded after DFAS was 
established in 1991, the Defense Logistics Agency and DFAS faded to consider 
other potential sources capable of performing contract reconciliation work. 
Instead DLA and DFAS relied on faulty justifications that resulted in the continued 
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use of the incumbent contractor (see Report 98-099, Appendix B for details). In 
one case justifying unique status was not valid since other contractors were 
capable of performing the work. In one other instance a requirement was deemed 
"urgent" only after DFAS delayed in contracting for a known requirement. The 
lack of advance planning in accordance with FAR Part 6 is not justification for a 
sole source award. 

Preferred Contractors 

Twenty-eight of the 44 contracting actions reviewed, totaling $63 million, were 
awarded to preferred contractors through the use of new contracts, including the 
DFISS multiaward contract. 

Use of DFISS Multiaward Contracts. DFAS program officials changed delivery 
order evaluations to favor preferred contractors when awarding orders through the 
DFISS contract. Because of these changes and other biases in the evaluation 
process DFAS officials were able to select preferred contractors in 22 out 
of 33 DFISS orders that we reviewed. These 22 orders were valued at 
$22 million. Delivery order evaluations were changed and evaluation rating 
factors included restrictive criteria to direct work to the preferred source. 

For example, EDS was the desired contractor for delivery order 10, valued at 
$5 9 million, during FY 1997 because EDS had performed similar work under a 
prior contract. The initial EDS proposal was rated only "good" technically. 
Furthermore, EDS proposed a price that was higher than any other offer and 
almost $2 million higher than the lowest bidder. Based on the rating and the 
highest cost, it would have been very difficult, if not impossible, to justify an award 
to EDS  Therefore, DFAS program officials initiated a change to the evaluation 
factors by adding, for the first tune, a factor called transition, and also changed the 
technical/cost ratio. These changes allowed DFAS program officials to reevaluate 
the competitors. 

Internal correspondence indicated that DFAS program officials realized that 
adding a transition factor could be a conflict of interest by requiring contractors to 
make technical/cost trade-off decisions that should be made by management. 
Therefore, the officials changed the name of the rating factor, but continued to 
include requirements that favored the incumbent contractor. Each contractor was 
required to submit its best and final offer for the order. DFAS program officials 
changed the EDS technical rating to outstanding during the best and final offer 
evaluations and justified the ratings as follows: 

... as the incumbent, EDS already possesses the knowledge for this 
area... EDS already possesses the functional knowledge required for 
this area, being that they are the incumbent — 
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Also EDS reduced its cost in submitting its best and final offer. The evaluation 
was further biased on the fact that EDS was given credit for being the incumbent, 
even though this was the first competitive award of this work under the contract. 
EDS had done similar work under a prior contract. At that point an award to 
EDS was feasible and the contractor was awarded the order. 

In another situation discussions between contracting officials clearly stated that the 
customer (DFAS) wanted the incumbent contractor from a prior contract, even 
though it's price was over 50 percent higher than either of the other two offerers. 
Contracting officials changed one of the other contractor's ratings from good to 
poor, but questioned their own decision in the following note: 

Don't you think ... are setting ourselves up for troubles ahead. 
How can one contractor's tech eval go from good to poor where the 
sow and the ktr's proposal did not change — 

Later in the same discussion the other contracting official acknowledged: "This 
one is getting messy." 

Restrictive Criteria. We determined that 5 of the 22 orders, totaling 
$2 3 million, included restrictive criteria in the award evaluation process requiring 
that the contractor have personnel on-site to start work within 1 to 7 days after 
award. The incumbent was therefore favored and rated higher because personnel 
were already on-site. This restrictive criteria prevented adequate competition on 
orders. 

Follow-On Orders. The selection of favored contractors was significant 
because follow-on requirements were awarded to the same contractor on a 
noncompetitive basis. While we identified four such orders, valued at $6.6 million, 
the problem almost certainly will be much broader since as many as 50 percent of 
the orders could be awarded as noncompetitive follow-on orders. The total 
anticipated value of the multiaward contracts is approximately $500 million. 

Award Decision Documentation. Fourteen of the 22 orders were 
awarded to a contractor that did not submit the lowest bid. Furthermore, the 
award decisions were not documented in sufficient detail to allow an independent 
reviewer to reach the same decision. DFAS program officials' rationale for source 
selection was documented by brief narrative statements. The basis for differences 
in ratings for each evaluated criteria were not readily discernible to independent 
reviewers. In addition, documents supporting the evaluation of the technical/cost 
trade offs between contractors were cursory in nature and did not fully document 
the award decisions. 

Issuance of DFISS Orders. As of June 30,1997, the DFAS contracting 
office at the FSO was given contracting authority for the DFISS contract. DFAS 
program officials who once pressured contracting officers to award to preferred 
sources are now in a position to control awards. Unless controls are strengthened, 
DFAS program officials may continue to circumvent competition and perhaps 
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further defy regulations. UntU controls are in place, the responsibility for issuing 
DFISS orders should be removed from the FSO and placed with DFAS 
headquarters. 

Use of Contracts Other Than the DFISS Multiaward Contracts. The same 
decision process was also evident in our review of new contracts other than the 
DFISS multiaward contracts. Six of the 11 new contracts reviewed, totaling 
$39 million, included skewed contracting actions to obtain the services of then- 
preferred contractors. 

Work Directed to Subcontractors Through New Contracts 

DFAS program officials went beyond directing work to prime contractors. 
Officials also directed work to subcontractors. The desired subcontractors were 
selected through an award to the prime contractor. In these cases, the 
Government spent additional funds not only for lost competition but also by paying 
unnecessary prime contractor overhead and profits. Seven of the 44 contracting 
actions, including 4 DFISS orders and 3 new contracts, totaling $8.3 million, were 
awarded to preferred subcontractors through a prime contractor. 

For example, DFAS used the DFISS contract with EDS to obtain the services of 
Coopers & Lybrand during December 1996. DFAS directed the work to EDS 
through the DFISS evaluation award process with the intention of obtaining the 
services of Coopers and Lybrand. The requirements for this order included 
development of a Standard Cash Accountability System. This effort was not so 
complex that only a specific subcontractor could perform the work. Coopers and 
Lybrand was selected because of work on a related DFAS system. The delivery 
order award to EDS and Coopers and Lybrand, valued at $668,745 may have 
resulted in the Government unnecessarily spending $258,907 - the difference 
between the EDS bid and that of the lowest bidder. 

We also identified three competitive awards made during FY 1997, totaling 
$529 000 by the newly established DFAS headquarters contracting office from the 
General Services Administration Federal Supply Schedule. The three awards were 
made to Anadac, Inc., for work to be performed by its subcontractor, Tecolote 
Research, Inc. DFAS contracting officials provided an unfair advantage to 
Anadac Inc by stipulating very short time frames in the solicitations, which 
fevored'its subcontractor Tecolote Research, Inc. and prevented other contractors 
from responding. In effect, DFAS contracting officials used the Federal Supply 
Schedule as a mechanism to continue obtaining the services of Tecolote Research, 
Inc This occurred after the DFAS legal office issued an opinion disagreeing with 
a DFAS competition advocate decision to grant a waiver to allow DFAS to 
contract with Tecolote Research, Inc. through a U.S. Army Cost and Economic 
Analysis Center contract. 

16 



Finding A. Acquisition Program 

The Federal Supply Schedule requires that requirements be competed from a 
minimum of three Federal Supply Schedule contractors. Thejcontracting office 
determines the competing contractors. DFAS contracting officials chose Anadac, 
Inc as one of the contractors in each of the solicitations to obtain the services ot 
its subcontractor, Tecolote Research, Inc. By choosing which contractors would 
be requested to furnish bids DFAS contracting officials skewed the competition to 
favor Anadac, Inc. DFAS contracting officials have stated that, m the-future 
contractor selections would be changed so that all contractors would be afforded 
an equal opportunity to win the award. 

DFAS also directed work outside DoD through the Economy Act to a preferred 
subcontractor. For example, DFAS-Cleveland used the National Institute of 
Health contract with Universal High Tech, Inc. to get continued support from 
Coopers and Lybrand valued at $275,000. Coopers and Lybrand had been 
providing support to DFAS on the Standard Accounting and Reporting System 
under the DEIS contract. The lack of hours remaining on the DEIS contract 
created the need to obtain a new contract for continued support. However, the 
use of a contracting organization outside of DoD was not justified as outlined in 
the 1994 Secretary of Defense memorandum on Economy Act Orders. In 
addition, the urgency created by the expiration of the DEIS contract was not a 
valid justification for a sole-source procurement because it resulted from a lack ot 
planning by DFAS. The lack of planning was illustrated in the decision to award 
the contract to Universal High Tech, Inc. Only 14 days elapsed from the 
preparation of the statement of work on November 25,1996, untd the National 
Institute of Health notified DFAS-Cleveland on December 9, 1996, of the award to 
Universal High Tech, Inc. pending receipt of the DFAS funding document 
(delivery order). FISC-San Diego issued the DFAS delivery order to Universal 
High Tech, Inc. on December 18, 1996. The Negotiation Memorandum was not 
completed until December 20,1996, 11 days after the award decision was made. 

