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Department of Defense Office of Inspector General

Report No. D-2007-036 December 27, 2006
(Project No. D2005-D000AB-0223.000)

Contracting Practices at the Major Range and
Test Facilities Base

Executive Summary

Who Should Read This Report and Why? DoD procurement and contracting
personnel involved with contracting at the Major Range and Test Facilities Base should
read this report. The report discusses the need for contracting personnel to improve the
award and administration of Major Range and Test Facilities Base contracts.

Background. The Major Range and Test Facilities Base is a national asset that is sized,
operated, and maintained primarily for DoD test and evaluation support missions, but
may also be available to all users having a valid requirement for its capabilities. The
audit objective was to determine whether contracting officials at the Major Range and
Test Facilities Base complied with the requirements of the Federal Acquisition
Regulation in awarding and administrating service and technical support contracts. We
selected service contracts at three Army, three Navy, and three Air Force locations to
review the award and administration procedures. Our audit included 10 contracts with a
total dollar value of more than $7.6 billion for performance periods from FY 1997
through FY 2015. In March 2004, DoD established the Defense Test Resource
Management Center to plan and assess the adequacy of the Major Range and Test
Facilities Base. The Defense Test Resource Management Center is a DoD field activity
under the authority, direction, and control of the Under Secretary of Defense for
Acquisition, Technology, and Logistics.

Results. Contracting officials did not adequately manage contracts at nine facilities
within the Major Range and Test Facilities Base. Further, the contracting and
procurement personnel needed to implement effective management controls.

We reviewed 10 contracts and determined that all 10 were awarded as cost
reimbursement contracts and had award and administration problems. Specifically,

e 9 of 10 did not use prior history to define cost estimates or contract type,

e 9 of 10 had inadequate or missing independent Government cost estimates,
and

e 6 0f 10 had inadequate or missing surveillance plans.

As a result, the Government accepted increased risk by continuing to use cost
reimbursement contracts without using historical data or developing detailed cost
estimates to shift risks to fixed-price arrangements or improve cost estimating. In
addition, contracting officials did not ensure that adequate surveillance was in place to
mitigate the increased risk. Complying with the Federal Acquisition Regulation and
improving contract surveillance will improve the management and administration of



service and technical contracts. (See the Finding section of the report for the detailed
recommendations.) We also reviewed the managers’ internal controls as they related to
contract administration and oversight for the 10 contracts audited.

Management Comments and Audit Response. The Director, Defense Procurement and
Acquisition Policy, provided comments on behalf of the Office of the Under Secretary of
Defense for Acquisition, Technology, and Logistics. The Director concurred with the
recommendations and stated that his office would issue guidance to reinforce the need to
comply with the Federal Acquisition Regulation.

Although not required to comment, the Army, the Navy, and the Air Force provided
comments on the draft report that generally disagreed with the findings of no
documentation of the use of prior history to define contract type or costs, inadequate
independent Government cost estimates, and inadequate surveillance plans. Summaries
of the Army, Navy, and Air Force comments and audit responses are in Appendixes B, C,
and D.
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Background

Defense Test Resource Management Center. The Defense Test Resource
Management Center (DTRMC) was established by DoD Directive 5105.71,
“Department of Defense Test Resource Management Center (TRMC)” and
sections 191, 196, and 113, title 10, United States Code, March 8, 2004. The
DTRMC Director plans for and assesses the ability of the Major Range and Test
Facilities Base (MRTFB) to provide testing in support of development,
acquisition, fielding, and sustainment of Defense systems. The DTRMC Director
maintains awareness of other test and evaluation facilities and resources within
and outside of the Department, and their impact on DoD requirements.

The Major Range and Test Facilities Base. The MRTFB is a national asset that
is sized, operated, and maintained primarily for DoD test and evaluation support
missions under the oversight of DTRMC, but may also be available to all users
having a valid requirement for its capabilities. The MRTFB consists of a broad
base of test and evaluation ranges, which are managed and operated to provide
test and evaluation support to the DoD Components that are responsible for
developing or operating material and weapon systems. The mission and tests
conducted at each of the 19 ranges are very different and, in some cases, unique.
The missions vary from testing missiles and aircraft to ensuring that electrical
components can survive in various environments. The test assets include aircraft
and ships. Some ranges also conduct training exercises. The MRTFB awards
contracts to obtain various technical and operational services.

Contract Types. A wide selection of contract types is available to the
Government and contractors to provide needed flexibility in acquiring the variety
and volume of supplies and services required by agencies. There are two broad
categories of contract types: cost reimbursement and fixed price.

The MRTFB sites that we visited used cost-plus-award-fee (CPAF), cost-plus-
fixed-fee (CPFF), cost-plus-incentive-fee (CPIF), and time and materials (T&M)
contracts, which are all cost reimbursement contracts.

The CPAF contract pays the contractor’s incurred costs and an award fee amount
based on the Government’s judgmental evaluation of the contractors’
performance.

The CPFF contract pays the contractor a negotiated fee that is fixed at the
inception of the contract. The fixed fee does not vary with actual cost, but may be
adjusted because of changes in the work performed under the contract.

The CPIF contract pays the contractor a negotiated fee that is adjusted by a
formula derived from relationship of the total allowable cost to the total target
cost. This contract type specifies a target cost, a target fee, minimum fees,
maximum fees, and a fee adjustment formula.

The T&M contract acquires supplies or services based on direct labor hours at

specified fixed hourly rates that include wages, materials, overhead, general and
administrative expenses, and profit. T&M contracts provide no incentive to the
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contractor for cost control or labor efficiency. Therefore, appropriate
Government surveillance of contractor performance is required.

Cost reimbursement contracts provide for payment of allowable incurred costs, to
the extent prescribed in the contract. Cost reimbursement contracts are used in
situations where requirements are not well-defined. These contracts place more
risk on the Government because the contractor is reimbursed for all cost and has
no incentive to control costs. CPAF and CPFF contracts are usually negotiated
based on the cost estimate. Therefore, detailed Government cost estimates and
well-defined records of historical data are important for establishing cost control
and reducing risk. Cost reimbursement contracts are also suitable when
appropriate Government surveillance during performance will provide reasonable
assurance that efficient methods and effective cost controls are in place. Use of
historical data and cost estimates allows the Government to better determine and
control the cost of services. This information may also allow contracting officials
to shift the risk to the contractor by using a different type of contract with fixed
prices for all or part of the services in the contract.

Firm-fixed-price (FFP) contracts provide a price that is not subject to any
adjustment on the basis of the contractors’ cost incurred in performing the
contract. The FFP contract places the maximum risk and full responsibility for
controlling all cost that may result in a profit or loss on the contractor.
Consequently, FFP contracts give the contractor the greatest incentive to control
cost and perform effectively.

Objectives

The audit objective was to determine whether contracting officials at the Major
Range and Test Facilities Base complied with the requirements of the Federal
Acquisition Regulation in awarding and administrating service and technical
contracts. Also, we reviewed the managers’ internal control programs, as they
related to the audit objective. See Appendix A for discussion of the scope and
methodology and for prior coverage related to the objectives.

Review of Internal Controls

We identified material internal control weaknesses for the 10 contracts audited at
9 MRTFB sites defined by DoD Instruction 5010.40, “Managers’ Internal Control
(MIC) Program Procedures,” January 4, 2006. The 10 contracts at the Major
Range and Test Facilities Base did not have one or both of the following internal
controls for contract administration and management: contract files that
contained independent Government cost estimates with accompanying
documentation to show analyses used, or contract files that contained written
surveillance plans that included the procedures to follow with measurable
objectives. Implementing Recommendations 1., 2., and 3. will improve contract
administration procedures. A copy of the final report will be provided to the
senior official responsible for internal controls at the nine MRTFB sites and the
Office of the Under Secretary of Defense for Acquisition, Technology, and
Logistics.



Criteria

Contract Management and Oversight at
the Major Range and Test Facilities Base

Contracting officials did not adequately manage contracts for three Army,
three Navy, and three Air Force locations within the MRTFB. We
reviewed 10 cost reimbursement contracts with a combined value of more
than $7.6 billion. We found contract award and administration errors in
all 10 service and technical contracts. Specifically, the contracting
officers did not:

e use prior history to determine contract type or define costs on
9 of 10 contracts,

e have adequate independent Government cost estimates (IGCEs) on
9 of 10 contracts, or

e have evidence of adequate surveillance plans and surveillance on
6 of 10 contracts.

These problems occurred because contracting officials did not follow the
Federal Acquisition Regulation and other best practices for the service
contracts. As a result, the Government continued to use high-risk cost
reimbursement contracts without following regulations in place to control
costs or monitor performance.

Documentation Requirements and Surveillance. FAR 15.406-1(a),
“Prenegotiation Objectives,” states that the contracting offices are responsible for
establishing the Government’s initial negotiation position.

FAR 15.406-1(a) states:

The prenegotiation objectives establish the Government’s
initial negotiation position. They assist in the contracting
officer’s determination of fair and reasonable price. They
should be based on the results of the contracting officer’s
analysis of the offeror’s proposal, taking into consideration all
pertinent information including field pricing assistance, audit
reports and technical analysis, fact-finding results, independent
Government cost estimates and price histories.

FAR Part 16 discusses the types of contracts that may be used in acquisitions.
FAR 16.301-3(a)(2), “Limitations,” states that cost reimbursement contracts may
be used only when:

Appropriate Government surveillance during performance will
provide reasonable assurance that efficient methods and
effective cost controls are used.



FAR 46.401(a), “Government Contract Quality Assurance,” states:

Quality assurance surveillance plans should be prepared in
conjunction with the preparation of the statement of work.

The plans should specify--(1) All work requiring surveillance; and
(2) The method of surveillance.

Mission Support Contracts Reviewed

We judgmentally selected 10 cost reimbursement contracts with combined values
of more than $7.6 billion for mission support at three Army, three Navy, and three
Air Force test facilities. We reviewed the award and administration information
including the use of prior history, IGCEs, and surveillance plans on the selected
contracts. The following table shows a summary of the problems we found in the
10 contracts.

Summary of Problems in Contracts at MRTFBs

No Inadequate
Dollar Documentation | Inadequate or Missing
Contract Value of the Use of or Missing Surveillance
Contract Number Type (Millions) Prior History IGCEs Plans
DAADO05-01-D-0019
(Aberdeen Test Center) T&M $118.2 X X X
DAADO01-99-C-0003
(Yuma Proving Ground) CPAF 281.6 X X
DAADOQ7-97-C-0108
(White Sands Missile Range) CPAF 333.5 X X
N68936-01-D-0036
(China Lake) CPAF 66.4 X X X
N66604-05-C-1277
(Atlantic Undersea Test and
Evaluation Center) CPIF/CPAF 778.7 X X
N00421-02-C-3052
(Patuxent River) CPFF 281.2 X X
N00421-01-C-0422
(Patuxent River) CPFF 147.8 X X X
F40600-03-C-0001
(Arnold Engineering
Development Center) CPAF 2,690.5 X
NAS10-99001
(45th Space Wing) CPAF 2,188.9 X X X
FA9200-05-C-0001
(46th Test Wing) CPAF 752.7 X X X

Use of Prior History. In 9 of the 10 contracts reviewed, there was little or no
indication that contracting officials examined the information from prior contracts
to determine contract type or to help define costs for future contracts. Even when
contractors for these contracts had been performing the same work for many
years, contracting officers continually awarded these mission support contracts as
cost reimbursement contracts. Contracting officers could not provide analysis of
prior history to determine whether all or parts of contracts could be converted to
fixed price for these services.



For example, in 2002 Navy contracting officials awarded a CPFF contract
N00421-02-C-3052 valued at $281.2 million to DynCorp Corporation for support
services for range activities despite the 23-year history with the same contractor.
The contracting officer’s rationale for this decision was that the services could
only be described in general terms due to the variables inherent in the nature of
the effort. However, the contracting official could not show that he reviewed
whether all or part of the work was suitable for an FFP contract. It is imperative
that contracting officials evaluate prior history data to mitigate the risk to the
Government.

The following figure shows how a lack of defined costs affects preaward and
postaward actions.

Undefined
Costs
Inability To Inability To Award
Adequately Price Firm-Fixed-Price Contracts
More Time-Consuming More Labor-Intensive
Preaward Effort Postaward Effort

Effects of Not Initially Defining Costs

Another example of a contract issued without adequately using historical
information to define requirements was Army contract DAAD05-01-D-0019
valued at $118.2 million. Contracting officials awarded this T&M contract
without documenting the process used when considering prior history to
determine contract type. According to FAR Part 16.601, the T&M contract
provides no positive profit incentive to the contractor for cost control or labor
efficiency. Because T&M contracts may be used only after the contracting officer
determines that no other contract type is suitable, the Army contracting officials at
the very least should have justified why other cost reimbursement contracts would
not have been suitable.

IGCEs. Nine of the 10 contracts had missing or inadequate IGCEs. According to
FAR 15.406-1(a), contracting officials should establish the Government’s initial
negotiation position with the use of various analyses and techniques including the
IGCE. The information gathered should assist contracting officials in deciding
the fairness and reasonableness of proposals received from contractors. This
information is especially important with cost reimbursement contracts because the
contractor has no incentive to control cost and could initially understate cost to
receive the award and eventually be reimbursed for larger amounts. The
“Defense Procurement and Acquisition Policy-Contracting Pricing Reference
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Guide” (the Guide) provides professional instruction on contract price analysis.
Section 6.1.5, “Independent Government Estimates,” lists the following five steps
for preparing IGCEs:

1. Determine acquisition costs based on current proposal or other
estimates.

2. Assure Government requirement documents reflect the minimum
needs of the Government.

3. ldentify alternative products or methods of meeting the minimum
needs of the Government. (the key step in the analysis)

4. Estimate the costs associated with alternative products or methods
that would meet the minimum needs of the Government.

