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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202.2884

April 3, 1992

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION
DIRECTOR, DEFENSE RESEARCH AND ENGINEERING
DIRECTOR OF DEFENSE PROCUREMENT
ASSISTANT SECRETARY OF THE DEFENSE (COMMAND,

CONTROL, COMMUNICATIONS and INTELLIGENCE)
COMPTROLLER OF THE DEPARTMENT OF DEFENSE
ASSISTANT SECRETARY OF THE ARMY (FINANCIAL

MANAGEMENT)

ASSISTANT SECRETARY OF THE NAVY (FINANCIAL

MANAGEMENT)

ASSISTANT SECRETARY OF THE AIR FORCE

(FINANCIAL MANAGEMENT AND COMPTROLLER)
DIRECTOR, DEFENSE LOGISTICS AGENCY

SUBJECT: Final Quick-Reaction Report on DoD Procurements Through
the Tennessee Valley Authority (Report No. 92-069)

Introduction

During FY 1991, the Office of the Director, Defense Research
and Engineering; the Army, Navy, and Air Force; and Defense
Logistics Agency (DLA) activities issued 306 interagency orders
valued at about $149 million to the Tennessee Valley Authority
(TVA) to procure support services and various equipment items.
Of the $149 million, 160 orders valued at $95.7 million were
issued to TVA in August and September 1991 with expiring funds
(Appendix A). On September 17, 1991, we met with representatives
of the Inspector General, TVA, to discuss potential problems with
DoD procurements through the TVA. On October 11, 1991, we
announced a cooperative audit with the Inspector General, TVA, to
evaluate the DoD use of interagency orders to obtain contracting
support from the TVA.

Authorization of Orders. DoD officials, who lacked
authority under the FAR and DFARS to approve interagency
acquisitions, improperly authorized 147 interagency orders to
transfer $84.8 million of expiring funds during August and
September 1991 to TVA to achieve technical obligation of those
funds. The interagency orders to TVA involved ‘"contract
offloading" or using TVA contracting capabilities rather than the
DoD contracting system. DoD is paying TVA a brokerage fee ranging
from 5 to 10 percent of the total value of each order to perform
contracting functions that DoD should perform. In addition,
internal control procedures and practices at the DoD activities
involved were not adequate to ensure that contracting officers
approved interagency orders as required by the Federal




Acquisition Regulation (FAR) and Defense Federal Acquisition
Regulation Supplement (DFARS), or to preclude the transfer of
funds to the TVA on orders that were not properly authorized.
This report addresses only those orders with funds issued to TVA
in August and September 1991. A subsequent report will address
the overall management of the interagency agreement program with
TvA and funding received by the TVA from DoD activities before
August 1, 1991. We are also performing similar audits with the
Inspectors General of the Department of Energy and the National
Aeronautical and Space Administration.

Corrective 0SD Actions. We received excellent cooperation
from the Comptroller of the Department of Defense, who insisted
that the TVA cease contracting actions on questionable orders. On
October 24, 1991, the Inspector General, DoD, sent the
Comptroller a memorandum requesting that he authorize TVA to
suspend contract awards for 30 days for those DoD orders received
during September 1991. On November 12, 1991, in a letter to the
President, Resources Group, TVA, the Comptroller requested that
TVA suspend actions that would further obligate DoD funds on
interagency orders received during September 1991. On
November 13, 1991, the Comptroller issued a memorandum to inform
the Military Departments and Defense agencies that he had
requested TVA to temporarily suspend contracting actions. 1In a
letter to TVA on Decembér 17, 1991, the Comptroller requested
that TVA refrain from further contract activity on the
contracting actions until additional guidance was provided. The
complete text of this correspondence is contained in Appendix B.

On October 25, 1991, the Under Secretary of Defense for
Acquisition issued a memorandum to the Secretaries of the
Military Departments and Directors of the Defense agencies to
reinforce DoD policies regarding contract offloading and to
request aggressive actions to ensure compliance with established
policies regarding the use of interagency agreements
(Appendix C). The memorandum solicited continued support from
the Military Departments and DLA in minimizing the risk of orders
for interagency acquisitions being placed by unauthorized DoD
program officials.

Army Actions. On December 26, 1991, the Assistant Secretary
of the Army (Research, Development and Acquisition) issued a
message to all Army 1legal offices, comptrollers, resource
managers, and finance and accounting offices concerning Army
activities' continuation of improper <contract offloading
practices and possible funding violations, and stated that these
practices must cease immediately. The message requested that all
activities that sent work or funds to TVA in fiscal years 1990
and 1991, submit a detailed report including justification for
the need to procure through TVA (Appendix D). '




objectives and Bcope
Inspector General, DoD. The objective of the audit was to

evaluate the use of interagency agreements and orders to obtain
contracting support from the TVA. For this report, we determined
whether DoD contracting officers reviewed the requirements on the
interagency orders and authorized the interagency acquisitions in
accordance with the FAR and DFARS. We also examined the
interagency orders issued to TVA in August and September 1991 to
determine compliance with year-end spending restrictions. We
visited the TVA, Knoxville, Tennessee, to interview
representatives of the Technology Brokering Program (TBP) and
General Counsel, TVA, obtain interagency agreements, ordering
documents, invoices, and correspondence relating to DoD orders to
the TBP and TVA’s Work-For-Others (WFO) Program at Muscle Shoals,
Alabama, during FY 1991. We gqueried DoD activities that issued
interagency orders to TVA, using a questionnaire. We examined
186 orders valued at $106.5 million that were issued to TVA by
DoD activities during August or September 1991 to  ensure
compliance with year-end spending restrictions.

This report is based on work performed from October through
December 1991. The audit was made in accordance with auditing
standards issued by the Comptroller General of the United States,
as implemented by the Inspector General, DoD. Accordingly, we
jncluded such tests of internal controls as were considered
necessary. We did not rely on computer-based data to accomplish
the audit objectives. Activities contacted are 1listed at
Appendix E.

_ Inspector General, TVA. As part of the cooperative audit
between DoD and TVA, the Inspector General, TVA evaluated the TVA
compliance with applicable procurement laws and regulations;
achievement of the Technology Brokering Program objectives; and
procedures used by DoD to obtain contracting support from the
TVA. The review was conducted from October through December 1991.
The Inspector General, TVA:

o sampled contractual agreements issued by TVA during
FY 1991 on a judgmental basis, to determine the nature of the
work accepted by the TBP, '

o interviewed TVA contractors (cooperators) to
determine how the TBP was marketed and the extent of the contract
administration process performed by TVA,

o performed a limited review of the internal controls
relating to the contract administration process,

o reviewed the basis for the brokerage fee charged by
TVA to administer the TBP, and

o examined the use of interest earned on monies from
funding activities.




The Inspector General, TVA is planning to issue a final
audit report on the results of their audit of the TBP in April

1992.
nternal Controls

The audit identified a material internal control weakness as
defined by Public Law 97-255, OMB Circular No. A-123 and DoD
Directive 5010.38. Internal accounting and administrative
controls either did not exist or were inadequate to preclude
unauthorized issuance of interagency orders and to preclude
payments on interagency orders that were not approved by DoD
contracting officers. DoD program officials circumvented
established policy and exceeded their authority by not obtaining
required approvals from DoD contracting officers in placing
interagency orders with TVA. Additionally, corrective actions
were not implemented on deficiencies reported in prior audit
reports of interagency acquisitions through the Library of
Congress and the Department of Energy. We attributed these
conditions to a lack of management emphasis on implementing
control procedures by the Military Departments. Compliance with
the FAR and DFARS procedures for interagency acquisitions would
probably have prevented the deficiencies discussed in this
report. Contracting officers generally have the skills and
requisite training necessary to determine whether another Federal
agency can provide the needed supplies and services more
economically and efficiently than through direct DoD contracting.
In the DoD FY 1991 annual statement of assurance, the Army and
Navy identified the inappropriate offloading of contract
requirements as a material weakness. The target date for
correction of the weakness is FY 1992. The Air Force stated that
it corrected a material weakness in contract offloading
identified in FY 1990 through changes to policy and regulations.
Implementation of the report recommendations should correct the
weaknesses. A copy of this report will be provided to the senior
internal control officials in OSD and the Army, Navy, and Air
Force.

Prior Audit Coverage

buring the last 3 years, the Inspector General, DoD issued
the following reports on contracting through interagency
agreements with non-DoD agencies.

o Report No. 90-034, "Contracting Through Interagency
Agreements with the Library of Congress," February 9, 1990

o Report No. 90-085, "DoD Hotline Allegation of
Irregularities in DoD Contractual Arrangements, with the
Department of Energy," June 19, 1990

The Inspector General, DoD also has the following audits in
_ process.




o Project No. 1CH-0033, "Allegations of Improprieties
Involving DoD Acquisition of Services Through the Department of
Energy," which is a cooperative audit with the Inspector General,
Department of Energy.

o Project No. 1CA-8004, "DoD Procurements Through the
Jet Propulsion Laboratory," which is a cooperative audit with
the Inspector  General, National Aeronautics and Space
Administration. '

Background

Interagency Acquisitions. The Economy Act of 1932, U.S.C.,
title 31, section 1535, provides the authority and conditions for
interagency acquisition of goods and services. The Act
authorizes the head of an agency or major organizational unit
within an agency to acquire goods or services from another
agency, if the other agency is in a position to provide or obtain
by contract the services or goods ordered; the head of the agency
or unit determines that it is in the best interest of the
Government; and the head of the agency determines that the
services cannot be obtained as conveniently or cheaply from a
commercial enterprise. The Act further defines the head of an
agency or unit as the Secretary of Defense or the Secretary of a
Military Department. The FAR Subpart 6.002, "Competition
Requirements," states that no agency shall contract for supplies
and services from another agency for the purpose of avoiding the
requirements of competitive contracting.

The FAR Subpart 17.502, "Interagency Acquisitions Under the
Economy Act," requires that the head of the requesting agency, or
designee, make a determination that orders placed under the Act
with another agency are in the best interest of the Government
prior to placing the orders. The DFARS 217.502 (1988 edition)
states that a DoD contracting officer is the designee to make the
determination required by the FAR. The purpose of the FAR and
DFARS requirements are to ensure that the expert knowledge of DoD
contracting officers is fully utilized in determining that it is
in the best interest of DoD to obtain required supplies or
services through an interagency acquisition rather than through
direct contracting by DoD.

The FAR Subpart 17.504(b), "Ordering Procedures," states
that an interagency order may be placed on any form or document
that is acceptable to both agencies, as long as the order
includes a description of the supplies or services required,
delivery requirements, a funds citation, a payment provision, and
acquisition authority as may be appropriate. Two documents that
are used to place interagency orders are a contract'instrument,
such as a delivery order placed on a DD Form 1155, "Order for
Supplies and Services," or a DD Form 448, "Military
Interdepartmental Purchase Request (MIPR)." The contract
instrument is signed by a contracting officer and, if above
$25,000, will be identified in the DD 350 Individual Contract




Action Reporting System. A MIPR is a purchase request authorized
by DFARS 208.7006 to be used to procure items assigned to another
DoD Component or the General Services Administration for
integrated materiel management. A MIPR may also be used to
acquire nonpersonal services in accordance with single department
acquisition assignments or agreements between departments within
DoD as provided in DFARS 208.7005. A MIPR is not intended to be
used to procure supplies or services from other agencies, and
there is no requirement for purchases using MIPRS to be
jdentified in the DD 350 Individual Contract Action Reporting
System.

TVA Programs. The TVA accepted interagency orders from DoD
activities under two programs: the TBP, which is managed at TVA
offices in Knoxville, Tennessee, and the WFO Program, which is
managed by the TVA National Fertilizer and Environmental Research
Center at Muscle Shoals, Alabama. For performing the contracting
function and administering the programs, the TBP and WFO assessed
DoD activities a fee ranging from 5 to 10 percent per order
depending on total dollar values of the orders. The TVA
established the TBP in 1988 and received $500,000 in interagency
orders from DoD activities in the first year. Total receipts for
the TBP increased to over $40 million in FY 1991, through July,
and the program received an additional $106.5 million from DoD
activities in August and September 1991.

Year-end Spending. The subject of year-end spending was
addressed in several Office of Management and Budget (OMB) policy
letters during the last 10 years. In 1981, the Office of Federal
Procurement Policy, OMB, issued Policy Letter 81-1, which stated
that each agency head is responsible for ensuring efficient and
economical procurement by reducing wasteful practices resulting
from hurried or unnecessary end-of-year procurements. In 1987,
and again in 1988, the Director, OMB, issued memorandums asking
agency heads to prevent wasteful year-end spending through the
obligation of funds solely to keep them from lapsing or being
reported as unobligated at fiscal year end.

Discussjion

DoD officials, who lacked authority under the Economy Act,
the FAR, and the DFARS to approve interagency acquisitions,
transferred expiring funds during August and September 1991 to
achieve technical obligation of those funds. The TVA accepted
the orders assuming they were properly authorized by DoD

activities. The DoD activities that issued unauthorized
interagency orders to the TVA are identified in Appendix A.
Contracting Officer Approval. Using a questionnaire, we

contacted the DoD activities that issued interagency orders to
the TVA during FY 1991 to determine whether the orders were
approved in advance of issuance by a DoD contracting officer. We
determined that only 3 of the 306 interagency orders issued
during FY 1991 were properly authorized by DoD contracting




officers. Another 62 interagency orders were reported as
reviewed by contracting officers, but those with determinations
and findings did not adequately support the fact that the
supplies or services could not be provided more conveniently or
economically by a commercial source, and those without
determinations and findings only had verbal contracting officer’s
approval. The remaining 303 orders were unauthorized
acquisitions. The responses from all DoD activities queried are
not included in this report because some responses clearly
exhibited a lack of knowledge of DoD contracting principles and a
lack of understanding of year-end spending restrictions. The
responses were provided to appropriate command personnel in the
Military Departments.

Year-end Spending. During August and September 1991, DoD
activities issued 186 interagency orders valued at $106.5 million
to TVA. We determined that 160 of these orders valued at
$95.7 million involved transfers of funds due to expire at the
end of FY 1991. Acceptance of the orders by TVA was sufficient
evidence to support the recording of an obligation on the DoD
financial records. We considered as inappropriate year-end
spending, those interagency orders lacking proper contracting
officer determinations and approvals, which were issued during
August or September 1991 and cited expiring funds. We also
considered as year-end spending orders citing expiring funds for
ongoing projects that were not identified in statements of work
prior to August or September 1991.