Procurement Policies 

Federal and Internal Policy. In the course of acquiring goods and services, 
DFAS program officials circumvented Federal and internal procurement policies 
and procedures. DFAS program officials failed to perform acquisition planning in 
compliance with the FAR Part 7. They also ignored the DFAS procurement policy 
of obtaining all contract support from authorized organizations instead of directing 
work to desired contractors through existing contracts. As a result, full and open 
competition as required by FAR Part 6 was not provided, market research as 
required by FAR Part 10 was not performed, and policies on the use of contract 
support sources outside of DoD were not followed. 

Contract Support Organizations* Compliance with Federal Procurement 
Regulations. The contract support organizations that DFAS used to place orders 
on existing contracts were responsible for ensuring that these orders met the 
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competition requirements of FAR Part 6. Contracting officers, possibly as a result 
of DFAS pressure to get preferred contractors, failed to adhere to Federal 
procurement policies by issuing DFAS orders to existing contracts without 
adequate justification and approval for other than full and open competition; and 
without assuring that the DFAS requirements were within the contract scope. 
These contracting officers helped promote an acquisition strategy at DFAS that did 
not include market research and ultimately avoided competition. FAR Part 1.6, 
Career Development, Contracting Authority, and Responsibilities," states the 
following information. 

No contract shall be entered into unless the contracting officer ensures 
that all requirements of law, executive orders, regulations, and all 
other applicable procedures, including clearances and approvals, have 
been met 

The contracting officer clearly has the ultimate responsibility to ensure that orders 
added to existing contracts are in total compliance with all Federal procurement 
regulations. Because contracting offices were involved in the DFAS procurements 
that did not comply with the acquisition procedures, we believe the Director, 
Defense Procurement should issue a memorandum to all contracting officers 
reminding them of their responsibilities to ensure fair and open competition and to 
determine that proposed work requirements fall within contract scope. 

Use of Delivery Orders on Existing Contracts. DFAS program officials used 
delivery orders on existing contracts as the vehicle to obtain contractor support. 
According to FAR Part 2, since these were time-and-materials contracts, an order 
is also a contract that obligates the Government to expend appropriated funds. 
Thus, a delivery order, just as any type of contract, must meet FAR requirements 
prior'to award. DFAS program officials considered delivery orders to be 
competed and in accordance with the FAR. Their incorrect conclusion was based 
on the premise that delivery orders on existing contracts were awarded 
competitively. 

Competition. FAR Part 6 requires competition for all acquisitions with 
some exceptions. In delivery order awards, even though the basic contract was 
competitively awarded, the FAR exempts competition only when all responsible 
sources were realistically permitted to compete for the requirements contained in 
the order. However, this was not accomplished for the 47 delivery orders placed 
on existing contracts for the DFAS projects. Each delivery order issued for the 
projects contained new requirements that were not considered during the award 
phase, and all responsible sources were not afforded ample opportunities. In 
addition, final pricing for the orders was not established until the orders were 
awarded. Therefore, the contracting officers at DFAS contracting support 
organizations circumvented the FAR by awarding the delivery orders without 
competition. In the process of using existing contracts to satisfy requirements, 
other essential elements of the procurements were also not performed. 
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Market Research. FAR Part 10 requires agencies to perform market 
research to identify all possible sources before soliciting acquisition offers in excess 
of the value of the simplified acquisition threshold. Our review of DFAS project 
files for the 47 delivery orders awarded noncompetitively found no indications that 
DFAS contracting support organizations performed market research. The absence 
of market research was the result of the DFAS program officials' decisions to 
award to selected contractors on existing contracts. When requirements were 
awarded by other supporting contracting organizations, DFAS had already made 
the decision on the contractor; thus market research was not performed by the 
DFAS program ofBcials or by the supporting activity's contracting officer. 

Justifications. FAR Part 6.3 requires that technical and requirements 
personnel provide and certify data as accurate and complete when supporting their 
recommendation for other than full and open competition. It also requires that 
contracting officers approve written justifications for other than full and open 
competition. Although other documents in the project files cited either "continuity 
of work" or "time constraint" as the reason for selecting a particular contractor, no 
formal justification documents could be provided to support the decisions. 

Use of Delivery Orders on Multiaward Contracts. DFAS use of the DEIS and 
DFISS multiaward contracts was not in compliance with the FAR because 
contractors were not realistically permitted to compete for all requirements. 
DFAS program officials did not comply with FAR Part 16 as each awardee was 
not always given a fair opportunity to be selected. Faulty justifications were used 
and the selection process was often skewed so that desired contractors were 
selected. 

DFAS Internal Procurement Policy. DFAS Regulation 005, "Delegation of 
Statutory Authority," Change 13, November 14, 1994, requires processing of aU 
procurement actions through the DFAS Central Procurement Offices established at 
each of the DFAS centers and headquarters. Also, all contracts and delivery 
orders for acquisitions over $10,000, including modifications, must be reviewed 
for legal sufficiency by the offices of General Counsel in the DFAS centers and 
headquarters. 

DFAS program officials bypassed in-house contracting and legal personnel in the 
procurement process despite all policies and regulations. We were only able to 
find two instances where documentation showed a legal review had been 
performed. These reviews were vital to the process because they served as an 
integral part of the management control program. Program officials could not 
explain why these personnel were bypassed in the procurement process. 

If the legal offices had been reviewing these acquisitions it is likely that the process 
would have been questioned. Legal reviews would have made it more difficult for 
DFAS program officials to direct work to desired contractors without adequate 
justification. 
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Contract Surveillance 

For the 91 contracting actions we reviewed there was no evidence that DFAS 
performed contract surveillance or that any surveillance plans even existed. As a 
result contract costs escalated and DFAS was not assured that the hours and labor 
categories billed to the Government were those agreed upon in the delivery orders. 

Contract surveillance is especially important in cost-plus-fixed-fee and time-and- 
materials type contracts. FAR 16.3 and 16.6 further clarifies the information. 

A cost-plus-fixed-fee contract. . . permits contracting for efforts that 
might otherwise present too great a risk to contractors, and it provides 
the contractor only a minimum incentive to control costs .... A cost - 
reimbursement contract may only be used when . . . Appropriate 
Government surveillance during performance will provide reasonable 
assurance that efficient methods and effective cost controls are 
used.... 

A time-and-materials contract provides for acquiring supplies or 
services on the basis of direct labor hours ... and materials at 
cost.... Therefore, appropriate Government surveillance of 
contractor performance is required to give reasonable assurance that 
efficient methods and effective cost controls are being used. 

DFAS lack of surveillance extended to work contracted into existing cost-plus- 
fixed-fee and time-and-materials contracts, and therefore, did not adhere to FAR 
16 requirements. 

For example, DFAS used the U.S. Army Space and Strategic Defensetammand's 
cost-plus-fixed-fee contract with Mevatec Corporation, contract DASG60-9t>- 
0012 to obtain cost studies related to the A-76 program. The lack of contractor 
surveillance by both DFAS and the U.S. Army Space and Strategic Defense 
Command allowed cost growth significantly higher than the rates established in the 
contract. The Chief, Cost Analysis Division at the U.S. Army Space and Strategic 
Defense Command acknowledged that there was a major problem with the 
contract costs from the Mevatec Corporation, the DFAS A-76 program, and other 
programs as well. 

Contractor costs submitted for 8 of the 11 DFAS task orders increased beyond 
acceptable limits approximately 1 year after contract award. TJie eight task orders 
showed actual costs higher than the contract composite rate of $53.22  The total 
variances in actual and composite rates for the eight task orders was 15 percent 
The variances per task order, however, ranged from 4.8 percent to as high as 40.7 
percent. The total cost for the eight task orders as of June 29,1997, was 
$1,719,881 which included 28,111 labor hours. At the composite rate agreed to ot 
$53.22^ the total cost would have been $1,496,067. 
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In another example, DFAS used four time-and-materials contracts for 
reconciliation work. The costs for three of the four Defense Logistics Agency and 
Defense Fuel Supply Center contracts increased from a range of $2.4 million to 
more than $20 million from the original scope. Review of contract files did not 
show any evidence that surveillance had been performed. 

We discussed cost monitoring on the JIEO contract with DFAS-Denver 
Accounting and Integration Division personnel. They stated that they assumed 
that cost monitoring was the responsibility of the contract support organization 
We reviewed the entire procurement process with JIEO officials and determined 
that the responsibility for cost monitoring rested on the user, such as the 
Accounting and Integration Division. If the Accounting and Integration Division 
were to monitor contractor performance, it would also be in a better position to 
monitor costs because it would have knowledge of actual hours spent on project- 
required labor categories. 

Management Controls and Oversight 

Insufficient management controls and oversight contributed to the DFAS problems 
with the acquisition process. There was no centralized oversight and coordination 
of the DFAS acquisition process at the DFAS centers and within the headquarters' 
Deputates. This process is improving, however, with the development of a new 
DFAS acquisition policy. The lack of controls allowed each DFAS center to 
operate independently with no assurance that their contracting mechanism was the 
most cost-effective. Acquisition controls were not sufficient to ensure that Federal 
and internal procurement policies were followed. In addition, internal controls did 
not exist to ensure that acquisitions were compliant with appropriate guidance. 

The weak controls enabled DFAS program managers and other acquisition 
personnel to bypass the competitive process using faulty justifications, and skew 
the award process on new contracts so that desired contractors would be selected. 