5. Document the reasonableness of the current prices or recommend
appropriate change and ensure that the process and results of the value
analysis are clearly documented and included a copy of the
documentation in the contract file. When you are sure that the value
received support the offered price, use that information to support
price reasonableness. When you are not satisfied, use the information
to document efforts to bring price in line with perceived value.

The Guide cautions against the reliance on IGCEs that originate with an offeror,
that are a sheer guess, or that are derived simply by using past contract prices.
According to the Guide, past contract prices should be analyzed in the same way
as other historical prices.

Although FAR 15.404-1(7) lists reference material such as the Guide, contracting
officials for 9 of the 10 contract files had incomplete or missing IGCEs. The
estimates lacked detail, did not have documentation of the value analysis, and in
some cases were prepared by using an actual prior year contract price and
inflating the amount by a set percentage for as many as 15 years into the future.
Because all of the contracts were cost reimbursement contracts, the contracting
officer should have devoted the time necessary to establish reliable and well-
supported cost estimates to achieve the best price for the Government.

CPAF Air Force contract F40600-03-C-0001 for $2.7 billion for base operations
is an example of a contract for which the contracting officer did not include
adequate cost analysis. The contracting officer used actual FY 2002 costs from
two former contracts and adjusted it for management overhead, workload, and
maintenance backlog. The contracting officer then inflated the costs by

3 percent each year for the 12-year term of the contract if all options are
exercised. On the 2005 CPAF Air Force contract FA9200-05-C-0001 for
$752.7 million, contracting officials followed a similar process in preparing the
IGCE.

An Army official used a similar process in awarding contract DAAD01-99-C-
0003 for $281.6 million that has an incomplete IGCE. To prepare the IGCE, the



contracting official used FY 1998 contract price as the starting point and inflated
other amounts 2.5 percent per year over 7 years.

We did identify an instance when the Navy devoted time and effort to develop a
good cost estimate. For CPFF Navy contract N00421-02-C-3052 for

$281.2 million, contracting officials prepared a detailed IGCE and provided
documentation of the analysis performed. The contracting official for this
contract compiled numerous spreadsheets to calculate the cost for the various
categories in this contract. The spreadsheets documented the process and analysis
used to create the IGCE. Although the contracting official for that Navy contract
showed diligence in preparing the IGCE, contracting officials for CPFF Navy
contract N0O0421-01-C-0422 could not provide an IGCE and other pertinent cost
analysis documents.

Surveillance Plans. Cost reimbursement contracts need more surveillance than
FFP contracts because cost reimbursement contracts do not provide incentives to
control cost. FAR 16.301(3)(a)2 indicates that cost reimbursement contracts can
be used for acquisitions, but appropriate Government surveillance is required.
FAR 46.401(a) states that quality assurance surveillance plans should be prepared
in conjunction with the statement of work and should indicate which work
requires surveillance and which type of surveillance will be performed.
Contracting officials should also document the type and amount of surveillance
conducted. Although surveillance was required, contracting officials either could
not provide plans or had not updated plans for the specific circumstances of the
contract services for 6 of the 10 contracts reviewed.

In T&M Army contract DAADO05-01-D-0019 valued at $118.2 million,
contracting officials used a generic surveillance plan that was used for other
contracts without tailoring it to the specific needs of the T&M contract. A current
plan should have been developed for the circumstances and the risk associated
with that contract. The surveillance plan used for contract DAADO05-01-D-0019
was inadequate because it did not indicate the work requiring surveillance or the
type of surveillance that should be performed.

Conclusion

Contracting officials did not perform adequate contract award and administration
procedures on 10 contracts valued at more than $7.6 billion. Without adequate
contract administration and surveillance, contractors had no incentive to control
costs. All 10 contracts audited did not meet the requirements of the FAR.
Contracting officials did not have evidence that they used prior history to
determine contract type or to help define costs. Also, contracting officials used
little or no analysis in preparing IGCEs. The IGCEs are the base on which
contracting officials should evaluate proposals received from contractors.
Without proper analysis, the Government is at risk of spending more than
necessary to conduct business and must rely more on time-consuming
surveillance.

The MRTFB should use historical data to determine if portions of the cost
reimbursement contracts can be converted to FFP work. For work that cannot be

7



converted to FFP, contracting officials must perform better analyses to develop
adequate IGCEs and should devote sufficient resources to surveillance.

Management Comments on the Finding and Audit Response

Defense Procurement and Acquisition Policy Comments on the Finding. The
Director, Defense Procurement and Acquisition Policy, provided comments for
the Office of the Under Secretary of Defense for Acquisition, Technology, and
Logistics. The Director stated that he found no systemic contract award or
administration problems at DoD major range and test facilities, but that it would
be constructive to reinforce guidance to DoD and Military Department MRTFB
field commands.

Unsolicited Management Comments and Audit Response. Although not
required to comment the Army, the Navy, and Air Force provided comments to
the draft report. We received comments from the Office of the Assistant
Secretary of the Army (Acquisition, Logistics and Technology); the United States
Army Research, Development, and Engineering Command Acquisition Center;
the Inspector General, Naval Air Systems Command; the Naval Undersea
Warfare Center Division Newport; and the Department of the Air Force,
Headquarters. The Military Services commented on the use of history to define
contract type and cost, characterization of the independent Government cost
estimates, and the existence and adequacy of the surveillance plans. The
complete text of the management comments is in the Management Comments
section of this report. Summaries of Army, Navy, and Air Force comments on the
finding and our responses are in Appendixes B, C, and D.

Recommendations, Management Comments, and Audit
Response

We recommend that the Under Secretary of Defense for Acquisition,
Technology, and Logistics:

1. Issue guidance to the commanders of the Major Range and Test
Facilities Base to comply with Federal Acquisition Regulation 15.406-1(a) by
reviewing prior history to determine contract type and to define costs with
well supported independent Government cost estimates to ensure that the
Government receives the best value on cost reimbursement contracts.

2. Issue guidance to commanders of the Major Range and Test
Facilities Base to comply with Federal Acquisition Regulation 46.401(a) by
preparing adequate surveillance plans prior to awarding a cost type contract
in order to facilitate Government surveillance during the contract term.

Office of the Under Secretary of Defense for Acquisition, Technology, and
Logistics Comments. The Director, Defense Procurement and Acquisition
Policy, provided comments on behalf of the Office of the Under Secretary of
Defense for Acquisition, Technology, and Logistics. The Director concurred with



the recommendations and stated that his office would issue guidance to reinforce
the need to comply with the Federal Acquisition Regulation.

Army Comments. Although not required to comment, the Acting Director of the
Army Contracting Agency provided comments for the Assistant Secretary of the
Army (Acquisition, Logistics, and Technology). The Acting Director agreed with
the recommendations.

Air Force Comments on the Recommendations. Although not required to
comment, the Air Force stated that Recommendations 1. and 2. should be
redirected to the Service Secretaries to direct the Program Offices regarding
specific acquisition strategies. The Air Force stated that selecting and approving
contract type is a complex process that and goes up the entire acquisition chain to
the Secretary of the Air Force prior to contract award.

Audit Response. We agree that Recommendations 1. and 2. should be made at a
higher level and hence directed our recommendations to the Under Secretary of
Defense for Acquisition, Technology, and Logistics. We agree that the Service
Secretaries, as appropriate, should continue to advise Program Offices about the
specific acquisition strategies. We continue to believe that at the Command-level,
contracting officials should comply with the Federal Acquisition Regulation by
reviewing prior history and preparing well supported independent Government
cost estimates to aid the Service Secretaries in the process of determining contract

type.

3. Issue guidance to commanders of the Major Range and Test
Facilities Base to comply with Federal Acquisition Regulation 16.301-3(a)(2)
by reviewing the surveillance plans for contracts already awarded to
determine whether the surveillance is providing reasonable assurance that
contractors are using efficient and effective cost controls.

Office of the Under Secretary of Defense for Acquisition, Technology, and
Logistics Comments. The Director, Defense Procurement and Acquisition
Policy, provided comments on the behalf of the Office of the Under Secretary of
Defense for Acquisition, Technology, and Logistics. The Director concurred.

Air Force Comments. Although not required to comment, the Director, Test and
Evaluation agreed with the recommendation and stated that once any contract is
awarded, it is crucial that cost performance be monitored.



Appendix A. Scope and Methodology

This audit was conducted at the Office of the Director, Operational and Test
Evaluation and the Major Range and Test Facilities Base (MRTFB). We visited 9
of the 19 MRTFBs. The 10 major contracts we selected for review were located
at three Army, three Navy, and three Air Force MRTFBs, which are as follows:
Aberdeen Proving Ground; White Sands Missile Range; Yuma Proving Ground,
Naval Warfare Center, China Lake; Naval Warfare Center, Patuxent River;
Atlantic Undersea Test and Evaluation Center; Arnold Engineering Development
Center; 45th Space Wing; and the Air Armament Center/46th Test Wing. We
examined surveillance plans, statements of work, technical evaluations, price
negotiation memorandums, source selection decisions, Government cost
estimates, award fees evaluation plans, and other miscellaneous correspondence
dated from 1997 through 2005. The 10 service and technical contracts reviewed
have a combined estimated value of more than $7.6 billion and were awarded
from 1997 through 2005. Due to time constraints, we judgmentally selected the
contracts from lists and information provided by contracting officials.

We performed this audit from June 2005 through June 2006 in accordance with
generally accepted government auditing standards.

We reviewed internal controls pertaining only to the contract administration and
management of the 10 contracted audited at the 9 MRTFB sites. We found
contract administration and award errors at those sites.

Use of Computer-Processed Data. We did not use computer-processed data to
perform this audit.

Government Accountability Office High-Risk Area. The Government
Accountability Office (GAO) has identified several high-risk areas in DoD. This
report provides coverage of the high-risk area “DoD Contract Management.”

Prior Coverage

During the last 5 years, GAO and the Department of Defense Inspector General
(DoD IG) have issued four reports discussing contracting administration and
award practices on cost reimbursement contracts. Unrestricted GAO reports can
be accessed over the Internet at http://www.gao.gov. Unrestricted DoD IG reports
can be accessed at http://www.dodig.mil/audit/reports.

GAO

GAO Report No. GAO-04-854, “Military Operations: DOD’s Extensive Use of
Logistics Support Contracts Requires Strengthened Oversight,” July 19, 2004
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DoD IG

DoD IG Report No. D-2004-110, “The Military Departments’ Implementation of
Performance-Based Logistics in Support of Weapons Systems,” August 23, 2004

DoD IG Report No. D2004-015, “Contracts for Professional, Administrative, and
Management Support Services,” October 31, 2003

DoD IG Report No. D2003-099, “Service Contracts at the National Imagery and
Mapping Agency,” June 6, 2003
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Appendix B. Department of the Army Comments
and Audit Response

Although not required to comment, the Acting Director, Army Contracting
Agency (Acting Director) provided comments on behalf of the Assistant Secretary
of the Army (Acquisition, Logistics, and Technology) and the Chief, Combat
Operations Branch (the Chief) provided comments for the United States Army
Research, Development, and Engineering Command Acquisition Center.
Summaries of the draft report comments and our response follow. The complete
text of these comments is in the Management Comments section of this report.

Assistant Secretary of the Army (Acquisition, Logistics, and
Technology) Comments on Overall Report and Audit
Response

Army Comments on the OIG Audit Process. The Acting Director stated that
Directorates of Contracting at the White Sands Missile Range, New Mexico, and
the Yuma Proving Ground, Arizona, were not afforded an opportunity to address
interim findings made in the draft report relating to contracts DAADO01-99-C-
0003 and DAADQ7-97-C-0108.

Audit Response. The OIG auditors provided the appropriate White Sands
Missile Range and Yuma Proving Ground management personnel exit
conferences prior to the conclusion of the respective audit site visits. The audit
teams noted at both exit conferences that they had not fully analyzed the
contracting data obtained during the visits and would complete the analyses at the
auditors home office. Thus, the auditors were not able to address any interim
findings during the exit conferences. The audit finding and recommendations
were briefed to the Office of the Under Secretary of Defense for Acquisition,
Technology, and Logistics. The Military Services were not briefed on the report
as no recommendations were directed to them.

Army Comments on Adequacy of Management Controls. The Acting Director
believed that the materiality of the draft report finding was less than a reportable
material weakness because the stated effects of the finding were speculative rather
than concrete in that the Government was at risk of spending more than necessary
to conduct business. The Acting Director also stated that report recommendations
did not seem to support material weaknesses as the recommendations did not
request the recovery of excessive costs or the change of contract types.

Audit Response. Based on the Army comments, we revised the discussion of the
adequacy of management controls in the final report. The report now states that
the material weakness existed for the 10 contracts discussed in the finding but did
not extend to the 9 MRTFBs reviewed because we reviewed only one contract at
each of 8 MRTFB sites and 2 contracts at one MRTFB site. Although the review
was limited to these 10 contracts, the dollar amount associated with these
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contracts was material. We believe that a lack of controls over $7.6 billion
constituted a severe control weakness.