The following are examples of orders issued to the TVA
during August or September 1991.

o On August 21, 1991, the Naval Ship Systems
Engineering Station in Philadelphia, Pennsylvania, requested that
TVA contract with Engineering Visions, Incorporated, for various
prototype modernization projects for Navy vessels. The Station
transferred Navy Operation and Maintenance (0&M) funds in the
amount of $6,067,220 for this procurement.

o On September 10, 1991, the U.S. Army John F. Kennedy
Special Warfare Center and School at Fort Bragg, North Carolina,
requested TVA to procure 404 Intel model 386 laptop computers,
404 portable Diconix printers, and associated software for the
computers. These computers were for student use at the School.
- Army O&M funds in the amount of $2,007,108 were provided for this
procurement.

© On September 16, 1991, U.S. Forces, KXorea (USFK)
requested TVA to contract for the development of a decision
support system to support information requiremerts of the
Commander, USFK. An initial increment of Army O&M funds in the
amount of $1.0 million was provided for this procurement. These
funds were withdrawn by the USFK after we inquired about approval
of the order.




o In September 1991, the Air Force, Headquarters,
g834th Air Base Wing at Hurlburt Field, Florida, sent 10 MIPRs to
TVA to obtain goods and services such as a gas utility vehicle,
hand-held handi-talkies with headsets and boom microphones,
asbestos removal, design of a machine gun range, and a
requirement to clear trees and underbrush. Air Force O&M funds
of $995,000 were provided for these procurements.

o During August and September 1991, the Army all
Source Analysis System Program Office (ASAS) transferred O&M
funds of $2,162,900 to TVA to develop requirements and evaluate
hardware and software architecture for the ASAS Training System.
These funds were subsequently withdrawn.

As a result of our inquiries during this audit,
10 activities withdrew $5.9 million from TVA (Appendix F). The
DoD activities listed in Appendix A should terminate those
interagency orders issued inappropriately during August or
September 1991 and procure the valid supplies or services through
a contracting office.

Status of Orders Accepted by TVA. TVA stopped contracting

actions on 137 of the 186 DoD interagency orders, valued at
$84.5 million, as the result of two requests from the
Comptroller, DoD (November 12, and December 17, 1991). The TVA
also delayed issuance of definitized contracts for another
16 orders, valued at $20.2 million for which it had issued
letters of intent to contractors prior to the suspension. A
letter of intent authorizes the contractor to proceed with work
and to incur costs up to a specified ceiling amount prior to
receiving a formal contract. The TVA letters of intent, however,
do not authorize contractors to submit invoices prior to award of
the formal contract.

Under the Economy Act, U.S.C., title 31, section 1535, any
funds transferred to another agency under the Act must be
deobligated at the end of the fiscal year unless the performing
agency has incurred valid obligations under the agreement. For
these purposes, valid obligations can only be incurred after a
contract has been established. Until a contract is issued by
TVA, a binding obligation of DoD funds has not occurred.
Further, section 1311(a) of the Economy Act states that the
procuring agency may not have more time to execute the
procurement through contracts than the agency issuing the orders
would have had, if it had done the procuring. All DoD
interagency orders issued to TVA, using expiring FY 1991 funds
that were not ©placed on contracts by TVA prior to
September 30, 1991, should have been canceled and the funds
deobligated in accordance with the Act. Also, those: orders with
expiring funds issued to TVA on which TVA has issued letters of
intent after September 30, 1991, should be terminated and funded
with current year’s funds. A onetime monetary benefit of
$13.2 million can be realized by the cancellation of these
interagency orders. This includes $7.3 million in TVA brokerage




fees, from cancellation of the interagency orders shown in
Appendix A, and $5.9 million for the interagency orders in
Appendix F that were withdrawn by DoD activities. Additional
savings of up to $84.2 million could be realized if requirements
for the orders, identified in Appendix A, are not needed.

sons fo se of TVA. Some of the reasons cited by
program officials, in response to our inquiries, for the absence
of a DoD contracting officer’s approval on the orders were:

o the requiring activity did not have a contracting
office,

o the program official was not aware that approval by
a DoD contracting officer was required,

o the program office believed TVA was responsible for
determining compliance with applicable laws,

o a contracting officers approval would have delayed
issuance of the order,

o the program office did not want to "overtax"
contract personnel, and

o the contracting office denied the reguest to use TVA
so the activity obtained services through TVA directly.

These reasons indicate that adequate corrective actions were
not taken by the Military Departments to strengthen internal
controls after issuance of previous Inspector General, DoD, audit
reports on contract offloading. Those reports described the
inappropriate issuance of DoD interagency orders to the Library
of Congress in Report No. 90-034, "Contracting Through the
Interagency Agreements with the Library of Congress,"
February 9, 1990, and the Department of Energy, Report
No. 90-085, "DoD Hotline Allegation of Irregularities in DoD
Contractual Arrangements with the Department of Energy,"
June 19, 1990. As a result of those audits, the Principal Deputy
Assistant Secretary of Defense (Production and Logistics) issued
a May 10, 1990, memorandum that solicited support of the Military
Departments and DLA in training program officials and in
establishing internal control procedures to prevent placement of
interagency orders by unauthorized DoD program officials.

Forms Used. All of the unauthorized interagency orders were
placed using MIPRs (DD Form 448) or similar Navy forms. MIPRs,
vhen issued by one DoD Component to another DoD Component, do not
require contracting officer approval. Because the. interagency
acquisitions to TVA were made on MIPRs rather than contract
instruments, the acquisitions through another Government agency
were not obvious to senior DoD managers. Also, the MIPRs were
not included in the DD 350 Individual Contract Action Reporting
System. Because these were unauthorized acquisitions that did not
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comply with the requirements of the Economy Act, the FAR and
DFARS, appropriate disciplinary actions should be initiated
against those program officials who knowingly exceeded their
authority and circumvented applicable laws and regulations when
authorizing or placing interagency orders with TVA. In addition,
DoD procurement officials should be required to use a form when
procuring goods and services from non-DoD agencies that includes
sections to be completed and signed by a contracting officer.

ecommendations fo c (]

We recommend that the Assistant Secretary of Defense
(Command, Control, Communications and Intelligence), the Service
Acquisition Executives, and the Director, Defense Logistics
Agency: -

1. Cancel all interagency orders to the Tennessee Valley
Authority listed in Appendix A that are determined to be improper
or unauthorized, that have not been placed on contract, or that .
have letters of intent to contractors but where no costs were
incurred.

2. Determine the appropriateness of terminating or reducing
interagency orders where the Tennessee Valley Authority has only
jssued letters of commitment to contractors and verify that
proper funding is used on any contracts that are awarded.

3. Prohibit placement of requests for supplemental work
under existing interagency agreements if not properly approved by
a DoD contracting officer.

4. Initiate disciplinary action against program officials
who knowingly exceeded their authority by improperly authorizing
or placing interagency orders with the Tennessee Valley
Authority.

5. Discontinue the use of Military Interdepartmental
Purchase Requests (DD Form 448) and similar forms to order goods
and services from other Federal agencies and develop a form that
includes a section for completion by contracting officers to
document compliance with the Federal Acquisition Regulation and
the Defense Federal Acquisition Regulation Supplement.

6. Provide information on canceled orders and disciplinary
actions taken against program officials to the Assistant
Inspector General for Analysis and Followup, DoD.

Management Comments

A draft of this report was issued on December 18, 1991. We
received prompt comments from the Assistant Secretary of the Army
(Research, Development and Acquisition); Assistant Secretary of
the Navy (Research, Development and Acguisition); Assistant
Secretary of the Air Force (Acquisition); Director, Defense
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Logistics Agency; and Director of Defense Procurement. We also
received comments from the Director, Defense Research and
Engineering and the Assistant Secretary of Defense (Command,
Control, Communications and Intelligence) on February 5, 1992. A
complete text of all comments is provided in Appendices I

through O.

e . The Assistant Secretary of the Army
(Research, Development and Acquisition) substantially concurred
with the finding and recommendations and stated that all orders
not placed on contract by TVA, and not processed in compliance
with the Economy Act and DoD year-end spending policies would be
canceled. The estimated completion date for this action is
March 31, 199%92. The Assistant Secretary stated that the Army
would review all interagency orders where only letters of intent
have been issued; and when appropriate, reguest that the orders
be terminated, the funds returned, or that proper funds be used.
The estimated completion date is April 30, 1992. The Assistant
Secretary further agreed that by May 31, 1992, the Army would
initiate disciplinary actions against officials who knowingly and
willfully exceeded their authority by improperly authorizing and
affecting interagency orders with TVA. On December 26, 1991, the
Assistant Secretary directed all activities to require the
approval of a contracting officer on any interagency agreement or
individual interagency order issued to a non-DoD agency. The
Assistant Secretary agreed that a form requiring a contracting
officer’s signature is needed, and in the December 26, 1991,
message directed that during the interim, contracting officers
must sign the MIPR to attest that an Economy Act determination
has been made. The Assistant Secretary questioned the potential
onetime monetary benefit of $106.4 million cited in the draft
report. The Assistant Secretary suggested that a more reasonable
figure would be the difference between the estimated additional
cost to go through TVA rather than through a DoD activity.

Navy comments. The Assistant Secretary of the Navy
(Reésearch, Development and Acquisition) concurred in principle
with the finding and recommendations, stating that all orders
issued to TVA that can be canceled will be canceled and that the
orders may be reissued only after meeting all regulatory
requirements for interagency and Economy Act orders. Those
orders determined to be unauthorized and those citing
inappropriate funds would be terminated, reduced, or ratified
with proper funding, as appropriate. The Assistant Secretary
also stated that the Navy will reissue guidance on the regulatory
requirements for contracting officer approval of Economy Act
orders as soon as practicable, and that disciplinary action would
be initiated by activity commanders on those unauthorized
personnel who abused interagency acquisitions by obligating
expiring funds or using favored contractors. The Assistant
Secretary agreed with the development of a form for interagency
purchases and stated that the form should include requirements
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for recording the acquisitions in the DD 350 Individual Contract
Action Reporting System. The Assistant Secretary did not provide
planned dates for completing the corrective actions and did not
comment on the potential monetary benefits from cancellation of

the orders.

Air Force comments. The Assistant Secretary of the Air
Force (Acquisition) - concurred with the finding and

recommendations, stating that MIPRs were not appropriately used
in all cases, and that actions would be taken to eliminate their
unauthorized use. The Assistant Secretary stated that in the
future, all MIPRs will be reviewed by an appropriate contracting
authority, and all the interagency orders with TVA would be
reviewed; and those orders not approved by a contracting officer
would be canceled. The Assistant Secretary also stated that
appropriate administrative and disciplinary action will be taken,
as needed, consistent with appropriate policies, procedures, and
legal considerations. A Management Policy and Procedures
Directive will be issued requiring a contracting officer
determination on all interagency agreements and additional
guidance on interagency ordering will be included in the Air
Force FAR Supplement. The Assistant Secretary did not agree with
the potential monetary benefits of $106.4 million and stated that
some of the interagency orders represent bona fide requirements
that will be reprocured. Tentative milestones for completion of
the corrective actions were not identified.

Defense logistics Agency comments. The Deputy Comptroller,
Defense Logistics Agency partially concurred with the finding but

did not agree that it constituted a material internal control
weakness for DLA. The Deputy Comptroller stated that the service
that DLA procured through TVA had been performed and there were
no outstanding orders with TVA. Current policy regarding
interagency agreements will be reinforced to specify that using
another DoD interagency agreement also requires compliance with
the FAR and approval for the transfer of funds.

The Deputy Comptroller did not agree that disciplinary
action should be initiated against any DLA personnel because the
Defense Reutilization and Marketing Service acted on the advice
of Kelly Air Force Base personnel to fund the $28,112 order with
TVA, and the order was for a valid requirement. The Deputy
Comptroller also nonconcurred with the recommendation to
discontinue the use of MIPRs and similar forms to place orders
with other Federal agencies, stating that DoD should instead
clarify its use and approval process for interagency agreements
in the Finance and Accounting Manual and other regulations. The
comments did not identify a planned date for issuance of the
amended policy specifying the need for contracting officer review
and approval of the use of another DoD Component’s interagency
agreement.
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Director of Defense Procurement comments. The Director of
Defense Procurement concurred in principle with the
recommendation to change the MIPR and similar forms used to place
orders under the Economy Act. The Director stated that the
DAR Council will be asked to develop DFARS language to require
using only the DD Form 448 (MIPR) to place orders under the
Economy Act, and to modify the MIPR by adding a signature block
for the signature of the cognizant contracting officer,
indicating a determination that the order being placed under the
Economy Act is in the best interest of the Government.

Director, Defense Research and Engineering comments. The
Director, Defense Research and Engineering stated that the
$10,000 interagency order issued to TVA expired - on
December 31, 1991, and it would not be renewed. The Director
also stated that responsibility for the program has been
transferred to the Assistant Secretary of Defense (Command,
Control, Communications and Intelligence). The Director did not
plan to initiate disciplinary action against the program manager
because the program had moved and the program officials did not
exceed their authority.

ssistant Secretary of Defense ommand, Control, Communica-
tions _and Intellidgdence) comments. The Assistant Secretary of
Defense (Command, Control, Communications and Intelligence) also
provided comments on the recommendations, disagreeing with most
of the recommendations. The Assistant Secretary stated that the
$10,000 MIPR, issued in August 1991 to TVA to support the program
transferred to his office from the Director, Defense Research and
Engineering was properly authorized, and that disciplinary action
should not be taken against any program official since no program
officials exceeded their authority. The Assistant Secretary also
suggested that the recommendations prohibiting placement of
supplemental work under existing interagency agreements and
developing a form that includes a contracting officer’s
completion be revised to allow for officials other than
contracting officers to approve interagency agreements.

Audit Response to Management Comments

We consider the comments from the Army, Navy, Air Force,
Director of Defense Procurement, and the Director, Defense
Research and Engineering to be generally responsive. We dccept
DLA’s position that the issuance of a single $28,112 order by
one activity is not sufficient evidence of a material internal
control weakness that would require disciplinary action.

We consider the comments from the Assistant Secretary of
Defense (Command, Control, Communications and Intelligence) to be
generally nonresponsive. The Contracting Officer’s Technical
Representative and the other officials identified in the response
were not authorized to approve the MIPR to TVA and their actions
do not ~constitute compliance with the FAR and DFARS.
DFARS 217.502 (1988 edition) states that a DoD contracting
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officer is the designee to make the determination required by the
FAR. We believe this to mean that the program officials should
have had a contracting officer in the Defense Supply Service-
washington review the MIPR and provide the determination and
finding required by DFARS 217.502. We do not agree that a
deviation to DFARS 217.502 is warranted for the program that was
transferred to the Assistant Secretary.

Based on the comments from the Army and Air Force concerning
the amount of onetime monetary benefits, we revised the amount to
consider valid requirements that might be reprocessed after
cancellation from TVA. Therefore, the onetime monetary benefit
has been revised to $13.2 million and consists of the TVA
brokerage fee that would be saved by canceling the interagency
orders in Appendix A and the amounts already withdrawn by DoD
activities. In addition, potential additional savings exist if
some of the other requirements are canceled.