Colocation of Contractor and Government Personnel 

DFAS contracting officials perceived a problem related to colocation of contractor 
and Government personnel. They specifically voiced concern with intermingling 
Eersonnel from Tecolote Research, Inc., Diverse Technology, Inc., and DFAS 

eadquarters. Contractor personnel working at DFAS headquarters on the DFAS 
strategic business plan were not segregated from DFAS personnel. Furthermore, 
personnel working in the area did not always wear identification badges. There 
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was no noticeable distinction between the contractors and Government personnel. 
DFAS contracting officials expressed concerns that it was often impossible to 
distinguish between the different staffs. 

Intermingling contractors with Government personnel creates management control 
problems. The close proximity of the contractors with DFAS personnel promotes 
an environment where the contractors may be thought of, and treated as, DFAS 
personnel. This creates an atmosphere where contractors may become privy to 
proprietary information providing an unfair advantage over competitors in future 
procurements. Contractors should be separated from Government personnel and 
controls put in place to ensure that proprietary information is not jeopardized. If 
similar problems exist at any of the DFAS field offices, steps should be taken to 
eliminate the problem. 

DFAS Initiatives For Improvement 

DFAS has taken positive action to improve its acquisition program by developing 
policy and establishing a contracting organization. However, we also identified 
instances where DFAS personnel were circumventing the new policy. Therefore, 
we are concerned that individuals will continue to disregard policy as purchases 
are completed in-house. 

For example, Military Interdepartmental Purchase Request DO7FQQ208696MP, 
dated May 2, 1997, issued to the Fleet Maintenance Support Office, 
Mechanicsburg, Pennsylvania, in the amount of $800,000 circumvented the new 
acquisition policy requiring processing through the DFAS Acquisition Support 
Office. The Deputy Program Manager of the Defense Accounting Systems 
Program Management Office instructed that the interdepartmental purchase 
request bypass the acquisition support office because of the urgency of the 
requirement and concern that it would be delayed or rejected by the acquisition 
support office. As a result, the award was made by a nonacquisition certified 
individual. Also, the Director, Program Control, under the Program Management 
Office, stated that his office approved funding for the requirement, and that it was 
his decision not that of the acquisition support office, how to best satisfy the 
requirement. It was apparent by the comments and actions that the program 
control director was reluctant to conform to the new policy. It is imperative that 
senior DFAS management take greater initiative to ensure that all acquisition 
personnel adhere to the new policy. 

In addition, DFAS contracting officials voiced concern that Deputate directors 
were approaching the support office on contract matters and might be exerting 
undue influence. Management controls will be strengthened if directors are 
required to address any contract issues with their contracting equivalent, the 
Director, Resource Management Deputate. By elevating all contract issues 
through the Director, Resource Management Deputate, who is also a Director, any 
appearance of, or actual, undue influence would be eliminated. 
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Recommendations, Management Comments, and Audit 
Response 

A.l. We recommend that the Director, Defense Procurement: 

a. Issue a memorandum to all DoD contracting organizations, 
directing them to ensure fair and open competition occurs, adequate 
justification and documentation exists before contracts or delivery orders are 
awarded, and requirements are within the scope of existing contracts; or 
forward copies of this report to all contracting offices involved in the 
questionable transactions identified by the auditors, together with an 
admonition that they should consider the lessons to be learned from this 
report 

b. Conduct a procurement management review of the Defense 
Finance and Accounting Service during fiscal year 1999 or at the earliest 
possible time. 

A.2. We recommend that the Director, Defense Finance and Accounting 
Service: 

a. Issue a memorandum to Defense Finance and Accounting Service 
Directors stating that past acquisition policy had not always been adhered to 
and that any further circumvention by personnel of Defense Finance and 
Accounting Service Regulation 4200.1, "Acquisition Authority and Policy, 
will not be tolerated and appropriate action will be taken. 

b. Incorporate the Federal Acquisition Regulation requirements on 
developing acquisition plans into Defense Finance and Accounting Service 
Regulation 4200.1 to ensure maximum competition. The regulation should 
establish acquisition milestones to achieve maximum competition. 

c. Direct Defense Finance and Accounting Service headquarters' legal 
office to review and approve all requests to use existing contracts. 

d. Require that Defense Financial Integrated Systems Services orders 
be issued by the Defense Finance and Accounting Service headquarters 
Contracting Organization rather than the Financial Services Organization. 

e. Direct Defense Finance and Accounting Service Directors to 
address any contracting issues directly to the Director, Resource 
Management Deputate. 

f. Provide separate office spaces for all contractor personnel working 
at the Defense Finance and Accounting Service headquarters and field offices 
and require that appropriate identification be worn at all times. 

g. Enforce the Secretary of Defense guidance on Economy Act orders. 

23 



Finding A. Acquisition Program 

h. Request the Defense Contract Audit Agency to conduct a cost 
review of contract DASG60-96-0012 awarded by the U.S. Army 
Space and Strategic Defense Command to Mevatec Corporation. 

Director of Defense Procurement Comments. The Director of Defense 
Procurement disagreed with Recommendation A. 1 .a. to issue a policy 
memorandum. The Director believes that sending a reminder would dUute the 
impact of the specific policy memorandums because the reminder would have to be 
broadly worded. The Director of Defense Procurement did, however, perform a 
procurement management review as recommended in Recommendation A.l.b. 

Audit Response. While the Director of Defense Procurement believes that issuing 
a memorandum would be an ineffectual measure, we believe that the nature and 
extent of contracting problems indicate that the guidance is not achieving its 
desired results and an expression of concern is in order. We have rewritten the 
initial recommendation to offer the alternative of using this report as the primary 
means of explaining what weaknesses were found and what lessons need to be 
learned. We request management comments on the revised recommendation. 

DFAS Comments. The Director of the Defense Finance and Accounting Service 
concurred with Recommendations A.2.a, through A.2.e and with 
Recommendations A.2.g and A.2.h. The Director partially concurred with 
Recommendation A.2.f, to provide separate office space for contractor employees, 
stating that due to the increasing number of contractor support personnel and the 
varying nature of the work performed, it may not be practical to have segregated 
work areas for contractors and government employees. The Director added that 
separate office space would be provided, to the extent possible, to contractor 
personnel at the Defense Finance and Accounting Service Headquarters and field 
offices. The Director also objected to some of the findings of the draft report. 
Specifically, the Director: 

• stated that the draft audit report repeatedly states there was a lack of a 
Justification and Approval for Other Than Full and Open Competition for orders 
placed against an Indefinite Delivery/Indefinite Quantity type contract. 

• disagreed that Tecolote Research, Inc. had performed strategic business 
planning for the Defense Finance and Accounting Service, an inherently 
governmental function, 

• believed that the report confused the use of a National Institute of Health 
contract for the purchase of computers with the use of a non-DoD contracting 
office, 

• disagreed that program officials directed work to preferred subcontractors, 

• believed that the draft report misstated the requirements regarding award 
of General Services Administration contracts and, 
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• questioned the draft report allegation concerning the lack of the Defense 
Finance and Accounting Service Acquisition Support Organization coordination 
on a Military Interdepartmental Purchase Request in May 1997. 

Audit Response. The Defense Finance and Accounting Service comments on 
Recommendations A2.a. through A2.h. meet the intent of our Recommendation. 
However, we disagree with the additional comments. Specifically, 

• Certain of the Director, Defense Finance and Accounting Service 
comments were in error. The report does not repeatedly state that there was a 
lack of a Justification and Authorization for Other Than Full and Open 
Competition for orders placed against an Indefinite Delivery/Indefinite Quantity 
type contract. Orders discussed in the report were for the most part orders issued 
under Time and Materials contracts. Even so, FAR, Part 6 requires competition 
for all acquisitions with some exceptions. In delivery order awards, even though 
the basic contract was competitively awarded, the FAR exempts competition only 
when all responsible sources were realistically permitted to compete for the 
requirements contained in the order. However, this was not enforced with the 
delivery orders placed on existing contracts for Defense Finance and Accounting 
Service projects. Each delivery order issued for the projects contained new 
requirements that were not considered during the award of the contracts, and all 
responsible sources were not given the opportunity to compete. In fact, many of 
these requirements did not even exist at the time of the award of these contracts 
and were distinctly different from the basic contract. 

• Statements of work for strategic business plan orders described work that 
consisted of more than developing and word processing information into the 
Strategic Business Plan Executive Information System. For example, Tecolote 
Research Inc. staff: 

• collected and reviewed the project/program management plans for all 
identified Defense Finance and Accounting Service goals; 

• reviewed the implementation plans and financial documentation for 
Pacific and European Operation Consolidations, Military Construction projects for 
CONUS Operating Locations, and Garnishment Business Process Re-engineering; 

• supported the Plans and Management Directorate and Financial 
Management Executive Review Board by performing cost and schedule analysis 
using the strategic business plan, which required that the contractor be located on- 
site with Defense Finance and Accounting Service Initiative Program Offices; and 

• performed data collection, analysis, modification and/or development 
of data, and the conducting of interviews for the Defense Finance and Accounting 
Service Cleveland Center in support of the Defense Finance and Accounting 
Service Headquarters strategic business plan. During the course of our audit, 
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Defense Finance and Accounting Service staff knowledgeable with strategic 
business plan work stated that work had gone beyond the strategic business plan 
initiative and represented inherently governmental functions. 