Army Comments on Contract DAAD01-99-C-0003. The Acting Director
disagreed with the draft report finding that contract DAAD01-99-C-0003 had an
inadequate IGCE and that contracting officials did not use prior history to
determine contract type or define costs. The Acting Director stated that the
contracting officer for that contract did use and analyze prior history to ascertain
contract type, define costs, and decide whether all or parts of the contract could be
converted to fixed price. The Acting Director stated the contracting officer prior
history analyses were documented in an October 31, 1998, cost realism analysis
used to ascertain contract type. The cost realism analyses were based on costs
incurred under 10 then-current separate contracts. The Acting Director stated that
a cost contract was not chosen because the previous contract was a cost contract,
but was chosen to meet Yuma Proving Ground requirements. The Acting
Director believed that Yuma Proving Ground built flexibility into the contract to
allow for quick reactive changes such as those that later occurred in the Global
War on Terrorism.

The Acting Director stated that the IGCE met FAR requirements and detailed

18 cost categories for 82 work functions. The Army stated that the contracting
officer used the IGCE to decide the fairness and reasonableness of proposals. The
Army disagreed with a draft report statement that the IGCE was merely the

FY 1998 contract amount inflated by 2.5 percent per year. The Acting Director
stated the IGCE was prepared on the same basis as the cost realism analysis and
although not specifically noted in the IGCE, Yuma Proving Ground officials
stated they derived hourly labor costs for projected workload levels based on
Department of Labor Annual Wage Determinations for Government service
contracts. Future year hourly labor costs were forecasted using a projected
2.5-percent increase in future Annual Wage Determinations. The Acting Director
stated the strategy was designed specifically to prevent potential contractors from
understating costs to receive the award and eventually being reimbursed for larger
amounts. The Acting Director also stated that the Army Contracting Agency
evaluated Yuma Proving Ground controls for contract administration through a
May 18, 2005, memorandum, “Management Control Evaluation Certification
Statement,” and through a management control checklist. The Army Contracting
Agency found no weaknesses and noted that IGCEs appeared reasonably accurate
and complete.

Audit Response. The cost realism analysis, the acquisition plan, and the award
determinations did not account for the impact on labor overheads, other direct
cost, general and administrative costs, and fees from the consolidation of the 10
then-current contracts. Specifically, it is not prudent to use information from prior
contracts with multiple contractors without considering the effect of consolidation
on the overall cost. Estimated costs were based on cost being incurred under the
current contracts, with labor costs escalated by 2.5 percent per year and other
costs escalated by 1.5 percent per year. The cost realism also did not account for
factors such as market conditions and technology. Even though Yuma Proving
Ground support contracts trace back 30 years, prior contract historical information
was not used to better define requirements, determine fluctuation in workload, or
allow certain parts of the contract to be FFP. With 30 years of history, a detailed
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analysis of all the contract tasks should have revealed areas where the contract
could be FFP to reduce the risks associated with cost contracts. This is important
especially in light of the lack of resources available to conduct the surveillance.
Although the contracting officials consider the IGCE for contract DAAD01-99-C-
0003 to be complete, there was no indication that contracting officials evaluated
how the estimate was made, what assumptions were made, what information and
tools were used, and where the information was obtained. There was no
indication in the contract files supporting the performance of key analysis factors
such as comparability of the 10 existing contracts or evaluation of the 10 existing
contractor estimating systems or methods. Although we found internal control
weaknesses on contract DAAD01-99-C-0003, we made no conclusion about
contracting internal controls at Yuma Proving Ground based on the review of a
single contract.

Army Comments on Contract DAADO07-97-C-0108. The Acting Director
disagreed with the draft report finding that contract DAADQ07-97-C-0108 had an
inadequate IGCE and did not have a quality assurance surveillance plan. He also
disagreed that contracting officials did not use prior history to determine contract
type or define costs. The Acting Director stated contract DAAD07-97-C-0108
was a consolidation of nine separate contacts, and prior to consolidation,
contracting personnel prepared a detailed cost benefit analysis of the potential
contract types and the costs involved. The Acting Director stated that the contract
file documented why the selected type of contract was appropriate. The Acting
Director stated that a fixed-price contract was inappropriate because of the
Army’s inability to forecast a workload in the testing arena. The Acting Director
stated the contract file contained a 32-page IGCE detailing labor costs, overhead,
other direct costs, and fees. The Acting Director stated the then-current contract
was a good place to begin the IGCE because it had the latest cost data using
current wage determinations, overhead rates, and staffing levels. The Acting
Director stated that contract DAADO07-97-C-0108 was awarded in March 1997,
prior to the October 1997 effective date for FAR 46.401(a). (FAR 46.401(a)
requires that quality assurance plans be prepared with the statement of work and
that they specify the tasks requiring surveillance and the methods of surveillance
used.) The Acting Director stated the contract did contain inspection clauses for
cost contracts and that Government personnel prepared a semi-annual rating to
evaluate the award fee. The Acting Director stated that as part of the White Sands
annual internal control assessment, contracting personnel completed functional
area checklists required by the FY 2005 Army FAR Supplement.

Audit Response. We agree that contract DAADQ7-97-C-0108 is a combination
of nine separate test and evaluation support service contracts. As such, the
analysis should have included a detailed review of the effects of consolidating
various contract costs, rates, and functions into a single contract. The Army’s
rationale for restructuring to a single flexible contract was to maintain and cross-
utilize a more stable testing workforce and eliminate duplicate facilities. That
rationale contradicts the Army’s reasoning for using a cost-plus-award-fee
contract. The Acting Director stated that the workloads are too unpredictable;
thus a fixed-price contract was inappropriate. As a general rule, we found similar
justifications that used blanket statements that work was too unpredictable. A
workforce of cross-trained personnel allows the contractor to make adjustments
for workload. The experience gained from the previous contracts along with
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clearly defined requirements facilitates using fixed-price contracting, which
results in significant efficiencies including reduced oversight.

Although the Army considered the IGCE for contract DAADO07-97-C-0108 to be
complete, there was no evidence demonstrating how the IGCE was prepared or
that contracting officials validated IGCE assumptions for using the current cost-
type contract as the basis for the estimate. Based on the Army comments about
the effective date of FAR 46.401(a), we revised the report to note that contract
DAADQ7-97-C-0108 was not required to have a quality assurance surveillance
plan. We reviewed White Sands’ internal controls relating to DAADOQ7-97-C-
0108. Although we found internal control weaknesses on contract DAADQ7-97-
C-0108, which was a material contract, we made no conclusion regarding overall
contracting internal controls at White Sands Missile Range based on the review of
a single contract.

The United States Army Research, Development, and
Engineering Command Acquisition Center Comments and
Audit Response

Army Comments on Contract DAAD05-01-D-0019. The Chief, Combat
Operations Branch, disagreed with the draft report finding that contract DAADO5-
01-D-0019 had an inadequate IGCE and did not have a quality assurance
surveillance plan. She also disagreed that contracting officials did not use prior
history to determine contract type or define costs. The Chief stated that the
Aberdeen Test Center (ATC) used historical data and projected requirements to
develop an IGCE dated August 25, 2000. Historical data included prior, current,
and projected end strength, and labor rates computed based on Department of
Labor Wage Determinations. The Chief stated that an ATC analysis was
performed prior to award of contract DAADO05-01-D-0019 for Test Support
Services, but that ATC could not accurately predict test extent, duration, or costs
due to changing testing environment. Therefore, a T&M contract was the only
suitable contract type. The Chief stated that a June 23, 2000, surveillance plan
provided a detailed process for monitoring and ensuring efficient contract
performance, and was a key factor in controlling contract costs. The Chief also
noted that the surveillance plan delineated contract tasks requiring surveillance
through a surveillance activity checklist. Any shortfalls were forwarded to the
contracting officer within 5 working days for action. The Chief further stated that
ATC appointed a contracting officer’s representative for each cost center
supported by the surveillance plan.

Audit Response. Contract DAA05-01-D-0019 was for follow-on requirements to
previous T&M contracts originating at least 5 years earlier. We found little
indication that contracting officials had examined information from the prior
contracts to better define requirements. An ATC cost realism review of the final
contractor cost proposal stated that the cost and price risk associated with the
contract was judged very low due to the solicitation being a follow-on effort. The
realism review noted that the contract requirements were known with a high
degree of certainty. We concluded that the experience gained on the prior
contracts could have served as a basis for ATC to reasonably price similar follow-
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on efforts on a fixed-price basis through the use of performance-based
specifications.

We found no indication in files for contract DAADO05-01-D-0019 that ATC used
historical data and projected requirements to develop the August 25, 2000, IGCE
or to define the requirements and costs for follow-on contracts. The IGCE was
unsigned and consisted only of labor categories, labor rates, and labor hours, with
no explanation of how the program office determined those amounts. The
amounts for the IGCE labor hours, materials, travel, training, and facility charges
were mandated in the solicitation and therefore were not subject to estimation by
the bidders. Because T&M contracts are the least preferred type of contract and
the contracting officer had years of historical data, it seems unlikely that even a
normal cost contract could not be used. Although some testing may not be
entirely predictable, an in-depth analysis of the controls might have yielded
opportunities for FFP work that would mitigate the need for time-consuming
surveillance.

Although the surveillance plan dated June 23, 2000, included some of the tasks
from the statement of work, the plan did not include measurable inspection and
acceptance criteria corresponding to the statement of work. The surveillance plan
provided no indication of the types or frequency of reviews of contractor cost. An
adequate surveillance plan should provide the foundation for comprehensive and
systematic monitoring of contractor performance and a standard against which
actual surveillance efforts could be measured. The lack of an adequate
surveillance plan subjected the Government to greater risk that the contractor may
not perform all contractual requirements in accordance with the contract terms.
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Appendix C. Department of the Navy Comments
and Audit Response

Although not required to comment, the Inspector General, Naval Air Systems
Command (Inspector General), and the Program Manager, Naval Undersea
Warfare Center Division (Program Manager) provided comments. Summaries of
their comments and our response follow. The complete text of these comments is
in the Management Comments section of this report.

Inspector General, Naval Air Systems Command Comments
on the Finding and Audit Response

Navy Comments on Contract N00421-02-C-3052. The Inspector General did
not agree with draft report finding that the contracting officer did not use prior
history to determine contract type. The Inspector General stated that although
there is a long history with the same contractor, this and previous contracts were
competed. The Inspector General did not believe that the type of contractual
effort allowed for firm-fixed pricing because the type and amount of work was
not static. The number and types of tests, platforms to be tested, and the
equipment to be tested changed too frequently.

Although the Inspector General agreed that contract N00421-02-C-3052 did not
contain a surveillance plan, he believed the lack of a surveillance plan should not
be construed as a lack of surveillance. The contract was reviewed for quality and
contract compliance. The Inspector General stated that the contracting officer’s
representative analyzed contractor-provided contract data and requirements list
reports covering performance and cost, accidents and incidents, recommended
maintenance, equipment inventory, and contractor payroll. The Inspector General
noted that the contracting officer’s representative reviewed weekly contractor
invoices for discrepancies and documented weekly meetings between
Government oversight personnel and contractor management.

Audit Response. We are not convinced that a CPFF contract was the most
appropriate contract type. Because the Navy had 23 years of historical cost and
performance data with the same contractor, contracting officials could have
performed analysis to identify at least portions of the current requirement for base
operation support that could have been fixed-price. Instead, the Navy used the
same CPFF type contract as the original effort. The fact that the cost contract
continued to be competed when the contract remained with the contractor for 23
years raises questions about the competition. The Navy’s assertion that the work
could not be defined was based on the same premise as the argument of other
contracting officers that did not perform detailed reviews.

Adequate contract oversight consists of the requiring activity creating a
surveillance plan of a contractor’s performance and costs and is based on the
complexity of each contract. Then the requiring activity must perform
surveillance in accordance with the surveillance plan. Without a surveillance plan
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prepared by the requiring activity, neither contracting personnel nor oversight
officials can determine whether contract monitoring efforts are sufficient or
whether the steps involved are adequate and justified. In addition, if Government
oversight personnel turnover occurs, no uniform historical document of the
surveillance efforts will be available for review. Also, the Navy response
discusses the review of various documentation as surveillance, though they
offered no evidence to support any detailed surveillance of actual work the
contractor performed. On a cost contract, it is imperative to perform detailed
surveillance of contract staff at work to ensure that tasks are performed by the
appropriate level and quality of staff because the contractor has no incentive to
control costs.

Navy Comments on Contract N00421-01-C-0422. The Naval Air Systems
Command Inspector General did not agree with the draft report finding that prior
history was not used during the acquisition planning for contract N00421-01-C-
0422. He also did not agree that prior history should be used to determine
whether all or parts of the contract could be converted to an FFP contract. The
Inspector General stated that the contract acquisition plan provided a historical
summary including a statement on forward trends based on the current
environment, the estimated procurement costs, contract type considerations, and a
summary of IGCE information. The Inspector General agreed with a draft report
conclusion that contract N00421-01-C-0422 did not have a quality assurance
surveillance plan, but believed the lack of a surveillance plan should not be
construed as a lack of surveillance. The contract was reviewed for quality and
contract compliance.

Audit Response. We agree that the contract acquisition plan contained a
historical summary of the forward trends, procurement costs, and contract type
considerations. However, the acquisition plan did not provide supporting data
regarding the historical analysis or the contract type considerations. The
acquisition plan stated that the division had nearly 20 years of experience, but did
not indicate how the experience was used to determine the contract type or costs.
For example, the acquisition plan described estimated costs at $100,000, which
consisted of labor costs of $50,000, travel costs of $2,000, and material costs of
$48,000. The cost estimate was based on a performance from a previous contract
with 4-percent per year “scaling” to account for inflation. The approach did not
analyze costs associated with alternative methods of meeting the Government’s
minimum requirements, market conditions, or potential technological
advancement. As noted previously in the audit response regarding contract
N00421-02-C-3052, without a surveillance plan prepared by the requiring
activity, neither contracting personnel nor oversight officials can determine
whether contract monitoring efforts are sufficient or whether the steps involved
are adequate and justified.