Request for Comments

DoD Directive 7650.3 requires that all recommendations be
resolved promptly and that completion dates for actions taken or
planned be provided. Comments to the final report are requested
by May 4, 1992. For the final report,; we added Recommendation 6.
that requests information on canceled orders and disciplinary
actions be provided to the Assistant Inspector General for
Analysis and Followup, DoD. We request that the Army, Navy, and
Air Force provide a response on Recommendation 6. and completion
dates for all agreed upon corrective actions. We also request
that the Assistant Secretary of Defense (Command, Control,
Communications and Intelligence) respond to Recommendation 6. and
reconsider his position and provide additional comments on the
recommendations. The comments must indicate concurrence or
nonconcurrence in the finding and each recommendation addressed
to you. If you concur, describe the corrective actions taken or
planned, the completion dates for actions taken, and the
estimated completion dates for the completion of planned actions.
If you nonconcur, state your specific reasons for each
nonconcurrence. If appropriate, you may propose alternative
methods for accomplishing desired improvements.

We also request that the Army, Navy, and Air Force provide
comments on the revised monetary benefits (Appendix F and G). If
you nonconcur with the estimated monetary benefits or any part
thereof, you must state the amount you nonconcur with and the
basis for your nonconcurrence. Recommendations and potential
monetary benefits are subject to resolution in accordance with
DoD Directive 7650.3 in the event of nonconcurrence or failure to
comment. )
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The cooperation and courtesies extended to the audit staff
are appreciated. If you have any questions on this audit, please
contact Mr. Garold E. Stephenson at (703) 614-6275 (DSN 224-6275)
or Ms. Kimberley Caprio at (703) 614-3463 (DSN 224-3463). Copies
of this final report will be distributed to the activities listed

in Appendix H.

Robert J. Lieberman
Assistant Inspector General
for Auditing

Enclosures

cc:
Secretary of the Army

Secretary of the Navy

Secretary of the Air Force

Inspector General, Tennessee Valley Authority
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY

BY THE TENNESSEE VALLEY AUTHORITY

’

INSPECTOR GENERAL
OEPAATMENT OF DEFENSE
400 ARNY NAVY DAIVE
ARLINGTON. VIRGINIA 83308.8084

0CT 24 1991

MEMORANDUN POR COMPTROLLER, DEPARTMENT OF DEPINSE
SUBJECT: Interagency Orders at Tennessee Valley Authority

[

D\n’lo” the Iajtial stages of & joint audit vith the Office

of the Inspector Ceneral, Tennessee Valley Authority (TVA), we
found that DoD activities sent §100 sillien in intougonel

tchase orders to the TVA during Septeambsr 1991. Preliaminary
ndications are that many of those orders may not have been

processed in accordance vith the Pederal Acquisition Regulation
nd the Defense Pederal Acquisition Regulation Supplesent.

a
Previous and ongoing sudits have revealed problems vith
unauthorised DoD personnel byfouln Dod contnctlnz officers
to place interagency ecquisition orders with the Library of
pattaent of Energy, and other Pederal Agencies.

Congress, the De
Ne are concerned that the surge of Interagency orders to the
TVA could be another manifestation of the need for both the

poD and other Agencies to tighten internal controls over Lconoay
Act orders to prevest their misuse for clrcusventing procuresesnt

gegulations.

Our audit teas vill begin ravieving the Dod interagency
requests at the TVA oftices in Knoxville on October 28. We may
sudit vork at the DoD activities that originated

conduct further
the orders. We vill issue quick reaction reports sddressing any
Improperly placed purchase requests. Ia the iaterim, ve request

that authorize the VA to suspend contract avards for 30 days
for oo’:u orders seceived during September 1991, The cognizant ‘le

official 92

Nnr., Sohn G, Stevart

Vice President, Valley Resources
fennessee Valley Authority

400 W, Sumsjt Bill Drive
Knoxville, ™8 37902-1499

Thank you for your cooperation.
Susan J. Cravfor
Inspector Genera
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY
BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

COMPTROLLER OF THE DEPARTMENT OF DEFENSE
WASHINGTON. OC 203011100

.

NOV | 2 1o

Ne. W, P. willle
President, Resources Group
Tennesses Valley Authority

400 ¥, Summit Ril} Deive (ET-123-K)
Knoxvillie, Tennssses 37902-1499

Dear Nr. Willis:

This letter solicits your support to teaporarily suspend
further actions by your ataff that would result in obligating
funds received from the Department of Defense on interagency

orders received during September 19%1.

This suspension has been recommended by the Departaent of
Defense !nlgoctot General (DoDIG) to enadle that organisation to
applicable intaragency orders vere placed in

deteraine i
asccordance vith Oepartment of Defense procedures.

Cordially,

Conn

Sean O'Kee
Comptroller
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY
BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

COMPTROLLER OF THE DEPARTMENT OF DEFENSE
WASHINGTON DC 20301-1100

NOV 1 5 1991

KEMORANDUN POR UNDER SECRETARY OF DEFENSE (ACQUISITION)
ASSISTANT SECRETARY OF DREPENSZ (PRODUCTION &
LOGISTICS)
ASSISTANT SECRETARY OF TRE ARMY (FPINANCIAL

EMENT)
ASSISTANT SECRETARY OF THE RAVY (PINANCIAL

EMENT)
ASSISTANT SECRETARY OF TREB AIR PORCE (PINANCIAL
MARAGEMENT AND COMPTROLLER)
DIRBCTORS OF TRAL ORFPENSE AGENCIES
DIRECTOR, WASHINGTON READQUARTERS SERVICES

SUBJECT: Interagency Orders at Tennessee Valley Authority

Recently, I requested that actions by the Tennessee Vallcl
Authority, on Departaent of Defense interagency orders issued in
September 1991, te-fotarlly suspended (see attachment 1).
ohis action vas taken in response to a request from the
Departaent of Defense Inspector General (DoDIG). The DoDIG
-aT:talul that such s suspension is required in order to give
DoD auditors sufficlient time to deteraine it lfpllcablc DoD
interagency orders vere lssued in accordance with DoD procedures
(see attachaent 2). In a separate memorandum, dated October 25,
1991, (see attachaent 3), the Under Secretary of Defense
{Acquisition) sxpressed similar concerns to the Secretaries of
the Military Departsents and the Directors of the Defense

Agencies.
Fre KL,
sean O'Kee
Attachsents
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY

BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

I

Tovesass Votey ACrey 400 Wt SUeg M Omg Krgevie Tovamss S0

G Swwant
-‘:"-...m.u-

December 3, 3”1

Ne. Sean O’Resfe
Comptroller
attn: No. Nelsen Toye

Department ©f Defanse
Washington, DC 20301-1100

Dear Nx. O’'Kesfe:

your letter of Noveaber 12, 1991, to W. F. Willls requested that TVA
tesporarily suspend further action to cbligate funds zoceived from the
Departasent of Defense on interagency orders. ?TVA L8 complying with your
reguest and s sssisting the DoDIC staff as they obtain information to
determine Lf DOD procedurss have been followed properly.

In elarification of your request, we made MNr. Garold Stsphenson of the
DoDIC aware at the time of his visit with us in -October that TVA had
issusd 21 letters of intent to contract with 18 cooperstors for & total
of $21,228,470. We informed him that these letters represent contract
actions wvhich had bees initisted but not campleted prisr te his arsival.
We explained that is each case the cocperator bas been given a work start
éate and sn initisl spending limit. Purther, based oa thess letters,
billadle wvork has been performed and TVA must honor the cocperators’
invoices. To do this, howvever, we sust complete the contzracting process
for esch cooperator which will create the necessary paysent procedurss.

Nr. Stephenson indicated he would consider the letters of iatent and
respond early to TVA regarding the completion of those contract actions.
Be has since verbally indicated to the TVA IC staff that the letters
sppeazed to represent & TVA contract obligstios and that VA should honor

the cooperators’ imvoices.

ehis lstter, then, is to infors you, ené by copy, Mr. Staphenson, that
on Friday, Decesber §, 3991, TVA intends to begin completing contract

APPENDIX B
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY

BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

33

ha 6. Stevart

o Seas 0’Raste
Page 8
Secember 3, 199}

actioss te ebligste fusds up te the amouats stated ia the letters of
iatont.

Please 1ot us kaow If you aeed adéitieas) elarificetion o this actice
and 41 ve may sselst DCO further.

Sincersly,

pe. Barold B. Suie

Seneral Nanages

gystes fochnology Associates
3002 Coronado Drive
Sustsville, Aladams 35802

ne. Sheils Casserly

ARG Prefessional Bervices Group, lsc.
iaforastien Oystems Division

340 8. Bivisien Rosd

©ak Ridgs, Tennsssve 37030

Rs. 6ail Chrfstian
©Ogéen/ERC Covernment Systems
702 South I11inols Aveave
oak Ridge, Teansasse 37820

Br. Mntboay N. Cleri, Director
Attas Astdoay NcCullewgh

Saval Ship Systems Bngineering Statioe
Pepartaest of Defense

Suilding §9 Code 303C

Philadelphia, Peansylvanis 19312-300)

. €. 7. Colbort

Rassger of Contracts

ocl, ise. = federal

3728 Jefferses Bavis Bighvey Buits 800

arlisgten, Virgiaie 22202

APPENDIX B
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CORRESPONDENCE ON SUSPENSION OF CONTRAC
(o TING ACTIV1
BY THE TENNESSEE VALLEY AUTHORITY (Cont‘d) =

fir. Seaa O'Ksefe

Page 3
Decembar 3, 3991

Ms. Rose DiCeroaimo
Naval Sea Systeas Command
Code SEA O4PAY
washington, BC 20362-510)

Nr, J. W. Bngles

Departasnt of the Favy

xaval RBlectronic Systems Security Enginsering Center
code 041

3601 Redraska Avenua MW

washington, DC 20393-8270

M. Mayne D. Noyt, President
Attns  Michael Noorshead
COR, Inc.

108 Morth Virginis Avenue
yalls Church, Virgiaia 22046

Nr. W. R, Jonss, President
Attn: John J. Gibson

Q.B.D. Bystems, Inc.

4646 Morth Witechduck Road
virginis Beach, virginia 23458

Comandsr

U.8. Army Special Operations Command
Attn: Darrell ¥. Kats, COL GS DCBOPS
yort Bragg, Worth Carclins 28307-3200

Nr, Bill Larges

0.8. Army Information Systems Canmand -NICOM
Attn:  ABQNC~NIC-RM-RB

Redstone Arsenal, Alabama 35898-7340

nr. Johnnie Lawton

actn: Amy T. DeRisux

American Nanagemsnt Systams, lInc.
1777 Morth Xent Street
Arlington, Virgiais 22209

Nr. Douglas Lising, President
semtech Ssrvices
302 Main Street
Newport News, virginia 23601
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY

BY THE TENNESSEE VALLEY AUTHORITY (Cont‘'d)

35

Ne. Soaa 0'Zsefe

Pope &
Decamber 3, 1M}

fis. Rares Lisots
Vice Prosideat of Coatrasts

Sclonce Applications Isterastiensl Corporatiss =
Aasricas Systems Enginsering Corporstieca

2829 Suardisa Lase §.0. Box 8980

virgisis Beach, Virgiaias 33432

sz, Dick Motsom
Seadgquartess, Departasnt of the Air Peree
Slectroaics Systems Divisiea

Atta: Capt. Coarsd J. Nergiewvics
Saaecom AP, Kassechusetts 01731-5000

Nr. R. Bruce NeCommons
P Study COR

pepartaent of the Arwy

9.5, Arey Ladboratery Commind

Sunas Engissering Ladorstery

Aberdesa Preving Cround, Xaryland 21003-35003

L9C Deanie A. NcCaugh, 9.8. Arwy
product Xamager, CN-OtS

Snited States Bouthara Cosmand
SOOTICON Washingtea Pleld Office
3919 South Bade Buite 309
Arlingten, Virginis 22202

Nz, Stuart Phillipe

Science Applications Internationsl Corporeties
301 Ladorstery Road P.0. Box 2803

Ost Ridgs, Tennesses 37012

pr. Lee Risdinger
Assistast Vice Chanceller

oftice of Resenrch asd Development
he Daiversity of Teansssee

401 Andy Belt Tower

Sasxville, Tonnesses I7996-03140

e, Lesiie A. Rese

dolts Research Corporatics
4400 Bighvey 30 Bast Suite 3112
Siceville, Flerida 32378

ar. Garcld Stephansoa
Pod3C-CN

400 Arsy Navy Drive Rocs $00
Arlingten, Virginis 22202-2884
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY

BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

Be. Seas O'Keefe
Poge §
Secenber 3, 1992

Ne. Nark Tamsar

Bagineering Visieas, Isc.
Corporsta Coater Owe, Buits 310
4460 Corporatiea Lane

virginis Beach, Virgiaia 23462

Nr. Thomas €. Tate

Naval Underses Warfare Engineering Statics
fssearch Projects Sranch Code 703)
Reyport, Washisgton 98345-5000

Chief, Resource Mansgement, 4th POG(A)
U.8. Army Bpecial Operations Command

Atta: AORC-POG~CE (MaJj. Nike Thomss)
Port Bragg, Sorth Carolina 28307-5240

Mr. Pranklin M. Tierra

cnief Pinancial Officer

Atta: Mr. Kimball R. Stublsuller
Say Systems, Inc.

2000 X Street WM Suite 650
Washington, DC 20036-3307

d%r. Al von der Bach, President

Tennesses Canter for Resesrch and Development
Attn: MNr. Jerry Christian

11020 Solway School Road Suite 10)

Knoxville, Tennsssee 37931

Mzr. Robert B. Wilkinson

SPC, USA COTR

Departaent ©of the Army

All Source Analysis Systeas Prciect Office
1500 Planning Research Drive

Melsan, Virginis 223102-3099

Ns. Kay D. Witt
Colonel, U.8. Army
Deputy Chisf of Staff for
Inforsation Mansgesent
Beadquarters, U.5. Arey Special Opsrations Command
Port Bragg, Borth Caroliss 28307-5200

MWI(P) Cheryl Bales

Seadquarters, Departasnt of the Army

Office of the Director of lnstallation Nanagement
OSA, BQSVCS-W (JONIS-N) Roos 3Cé41, Pentagon
Washington, DC 20310-6602
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY

BY THE TENNESSEE VALLEY AUTHORITY (Cont'‘d)

M

'h—-wmq 400 West Surrynat +HB Drive Xnolla Ternesses 37802

John G Stewart
Vics Prescent. Valey Resources

Decenber 6, 1991

Mr. Sean O'Keefe

Comptroller
ATTH: Nz. Nelson Toye

Departssnt of Defense
Washington, DC 20301-~-1100

Dear Mr. O’Reefe:

received under the progras in rY 91.

following:

Our letter of December 3, 1991, informed you that on Priday, December 6,
1991, TVA began completing contract actions to obligate funds up to the
amounts stated in outstanding TVA letters of intent to contract for DOD
projects in TVA‘s Technology Brokering Program.
further inform you that eon Monday, December 9, 1991, TVA will resume the
necessary contracting actions to obligate the additional DOD funds

This letter is to

Our reascns for resuming technology brokering contract actions are the

© An executed Military Interdepartsantal Purchase Regquest (MIPR)
from a DOD agency to TVA indicates that the DOD process for the
interagency transfer of funds has been completed.
sgrespant executed betwean TVA and each agency participating im
the Technology Brokering Program, to which the MIPRs become
subagreeasnts, requires the funding agesncy to follow its
procedures for Economy Act determinations and interagency funds
transfers. TVA has in good faith and as a matter of contract
properly relied upon the funding agencies in this regard.