• Although one National Institute of Health contract was available for 
Government-wide use to purchase computer support, the Defense Iiiformation 
Systems Agency's and the Army's desktop contracts were available within DOD 
for the purchase of computer equipment. No attempt was made to use these 
contracts or stay within DoD channels. Prudent business practice would nave 
dictated that the Defense Finance and Accounting Service first look within DoD to 
satisfy its requirement instead of going outside DoD and incurring a 1 percent fee 
charged by the National Institute of Health. This is especially true m hght of 
dwindling budgets. We believe the Defense Finance and Accounting Service 
should have kept resources within DoD and not augmented the budget of another 
agency. In addition, the Defense Finance and Accounting Service use of the 
National Institute of Health was not limited to the purchase of computer 
equipment  There were instances where the Defense Finance and Accounting 
Service used the National Institute of Health contract specifically to obtain the 
services of Coopers and Lybrand, as a subcontractor, again incurring a 1 percent 
fee  This occurred while DoD contracts were readily available to obtain Coopers 
and Lybrand services. The overriding need to direct work in this manner was the 
short time available to continue service caused by poor planning. This is also one 
example of where the Defense Finance and Accounting Service directed work to a 
subcontractor. 

• The Defense Finance and Accounting Service also used the General Services 
Administration Federal Supply Schedule contract with Anadac Inc., to obtaui the 
services of Anadac's subcontractor, Tecolote Research, Inc. Although the FAR 
does not require quotes be solicited from more than one General Services 
Administration vendor, it would be prudent business practice to solicit quotes from 
more than one General Services Administration vendor. It was apparent that 
Anadac was selected so DFAS could continue obtaining services of Tecolote 
Research Inc., although the Defense Finance and Accounting legal office 
questioned and rejected a sole source award to Tecolote Research Inc. 

• The Defense Finance and Accounting Service staff involved in the 
processing of the Military Interdepartmental Purchase Request to the Navy s Fleet 
Maintenance Support Office, had directly informed the auditors that the Deputy 
Program Manager of the Defense Accounting System Program Management 
Office had instructed that the Military Interdepartmental Purchase Request bypass 
the Acquisition Support Office. When questioned about this Military 
Interdepartmental Purchase Request by the auditors, the Director, Program 
Controfbecame uncooperative stating that decisions on how to best satisfy his 
requirements were his to make and not the venue of the Acquisition Support 
Office. Also, the statements made by the Director, Program Control were 
discussed with Defense Finance and Accounting Service staff who responded that 
this attitude was nothing new with the Director and that there were other instances 
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whereby he had demonstrated his lack of willingness to comply with the Defense 
Finance and Accounting Service's new acquisition policy that requirements go 
tlirmmh «Via A r>m licitinn Simnnrt Office. through the Acquisition Support Office 
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Finding B.   Qualifications of Personnel 
to Perform Acquisition Functions 
DFAS did not identify all acquisition positions and did not ensure that 
personnel were qualified to perform acquisition and/or program 
management functions. A review of qualifications for 43 of the 176 
individuals performing acquisition functions showed that none were 
qualified to perform acquisition and/or program management functions. 
This occurred because DFAS did not: 

• consider positions other than contracting as critical acquisition 
positions, 

• evaluate the training and experience of individuals filling 
acquisition positions in the program management and acquisition 
field, and 

• implement an effective career development program to ensure 
that staff were properly trained. 

As a result, the DFAS procurement system was at increased risk for 
mismanagement and questionable practices as shown in finding A. 

Background 

Workforce Identification. DoD Instruction 5000.55, "Reporting Management 
Information on DoD Military and Civilian Acquisition Personnel and Positions, 
establishes a management information system capable of providing standardized 
information on acquisition positions and persons serving in those positions. The 
instruction requires management to individually identify each acquisition position 
and member of the acquisition workforce. Also, management is required to submit 
an annual report on the number of critical acquisition positions to the Under 
Secretary ofDefense for Acquisition and Technology. 

Qualification Requirements. DoD 5000.52-M, "Acquisition Career 
Development Program," prescribes procedures for a DoD career development 
program for acquisition personnel. The program establishes experience, education, 
and training standards for personnel in the acquisition workforce including 
program managers of major and nonmajor Defense Acquisition Programs. The 
manual does not specifically mention qualification requirements for program 
managers of major automated information systems. However, the 
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«Conununications-Computer Systems" position category code includes duties that 
encompass direct support for the acquisition of automated ^°™*™S2™ 
This position requires that the program manager of an automated information 
svrtem must have at least 4 years of communfcations and/or computer acquisition 
SS  Ten years of experience is required for all Senior Executive Service 
fÄositions  to addition, DoD 5000.52-M requires completion of an advanced 
information systems acquisition course plus any required Vnt*^"™£j* 
ceneral DoD 5000.52-M requires that acquisition personnel at the GS>-1i level 
Snd above, and officers in grades 0-4 and above, possess at least 4 vears of 
experience^ in an acquisition position and completion of an advanced acquisition 
course along with prerequisite courses. 

DFAS Acquisition Personnel 

Program Managers. DFAS program managers ^^Jff^St^!^ 
systlms were not qualified in accordance with DoD 5000.52-M to perform 
Program management functions. DoD 5000.52-M identifies a specific level of 
experience and training in the acquisition field for qualification as a program 
manager DFAS program manager qualifications revealed that they did not 
possels the required experience and training. Of the ^^tTJSi^Lrk 
reviewed, none had completed required training and only two nad adequate^work 
experience. However, the experience and training "O*"^*]**!^-^ 
M pertain to personnel designated as members of the acquisition work force  The 
Director of DFAS did not identify the program managers as acquisition work 
force. Program managers of major automated information j^ems should 
however be designated as acquisition work force and should comply with DoD 
5000 52-M The DoD Component head must identify agency personnel as 
acquisition work force. The following table lists the major automated information 
systems at DFAS along with the program managers. 
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Table 4. Major Automated Information Systems 

System  Program Manager 

Standard Accounting & Reporting System Supervisory Financial Systems Analyst1 

Defense Joint Accounting System Principal Deputy Director2 

Accounting Officer1 

Accountant1 

Assistant Deputy Director2 

Defense Joint Military Pay System Financial Systems Specialist1 

Electronic Document Management Accounting Officer 

Defense Procurement Payment System Financial Program Manager1 

•Grade GS-15 
2Senior Executive Service Level 

Besides program managers, other DFAS personnel performing acquisition 
functions, including DFAS higher level officials involved in making key acquisition 
decisions, lacked experience and training in the acquisition field. Although these 
individuals were not identified as members of the acquisition workforce, they 
should still possess a certain level of experience and training to adequately perform 
their acquisition functions. 

Other Acquisition Personnel In addition to the 8 program managers listed in 
Table 4, 165 personnel were identified by DFAS as performing acquisition 
functions at headquarters in the following categories: cost or price analysis, 
preparation or review of cost estimates, preparation of statements of work, 
contract negotiation, and monitoring contractor performance. Of 165 personnel, 
114 were grades GS-14 and above, officers 0-5 and above, and 10 mdividuals 
were Senior Executive Service level. We also identified three personnel (GS-14 
and above) at DFAS centers performing acquisition functions. 

Review of Personnel Qualifications. We reviewed copies of DFAS official 
records for 43 of the 176 personnel, including 8 program managers and the 
168 personnel performing acquisition functions, to determine their qualifications. 
The files did not show that personnel had adequate experience in program 
management and/or adequate acquisition training. Only five of the files showed 
that personnel had previous work experience (two in program management and 
three in acquisition). Personnel predominantly had accounting, financial 
management, or computer-related backgrounds, but little if any acquisition 
experience or training. 
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For example, the FSO Director at DFAS-Indianapoüs, and the Deputy Director of 
the Plans and Management Deputate at DF AS headquarters, both Senior 
Executive Service level individuals, authorized noncompetitive acquisitions 
amounting to millions of dollars. The FSO use of the JIEO contract amounted to 
over $8 7 million, while the Plans and Management Deputate's use of Tecolote 
Research, Inc. contracts exceeded $3 million. The Deputy Director of Plans and 
Management also negotiated an $85 million 5-year contract with EDS to obtain 
imaging services for DFAS centers and operating facilities. Neither of these 
individuals' official personnel files reflected any previous acquisition experience or 
training. The FSO Director has a computer background, with prior experience as 
a computer specialist and computer systems programmer prior to employment with 
DFAS. The Deputy Director of Plans and Management held previous positions as 
a personnel salary and wage specialist and later as a management analyst, prior to 
employment with DFAS. 

In another example, the Director of Acquisition Requirements Management at the 
FSO, a grade GS-15, was responsible for overseeing all acquisition program 
requirements including planning, developing and establishing overall contractual 
strategies for the FSO. The individual also functioned as a technical representative 
of the contracting officer and had contract management responsibilities. A review 
of the official personnel file disclosed that the individual had worked as a computer 
specialist and computer systems analyst prior to employment with DFAS, but did 
not have any acquisition experience or training. 

Personnel Initiatives 

DFAS did not implement a career development/training program to ensure that 
personnel performing program management and/or acquisition functions were 
adequately qualified to perform those functions. 