Navy Comments on Contract N68936-01-D-0036. The Inspector General
partially agreed with the finding that the contracting officer did not use prior
history to determine contract type or define costs. However, he disagreed with
the finding that the contract had an inadequate IGCE, and did not have a quality
assurance surveillance plan. The Inspector General stated that the business
clearance memorandum identified the contract type basis and noted the work
involved a degree of uncertainty. Thus, it was not practical to use an FFP
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contract. The Inspector General also stated the Naval Air Warfare Center
Weapons Division developed an IGCE with well-defined labor categories and
material estimates, but, did not include explanatory narrative or an analysis of
how applicable information from prior contracts was used to develop the estimate.

Although the Inspector General agreed that contract N68936-01-D-0036 did not
contain a quality assurance surveillance plan, he believed that the lack of a
surveillance plan should not be construed as a lack of surveillance. The contract
was reviewed for quality and contract compliance. The Inspector General stated
the contracting officer’s representative provided oversight by reviewing
contractor bi-monthly invoices, material and equipment purchases, labor use, and
new hiring. The Inspector General noted the quarterly Award Fee Evaluation
Board used quantitative terms to measure performance and metrics. The
Inspector General stated in accordance with FAR Part 45, the contracting officer
annually reviewed the contractor’s purchasing system, and the Government
conducted audits of the contractor’s property system.

Audit Response. We agree that the contract N68936-01-D-0036 business
clearance memorandum stated that the contract involved a degree of uncertainty,
but the memorandum provided no analysis. It stated only that an FFP contract
was impractical. The business clearance memorandum also stated that the
contract was a follow-on for the same types of effort. Because the services were
previously provided by contract, the agency should have relied on experience
gained, facilitating the use of FFP contracts. We agree with the Navy that the
IGCE for contract N68936-01-D-0036 did not include an explanatory narrative or
analysis of how applicable information from prior contracts was used to develop
the estimate. The IGCE was also undated and unsigned and provided no
description for the genesis of the hour mix, rates, nor any analysis of costs of
alternative methods of meeting Government minimum requirements. Without
such analyses and accountability, the Navy should not rely on the IGCE. As
noted previously in the audit response regarding contract N00421-02-C-3052,
without a surveillance plan prepared by the requiring activity, neither contracting
personnel nor oversight officials can determine whether contract monitoring
efforts are sufficient or whether the adequacy of the steps involved are justified.
Although the Navy believed that adequate surveillance existed on their contracts
without surveillance plans, we believe that the Navy should be concerned that
none of the three contracts valued at $500 million had any sufficient written
surveillance instructions in place.

Program Manager, Naval Undersea Warfare Center Division
Comments on the Background and Finding and the Audit
Response

Navy Comments on the Background. The Program Manager stated that the
report background section of the draft report made no mention of cost-plus-
incentive-fee (CPIF) contracts.

Audit Response. We added a description of CPIF contracts in the Background
section of the final report.
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Navy Comments on Contract N66604-05-C-1277. The Program Manager
disagreed with the draft report finding that contract N66604-05-C-1277 had an
inadequate IGCE and that contracting officials did not use prior history. The
Program Manager stated that prior price history from the Atlantic Undersea Test
and Evaluation Center, Naval Undersea Warfare Center Division Newport was
taken into consideration to determine contract type and to define costs. The
Program Manager stated that contract type and costs were discussed at length at
an October 31, 2002, Atlantic Undersea Test and Evaluation Center Contract
Advisory Panel contract kickoff presentation. The discussion included a
comparative analysis of the prior contract structure with other contract options
along with risk factors associated with control, adaptability, management, and
cost.

The Program Manager stated that the Atlantic Undersea Test and Evaluation
Center used market research and appropriate quantitative techniques to develop a
reliable estimate of the new contract cost in conformance with the Defense
Procurement and Acquisition Policy-Contract Pricing Reference Guide. The
Program Manager stated that on February 3, 2003, the contracting officer
presented a review of the history of five other MRTFB contracts to help
determine the most appropriate contract type. The Program Manager also stated
that qualitative cost analysis was conducted early in the contract process and an
IGCE was developed to project the new contract costs and accompanied the
procurement request.

Audit Response. Although the Navy stated that they used discussion from the
Atlantic Undersea Test and Evaluation Center Advisory Panel contract kickoff to
determine contract types and costs, contract N66604-05-C-1277 contained the
same performance work statement, costs, and fee structure as its predecessor.
Agencies should rely on the experience gained from prior contracts to incorporate
performance-based service contracting methods that facilitate the use of fixed-
priced contracts. The contracting officer’s primary objective in pricing a contract
is to balance the contract type, cost, and profit or fee negotiated to achieve a total
result—a price that is fair and reasonable to both the Government and the
contractor. The Navy stated that their comparative analysis included an analysis
of the prior contract structure against the risk factors associated with control,
adaptability, management, and cost. However, the Navy comparative analysis did
not provide detailed information to determine what was fair and reasonable based
on market conditions, alternatives for meeting the requirement, price-related
evaluation factors, and non-price evaluation factors related to each service.

The IGCEs received on July 20, 2005, and July 19, 2006, projected 15-year total
contract costs at $808,979,888 and $795,726,926, respectively. However, the
IGCEs were inadequate because they did not include any analysis of costs
associated with alternative methods of meeting Government’s minimum
requirements market conditions, or potential technology advancements. Both
IGCEs were unsigned, undated, and vague. Although the IGCEs included labor
categories, labor hours, direct and indirect costs, and amounts for material, they
did not provide a basis for the estimates or include judgmental factors applied or
contingencies used to develop the cost estimates. Neither of the IGCEs nor any
other document in the contract file mentioned or included any data from the
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October 31, 2002, or February 3, 2003, contracting officer presentations. None of
the documentation mentioned prior market research applicable to the contract type
or selection.
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Appendix D. Department of the Air Force
Comments and Audit Response

Although not required to comment, the Director, Test and Evaluation (the
Director) provided comments for the Air Force. Summaries of the comments and
our audit response follow. The complete text of these comments is in the
Management Comments section of the report.

Air Force Comments on Contract F40600-03-C-0001. The Director disagreed
with the draft report finding that contract F40600-03-C-0001 had an inadequate
IGCE, stating that the draft report contained an incorrect statement pertaining to
IGCE preparation. The Director stated it used actual FY 2002 cost data from two
previous contracts and made several adjustments to those contract amounts to
derive estimated FY 2004 totals and totals for the remaining IGCE years.

Audit Response. Based on Air Force comments, we revised the discussion in the
final report regarding the IGCE for contract F40600-03-C-0001. However, the
IGCE was still inadequate because it did not include any analysis of the costs
associated with alternative methods of meeting the Government’s minimum
requirements, market conditions, or potential technological advancements
discussed in the “Defense Procurement and Acquisition Policy-Pricing Reference
Guide” (the Guide) mentioned on pages 5 and 6 of the report.

Air Force Comments on Contract NAS10-99001. The Director disagreed with
the draft report finding that contract NAS10-99001 had an inadequate or missing
IGCE and had an inadequate or missing surveillance plan. He also disagreed that
contracting officials did not use prior history. The Director stated that an

Air Force and National Aeronautics and Space Administration Joint Procurement
Development Team prepared the IGCE. The IGCE was for $2.7 billion over a 10-
year period and was based on 18 past similar National Aeronautics and Space
Administration and Air Force contracts. The Director further stated that the
surveillance plan dated April 1, 1999, thoroughly documented the surveillance
process including the specific areas that required surveillance and the surveillance
methods to be used.

Audit Response. Contract NAS10-99001 provided mostly base operations for
Kennedy Space Center and the 45th Space Wing, along with limited direct testing
support. Contract NAS10-99001 consisted of several services such as health care,
security, and custodial that could be estimated based on prior history and
potentially contracted for on an FFP basis. We agree that the 10-year IGCE for
NAS10-99001 totaled $2.7 billion and included a summary cost estimate by basic
performance and option periods; however, the IGCE lacked detailed analysis or
any supporting documentation of the factors used to determine estimated costs.

The surveillance plan for contract NAS10-99001 described four potential
evaluation methods including customer surveys, contractor management
information systems, checklist-based surveillance, and direct observations.
However, the surveillance plan did not specify how the above tasks were to be
performed. For example, the surveillance plan did not provide a methodology to
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sample customer satisfaction surveys, process potential customer responses, or
determine the level of reliance that should be placed on the customer surveys
received. The surveillance plan did not indicate how the data in the contractor
management information systems would be assessed by the contracting officer’s
technical representative or the level of reliance that should be placed on the data
retrieved. Furthermore, the surveillance plan instructions listed documents that
could be gathered to perform the surveillance review, but made no mention the
processes used to validate data or support conforming or non-conforming
observations.

Air Force Comments on Contract FA9200-05-C-0001. The Director disagreed
with the draft report finding that contract FA9200-05-C-0001 had an inadequate
IGCE and had an inadequate surveillance plan. He also disagreed that contracting
officials did not use prior history. The Director stated that FA9200-05-C-0001
was a newly awarded contract that included costs dependent on a test and training
schedule that could not be administered in a fixed-price environment. The
Director further stated that the IGCE was prepared by the program office using
many years of past contract prices and that the award fee plan thoroughly
documented the surveillance for the contract on a semi-annual basis with interim
reports issued every 2 months.

Audit Response. The IGCE for contract FA9200-05-C-0001 was derived by
using engineering pricing and averaging of prior years’ actual costs. Nonexempt
labor rates were derived by drawing analogies to civil service wages. An average
work year of 2000 hours was used to calculate exempt employee wages for

FY 2007. An FY 2007 estimate was escalated by 3 percent per year for the

10 years of the contract term. The IGCE lacked any analysis of costs associated
with alternative methods of meeting the Government’s minimum requirements,
market conditions, or potential technology advancements mentioned in the Guide.

The Air Force could not provide us any documentation on how prior history was
used to determine contract type for contract FA9200-05-C-0001. The contract
surveillance plan lacked measurable objectives and instructions on how to
perform the necessary processes to ensure the contractor was performing
according to the terms of the contract. The surveillance plan stated that quality
assurance personnel and program managers should continuously monitor
contractor performance, but did not provide a standard to define what the
continuous monitoring would entail. Instead, the surveillance plan focused on the
process to calculate the contract award fee rather than describing how potential
contract surveillance should be conducted.

23



Appendix E. Report Distribution

Office of the Secretary of Defense

Under Secretary of Defense for Acquisition, Technology, and Logistics
Under Secretary of Defense (Comptroller)/Chief Financial Officer
Director, Acquisition Resources and Analysis
Director, Program Analysis and Evaluation
Director, Defense Procurement and Acquisition Policy
Director, Defense Test Resource Management Center

Deputy Chief Financial Officer

Deputy Comptroller (Program/Budget)

Department of the Army

Assistant Secretary of the Army (Financial Management and Comptroller)
Commander, U.S. Army Aberdeen Test Center

Commander, U.S. Army Yuma Proving Ground

Commanding General, U.S. Army White Sands Missile Range

Auditor General, Department of the Army

Department of the Navy

Assistant Secretary of the Navy (Manpower and Reserve Affairs)
Commander, Naval Air Warfare Center Aircraft Division
Commander, Naval Air Warfare Center Weapons Division
Commander, Atlantic Undersea Test and Evaluation Center
Naval Inspector General

Auditor General, Department of the Navy

Department of the Air Force

Assistant Secretary of the Air Force (Financial Management and Comptroller)
Commander, Arnold Engineering Development Center

Commander, 45th Space Wing

Commander, 46th Test Wing, Eglin Air Force Base
Auditor General, Department of the Air Force

Non-Defense Federal Organization

Office of Management and Budget

24



Congressional Committees and Subcommittees, Chairman and
Ranking Minority Member

Senate Committee on Appropriations

Senate Subcommittee on Defense, Committee on Appropriations

Senate Committee on Armed Services

Senate Committee on Homeland Security and Governmental Affairs

House Committee on Appropriations

House Subcommittee on Defense, Committee on Appropriations

House Committee on Armed Services

House Committee on Government Reform

House Subcommittee on Government Management, Finance, and Accountability,
Committee on Government Reform

House Subcommittee on National Security, Emerging Threats, and International
Relations, Committee on Government Reform

25






Under Secretary of Defense for Acquisition,
Technology and Logistics Comments

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

AUG 3 0 2006

ACQUISITION,
TECHNOLOGY
AND LOGISTICS

MEMORANDUM FOR PROGRAM DIRECTOR, ACQUISITION AND CONTRACT
MANAGEMENT, DOD INSPECTOR GENERAL

THROUGH: DIRECTOR, ACQUISITION RESOURCES AND ANALYSIS '\\%\QP\O\O

SUBJECT: Response to DoDIG Draft Report D2005-D000AB-0223.000, “Contracting
Practices at the Major Range and Test Facilities Base™

As requested, 1 am providing responses to the findings and recommendations
contained in the subject report.

Findings:

Your office reviewed 10 cost reimbursement contracts awarded by nine different
DoD major range and test facilities — 3 Army, 3 Navy, and 3 Air Force locations. The
draft report asscrted that all 10 mission support contracts had award and administration
problems, specifically: failure to use prior history to define cost estimates or contract
type, inadequate or missing Government cost estimates, and inadequate or missing
surveillance plans.

Attachments 1-5 contain detailed responses from the Military Departments
regarding vour draft report findings. In all cases, they non-concurred in those findings
and each provided explanations of how the applicable Federal Acquisition Regulation
requirements had been met.