The interagency

© TVA has accepted all DOD funds in the Technology Brokering
Progras in support of specific cocpsrative research and
developmant projects as described in statements of work which
sccompanied the KIPRs. The DOD sponsor agencies of these
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY
BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

Mr. Ssan O'Kesfe
Page 2
Dacenmber 6§, 1991

projecta are depending on TVA to accomplish the projects, many
of which are sission eritical and sust proceed, or the sponscr
sgencies will suffer the consequences.

Upon thair arrival at TVA on October 29, the DobIG staff verbally
requested TVA voluntarily to hold up for 30 days on further
obligations of DOD funds to allow time for them to verify that
proper DOD procedure had been followed. FPourteen days later, your
letter of November 12, 1991, confirmed the request for a wvoluntary
contract suspension on funds received during Septeaber 1991. We
honored this request, and we have worked diligently since then
with representatives of DoDIG to assist thea in their oengoing
audit. On December 9, 1991, 40 days will have passed since the
initial DoD1G request to TVA for a voluntary contracting
suspension. )

Consistant with the TVA Act of 1933, TVA's purpose under the
Technology Brokering Progras is regional econocaic development
through matching the technological capabilities of institutions
and firms in ths Tennessee Valley region with the R&D

needs and availadle funding of other Fedsral agencies,
adeinistering the resulting projects through interagency and
cooperative agressents, and then promoting the transfer of the
R&D resulta for cosmarcialization by Valley firms.

Bconomic activity in the Valley region is now being adversely
affected by the contracting suspension requested by DOD. Valley
companies are having to stop work on previously funded ongoing
projects, lay off employees, and possibly close offices, all at a
time of general economic downturn. Purther business development
by these companies is also jeopardized due to the uncertainty
that the suspension has introduced inte the Technology Brokering
Program. -

since the inception of the Technology Brokering Program, TVA has
made certain that the progras was soundly based, consistent with
appropriate legal and administrative requirssents, and that
participsting agencies and cooperators understood what was
expected of them. We belisve the tremendous growth in the
program in Piscal Year 1991 attests the validity and
appropriateness of the progras.

VA remains committed to the Technology Srokering Program but we
sust resums activity to pravent serious adverse impact to the
progran’s operation. Of course, we will continue to support your
inquiry to clear up and correct any deficiencies in the process.
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY
BY THE TENNESSEE VALLEY AUTHORITY (Cont )

Mr. Sesn O’'Keefe
Page 3
December 6, 1991

By copies of this lestter, Mr. Garold Stephenson of the DoDIG as wall as
the cooperators and funding agencies whose projects bave been affected by
the DOD suspension, are heredy informed of TVA's resumption of Technology
Brokering contracting actions beginning December 9, 1991.

Sincerely,

Lot

ha G. Stewart

cc: MNr. Floyd A. Ashdown, Colonel, USAP
ASST DIR, BNG & SVS DCS LOG & ENG '
Beadquarters, MNilitary Airlift Command,
U.8. Air Porce
Attn: MNr. Cary Dewerff/LER
Scott AFB, Illinois 62225-5000

LTC J. L. Beamon, Jr.

Bead, Installations Division

U.8. Marine Corps Air Ground Combat Center
Attn: NMr. Bdgar A. Poe

Twentynine Palms, California 92278-5000

Nr. Terry B. Beane

Vice President

Srown International Corporation
2103-A West Yerry Way
Buntsville, Alabama 35801

Dr. Harold B. Bule

General Manager

System Technology Associates
3002 Coronado Drive
Bunteville, Alabama 35802

Ralph L. Surkhart
Lisutsnant Colonel, Infantry
ADSS Project Officer,
CINC‘s Initiative Group -
Neadquarters, United States Forces, Korea
APO San Prancisco 9$6301-0010
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CORRESPONDENCE ON SUSPENSION OF CONTRACTING ACTIVITY
BY THE TENNESSEE VALLEY AUTHORITY (Cont'd)

COMPTROLLER OF THE DEPARTMENT OF DEFENSE
WASHINGTON, DC 20301-1100

DEC 17 1891

nr. W. P willis

President, Resources Group
Tennessee Vallcl Authority

400 W, Summit Mill Drive (37-12B-K)
Knoxville, Tennesses 37902-1499

Dear Mr. Willis:

Thank you for your letter of December 6, 1991, informing me
of your intent to resume contracting actions necessary to
obligate the additional Dtgartlont of Defense funds received
under the progras in fiscal year 1991.

The Inspector General, Department of Defense inforas me that
those contracting actions listed in the enclosure have not been
properly suthorized within DoD. Therefore, I ask that the
Tennesses Valley Authority refrain from further contract activity
on these actions until additional guidance is provided by this

oftice.
Cordially,

Bnclosure
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UNDER SECRETARY OF DEFENSE FOR ACQUISITION MEMORANDUM
ON INTERAGENCY ACQUISITIONS

THE UNDER SECRETARY OF DEFENSE
WASHINGTON, OC 201308

.

g5 ocT 891

2LOVINTION

MEMORANDUM TOR SECRETARIES OF THE MILITARY DEPARTMEINTS
ATTENTION: SERVICE ACQUISITION EXECUTIVES

OIRECTORS OF THE OEFENSE AGENCILS
SUBJECT:  Contracting Through Interagency Agreements

The Department of Defensse Inspector General (DoDIG) recently
{nitiated another sudit of contracting through interagency
agresnsnts. Ia this {nstance, the Departzent’s use of such
sgreenents to obtain contracting support from the Tennessee Valley
Autbority (IVA), under their Technology Brokering Program, is being
scrutinized. The auvdit is to determine wvhether DoD’s use of TVA's
progran i3 appropriate, justified, and approved (as prescrided by the
Federal Acquisition Regqulation and Defense Federal Acquisition
Regulation Supplement). The sudit will also determine whether or not
the procedures used were adequate to protect the Dod’s interssts;
whether internal controls over thess procurements were adequate; and
whether the Department’s year-end spending policies were violated,

Regardless of the outcoms of this audit, I think it necessary to
reinforce our policies regarding “cantract offlcsding.® In a May 10,
1990, memorandum, the Principal Deputy Assistant Secretary of Defense
(Production and Logistics), cited two sinilar DoDIG avdits which
found problens in the use of the offloiding technique. I your
responses to the DoDIG on those auvdits (involving the Library of
Congress and the Department of Energy), you agreed to pursue
corrective actions to minimize the risk of orders for interagency
acquisitions being placed by unauthorized Dob program officials.
Pleass ensure that you have completed those corrective actions and
verify that you have established effectivs procsdures to control the
inappropriate use of interagency contracting support.

garly input from the DoDIG indicates that we may still have a
problea. I vant to ensure that we are not ia violatioa of the
regulations governing the use of interagency agreements; that we are
not paying other agencies to execute contracting functions that we
should be psrforming ourselves; and that we are not using IVA, or any
other agency, to circunvent our own year-end spending policies.

The attached 1isting of "funding agencies® was provided by the
VA Inspector Gensral’s office. We are providing it for your use {n
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UNDER SECRETARY OF DEFENSE FOR ACQUISITION MEMORANDUM
ON INTERAGENCY ACQUISITIONS (Cont‘'d)

reviewing your participation in the transfer of DoD funds and
contracting responsibilities to the TVA.

1 trust you vill take aggressive action to: (1) ensure that
progran officials are trained in the appropriate use of interagency
contracting agreesents; (2) remind program officials that the
contracting officer mst approve the use of such interagency
agreements; and (3) establish internal controls to assure compliance

9
with established policies and procedures.

e

pirector, Defense Research and Engineering

Comptroller
Inspector General
Director, Administration and Management

Attachment
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ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND
ACQUISITION) MESSAGES ON CONTRACT OFFLOADING TO THE TENNESSEE

VALLEY AUTHORITY

@3 Ob 2613001 MNC % PP PP UUW

NEDA WASH DC Z7/3ARD-PP//
ARSTAP

AIC 3250)

AL 333

AIC 03

NADA WASN DC //SARD-ZR/SARD-2C/SARD-IC/SARD-1S/83ARD =122/
SAR)-PC/SIRD-2K// ‘

pASS TO ALL LEGAL 0FFICES: COMPTROLLERS/RESOURCE MANAGERS AND

INFO?

PINANCE AND ACCOUNTING OFFICCS

UNCLAS
SUBJLCT CONTRACT OFPLOADING TO TENNESSEE VALLEY AUTHORITY (TVA)

A.  SPRD-KP NCRORANDUR DATED JANUARY 3¥. 3993, SIGNED BY
HONORASLE STEPHIN Ko CONVERY ASACRDA)+ SUBJECT: CONTRACT OFFLOADING.
§.  AUDIT OF 20) PROCURCAENTS THROUGH THE TENNESSEL VALLEY AUTHORITY
CTVA) TECHNOLOGY DROKERING PROGRAM. DODIC PROJECT NO. 2CH-$003.
OCTOBER 349

3. INITIAL INFORMATION GENERATED UNDCR REFERTNCE B REVEALS CONTINU-
ING IMPROPLR OPFLOADING PRACTICES AND POSSIBLE SCRIOUS VIOLATIONS BY
ARMY ACTIVITICS, T¢ INCLUDE WEDA AND PEOS/PROS. THESE PRACTICES

NUST CCASE IRRDMIATELY!

CONEBACK COPY 3AR)-PP

JOHN R. CONKLIN. 6f-38. SAR)-PP
x70723
STEPHEN Ko CONVER. ASACRIN)
UNCLASSIPIE)
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ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND
ACQUISITION) MESSAGES ON CONTRACT OFFLOADING TO THE TENNESSEE
VALLEY AUTHORITY (Cont'd)

UNCLASSIFIED

0z oOb ULy

2. PENDING REVISION OF DOD/ARMY REGULATIONS. ALL MIPRS TO NON-DO)
AGENCIES+ AND RELATED INTCRAGENCY AGREEMENTS. SHALL BC APPROVE)D

IN WRITING BY AN ARMY CONTRACTING OFFICER. WHO SHALL CITE THNE
AUTHORITY USED. AND SHALL BE REVIEWED BY LEGAL COUNSEL. IF THE
CCONONY ACT (33 U.S.C. 3835) IS THE AUTHORITY FOR THE ACTION. AN
ARNY CONTRACTING OFFICER SHALL MAKE THE DETERMINATION REQUIRED BY
FAR/DFARS 37.502+ CERTIFY TO SANE ON THE DD FORM W4l (MIPR). AND
ENSURE THAT THE PROPOSED MIPR IS REVIEWED AND ANNOTATED BY LEGAL
COUNSEL. NIPRS ARE NOT AUTHORIZED FOR DPISPATCH UNLESS AND UNTIL
APPROVED AS REQUIRED HEREIN. OFFICIALS CERTIFYING TO THE AVAIL-
ABILITY OF PUNDS TO BE TRANSFERRED TO NON-DOD AGENCY BY A NIPR
CE+G.+« PEO/PN RESOURCE MANAGERS) SHALL BE RESPONSIBLE FOR ENSURING
CONMPLIANCE WITH THIS REQUIREMENT. MADA (SAFN AND SARDA) WILL
SPONSOR CHANGE T0 DOD FINANCE SERIELS REGULATIONS AND ANY DELEGATIONS
OF CONPTROLLER AUTHORITY, AS APPROPRIATE. TO CITE THIS RESPONSIBILITY.
3. IN THIS REGARD. I WOULD LIKE A DETAILED REPORT FROM ANY PROGRAN/
PROJECT NANAGERs REQUIRING ACTIVITY MANAGER. COMMANDER. STAFF OR
ACTIVITY DIRECTOR WHOSE ORGANIZATION HAS SENT WORK/FUNDS TO TvA 1IN
FYND OR FYS3. THE REPORT SHALL PROVIDE INFORMATION ONt

APPENDIX D
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ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND

ACQUISITION) MESSAGES ON CONTRACT OFFLOADING TO THE TENNESSEE
VALLEY AUTHORITY (Cont'd) o

uncLasstricy
a3 O uuw
. THE NATURD 07 TNC WORK OR DELIVERASLLS RCOUCITEDN
8. TYPL AND AAGURT oF FUNDS INVOLVED
€. RATIONALL red STLECTION OF TVA AS THC SOURCC oF SuPPORT:
D. VHCTHCR o NoT AN CCONONY ACT DCTCRAINATION (SCC FAR SUBPARY

37.8) VAS PRUPLALY CXECUTED AND APPROVED BY A CONTRACTING OFPICLR 43

RCOUIRCY BY DLILNSE PEDLRM ACOUISITION RCCULATION SUPPLERMENT (DP4akS)

237.802¢
€. THC AROUNT 07 BROKCR OR PLACEATNT PLE(S) Pald T4 TVAL

£. UHCTHER ANY INTCRAGIMCY AGRELACNT WITu TVa. OR THL TRaNSPCR
oF THL RCOUIRCACNT JTSCLF TO TVA. WAS APPROVED OY THC REQUCSTING
ACTIVITY®'S LEGAL COUNSIL AND THC ASSICNCY CONTRACTING OPPICC A%

RCOUIRCD DY REPLRLNCC 4. RCPORTS SNALL OC PROVINCD DY THC NMOST

CxPLPITIOUS ACANS AVAILAOLL CC G-+ ASC/PAX) TO SPRD-XP NO LATCR

THAN JANUARY 30. 3912,
AS THC ARRY'S AGINCY NCAD FOR ACAUISITION MATTCRS. AND THC aRAY

..
ACOUISITION CXCCUTIVE. T 4R ULTINATCLY RCSPONSIOLL ror THC
saCoUISITION® PRACTICES OF ALL ARPY ACTIVITICS. _UNAUTHORIZC) aNd
ZLL-CONSIDLRED OFFLOAIING OF ARNY ACQUISITION RLAUIRCACNTS To OTHCR
( AGCNCICS. PARTICULARLY TO AGENCICS WOT SUBJCCT To THC rEDERAL

ACOUISITION RCCULATION AND THC CONPETITION Inx CONTRACYING ACT (CICA)
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ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND

ACQUISITION) MESSAGES ON CONTRACT OFFLOADING TO THE TENNESSEE
VALLEY AUTHORITY (Cont'd)

UNCLASSIFIED

oy Ob vuuy

(THUS CIRCURMVENTING THEC COMPETITION REQUIREMENTS OF CICA)+ ARE
ACTIONS CLEARLY CONTRARY TO POLICY AND REGULATION. THEY COST L
ARMY MILLIONS OF DOLLARS IN FEES FOR PERFORMANCE OF A FUNCYION
C(CONTRACTING) THAT WE ALREADY PAY A HIGHLY TRAINED. PROFESSIONAL
STAPF TO PERPORM PROPERLY. IN ADDITION. BECAUSE TVA ROUTINELY
REQUESTS ADVANCE “PAYMENT™ (ACTUAL TRANSFER OF FUNDS) IN ADVANCE
OF CONTRACT REQUIREMENTS. THE TREASURY CANNOT AVOID INTEREST
PAYRENTS ON THOSE BORROWED FUNDS PRIOR TO DISBURSEHENT. WHICH IT
WOULD IF THE FUNDS REMAINED WITHIN DOD. UNLIKE MANY FEDERALLY
FUNDED RESEARCH AND DEVELOPMENT CENTER (FFRIC) ARRANGENENTS « THERC
IS NO RESTRICTION ON DIRECT ARMY CONTRACTING WITK TYA'S CONTRACTORS.
IF JUSTIFIABLE. YET NO APPARENT ATTEMPT WAS MADE TO CONTRACT
DIRCCTLY VITH THESE CONMERCIAL FIRNS THROUGH ASSIGNED CONTRACTING
SUPPORT OFFICES.