DFAS Career Development/Training Program. The lack of a career 
development/training program allowed individuals inexperienced in performing 
program management andacquisition functions to be placed in program 
management positions, or positions requiring the performance of acquisition 
functions. It further allowed these individuals to continue to perform program 
management and acquisition functions without receiving the necessary training to 
adequately perform those functions. 

Evaluate Qualifications. DFAS needs to evaluate the qualifications of all 
personnel performing program management and/or acquisition functions and take 
appropriate action to ensure that these individuals have the experience and training 
to adequately perform those functions. The DFAS Director needs to identify all 
personnel in the acquisition workforce, and ensure that they meet the experience 
and training requirements of DoD 5000.52-M. In addition, all individuals m 
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critical acquisition positions must be identified and reported to the Under Secretary 
of Defense for Acquisition and Technology as required by DoD Instruction 
5000.55. DFAS is in the process of correcting these discrepancies. 

DFAS Initiates Improvements. DFAS acknowledged that, in general, position- 
related requirements established in DoD 5000.52-M have not been completely 
fulfilled. DFAS also pointed out that the regulation gfoes DFAS until October 1, 
1998 to correct program management position deficiencies. Effortst are underway 
to formally identify positions and functions within the agency that fall under DoD 
5000.52-M and to ensure that adequately qualified personnel fill those positions. 

DFAS plans to work with the Defense Acquisition University to obtain training in 
the areas of contracting, program management, business, cost estimating and 
financial management, and communications-computer systems. Additionally, 
DFAS will consider the use of the Fulfillment Program, as provided in the DoD 
Manual, "Career Development Program," as a possible means of meeting 
certification requirements. 

Impact on DFAS Acquisitions 

The DFAS procurement system represented a material management control 
weakness and provided the potential for mismanagement because acquisition 
personnel in key acquisition positions lacked experience and training. The lack of 
experience and training contributed to the questionable procurement practices 
occurring as discussed in Finding A. Also DFAS future acquisitions were affected 
by its inexperience. 

Future Requirements. DFAS persistence in contracting with its preferred 
contractors went beyond contracting for current identified requirementsi and 
encompassed requirements yet to be defined. This was evident in the FISC-San 
Diego award to Unisys Corporation, contract N00244-95-D-8029. The contract, 
costing $166 million, provided DFAS information processing services, including 
hardware and software, to support a fully-automated technical infrastructure which 
will interconnect DFAS business processing locations. The major portion of the 
award was for future acquisitions of computer hardware and software. The 
computer requirements had not been identified by DFAS at the time of the award. 
Of the $166 million contract price, $121 million was for computer hardware and 
software. The balance of $45 million was primarily for technical services to be 
provided by the contractor and/or subcontractor. 

Although the award to Unisys was considered competitive, the only true 
competition was for the technical services portion, as the hardware and software 
pricing to be incorporated in the contractor proposals was furnished by DFAS in 
the proposal request. DFAS did not demonstrate good acquisition practice by 
including future hardware and software acquisition in this award. DFAS should 
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have planned to competitively award separate contracts for hardware and software 
at the time the requirements were determined. DFAS had, in effect, relinquished 
control of future hardware and software contracting to Unisys. 

Because the entire procurement was considered competitive, DFAS did little to 
ensure that it received the best pricing available. For instance, delivery order 0071 
under this contract, dated August 16,1996 was for the acquisition of computer 
equipment. The contractor proposal of $2.8 million was accepted bythe FISC- 
San Diego contracting officer without exception. The contracting officer relied on 
the market analysis performed by Unisys and information from the DFAS 
contracting officer's representative in accepting the proposed costs. The 
memorandum of negotiation dated August 15,1996, stated that the contracting 
officer's representative evaluated the hardware and software prices and products 
with no exceptions taken, as they were in line with the Government estimate. 
However, no independent Government cost estimate was performed on this 
acquisition. The contracting officer's representative at DFAS-Indianapolis stated 
she determined price reasonableness by comparing Unisys' proposed prices to the 
prices in a 1995 Army indefinite-debvery indefinite-quantity contract, but did not 
document the file. 

Fairness and Reasonableness. Fairness and reasonableness determinations were 
extremely important in awarding contracts because many of the awards were 
attached to contracts that were awarded based on technical evaluations where 
price was not a significant factor. Because DFAS program officials were not 
contract oriented and lacked the necessary qualifications, they did not make 
adequate determinations of price fairness and reasonableness, and did not 
effectively use pricing techniques available to assist their evaluations. 

For example, DFAS-Denver program officials did not perform price analyses for 
seven of the eight JIEO projects reviewed, to support their contention that using 
the JIEO contract would be the most cost-effective or in the best interest of the 
Government. DFAS program officials could have used FISC-San Diego or the 
DEIS contracts instead of using the JIEO contract, and reduced their costs by 
$1 million to $2.5 million on the seven projects reviewed. 

Independent Government Cost Estimate. DFAS personnel were not qualified 
to perform independent Government cost estimates, and as a result, estimates 
varied significantly from contractor's bids and were not reliable. A Government 
cost estimate can be compared with the contractor's bid or quote to assist in 
determining price reasonableness. To be reliable, the method in which the 
Government estimate was prepared and the tools used to make the estimate must 
be known. DFAS program officials provided no explanation of how the labor 
categories, hours, and rates were determined in their cost estimates. 

The contractor selection process considered technical factors more important than 
cost. Since price was not a main factor for determination of selection, even for 
those procurements that were competitive, the Government estimates were 
important to determine cost reasonableness. However, the Government estimates 
varied significantly, to the point where the estimates were useless for establishing 
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cost reasonableness. In one example the estimate which was more than $1 million 
higher than all contractors' bids, was prepared by a computer speciabst with some 
training in cost analysis. The lack of qualified persoimel familiar with the 
intricacies of price/cost analysis contributed to these poor estimates. In another 
example, the DFAS program official used the JIEO contract labor rates in 
developing the independent Government cost estimate to determine cost 
reasonableness. Since the order was to be placed on the JIEO contract, the 
program official was using the same labor rates as the contractor proposal, to 
determine its cost reasonableness. 

Recommendations, Management Comments and Audit 
Response 

Redirected Recommendation. As a result of management comments, we 
redirected Recommendation B. 1. to the Director of Acquisition Education, 
Training and Career Development. 

Director of Defense Procurement Comments. The Director of Defense 
Procurement stated that it was beyond the scope of the procurement management 
review to identify all members of the acquisition workforce. Their effect was 
limited to acquisition workforce in the contracting career field. The Director 
suggested that a larger identification of the acquisition workforce outside by the 
contracting office should be directed to the Director of Acquisition Education, 
Training and Career Developments. 

B.l. We recommend that the Director, Acquisition Education, Training and 
Career Development assist the Defense Finance and Accounting Service with 
the identification of all personnel that are part of the DFAS acquisition work 
force and ensure that they meet the qualification requirements of 
DoD 5000.52-M, "Acquisition Career Development Program. 

B.2. We recommend that the Director, Defense Finance and Accounting 
Service: 

a. Identify and report to the Under Secretary of Defense for 
Acquisition and Technology all critical acquisition positions including the 
persons serving in such positions in compliance with DoD Instniction 
5000.55, "Reporting Management Information on DoD Military and Civilian 
Acquisition Personnel and Positions." 
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b. Establish a career development program for program management 
and acquisition personnel to ensure that they meet the training and 
experience requirements of DoD 5000.52-M. The program should also ensure 
that personnel not part of the acquisition work force, but performing 
acquisition functions, receive sufficient acquisition training to adequately 
perform their acquisition functions. 

DFAS Comments. DFAS concurred. 

35 



This Page Intentionally 
Left Blank 

3b 



Part II - Additional Information 

37 



Appendix A.   Audit Process 

Scope and Methodology 

Audit Scope. Our review focused on the procurement actions of DFAS 
headquarters, DFAS-Denver, and the FSO-Indianapolis. We also looked at 
outside contracting support furnished to DFAS by FISC-San Diego, U.S. Army 
Cost and Economic Analysis Center, U.S. Army Space and Strategic Defense 
Command, and JIEO. We interviewed programming, contracting, functional, and 
technical personnel at the audit sites. We reviewed 91 DFAS procurement actions 
totaling $330 million. The procurement actions reviewed were dated from 1988 
through 1997. In addition, we reviewed official DFAS personnel records 
maintained at the FSO-Indianapolis, and related documentation furnished by DFAS 
headquarters, to determine the qualifications of DFAS personnel performing 
acquisition functions. The review consisted of 43 DFAS individuals. 

DoD-wide Corporate Level Government Performance and Results Act 
(GPRA) Goals. In response to the GPRA, the DoD has established 6 DoD-wide 
corporate level performance objectives and 14 goals for meeting these objectives. 
This report pertains to achievement of the following objectives and goals. 

• Objective: Fundamentally reengineer the Department and achieve a 21st 
Century infrastructure. Goal: Reduce cost while maintaining required military 
capabilities across all DoD mission areas. (DoD-6) 

DoD Functional Area Reform Goals. Most major DoD functional areas have 
also established performance improvement reform objectives and goals. This 
report pertains to achievement of the following functional area objectives and 
goals. 

• Acquisition Functional Area. Objective: Delivering Great Service. 
Goal: Create a world-class learning organization by offering 40 or more hours 
annually of continuing education and training to the DoD acquisition-related 
workforce. (ACQ-1.4). 