While I find no systemic contract award or administration problems at the DoD
major range and test facilities which require corrective guidance from higher
management, | do agree that it will be constructive to reinforce guidance to our field
commands.

Recommendations:

DoDIG Recommendations 1-3: We recommend that the Under Secretary of Defense for
Acquisition, Technology, and Logistics:

1. Issue guidance to the commanders of the Major Range and Test Facilities Base to
comply with the Federal Acquisition Regulation Subpart 15.406-1(a) by reviewing

O
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prior history to determine contract type and define costs with well supported
independent Government cost estimates to ensure that the Government receives the
best value on cost reimbursement contracts.

2. Issue guidance to commanders of the Major Range and Test Facilities Base to
comply with the Federal Acquisition Regulation Subpart 46.401(a) by preparing
adequate surveillance plans prior to awarding a cost type contract in order to
facilitate Government surveillance during the contract term.

3. Issue guidance to commanders of the Major Range and Test Facilities Base to
comply with the Federal Acquisition Regulation Subpart 16.301-3(a)(2) by
reviewing the surveillance plans for contracts already awarded to determine
whether the surveillance is providing reasonable assurance that contractors are
using efficient and effective cost controls.

OUSD(AT&L) Response: Concur. As discussed above, while I find no systemic
contract award or administration problems at the DoD major range and test facilities
which require corrective guidance from higher management, in the spirit of continuous
improvement, we will issue guidance to reinforce the need to comply with the Federal
Acquisition Regulations as recommended by your office.

and Aéauisitiun Policy

Attachments:
As stated
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Assistant Secretary of Army (Acquisition,
Logistics and Technology) Comments

Final Report
Reference
DEPARTMENT OF THE ARMY
OFFICE OF THE ASSISTANT SECRETARY OF THE ARMY
ACGUISITION LOGISTICS AND TECHNOLOGY
U.S. ARMY CONTRACTING AGENCY
5109 LEESBURG PIKE SUITE 302
FALLS CHURCH VA 22041-3201
SFCA-CO AUG 2 2 2008
MEMORANDUM FOR DEPUTY ASSISTANT SECRETARY OF THE ARMY
(POLICY AND PROCUREMENT) ATTN: SAAL-ZP,
103 ARMY PENTAGON, WASHINGTON, D.C. 20310
SUBJECT: Response lo the Inspector General Department of Defense (DODIG)
“Draft of a Proposed Report” on Contracting Praclices at the Major Range
and Tast Facilities (MRTFB), Project No. D2005-D000A-0223.00,
Specifically Concermning Yuma Proving Grounds (YPG) and White Sands
Missile Range (WSMR)
This corespondence provides the U.S. Army Contracting Agency's (ACA) position on
the subject, “Draft of a Proposed Raeport,” on Contracting Practices at the MRTFEB (Project No.
D2005-DO00AB-0223.000), specifically addressing YPG and WSMR.
The ACA concurs in part and nonconcurs in part with the DODIG's draft report
recommendations. Commants are enclosed. . p ages 8&
The ACA's concurrence, based upon the genesis of the overall draft report, agrees with 9

the DODIG recommendations to have the Office of the Secretary of Defanse issue guidance to
commanders of MRTFB to ensura compliance with particular sections of the FAR. The ACA
nonconcur's with the manner of how the audits were conducted at the two Directorates of
Contracting (DOCs). The DOCs at the two locations were not afforded an opportunity to address
any interim findings that made their way into the draft report. Also, the final report should
include and address the ACA contracting community in the same manner it does with the
“commands of the MRTFB," as recommended in the draft report.

For further information conceming this subject audit please contact my action officer Mr.
Steve White, phone: DSN 761-7573 or (703) €81-7573, e-mail: steve.white@hqda.army.mil,

Army Contracting Agency

Enclosure

KEG-1287

ATTACHMENT 2
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‘WEMR Response to DoDIG
17 July 2006

PURPOSE:

The purpose of this paper is to provide the Under Secretary of Defense for Acquisition,
Technology, and Logistics with comments to reply to DoDIG Draft Report titled
Contracting Practices at the Major Range and Test Facilitics Base, Project No. D20035-
DO00AB-0223.000.

SUMMARY:

White Sands Missile Range nonconcurs with all findings against WSMR. Consequently,
WSMR nonconcurs with all of the recommendations. The White Sands Directorate of
Contracting complies with the FAR. A Contract Management Review (CMR) by the
cognizant PARC office in December 2005 rated the DOC above average in their pre and
post award tasks.

BACKGROUND:

Two DoDIG auditors visited WSMR in February 2005 to conduct field survey work for
this office. The White Sands DOC provided them with a working space and with all of
the files relating to contract DAADOQ7-97-C-0108, the primary WSMR mission support
services contract. The auditors did not really provide an out briefing and gave no
indication of the findings cited in this draft audit.

DoDIG's overall finding was that “Contracting officials did not adequately manage
contracts”, and *.. .did not perform adequate contract award and administration
procedures.” ... “Contracts did not meet the requirements of the FAR.”

Specific findings against WSMR were:
+ In adequate management controls.
+ Contract history not used in analysis of contract type
+ [nadequste IGCE
+ Inadequate or missing surveillance plans

Contract DAADO7-97-C-0108 is & cost plus award fec contract. The contract began in
April 1997 and will expire 30 Nov 2006, The current estimated value of the contract is
$333.5 million, This is a labor intensive contract that provides operation and
maintenance of various testing equipment and enginecring design and development of
equipment modifications and upgrades.

The contract is funded mostly with RDT&E funds, customer and institutional, The award
fee is paid semi-annually through ratings provided by government personnel supported
by the contractor. The costs associated with this contract are driven by test workload and
that can not be predicted too far in advance.

Page 1 of 3
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WSMR Response to DoDIG
17 July 2006

SPECIFIC FINDINGS:
Management Controls

DoDIG Finding: “The management controls for contract administration were nol
adequate to ensure that contract files contained proper documentation...” MRTFB
contracting officials did not identify or report the marerial management control
weaknesses identified by this audit. "

Nonconeur: The auditors never asked any questions or requested any documentation on
intemal controls from the contracting personnel. As part of their annual assessment, the
contracting personnel are required to complete various checklists regarding contracting
functional areas. One of these checklists, AFARS appendix BB-201, titled
“Presolicitation” was completed in FY0S. It includes questions regarding IGE's and
types of contracts, This year the completion of AFARS appendix BB-202, titled
“Solicitation, Evaluation & Award” was completed. The WSMR DOC has taken several
actions to ensure that proper documentation and reviews are completed to include issuing
of written guidance and monthly training classes. This was also recognized in their most
recent CMR.

Use of Contract History

DoDIG Finding: “Contracting Officers did not use prior history to determine contract
type or define costs. ... "There was little or no dindication that contracting officials
examined the information from prior contracis to determine contract type or fo help
define costs for future contracts. ... "Contracting officers could not provide analysis of
prior history (o determine whether all or parts of contracts could be converted to Sixed
price for these services. ”,,.

Nonconcur: Contract DAADO7-97-C-0108 was a consolidation of services that were
previously performed under nine separate contracts. Prior to this consolidation, the
contracting personnel had to prepare a cost benefit analysis. This analysis included a
detailed analysis of the types and costs involved in these contracts. FAR 16 requires that
the contract file be documented as to why the selected type of contract is appropriate.
The file for this contract is so documented, In addition the contracting office is required
to address contract type in the acquisition plan and in most recent years in the acquisition
strategy. The proper type of contract is thoroughly analyzed and reviewed prior to
issuing the solicitation.

‘While a fixed price contract is preferable, the inability to forecast workload in the testing
arena makes a fixed price contract inappropriate.

IGCE

DoDIG Finding: “Contracting Officers did not have adeguate Independent Government
Cost Estimates (IGCEs)"... "Contract files had incomplete or missing IGCEs. The
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‘WSMR Response to DoDIG
17 20

estimates lacked detail, did not have documentation of the value analysis, and in some
cases were prepared by using an action prior pear contract price and inflating the
amount by a set percentage,.. "

Nonconcur: The file for contract DAADO7-97-C-0108 contrains a 32 page IGCE that is
detailed in labor costs, overheads, other direct costs, and fees. The auditors neglected to
take a copy with them and we Fedexed a copy at their request in Feb 2006. The auditors
provide 5 steps for preparing IGCEs in the draft report and put most emphasis on step 3,
identifying alternative products or methods. These contracts are labor intensive, they arc
not for supplies. It is difficult to understand how step 3 even relates to these type of
contracts. The current contract is always a good place to begin the IGCE since it is your
latest data. Using current wage determinations, overhead rates and manting levels
provides the most current costs. Under the latest guidance only limited cost data is
requested from the contractors when competition is expected.

Contract Surveillance

DoDIG Finding: "FAR Part 46.401(a) states that quality assurance surveillance plans
should be prepared in conjunction with the statement of work..," “dlthough surveillance
was required, contracting officials either could not provide plans or had not updated
plans for the specific circumstances of the contract services.,.”

DoDIG used WSMR's contract as an example of this failure.

Nonconcur: FAR Part 46.401(a) was added to the FAR effective Oct 1997, The WSMR
contract was awarded in Mar 1997, We do concur that surveillance has become a very
important issue in performance based contracting in the past five o six years, That is
why the director of the White Sands DOC explained lo the auditors the steps that were
being taken to ensure the new competition has standards and a detailed surveillance plan,
In addition, the auditors are incorrect about the only surveillance being a self-evaluation
performed by the contractor. Contract DAADO7-97-C-0108 contains all of the required
inspection clauses for cost-type contracts. ‘Government personnel prepare ratings semi-
annually that are used to evaluate award-fee,

CONCLUSION:

White Sands DOC personnel provided the auditors with all requested documents. This
draft report is citing documents that were never requested.

We respectfully request that, in light of the information provided in this document, that
the DoDIG dismiss all findings and recommendations for WSMR and the White Sands
contracting office,
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11 July 2006

PURPOSE

The purpose of this paper is to provide the Under Secretary of Defense for Acquisition,
Technology, and Logistics with comments to reply to DoDIG Draft Report titled Contracting
Practices at the Major Range and Test Facilities Base, Project No. D2005-D000AB-0223.000.

SUMMARY

Yuma Proving Ground (YPG) nonconcurs with all findings against YPG. Consequently, YPG
nonconeurs with all the recommendations — YPG's contracting practices already comply with the
FAR, thus DoDIG's recommendation to issue guidance to YPG to comply with the FAR seems
Unnecessary.

BACKGROUND

DoDIG auditors visited YPG in July 2005 to conduct field survey work for this audit. At their
exit conference on 14 July 2005, the auditors stated that they had no actual or potential findings
or recommendations for YPG. However, the subject draft report does contain findings against
YPG. DoDIG didn't discuss these findings with YPG or the Army Contracting Agency (ACA),
wha provides contracting services to Army installations, including YPG. As a result, neither
YPG nor the ACA activity at YPG had the opportunity to address the findings before issuance of
the draft report.

DoDIG"s overall finding was that “Contracting officials did not adequately manage contracts",
and “...did not perform adeguate contract award and administration procedures. " ...
“Contracts did not meet the requirements of the FAR.”

Specific findings against YPG were:
* Inadequate management controls.
¢+ Contract history not used in analysis of contract type.
« Inadequate IGCE.

The cause given for all these findings was that contracting officials didn’t follow the FAR and
other best business practices for service contracts.

DoDIG’s report evaluated only YPG contract DAAD01-99-C-0003. Therefore, this reply covers
only that same contract, which is YPG"s Range Support Services Contract (RSSC).

The RSSC is a cost-plus-award fee service contract. YPG awarded this contract in 1999 fora
period of 5 years (with a 3 year option period which has been exercised) at en estimated cost of
$281.6M starting in October 1999. The RSSC is a labor-intensive contract to provide personnel,
management, and small amounts of materiel in support of YPG's testing mission, to include
Yuma Test Center in Arizona, Cold Regions Test Center in Alaska, and Tropic Test Center at
various worldwide tropic sites. The contract provides YPG with program management and range
operations, systems engineering and technical assistanoe, test execution, and maintenance
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YPG Response to DoDIG

11 July 2006

services in a variety of highly technical finctional areas such as optical instrumentation,
metrology and simulation, computation and automation, operations and maintenance, munitions,
gunnery, aircraft armament, airdrop, range management, range communications, and information
management.

Contract funding comes mostly from reimbursable money collected from test customers,
RDT&E and small amounts of OMA. Award fee pool and base fee are based on a graduated
scale for various levels of effort. Efficiency and cost controls are significant factors in
determining award fee amounts, Costs are driven primarily by the amount of test work received
from customers (more tests = more labor = higher total contract costs).

SPECIFIC REASONS FOR NONCONCURRENCE:
Contract Surveillance

DoDIG didn’t identify contract surveillance findings at YPG, as evidenced by the chart on page
5 of their report. The chart properly excluded YPG from the finding of inadequate or missing
surveillance plans. In fact, at the exit conference on 14 July 2005, DoDIG auditors commended
the thoroughness of the surveillance and award fee plans and YPG's execution of those plans.
Therefore, this reply does not address contract surveillance at YPG.

Management Controls

DoDIG Finding: “The management controls for contract administration were not adequate to
ensure that confract files contained proper documentation ... " “MRTFB officials did not
identify or report the material management control weaknesses identified by this audit.”

Nonconcurrence: The management controls program et YPG didn't identify the weaknesses
described in the DoDIG report because those weaknesses didn’t exist at YPG, as we will
demonstrate further in this reply. In fact, ACA’s management control plan for YPG evaluated
controls in the very areas addressed in the DoDIG report and found no weaknesses.