§. TRANSFERS OF EXPIRING FUNDS IN THE YTH QUARTER OF THE FISCAL
YEAR WITH THE PRINCIPAL PURPOSE OF ACHIEVING TECHNICAL OBLIGATION
AND "DISBURSEMENT™ OF THOSE FUNDS UNDER GUISE OF THE ECONOMY ACT,
AND ABSENT APPROVALS REQUIRED BY DOD AND ARMY REGULATIONS. IS 4
CLEAR VIOLATION. IN SOME CASES EXPIRING 03n FUNDS WERE TRANSFERR!D
FOR USE FOR REQUIRECMENTS TO BE ORDERED AND PERFORMED IN THE NEXT

APPENDIX D
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ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND
ACQUISITION) MESSAGES ON CONTRACT OFFLOADING TO THE TENNESSEE

VALLEY AUTHORITY (Cont'd)

UNLLAJILP L)

os Ob vy

FISCAL YCAR. OR FOR CAPITAL EXPENDITURCS. IT ALSO APPLARS THAT
ENSUPPICICNT RCOUIRCACNTS STATEACNTS WERC PROVIDED To THEC Tva.
WITHOUT A CLEAR STATCACNT OF REQUIRCACNTS AND REOUIRCD DELIVERADLES.
INCLUDING RCPORTS AKD APPROPRIATC COSY AND PERFORMANCC RCPORTING,

THERE CAN BT NO TRACKADILITY FRON THE VALUC OF WORK RCOUIRC) AND

RCCEIVED TO THE DOLLARS CXPENMED. IN ADDITION. ILLEGAL PERSONAL

SERVICES ARRANGENENTS MAY MAVE RESULTCD.
b THE LECITINATE CHECKS AND DALANCES OF THE DEFCNSC/ARMY PROCURENENT
PROCESS SCAVE A PURPOSE DEYOKD FRUSTRATING THOSC RCQUIRORS WO VANT

CVERYTHING "YESTCRDAY®, BUT WHO REFUSE TO PLAN. OR TO PREPARE

~CONTRACT-ABLE™ REQUIRCACNTS STATERCNTS. IT IS THE PUNCTION OF OUR

NIGHLY REGULATED CONTRACTING PROCESS 70 PROTECT THL INTCRESTS oF DOTH
THE ARRY AND THC TAXPAYERS IN THC PUBLIC TRUST WHILE ACQUIRING OUR
VALID NISSION NCEDS AS EFFECTIVELY AS POSSIOLE AND AT THC BCST VALUC

FOR TMC GOVERNALNT.
EVERY ARAY COMMANDER DIRECTOR AND MANAGER IS ACCOUNTABLE

?.
WE CANNOT AFFORD TO WORRY NERCLY

FOR THEIR ACQUISITION ACTIONS.
ABOUTY SPENDING (ODLIGATING) OUR SCARCE FUNDSY WE RUST ACCEPT
RESPONSIDILITY FOR VALIDATING OUR NECDS WOV MUCH IS SPENT. AND THC

VALUE RECTIVED. VL WILL NOT IGNORE THC LAV AND RECULATIONS

APPENDIX D
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ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND

ACQUISITION) MESSAGES ON CONTRACT OFFLOADING TO THE TENNESSEE
VALLEY AUTHORITY (Cont'd)

UNCLASSIFIE)

o. Ot vuuy

POR SONE PERCEIVED SHORT TERN GAIN. IP ME D0 NOT MAINTAIN NIGH
STANDARDS IN CXECUTING OUR FIDUCIARY RESPONSIBILITIES. WE SHALL NOT
8L ENTRUSTED VITH THOSE RESPONSIBPILITIES AND AUTHORITY IN THE
FUTURE. IN THE PAST I ASKED FOR YOUR COOPERATION IN PUTTING A STOP
TO THESE PRACTICES. NOV I RMUST DEMAND IY.

8. THE POC FOR THIS MESSAGE IS MR. JOHN R. CONKLIN: SARD-PP, AT
DSN 227-0723. Conn'L 703/697-0723. THE POC FOR REPORTING REQUIRE-
NENTS IS MR. RAY KELLY. SPRD-KP. DSN 289-75L13. COHE'L 703/75L~7543.
M. SIGNED: STEPHEN K. CONVER. ASSISTANT SECRETARY OF THE ARNMY
(RESEARCHs DEVELOPMENT AND ACQUISITION). ARMY ACQUISITION EXECUTIVE.

APPENDIX D
Page 6 of 6




ACTIVITIES VISITED OR CONTACTED

A N e e e e e R e

Office of the Secretary of Defense

Under Secretary of Defense of Acquisition, Washington, DC

Deputy Director, Defense Research and Engineering (Tactical
warfare Programs), Washington, DC

Director of Defense Procurement, Washington, DC

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

Comptroller of the Department of Defense, Washington, DC

Department of the Army

Deputy Assistant Secretary of the Army (Procurenment),
Washington, DC

U.S. Army Special Operations Command, Fort Bragg, NC

U.S. Army Office of the Program Executive Officer, Aviation,
st. Louis, MO

U.S. Army Information Systems Engineering Command, Fort
Huachuca, Arizona

U.S. Army Test, Measurement, and Diagnostic Equipment
Activity, Redstone Arsenal, AL

U.S. Army Missile Command, Redstone Arsenal, AL

U.S. Army All Source Analysis System Project Office, McLean, VA

U.S. Eighth Army, Seoul, Korea

Office of the DoD Executive Agent for Asset Management,
St. Louis, MO

U.S. Army Information Processing Center, Fort Belvoir, VA

U.S. Army Laboratory Command, Adelphi, MD

U.S. Army Military Command Systems Integration and Management
Activity, Sst. Louis, MO

U.S. Army Human Engineering Laboratory, Aberdeen Proving
Ground, MD '

U.S. Army Office of the Program Executive Officer, Standard
Army Management Information Systems, Fort Belvoir, VA

U.S. Army Engineer Division, Huntsville, AL

U.S. Army Armament, Munitions and Chemical Command,
Rock Island, IL

Headquarters, U.S. Army, 6th Infantry Division (Light) and
U.S. Army Garrison, Alaska, Fort Wainwright, AK

U.S. Army, Europe, and Seventh Army, Heidelberg, Germany

U.S. Army Toxic and Hazardous Materials Agency, Aberdeen Proving
Ground, MD

U.S. Army Strategic Defense Command, Huntsville, AL

Vicksburg District, U.S. Army Corps of Engineers, Vicksburg, MS

Little Rock District, Corps of Engineers, Little Rock, AR

Program Manager for Rocky Mountain Arsenal, Commerce City, co

Headquarters, Fort Devens, Fort Devens, MA .
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ACTIVITIES VISITED OR CONTACTED (Cont’d)
Department of the Army (Cont’d)

Lexington-Blue Grass Army Depot, Lexington, KY

I Corps and Fort Lewis, Fort Lewis, WA

U.S. Army Chemical Research, Development and Engineering Center,
Aberdeen Proving Ground, MD

Department of the Navy

Director, Procurement Policy, Office of the Assistant Secretary of
the Navy (Research, Development and Acquisition), Arlington, VA

Naval Ship Systems Engineering Station, Philadelphia, PA

Naval Aviation Depot, Naval Air Station, Pensacola, FL

Space and Naval Warfare Command, Arlington, VA

Naval Electronic Systems Security Engineering Center, Washington, DC

Naval Coastal Systems Center, Panama City, FL

Long Beach Naval Shipyard, Long Beach, CA

Navy Pacific Missile Test Center, Point Mugu, CA

Naval Sea Systems Command, Washington, DC

Naval Civil Engineering Laboratory, Port Hueneme, CA

Headquarters, Military Sealift Command, Washington, DC

David Taylor Research Center, Annapolis, MD

Navy Submarine Maintenance Engineering, Planning and Procurement
Activity, Portsmouth, NH

Naval Air Systems Command, Arlington, VA

Naval Undersea Warfare Engineering Station, Keyport, WA

Naval Air Station, Corpus Christi, TX

Marine Corps Air Ground Combat Center, Twentynine Palms, CA

Department of the Air Force

Acquisition Management Policy Division, Office of the Assistant
Secretary of the Air Force, (Acquisition), Washington, DC

Wright Laboratory, Eglin Air Force Base, FL

Aeronautical Systems Division, Wright-Patterson Air Force Base, OH

Tactical Air Command, Langley Air Force Base, VA

National Guard Bureau, Andrews Air Force Base, DC

Electronic Systems Division, Hanscom Air Force Base, MA

Military Airlift Command, Scott Air Force Base, IL

Air Force Flight Test Center, Edwards Air Force Base, CA

Pacific Air Forces, Hickam Air Force Base, HI

Warner Robins Air Logistics Center, Robins Air Force Base, GA

Headquarters, 92D Support Group, Fairchild Air Force Base, WA

Headquarters, 62D Combat Support Group, McChord Air Force Base, WA

Oklahoma City Air Logistics Center, Tinker Air Force Base, OK

Sacramento Air Logistics Center, McClellan Air Force Base, CA
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ACTIVITIES VISITED OR CONTACTED (Cont’d)

Department of the Air Force (Cont’d)

Headquarters 834th Air Base Wing, Hurlburt Field, FL
San Antonio Air Logistics Center, Kelly Air Force Base, TX
Alr Force Center for Environmental Excellence, Brooks

Air Force Base, TX

OTHER

Headquarters, Tennessee Valley Authority, Knoville, TN

Headquarters, Defense Logistics Agency, Cameron Station,
Alexandria, VA

U.S. Southern Command, Quarry Heights, Republic of Panama

U.S. European Command, Stuttgart-Vaihingen, Germany
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PROJECTED SAVINGS FROM CANCELING ORDERS WITH TVA

Action Projected Savings
(in millions)

Funds on orders withdrawn from TVA $ 5,91/
Recoupment of TVA brokerage fee 2
if remaining orders in Appendix A 7.32/
are canceled

Value of remaining interagency
orders in Appendix A, less the

TVA brokerage fee on the orders 84.2
Total $97.4

1/ rhe following activities withdrew orders totaling $5,891,000
from the TVA as a result of our audit.

AMOUNT DEOBLIGATED

Military Sealift COMMANG +.ecveesesvsesesoseeess $1,000,000
U.S. Army Special Operations Command ...cceovese 200,000
Pacific Missile Test Center ...eeovessecccscsores 497,000
Naval Electronics Systems Security

Engineering Center ......c.ceeeecevcncscacs 500,000
U.S. Army Human Engineering Lab ....cccecveevecss 99,000
U.S. FOrces KOYaA ecisesneeossssccsssesesssseassss 1,000,000
Air Force Systems Command, Aeronautical

Systems Division (.ceiceeiencereirsereccnnns 150,000
U.S. Army, EUrOpe .cccesoecccsesscssescscccsccsns 140,000
U.S. Army All Source Analysis System

Project OffiCe ..cvecevccencccsennncssssess 2,200,000
U.S. Army Laboratory Command,

Harry Diamond Laboratories ....ceeveeeeenns 105,000

The amount includes $1.7 million of interagency orders issued
prior to August 1991.

2/ This amount represents the brokerage fee on orders with a
total of $91.5 million that were issued during August and
September 1991 and had not been withdrawn as of January 15, 1992.
The amount of the brokerage fee on each order ranged from 5 to 10
percent, and averaged about 8 percent of the total amount of the
orders.
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POTENTIAL BENEFITS RESULTING FROM AUDIT

Recommendation
Reference

1.' 2.' 3.
and 4.

Description of Benefit

Economy and efficiency.
Avoid unnecessary use
of interagency orders
to support DoD projects.

Internal control and
compliance with regu-
lations. Development of

a form that requires
approval of contracting
officer prior to procure-
ments made through
interagency orders.

Internal control.

Information on orders
canceled and disciplinary
action taken is needed

for followup on
Recommendations 1., 2., and 4.

Amount and/or
Type of Benefit

Funds put to
better use in
the amount of
$13.2 million.
An additional
undetermined
amount may
occur of up to
$84.2 million.

Nonmonetary

Nonmonetary
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REPORT DISTRIBUTION

Ooffice of the Secretary of Defense

Under Secretary of Defense for Acquisition

Director, Defense Research and Engineering

Director of Defense Procurement

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

Assistant Secretary of Defense (Public Affairs)

Comptroller of the Department of Defense

Director, Defense Contracted Advisory and Assistance Services

Department of the Army

Secretary of the Army

Assistant Secretary of the Army (Financial Management)

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

Department of the Navy

Secretary of the Navy

Assistant Secretary of the Navy (Financial Management)

Assistant Secretary of the Navy (Research, Development and
Acquisition)

Department of the Air Force

Secretary of the Air Force

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

Assistant Secretary of the Air Force (Acquisition)

Defense Agencies

Director, Defense Contract Audit Agency
Director, Defense Logistics Agency

Non-DoD
Office of Management and Budget
office of Federal Procurement Policy

U.S. General Accounting Office, NSIAD, Technical Information
Center
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REPORT DISTRIBUTION (cont’d)

Congressional committees:
Senate Subcommittee on Defense, Committee on Appropriations
Senate Committee on Armed Services
Senate Committee on Governmental Affairs
Ranking Minority Member, Senate Committee on Armed Services
House Committee on Appropriations
House Subcommittee on Defense, Committee on Appropriations
Ranking Minority Member, House Committee on Appropriations
House Committee on Armed Services
House Committee on Government Operations
House Subcommittee on Legislation and National Security,

Committee on Government Operations

Inspector General, Tennessee Valley Authority
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MANAGEMENT COMMENTS: DIRECTOR, DEFENSE RESEARCH AND ENGINEERING

Final Repor!
Page No.