• Financial Management Functional Area. Objective: Strengthen 
Internal Controls. Goal: Improve compliance with the FMFIA (FM-5.3). 

General Accounting Office High Risk Area. The General Accounting Office 
(GAO) has identifiedseveral high risk areas in DoD. This report provides 
coverage of the Defense Contract Management high risk area. 

Audit Period, Standards and Locations. We performed this economy and 
efficiency audit from March 1997 through December 1997 in accordance with 
audit standards issued by the Comptroller General of the United States as 
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implemented by the Inspector General, DoD. Accordingly, we included a review 
of management controls considered necessary. No statistical sampling procedures 
or computer processed data were used during the audit. 

Contacts During the Audit We visited or contacted contractor personnel and 
individuals and organizations within DoD. Further details are available upon 
request. 

Management Control Program 

DoD Directive 5010.38 "Management Control Program," as revised August 26, 
1996 requires DoD organizations to implement a comprehensive system of 
management controls that provides reasonable assurance that programs are 
operating as intended, and to evaluate the adequacy of the controls. 

Scope of Review of the Management Control Program. We reviewed 
management control procedures related to procurement of contractor support 
services at DFAS headquarters, DFAS-Denver, and the FSO-Indianapobs. 

Adequacy of Management Controls. We identified material management 
control weaknesses as defined by DoD Directive 5010.38. DFAS management 
controls were not adequate to prevent program officials from directing sources of 
procurements and to ensure personnel were qualified to perform acquisition- 
related functions. DFAS personnel did not adhere to procurement policies and 
procedures in awarding procurements. Controls were also not adequate to prevent 
the intermingling of contractor personnel with DFAS personnel. In addition, the 
DFAS procurement system provided the potential for mismanagement as DFAS 
personnel performing acquisition and/or program management functions were not 
adequately trained to perform those functions. Recommendations A. 1 .a., A V b., 
A.2 a., A 2.b., A.2.C., A.2.d., A.2.e., A.2.f, A.2.g., A.2.h., B.I., B.2.a., andB.2.b. 
will correct the management control weaknesses. A copy of the report wül be 
provided to the senior official responsible for management controls at DFAS. 

Management's Self Evaluation. DFAS headquarters had identified an assessable 
unit titled "Acquisition Process" and had scheduled a review of this umt to be 
completed by June 30,1997. However, the review was not completed untd 
July 30 1997 by the DFAS Acquisition Support Organization. The self-evaluation 
showed that DFAS found an uncorrected material weakness in its acquisition 
process concerning the safeguarding of procurement information. DFAS has 
planned milestones that will correct and validate the weakness by the end of fiscal 
year 1999. 
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Summary of Prior Coverage 

Inspector General, DoD, Report 98-132, "Procurement Practices and Procedures 
for Obtaining Contractor Support at Defense Finance and Accounting Service, 
Denver, Colorado," May 8,1998. 

Inspector General, DoD, Report 98-099, "Audit of the Continued Use of a Single 
Contractor for Contract Reconciliation Work," April 2,1998. 

Inspector General, DoD, Report No. 94-054, "Fund Control Over Contract ^ 
Payments at the Defense Finance and Accounting Semce-Columbus Center, 
March 15,1994. 
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Office of the Secretary of Defense 

Under Secretary of Defense for Acquisition and Technology 
Deputy Under Secretary of Defense for Acquisition Reform 
Director, Defense Procurement 
Director, Defense Logistics Studies Information Exchange 

Under Secretary of Defense (Comptroller) 
Assistant Secretary of Defense (Public Affairs) 

Department of the Army 
Auditor General, Department of the Army 

Department of the Navy 
Assistant Secretary of the Navy (Financial Management and Comptroller) 

Department of the Air Force 
Assistant Secretary of the Air Force (Financial Management and Comptroller) 

Other Defense Organizations 
Director, Defense Contract Audit Agency 
Director, Defense Logistics Agency 
Director, Defense Finance and Accounting Service 
Director, National Security Agency 

Inspector General, National Security Agency 
Inspector General, Defense Intelligence Agency 

Non-Defense Federal Organizations and Individuals 

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

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

Senate Committee on Appropriations _  # 
Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
House Committee on Appropriations .  . 
House Subcommittee on National Security, Committee on Appropriations 
House Committee on Government Reform and Oversight 
House Subcommittee on Government Management, Information, and Technology, 

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

Committee on Government Reform and Oversight 
House Committee on National Security 
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Office of the Under Secretary of Defense 
Comments 

Final Report 
Reference 

Recommen- 
dation 
Redirected 

OFFICE OF THE UNDER SECRETARY OF DEFENSE 
1000 OCTCNtC WNT ASON 

WASHINGTON. DC 10301-9000 

MIO  II,   1911 

MEMORANDUM FOR IMSrECTO* GENERAL. DEFAATMEMT OF DEFENSE 

SUBJECT:  Draft of • rropoaed Audit Report on Contracting for 
Defenie Finance end Accounting Service Support. dated 
Juno 1». 19*1 (»roject Mo. 7CIC-I009.02) 

The aubject draft raport Mila three recoanendation« to *y 
of fie*. My coaavent« regarding thoa« recommendation« ara a« follow»: 

Meciaaaiaflitio» A.l.a. - Xaaae a aworaadu. to all Do» contracting 
orgaaiaatioae, directing the. to eneere fair and o»e» eo-p.titlon 
eecuxa, adequate Jo.tlficatioa aad «oeiaeeatatioe «slate before 
contract» o« delivery ardara ara awarded, aad requiraaenta ara within 
tka eeope off «slating «ootracte. 

Tha genaral natura of auch a awaorandum would limit it« affaet. 
Tha procurement workforce ia airaady awaTa of tha naad for 
competition, documentation and working within aeopa. Sanding out 
auch a reminder dilutaa tha impact of more «pacific policy memor.nd«. 
Though auch a memorandum would ba aaay to produca. I reque»t you 
reconsider thia raconaandation. 

Recommendation A.I.». - Ceadaet a »roevxemeat management fritm *t 
tha Dafanaa riaaaee aad Accounting Sarriea during fiaoal yaar 1»»» or 
at tha aarliaat possible time. 

A Procurement Management Raviaw waa conducted at DFAS from 
July 20 through Auguat 7, 1998. A final raport ia expected to be 
leeuad by tha and of septaabar. 

tree«*' 
.ndatlon ».1. - Ma «eeosmead that the Director.  DeCamai 

ia aaoxdiaatias with tha »reeiiremaat enaagwt 
.ties. A.».»., aaelat tha Bases»« Finance and 

roriaw 

Aae«e*tl»g aaa^lea with tha ida.tifi.atia. •« all a*r.o^.l that ara 
part of the BfM aequiaitle. woe* (area a-d aaaur« that they »eat tha 
«weUtieatio» reajairameste of DoD »MHi, »Acquleltioa Caxaar 
Bw~le*m»at 

It ia beyond tha scope of • Procurement Management »•""•"<» 
identify al]L»mbers of the acquisition workforce of a particular 
or^i.ation. ttTprimary foe« of a PH* i. tha contracting office. 
E'Ecordanc. with tha cif««. Acquisition «orkforc. -P'?/«»'»^ *« 
(DAWIA), all member» of the contracting career field «1102 «aria«) 
are »embers of tha acquiaition workforce. Thua no further 
identification ia neceaaary. Tha MR tea. generally review« tha 
DAWIA qualification» of the contracting workforce. U  the proper 
identification of tha members of tha acquiaition workforce in the 

0 
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larger DTAS organisation out» l<to the contract in» office is required, 
thi« recoaaendetle* should be directed to toe Blttetor of Acquisition 
Education. Training «nd Career Develope>aat. 

My point of contact in thi« «attar is Steven Cohan. He can ba 
reached at (15-1571. 

■laanor R. Spactor * 
Director of Defenae rrocurement 
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Defense Finance and Accounting Service 
Comments 

DEFENSE FINANCE AND ACCOUNTING SERVICE 
tin jcmtnsoN DAVI* HIGHWAY 

AHUNOTON. VA2M40-»a«l ggp   _ |   gOg 

MEMORANDUM FOR DIRECTOR, CONTRACT MANAGEMENT DIRECTORATE, 
OFFICE OF THE INSPECTOR GENERAL, DEPARTMENT OF 
DEFENSE 

SUBJECT: Draft Audit Report on Contracting for Defense Finance and Accounting Service 
Support (Project No. 7CK-S009.02) 

Thi» U in response to your June 18,1998, memorandum requesting Defense Finance and 
Accounting Service (DFAS) comment! on the subject report. DFAS concurs with the 
recommendations and findings of the subject report. Specific comments are provided in 
Attachment I. 

DFAS is committed to improving its acquisition program. In 1996, we identified the 
problems related to the lack of a DFAS acquisition infrastructure. We requested and received 
procurement authority from the Director, Defense Procurement Although we have endeavored 
to implement and improve our acquisition program, we recognize that change of this magnitude 
takes time. We will use your report to assist us in the continued refinement of our acquisition 
program and in the strengthening of our management controls. 

Should you need additional information, please contact Mr. Gary W. Maxam, Director, 
Acquisition Support Organization, at (703) 607-5709. We appreciate the opportunity to 
comment on the draft report. 