For example, the FY05 management control checklist BB201 (step 1 question e) asks if the
IGCE appears reasonably accurate and complete. Step 2, question ¢ asks “Is the type of contract
selected the result of analyzing the requiring activity’s requirements (i.e. Performance Based, not
merely repeating the last selection for a similar requirement) and determining what would
promote the Government's interests?” The results of ACA's evaluation found no deficiencies or
material weaknesses, This was documented in ACA’s Management Control Evaluation
Certification Statement (for YPG), dated 18 May 2005 (2 months prior to the DoDIG visit to
YFG).

Moreover, we disagree that the findings, even if they were true, were material enough to trigger a
reportable material management control weakness. The report speculated that the effect of the
findings was that the Government was at risk of “spending more than necessary to conduct
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11 July 2006

business.” But the audit didn’t examine whether the Government actually did spend more than
necessary to conduct business, Nowhere in the audit report did the DoDIG identify that because
of the findings, the actual contract costs were too high, the contract type was incorrect, or that the
Government actually paid too much money for the contract. The materiality of the purported
findings seems less than a reportable material weakness because the stated effects of those
purported findings are speculative rather than concrete.

DoDIG’s recommendations also don't seem to support that the purported weaknesses were
material - the 3 recommendations call only for guidance to be issued to tell Commanders to
somply with existing regulations ~ not for actions such as recovering excessive costs or changing
contract types, as would be expected if the weaknesses were truly material.

Use of Contract History

DoDIG Finding: “Contracting Officers did not use prior history to determine contract type or
define costs.” ... “There was litle or no indication that contracting officials examined the
information from prior contracts to determine contract type ot to help define costs Sfor future
coniracts.” ... “Contracting officers could not provide analysis of prior history to determine
whether all or pares of contracts could be converted to fixed price for these services.” ...

Although YPG's RSSC was not cited in the report as an example of this problem, the chart on
page 5 of the report checked the column No Use of Prior History for YPG,

Nonconcurrence: The contracting officer did in fact use and analyze prior history to ascertain
contract type, define costs, and resolve whether all or parts of the contract could be converted to
fixed price. These analyses were documented in the cost realism analysis, the acquisition plan,
and the award determination documents in the contract file.

The contract files at YPG contain a Cost Realism Analysis dated 31 Oct 98 which shows that the
contracting officer did indeed use price history to define costs and to enalyze the price
reasonableness of the offerors' proposals. It states “A cost realism analysis was prepared for
each of the proposals. Each analysis included laber, materiel, and travel costs from the
Government estimate. ... The estimated costs were based on costs being incurred under the
current (10 separate) contracts.” Attachments to the analysis contain the specific details of each
of the 21 cost categories analyzed for cach bidder for each FY.

The contract files at YPG also contain an Acquisition Plan which shows that the contracting
officer did indeed use prior history to determine contract type. It states: “YPG has been
supported by contract since the seventies. The concept basis for this contracting has been
augmentation (of the Government workforce). It is time to abandon the augmentation concept
and move into a functional concept where the contractor will be expected to take autonomous
control of those functions. We require a contracior with the capacity to surge when special
requirements or unusually heavy demands occur in technical, high skill areas. The inability to
forecast workload with any degree of confidence makes a fixed price contract inappropriate. The
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contractor will need the ability to adjust the workforce as workload dictates. Therefore, a cast-
type contract is required to accommodate these adjustments.”

Further, the contract type was not chosen on the basis that the previous contract was a cost-plus
contract, rather, it was chosen to meet the activity's requirements. The contract Award
Determination document, written pre 9/11, stated that a cost-plus contract would “provide the
necessary flexibility for fluctuations in workload and allow for quick, reactive changes and
continuous service in the event of mobilization, strikes or other emergencies.” How prophetic!
GWOT had not yet started, yet YPG built flexibility into the contract for quick reactive changes
such as those that the GWOT has brought to YPG.

For example, in the post 9/11 era, YPG has virtually overnight established the National Counter-
Terrorism/Counter Insurgency Integrated Test and Evaluation Center {(NACCITEC) for DoD's
testing of counter-insurgency and counter-terrorism technologies. The presence of an already in
place cost-type contract provided the quick, reactive changes necessary not only to build, but to
fully staff, this most critical DoD capability almost instantaneously.

IGCE

DoDIG Finding: *‘Contracting Qfficers did not have adequate independent Government cost
estimates (IGCEs)." ... “Contract files had incomplete or missing IGCEs. The estimates lacked
detail, did not have documentation of the value analysis, and in some cases were prepared by
using an actual prior year contract price and inflating the amount by a set percentage ...”

DoDIG used YPG's RSSC as one example of this purported problem. According to DoDIG, the
contract “has an incomplete IGCE. To prepare the IGCE, the contracting official used FY 1998
contract amounts as the stariing point and inflated other amounts 2.5 percent per year over 7
years.”

DoDIG stated that according to FAR Subpart 15.406(1)a, contracting officials should establish
the Govemment's initial negotiation position with the use of various analysis and techniques
including the IGCE. The information gathered should assist contracting officials in deciding the
faimess and reasonableness of proposals. This information is especially important with cost
reimbursement contracts because the contractor has no incentive to control cost and could
initially understate cost to receive the award and eventually be reimbursed for larger amounts.

Nonconcurrence: The IGCE was indeed complete, detailed down to 18 cost categories for 82
work functions over a period of 8 years; met all FAR requirements; and was more than adequate
1o meet the contracting officer’s noeds. In faot, the contencting officer used the IGCE as a
centerpiece to help decide the faimess and reasonableness of proposals. Moreover, the
contracting officer used the IGCE in a strategy specifically designed to prevent potential
contractors from understating cost to receive the award and eventually be reimbursed for larger
amounts. And controls were in place to provide incentives to the contractor to control costs.
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For a labor-intensive service contract whose costs are driven by a fluctuating workload and other
external factors beyond the contracting activity’s control, test industry experts at YPG support
weighing forecasts of future workload and events heavier than past history workload and events
to derive usable cost estimates. Unlike that depicted in the audit report, the IGCE was not
merely the FY 1998 contract amount inflated by 2.5% per year. Rather, as stated in the Cost
Realism Anslysis, the IGCE was prepared based on the current manning of each of the affected
10 (then separate) contracts. The Acquisition Plan noted that this would be a labor-intensive
contract, so labor was the most significant cost. In addition, the Acquisition Plan explained that
the estimate was based on available workload forecasts, and the Award Determination also states
that the estimate includes projected costs.

Although not specifically noted in the IGCE, YPG derived hourly labar costs for projected
workload levels by identifying the various employee skill levels required and estimating wages
for each of those skill levels based on U.S. Department of Labor Annual Wage Determination
{AWD) requirements for Government service contracts. Future year hourly labor costs were
forecasted using a projected 2.5% increase in future AWDs,

In a strategy designed specifically to prevent potential contractors from understating costs to
receive the award and eventually be reimbursed for larger amounts, the solicitation required only
the submission of limited cost data, as stated in the Cost Realism Analysis. The data consisted of
labor overheads, other direct costs, G&A, and fees. The cost analyses for each proposal used the
labor, material, and travel costs from the IGCE, not from the potential contractor, thus
eliminating the possibility of understated bids. Potential contractors could only bid on overhead,
G&A, and fees, which are less susceptible to understatement.

Maoreover, te provide incentives for the contractor to control costs, the Acquisition Plan states:
“The most risk with this contract is in cost. Including the control of costs as part of the
surveillance and award fee plans will minimize cost risk.” As noted earlier in this reply, DoDIG
auditors commended the theroughness of the surveillence and award fee plans and YPG's
execution of those plans.

CONCLUSION

ACA and YPG officials provided DoDIG auditors with electronic copies of all contract
documnents cited in this response, prior to or shortly after DoDIG’s visit to YPG.

We respectfully request that, in light of the information provided in those documents, that the
DoDIG dismiss all findings and recommendations for YPG and the ACA at YPG.
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The United States Army Research,
Development, and Engineering Command
Acquisition Center Comments

DEPARTMENT OF THE ARMY
US ARMY RESEARGH, DEVELOPMENT AND ENGINEERING COMMAND ACQUISITION CENTER
4118 SUSQUEHANNA AVENUE
ASERDEEN FROVING GROUND MD 21006-3043

AMSRD-ACC-CC 31 Jul 06

MEMORANDUM FOR Office of Inspector General (Michael E. Simpson), 400 Amny Ni
Drive, Arlington, VA 22202-4704 i

SUBJECT: Report an Confracting Practices at the Major Range and Test Facilities Base (Project
No. D2005-D000AB-0223,000)

1, Memorandum, DoD, IG, 22 Jun 06, subject: Report'on Contracting Practices at the Major
Range and Test Pacilities Base (Project No. D2005-D000AB-0223.000).

2. Referenced report pertains to mmnmos-ul-n-ﬂuw for Test Support Services
performed at the Aberdeen Test Center (ATC), Aberdeen Proving Ground, MD. The contract
was awarded and is adminigtered by the US Army Ressarch, Development and Acquisition
Center (RDECOM AC) Aberdeen Proving Ground, MD,

3. The following responses are provided in response to the [G findings outlined in the report:

a. The report states that “prior history was not used to define contract type or cost estimates
for contract DAADO5-01-D-0019. The report firther states that the Army contracting officials
“at the very least should have justifisd why other cost reimbursement contracts would not have
been suitable,”

An analysis was performed prior to award of the contract. As stated in Federal Aoquisition
Regulation (FAR) 16.601(%), a time-and-materials (T&M) contract may be used only when it is
not possible at the time of placing the contract to estimats accurately the extent or duration of the
work or to anticipats costs with any ressonable degree of confidence. As a test center, the
historical record shows that ATC cannot accurately predict the extent, duration, or costs due to
the ever-changing testing environment and the need o increase/decrease the contractor’s
workforce with little notice; therefore, a T&M contract type for DAADOS-01-D-0019 was the
only type of contract suitable for ATC.

b. The report errgnecusly ¢laimed the Independent Government Cost Estimate (IGCE) was
inadeguate in thet the contract was “issued without adequately using historical information to
d@ﬁmnqmmumwﬁhAmyCou&nﬁDMDBS-ﬂl -D-0019.” The repart also claimed the
majority of contracts discussed lacked specificity.

These findings are incorrect. For Contract DAADOS-01-D-0019, ATC used historical data
mdmemdnqlmemmmdﬂwhpmﬂmm%;&ugm Historical data includes
prior, current and projected strength, and the Department of Labor Wage Determination and the
Collective Bargaining Agresments in effect at the time of the preparation of the Request
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for Proposal. mmhﬂmaspmmmﬁpﬁ]umdmmhnwmmbormm
computed based on rates in the DOL WD, CBA, or comparable civilian positions.

c. mmmwmmmmm"wqmmwmgmwumem. In
T&MAmymmmDAADOS-GI-D-MEmMMSHS.z million, contracting officials used 3
gmmiusmm]]mmplmthﬂwmdfwdﬁucmmuﬁﬂmNmﬂmhwmwﬁc
needs of the T&M contract. Awumtphnahoddhnwbmdevﬂupadﬂ:rﬂm&rcumtmm

This finding is incorrect. Thacnnu'msmwﬁllqmeplnndnudﬁlunﬂﬂpmvidssadmﬂed
mmmrnmwmgpmmmmmdmw&mmmhlmwﬁeh&iﬂ&m
contract, Mplmhahyﬁmhmmmngmmwmoﬂiﬁwwmw
performance. Thephnhuhdommmmmmqumngsuwdnm,apadﬁmup

(1) Engmeering port (including a variety of enginecring, techmical, and scientific
mw)mwlmgM%mmMWd.quMWmmm
phemmph,mﬂ}mgdm,repddn;mdwublemnﬂngmmumﬁm,Dngdum
up&strmgq,aﬁpﬂngbmummnﬁmweqtﬁpmvaifﬁngmmymdmnf
mmmmmmmwmmmmmmﬁulomm
adminimﬁwwpoﬂwvariouamtmm

Warehousin, gmppoﬂﬁncﬁmhdudiugmuﬁfmgmmmﬁn&mim, uses
mm%&mmmﬂglmmmmmmimm-mm
maintenance of locator files and contyol registers,

(4) Guoner and Ammunition esting support finctions include testing of artillery,
making; heavy equipment operations; boat operations; range support; fire control support; and
simulation support.

szplanpmﬁdesdmﬂcdinapecﬁouprmdmuwbepufmmedbytheCWﬂng
Officer’s Representative of contract services, with emphasis placed on:
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(1) Testsetup.
(2) Observing work in progress.
(3) Reviewing reports/records for documentstion maintenance and adherence to the
SOW.
(4) Adherence 10 test operating procedures and test plans.

(5) Ensuring contractor employees are wiilizing proper safety equipment and practicing
appropriate safety and environmental procedures.

(6) Tq:gat set-ups, firing and maintenance of weaponry.

(7) Talking with Test Directors and/or Technical Points of Contracts regarding
contractor’s job performance, compliance with task assignments and edherence to schedules.

(8) Property Accountability.

(9) Investigation of customer complaints via Contract Discrepancy Report (DA Form
3479R).

Each inspection is documented via a Surveillance Activity Checklist (DA Form 5476R). Any
contractual shortfalls are forwvarded to the Contracting Officer within 5 working days for action.
All surveillance actions flow up through the test directors.