DIRECTOR OF DEFENSE RESEARCH AND ENGINEERING

WASHINGTON, DT 20301-3010

Rbiiady 4R

KEMORANDUM POR THE DEPARTMENT OF DEFENSE INSPECTOR GENERAL
SUBJECT: Project ¥o. 2CH-5003.01

This is in response to your -

i (TVA) .
Of the $106,471,747.00 in contracts that you refer to, DDRLE
issued one $10,000.00 MIPR on Auqust 7, 1991. The contract was
for a four-month effort to produce a report in support of a
Congressionslly-directed program. This was not an attempt to
transfer expiring funds. I{ was a necessary and legitimate
business practice used to maintain program continuity. In
response to your recommendations:

1s. “Cancel all interagency orders to the Tennessee Valley
Authority listed in Enclosure 2 that have not been placed on 17
contract or that have letters of commitment to contractors but
whare no costs wers incurred.”
-== I concur. The single DDRELE MIPR, DWAM10141, expired
31 December. I have no plans to renew it.

1b. "Determine the appropriatsness of teraminating or
reducing interagency orders where the Tennesses Valley Authority
has only issued letters of comnitment to contractors and ensure
proper funding is used on any contracts that are avarded.* .
ee= I concur. The single MIPR, DWAM10141, has expired after a Y
contract vas awarded with proper funding which has besn expended.
Responsibility for the program supported by this contract has
been transferred to the Assistant Secretary of Defense for
Command, Control, Communications and Intelligence.

314. *Initiate disciplinary action against program officials
vho exceeded their authority by placing interagency orders with
the Tennessee Valley Authority.”

=== 1 concur. The single MIPR, DWAM10l41, was placed vith the
Tennessse Valley Authority in full compliance vith the Federal
Acquisition Regulation and the Defense Federal Acquisition
Regulation Supplement and complies with all internal Office of
the Secretary of Defense and Washington Headquarters Services
Regulations and Instructions. The MIPR vas revieved and approved
by a1l the appropriate authorities. No disciplimary action is
necessary as autherity was not exceeded.

Victor H. Reis
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MANAGEMENT COMMENTS: DIRECTOR OF DEFENSE PROCUREMENT

OFFICE OF THE UNDER SECRETARY OF DEFENSE
WASHINGTON, DC 20301-3000

KIAN 2 3 1992

DP/CPA

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

SUBJECT: Draft Quick-Reaction Report on DoD Procurements Through the
Tennessee Valley Authority (Project No. 2CH-5003.01)

Although the subject report did not recommend any corrective
actions for consideration by my office, I want to address the
recommendation concerning the use of Military Interdepartmental
Purchase Requests (DD Form 448) and similar forms to order goods and
services under the Economy Act.

I concur in principle with your recommendation and will ask the
DAR Council to make the following changes: (1) Develop DFARS
language requiring the Department to use only the DD Form 448 to
place orders under the Economy Act. FAR 17.504 (b) currently
indicates that an order under the Econcmy Act may be placed on any
form or document that is acceptable to both agencies. (2) Modify the
DD Form 448 to add a signature block for the cognizant contracting
officer. This signature will indicate a determination under FAR
17.502 that the order being placed under the Economy Act is in the
government’s best intersst. (3) Amend DFARS 217.502 to indicate that
the contracting officer is required to sign the DD Form 448 when an
order is being placed under the Economy Act.

We believe these changes to the DD Form 448 and DFARS are
responsive to your recommendation and hope it will alleviate the
placing of orders under the Economy Act without contracting officer

scrutiny.

o/

Eleanor R. Spector
Director, Defense Procurement
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MANAGEMENT COMMENTS: ASSISTANT SECRETARY OF DEFENSE (COMMAND,

CONTROL, COMMUNICATIONS AND INTELLIGENCE)

ASSISTANT SECRETARY OF DEFENSE

WASHMINGTON.D C 30)001:3040

February 3, 1992

CONUARD CONYROL.
CONBURICATIONS
ane
MTELLISERTE

MEMORANDUM POR THE DEPARTMENT OF DEFENSE INSPECTOR GENERAL

SUBJECT: Draft Quick-Reaction Report on DoD Procuremsents Through
the Tennessee Valley Authority (TVA) (Project No.
2CH-5003.01)

The attached comments are provided in response to your
menorandus of December 18, 1991.

Duane P. ) Andnv; :
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MANAGEMENT COMMENTS: ASSISTANT SECRETARY OF DEFENSE (COMMAND,
CONTROL, COMMUNICATIONS AND INTELLIGENCE (Cont'd)

puick-Reaction Report on DoD Procuraments Through the Tannazses
valley Authority (Proiect Mo, 2CM-5003,01)

Recommendation:

a. Cancel all interagency orders to the Tennessse Valley
Authority listed in Enclosure 2 that have not been placed on
contract or that have letters of comnitment to contractors but
vhere no costs vers incurred.

Response: Do not concur with recommended action regarding MIPR
DWAM10141 dated August 7, 1991 for a $10K effort. The sffort
sddresses & specific requirement which arcse in the summer of
1991. We contacted the Tennessee Valley Authority (TVA) to
determine if the referenced interagency order had been placed on
contract. TVA has sccepted the interagency order, prepared the
rcguircd documents between TVA and the Office of the Secrestary of
Defense (OSD), and received payment fros the Despartsent of
Defense (DoD). At this time, TVA has not issued the supplemental
agreement to the contractor under the existing contract. The
{ssuance of the supplemental agreesent aid not occur because of
tvo factors. The first factor was that other interagency orders
being handled by TVA took priority over the OSD interagency
order. The second factor was that by the time the 0SD
interagency order priority was reached, the Defense Comptroller
requested that TVA place a fresie on the processing of all
interagency requests received during the period of August through
September of 1991.

We do not fee)l that it is appropriate for OSD to issue a
decbligating interagency order to deobliqate these funds because
the interagency order vas issued in accordance with the
Tequirenents of the Federal Acquisition Regulation (FAR) and
Departasent of Defense FAR Supplement (DFAR) as wall as the
aemorandum of understanding betveen TVA and OSD and the Economy
Act. The request for the §nteragency ordsr was issued by the
Progras Manager and approved by Contacting Officer's Technical
Representative, the Director of the Maval Warfare and Mobility
Office, and the Deputy Director, Tactical Warfare Programs (Head:
of the Requiring Activity). The request for an interagency order
vas spproved and the interagency order was issued by Washington
Headquarters Services (WHS). The interagency order vas approved
snd issued in accordance with all requirements of the FAR and
DFAR and the appropriate detersinstions for use of TVA and the

interagency order was made.

Recommendation:

b. Determine the appropriateness of terminating or reducing
intersgency orders wvhere the Tennesses Valley Authority has only
issued letters of commitment to contractors and ensure proper
funding is used on sny contracts that are avarded.
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MANAGEMENT COMMENTS: ASSISTANT SECRETARY OF DEFENSE (COMMAND,
CONTROL, COMMUNICATIONS AND INTELLIGENCE (Cont‘'d)

Final Repor
__Page No.

Response: Concur with recommended action. Since TVA has not
issued a letter of commitaent for this interagency order no
sction is required to consider the termination or reduction of

the commitsents sade by TVA for the interagency order listed in 17
Enclosure 2. An interagency order decbligating the funds would
not be appropriate since the interagency order vas issued in
cospliance vith appropriate requlstions and accepted and
processed by TVA.

Recomnendation:

€. Prohibit placesent of reguests for supplemental work under
existing intsragency agresmenta if not properly approved by a DoD

contracting officer. ]
with the DFAX Subpart 217.8)

Response: Concur with recommendation as amended. Based on the
requirements of the Economy Act, the FAR, DFAR, and the
Memorandus of Understanding between OSD and TVA: all requests for
supplenental work under existing interagency sgreements will be
issued vith the sppropriate nuthorizing officials reviev and
signature. In the case of OSD, this v 11 include approval by the
Head of the chu!stih? Activity (or his designes) and WHS. The
approval docusents will accompany all interagency orders to TVA

for their records.

Recomnendation:

d. Initiate disciplinary action aqainst program officials who
exceeded their authority by placing interagency orders with the

Tennesses Valley Authority.

Response: Concur vwith recommended action. A review of the
procedures folloved and approvals obtained to issue the
interagency orders to TVA Travealed that sll interagency orders
issued under the program vere issued in accordance vith the
requirements of the FAR and DFAR and that no progras officials
exceeded their authority. Therefore, there is nc need for
disciplinary action to be taken. To ensure that no confusion
exists with the use of TVA by any OSD progras official, the
actual issuance of the MIPR by WHS will be accompanied by all
required documentation shoving the approvals required to TVA.

Reconpendation:

e. Discontinue the use of Military Interdepartmental Purchase
Requests (DD Fors 443) and similar forms to ordar goods and
services froa other Federsl agencies and develop & fors that
includes a sections to be completad by & contracting officer

212.5) to document compliance with the Federal Acquisition
Regulation and the Defense Federal Acquisition Regulation

sSupplement.
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MANAGEMENT COMMENTS: ASSISTANT SECRETARY OF DEFENSE (COMMAND
CONTROL, COMMUNICATIONS AND INTELLIGENCE (Cont'd) ( )

Response: Concur vith recommendation wvhen amended as in
recomsendation ¢, but should not discontinue use of MIPR until

nev fors has been daveloped and approved.
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MANAGEMENT COMMENTS: ARMY

Final Report

DEPARTMENT OF TME ARMY
OFMICE OF T™ME ASSISTANT SECAETARY
WASHINGTON, DC 203100180

A»-n 17 JAN 932

NERORANDUN POR INSPECTOR GENERAL, DEPARTMENT OF DEFENSE
ATTN: DIRECTOR, CONTRACT RMANAGERENT

SUBJECT: Draft Quick-Reaction Report on DoD Procurements
Through the Tennessee Valley Authority
(Project No. 2CH-5003.01) .

Departaent of Aray comments on subject draft sudit
report are as follovs:

1. Executive Summary: The Army concurs with the 1G's
interim f£indings regarding & material weakness in internsl
controls that did not preclude insppropriate procedurss in
transferring requirements and funds to the Tennessee Valley
Authority (TVA) in Auqust and September 1991. Our response
to the Recomaendations for Corrective Actions is set forth
below. Additional detailed comments on the Draft Report are

at gnclosure 1.

2. Response to Recommendations for Corrective Actions,
page 9 of the Draft Report:

*a. Cancel all interagency orders to the Tennesses 17
valley Authority listed in Enclosure 2 that have not been
placed on contract or that have letters of cosmitment to
contractors but vhere no costs were incurred.”

Response: Concur in substance. Recommend that this
Recommendation be reworded as follows to clarify that only
unauthorized or improper orders are required to be cancelled:

=cancel all interagency orders to the Tennesses Valley
Authority (TVA) listed in Enclosure 2 that are unauthorised 17
or improper and that have not been placed on contract by TVA,
or that have TVA letters of commitment to contractors but ne

costs have been incurred.”

This office will direct that all Army-originsted orders
to the TVA in August and September 1991, not effectively
placed on contract by TVA, and not processed in complisnce
with the requiresents of the Economy Act snd DoD sppropria-
tions and year-end spending policies, be cancelled by the
requesting Arsy activity. It is anticipated that this will
be completed by March 31, 1992.
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MANAGEMENT COMMENTS: ARMY (Cont'd)

°b. Determine the appropriateness of terainating or
reducing tnto:n’onc! orders vhere the Tennessee Valley
Authority has only issued letters of commitment to
contractors and ensure proper funding is used on any
contracts that are awarded.”

Response: Concur. This office, in coordination with
the Assistant Secretary of the Army (Financial Nanagement),
will ensure reviev of all such orders/contracts and, when
considered appropriate, teqguest their termination, return of
unused funds, and/or use of proper funds. It is estimated
that this action will be completed by April 30, 1992.

*e. Prohibit placement of reQuests for supplemental work
under existing interagency agreements if not properly
spproved by a DoD contracting officer.”

Resgponse: Concur. This office has already issued
direction to all Army activities that will require approval
of a contracting officer on any interagency agreement with
TVA or for any Rilitary Interdepartmental Purchase Order
(MIPR) proposed to be sent to TVA (or any other agency
outside of DoD). A copy of the Atl{ direction is at
gnclosure 2. In addition Army Regulation (AR) 70-1, Systems
Acquisition Policy =-- Research, Development, and Acquisition,
is being revised to reiterate this policy to the Aray
scquisition community. (AR 70-1 implements DoD Directive
5000.1, DoD Instruction 5000.2 and DoD Manual 5000.2-M.)

*d. Initiate disciplinary action against progras
officlals who exceeded their authority by placing interagency
orders vith the Tennessee Valley Authority.”

Response: Concur in part. We recommend that this
recommendation be revorded as follows: °"After a review of the
facts, initiate lpptogriotc disciplinary action against those
officials who knowvingly and willfully exceeded their
authority by improperly authoriging, directing or effecting
interagency orders with the Tennessee Valley Authority.®

After a substantive review of the orders and the
rationale and procedures used, appropriate disciplinary
action will bes initiated against those responsible for
violations. Because of the number of activities, and the
volume of orders, involved, we anticipate completion of this

corrective action by RMay 31, 1992.
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®g. Discontinue the use of Rilitary Interdepartmental
Purcbase Reguests (DD Yorm 448) and similar forms to order
goods and services fros other Pederal agencies and develop a
fora that includes sections to be completed by a contracting
officer to documsent compliance with the Frederal Acquisition
Regulstion and the Defense Pederal Acquisition Requlation

Supplement.”

Response: Concur in substance. Whether the NIPR form
is revamped or & nevw form developed, this is not an action to
be taken by the Service Acquisition Executives, but must be
sccomplished within the Office of the Becretary of Defense,
to apply uniformly throughout DoD. 1In the interia, the Aray
has already issued direction (Encl 2) requiring that a
contracting officer sign on the DD Form 448 attesting that
the Economy Act determination has been made pursuant to the
requitements of the Defense FAR Supplement. <This, in turnm,
sust be verified by the official certifying to the
availability of funds to be transferred via the RIPFR.