Attachment 
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COMMENTS AND RESPONSE TO «MOMM0,»*™"t„ A-_ 
IN DRAFT IC REPORT ON CONTRACTING FOR DEFENSE^»»ANCTC AND 

ACCOUNTING SERVICE SUPPORT (PROJECT NO. 7CK-8009.P2) 

We tNMMri that the Dimeter, Delenie Procurement tow a menwrandum to all 

HFmMMENDAT10NA.lA 

Wc iniiiwml tbftt tfcv M*mw*t ******** * P «*»■._-— —     ^       
DoD contracting erganbatioai, directing A« to «»»re lair aid •P«i»"Pe«Jw •ea,rl' 
adequatertattteatio^^d^un^tarloa aitt. before contracts «r delivery orders are 
awarded, and requirements are within (he scope of dbtiag contracts. 

RESPONSE: 

DFAS will comply wiüi all memorandum» Usued by the Director, Defiase Procurement 

pgrOMMENDATION A.1A. 

We recommend that A« Diractor, Defense Procurement conduct a procurement 
management review of the Defense Flaaaec aad Accounting Service during fiscal year 1999 
or at the earliest pouible time. 

BESEQHSE; 

A procurement management review was conducted Jury 20 - August 7,1998. 

BRPOMMENDATION AJ* 

We recommend Oat At Director, Defense Finance aad Accounting Service, am a 
memorandum to Defense Finance aad AccoaatlBg Service Director, stetiag that past 
acquisition policy had at always bee. adheiud to aad «hat any *^ *?~£! 
personnel ofDefease Flaaace aad Acconatiag Service Regulation «•»•»i*A«4w,,,äM 

Authority and Policy," will not be tolerated and appropriate action wffl be taken. 

BESEQMSEi 

Concur. The estimated completion date: September 30,1998. 

BFryiMMTNTIATIONAJ.b. 

We recamnund 1hir* "■- r»~-*»», iw—« «—— and Accounting Service, 
Incorporate the Föderal Acquisition Regnlatisa requirements on dweloplng acquisition 
ntoa^toDAa»»nnaaeoaadAec««tiMS«vic«Rog»touV«4200.1-Rtoeaiure 
Laslmum competition. The regulation should establish acquisition milestone» to achieve 
r"'"" competition. 
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COMMENTS AND RESPONSE TO RECOMMENDATIONS 
IN DRAFT IG RETORT ON CONTRACTING FOR DEFENSE FINANCE AND 
 ACCOUNTING SERVICE SUPPORT (PROJECT NO. 7CK-M0».Q2) 

RESPONSE: 

Concur Defense Finance and Acemmtir* Sente (DFAS) Regulation 4200.1 JR. 
"Acquisition Authimty and Policy," will be amended to incoqiorete the deweloprnent of 
«cation plans snd «terete the lequiwn«^ Eatwuu^ completion 
dale: December 31,199S. 

BTmMMBNnATION AAc. 

We recommend that the Director, Defense Finance and Accenting Service, direct 
Dcfenw Finance and Accounting Serrlce headquarters» kg*! »me« le «view and apprav« 
■n requests to ate existing contracts. 

BESECMSE; 
Coocur. DFAS contracting officers will comply with FAR Part 1.6 and «ek legal advice 

prior to the approval of requests for use of existing contracts administered external of DFAS. 
Fyri^.t^ completion date: September 30,199«. 

With respect to die audit recommendation,v* note that the draft audit does not establish 
what is meant by "existing contracts." andseems to bmcate the teim extends to cmitiacte 
established in part to meet DFAS requirements, such as DISA's Defense Enteipnse Integrahon 
Services (DEIS) contract Sff ftlft ItTWrt. WTO 3 Md 7, Wc «P«^***«,, .^^ 
^^„^.^«m^to concern proposed orders, momficatic«is,ard other contrartactioris 
involving the exercise of contracting authority external to the DFAS-Acquisition Support 
OraanizatJon (ASOX and that the leccmmendation is similar in scope to section C.U.5 of DFAS 
42001* "Acquisition Structure and Authority", which states mat "approval must be obtained 
through DFAS-ASO/C for any requirement for external supiicrtn^coiUditeuhmacoofiacting 
■cttocL" However, this intent U not certain, and the audit should define whal types of "ewstjiig 
contracts" are subject to the proposed requiiement, ai»d ahould define what u mea^y 
"requests." Does "request" mean Military urttrdVparimftntal Purchase Requests (MIPRs), or all 
types of purchase requests, or something else? 

BFCOMMENDATIONAAd. 

We recommend that the Director, Defense Finance and Accoantlag Service, nqairc 
Chat Defenae Financial Integrated Systems Services erden Im Issaed t* the Deienm Fmejiee 
ami Accounting Service Headquarters Contracting Oiianlxatlenrntl«tlmn the Financial 
Services Orgaatzatioa, 
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COMMENTS AND RESPONSE TO RECOMRffiW^TIONS 
IN DRAFT IC REPORT ON CONTRACTING FOR DEFENSE£NANOTAND 

ACCOUNTING SERVICE SUPPORT (PROJECT NO. 7CK-tQ09J>2) 

pESPONSB: 

Concur. A. of July 1991. the Defense Fuu»cU Integrated Systems S«rviceii(DraS) 
and the Unisys FIP contracts are now adininistered by the hesdqttartera element of the DF AS 
Acqniri'tV"* Support Organization. 

prraMMENPATtON AAfc 

We receauBand that the Director, Defense Finance «■* A**umm^mg^T^^inH 

Defense Finance and Aceeuting Service Directors U address any extracting kwscs 
directly to the Director, Resource Maaag carat Deputate. 

BESEfiMSE; 
Concur The Head of the Contracting Activity (HCA) position will be placed within the 

Headqu.rtMftructi«onanequdUvdwifcaU<>to Eatimaled 
completion date: December 31,1998. 

COMMENT; 

Btcommendation is that Director» within DF AS should address cootracting-relatodI issues 
directly^D^. Resource Maw^ This recommendrton 
S3 on concerns expressed by DFAS-ASO peraonnel thaiTDepuWe dwctors were  
iprotching the support^«» eouü^ 

HCA within DFAS. Currently, the HCA is the Deputy Director for Customer Service and 
Administration (DFAS-HQ/CE). Conceptually, such a practice would seem not to P*»** 
ina3u\oce<»theHCAoVhusubordin^ A. reflected in FAR 2. 01. foe^cortrecUng 
activity" is the element of an agency octignatcd by the agency head aid delegated broad 
authority regardkga^irisitionnaictior^ , 
respcnsMityformanagiiigAetsontractmgacti^ If, given ox(«gsnizatioiial structure of 
SFATH is iporopriZ»n«k. DFAS*Q/C responsible for addressing °^**£*»%* 
it may be appropriate* elevate the position of HCA to the Deputate level; most regulatory HCA 
functions then could be »delegated back to DFAS-HQ/CE. 

Br^ftM1¥IFfmATIOWAJt 

We reeeaaaMad that the Director, Defense Finance and AcceaatiM 8ciTlec, aravide 
Mparato «Hlee spaces for all contractor personnel werldng at the IMenaeFtoaneennd 
Accounting Service headquarters and field offices and require that appropriate 
identification be warn at all tbnes. 
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.~S^S2g^sr 
»PSPONSE: 

'SSSSSSSlSSSSS?SSS^S^Umm 

ri~._k«rin 100» December 30,199» 

depend, upon Ihe nature of the woik to be performed. 

BFrftMMrNPATI0W AjA 

W.ree*.-e.dtb.t*.Dta^,Drfe«Fto«.^Ae«e«^Serv^*tore. 

the Secretary «T Defewe gnkUnee OB Economy Act order», 

BESEQMSE; 

Concur. Policy h. been ^^^^^^^^^X^. 12 1997. The inemorandum to be pubüshed «lUcommendrtionA^wuitflareMin» 
Estimated completion date: September 30.1998. 

pfr-^MMTNPATlON AAi. 

^  RJ       »w«i«iidltAip«r to conduct eee«« review of contract DA5W-»»-«wi* 

Corporation. 

RESPONSE: 

Ai^acortnct Eetta^convletiond-e:September30.199«. 

nrmMMgwnATIOWiU- 
«/ A A.* *. nhmttar. Pefo—c rraenrement, to enordtaatton wtt» the 
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ACCOUNTING SERVICE gttWORT (TROJE^ NO. 7CK-W09.02) 

Flaue« a«4 Aeeomttof S«r»«e» WM» "•?*"T™'™1 ^ BMHUC«*« nqainnMab of 

DoD SoÄsa-M, "Ae*ditto« ttmr Dtvtlop««« Frog««. 

BE5£ÖMSE 

CiviUu Aegakltioa fw»oM*l ■»* ?•*«•■»•" 

RESPONSE: 

Concur. Uponthecon^uWlhe,««^^^^ 

portions in ■cconhnee win DoD InrtwctooWOOSS.J!JT-R I 
SSoed tfter completion of tbe action Ibf Rewmmend-ion B.l. 

nrX?ttMf;rffATlowB:II>' 
w. MMMd Hut ** DJwctor, 0«f«M Ftoo« «« Aewajtag Strvk*. 

•daqustoly pwfora fteir «equbhloi AUMÜMU. 