To assist in Government surveillance, ATC has appointed Contracting Officer's Technical
Representatives (COTRs) for every cost centar supported.  This technique counters the concerns
stated in FAR 16.601(b)(1) concerning a T&M contract, specifically, that such contract provide
no positive profit incentive to the contractor for cost control or labor efficiency. COTRs are
responsible for validating contractor effort on & weekly basis.

4, Should any further information be required concerning this issue, the RDECOM AC point of
contact for this action is Mr. Jeff Pierce, 410-278-0861, fax 410-306-3745, or email

AN A. GREIDER
Chief, Combat Operations Branch
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Department of the Navy (Air Systems
Command) Comments

DEPARTMENT OF THE NAVY
hAcal afft SYSTEMS COMMAND
HADA VALLIAM A MOFFETT BUR CakG.

47173 MUST HDAD, BLOG 2072

PATLNENT RIVER MARYLANG MW 73 1047 P ]
SN}
< AIR-IMIGHA 089
JUL 14206
From: Conunander, Naval Air Systems Command
Tor Asxiskant Secictary of (he Navy (Rescarch, Development and Acquisitions)

Subit  DODIG DRAFE REPORT ON CONTRACTING MPRACTICES AT THE MAMIR
RANGE AND TEST FACILITIES BASE (PROJECT NUMBER
P2K5-DINOAB-D223.000); RESPONSE TO

Rel:  (a) DODIG Mema of 22 Jun 06

Encl: (1) Naval Air Systems Command Commients o Subject Draft Report

1. Reterence (o) suhmified subject draft report for review and corments. Although no
recommendations were addressed 1o the Naval Air Sysiems Commund, we would like o provide

our e ts for your consideration in preparation of the Department of Navy response 1o the
subjeet repart, Accordingly, enclosure { 1) contains our formal management response.

2. Please diree! questions conceming the response 1o Ms. Udora Myers or Ms. Ginger Soroka
al 301-T57-2 104 or 2105, respectively. For add itional infornation or clarificotion on wehaical
issties, contact Ms. Diane Balderson at 301.737-T838,

oy ant

3 GSCOTT
Inspevtor Gieneral

Copy To:

ASN(RDA), John Sinoot
ASMIRDA). Sundra Peity
ASNIRDAY CDR Mark Goodrich
NAVICL, P Cooper
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NAVAL AIR SYSTEMS COMMAND COMMENTS TO
DODIG DRAFT REPORT ON
CONTRACTING PRACTICES AT THE MAJOR
RANGE AND TEST FACILITIES BASE ’

(D2005-DIO0AB-0223.00¢)

Finding: Contracting otficiak did mat adequately manage coniracts for nine Army. Navy, and
Air Torce locations within the major Range and Test Facilities Base (MRTFBY. We reviewed 10
cost reimbursement contracts with a combmed alue ni'more than $7.6-billion, We tound
contrict award and administration errors in all W cantracts, Specilically, the contracting officers

did mot,

= Useprior history to delerming vontract type or define costs on % of 10 contrascts,
Have adequate independent Ciovermnent cost estimates (1GCTEs) on Yol 10
contracts, or
& Have evidence of adequate surveillance plans and surveillance on 7 of 10 contracts
These problems occurred because contracting officials did not follow the Federal
Avyuisition Regulation (FAR) and other best practices fur the service contracts. As a result, the
Ciovernment continued to use high-risk cost rcimbursement contracts without following
procedures in place w contrel costs or monitor performance.

NAVAIR RESPONSE: NAVAIR specific comments are provided regarding the information
suntmarized in‘the table on page S titled “Summary of Problems in Contracts at MRTFBs™.

NAVAIR Contract Problems from Summary Table { Excerpr)

| Inadequiste
! Dollar | NoUse | Inadeguate Or Missing
| Contract | Value | Of Prior | Or Mixsing | Surveillance
- Contract Number Type | (Millions} | History 1G0CEs Plans
NIMH21-01-( 1422 | H
| {Patusent River) CPPE | 1a7s | x| _ox_ | o .x_ .1
NOG42 1-02-C-3032
{Patuxent River) | _CPFF 2812 X X —
N6K936-01-DA036 | |
{China Lake) L_CPAF 6b.4 £ X X ]

NAVAIR SPECIFIC COMMENT #1: NAVAIR does nor concur with the conclusion that the
comtracting ofticers did not use prior history o determing coniract type or define costs.,

Enclosure (1)
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W00421-01-C-0422 (FPatuxent River); Prior history was used during the acquisition
for this eBor, 1t was used o delermine contract type and to help deline costs, Since
this effort was competed, the competition itsell warked 1o determine a fir price.

Scction 1.2 of Acquisition Plan (AP") for contract NON421-01- 04 provides a
historical summary and inchides a staterment on the forward trend based on the current
environment. Section 2 of this document covers the estimated cost ol the procurement and
section 8.6 discusses the considerations thar went into determining the contract type.

In uddition, Naval Air Warfare Center Aircraft Division Aircraft Simulation Division
Memorandum, NAVAIR 5.1.3, serial 5161004, dated 18 January 2001 tifled: “Increases in
Scope of Proposed Manncd Flight Simulastor (MFS) Omnibus Sttement of Work (SOW) from
Previous Vehicle™ explains new tasking that had been added 1 the SOW os compared to the
previous SOW. This memoranduim also includes a breakdown of the government estimatc by
labor catcgories and hours,

Page 6, Nirst paragraph of the draft report identifies the use of, “prior history 1o determing
whethar all or parts of contracts could be converted 1o fived price for these services™ This is
addressed in the AP, Section 8.6, which states, ~... the Puid narure of the MES ficility s work
prevents the Government from dehineuting boundaries for specific rasks.”™ As a result, there is no
Firm hasis for detenmining a fixed price for any specilic sk~ :

This contract is for the operarion and maintenance of the MFS simulation fab and tacitity
The contract provides research, development, testing, evaluation, aml prototypes of simulation
systems, When thix contraet was-awarded. it was folt that the nature of the work Jid net allow
for firm fixed pricing. The quantity of work was not stable. There are also many variables in the
1ype of work. A few varwbles in a simulation arc the platform. the aircraft equipment, the Night
seenario, und the rumber ol simulators nehworked into the seenario. I shoald be noted that one
of the producis of this contract is full drawing packages for training simulators. These drawing
packages ean be used by other activilics to procure trining situlators on a firm tixed price
(FFP) busis,

Contenct NOM421-02-C-3052 (Patuxent River): Page 3, second sentence, last paragraph of the

draft report stales, “Even wihen contractors for these centracts had been performing the same
work for imany vears. contracts werc continually led as cost reimb t”. Page 6,
second sentence of the draft report discusseés that a Cost Plus Fixed Fee (CPFF) controct was
awarded despite a 23 year history with the same contractor and the rafionale was deseribed in
general terms duce to the variables inherent in the effort,

Although there is o long history with the samc contractar {DynCorp Corporation}, this
and previous contracts were competed. When the contract was awarded, the tcam Jid not believe
that the type of offort allowed for firm fixed pricing. The tvpe and amount of work does not stay
skatic and thus it is not the same work every veur. This contract provides ringe operutions,
culibration and repair of aircraft ground suppon equipment, mowditications of wircruf and other
test artieles. The nuture of a repair. the equipment to be repaired, the arrerafi or test article 10 be
modificd. the type of nodification, or items to he installed can not be accureately predicied. Also.

ra
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the tumber of ests, types of lests, platforms to be tested, or cquipment 10 be tested changes
Froquently. The testing Lo be performed is based upon individual iest plans. Each s r\\.iu is
developed with input from engincers, test conductors, military project officers, and the flight rest
community. The testing could be in a number ol areas of interest inc luding: weapon separation.
engine pertormance, navigational system evaluation, snd high angle arack. Although there may
be some sunilaritiey between test pluns and fests. becouse of the number ol variables involvied.
ench plan and the tesis themsclves are unigue.

Contract N68936-01-D-H136 (China Lake): The business clearince memorindum for this
contract addresses the contraet type ond the basis for its selection. The nature ol the work
invalves a degree of uncerluinty with regard 10 cosis. which docs not allow for a fixed price (F1)
contract. 1t would be impractical 1o sceure the type of services and the quality required using FI*.
At the time the stategy was developed in 1998, the clinate in Dol) favored downsizing, thercby
atfecting the degree 1 which performance lovels and skills could aceurately be predicted. A
Cost Plus Award Fee (CT'AF) contract that effectively motivated the contractor taward
exceptional performance enhanced the ikelhood of mecting {he acquisition objectives,

Ihere are inherent risks in using a CPAF contract since labor hours, Jabor mix and
marerial requirements necessary (o perform wee highly uncertoin and speculative. However,
hased on historical data on the current range conlructs; the labor hours, mix, and material
requirement have not been a problem. They are closely monitared by the Contracting Otficer
Representative {COR) and other contracting personnel. Government oversight skills and
fechnigques for monitwring contraetor performance have been continually refined.

Additionally. although the approach in 19495 antivipued significant Dol downsizing,
what sctually happened wis an increase in resting, accompanied by diverse resting requirements,
Where we inirially expected the workload to decrease and anly require nanaging o core staff, the
contractor was required 1o sigmificanly increase the workforce and add diverse skill sets to meet
the new demands Tor test support. This illustrates how difficull ot is to accurately predicl ihe
labor hours, skill mix, and materals required tor wnge support and thereby making ir difficun
and risky to enter into o firm fixed price contract,

NAVAIR Fulurg Approach: When the Procurement Contracting Ofticers {PUOs) initiate aclions
tor fullow-on efforts, the decisions tor the ype of coutracts will be well-documented and will
consider a combination of FFP Contract Lime Tlem Numbcrs (CLINS) Tor standardized work not
likely to change. and cost reimbursable CLINS for work tasks not casily defined. I addition, the
acyuisition 1eani, including those defining the technical requircments at the contracring office,
will utitize prior work history to determine the type of contract and acquisition strtegy  The
decisions will be documented in the applicable AP or Acquisition Strategy.

NAVAIR SPECIFIC COMMENT #2: NAVAIR does not concur with the conclusion that
contracting officers did not have adequate independent (iovernment cost estimates (IGCEs).
The following information applies.

Contract 0]-C-042 t River):. A summary of the IGCE information was.
included in the AP, and the Naval Air Warfare Center Aircralt Division Aircraft Simulation
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Division Memonandum., NAVATR 3.0 3, serial S 10100A, Jated 18 Janwary 2001 titled;
“Increases in Scope ol Propesed Manned Flight Simulator { MF$) Omnibus Statement of Work
(SOMW) From Previous Vehiele™ was included i the conlraet file.

As previously mennoned in paragraph 2 an page 2, Naval Air Warfare Center Aircrafl
Division Adrcralt Simulation Division Memorandum, dated 18 January 2001 compared the
changes Irom the previous SOW 1o the current SOW, and identified s1affing needs based on
requirements, Scetion 2 of NUO421-01-C-0421 AP also covers the estimated cost. This
mformarion wus used in 1he development of the solicitation and resuling contract. For example,
the number af labor hours and labor calegories were used 1o define the level of effort

Contraet NORUIO-01-D-0036 {China Lake): Naval Air Wartare Center Weapons Division
developed o CGovernment Cost Estimate that was ncladed in the contract N8O 360110036
documentation. The estimate was developed using the curent eontractor work torce, Inistorieal
wse ol vvertime kiher hours with a s wtul for all 7 vears applied o Jabor onlyy
s a contingency for surge work orine capabitity and support, plus a 3.5
adjustment for eseolation eoch year. Although the estimate was well-defined in libor o
and mix and marerials estimates, an explanatory narrative wis not included nor was an an
of how any spplicable ivforoution from prior contraets was used © develop the estimate.

NAVAIR Funue Approach: When the PCOs initiate sctions for follow-an ¢fforts, the estimates
will be developed by the technical teams, and will inchude deseriplions and explanatory
narratives on how the estimates were determined. The “Delense Procurement and Acquisition
Palicy-Contracting Pricing Relerence Guide™ will be consulled W assure that all pertinent aspects
of the estintates are included.

NAVAIR SP TCOMMENT #3: NAVAIR does not coneur with the conclusion that the
contracling officens had inadequate or missing surveillance plans.