The active cooperation and coordination of the resource/
financial management community and commanders and managers at
all levels is deemed eszsential to preclude the continued
bypass of the organic DoD contracting comsunity through

offloading actiens.

Many of the individuals responsible for offloading and
year-end spending viclations believe they are scting in the
best interest of the Army to timely accomplish their assigned
mission with dwindling resources. We must £ind a way to
raise the credibility and responsiveness of our organic
contracting operations in addition to shutting down the
*inappropriate” short cuts. As was the case with both
Department of Energy and Library of Congress offloading, TVA
and its support contractors ("cooperators”) actively
advertised their quick contracting capability and solicited

wotk from DoD sctivities.
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MANAGEMENT COMMENTS: ARMY (Cont'd)

Although these circumstances do not excuse any blatant
vrongdoing or poor gudthnt. they may explain in psrt the
actions of many wall-meaning activities frustrated by a
budgetary process and procuresent systea that often cannot
respond to real-time needs. 1If svery action is a priority
then none of theam are, except to the individual that has the

tequirement.
/ \t
R. lurgag

Acting Assis Secretary of the Army

{Research, Develdopment and Acquisition)
Enclosures
cr:
SAIG-PA
SAFNM
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MANAGEMENT COMMENTS: ARMY (Cont'd)

Final Report
Page No.

(Project Mo. 3CE-5003.01)

1. Executive Sumasry and Draft report, p.8: We guestion 14
the cited "potential® onetise monetary benmefit ($106.4
mfllion) that could be realised by the cancellation of all
interagency orders st TVA that have not been placed “on
contzact”. We feel that this figure is inflated, unrealistic

and sisleading.

gven if 8}l such interagency orders were to be canceled
(end that is highly unlikely), many of these requirements
would still exist and will need to be satisfied b {xopor
procedures. ‘These actions vill have a cost, and likely a
higher cost, to DoD than the orders foregone at TVA, even
considering their "broker” fee or other charges. Although we
may have "saved® some FY 91 funds (vhich vould then be lost
to DoD), we will still have to pay in Fy$2 and beyond for the
same vork. 31f the funds for the canceled tequitements are
not expiring appropriations, then they will be used perhaps
in direct contracting by the lgoncicn involved. At best, the
most that could be considered "saved® would be the equivalent
of TVA's charges for processing the transaction. Again,
however, DoD may end up paying sore to get the work done than
if they had continued with TVA.

In addition, 8 strict reading of the Bconomy Act
language wvould appear to allov TVA to claim that they (TVA)
bad begun effort on the orders, even if they vere not placed
*on contract® before the funds allegedly expired. In that
case, they could charge the canceling agency for all costs
incurred by TVA in prosecuting in good faith the duly
sccepted Kilitary Interdepsrtmental Purchase Requests

(RIPRS).

A more ceasonables approsch to speculating on monetary
benefits associated vith the sudit recommendations would be
te estimate the delta betwveen wvhat it would have cost DoD .
activities to perfors direct contracting for these
requirements and what it vas going to cost at TVA (e.g.,
$106.6 million x the 10\ TVA fee; or $10.6 million)., It is,
after all, just as likely that the moneys transferred to TVA
would have gone to meet other needs if the TVA ®vehicle® wvas
unavailable, as it is to assume that the soney would have
been excess, and returned to the Treasury.

3131.-The Draft Report (on p.7) states: "While letters of
intent have been found to constituts legally enforceadble 8

agreements,
" {emphasis added) It is the
understanding of the Aray, based upon previous discussions of
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this issue with the IG audit managers, that the DoD
Comptroller demurred when asked to issue 8 binding ruling on
the {ssue of the viability of expiring funds furnished to TVA
on teimbursable orders via MIPR. In addition, the guidance
in the DoD Accounting Manual (DoD 7220.9-K) relsting to
reisbursable orders varies somevhat fros the treatment of
direct-cite orders, s regards the conttnuinr viability of
funds provided. Therefore, the matter of validity of the
TVA-issued letters of intent is not as cleacr as the report
would indicate. Certainly TVA must have a voice in this
conclusion, &8s they will be the agency with ultimate
contractual liability.

The burden of complying with the Economy Act
tequirements, once funds have been transferred and the task
accepted, is with the receiving agency (in this case TVA).
It would be presumptuous at best for Defense agencies to
unilaterally determine that the funds provided and accepted
(and in many cases disbursed to TVA) had expired before TVA
could place them on contract (as they normally would under
their Technology Brokering Program).

I111. The Draft Report (on pp.768) further states that:
"ror these purposes, valid obligations can only be incurred

dasued by TVA. A binding obligation of DoD funds has not
occurced.” (emphasis added) As stated above, this is an
issue that cannot properly be determined unilaterally by DoD,
since the agency with post-acceptance Economy Act compliance
responsibility is TVA.

IV. Draft Report (p.8) states: "Also, those work orders
using expiring funds where TVA has issued letters of intent
after Septeaber 30, 1991, should also be terminsted and
funded vith current year funds.” As stated above, the
determination of the continued viability of funds provided
to, and accepted by, TVA under the auspices of the Economy
Act sust be made by TVA, particularly in the case of existing
letters of intent, whereby TVA has ostensibly incurred
contractual (pecuniary) liability.

V. Based on the foregoing, and upon advice of Counsel,
we recommend deletion of the following sentences on p.8 of
the Draft Report:

{"Until a contract is issued by TVA, a binding
obligation of DoD funds has not occurred.®)

{*All DoD interagency orders issued to TVA using
expiring PY 1991 funds that have not been placed on contracts
by TVA should be deobligated in accordance with the Act.]"

Final Repor!
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It is further recommended that the following
recommendation on p.8 be revised as shown below:

["All expiring FY 1991 funds transferred to TVA under
pob interagency orders that have not been placed on contract
should be deobligated in accordance with the Act.®] change to

read:
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THE ASSISTANT SECRETARY OF THE NAVY
(Ressarch, Development ana Acquisition)
WASHINGTON, D.C 20350-1000

JAN 22 1992

MEMORANDUN FOR THE DEPARTMENT OF DEFENSE ASSISTANT INSPECTOR
GENERAL FOR AUDITING

Subj: DRAFT QUICK-REACTION REPORT ON DOD PROCUREMENTS THROUGH
THE TENNESSEZ VALLEY AUTHORITY
(PROJECT NO. 2CH-5003.01)

Ref: (a) DODIG Memo of 18 December 1991

EZncl: (1) DON Response to Draft Quick-Reaction Report

I am responding to the draft quick-rsaction report forwarded
by reference (a) concerning procuraments through the Tennessee

Valley Authority.

The Department of the Navy responsa is provided at enclosure
(1). We generally agree with the draft quick-reaction report
findings and recommendations. As outlined in the enclosed com-
ments, the Department has taken, or is planning to take specific
actions to ensure adequate management controls of similar
procurements in the future.

o« C—

/4;:;dh.c"m

Copy to :
NAVINSGEN
NAVCOMPT (NCB-53)
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Departaent of the Navy Response
to
DODIG Draft Rsport of Decamber 18, 1991
- _

DOD Procurements through the Tennessee Valley Authority
" Project 2CH-5003.01

Reacommendations for Corrective Action
1. WNe recommend that the Director, Defanse Research and

gngineering;: Service Acquisition Executives: and the Director,
Defense lLogistics Agency:

Recommandation 1.a:
s. Cancel all intersgency orders to the Tennesses Valley

Authority listed in Enclosure 2 that have not been placed on
contract or that have letters of commitasnt to contractors but

vhere no costs vere incurred.

DON Position:

Concur in principle. The Navy vill cancel all of the Enclosure 2
orders wvhich can be canceled. 1If appropriate, they may be
reissued citing proper funding and mesting other legal and
regulatory requirements.

Recommendation 1.k

b. Determine the appropriateness of terminating or reducing
interagency orders where the Tennessee Valley Authority has only
issued lettars of commitment to contractors and ensure proper
funding is used on any contracts that are svarded.

DON Position:

Concur. Orders will be examined on s case by case basis.
Unauthorized orders and those citing inappropriate funds will be
terminated, reduced, or ratified with proper funding as
appropriate.

Reconmendation 1.c:
c. Prohibit placement of requests for supplesantal work

under existing interagency sqreements if not rly approved
a DoD contracting officer. properly app by

Final Report
_Page No.
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DON Position:

Concur. We have previously issued guidance reminding Navy
activities of the legal and regulatory requiresents for
contracting officer approval of Xconomy Act orders. It is
clearly necessary to reissue this guidance as soon as
practicable, but not later than 10 Pebruary 92.

Recompendation 1.4:
4. 1Initiate disciplinary action against program officials

who exceeded their suthority by placing interagency orders with
the Tennessee Valley Authority.

DON Position:

Concur in principle. Abuse of interagency acquisition to
obligate expiring funds or obtain sarvices of favored contractors
should result in disciplinary action, and Commanders of Navy
activities involved will be directed to take such action where
appropriate. However, the failure to obtain contracting officer
approval of such acquisition, while regrettadble, may not in
i{tself varrant disciplinary action. 1Improved procedures and
better training may be more appropriate remsdies.

Recomnendation 1.e:

e. Discontinue the use of Military Interdepartaental
purchase Requests (DD Form 448) and similar forms to order goods
and services from other Federal agencies and develop a fora that
includes a section to be completed by a contracting officer to
document compliance with the Pedersl Acquisition Regulation and
the Defense Pederal Acquisition Regulation Supplement.

DON Position:
concur. If practicable, acquisitions utilizing this new DoD form
should be recorded in the DD 350 Reporting System.

APPENDIX M
Page 3 of 3




This page was left out of original document




MANAGEMENT COMMENTS: AIR FORCE

79

DEPARTMENT OF THE AIR FORCE
WASHINGTON DC 20320~ 1000

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL
FOR AUDITING
OFFICE OF THE INSPECTOR GENERAL
DEPARTMENT OF DEFENSE

SUBJECT. DoDIG Draft Quick-Reaction Report on DoD Procurements
through the Tennessee Valiey Authority, December 18, 1991
(Project No. 2CH-5003.01)
« INFORMATION MEMORANDUM

You requested Air Force Acquisition Executive (AFAE) comments
on the findings and recommendations made in the subject report.

We concur with your findings that the Military Interdepartmental
Purchase Requests (MIPRs) cited in this case were not appropriately used in
al] cases, and are taking actions to eliminate the use of interagency

agreements by unauthorized program officials.

We have added a section (part 5, section J, Use of Interagency
Agreements) to the draft of Air Force supplement 1/DoDI 5000.2
Acquisition Management Policy and Procedures, which directs that Air
Force ordering offices shall follow procedures in FAR 17.504 and obtain
contracting officer determination as specified in the FAR.

We concur in your finding that compliance with existing policy has
been less than satisfactory and that management controls require additional
emphasis In response to previous audits, we issued the following guidance;
HQ USAF/SC Itr dtd 4 Nov 88, Policy on Use of Dept of Energy
Interagency Agreements; HQ USAF/SC, ltr dtd 30 Jan 89, Policy on Use of
DOE Interagency agreements; HQ/LEEYV ltr did ] Dec 89, Task Orders
Through The Department of Energy. Based on the continuing problems
found in this drafi report, we also intend to insert additional coverage in the
AF FAR supplement in the near future. Further, we support a
recommendation that steps be taken by the Defense Finance and Accounting
Service (DFAS) to redesign the MIPR (DD Form 448) so that mandatory
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review by the appropriate contracting authority can occur to assure
compliance with the Federal Acquisition Regulation and the Defense Federal
Acquisition Regulation Supplement.

We do not agree that the savings of $106.4 million cited in the report
are correct. At least some of the cancelled interagency orders represent bona
fide requirements which will be reprocured using other contracting methods.
As a result of the cancellation of interagency orders with bona fide
requirements, those elements would have to obtain new funding for the basic
requirement, incur additional costs for reprocurement, and incur substantial
delays in delivery. We do not believe such action would be in the best
interests of the Government.

Regarding proposed corrective actions (a) and (b), we suggest that all
the requirements be reviewed prior to cancelling the interagency orders.
Further, we belicve that only those orders that would not have been
approved had proper procedures been followed should be cancelled. The
reprocurement cost of these items could greatly outweigh the value of any
cost savings identified in this report

Finally, in response to item (d), all transactions will be reviewed, and
appropriate administrative/disciplinary actions will be taken as needed
consistent with appropriate personnel policies, procedures, and legal
considerations.

J J WELCH 4R
Secretary of the Ax Force
(Acquisition)
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DEFENSE LOGISTICS AGENCY
WEADQUARTERS
CAMERON STATION
ALEXANDRIA, VIRGINIA 22304-6100

mom  pLA-CI 19 JAN B3

marge v

MENORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING.
DEPARTMENT OF DEFENSE

SUBJECT: Draft Quick-Reaction Report on DoD Procurements Through
the Tennessee Valley Authority (FProject No. 2CH-5003 0O1)

This 13 in response to your 18 Dec 9] memorandum regquesting our
comments pertaining to the subject draft report The attached
positions have been approved by Ms Helen T McCoy, Deputy
Comptroller, Defenze Logisztics Agency

V) ; A
7. g 4
6 Encl JACQUELINE G. BRYANT
«Chief, Internal Review Division
Office of Comptroller
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TYPE OF REPORT: AUDIT DATE OF POSITION: 10 Jan 82

PURPOSE OF INPUT: INITIAL POSITION

AUDIT TITLE AND NO: Draft Quick-Reaction Report on DoD Procurements Through
the Tennesses Valley Authority (TVA)
(Project No. 2CH-3003.01)

FINDING:

a. A total of 188 interagency orders, valued at 8100.5 million were
sent to TVA in August and September 1991. There were 173 orders valued at
#104.8 million that involved transferred funda due to expire in FY 1991,
Internal control procedures and practices did not preciude program cfficials
from obtaining the funding required to jissue the interagency orders or
preclude accounting and finance offices from transferring funds to TVA on
orders that were not properly authorized.

b. Internal Controls The audit determined that internal accounting
and administrative controls either did not exist or were inadequate to
preclude unauthorized issuance of interagency orders and to preclude
payments on interagency orders that were not approved by DoD contracting
officers. We consider these internal control weaknesses to be material.

DLA COMMENTS: Partially concur. Based on the misuse of intersagency
agreements with the Library of Congress and the Department of Energy.
Defense Logistics Agency (DLA) issued a policy letter dated 26 September
1990 which established internal controls on the use of non-DoD agencies
under the Economy Act (copy attached). The letter did not specifically
cover use of another DoD Component's agreement. We will amend the policy
specifying the need for review and approval when using other DoD Component's
agreement We agree that request for support from a civil agency should be
Justified and approved by a contracting officer or a delegated offaicial
serving in the best interest of the Government,

We do not agree that the weakness is material considering the condition
under which DLA got invelved with the Tennessee Valley Authority (TVA). The
Air Force (AF) requested us to fund a statutorily required action for
obtaining a fire protasction certification of a building in Kelly Air Force
Base (AFB) used to store flammable liquids. As a tenant and under the
Interagency Support Agreement between Kelly AFB and DLA Defense
Reutilization and Marketing Service (DRMS)., DLA was obligated to fund the

action taken.