BESESMSfc 

r««ur DFAStaiejUbliihediC«« Development ^«««tto„«d,teM^SLi 
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«%^m^^ 
COMMENT: 

force. However. DoD 5200•5^,utei**^^^ri of STDOD Ompooeot Acquisition 

that »munition personnel wwwlw^'"      muMtmnA ft«~a«^ to September 

1996. tte Prog« M«jM^^Acc^ 
Krertor for Systems^f^^^^S^Jtelifisry the intent of «be 
•**« office and «upp**«^ 

SSSSSsSSSsSaassÄ^ 
requested for Fiscal Year 1999. 
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""^.Sw?S»«S«SoW OTIUICTNO. 7CK-»»M2>  
GENERAL COMMENTS 

The following provide, com»«* on specific finding* witMn the disft report. 

Pege3-A«^Ba*kgrenn* 

toe« iy*emisothat the top UM reed, ^-maintain automated «formation 
system, for..." 

Page 3 - And« Background 

The draft audit «port make* «he «at»«* "Ihe Deputy Pj^*??""; 
M«»J»e*DFAS CeoWD«scto*.jmth«Dire^^^ 
SZKaWitYtoapproveacquW.^reauesU." Tbi.a««*«*-"1 

£3* that the» i. STunlimited authority to approve Woin»ti^ecbnology 
«iS^quem. The Office oftheSecwtavofDefa^IWuthek*^« of 
•Ar^^S^ approve Inf«^ 

craic renter Directors and the Director of me FSO. Tnu H ueany «xw™"' *** 
SSÄÄ wÄ^F.a-P«11»fo^««Te^iogy Acq»Utoon«d 

June 2,1997. 

Page 7 - Finding A «Selecting Seturee. af Centraeter Support" 

The draft audit report tepeatedly state, there we* a ^d****"****^^ 

Crtofc^DeHvery/IndefimteQu«d *^*£l£Lto ?<mfi<*M\\*M"^W^toc^vatemQ™*m*M. Addiüonalry. 
FAR S302ML11) «ate. *•* • »W* « «* «•*•*' ** ««ractactic«wh«the 

„3ment.of FAR W>eper^a»itraD«»huJ «V**?^^"^ 
S^Towtmctacüoii. IflheexWngcontract.^«^«'"^^.A? 
dSlom7ywimFAR^the «p. included other V^**?™'"**** 
o^^erwSe were in «ope, then neither a J^noravm^wouldbewpured. 

Page 11 - finding A "Inherently Government PnnctMH." 

UFAS tike, exception to the icport comments on page 11. which ttate that 

Sol ITteDFAS^aeglcBuMemPUni.anautonmtedtool«^Tecotete 
Z^Ld oer the DFAS^ontract forprcject/programnumag«loii*etamaM^e 

0FAS »Uff to urn in tracking the coat. schedule, and P^0"^ rf^^^n^L, 
to^ldevetoH fa^«P«« » a OAO r^ 
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GENERAL COMMENTS ON flNDINGS 
IN DRAFT IG REPORT ON CONTRACTINC FOR DEFENSE FINANCE AND 

ACCOUNTING SERVICE SWPORT (PROJECT NO. 7CK-M0».(tt) 

Dr. Harare, that «toted we <m not adequately managing our project» «t die HQor 
executive level. The capabilities of the tool ire beicd on recommonriahons of the OAO 
nn tnr^"g ""«m»n»ging the status of programs. Tecokite does not develop or manage 
specific atrategic plans or separate project», aor do they snslyxe inforn»tion or date in the 
automated sbxtegfcbusine» phut. Tlieyi»t»videoiüyo»inecliadjmaiidüi»liuctic^c« 
using Ihe tool for the DFAS staff to receive and evaluate the data/information. 

Pa«e 13 • Finding A "Contract Support OrgsnrrsHans Outside ef DeD" 

The draft audit report confuses the use of the NIH contract for (he purchase of 
Personal Computer! (PCs) with the use of a non-DoD contracting office. While the NIH 
oontractis a non-DoD contract, it was put in place for government-wide use. 
Additionally DoD contracting offices are able to use foe NIH contract without usug the 
NiH contracting office. In essence, DFAS awards and administers the orders it awards 
for DFAS requirements under this contract Therefore, the draft audit report 
inappropriately applied the Economy Act «quireiiterttotheuieoftlteNfflecmtracl 
The Economy Act determination refer» to the use of a non-DoD contracting office a» foe 
audit report implies. In the case of the NIH orders for PCs referred to in the report, 
DFAS contracting offices executed the orders themselves and did not use NIH's 
contracting office to place foe orders for mem. H should also be noted that DFAS 
contracting offices place orders, not foe FSO. The FSOis not a contracting office. 

Page It-lJ • Finding A «Work Directed to Subcontractors through New Contracts" 

DFAS disagrees that program officials directed work to preferred subcontractors. 
Two task orders (009 and 0013) chad as examples of work directed to subcontractors 
were,toiVt,competitivdyawardedordmforoughtlieDFKScontract In both cases, 
prime contractors and their subcontractor made verbal presentatiom of their technical 
proposals to program officials and the contracting officer awarded the orders using 
approtaiateiiroceduraaialdc<umcrtfarion, Both awards were justified based on best 
value to foe Government and program officials made no effortadiiw^ or indirectly to 
direct work to a preferred contractor. The example cited in the report (page 11) also does 

successful ofieror. only received an adjectival rating of "f^ on tl»e technical proposal; 
had a risky technical approach: and did not submit bis price jmfMial u accordance with 
thereo^iiicmcnteoftbesolidurion. Consequently, these examples are both misleading 
and inaccurate. 

Page ». Finding A «Work Directed to Subcontractors Through New Contracts" 

The draft audit report misstates the rec^remente regarding awari of General 
Administration Services (OSA) orders. The language in FAR 1.404(b)(2) does not 
require that quotes be solicited from more than one GSA vendor. It states "should" not 
"shall." Wnether more than one quote issofichedis a matter of discretion of the 
contracting officer. 
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GENERAL COMMENTS ON UNDINGS     ,„„.„_ 

A^WTnicsraVlCESUFPORT IPHOJECTNO. 7CK-W094«)  

Pagt 21 • Hading A ^oespetWan" 

Tk- A.« ™Ait «nort chancterias the Uiki under DFISS delivery orders at new 

^^^3tw«ofÜ»iiÄW«dia)|«ofA«ooo«rict A. ta typical of an 
SK2S«eUet of etch oder «ere unknown sttl*li«ne of placement 
^?^!?^^!ELi^mvnUdalethecoir^ T*"* 

Pal« 24 - Finding A «DFAS Initiatives tor IsaaraveaMat" 

DFAS disssrees with the allegation concerning the lack of DFAS Acquisition 

Sofc£ÄRhad^ 
.^i^«*^Dolfcyrcmiiru«ASOcoord1r^^ TbeProgram 

M «ad costs «et project itqwrements and were in the best »»te|e«ofthe 
S^-mSentThe fact thattbe Deputy Program Mamu^ was iioneco^t«« certified 
2LXÄJS^yS«. IiieiSonSo duagrecs ttutf the Director, Program 

Support Organization, how to best satisfy the requäremeot 

Page 32 - Findlag B "Fatare Requirements" 

The Univs contrast allows ftr hardware, aorW and Fff «W^"^]* 
w*Jm3*** with the i^^^a>ot^r^^^^d 
worfdbe an integrator and the coninct services would idenufy solut^ end standards 
for DFAS ecui«r»taiidsotfcwre. to addition, sc^^ 
ELdWsXem^FIPsuprJimDiovid*^ 

ThelLrttnnuÄhar^^ 
eom^e^ddoesnot aUow. nor was it intended to allow, ciiewnventton of the DoD 
acqnirHfr»" policies and procedures. 

Page 32-Finding B "Future RaqaJreawats" 

Ttadraftauditrei»rt.lleg«th*th^ 
hardware buys under the UnUys contract The contract u mit a requirement type 
cc2^in«roS. A.^tbsGoyer.anertri^order-r^or-hUle-rt 
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GENERAL COMMENTS ON FINDINGS    _„_ imm 
«DRAFT IG RETORT ON CONTIUCTmC FOR DEFUSE 1TOMNCT AND 

ACCOUNTING SERVICE SUPPORT (PROJECT NO. 7OH009.02) _ 

«idw* within icooe. The only nunimuiii» were on the fir* ye» «nd *ey tave long 

f^-ow-re thtf w» origüully «gge*ed for prowmnenl on the UaUyt conn**. 

r*ge32-F1»diagB "F.t.r.IUqBlrm«.ti- 

Refc«ceDeUveryOrder0071. DFAS-KWA received 1heie««^^ 
«„«MOW*«witüieconmeodod©IQcontnctuthe.ource. Thu™Qg* 

!^Suusvi to provMet quote. Unieyi competed the requwment («wpetrtion 
KÜ^ta ;vS^«do(fcred .price** «Mowed DFAS to purchMe« 
t^^^^^i^Tj^n^Sm.000). The«nitprfce*o 
included . 3-yev oa-iite wnuty. 

rege 32 - Finding B «Firtwre Reamirenunt*" 

Thereoortftrtesi»govenimertco«eitiin^wMiK»formed. Thi» is incorrect 
Thee*^«th^f™tt*recon*>ea^^ 

funded, which if typicd when hirdwwe u being purchuea. 

10 
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