Contrct NOO421-01-C-0422 (Pawxent River); Abhough the contract does not eontain o specifie
document entitled, “Cuulity Assurance Supveillance Plan™. the contract is administered for,
quality and ¢ontract compliunce. The lack of a surveillance plan should not be construed as a
lack of contruet surveillance. COR and Alternate Contracting Officer Representative (ACOR)
appotntment letters have a list of specific dutics. One of those dutics is to ™., aceept Aervives
und-or Jelivegables when completed, unless othenvise specified in the contract or order. and
cerlify when the government has sceepted all deliverables”, The SOW calls out the following
Cuontract Dats Requirements Lists (CDR Lsy which are 10 be delivered: Contracior’s Progress
Stanus, Management, Material, and Cost Breakdown Repon; Projec) Status Report, and Funds
Status Report, The COR and ACOR utitize these during surveitlmee of the contract. In
sddntion. the contrct-contains cliuse $252.246-9529, Surveilimee of Services and Time Reconds
Uuly 199K} INAVAIR). This assigns the COR the responsibility of reviewing the aceuracy of
the contructor’s time and avendange records and visiting the work site to check on the presenee
of workors,

et NUO2102-C-3052 (Patxent River): Although the contract does not contain u specilic
document entitled, “Quality Assurance Surweillunce Plun™, the contract is administered for
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guility ind eomtract complisace. The lack of u surveillanee plan should not be construed s a
lack of conmuct survaillance, This contet s g number ol CORLs which are to be deliverad
under the contriet, 'The COR and ACOR uxe these during surveillanec of the contract. The
CDRLs are Funds Rxpenditure Report: Peclormance and Cost Repert: Aceident: Invident Report:
Recommended List of Maintenance, Test, and Sopport Equipment, Marnual, Techaical Uipdate
Revision: Contractor Inventory: Program Propress Report: Conference Minutes: Contraclor
Personnel Clearanee Reguest Reports Fquiptment Inveritory: Daka and‘or Atalysis Sumnary:
Class 11 Madificatiom Dacumentation: Personnel Lacaror; sand Contragtor Departmental Payroll
Report. The COR and ACOR wtilize these during surveillance of the contriei.

fovoives and CDR > are submuinted electronivalty to the COR. The invoices are reveival
week v and are reviewed by the COR and Business Finaneiul Manager (BFM) for discrepancics,
Anv questivns or discrepancics are cominun icoied o CSC Applied Technofogies, LLC (CSC
vig e-mail. Historically, any issues have been resolved, reported on the nest imvoice and the
COR did not bave to contact Defense Finnnce and Accounting Serviee (DFAS). CSC has made
available to the CORs an clectronic tracking systern, which is updated woek ly containing the
status of lasking, cost, and CDRLs, Some items thm are subnutted 1o fhe COR ¢lecronically
requiee action by the COR, these include authorizing tray of requests and security visit requesis,
In uddition, the Controelor Performance Assessment Reporting System (CPARS) requires unnusl
wnput on Quality of Praduct of Service, Schedule Complianee, Cost Control, Business Relations,
and Management of Key Personnel. Fach of these tactors is reviewed throupliout the vear ¢
final Fating 1 posted o CPARS. Also, monitoring of CS4 is conducted hrough weekly
méetings with the COR, ACOR. BFM. and CSC managament to discuss stans and any ongoing
of fov issaes, These meetings are documemald in imeeting minutes.

Contragt NeRO36-01-D-0036 i Clhiga Lake): Although contract NORUYS-0-D=00136 does not
contain a speeific document entithed, “Quality Assuranee Surveillance Phin™, the contract 1
administered [or guality and contract compliance. The Lk nfa surveillance plin should not be
construed us 8 lack of coniract surveitiunce. The COR provides oversight monitoring, including:

»  Quacterly Award Fee Evaluation Bonrds

»  Review of hi-muonthly invoices

»  Review of alt material and equipment purchases
o [ahor use and new hinng

The eontract includes an Award Fee Plan which wiilizes quanutative terms for the
measyrement of performenee for each hroad work wsk defincd in the SOW. These performance
terms aid metrics are used 1n the quarterly award foe cvalumions. In addition. the Conracnng
Oifreer apnually revicws the vontractor”s purchasing system, and the govenment property
administrator conducty an audit of the contractor’s property system m accondnee with FAR 43

NAVAIR Fuwre Approsch; When the PCOs initiate actions for follow-on efforts, the contraets
will cantin a Quality Assurance Surveillance Pl in accordance with FAR 4640160 and basi
principles of o Performance Based Acquisition
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Department of the Navy Undersea Warfare

Center Comments

DEPARTMENT OF THE NAVY
L canTEn N
1178 HOWELL STRERT
NEWFORT RI #2841.1788

wAVal

N REPLY REFER TO:
4330

Ser €705/2511
19 JUL o6

From: Program Manager, Atlantic Undersea Test and Bvaluation
Center (AUTEC), Naval Undersea Warfare Center Division
Newport, Nawport, RI 02841-1708
Inspactor General, Department of Defense,400 Army Navy
Driva, Arlington, VA 22202-4704

Subj: Draft Report on Contracting Practices at the Major
Range and Test Pacilities Base

1. A draft of a proposed report on Contracting Practices at the
Major Range and Test Facilities Base (Project No. D2005-DO0OAB-
0223.000) was provided to this office on June 28, 2006 for our
review and gem s on the findings and
recommeandations contained within that report.

2. A review of this draft Teport was conducted by AUTEC and tha
following comments are provided:

a. On page 1, in the “Background® secticm, contract types
the MRTFB sites visited are described

Comment: No mention is made of the Cost Plus Incentive
Fee (CPIF) type or Award Term. The CPIF contract pays the
contractor’'s total allowable costs and an incentive fee adjusted
in accordance with a formula which is based on the relatiocnship
©of total allowable costs to target (negotiated) costs. Award term
is a derivative of award fee, whare ths CONCTYactor Can earn
additional pericds of performance based on its technical
performance and cost management. The AUTEC Contract, N66604-05-
€-1277, is a hybrid of these various types (i.e., CPAF/CPIF with
Award Texrma) .

bB. On page 5, in the Subseccion on "Use of Prior History
under Mission Support Contracts Reviewed” under “Mission Support
« acts Revi . the report states that “in 5 of the 10

ATTACHMENT 4
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Page 5

contracts reviewed, there wag little or no indication that
contracting officials exanined the information from prior
contracts to detsrmine contract types or help dafine costs for
future contracts. Contracting officers could not provida
analysis of prier history to determine whether all or parts of
contracts could be converted to fixed price for thase services.”

Comment: Prior AUTEC contract price history was, in
‘fact, taken into consideration to determine contract type and to
define costs for the new conmtract. '

Contract type and costs were discussed at length by the AUTEC
Contract Advisory Panel (CAF), an acquisitien Planning Board
consisting of the. AUTEC Program Manager, Contracting Officer,
Technical Team Leaders and Legal Counsel, Such information is
shown in the “AUTEBC 05 Contract Kickoff” presentation which was
memmmznrmmtmrn. 2002
initial meeting of the CAP,

This “AUTBC 05 Contract Kickoff* presentation included a
comparative analysis of the prior contract structure with other
contract architecture options aloeng with the risk factors

(high, low, um) associated with each one in the areas of
Control, Adaptability, Management and Cost. A centract .
transition cost analysis of the last three fiscal years was also
included in this presentation. . ' )

In conformance with Sections 1.1 and 6.1.5 of the “Defanse
Procurement and Acquisition Policy - Contract Pricing Reference
Guide* referenced in the draft Teport, AUTEC utilized market
research information and the application of appropriate
quantitative techniques to develop a reliable estimate of

the new contract cost. The AUTEC Procurement Contracting Officer
(PCO) prepared a presentation in 2003 {*2-4-03 PCO Presentation*
which contained a review of the history of five othar MRTFB
contracts to halp determine the most appropriate contract type
for AUTEC. The major types of contracts with their principal
elements and associated risks and limitations were part of this
presentation as well.

C. On Page §, in the Subsection on “IGCEg”
under Mission Support Contracts Reviewed, Reference {(a) states
"Nine of the 10 contracts had wissing or inadequate IGCEs.
According to FAR 15.406(a), contracting efficers should
establish the Government’s initial negotiation position
with the use of various analyses and techniques including
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the IGCE.”

Comment: An independent government cost estimate wasg,
in fact, developed and refined to project the new contract costs
for AUTEC. A qualitative cost delta analysis was conducted
early in the AUTEC contract process (“Contract Overview”)., More
detailed reports, calculating projected differences between the
existing contract and new contract, were also prepared (“6-17
new K forecast” and "Fish-Oliver PY03-06 10-17"}, The resulting
1GCE accompanied the AUTEC procurement request (“Requisition~).

In addition to the IGCE, AUTEC utilized a comparison of proposed
prices received in response to its solicitation as a Price
analysis technique where normally adequate price competition
establishes price reascnableness (FAR 15.403-1(c)(1)).

3. For additional information, Mr. Demnis + AOTEC
Contracting Officer, can be contacted at tel. - (401) 832-5775
or email - parryDJenpt.nuwc.navy.mil.

g

By Direction
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Department of the Air Force Comments

DEPARTMENT OF THE AIR FORCE
HEADQUARTERS UNITED STATES AIR
FORCE

WASHINGTON, DC ‘:'

AUG 0 7 2006

MEMORANDUM FOR DOD INSPECTOR GENERAL
ATTN: MICHAEL SIMPSON

FROM: HQ USAF/TE

SUBJECT: Comments to Draft Report on Contracting Practices at the Major Range and Test
Facilities Base (MRTFBs) - (Project No, D2005SAB-0223.000)

Attached are the HQ USAF Test and Evaluation management comments on the three Air
Force MRTFB findings in the subject audit.

If there are any questions or comments please contact my POC for MRTFBs, Ms,
Carolyn Zavadil at (703) 697-0283.

Director, Test and Evaluation

Attachment:
1. Management Comments

America’s Air Force - No One Comes Claose

ATTACHMERT 5
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HQ USAF Comments on Problems In Contracts at Air Force MRTFBs

1 F40600-03-C-001, Amoild Engineering Development Center. The Air Force non-concurs
with the finding that the contract had inadequate IGCE. The acquisition team prepared a
comprehensive IGCE that covered each Yyear of the proposed 12-year contract,

—

The draft report also contains an incorrect statement: "CPAF Air Force contract F40600-03-

C-0001 for $2.78 for base operations is an example of a contract for which the contracting

officer did not include adequate cost analysis, The contracting officer used an FY 2002
conmctalmmnandﬁlﬂahdthunmmmtby3pmteanhyaarﬂorlhe 12-year term of the

infrastructure were also calculated and included in the IGCE. Next, the IGCE was adjusted
for significant increases in our planned Backlog Maintenance and Repair (BMAR) Pprogram

for the FY 05 - 09 timeframe, Finally, the test workload was increased to reflect the
additional work planned in the large turbine engine test cells. All these major adjustments
were considered in calculating the FY 04 and out year IGCEs, Minor adjustments in the
IGCE were made for pension and health insurance costs, All other estimated
requirements/costs for FY 05 - 12 were held constant (when compared to FY 04) except a
3% escalation factor was applied to labor and material costs.

2. NAS10-99001, 45® Space Wing, The Air Force non-concurs with finding of inadequate or

mmIGCEVnomnfpﬂmhkwmmdemmemmmcmdeﬁmmu

This is a NASA contract, managed by NASA with Air Force participation, which has been in

place since October 1998, The J-BOSC was 2 coordinated acquisition prescribed in the
Defense FAR Supplement Part 208 and the Space Act. The J-BOSC is excepted from the

budgetary baseline of $3.3 billion. Past history of 18 similar NASA and Air Force
contracts were reviewed as part of this analysis, including the NASA Base Operations

Contract (BOC), a 10 year CPAF contract started on 11/1/93 4 yr basic w/ (3) 2 year option

periods. The Joint Procurement Development Team determined that a CPAF contract was

considered appropriate for the effort due to the inherent risks of the program, including such

considerations as the consolidation of AF and NASA, requirements, dynamic operational

schedules, changing requirements, and labor relations concerns. Because of these concems,

it was determined that the use of award fee would provide nesded flexibility and ensure
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customer satisfaction at g reasonable cost. A substantia] amount of the subcontracted work
on thc J-BOSC i firm fixed price (FFP), In addition, the J-BQSC acquisition process was
reviewed by the Air Force Audi Agency, the NASA IG, and the AF IA during the
acquisition process, with no issues or concerns indicated,

The Air Force non-concurs with the finding of in uate or missing surveillance lans,
JDP-P-2747, J-BOSC Performance Surveillance ;f::, thoroughly dosmlmmts the P
surveillance process for this contract, and has been in place singe | April 1999, The plan
clearly specifies arcas requiring surveillance and surveillance methods to be used a
specified in the FAR and in the recommended guidelines provided in the OFPP Best
Practices Guide, Ithuhecna]iving document and is currently at Rev Cwithancwruvision
to be released in August 2006, Systematic, continuous surveillance is being performed and
documented by the CCSMO per the plan.

The Air Foree non-concurs with RECOMMENDATIONS 1, 2, Selection of contract type
and incentives is accomplished after careful deliberation and review of the facts and
circumstances mrmundm;each acquisition, In la:m_e dollar acquisitions such ag these the

The Air Force concurs with RECOMMENDATION 3: Onge any contract is awarded, it is
crucial that cost performance be moniored. We currently monitor cost performance on this
contract and are reasonably assured that the contractors are uging efficient and effective cost
controls where possible,

FA9200-02-C-001, 46" Test Wing, The Air Force non-concurs with the findings. The
contract was awarded approximately 40 days prior to the only contact 46 TW Contracting
Office had with the DoD IG team, At that time, requested doclmtswefe provided to the
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dynamic test and training schedule that could not be administered in a fixed price
environment, The award fee plan provides positive incentive for the contractor to control
cost and manage labor efficiencies

Inadequate or Missing Independent Government Cost Estimates (IGCE). Non-concur, The
A:chmce 8 IGCE was prepared by the program office using many years of past contract
prices. The estimate was then adjusted to reflect the change in technical requirement. Price
reasonableness of the awarded proposal was determined in accordance with FAR 15,404-
1(b)(2)(i) and (ii), which are the preferred teclmiques for price analysis (see FAR 15.404-
1(b)(3)). The audit’s mfmmcc to FAR 15.406(1)a is not correct, It should be FAR 15.406-
1{z). However, the refe was for establish of the Government's initial negotistion
pommn and does not apply to source selection. This effort wes determined to have adequate
price competition and therefore was not “negotiated”,

Inadequate or Missing Surveillance Plans. Non-concur. The Air Force’s award fee plan
thoroughly documents the surveillance process for this contract. Quality assurance personnel
as well as technical project managers, continuously monitor performance at every level of
this contract and provide reports to p n gers as well as senior management
officials. The plan calls for formal repnrrungcvay six months with interim reports every two
months. The plan provides significant incentives for meeting technical/schedule/cost
requirements.
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