INTERNAL MANAGEMENT CONTROL WEAKNESSES:
( ) Nonconcur, (Rationaje must be documented and maintained with

your copy ©f the response.)
(x) Concur: however, weakness 18 not considered material. (Rationale

must be documented and maintained with your copy of the

response.)
( ) Concur; weakness 135 material and will be reported in the DLA

Annual Statement of Assurance.
ACTION OFFICER: Frank Bokowski, DLA-LR, x46205, 10 Jan 92
PSE REVIEW/APPROVAL: 1Roger C. Roy. Assistant Director, Office of Policy &
Plans (DLA-L)., %4627}, 10 Jan 02

DLA APPROVAL: Helen T. McCoy, Deputy Comptroller
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MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)

DEFENSE LOGISTICS AGENCY
HEADQUARTERS I
CAMENON STATION )

ALEXANDRIA, VIRGINIA 223048100 “

24 SEP WD

SUBJECT: Use of Interagency Agreements with Federal Agencies

0 Commanders of DLA Primary Level Field Activities
Heads of HQ DLA Principal Staff Elements

1. Recently, the DoD Inspector General issuesd two reports
stating that DoD components misused interagency agreemsnts with
the Library of Congress and the Department of Energy to obtain
contractor support by not fulfilling the required authority and
justification documentation by the Federal Acquisition Regulation
(FAR) and the Defense Federal Acquisition Regulation Supplement
(DFARS). Although DLA is not specifically eited in either
report, internal controls are required to preclude f{mproper use
of interagency agreements (hereafter referred to as agresments)
to circumvent statutory and regulatory (FAR/DFARS) procedures,
such as bypassing the Competition in Contracting Act of 1984 or
avoiding the necessity for advanced procurement planniag to
accommodate normal procurement lead time.

2. Several agreements for support services have been made with
civil agencies by certain elements of DLA. The Economy Act of
1832 applies to the interagency acquisition of services required
under these agreements wharedy the services are to be provided by
contractors through the servicing agency in accordance with
FARS/DFARS Subpart 17.5. Prior to signing any agreemeat through
which the servicing agency will provide support by means of
servicing agency resources and/or a contractor, a determination
sust de made that the agreament is in the °‘best interest of the
Government." To establisd necessary controls, each acquisition
mads under the agreement stands alone and must be certified by an
official designeted by the Director that all requirements of the
Economy Act, the FAR, the DFARS or any otber governing rule are
met. For proposed agreements and sach acquisition to de obtained
thereunder originating within DLA, the designated efficial for
the Director is the Assistant Director, Policy and Plans (DLA-L).

3. When contractor support is o be acquired under an agreement,
there is an additional requirement under DoD Directive §20%.32,
DoD Contracted Advisory and Assistance Services (CAAS), for the
requiring component to comply with management contrels/procedures
and account for the funds attriduted to those mervices which
involve CAAS category tasks. Thus, each proposed interagency
acquisition for services must be in complisnce with the manage-
sent controls and preparation responsibilities set forth in FAR
Sections 37.203% and 37.2068. DLAR 5010.3, DLA CAAS, assigns DLA-L
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MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)

DLA-L PAGE 2
SUBJECT: Use of Interagency Agreements with Federal Agencies

responsibility for CAAS approval to Policy and Plans or the
Director/Deputy Directors, DLA, where applicable. 1In order

to fulfill this responsidility, all purchase requests for
services proposed for acquisition under an agreement ars to

be submitted to DLA-L for determination of CAAS applicability.
Where i1t is found that proposed acquisitions are for CAAS
services to0 be provided under coniract through an agreement
with a serviecing agency, Policy and Plans will obtain the CAAS
approval(s) required under regulatory guidelines. The approval
documents’are to accompany the purchase request transmitted to
the servicing agency contracting activity.

4. As of the date of this letter, future agreements with Federal
Agencies are to be coordinated with and approved/signed by the
Assiztant Director, Pelicy and Plans. Additional review by other
Principal Staff Elements, such as the Comptroller, the Counsel,
and Contracting, may be required. Certification will de
obtained, where necessary, to ensure the agreement’s contents

are sound on a business, legal, and financial dasis, that they
provide for effective contract administration and reporting,

and tbat they are otherwise in the Government’s best interest.
Further, the Comptroller will ensure that no funds are trans-
ferred to the servicing agency until all required certifications
and spprovals are accomplished. Thexze procedures also apply to
each requiremant for services to be ordered under an agreement
once in place. The policy s not to discourage agreements where
it i@ in the GQovernment's best interest to do so, but to snsure
all regulatory guidelines are complied with and that the
agreemant 13 properly prepared, Justified, and approved.

8. The point of contact is Frank Bokowski, DLA-LR, AV 284-6208.

/77 ol

CHARLES McCAUSLAND
Lisutenant QGeneral, USAF
Director
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MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)

DELEGATION OF AUTHORITY FOR INTERAGENCY
ACQUISITIONS MADE UNDER THE ECONOMY ACT OF 1032

Wherein Subpart 17.3 of the Federal Acquisition Regulation
and the DOD Fedaral Acquisition Regulation Supplement provides
for the head of the reguesting agency to delegate authoerity to
make the determination that the Government's best intersst is
served through an {nteragency acquisition, I hereby delegate
such suthority for interagency acquisitions by the Defense
Logtastica Agsncy to the Assistant Director, Office of Policy

St 170, Lol

CHARLES McCAUSLAND
Lieutenant QOeneral, USAF
Director

Defanse Logistics Agency
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MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)

Final Report
Page No.

TYPE OF BEKPORT: AUDIT DATE OF POSITION: 10 Jan 92
POURPOSE OF INPUT: INITIAL POSITION

Draft Quick-Resction Report on DoD Procurements Through
the Tennessee Valley Authorsty
(Project Bo., 2CN-5003.01)

AUDIT TITLE AND NO:

RECOMMENDATION !.5: We recommend that the Director, Defense Regearch and
Engineering: Service Acquisition Executives: and the Director, Defense

Logistics Agency (DLA), cancel all interagency orders to the Tennessee 17
Valley Authority listed in Enclosure 2 in the report that have net bdeen
placed on contract or that have letters of commitment to contractors but

where no costs wera incurred.

DLA COMMENTS: Not applicadle. On advice of Xelly AFB, DRMS under DLA
placed an order against an existing AF contract with TVA o provide gservice
required to obtain & Texas Wationa! Fire Protection Assocsation (NFPA)
cortification for & duilding used to store flammsdle/comdbustidble liQuids.
The work was completed in September 100! and the cersification was odtained.

There 18 no outstanding DLA orders with the TVA.

DISPOSITION:
¢ ) Action 19 ongoing. Estimated Completion Date:

(x) Action 18 considered complete.

INTERRAL MANAGEMENT CONTROL WEAXNESSES:
(x) MNeonconcur. (Rationale must de documented and ssintained with

your ¢opy of the response.)
() Concur; however, weakness 18 not considered material.

must be documented and maintained with your copy of the

response.)
{ )} Concur: weakness 15 material and will be reported in the DLA

Annual Statement of Aspurance.

(Rationale

ACTION OFFICER: Frank Bokowski, DLA-LR, x4820%. 10 Jan 932
PSE REVIEW/APPROVAL: Roger C. Roy. Assiamtant Director., Offsce of Policy &
Plans (DLA-L), x4827), 10 Jan 902

DLA APPROVAL: Helen T. McCoy. Deputy Comptroller
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MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)

TYPE OF REPORT: AUDIT DATE OF POSITION: 10 Jan 92

PURPOSE OF INPUT: INITIAL POSITION

AUDIT TITLE AND MO: Draft Quick-Reaction Report on DoD Procurements Through
the Tennesses Valley Authority
(Project ¥o. 2CH-5003.01)

RECOMMENDATION 1.b: We recommend that the Director, Defenze Research and
Engineering;: Service Acquisition Executives: and the Director, Defense
Logistics Agency. determine the apprepriateness of terminating or reducing
interagency orders where the Tennessees Valley Authority has only tssued
letters of commitment to contractors and ensure proper funding is used on

any contracts that are awarded.

DLA COMMENTS: MNot applicable. See Recommendation l.a.

DISPOSITION:
() Action 1s ongoing. Estimated Completion Date:

{x) Action 318 considered complete

INTERNAL MANAGEMENT CONTROL WEAKNESSES:
(x) MNonconcur. (Rationale must be documented and maintained with

your copy of the reaponse )

() Concur; however, weakness 18 not considered material. (Rationale
must be documented and majntained with your copy of the
responsge.!}

{ ) Concur; weakness is material and will be reported in the DLA
Annual Statement of Assurance.

ACTION OFFJCER: Frank Bokowski, DLA-LR, x4629%, 10 Jan 92

PSE REVIEW/APPROVAL: Roger C. Roy, Assistant Directer, Office of Policy &
Plans (DLA-L). x46271, 10 Jan 92

DLA APPROVAL: Helen T. McCoy. Deputy Comptroller
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MANAGEMENT COMMEN

TS: DEFENSE LOGISTICS AGENCY (Cont'd)

TYPE OF REP
PURPOSE OF
AUDIT TITLE

RECOMMENDAT
Engineering

contracting

DLA COMMENT
reinforcing
orders for
component’'s
Regulation
letter and
will emphas

DISPOSITION
(x) Acty
() Aet

INTERNAL MA
()

(x}

ACTION OFF1
PSE REVIEW/

DLA APPROVA

ORT. AUDIT DATE OF POSITION: 10 Jan 92

INPUT: IMITIAL POSITION

AND NO: Draft Quick-Reaction Report on DoD Procurements Through
the Tennssses Valley Authority
(Project No. 2CH-500) 01)

108 1.¢: We recommend that the Director, Defense Research and
; Service Acquisition Executives: and the Director, Defense

Logistice Agency, prohibit placement of requests for supplemental work under
exi1sting interagency agreements if not properly approved by a Ded

of{facer.

S: Concur. We will amend our policy dated 28 September 1900
the requirement for approval of snteragency agreements and
contract support., We will specafy that the use of snother Dod
agreement regquires compliance with the Federal Acquisition
and approval of funds transfer We will codify the DLA policy
revision into & DLA regulation Bagic policy 18 in place. We
1ze and monitor compliance

on 15 ongoing Estimated Completion Date: 30 Jun 62
on 18 considered complete

NAGEMENT CONTROL WEAXNESSES:
Nonconcur {(Rationale must be documented and saintained with

your copy of the responae )

Concur;: however, weakness 18 not considered material (Rationale
wust de documented and maintained with your copy of the

response )

Concur;: weakness 15 materis! and will be reported in the DLA
Annual Statement ©of Assurance

CER: Frank Bokowsk:, DLA-LR, x46205, 10 Jan 92
APPROVAL: Reger C. Roy. Assistant Director, Office of Polacy &
Plans (DLA-L), x4827), 10 Jan 92

L: Helen T McCoy., Deputy Comptroller
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]
MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)
TYPE OF REPORT: AUDIT DATE OF POSITION: 10 Jan 92
PURPOSE OF INPUT: INITIAL POSITION
AUDIT TITLE AND MO: Draft Quick-Resction Report on DoD Procurements Through
the Tennessee Valley Authority
(Project No. 2CH-5003.01)
RECOMMENDATION l.e: We recommend that the bxroetor. Defense Research and
Engineerang; Service Acquisition Executives: and the Director, Defense
Logistics Agency, discontinus the use of Military Interdepartmental Purchase
Requests (DD Fors 448) and similar forms to order goods and services from
other Federal agencies and develop a form that includes & section to be
completed by s contracting officer to document compliance with the Federal
Acquisition Regulation and the Defense Federal Acquisition Regulation
Supplement.
DLA COMMENTS: Nonconcur As opposed to eliminating Military
Interdepartmental Purchase Request, DoD should initiate action to clarity
its use and approval process for interagency procurements in the Finance and
Accounting Manual and other pertinent regulations.
DISPOSITION: '
() Action is ongoing. Estimated Completion Date:
(x) Action is considered complete.
INTERNAL MANAGEMENT CONTROL WEAXNESSES:

(x) Nonconcur. (Rationale must be documented and maintained with
your copy ©f the response.)

() Concur; however, weakness 1% not considered material. (Rationale
must be documented and maintained with your copy of the
response.)

() Concur: weakness 36 material and wil] be reported in the DLA
Annual Statement of Assurance

ACTION OFFICER: Carl Kerby, DLA-CXF. x4622}., 30 Dec 91
PSE REVIEW/APPROVAL: Linda Walker, Chief, Financial Systems & Control
Divission (DLA-CX), x46221, 30 Dec 91}
DLA APPROVAL: Helen T. McCoy. Deputy Comptroller
APPENDIX O
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MANAGEMENT COMMENTS: DEFENSE LOGISTICS AGENCY (Cont'd)

TYPE OF REPORT: AUPIT DATE OF POSITION: 10 Jan 02

PURPOSE OF INPUT: INITIAL POSITION

AUDIT TITLE AND NO: Draft Quick-Reaction Report on DoD Procurements Through
the Tennexsee Valley Authority
(Project No. 20H-%003.01)

RECOMMENDATION 1.4: We recommend that the Directer, Defsnse Research and
Enginesring: Service Acquisition Zxecutives: and the Director., Defense
Logistics Agency, initiste disciplinary action against program officials who
exceeded their authority by placing interagency orders with the Tennesses

Valley Authority.

DLA COMMENTS: Noncencur. DRMS acted on the advice of Kelly AFB to fund an
order against an existing AF contract with TVA. The program officials acted
in a prudent manner to obtain the required certification for the building

within the required time frame.

DISPOSITION: -
() Action is ongoing Estimated Completion Date:

{x) Action 18 conzidered complete

INTERNAL MANAGEMENT CONTROL WEAKNESSES:
(x) VNonconcur (Retionale must be documented and maintained with

your copy of the response )
() Concur: however, weakness 18 not considered material. (Rationale

must be documented and maintained with your copy of the

response.)
( ) Concur: weakness 13 material and will be reported in the DLA

Annua) Statement of Assurance
ACTION OFFICER: Frank Bokowski, DLA-LR, x46205, 10 Jan 02

PSE REVIEW/APPROVAL: Roger C. Roy, Assistant Director, Office of Policy &
Plans (DLA-L) . x46271, 10 Jen 02

DLA APPROVAL: Helen T. McCoy. Deputy Comptroller
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